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R E S T R I C T E D  

IN~EENATIONAL E00NOMIC RELATIONS AND U.S. FOREIGN ECONOMI~~ 

iI MarCh 1952 

COLONEL WA~RMAN: You are about to hear one of the most basic 
treatments of the subject of .International Economic Relations and 
United States Foreign Economic Policy" that has probably e~r been 
attempted. My approach is prompted by the belief that ~ have already 
had a pretty heavy dose of ~ complex and the technical in this area 
and we ought at some point to take time to look at the real i~ndamentals. 
~hose here who have their Ph.D.'s in economics may find this a little bit 
oversimplified, but I believe that for the rest it will help a little to 
pull aside the veil of mystery that seems to shroud this s~bJeet. 

~he ramifications of the topic are so very extensive that I have 
had to put some rather severe limitations on the material and the 
aspects of it which I am going to cover. I am going to try to limit 
myself to doing four things. 

First, I will show you ~hat the advantages are of foreign trade 
~hich make it worth carrying on at all. 

Second, we will have a look at some of the hindrances which make 
the conduct of this trade difficult and, incidentally, at the ssme time 

~dSLI see what kinds of activities are included in the general term 
"international economic relations." 

~Lird~ I ~ill develop the nature of our foreign economic policy, 
and, finally, I will discuss the relationship between international 
economic relations and economic potential. 

~he first question~ which I believe we should start with, is: 
Why have international trade at ~I? Why should a nation make itself 
party to all of the aches and pains which arise ~rom trying to trade 
with other countries? Wouldn,t it be better simply not to sell to or 
buy from other countries and to confine our problmus to the lesser 
headaches of keep~ our internal economy in a healthy state? 

Let us start- with the premise that the primary urge ~hich motivates 
people in their economic actions is the desire to improve their standard 
of living. Even such temporary diversions as armament are for the 
protection of that standard of living. Investment, too, is merely post- 
ponement of consumption in order to have even greater consu,~tion and a 
better standard of living later on. Since people want primarily to 
improve their standard of living, they,re going to do everythinE they 
possibly can to make their working efforts count for more goods and 
serviceso 
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Let's see what contribution international trade makes toward this 
goal of an improved standard of living. ~he precept I ~ about to 
demonstrate is called ~absolute advantage" in international economic 
terms. You will all note that the underlying bases for any economic 
system are ~hat ~he classic~! economists used to call land, labor, and 
capital. 

CHART #I (Absolute Advantage) 

You see that I have sho~n for three countries, England, Argentina, 
and China, their sit~atlons with respect to land, labor, and capital. 
Letus look for the moment only at this column, this one called "Factor 
Price." Engl~d is relatively short of laud and has an ~le s~pply 
of  labor and capital. Therefore, in England you w i l l  ~ind that ~he 
factor price of land, that is, the price per arbitrary unit, is high. 
~he factor prices for labor and capital are +lower. 

In Argentina there is an abundance of land and shortages of both 
labor and capital. So here you will find that the factor price of laud 
is low and those of labor and capital are high. 

China, of  course, has a superabundance of labor, a great sho r t age  
of capital and a great shortage of land relative ~o tae pressure o£ the 
population on it; so that labor is very, very cheap £or the arbitrary 
unit, and  land and capital are high in C~-a. 

I have taken three co~uodities (see following table) of different 
kinds ~hich require different ~uounts of the three factors--machinery, 
beef, and lace. You see for machinery that we require one arbitrary 
unit of land of s~e kind, i0 of labor, and 20 of capital. You will 
notice ~herever you produce machinery that you require the same 
~,ounts of labor, land. and capital. Likewise with beef; you have a 
different c~bination of land, labor, and capital. But wherever you 
produce them you require the saae ~ounts. ~he s~me ~ith lace. 

What I have done is to ~nltiply the ~mount of the factor by the 
price of the factor in each country, getting the cost of the factor. 
Doing that to each prodact in each country, we find that England pro- 
daces machinery more cheaply than the other two; Argentina prodaces 
beef more cheaply; and China prodaces lace more cheaply. 

Well, you can see from these costs o~ prodaction that if England, 
instead of devoting economic resources to prodacing a variety of 
prOchcts, concentrates on the one in which she is most e~ficient and 
trades for the ones in ~hich she is less efficient, she will improve 
her standard o~ living. This w~ she will get more goods and services 
for the econ~aic resources available to her. ~he s~e applies to 
Argentina in her concentration on beef, and China in her concen~ation 
on lace. 
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How about the case ~ere one country is the more efficient prodncer 

of all products? I think I can show you that even in that case the more 
efficient country, by concentrating on the prodncts in which it has the 
greatest comparative advantage and trading for the things in which the 
advantage is less marked, can improve not only its standard of living b~t 
the standard of living of those with ~hom it trades. 

Table 2. Comparative Advantage 

England 
China 

Machinery Textiles 
Production Unit Prod. 
cost Selling cost Machinery 
(dollars.) price (do ars) e ,iv ent 

75 5 15 units 
115 108 6 18 units 

Let  us  aga in  cons ide r  t he  case o~ machinery ,  England produces  some 
u n i t  of  machinery ,  l e t ,  s s ~  a macl~zle, f o r  74 d o l l a r s ;  China p r o ~ c e s  
that s~ne unit of machinery for 115 dollars. Now, let us s~ppose that 
in the production of cotton textiles England produces some unit of cotton 
textiles for five dollars per unit and China produces the same unit for 
six dollars. As you see, in machinery England is more efficient and in 
cotton textiles England is again more efficient. Now, if Engla~ wants 
to devote a certain part of her economic resources to the prodnction of 
cotton textiles--let's say 75 dollars worth, the value of the prodnction 
cost for one machine--she can produce for that 75 dollars worth of 
economic effort 15 units of cotton textiles. 

Let, s s~y instead of prodncing those 15 units of cotton textiles 
England goes ahead and makes machines at a cost of 74 dollars; it could 
sell a machine to China for some price between ?4 and 115 dollars, de- 
pending, of course, on the relative bargaining power. Let us arbitrarily 
say the sale price of that machine to China is 108 dollars, ~hich is not 
a bad buy for China and certslnly is a good one for England. Assuming 
England takes its PaY in cotton textiles, for 108 dollars of economic 
resources inC~','i,'~, China can produce at the six dollar -n~t cost 18 
units of cotton textiles, ~hich it swaps for the one machine. By that 
SWap, bo th  countries have improved their standard of ~l.viz~l England, 
hec~se for 7h or 75 dollars worth of economic effort, got. not 15 but 
18 units of cotton textiles; China bec~se it got the machine, not for 
the 115 it would have cost but for 108 dollars. 

~e obvious conclusion we can draw is that even when a country is 
the most efficient producer, it can, by concentrating on the prodncts 
in which it has the greatest, comparative advantage and letting others 
make those products in which the advantage is not so great, better its 
standard of living and the standard of living in the trading country as 
~ll. These examples, are assuming that each country involved in the 
trade had some amounts available to it of land, labor, and capital. 

The argument for foreign trade becomes a great deal more forceful 
when only one of them has land of a certain kind. There are many 
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t h i n g s  ~t~ich are v i t a l  t o  our  i n d u s t r y  or  t o  our  p r e s e n t  s t andard  o f  
l i v i n g  which are produced on ly  i n  c e r t a i n  k inds  of  l and  o~ c l i m a t e s .  
~here is virtually no wsy e~cept by foreign trade for us to get s~ch 
t h i n g s  as tin, manganese, c e r t a i n  ~g r i cu l~ura l  fibers, coffee, or 
bananas.  We can p r o ~ c e  some o£ t h e s e  t h i n g s  or  s ~ b s t i t ~ t e s  f o r  them 
here at home, ~t only at a waste of economic resources. We might very 
well grow coffee or bananas in hothouses here at home. But remember, 
I started with the premise that the object of c~r economic astivi~ was 
to improve our standard of  living, which means getting the 
possible return for o~r economic= e f f o r t .  For those ~tngs ~ioh have 
no s~bsti~tes, foreign trade is ~n absolute necessity f o r  ~ mainte- 
nance of industry. 

Now that we have established the fact that international t~de can 
be a good thing, beneficial to the standard of living of all concerned, 
let us ask w~y it is that obstacles are put in ~e w~ of  it. First, 
let me give you a llst of the comon obstacles~ 

~he first one is tariffs. ~hat is the one A~ericans know best. 
~hen there are import quotas, which forbid ~he importa~on of more than 
a certain amount of a given prod~ct; export quotas, which £orbi~ the 
e x p o r t a t i o n  o f  more than  a c e r t a i n  ~uount; t h e r e  are embargoes which 
f o r b i d  the  i m p o r t a t i o n  or  e x p o r t a t i o n  of ~ y  ~nount; t h e r e  are ~ b s i d i e s  
~hich  enable  t h e  p roduc t  a t  home to  be so ld  more cheaply ,  even t h i g h  t h e  
m ~ a c t u r i n g  cos t  i s  g r e a t e r .  ~here are f o r e i g n  e ~ c h s ~ e  d i f ~ i c ~ l ~ i e s ;  
t h e r e  are laws l i k e  the  M y  American Act,  w i th  ~hich I ~ ~ you are 
a l l  £~mi l i a r ;  and t h e r e  are many ingen ious  combinat ions  o f  a l l  t h e s e  
t h i n g s .  

Bec~se there is so much confusion abc~t the meaning o£ foreign 
exchange transactions, I an going to take a moment to explain their 
~rkings. International trade starts when someone with a product sees 
a chance to make a profit by selling it abroad. Let's say an English 
manufacturer sells his goods in the United States. ~e United States 
~yer has only dollars with which to p~ for the goods. He can make 
p~nents by depositing his dollars to the Englishman,s credit In an 
American bank. But remember that a dollar deposited in an American 
bank does not help an English manufacturer to PaY his factor7 help or 
his taxes. But he doesn,t have sr~ ta~uble, bec~se an English bank is 
alw~fs willing to b~y that d o l l a r  deposit from him for sterling, for 
pounds. In  t h a t  way an E~g l i sh  bank acqu i re s  a d o l l a r  c:l~posit i n  an 
~ner i can  back.  

Let us take another case. Suppose an Englishman w~te to t~avel 
in the United States. He needs dollars to cover his expenses Nhile he 
is here. ~e English bank cau sell him a draft on that American bank 
account that it acquired, for which he, the ir~vld~al, p sys pounds, 
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He can then draw on that dollar account while he i~ in the United 
States. In such ways the dollar accounts owned by English banks in 
~erican banks and the sterling accounts o~ed by American banks in 
English banks contir~ally rise and fall. 

~nere are other kinds of transactions, too, which increase and 
decrease this ownership of foreign exchange. If Americans want to 
invest in French firms, they pay their dollars into American banks to 
the credit of French fi1~s, ~o get the francs they need to operate by 
selling those American accounts to French banks. 

If Americans ship in Norwegian bottoms or bey British maritime 
insurance, the dollar deposits of Norway, or Britain, in ~merican banks, 
rise accordingly. If Americans have existing investments in Italian 
firms in which the dividends are to be paid in lira, the payments into 
Italian accounts of these American o~ners increase the United States 
holdings of lir~ 

If the United States gives other nations money, the grant is made 
in the form of a credit to the nations in American banks. ~hese dollar 
balances o~ned by foreigners in American bank~ are available to purchase 
American goods and services and, as you will see later, almost any 
other country, s goods and services. 

All of this financial flow between a country and all of the other 
ccuntries with ~hich it trades results in ~hat is known as a balance of 
payments. 

Here is a table ~hich shows the United States balance of p~yments. 
~his is the balance of p~nuents for the third quarter of 1951. ~ese 
are not the actual figures, bet %hey are pretty close in magnitude. 
I h~e done some rounding, in order not to get too involved with the 
actual figures themselves. (See following table) 

The plus column represents increases in American holdings of 
currency, ~he minus column represents decreases in American hold~s 
of currency. This column on ycur left sno~s you the actual composition 
of international economic relations~ the kinds of activities that take 
place under that general heading. 

First ycu see that the United States exported goods and sold services 
abroad. Of course those yielded plus bank balances. ~ey imported 
some goods, purchased some foreign services, earned some income on 
existing foreign investments, and interest on loans. 

Foreigners have money invested in this country on ~hich they earn 
dividends or interest ~Lich represents dollar payments. D~rir~ the 
quarter the United States a~ its citizens made loans and investments 
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Table 3. United States balance of payments 

quarter 1951 

(~ I) ions o£ dollars) 

Goods exported 
Services sold 
Income on foreign investments 

Goods imported 
Services purchased 

3,800 

?O0 

Income earned by foreigners on U.S. inves~ents 

Balance on Goods and Services 

U.S. loans and investments 
private 
Government 

Foreign loans on (investments to U. S. ) 

Gold received 

Gifts and grants 
Private 
Government 

Not ac~al figures 

I,~00 

I00 

m 

2,t~00 
lO0 
9oo 

3,600 

200 ¸ 

I00 

I00 

100 ̧ 

? 
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in foreign businesses and in foreign goods. Foreigners made some loans 
and investments in the United S÷~tes during the quarter. ~his maY come 
as a surprise to you~ but it actually occurred. 

~he United States received some gold, for which it paid out currency. 
Then, there were gifts and grants, some by private individuals to indi- 
viduals overseas and some by the gover~,~ent to foreign governments. 

The important thing about the balance of payments is ~hat it must 
finally balance. You have often heard of a favorable balance of trade. 
5here is such a thing as an unb,~lance in trade, but the question of 
whether it is favorable is debatable. 

So far as the balance in the balance of payments is concerned, if 
the quantities of goods and services, and the income earned on invest- 
ments here, and the gold ~hich foreigners send to us, are not sufficient 
to paY for the goods that we export and the services that we sell abroad, 
then there ~ould be an unbalance. But that balance is ~tumatically 
corrected, because, if the customer cannot paY, you have to give him 
credit. ~hat credit will appear somewhere under loans. If he can,t paY 
the loan, you write it off as a bad debt. ~hen it is a gift or a grant. 

I show you this to point out that it is not possible to continue 
selling more than we bray, that the unbalance has to be corrected in one 
wsy or another, either by lending somebody the money to psy for the 
difference, or by giving it to him. 

We know that the United States has consistently been selling more 
abroad than it has been buying and making up the difference by loans 
and grants. Let us examine why this is. Customers buy foreign goods 
only if they are cheaper or of better quality for the same price or if 
there areno comparable domestic products. Tariffs and subsidies have 
prevented foreign goods from being cheaper than domestic ones. Of 
course we buy large quantities of those thin~s for which there is no 
comparable domestic prodnct. I mentioned tin, manganese, coffee, 
bananas, and agricultural fibers. 

~he same is true with Europe. Europe does not raise enough food 
to feed its people, so it has to buy food abroad. 

Before the war, the amounts of raw materials which ~e bought from 
the undeveloped areas, the amounts of machinery and manufactured goods 
that the undeveloped areas bought from western Europe, and the m, ounts 
of food that western E~rope bought from us were such that around that 
triangle there was balance, balance in the payments. 

The destruction of Europe,s industrial plant during the war prevented 
it from selling manufactured goods to the undeveloped areas, and even 
compelled it to b~y manufactures from us. A complete realignment of 

R E S T R I C T E D  



t r ade  has t aken  p l ace  s ince  the  war. Fo re ign  ~ m t r i e s ~  t aken  as a 
~hole ,  waut more from us  t han  we want  f r c~  them, which was no t  t h e  ease 
i n  t h e  old  t r i a n g u l a r  arrangement o f  prewar days.  ~hat  l e a d s  %o a 
dollar shortage. If people want to buy more of our goods than ~ey can 
pay for, of course they are short of dollars. 

Why not trade in other currencies? Currency is meaningful ~ in 
terms of the goods and the services i% will buy. I sm sure that is no 
news to you. But I think if you will bear it in m~-~ it will help you 
%o see ~hat I am t r y i n g  t o  g e t  ac ross .  ~he curren@y of a count ry  
r e p r e s e n t s  c la ims on the  goods and s e r v i c e s  prodnced by t h a t  count ry .  
People are interested in accepting it only if the country has the kinds 
of goods and services they want, at the prices they want to PaY. ~hey 
are glad to take United States dollars, bec~se there,s such a tremendous 
quantity of goods in this country on which they can spend those dollars. 
If they dontt want %0 buy anything from us, they are still able to p~ 
in dollars for goods purchased from some other country, bec~se that 
other country will generally find some useful thing which it can buy in 
this country. 

What i s  more, the  Uni t ed  S t a t e s  i s  i n  a p o s i t i o n  to  swap o t h e r  
currency,  o r  r a t h e r  bank ba lances  i n  f o r e i g n  banks~ i n  r e t u r n  f o r  
U n i t e d  S t a t e s  currency.  So we see  the  d o l l a r  i s  a c o n v e r t i b l e  @~rrenuy. 
B r i t a i n ,  o n t h e  o t h e r  hand, does no t  have any such volume o£ goods and 
s e r v i c e s  ~ ~ c h  a buyer  can choose.  S ince  i t  buys so much fr@m 
abroad, i t  i s  more anxious t o  pay i n  i t s  own @~rrency than  s e l l e r s  are 
%o accept  t h a t  mr--~wncy. A l o t  of c o u n t r i e s  have acqu i red  pe ,n~ ba l ances  
d ~ r i ~  t h e  war, f o r  ~hich %hey would l i k e  t o  g e t  some goods. England 
cannot  exchange i t s  m r r e n c 7  f o r  t h e i r  cu r r enc i e s ' ,  beosase  i% i s  no t  
earning enough from other countries by its sales to them. It is there- 
fore compelled to make its ourrency inconvertible, hence that torch les~ 
desirable. 

Obviously,  t he  s o l u t i o n  t o  c~rrency d i f f i c u l t i e s  and ba lance  o f  
p ~ a e n t s  d i f f i ~ l t i e s  as 1 e l l  i s  to  f i n d  some w ~  o f  s e l l i n g  more goods 
abroad ,  o r  t o  oease buying so much from abroad.  I% i s  p r e t t y  hard  t o  
reduce  your purchases  ~hen so i n c h  o£ your  food ami i n c h s t r i a l  raw 
m a t e r i a l s ,  as i n  t h e  case of  England,  must be i ~ o r t e d .  Given a o e r t a i n  
e f f i c i e n c y  o£ p r o d n e t i o n  i n  a c ~ m t r y ,  what i s  t h e r e  to  be done to  s e l l  
more goods abroad? ~he answer, o f  course ,  i s  %o c ~ t  p r i c e s .  

~here are  two ways to  do t h i s - - o n e  i s  i n t e r n a l  d e f l a t i o n  and the  
o t h e r  i s  d e p r e c i a t i o n  of  your c~rrency  wi th  r e s p e c t  %o o t h e r  c ~ r r e n c i e s .  
D e f l a t i o n  i s  a p r e t t y  pa~nflll remedy becsnse  i t  has  the  e f f e c t  of  
depressing eoonomic activity. Depreciation also has drawbacks but they 
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Let us look a t  ~hat  E n g l ~ d  a c t u a l l y  d id .  When the war ended, the 
p ~ n d - d o l l a r  exchange r a t e  was four  d o l l a r s  and th ree  cents  becs~se a t  
some p r i o r  time t h i s  was t h e  f i gu re  a t  which both E ~ l i s h  and American 
buyers thought they  got  a f a i r  exchange of goods, cons ider ing  p r i c e s  i n  
beth countries. After the war, there was more inflation in Britain than 
~here was i n  the  United S t a t e s .  Buyers could no loager  ge t  a f a i r  
exchange of  ~h~ l i sh  goods fo r  American goods. The B r i t i s h ,  o f  course,  
could g e t  g r e a t  barga ins  i n  American goods, provided they  could s e l l  us 
~helr goodee Natarally~ they oouldn0t; so the English adopted a new 
pound-dollar ramie of two dollars and eighty cents. ~lis does not change 
the price for local goods in England. It means, therefore~ that Americans 
can now get more English goods in return for their American goods. It 
also means Britain has to p~ more for its i~ports, food and materials~ 
from the d o l l a r  area. ~he figure o~ two d o l l a r s  and eighty cents  was 
chosen as the b e s t  guess a t  a f a i r  r a t i o  between American goods and 
B r i t i s h  goods. 

Let  me c ~ t ~ o n  you r i g h t  here  t h a t  these  remarks ~re a ve ry  oonsider-  
able o v e r s i ~ l i ~ c a t i o n  of  the  p rob lem of  f o r e ign  exchange r a t e s ,  ba t  
the re  i s  not  time t h i s  morning f o r  more d e t a i l .  

I want t o  look a t  some of the o ther  h indrances  to  fo re ign  ~rade.  
Nations t r y  to  keep out the  goods of  o ther  na t i ons ,  p r i m a r i l y  b e c ~ s e  
l o c a l  prodaoers of s i m i l a r  goods cannot compete wi th  the  fo r e ign  goods. 
The remarks I made about the advantage of foreign trade would lead you 
to the conclusion t~at everyone will benefit if the more efficient 
producer is allowed to sell his goods wherever he wantse But you may 
have a new local indnstry Just starting uP ~hich is now a high-cost 
producer and lhich premises to be a low-cost one when it gets on its 
f e e t .  Of course people f e e l  t h a t  i t  should be p ro tec t ed .  ~ t  i s  ~hat  
i s  known as the  i n f a n t - i n d u s t r y  arguaent .  I t  i s  r e a l l y  a s ton i sh ing  how 
long infancy lasts fo r  some businesses. 

~here a lso m ~  be producers who got s t a r t e d  i n  ~ s i n e s s  m e n  ~ a n e -  
p o r t a t i o n  was l e s s  e f f i c i e n t  thau i t  i s  now, and before  the  days of  
mechanical r e f r i g e r a t i o n ,  l e t  us say. ;he United S t a t e s  d a i r y , -  Z i n d u s t r y  
i s  a case i n  p o i n t .  In  e a r l i e r  d a y s  i t  was probably  the on ly  pos s ib l e  
supp l i e r  of most da i ry  products  f o r  the country.  Now, with mechanical 
refrigeration and fast ocean service, the Scandinavian countries could 
probably provide us with cheaper dairy products. It,s a i~ thing; 
our dairymen don,t seem to take a long-term economic point of view. 
are not walling to suffer the consequences attendant on Shifting to pro- 
@Action of the things in which the United States is more efficient. 

You know what happens.  ~ b r ing  p o l i t i c a l  p r e s ~ r e s ;  t a r i f f s  and 
other  b a r r i e r s  such as quotas are pu t  on, and they  s t ay  i n  bus iness ,  a t  
the expense, of course, of the American public. 

l 0  
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Then t h e r e  are i n d u s t r i e s  ~hich a count ry  f e e l s  i t  must have ~ ~  
itself, in the event o£ war. ~he best ease in that connection is the 
shiphuilding industry. ~he Europeans in general can build and operate 
ships more cheaply than we can, hut we say that we cannot afford to 
depend for our ocean shipping on ~rope in the event of war, So our 
Government subsidizes shipbuilding and ship operation. 

~ e r e  a re  c o u n t r i e s  ~ i c h  would normal ly  prodnce on ly  a v e r y  l i m i t e d  
number o f  c o ~ o d i t i e s  but ,  bec~ase t h e y  f e a r  the  d e p r e s s i o n  t h a t  ~ l d  
result from the drop in price of those co~nodities, they try to diversify. 
~hat introduces some inefficient industries, and the only way they @an 
keep them alive is to protect them in s~ue way. 

Some n a t i o n s  which are  unable  t o  ea rn  s u f f i c i e n t  d o l l a r s  t o  buy 
e v e r y t h i n g  they  would l i k e ,  t~y  to  cha rne l  t h e i r  d o l l a r s  i n t o  the  pur -  
chaser of' goods they deom most important to them. I haven!t time to 
Gxplaln the exchange control gimmicks, hut I£ you desire, I will attempt 
it in the question period° 

I should  no t  l e ave  the  d i s c u s s i o n  of  h ind rances  t o  t r a d e  wi thou t  some 
ment ion o£ b i l a t e r a l i s m ,  the  p a r t i c u l a r  p o l i c y  under  ~hich  a count..'~- 
~ i e s  t o  st r ike a ba lance  wi th  each o t h e r  count ry  ind iv idna l lT .  This 
means that the voluue of trade ~hich takes place is reused to the lowest 
coil,on denominator° vf country "A" wants only a million dollars worth of 
goods f~m country "B," count 's /  ~" is eGa~r~'ained to  buy o n l y  a m i l l i o n  
dollars worth of goods fTom country "A," even though it ~Id like to buy 
more. - I f  yOU had mAlt i l a t e r a l  ba l anc ing  i n s t e a d  of b i l a t e r a l ,  you 
get the trlan~lar effect which I descrlbed earlier~ aud~ as a conse- 
quence, a g r e a t  dea l  more ac tua l  trade. 

SO muCh for foreign trade. Let us turn now to the hatter of the 
United States foreign economic policy, and I will try te show f~m vhence 
it spx~ings. Of c~irse our actions in foreign economic policy have been 
shaped by our world position. We have never depended very greatly on 
4~orts. As a matter o£ fact, many influential people in this country 
have regarded foreign trade as simply the way for us to dispose of our 
o~ excess Eoods~ so that we can have the benefits ~ of mass pro~iction. 

~hroughout the  c ~ n t r y , s  e a r l i e r  y e a r s  i t  was growing very  r a p i d l y  
and t h e r e  was demand f o r  the  p r o t e c t i o n  of our i n f a n t  i n d n s t r i e s |  so 
we had a p r o t e c t i v e  t a r i f f  p o l i c y .  I t  was on ly  n a ~ r a l  we should do so .  
At the sam time we needed and welcomed £oreiEn c~ital to help in the 
growth o f  our  i n d u s t r y  and i n  the  developwent  of  c~r own economic 
reSOtU~eSe 

~ b e r  t h a t  the  N a t i o n , s  f o r e i g n  economic p o l i c i e s  must have the  
sane goa ls  as n a t i o n a l  d ip loma t i c  p o l i c y .  We choose our economic ob jec -  
t i v e s  so t h a t  t h e y  w i l l  suppor t  our n a t i o n a l  o b j e c t i v e s .  When t he  
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na t i ona l  ob jec t ive  was to  remain f ree  of entanglement i n  the qua r r e l s  
and di££1culties of foreign nations, our economic p o l i c y  was one of 
aloofness. Now that ~e have come 5o believe that national security 
requires us to have friends~ our economic policy is to maintain good 
relationships w~th those f~iends and to do what we can to s~engthen 

Our economic p o l i c y  with  r e spec t  to  the  enemies which we now recog-  
n i se  we have i s  to waken  them by ecmomic means. Next week C~ptatn 
Alexander i s  going to  address h i m s e l f  ~o t h a t  aspect  of' our fo re ign  
economic p o l i c y .  

~he first big step in the direction of what I like to call enlight- 
ened economic relations was taken here in 1934 when Congress passed the 
Reciprocal ~ade Act and we undertook a reciprocal trade agreements pro- 
gra~ Since that tine our p o l i c y  has been to  re~ce the trade barriers, 
but alw~s on a c~tious, pro~xct-by~prodnct and nation-by-nation basis. 
It seems to me that this reflects the conflicting attitudes of  our 
statssmen ~ o  believe there are b e n e f i c i a l  effects to  fo re ign  trade and 
our businessmen who insist on getting p r o t s c t i o n  from foreign competition. 

~he Change i n  our a t t i t u d e  toward economic condi t ions  in  the  r e s t  o f  
t h e  world c ~ e  ~ i t h  the beginning of  World War I I .  The f i r s t  d e f i n i ~  
s tatement  of  American p o l i c y  i n  t h i s  new d i r e c t i o n  i s  contained i n  the 
Atlantic Charter of 19hO, which declares that all nations should enjoy 
equal access to the trade and r~ materials of the world needed for their 
economic prosperity; that nations should collaborate fully in seeking 
economic advancement; and that all men should live in freedom from fear 
and want. ~he Lend, Lease agreements lwplemented this new attitude. 

AXtsr the war the  UDited States again recognized i t s  r e s p o n s i b i l i t i e s  
for the welfare of foreign peoples by its participation in ~ and its 
d i s t r i b u t i o n  of world s~pp l ies .  In  1947 General Marshal l ,  i n  h i s  formal 
speech a t  Harvard, expressed the n a t i o n a l  p o l i c y  anew. I would l i k e  to  
quote from t h a t  speech. 

"It is logical that the United States should do whatever it is able 
to do to assist in the retur~ of normal economic health in the world, 
without  ~ i c h  there  csn be no p o l i t i c a l  s t a b i l i t y  and no ~ r e  peace.  

"Our p o l i c y  i s  d ~ e c t s d ,  not  aga ins t  any country or doc t r ine ,  but  
aga ins t  h~nger~ pover ty ,  despera t ion ,  and chaos. I t s  l~rPose should be 
the  r e v i v a l  of a working econou~ i n  the world ~o as to  prcmots p o l i t i c a l  
and soc i a l  condi t ions  i n  which f ree  i n s t i t n t i o n s  can e x i s t . "  

The next major pronouncement ef eco~o~ic policy was contained i n .  
President Truuan,s 1949 in~gural address in ~hich he made four points 
of  foreign policy. Point 4 introduces a new aspect o£ economic policy. 
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I t  proposes a new program fOr making the bene~J.ts o£ eu.z' :8(=~en,ti~te 
advances and our in~strlal progress available for' the 4w~ovement and 
t~ growth of underdeveloped areas. Congress, in implmaen~ Polnth, 
declared that the peoples o£ the United States aud other a~ens ~ a 
~ n  int~r~8% i n  the freedom an~. i n  t h e  economic and soei:al p ~ o ~ e s s  
o~ a l l  peoples. 

Finally, Coagress in the ~zal Sec~ri%y Act of 1951 ~r~ ~ 
to  be the p o l i ~  :~,o main ta in  s e e u r i t y  and to  promote-the ~o~,IKn : ~ . O y  
o£' ~ United S%a%es by ~ t h o r i z i m g  ~ t a r y ,  econmale, and,te:chn~oal 
ass!stance to  ~z~endly e~mtrles. ," 

Zt  i 8  e l e a r ,  then,  t h a t  ou~ po~Loy has changed ver~ remarkab~ 
p~ewa~ . d ~ s .  ~ a s  2~ yearns ago we be l i eved  ~ s h ~ d  keep _cu~ ~.selves 
~ o  .0~ 8.13. en tanglmen~s ,  we now. believe ~ should .help t h o p e ~ e s  c~ 
the world to  impz~ve t h e i r  e cenomio 8tat~s. ~hls pol£oy i:~s e~e~al~ 
based on both ~tarian eonalderatAons and defensive ones. 

I t  h a s  been po in ted  out  ~ m  t h i s  .p la t~om %~at ~ h  o f  . ~  ~u~ 
n a t i o n a l  economic th ink ing  i s  based on the  no t ion  ~that ~ - a r i e u  
out of  d i ~ f i c u l t  eeononio oondi t ions ,  and we assume that ~b~ ~ ~  
economic condi t ions  we e~n ~ontatn e~wmmism~ Zt was , ~ s % e d  a~ ~that 
time ~hat the~e, are grave doubts whe%her t h i s  18 real~ ~ a ~  :~on~lu- 
sign, As Z remmber, two facts ~re eited as erldene~. 

~ s t ,  C~echos~ovakia, ~h£ch uas e n ~  a Zatrl.y goo~ s t a t e  o f  
eoonon~e s%ab£1£ty a~ter  the w~,  ~ e l l  t o  c~umm~m. 

Second, ~ s%ern  ~hropean C ~ s t  pa~ t i e s  are s t i l l  ~ s t  a s  b~g 
a f t e r  s ix  years  of  our aid as  they wer~ a t  the .end o£ the  wa~. 

I t  seems to me t h a t  these  thoughts open up sa te  t ~ o u ~  . ~ p I i c a -  
t i o n s  wi th  r e spec t  to  our ~,or~i~n econom:Le p o l i c y .  Ho~eve~, ~ ~unc%ion 
here i s  no t  t o  d iscuss  the correctness ,  o~ o u r  fo re ign  p o l i ~ , ,  b~t  . ~  
to  l e t  y~u-know what ~t  :Ls and then to  ~ela%e i t  ~o eooncELo p o t e n t i a l .  

I should sake the  obseryat~on i n  p a s s ~  t h a t  the  ~ i n  
csechosloTak£a was m i l i t a r y  and, i n  regard to the s i s e  o f  the  ~ n i ~ t  
pa~t£es i n  ~ s t e r n  B~rope, we don , t  have an adequate m e ~  8 ~ o k  ~ 
~ c h  to  measure the ~esu l t s  o~ our assistance,  bec~A~se wedon~,~ know 
• h a t  the s ~ s  o~ those Ccmnun:Lst p a r t i e s  m ~ h t  h&3m b a e n  b~ nov 
had i t  no t  boon f o r  our a£do 

Wo~, 4 t  i s  not  m7 purpose,  as I sa£d, ei%hor to de~end o~ ~ t ~  
our Zoreign eeonenie pol~OTo I am t r ~ n g  to  s~ggest 8m appaz'atus~ ~e~, :L~ 
you ~ ,  a v8~ of ~ n g ,  which ~ help  emeryono t o  make h ~  
8 n a l ~ i e .  
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Up-;to ~,.~:,.,T ,have,..described t he  theore t i ca l~ .advan tages  of  f o r e i g n  
t r a d e  and~ S~.cme. o £  the  h ind rances  ~to i t , ,  I have- : to ld  you ~ h a t  .-ou~.. 
foreign economlo policy is and ~om id~enoe it stems. I ~ now ~uad 
up ~the discussion with ra description Of what I ~ see to bet he relat~on- 
ship hetween foreign econom£o relations and economic potential. 

I n  t he  f i r s t  p l a c e  I have a l r eady  ment ioned t h a t  most of  the  i ndns -  
t r i a l  c o u n t r i e s  a re  dependent  i n  s o l e  d e g r e e  on o u t s i d e  sources  o f  ~ 
m a t e r i a l s ,  f o r  be th  i n c h s t r 7  a n d  food.  ~ Uni ted  S t a t e s  mast  i w p c r t  
t~, ~ ,  manganese, merouA'y, niekel, cobalt, Indestrlal diamonds, 
hemp, Jute, some z~bber, coffee, tea~ pepper, cocoaj ~g~you could 
nine a lot more. She failure to get these things will make a t~mnendous 
d £ ~ e r e n c e ; i n  o u r  economic p o t e n t i a l ,  o r ,  i n  the  case of  the  
foods ,  i n  our  moral~.  We could  prodnce some of  them o u r s e l v e s .  We 
might  b e n e f i c a t e  same l o u - g r a d e  o r e s .  As I ment ioned,  we might  r a i n  
~ o f f e e  he re ,  under  hothouse c o n d i t i o n s .  We might  s y n t h e s i s e  some of  t h e  
hydrocarbons,  a s  we have done wi th  r abbe t ;  bu t  t h i s  iS  e s s e n t i a l l y  a 
was te fu l  use  of our economic r e s o u r c e s .  Any redn@tion i n  the  e f f i c i e n c y  
~ i t h  zh ich  we employ those  economic r e s o u r c e s  a v a i l a b l e  t o  u s  i s  pe r  se 
a r e d u c t i o n  i n  economic p o t e n t i a l .  

" I t  ~ S o  fo l lows  t h a t  whenever any commodity which can be prodaced:  
more e ~ T i c i e n t l y  ou t s i de  the  Uni ted  S t a t e s  i s  prodaoed h e r e ,  we ar~ 
l o s i n g  i n  e f f i c i e n c y ,  because we might  devote  those  economic r e s o u r c e s  
o f  o u r  ol in t o  t he  t h i n g s  i n  ~ i c h  we are  most  e f f i c i e n t .  

What about t he  va lue  to  o~r economic p o t e n t i a l  of  our  f o r e i g n  
economic a c t i v i t i e s  o t h e r  than t h i s  t r a d e  f o r  i n d n s t r i a l  m a t e r i a l s  and 
food.  S ince  the  war we have l a i d  ou t  some 20-odd b i l l i o n  d o l l a r s  i n  
f o r e i g n  g r a n t s  and i n  l o a n s .  Some has  been f o r  m ~ i t a r y  a id ,  but .  a 
g r e a t  dea l  has been f o r  economi@ a id .  Under the  Marshal l  P lan  we have 
g iven  w e s t e r n  Europe about 12 b i l l i o n  d o l l a r s .  

I t  seems to  me t h a t  the  p rope r  q u e s t i o n  h e r e ,  the  q u e s t i o n  we 
should,  ask ou_~selves, i s ,  whether  ~ have g o t t e n  more f o r  those  12 
b i l l i o n  d o l l a r s  than  we ~ u l d  have g o t t e n  had we k e p t  the  money a t  
home. ~hat t o  me i s  the  key q u e s t i o n  i n  t h i s  s u b j e c t .  ,Wel l~ l e t ' s  s e e .  
In  t h e  f i r s t  p l a c e ,  i f  we had kep t  the  12 b i l l i o n  d o l l a r s  a t  hbme, some 
o f  i t  would h a v e  gone to  consumption. I t h i n k  we can agree t h a t  i t  
would have :added v e r y  l i t t l e  t o  .our economic p o t e n t i a l .  Cer ta4n ly  , we 
are w e ~  enough o f f  i n  comparison wi th  t h e  peop les  of  o t h e r  p a r t s  Of 
t h e  world so t h a t  t h i s  l o s s  of  consumption meant l i t t l e  a r  no th ing  t o  
~lSe 

Secondly~ some o f  the  12 b i l l i o n  d o l l a r s  may have been used  f o r  
inves tmen t  c a p i t a l  o f  one k ind  or  another ,  e i t h e r  i n  t h e  form o f  r i s k  
c a p i t a l  or  l oans  to  do a~ything we wanted t o  do t o  expand our p l a n t .  
I t  i s  doub t fu l ,  had we expanded i t  more, i f  t h e r e  would have been  suf -  
f i c i e n t  l a b o r  t o  s t a f f  t h i s  a d d i t i o n a l  p l a n t .  
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We l~ow p e r f e c t l y  we l l  i n  the t h i r d  place tha t  none of ' that money 
%~uld have gone to our military establishment. If we had kept the 
money at home there might well have been starvation and revolution in 
western Europe, and it is possible Russia might now control the entire 
continent. If that is true, our twelve billion dollars have bought for 
the free world additional economic potential ~hich may be measured, by 
such factors as 200 million people with the highest level of technical 
know-how ~atside the United States, h5 million tons of steel prodmc- 
tion per year, and sometMng like 150 billion dollars of gross national 
product per year. 

Tnls economic potential has also at the ~a~e time been denied to 
the Soviets, so that the ~ ,  as the bridge players say, in terms of 
comparative economic potential is perhaps bOO million people, some 
90 million tons of steel, and 300 billion dollars of national prodmct-- 
quite a significant s~ount. 

Even if the things I have Just suggested had not come to pass, I 
think there would be no quarrel with the statement that without our 
help there certainly could not now be in existence in E~rope a military 
force of any consequence at all or any promise in the near future of any 
such military force. 

Our technical aid to underdeveloped countries also has made some 
contribution to our economic potential. Some of the strategic raw 
materials come from these underdeveloped areas. Some of our aid has 
gone into further development of those sources of strategic materials. 
k~atever improvement we can make in the living standards of the people 
in these areas is certain to contribute to their well being and their 
ability to resist encroachment by any foreign power. 

It does not seem to me on balance that we could possibly have 
bought as roach economic potential for war by keeping this 12-billion- 
dollar aid to Europe and t h e  proposed billion dollars of Point 
assistance at home, I sincerely believe we have gotten a better return 
in economic potential by using the money as we did. 

In summary, I hope I have proved to you now that a large volume of 
international trade is in fact beneficial to all the participants and 
that a certain amount of it is absolutely essential to our economic 
potential. I described ~hat the hindrances are to foreign trade and 
why they exist. Perhaps some of the things I have said have contributed 
to your understanding of foreign exchange, too. I outlined to you the 
foreign economic policy and indicated the sources from which it comes 
and the reasons why it is what it is. 

Lastly, I have shown you the relationship bet~.en foreign economic 
policy, international economic relations, and economi~ potential. Again 
I remind y~a I have avoided suggesting what actions we should take in 
the foreign economic field in the future. 
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I would make J u s t  one, s t a ~ e n t  i n  ~ha t  connec t ion .  I do f e e l  our  
general objective in foreign economic pol~cy is to keep cu~ friends 
strong and to make them self-sustalr~ing. I emphasize "to make them 
self-sustaining." ~e means for accc~plishinE this end may in the 
future be entirely different fro~ the means ~hich we used in restoring 
war-ravaged economies. 

I like to think that I ~ ready for your questions. 

QUESTION: With r e f e r e n c e  to  t h a t  12 b i l l i o n  d o l l a r s ,  I wonder how 
wAch we d id  a i d  or  r e l i e v e  E~rope. I t  seems to  ae  i t  o l d  have been 
b e t t e r  i f  we had kep t  the  12 b i l l i o n  d o l l a r s  a t  home t o  ba lance  the  
b~dget. We depr ived  ~Arselves by sending it over t h e m .  Eeo~o~ioally 
i t  h n r t s  u s ,  

COLO~'. WA~EPd%AN: I would answer that ques t i on  i n  this way. Xt 
seems te me that you are suggesting that over a period of  s i x  years the 
expendlture o£ 12 billion dollars would unbalance ou~ budget. Thls I 
b e l i e v e  n o t  to  be the  ease .  I t  seems to  me the  p r ~  source  o f  t he  
unbalance in our budget  has  been the  large military expendlt~re in 
Korea~ We had a balanced budget after the war. If we had not found it 
necessary to devote large sums to our own military expenditures, the 
12 b i l l i o n  d o l l a r s  ~hich  we spen t  ..in r e h a b i l i t a t i n g  the  war d~suage i n  
~ r o p e  would c e r t a i n l y  have been no g r e a t  s t r a i n  on the  Uni t ed  S t a t e s  
budget. Is t h a t  acceptable? 

CC~MENT: Yes, b u t  ~hat  I was g e t t i n g  a t  i s ,  we have so i n c h  money 
I d o n , t  ca re  whether we spend i t  f o r  arm~Rent or  no t l  b u t  ~hen we spend 
12 b i l l i o n  d o l l a r s  we come out  w i t h  a d e f i c i t .  Whenever we have a 
deficit it depreciates the dollar and touches everybodyts income. 

COLONEL WA~ERMANs The on ly  response  I have i s ,  a f t 4 r  a l l ,  
12 b i l l i o n  d o l l a r s  over  t he  s i x  y e a r s  i s  s ~ a e t h i n g  l i k e  t w o - t h i r d s  of  
one percent o f  o u r  national pro@act, which se~m~ like a very small price 
to  pay  f o r  t he  economic p o t e n t i a l  i n c r e a s e  of  200 m i l l i o n  people  and 
~5 m i l l i o n  t o n s  o f  steel. 

QUESTION: Can you t e l l  u s  how t h a t  12 b i l l i o n  d o l l a r s  was t r a n s -  
f e r r e d  t o  those  coun t r i e s?  What p e r c e n t  went i n  e a p i t a l  goods and 
m i n e r a l  r e s o u r c e s  o£ o u r  count ry  and t h a t  went i n  f o o d  o r  ~dJ~gs we 
can rep lace?  I t  seems t o  me v e r y  l i t t l e  of  the  12 b i l l i o n  ~hich  has  
been t r a n s f e r r e d  overse~s  could have c r ea t ed  work i n  t h i s  count ry .  

COLOneL WA~RMAN: I t  i s  t r u e  we c r e a t e d  work i n  t h i s  coun t ry j  I 
hope to  have the  exac t  d i s t r i b u t i o n  of t h a t  develeped b y  the peop le  ~ho  
w r i t e  i n d i v i d u a l  r e p o r t s  on t he  Mar sha l l  P'I~o,. Let  me say  t h i s  • chs  
These d o l l a r s  ~x tch  were made a v a i l a b l e  p rov ided  t o  wes te rn  E~rope the  
replacement machines and the plant without which it could not g e t  its 
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e~onomy going. It "doesnlt m~e any difference .Id~ethe~ that plant or 
those manh~_nes ~ r e  provided by the United States or by somebody else 
who was able to  make the~. What is  cer ta in i s  tha t  Ecr~pe IteeZ¢ van 
not  able to  make those th ings  which would rep lace  i t s  e a p i t a l  p l s n t .  
'l~nerefore~ i f  they were  to  get  back on t h e i r  feet~ ec~nomieall7 
speakS, the machlneshad t o  oome i~'om some place. 

C O ~  The po in t  I was making was~ i t  seems to  no t h a t  the  
Colonel  a l so  ~u8% r e f e r r e d  to the  f a c t  t h a t  i f  we had kept  ~ h a t ~  
we .would have been b e t t e r  o f f .  What I have been th ink ing  i s  t h a t  we 
h a w  no t  a c t u a l l y  l e a r  a g rea t  deal  of  our n a t i o n a l  uoa l th  bF 
the  lo~n oz' g iv ing i t  to those coun t r i es ;  i t  a l l  comes bank ~hen yo~ 
oonsider  the turnover  i n  d o l l a r s .  

Q~ESTIONs M~y I see the chart? 

(DLONEL WA~s Zoe, indeed. 

~UESTIONs I ~ u l d  l i k e  to  know what system you ~ e d  i n  a ~ ' i v l ~  
a t  ~hose FAg~ree i n  the  f i r s t  oolu~n~ 

OOLO~EL WA~EP~, My ~ r  ~ you is it d~asn, t really make a~ 
real dlffer~ce. What I am trying to show is, if a country has large 
s~pplles of capital and labor and little laad, it e~ aore ef~lelen~ly 
prodnce those things ~hich require large supplies of c~It~, and lab~ 
sBd little land; and, if a oountry has large s~pplles of lad ~ very 
little o~ital and labo~, it can more efficiently pro~ee those tbi~s 
~l,~h. requ:l, re a great deal of land and very little eapltal md label. 
I ohose b e e f  and m a o ~ e r ~  f o r  Argentina and Engl~ad beem'~. I " ~ l ~  
these .would be accepted by the =lass as items vbAoheaoM of tho~e ~eo 
e~m'~-ie8 indivic~Aal3~y o ~  p r o ~ c e  no~e efA~Acient3.y • and ~ e h  £ t  would 
be b e t t e r  to  t~ade.  

C e r t a i n l y  yvu won, t deny i t  w ~ l d  be most inadv i sab le  fe~ D q l e n d  
~o r i i ~  i t s  ova beef  or  make i t s  oun l ace .  You oau ge t  an7 . resal t  y~u 
went by ass igning t~e values  you ohoose fo r  land~ laber~ and e ~ i t a l .  
I was tr~Ang t o  r ep resen t  an appz~xinatoly f a c t u a l  cond i t ion  and I 
believe t h a t  those ooz~U,:~.o~ ~d.th respect to  the a v a i l a b i l i t y  of l and ,  
lab~, and eapltal aet~ally do e x i s t  and that they preface those results 
with respect to differentiated prodnots !4ke those I picked. 

QDESTIONI I s  i t  t rue  that~ a l t~mg~ uo have r e h a b i l i t a t e d  the  
facd.li~ies of ~ope~ the production, ma~h~-esj plantsj ~L so o~, the 
trouble is that E~rope has lost reserves of raw material ~dto a laz~e 
exten% the colonial markets on which baslcally Enrope was dependent. 
Nations l i k e  ArEentina have s~Aght by i n~zs t ry  t o  mmmfac t~e  t h e  
a r t i c l e s  they once  got  from England i n  exchange fo r  beef .  I sn ,  t t h i s  
p a t t e r n  a f a c t o r  t h a t  ~ have not  considered yet?  
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COLONEL ~A~EHNAN: I think it is quite true that there is now 
some doubt ~hether ~rope as of now is self-sustaining or can become 
self-sustaining; that is, ~hether it can earn enough by its prodmction 
to buy the things it needs. What do we do? Do we aim~ly write off 
E~rope and let it starve? there has to be adjustment of some kind. 
I would hesitate to suggest ~hat kind. Better minds than mine have 
attempted it and have not arrived at a solutTon. But I do suggest that 
we could go a long w~ to help solve this situation by creating condi- 
tions in which Europe could sell all of those products in which it is 
more efficient than we are. I ~ sure you have read in the paper 
recently about the action which this Government has taken to hinder the 
importation of European products mbich, if left alone, would sell. 

The Italians put up a tremendous squawk on the quotas on s~ch things 
as cheese, fur felt for hats, fur felt hats~ and other things. ~he 
Italians could earn a substantial ~mount of dollars if they were left 
free to sell things in the United States. Our consumers would hay them. 
When you slap on an import quota or increase the tariff, you are raising 
an srtificial barrier to their self-sufficiency. 

I realize it is in some degree a theoretical argument and politics 
impinge on it; people want to do what they are doing rather than to 
swing to something in which they would be more efficient; ~at, there is 
a way in which Europe might be fairly allowed to earn its own way in the 
world. 

QUESTION: Academically yore have presented a very good Justification 
for foreign aid. He, ever, actually, I wonder what it has accomplished. 
France is prodm&img, granted, more than it ever prodnced previously. 
However, current periodicals tend to imply that its position today is the 
worst since 1871. If this statement is true, it means that France is in 
a worse position after our aid than before, in spite of the fact that 
have given it 5 billion dollars. Several periodicals I have read 
recently said France is bankrupt. They also stated that UK is practically 
bankrmpt. 

COLONEL WA?E~{AN: Well, I don,t believe I should now engage in a 
complete discussion of the economic potential of France or any other 
• country. But you have said that it is producing more than it ever did 
before. I said that wlth respect to the Commnnist parties existing~ o r  
perhaps with respect to other things about France, we have no measuring 
stick. We don,t know ~hat kind of shape it ~uld have been in now had 
no aid been received. I dontt want tO dismiss your question but it 
seems to me the difficulty stems not so ~ch fr~l an economic situation 
as from the French psychology, the reluctance to p~ taxes. I ~ sure 
ycu are all fmuiliar with that. In other words the reluctance of the 
people to pitch in and do that which they as a country are now 
economically c~able of doing. 
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I dichl!t  i n t end  to  br ing  i n  any d i s c ~ , ~ o n  o£ how e c o n c ~ e  condi 
tachs  a f f e c t  psTuhology. We should a l l  recognize t h a t  we have %o 
e~naider psychology and moraXe as p a r t  of econo~Ic p o t e n t i a l .  But I 
s i n p l y  say here  what the  academic explana t ions  are .  You c a l l e d  them 
academic exp lana t ions .  What psychology does to  these  ~ndamenta l  
Iz~aths, l e t  us Sa~', i s  the sub jec t  o f  another leO1;~kre, 

CCM~NTz I ga ther  .~om your d i scuss ion  t h a t  the support of Zarope 
has cost  12 bl3~Ion d o l l a r s  over the l a s t  s i x  years., In tha t  period the 
mt3.itary fo rces  of  OUT l and  m e t  have cost  abo~% 100 to  150 b i l l i o n  i n  
those s ix  years°  I wm~der, i n  y ~ r  opinion,  ~ the  n a t i o n a l  
sec~tTi~y o b j e c t i v e - i n t o  account as we l l ,  ~here have we go t ten  the  most 
f o r  our money, n a t i o n a l  s ecu r i t y -wi se .  

COLONEL WA~EP~4ANz It seems to me it is not a question o~ dis- 
tin~uishlng as between economic and m i l i t a r y  a id  ~here we got  the 
greatest value for our dollar. ~he fact is that the two things, although 
they are interdependent in many ways, are still separate. Without the 
rehabilitation of western Earope,s economic system, I bhlnk that military 
aid would have been e n t i r e l y  wasted. Agsin, without  sc~e m i l i t a r y  a id ,  
toe mere f a c t  that economic systems have been rehabilitated ~ m l d  mean 
l i t t l e  or  nothing to  our t ~ t a l  war p o t e n t i a l .  Waat I say  i s  t h i s :  You 
have %o do beth .  Unless  you s ~ r e ~ g t ~  or r e ~ i l d  the  e c o n ~  o~ a 
country, then ~ i l i t a r y  a id  means nothing, ~Deo~.se there is no ~ a i n e s 8 .  

QUESTI@~I Bernie, I won, t let you climb around the question that 
way. In making an evaluation or a Jud@aent as to whether you should p~t 
more or less into military or other aid, it is a question of degree. In 
~ny allocation y~u have %o make that J~d~ent, it seems to me. 

COLONEL WA~E~AN" Maybe I am slipping around your question again. 
All of the exmninations that have been made have sho%m that, regardless 
of  what you do about m i l i t a r y  aid, you have to  do some÷~nE abo~% the 
economy. Now, I doubt i f  the re  i s  any va l i d  b a s i s  On ~ i c h  you canm ake 
a comparison of the  exact  worth of  a d o l l a r  of m i l i t a r y  a id  aga in s t  the 
exact worth of a dollar of econcmlc aid. I doubt it; that is an. 
expression of  op in ion .  You ~st have both and you might as. we l l  recog- 
nize  ito 

QUEST~ONz With reference to the previous question~ I wcmder if you 
could look at it in a different way and say it is sm advantage to the 
United States, the 12 billion dollars that we have spent, rather than 
a charge to cur E~ropean friends, as a s-bstitute to our o~n exporta- 
tions. If we didn, t spend 12 billion dollars in that fashion, the 
pro~cers of thos@ goods being exported would lose that business; if 
we didn, t have a surplus to export, it would mean a recession or c~%- 
back in this country. In the w~7 of dollars, ~hat ~ have in the 
foreign aid progrsm, there is a difference of 12 billion dollars p~% in 
the balance° 
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COLOE~L WA~ERMANs I think what you kay is true; I doubt if it 
requires an~ answer. It certainly was a subsidy in some degree to 
American indnstry, bec~se it was spent on American products. 

M N T z  My h o n e s t  op in ion  i s  t h a t  we are a l i t t l e  s e l f i s h  on the  
f o r e i g n  a id  progr~a.  I t h ink  we should look  a t  i t  t h a t  way. 

COLONEL WATERMANI I think so. 

CO~NTI I want t o  d i s a g r e e .  I t  seems to me t h a t  d o l l a r s  have no 
va lue  i n  themse lves  and t h a t  i t  i s  the  r e a l  weal th ,  such as  the  c a p i t a l ,  
na~nral resources, and things like that, that you are shipping abroad. 
Dollars are merely symbols of wealth; they themselves are not wealth. 
~herefore~ when we expor t  what comes out o~ the  ground--the ooal, Ix~n, 
steel, the goods that grow, the food--that is the real value that is 
going  ou t  o f  the  country  and no t  coming backo 

COLONEL WA~ERMANI I t  seems to  me .you are  saying what I s a id  t o  the  
Colonel .  What we r e a l l y  are  g iv ing  E~rope, and what t hey  needed,  are  
our m s m f a c t u r e d  goods o r  our  m a t e r i a l s .  On ~_he o t h e r  hand, I d o n t t  
t h i n k  that c o n f l i c t s  w i t h  the  Colc~eles  approach or  ~ ts  r e s u l t ,  i n  
t ak ing  o f f  our hands some of  the  goods which might  have been su rp lus  
had they not been bought by those ECA dollars. 

As you remember, I s a id  something i n  ~y t a l k  about c e r t a i n  Americans 
l o o k i n g  on f o r e i g n  t r a d e  as a means o£ d i spos ing  o f  t h e i r  excess  p ro -  
•Ac t s .  I n  some cases ,  a l though f o r e i g n  t r a d e  i s  a v e r y  smal l  pe rcen tage  
of  our t o t a l  n a t i o n a l  income, it i s  a v e r y  s u b s t a n t i a l  p a r t  o f  ~ t o t a l  
p roduc t i on  o f  c e r t a i n  i t ems .  I ~ g e t t i n g  t o g e t h e r  some i n t e r e s t i n g  
f i g u r e s  which wmld  show i n  c e r t a i n  i n d u s t r i e s  a tremendous p o r t i o n  of  
t he  t o t a l  p rodnc t i on  normal ly  goes abroad. In  those  i n d u s t r i e s  people  
are  very  i n t e r e s t e d  i n  s e l l i n g  t h a t  by some means. Some n a t i o n s  r e s t  
be ab le  to  bay our excess  p r o d n c t i o n  or  we can, t s e l l  i t .  ~hat goes t o  
show t h e r e  are a g r e a t  many r s m i f i c a t i o n s  to  t h i s  problem, a g r e a t  ready 
f a c t o r s ,  i n  many cases .  

qJEST£ONs I was wondering about the  warke t -p l ace  app roach - - tha t  
i s ,  when a f a r a e r  t akes  h i s  excess  goods to  market  and h e ' i s  p r e t t y  
sure  of  d i spos ing  of  them, u n l e s s  he doesnt t know what the  p r i c e  i s .  
By mul~ilateral do yaa mean that spproach by which we have had a free 
market in the international trade? At the height of England,s peak, 
i n  the  n i n e t e e n t h  cen tury ,  when England was on top ,  could a oountr  T 
be sure of selling all its excess goods somewhere in the international 
aarMet? 

COLONEL WA~MA~s Wel l j  t h a t  seems to  be a mmber o f  q u e s t i o n s  
w~apped i n  one.  I w i l l  answer the  one about the  f r e e  market  by saying,  
no, t h a r e  was never  e n t i r e l y  a i~cee market ,  f o r  s e v e r a l  r easons .  One 
i s  s~ch t h i n g s  as t a r i f f .  Another  i s  such t h i n g s  as e n t i r e  p r e f e r e n c e ,  
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i n  which B r i t a i n  and t he  COnUonwoalth c o u n t r i e s  had some r e s t r i c t i o n s  
which bene£i÷~d t h e i r  t r a d e  wi th  each o the r  and kep t  ou t  some of  t~e 
trade ~ith outsiders. There has never been a free market. As to 
dispos ing  o f  a l l  the  goods o;~ which you would l i k e  t o  cLi~po~, the  
farmer ~ill ssll those goods even ~hen he comes down 50 the point 
where he is losing money. He has vegetables sitting there; if he 
doesn, t sell them, they will spoil. A~rthing he can get for them is 
something. That is not entirely true here. Probably the answer to 
yc~r question about being able to dispose of everything is no, it 
probably wasn,t always possible to dispose of all the excess goods. 

As to  m u l t i l a t e r a l  t r a d e ,  I meant th is~ fo r  exsRple,  we as a count ry  
d id  not  worry about the  f a c t  t h a t  we had a d e f i c i t  ba lance j  l e t  us  says 
wi th  Costa Rica .  We bought  a l o t  of  co f fee  from i t~  perhaps Costa Rica  
d i d n * t  ~ n~ch from u s .  We d o n t t  w~rry about having  a d e f i c i t  ba lance  
~ith Malaya. We buy a lot o£ tin and rubber from it. Malaya bought 
very little from us. It worked out for Malaya, Costa Riea, and a m~ ~ ° 
of undeveloped countries. ~hey took those dollars and spent them on 
goods mam~actured in ~rope. E~rope in turn, which had a deficit 
balance with us, took the dollars from those undeveloped countries -,~ 
paid for the deficit incurred with us. If we had simply traded with 
E~rope and made the accounts balance, Europe. could not have bought ar~" 
more from us than we bought from i~, which was darn little~ b~t Enropo 
was able to buy a great deal more of those things needed, one exaR~le-- 
suc h as food,  becanse of  t h a t  t r i a n g u l a r  arrangement .  Tha t ' s  what I 
meant by mltilateral trade or balance. 

QUES I~ONs Would you d i s o u s s  f o r e i g n  t r a d e  as a t o o l  ~hereby a 
count ry  can b e g i n  t o  t i e  to i t s  a l l i e s ,  or  to  make a countr7  dependent  
upon t h e  priumry country? I have i n  mind the  s i t n a t i o n  such as R u s s i a  
tying up with Yugoslavia and Czechoslovakia, making them dependent on 
Russ ia .  

COLONEL WA~E~MAN: I c a n ' t  g ive  a very  broad and g e n e r a l  d i s c u s s i o n  
on t h a t  i n  t he  couple of  m i r ~ t e s  a v a i l a b l e .  I n  essence  you have 
indicated how to go about that policy. It happened in the case of 
Germany; it,s hsppening in the case of ~ssia. If a big country can 
beccue the sole customer of a small one for its products, it can pretty 
wel l  c a l l  the  economic tune fo r  t h a t  smal l  country;  i t  t i e s  t h e  ssml l  
count ry  t o  i t .  Bn~sia i s  doing i t .  I t  can compel the  s a t e l l i t e s  t o  
arrange p roduc t ion  l i n e s  and o rde r  a l l  t h e y  make as p a r t s  f o r  machines .  
The countries are dominated by and ~ied to Russia. 

The Germans a t  tm~p_.ted to  s e t  up what was i n  e s sence  a z a r k  b loc ,  
i n  which they  bought  t h i n g s  from s m a l l e r  c o u n t r i e s  and t h e n h e l d  t h e  
ba lance  i n  German banks,  and the  c o u n t r i e s  ~hich o~ned those  ba l ances  
were unable frequently to buy with them. They are or were more or less 
trEpped by having their assets in German hands. 
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~ere are many angles to this business of tying smaller countries 
to you. Does that suffice for now?. Anything else? 

QUESTION: Could you say something about the calculated risk we 
have taken in this sort of inves~ent, and whether, if we had kept the 
raw materials and the productive instinct, ~hich we have exported, to 
build up our own strength here, we might not have increased our strength. 

COLONEL WATERMAN: I think it is evident that the calculated risk 
took was ~ r  f e e l i n g  t h a t  we could i n  f a c t  bu i ld  western E~ope to  a 

po in t  where i t  can tu rn  back the Rnseians before  the Russians f e e l  them- 
selves capable of doing anything about it. If we were mistaken~ then wl 
were very badly mistaken~ we have perhaps built some economic potential 
for ~ssia. But, at the stage of the game where all this began,, we had 
to make that choice. ~he choice we made was to support E ~ p e ,  to  keep 
it from being overrun by the Rnssians. I am not better qualified ~o s~ 
~hat choice is more desirable than anybody else here is. 

QUESTION: Referring back to the foreign aid problem of 12 billion 
dollars, as I understand it the foreign ~id program and the success of 
it is generally tied to the counterpart fund~ Under this each one of 
the countries has received fur~s to finance rehabilitation of the capital 
industries, which in turn would channel production into the country in 
exports ,  and so on, and ~hich wXll permit  the count r ies  to ~ y  more f r ~  
us. I ~nder if you will comment on the operation of the counterpart fired. 

COLOneL WATEHNAN: I ~n no exper t  on the opera t ion  of the counterpar t  
fund. I douDt i f  an exper t  could make i t  very c l ea r  i n  two minutes.  ~he 
ac tua l  ~ need to  loan American d o l l a r s ,  or give American do l la r s~  i s  
generated by the  f a c t  t h a t  E~rope was not  shor t  of i t s  o ~  currencies~ i t  
was shor t  of the a b i l i t y  to  p r o ~ c e  those t h ings  end those c a p i t a l  i tems 
which i t  had to  have to get  going agsJ.u. The s e t t i ~  up of a counterpar t  
fund, it seems to me~ is Just a little discipline on our part to make the 
European count r ies  recognize t h a t  a l l  t h i s  i s  not s o l e l y  f o r  t h e i r  beDe~Xt 
but also to give them a means, as you say, of generating more production 
once they have received these capital items ~Ich they are unable to get 
elsewhere. 

GENERAL HOLMAN: In the development of a l l  t h i s  economic p o t e n t i a l  
and i n t e r n a t i o n a l  t r ade ,  p a r t i c u l a r l y  with re fe rence  to  ~ r o p e ,  I hope 
t h a t  we don , t  lose  t rack  of the p a r t  t ha t  science p l ays  in  a l l  of t h i s - -  
s c i e n t i f i c  changes, technology,  and the progress  i n  tha t  direction--going 
back to any per iod you want, 1930, 1920, or s ince the  war. ODe of the  
reasons Europe i s  n o t  able to ge t  back on i t s  f e e t  i s  b e c ~ s e ,  as I see 
i t ,  technology has moved so f a s t .  su re ,  Europeans could go back to  the  
old methods of 1890 on weaving or on metal  cu t t i ng ,  or anything l i k e  t h a t ,  
but there  i s  a b e t t e r  way to  do i t .  I th ink  t h a t  en te r s  i n t o  t h i s  problem 
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a g r e a t  dea l  i n  the  economic c o n s i d e r a t i o n s  and o e z ' t a i n ~  i n  t h e  new 
methods  o f  f ~ h t t n g  a w a r .  

COLONEL WAIERMAN~ Our time is up. Thank y~ very muah. 

(12 JU~e 1952--2~0)Sn 
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