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COLONEL WATERMAN: 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 ever been
attempted. My gpproach is prompted by the belief that we have already
had a pretty heavy dose of the complex and the technical in this area
and we ought at some point to take time to look at the real fundamentals.
- Those 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 shrou.d this subject.

’me ramlflcations of the topiec 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 1limit
-myself to doing four things. :

First, I will show you what the advantages are of foreign trade
wh:.ch make it worth carrying on at all.

Second, we w:.ll have a look at some of the hindrances which make
the conduct of this trade difficult and, incidentally, at the same time
we will see what kinds of activities are included in the general temm
"international economic rela.tions." '

Third, I will develop the nature of our foreign economic policy,
and, finally, I will discuss the relationship between international
eoonomic relations and econonﬁ.c potential.

The first quest:_on, which I believe we should start with, is:
Why have international trade at all? Why should a nation make itself
party to all of the aches and pains which arise from trying to trade
with other countries? Wouldntt it be better simply not to sell to or
buy from other countries and to confine our problems to the lesser
headaches of keeping our internal economy in a healthy state?

Let us start with the prem:x.se that the primary urge which motivates
people in their economic actions is the desire to improve itheir 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 consumption and a
better standard of living later on, Since people want primarily to
improve their standard of living, they're going to do everything they
possibly can to make their working efforts count for more goods and
services.

1
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Let's see what contribution international trade makes toward this
goal of an improved standard of living. The precept I am about to
demonstrate is called Tabsolute advantage" in intermational economic
terms. You will 2ll note that the underlying bases for any economic
system are what the classiczl economists used to call land, labor, and
capi‘bal. ! ' :

CHART #1 (Absoclute Advantage)

. .You see that I have shown for three countries, England, Argentina,
+ and China, their sitiations with respect to land, labor, and capital.

- Iet 'us look for the momeni only at this column, this one called "Factor
- Price." England is relatively short of land and has an ample supply
of labor and capital. Therefore, in England you will find that the
factor price of land, that is, the price per arbitrary unit, is high.
The factor prices for labor and capital are lower. o

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

China, of course, has a superabundance of labor, a great. shortage
of capital and a great shortage of land relative to the pressure of the
population on ity so that labor is very, very chesp for the arbitrary
unit, and land and capital are high in China. '

I have taken three commodities (see following table) of different
kinds which require different amounts of the three factors--machinery,
beef, and lace, You see for machinery that we require one arbitrary
unit of land of some kind, 10 of labor, and 20 of cgpital. You will
notice wherever you produce machinery that you require the same
amounts of labor, land, and capital. Likewise with beef; you have a
different combination of land, labor, and capital. But wherever you
produce them you require the same amounts. The same with lace.

. What I have done is to multiply the amount of the factor by the
price of the factor in each country, getting the cost of the factor.
Doing that to each product in each country, we find that England pro-
duces machinery more cheaply than the other twoj Argentina produces
‘beef more cheaply; and China produces lace more cheaply. :

V Well, you can see from these costs of production that if England,
instead of devoting economic resources to producing a veriety of -

‘products, concentrates on the one in which she is most efficient and
trades for the ones in which she ig less efficlent, she will improve
her standard of living. This way she will get more goods and services
for the economic resources avallable to her. The same applies to
Argentina in her concentration on beef, and China in her concentration
on lace, : '

2
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How about the case where one country is the more efficient producer
of all products? I think I ecan show you that even in that case the more
efficient country, by concentrating on the products 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 but
the standard of living of those with whom it trades.

Table 2, Comparative Advantage

Machinery Textiles
Production Unit Prod.
cost Selling \ cost Machinery
_ (dollars) price (dollars) equivalent
England 75 5 15 units
China 115 108 6 18 units

Let us again consider the case of machinery., England produces some
unit of machinery, let's say a machine, for 7L dollars; China produces
that same unit of machinery for 115 dollars. Now, let us suppose 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 England wants
to devote a certain part of her economic resources to. the production of
cotton textiles=~letts say 75 dollars worth, the value of the production
cost for one machine--she can produce for that 75 dollars worth of
economic effort 15 units of cotton textiles.

letts say instead of producing those 15 units of cotton textiles
England goes shead and makes machines at a cost of 7L dollars; it could
sell a machine to China for some price between 7h 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, which is not
a bad buy for China and certainly is a good one for England, Assuming
England takes its pay in cotton textiles, for 108 dollars of economic
resources in China, China can produce at the six dollar unit cost 18
units of cotton textiles, which it swaps for the one machine, By that
swap, both countries have improved their standard of living:s England,
because for T4 or 75 dollars worth of economic effort, got not 15 but
18 units of cotton textilesy China becamse it got the machine, not for
the 115 it would have cost but for 108 dollars.

The obviocus conclusion we can draw is that even when a country is
‘the most efficient producer, it can, by concentrating on the products
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
well. 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

L
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things which are vital to our industry or to our present. standard of
living which are produced only in certain kinds of land or climates.
There is virtuglly no way except by foreign trade for us to get such
things as tin, manganese, certain agricultural fibers, coffee, or
bananas. We can produce some of these things or substitutes for them
here at home, tut 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 ocur economic activity was
to improve our standard of living, which means getting the maximum :
possible return for our economic effort. For those things which have
no substitutes, foreign trade is an absolute necessity for the mainte-
nance of industry.

‘Now that we have established the fact that international trade can
be a good thing, beneficial to the standard of living of all concerned,
let us ask why it is that obstacles are put in the way of it. First,
let me give you a list of the common obstacles.

The first one is tariffs, That is the one Americans know best.
Then there are import quotas, which forbid the importation of more than
a certain amount of a given product; export quotas, which forbid the
exportation of more than a certain gmount; there are embargoes which
forbid the importation or exportation of any amount; there are subsidies
vwhich enable the product at home to be sold more cheaply, even though the
mamfacturing cost is greater. There are foreign exchange difficulties;
there are laws like the Buy American Act, with which I am sure you are
all f£amiliar; and there are many :.ngenious combinations of all these
‘l‘hingS. .

‘Becanse there is so much confugion sbout the meaning of foreign
exchange transacbions, I am going to take a moment to explain their
workings. . 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. The United States
buyer has only dollars with which to pay for the goods., He can make
payments 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 factory help or
his taxes, But he doesn't have any trouble, because an English bank is
always willing to buy that dollar deposit from him for sterling, for
pounds. In that way an English bank acquires a dollar deposit in an
merican bank.

Let us take another case. Suppose an Englishmen wants to travel
in the United States. He needs dollars to cover his expenses while he
is here, The English bank can sell him a draft on that American bank
account that it acquired, for which he, the individual, pays pounds.

5
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He can then draw on that dollar account while he is in the United
States. In such ways the dollar accounts owned by English banks in
fnerican banks and the sterling accounts owned by American banks in
English banks contimially rise and fall.

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

If Americans ship in Norwegian bottoms or buy British maritime
insurance, the dollar deposits of Norway, or Britain, in American banks,
rise accordingly. ‘-If Americans have existing investments in Italian
firms in which the dividends are to be pan.d in lira, the pzyments into
Ttalian accounts of these American owmers increase the United States
holdings of lira.

If the United States gives other nations money, the grant is made
in the form of a credit to the nations in American banks. These dollar
balances owned by foreigners in American banks are available to purchase
Zmerican goods and services and, as you will see later, a]mo.:t. any
other countryts goods and services.

411 of this financial flow between a country and all of the other
countries with which it trades results in what is kriown as a balance of

payments.

Here is a table which shows the United States balance of payments.
This is the balance of payments for the third quarter of 1951, These
are not the actual figures, but they are pretty close in magnitude,

T haVe 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
~currencys The mimus column represénts decreases in American holdings
of currency., This column on your left shows you the actual composition
of international economic relations, the kinds of activities that take
place under that general heading. .

First you see that the United States exported goods and sold services.
-abroad. Of course those yielded plus bank balances. They 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 which they earn
dividends or interest which represents dollar payments. During the
quarter the United States and its citizens made loans and investments

é
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~Table 3, United States balance of payments
Third quarter 1951
(millions 6: dollar_s)

Goods exported v
Services sold
Income on foreign investments

Goods imported
Services purchased

3,800
500
700_

. Income earned by foreignérs on U.S. investments

Balance on ‘Goods ~and S'erwices
-QH-;'S. ‘ loahs and investments

Private

Government
Foreign loans on (investments to U. S.)
Gold received |
Gift_s‘ and grants

Private
' Govermnent

Not actual figures

1,400

100
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2,600
100

200
100

100

100

1,000
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in foreign businesses and in foreign goods. Foreigners made some loans
and investments in the United States during the quarter. This magy come
as a surprise to you, but it actually occurred,

The United States received some gbld, for which it paid out currency.
Then, there were gifts and grants, some by private individuals to indi-
viduals overseas and some by the govermnment to foreign govermments,

The important thing about the balance of payments is that it must
finally balance. You have often heard of a favorable balance of trade.
There is such a thing as an unbalance in trade, but the question of -
whether it is favorazble 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 which foreigners send to us, are not sufficient
to pay for the goods that we export and the services that we sell abroad,
then there would be an unbalance. But that balance is automatically
corrected, because, if the customer cannot pgy, you have to give him
credit. That credit will appear somewhere under loans. If he can't pgy
the loan, you write it off as a bad debt, Then it is a gift or a grant.

I show you this to point out that it is not possible to contime
selling more than we buy, that the unbalance has to be corrected in one
way or another, either by lending somebody the money to pay 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 are no comparable domestic products. Tariffs and subsidies have
prevented foreign goods from being cheaper than domestic ones, Of
course we buy large quantities of those things for which there is no
comparable domestic product. I mentioned tin, manganese, coffee,
bananas, and agricultural fibers. :

The same is true with Burope. Europe does not raise enough food
to feed its pecple, so it has to buy food abroad.

Before the war, the amounts of raw materials which we bought from
" the undeveloped areas, the amounts of machinery and mamufactured goods
that the undeveloped areas bought from western Europe, and the amounts
of food that western Furope bought from us were such that around that
triangle there was balance, balance in the payments.

The destruction of Europe's industrisl plant during the war prevented
it from selling mamfactured goods to the undeveloped areas, and even
compelled it to buy mamufactures from us. A complete realigmment of

8
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trade has tsken place since the war. Forelgn countries, taken as a
whole, want more from us than we want from them, which was not the case
in the old triangular arrangement of prewar days. That leads to a
dollar shortage. If people want to buy more of our goods than they can
pay for, or course they are shor'b of dollars.

Why not trade in other currencies? Currency is meaningful only in
terms of the goods and the services it will buy. I am sure that is no
news to you, But I think if'you will bear it in mind 1t will ‘help you
to see what I am trying to get across. The currency of a country
‘represents claims on the goods and services produced by thgt country.
People are interested in accepting it only if the country has the kinds
of goods and services t.hey wanit, at the prices they want to pay. They

are glad to take United States dollars, becaise there's such a tremendous
quantity of goods in this country on which they can spend those dollars,
If they don't want to buy anything from us, they are still able to pay
in dollars for goods purchased from some other country, because that
other country will generally find some useful thing which it can my in
this country.

What is more, the United States is in a position to swap other
currency, or rather bank balances in foreign banks, in return for

- United States currency. So we see the dollar is a convertible aurrency,

Britain, on the other hand, does not have any such volume of goods and
services from which a buyer can choose., Since it buys so mach from.
abroad, it is more anxious to pay in its oun currency than sellers are
to accept that currency. A lot of countries have aoquired pound balances
daring the war, for which they would like to get some goods. England '
cannot exchange its currency for their currencies, becamse it is not
earning enocugh from other countries by its sales to them., It is there-
fore compelled to make its currency inconvertible » hence that much less
degirable,

. Obviously, the solutionto currency difficulties and balance of
payments difficulties as well is to find some way of selling more goods
abroad, or to cease buying so much from sbroad. It is pretiy hard to
reduce your purchases when so much of your food and industrial raw
materials, as in the case of England, must be imported. Given a certain
efficiency of production in a country, what is there to be done to sell
~ more goods abroad’ The answer, of course, is to cut prices.

» mere are two ways to deo thi s-~one 4s internal deflation and the
other is depreciation of your carrency with respect to other currencies.
Deflation is a pretty painful remedy becanse it has the effect of
depressing economic activity. Depreciation also has drawbacks but they
are not so severe, - - : ' '

9‘
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- Let us look at what England actually did. When the war ended, the
pound-dollar exchange rate was four dollars mmd three cents because at
some prior time this was the figure at which both English and American
buyers thought they got a fair exchange of goods, considering prices in
both countries, After the war, there was more inflation in Britain than
there was in the United States. Buyers could no longer get a fair
exchange of Bnglish goods for American goods, The British, of course,
could get great bargains in smerican goods, provided they could sell us
their goods, Naturally, they couldn't; so the English adopted a new
pound-dollar ratio of two dollars and eighty cents. This does not change
the price for local goods in England, It means, therefore, that smericans
can now get more English goods in return for their smerican goods, It
also means Britain has to pay more for its imports, food and materials, -
from the dollar area. The figure of two dollars and eighty cents was
chosen as the best guess at a fair ratio between American goods and

‘Let me cantion you right here that these remarks sre a very consider-
able oversimplification of the problems of foreign exchange rates, but
there is not time this mormning for more detail. '

I want to look at some of the other hindrances to foreign trade,
Nations try to keep ocut the goods of other nations, primarily becanse
local producers of similar goods cannot compete with the foreign goods.
The remarks I made about the advantage of foreign trade would lead you
to the conclusion that everyone will benefit if the more efficient
producer is allowed to sell his goods wherever he wants, But you may
have a new local industry just starting up which is now a high-cost
producer: and which promises to be a low-cost one when it gets om its
feet, Of course people feel that it should be protected, That is what
is known as the infant-industry argument. It is really astonishing how
long infancy lasts for some businesses. . ‘

: There also may be producers who got started in business when trans-
portation was less efficient than it is now, and before the days of
mechanical refrigeration, let us say. The United States dairying industry
is a case in point, In earlier days it was probably the only possible
supplier of most dalry products for the country. Now, with mechanical
refrigeration and fast ocean service, the Scandinavian countries could
probably provide us with cheaper dairy products. It's a funny thing;

our dairymen don't seem to take a long-term economic point of view. They
are not willing to suffer the consequences attendant on shifting to pro-.
duction of the things in which the United States is more efficient.

You know what happens. They bring political preémres-; tariffs and
other barriers such as quotas are put on, and they stay in business, at
the expense, of course, of the pmerican public. .

10
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Then there are industries which a country feels it mst have L4553
itself, in the event of war. The best case in that commection is the
shiptuilding industry. The Buropeans in general can build and operate
ships more cheaply than we can, tut we say that we cammot afford to
depend for our ocean shipping on Burope in the event of war. So our
Government subsidizes shipbuilding and ship operation, :

There are countries which would normally produce only a very limited
mmber of commodities but, because they fear the depression that would
result from the drop in price of those commodities, they try to diversify.
That introduces some inefficient industries, and the only wey they can
keep them alive is to protect them in some way,

Some nations which are ungble to earn sufficient dollars to buy
everything they would like, try to channel their dollars into the pur-
chase of goods they deem most important to them, I haven't time to
explain the exchange control gimmicks, but if you desire, I will attempt
it in the question period.

I should not leave the discussion of hindrances to trade without some
mention of bilateralism, the particular policy under which a country
tries to strike a balance with each other country individually. This ,_
means that the volume of trade which takes place is reduced to the lowest
cormon denominator. If country "A" wants only a million dollars worth of
goods from country "B," country *"B" is comstrained to buy only a million
dollars worth of goods from country "A," even though it would like to buy
more, If you had mltilateral balancing instead of bilatersl, you would
get the triangular effect which I described earlier, and, as a conse-
quence, a great deal more actusl trade. : '

So mch for forelign trade., Let us turn now to the matter of the
United States foreign economic policy, and I will try to show from whence
it springs, Of course our actions in foreign economic policy have been
shaped by our world position. We have never depended very greatly on

imports. As a matter of fact, many inflnential people in this country
~have regarded foreign trade as simply the way for us to dispose of our
own excess goods, so that we can have the benefits of mass production.

Throughout the country's earlier years it was growing very rgpidly
and there was demand for the protection of our infant industries; so
we had a protective tariff policy. It was only natural we should do so.
At the same time we needed and welcomed foreign capital to help in the
growth of our industry and in the development of our own economic
resources, : ' : ' . .

Remember that the Nation's foreign economic policies mist have the
same goals as national diplomatic policy. We choose our economic objec-
tives so that they will sapport our national objectives, When the :

11
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national . objectlve was to remain free of entanglement in the quarrels
and difficulties of foreign nations, our economic policy was one of
aloofness, Now that we have come to belleve that national security
requires us to have friends, our economic policy is to maintain good
relationships with those fiiends and to do what we can to strengthen
them, .

-Our economic policy with respect to the enemies which we now recog-
nige we have is to weaken them by econcmic means. Next week Captain
Alexender is going to address himself to that aspect of our .foreign
economic policy.

The first big step in the direct:.on of what I like to call enlight-
ened economic relations was taken here in 1934 when Congress passed the
Reciprocal Trade Act and we undertook. a reciprocal trade -agreements pro-
gram, Since that time our policy has been to reduce the trade barriers,
ut always on a camtiouns, product-by-product and nation-by-nation basis.
"It seems to me that this reflects the conflicting attitudes of our
statesmen who believe there are beneficial effects to foreign trade and
our. businesamen who insist on getting protection from foreign competition.

- The change in our attitude toward economic conditions in the rest of
the world came with the beginning of World War II.  The first definite
statement of American policy in this new direction is contained in the
Atlantic Charter of 1940, which declares that all nations should enjoy
equal access to the trade and raw 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. The Lend-Lease agreements implemented this new attitude.

After the war the United States again recognized its responsibilities
for the welfare of foreign peoples by its participation in UNRRA and its
distribution of world supplies. In 1947 General Marshall, in his formal
speech at Harvard, expressed the national policy anew. I would like to
quote from that speech.

"It is logical that the United States should do whatever it is able
to do to assist in the return of normal economic health in the world,
without which there can be no political stability and no sure peace.

. nour policy is directed, not against any country or doctrine, but
against hunger, poverty, desperation, and chaos. Its parpose should be
the revival of a working economy in the world so as to promote political
and social conditions in which free institutions can exist.”

‘The next major pronouncement of economic policy was contained in
President Truman's 1949 inangural address in which he made four points
of foreign policy, Point L introduces a new aspect of economic policy.

12
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It proposes a new program for making the benefite of our ascientific
advances and our industrial progress available for the improvement and
the growth of underdeveloped areas. Congress, in implementing Point U,
'declared that the peoples of the United States and other nations have a
common interest in the freedom and in the economic and gocligl ‘progress
of all peoples,

Finally, Congress in the Mutual Security Act of 1951 declared it
%o be the policy to maintain security and to promote the foreign policy
of the United States by authorizing military, econmmic, and technical
~ asszistance to friendly countries. - e

It is clear, themn, that our policy has changed very renarkably from
prewar days. Whereas 25 years ago we believed we should keep ‘ourselves
free of all entanglements, we now believe we should help the pecples of
~ the world to improve their economic status, This policy is ocbviously

based on both humanitarian considerations and defensive onas,

- It has been pointed out from this platform that mpch of cur inter-
national economic thinking is based on the notion that commnism arises
out of difficult economic conditions, and we assume that by improving
economic conditions we can contain communism, It was suggested -ab that
time that there are grave doubts whether this is really a walid conclue
‘glon. As I remember, two facts were cited as evidence,

Firet, Csechoslovakia, which was enjoying a fairly good state of
economic stability after the war, fell to ‘communi sm. 3 :

Second, western Buropean Commnist pa.rﬁe;s are 'fstm‘-j_n:at a8 big
after six years of our aid as they were at the end of the war.

It seems to me that these thoughts open up some tremendous Amplica~
tions with respect to our foreign economic policy. However, my function
here is not to discuss the correctness of our foreign policy, it merely
to let you kmow what it is and then to relate it to economic potentizl.

I should make the observation in passing that the triumph in
Czechoslovakia was military and, in regard to the sise of the Commnist
parties in western Barope, we don't have sn adequate measuring stick Yoy
which to measure the results of ocur assistance, because we dontt Imow
what the strengths of those Commmnist parties might have been by now
had it not been for our aid. e : :

© Well, it is not my purpose, as I sald, either to defend or criticise
our foreign economiec policy. I sm trying to suggest an spparstus, or, if
you will, a way of thinking, which will help everyone to make his own
analysis. - : :
13
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Up to.now.I have described the theoretical.advantages of foreign
trade and. some of. the hindrances to it. I have told you what-our -
foreign eoonomic policy is and from whence it stems. I will now wind .
up .the discussion with a description of what I see to be the. relation-
ship betueen foreign economic relations.and ecomomic potentials - -

In the first place I have already mentioned that most of the indug~
trial countries are dependent in sume degree on cutside sources of raw
materials, for both industry and food, The United States mast import
tin, copper, mangansse, mercury, nickel, cobalt, industrial digeonds,
“hemp, jute, same rubber, coffee, tea, pepper, cocoa, sugar--=you could
name a lot more, The fallure to get these things will make a tremendous .
‘difference in .our economic potentiagl, or, in the case of the luxury
foods, in our morale. We could prodice some of them ourselves. We

might beneficate some low-grade ores. As I mentioned, we might raise
coffee here, under hothouse conditions, We might synthesize some of the
hydrocarbons, as we have done with rubber; but this is essentially a
wasteful use of our economic resources. Any reduction in the efficiency
with which we employ those economic resources available to us is Er se
a reduct.ion :!.n economic potzntial.

It also tollows that whenever any comod:l.ty which can be produced
more efﬁ.cﬁ.ently outside the United States is produced here, we are -
losing in efficiency, becase we might devote those economic resources -
of our own to the things in uhich we are most efficient,

What about the value to our economic potential of ocur .foreign -
economic activities other than this trade for industrisl materials and
food. : :Since the war we have laid out some 20-odd billion dollars in
foreign grants and in loans. Some has been for military aid, tat a
great deal has been for economic aid. Under the Marshall Plan we have
given wastern Europe about 12 billion dollars.

: It seems to me that the proper question hore, the qxestion we
should ask ourselves, is, whether we have gotten more for those 12
billion dollars than we would have gotten had we kept the money at
home. That to me is the key question in this sabject. Well, letts see.
In the first place, if we had kept the 12 billion dollars at home, some
of it would have. gone to consumption. I think we can agree that it .
would have -added very little to our econcmic potential. Certainly, we

are well enough off in comparison with the peoples of other parts of -
the world so that this loss of consmption meant little or nothing to
us. :

e Secondly, acme of the 12 billion dollars may have been used for
investment capital of one kind or ancther, either in the form of risk
capital or loans to do anything we wanted to do to expand our plant.
It is doubtful, had we expanded it more, if there would have been suf-
ficient labor to staff this additional plant.
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We know perfectly well in the third place that none of that money
would have gone to our military establishment. If we had kept the
money at home there might well have been starvation and revolution in
western Burope, 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 which may be measured by
such factors as 200 million people with the highest level of technical
know-how cutside the United States, 45 million tons of steel produc-
tion per year, and something like 150 billion dollars of gross national
product per year.

This economic potential has also at the same time been denied to
the Soviets, so that the swing, as the bridge players say, in terms of
comparative economic potential is perhaps 400 million pecple, some
90 million tons of steel, and 300 billion dollars of national producte-
quite a s:.gnificant amount.,

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 Europe a military
force of any consequence at all or any promige in the near future of any
. sach mllitary 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 underdsveloped areas, Some of our aid has
gone into further development of those sources of strategic materials.
Vhatever 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 much economic potential for war by keeping this 12-billion-
dollar aid to Europe and the proposed billion dollars of Point 4
assistance at home, I sincerely believe we have gotten a be‘t.ter 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 what 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 reascns why it is what it is.

Lastly, I have shown you the relationship between foreign economic
policy, international economic relations, and economic potential. Again
I remind you I have avoided suggesting what actions we should take in
the foreign economic field in the future.
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T would make just one statement in that connection. I do feel our
. general objective in foreign economic policy is to keep ocur friends
strong and to make them self-sustaining. I emphasize "to make them
gelf-sustaining." The means for accomplishing this end may in the
future be entirely different from the means which we used in restoring
war-ravaged economies,

I like to think that T am ready for your questions.

~ QUESTION: With reference to that 12 billion dollars, I wonder how
mich we did aid or relieve Europe. Il seems to me it would have been
better if we had kept the 12 billion dollars at home to balance the
budget. We deprived curselves by sending it over there. Economically
it hurts us.

 (DLONEL WATERMAN: I would answer that question in this way. It
seems to me that you are suggesting that over a period of six years the
expenditure of 12 billion dollars would unbalance our budget. This I -
believe not to be the case. It seems to me the primary source of the
unbalance in our budget has been the large military expenditure 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 billion dollars which we spent in rehabilitating the war damage in
Burope would certainly have been no great strain on the United States
budget. Is that acceptable?

COMMENT: Yes, tut what I was getting at is, we have so mich money
‘I don't care whether we spend it for armgment or noit: but when we spend

~. 12 billjon dollars we come out with a deficit. Whenever we have a

deficit it depreciates the dollar and touches everybody!s income.

_ COLONEL, WATERMAN: The only response I have is, after sll,

12 billion dollars over the six years is soamething like two-thirds of
one percent of our national product, which seems like a very small price
to pay for the economic potential increase of 200 million people and

45 million tons of steel. '

. QUESTION: Can you tell us how that 12 billion dollars was trans-
ferred to those countries? What percent went in capital goods and
mineral resources of our country and what went in food or things we
can replace? It seems to me very little of the 12 billion which has
been transferred overseas could have created work in this country.

COLONEL WATERMAN: It is true we created work in this country; I
hope to have the exact distribution of that developed by the pecple who
write individual reports on the Marshsll Plan. Let me say this mach:
These dollars which were made avallable provided to western Burope the
replacement machines and the plant without which it could not get its
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economy going. It doesn't make any difference whether that plant or
those machines were provided by the United States or by somebody else
who was able to make them. What is certain is that Europe itself was
not able to make those things which would replace its capital plant.

Therefore, if they were to get back on their feet, economically
speaking, the machines had to come from some place. ~

COMMENT: The point I was making was, it seems to me that the
Colonel also Just referred to the fact that if we had kept that money
we would have been better off, What I have been thinking is that we
have not actually lost a great deal of our national weslth by -
the loan or giving it to those countries; it all comes bask ‘when you
 consider the turnover in dollars.

' QUESTION: Msy I see the chart?
. COLONEL WATERMAN: Yes, indeed.

QUESTION: I would like to know what system you used in arriving
at those figures in the first column? '

QLONEL WATERMAN: My answer to you is it doesn't really mske any
real difference, What I am trying to show is, if s couniry has large
supplies of capital and labor and little land, it ean nore efficiently
-produce those things which require large supplies of capital. and labor
ad little land; and, if a country has large supplies of land and very
little cgpital and lgbor, it can more efficiently produnce those things
which require a great desl of land and very little capital snd labor.
I chose beef and machinery for Argentina and Englond becamse I thought
those would be acocspted by the class as items which each of those two
countries individually can produce more efficlently and which it wounld
. be better to trade. : SR

- Certalnly you won't deny it would be most inadvisable for England

to raise its own beef or make its own lace., You can get any reslt you

want by assigning the values you choose for land, lasbor, and capital.

I was trying to represent an spproximately factual condition and I
believe that those conditions with respect to the ‘avallability of land,

labor, and capital actually do exist and that they produce those resilts
with respect to differentiated products like thoge I picked,

QUESTION: Is it true that, although we have rehabilitated the
facilities of Barope, the production, machines, plants, and so om,.the
trouble is that Burope has lost reserves of raw material and to a large
extent the colonial markets on which basically Barope was dependent,
Nations like Argentina have sought by indnstry to mamafacture the
articles they once got from England in exchange for beef., Isa't this
pattern a factor that we have not considered yet? : i
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' COLONEL WATERMAN: I think it is quite true that there is now
some doubt whether Burope as of now is self-sustaining or can become
self-sustaining; that is, whether it can earn encugh by its production
to buy the things it needs. What do we do? Do we simply write off
Farope and let it starve? There has to be adjustment of some kind.
T would hesitate to suggest what kind. Better minds than mine have
attempted it and have not arrived at a solution. Bub I do suggest that
we could go a long way to help solve this situation by creating condi-
tions in which Furope could sell all of those products in which it is
more efficient than we are. I am sure you have read in the paper
‘recently about the action which this Government has taken %o hinder the
importation of Buropean products which, if left alone, would sell.

The Italians put up a tremendous squawk on the quotas on such things
as cheese, fur felt for hats, fur felt hats, and other things. The
. Ttalians could earn a substantizl amount of dollars if they were left
free to sell things in the United States. Our consumers would buy them.
when you slap on an import guota or increase the tariff, you are raising
an artificial barrier to their self-sufficiency. :

T 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; but, there is
a way in which Burope might be fairly allowed to earn ils own way in the
world. ‘ : ,

QUESTION: - Academically you have presented a very good Justification
for foreign ald. However, actually, I wonder what it has accomplished,
France is produc¢ing, granted, more than it ever produced 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 we
have given it 5 billion dollars. Several periodicals I have read ,
recently said France is bankrupt. They also stated that UK is practically
banirupt. ‘ o

COLONEL WATERMAN: Well, I don't believe I should now engage in a
complete discussion of the economic potential of France or any other
_country. Bat you have said that it is producing more than it ever did
before. I said that with respect to the Commnist pariies existing, or
perhaps with respect to other things about France, we have no measuring
stick. We don't know what kind of shape it would have been in now had
po aid been received, I dontt want to dismiss your question but it
seems to me the difficulty stems not so much from an economic situation
as from the French psychology, the reluctance to pay taxes. I am sure
you are all familiar with that. In other words the reluctance of the
people to pitch in and do that which they as a couniry are now
economically capable of doing. ,
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I didn't intend to bring in any discussion of how economic condi-
tions affect psycholegy. We should all recognize that we have to

consider psychology and morale as part of economic potentials Bub I
simply say here what the academic explanations are. You called them

academic explanations. What psychology does to these fundsmental
truths, let us say, is the subject of another lecture,

COMMENT: I gather from your discussion that the support of Europe
has cost 12 billion dollars over the last six years. In that period the
military forces of our land mst have cost about 100 to 150 billion in
those six years. I wonder, in your opinion, taking the national
security objective into account as well, where have we gotten the most
for our money, national security-wise. '

COLONEL WATERMAN: It seems to me it is not a question of dis-
‘tingaishing as between economic and military aid where we got the
greatest value for our dollar. The fact is that the two things, although
they are interdependent in many ways, are still separate. Without the
rehabilitation of western Burope's economic system, I think that military
aid would have been entirely wasted. Again, without some military aid,
the mere fact that economic systems have been rehabilitated would mean
little or nothing to cur total war potential. What I say is this: You
have to do both, Unless you strengthen or rebuild the economy of a
country, then military aid means nothing, becaise there is no business,

QUESTION: Bernie, I won't let you climb around the guestion that
way. In making an evsluation or a judgment as to whether you should put
more or less into military or other aid, it is a question of degree. 1In
any allocation you have to make that judgment, it seems to me.

COLONEL WATERMAN: Maybe I am slipping around your question again.
All of the examinations that have been made have shown that, regardless
of what you do gbout military aid, you have to do something about the
economy, Now, I doubt if there is any valid basls on which you can make
a comparison of the exact worth of a dollar of military ald against the
exact worth of a dollar of economic aid. I doubt it; that is an
expression of opinion. You must have both and you might as well recog-
nize it,. ' ' -

QUESTION: With reference to the previous question, I wonder if you
could look at it in a different way and say it is an advantage to the
United States, the 12 billion dollars that we have spent, rather than -
a charge to our Buropean friends, as a substitute to our own exporta-
tions, If we didn't spend 12 billion dollars in that fashion, the
producers of those goods being exporied would lose that business; if
we didn't have a surplus to export, it would mean a recession or cut-
back in this country. In the way of dollars, what we have in the
foreign aid program, there is a difference of 12 billion dollars put in
the balances 19 -
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COLONEL WATERMAN: I think what you say is true; I doubt if it
requires any answer. It certainly was a subsidy in some degree to
American industry, becanse it was spent on American products.

COMMENT: My honest opinion iz that we are a little selfish on the
foreign aid program. I think we should look at it that way.

COLONEL WATERMAN: I think so,

COMMENT: I want to disagree. It seems to me that dollars have no
velue in themselves and that it is the real wealth, such as the capital,
natural resources, and things like that, that you are shipping sbroad.
Dollars are merely symbols of weglth; they themselves are not wealth.
Therefore, when we export what comes out of the ground--the coal, iron,
steel, the goods that grow, the food-~that is the real value that is
~going out of the country and not coming back.

.~ COLONEL WATERMAN: It seems to me you are saying what I said to the
Colonel. What we really are giving Burope, and what they needed, are
our mamfactured goods or our materials, On the other hand, I dontt
think that conflicts with the Colonel'!s approach or its result, in
taking off our hands some of the goods which might have been surplus .
had they not been bought by those ECA dollars,

As you remember, I said something in my talk about certain Americans
looking on foreign trade as a means of disposing of their excess pro-
ducts. In some cases, although foreign trade is a very small percentage
of our total national income, it is a very substantisl part of the total
production of certain items. I am getting together some interesting
figares which would show in certain industries a tremendous portion of
the total production normally goes abroad. In those industries people
are very interested in selling that by some means. Some nations must
be able to buy our excess production or we can't sell it, That goes to
show there are a great many ramifications to this problem, a great mnany
factors, in many cases. ~

. QUESTION: I was wondering about the market-place approache-that

is, when a farmer takes his excess goods to market and he'is pretty
sure of disposing of them, unless he doesn't know what the price is.
By multilateral do you mean that approach by which we have had a free
- market in the international trade? At the height of England's peak,
in the nineteenth century, when England was on top, could a country
be sure of selling all its excess goods somewhere in the international
market? g ,

COLONEL WATERMAN: Well, that seems to be a mumber of questions :
wrapped in one. I will answer the one about the free market by saying,
no, there was never entirely a free market, for several reasons., One
is sach things as tariff. Another is such things as empire preference,
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in which Britain and the commonwealth countries had some restrictions
which benefited their trade with each other and kept out some of the
trade with outsiders. There has never been a free market. 4is to
 disposing of all the goods of which you would like to dispose, the
farmer will sell those goods even when he comes down t¢ the point
where he is losing money. He has vegetables sitting there; if he
doesn't sell them, they will spoil. Anything he can get for them is
something. ~ That is not entirely true here. Probably the answer to
your 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 multilateral trade, I meant this; for example, we as a country
did not worry about the fact that we had a deficit balance, let us say,
with Costa Rica. We bought a lot of coffee from it; perhaps Costa Rica
didn't buy much from us. We don't worry about having a deficit balance
with Malaya. We buy a lot of tin and rubber from it. Malaya bought
very little from us. Tt worked out for Malsya, Costa Rica, and a mumisy
of undeveloped countries. They took those dollars and spent them on
_goods mamufactured in Rurope. Europe in turn, which had a deficit
balance with us, took the dollars from those undeveloped countries aw.
paid for the deficit incurred with us. If we had simply traded with
Barope and made the accounts balance, Europe.could not have bought any
more from us than we bought from it, which was darn little; but Europe
was able to buy a great deal more of those things needed, one exgnple--
su¢h as food, because of that triangular arrengement., That!s what I
meant by multilateral trade or balance. ,

QUES TTON: Would you discuss foreign trade as a tool whereby a
country can begin to tie to its allies, or to make a country dependent
upon the primary country? I have in mind the situation such as Russia
tying up with Yugoslavia and Czechoslovakia, making them dependent on
Russia. ‘ .

COLONEL WATERMAN: I can't give a very broad and general. discussion
on that in the couple of mimites available, In essence you have |
jndicated how to go about that policy., It happened in the case of
Germany; it's happening in the case of Russia. - If a big country cam
become the sole customer of a small one for its products, it can pretty .
well call the economic tune for that small country; it ties.the small
country to it. Russia is doing it, It can compel the satellites to
arrange production lines and order all they make as parts for machines.
The countries are dominated by and tied to Russia.

The Germans attempted to set up what was in essence a mark bloc,
in which they bought things from smaller countries and then held the
balance in German banks, and the countries which owned those balances
were unable frequently to buy with them. They are or were more or less
trapped by having their assets in German hands,
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There 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 investient, and whether, if we had kept the
Taw materials and the productive instinct, which 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

we took was our feeling that we could in fact build western Burope to a

point where it can turn back the Russians before the Russians feel them-
selves capable of doing anything about it. If we were nistaken, then we
were very badly mistsken; we have perhaps built some economic potential

for Russla. But, at the stage of the game where all this began, we had

to make that choice. The choice we made was to support Burope, to keep

it from being overrun by the Russians, I am not better qualified to say
what choice is more degirable than aybody else here is,

QESTION: Referring back to the foreign aid problem of 12 billion
dollars, as I understand it the foreign aid program and the success of
it 1s generally tied to the counterpart fund, Under this each one of
the countries has received funds to finance rehabilitation of the capital
industries, which in turn would channel production into the country in
exports, and so on, and which will permit the countries to buy more from
use I wonder if you will comment on the operation of the counterpart fund., -

COLONEL WATERMAN: I am no expert on the operation of the counterpart
fund. T doubt if an expert could make it very clear in two minutes. The
actual need to loan American dollars, or give American dollars, is
generated by the fact that Burope was not short of its own currencies; it
was short of the ability to produce those things and those capital iteme
which it had to have to get going again., The setting up of a counterpart
fund, it seems to me, is just a 1ittle discipline on our part to mgke the
Eurcpean countries recognize that all this is not solely for their benefit
but also to give them a means, as you sgy, of generating more production
once they have received these capital items which they are unsble to get
elsewhere,

GENERAL HOLMAN: In the development of all this economic potential
and internationsl trade, particularly with reference to Europe, I hope
that we don't lose track of the part that science plays in all of thise=
scientific changes, technology, and the progress in that direction-~going
back to any period you want, 1930, 1940, or since the war. One of the
reasons Europe is not able to get back on its feet 1s becanse, as I see
it, technology has moved so fast. Sure, Eurcpeans could go back to the
old methods of 1890 on weaving or on metal cutting, or asnything like that,
but there is a better way to do it. I think that enters into thig problem
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a great deal in the economic considerations and certainly in the new
methods of fighting a war. ,

OOI.ONEL WATERMAN: Our time is up. Thank you very much,

(12 June 1952--250)Sn
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