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COLONEL WATERMAN: This is the second part of our two-part program 
designed to give you a broad gemeral picture of the economies of western 
Europee Yesterday we had a chance to acquire some of the information 
about the recent historical background of these economieso Today we 

turn to the current situation, 

Our speaker is Mro Harlan Cleveland, the Executive Editor of ,'The 
, Mr Cleveland is g o i n g  to talk to u s  o n  the-subjects 

~=orter' magazine. • . . . . . . .  -~ ~-^nomic Integration of _ 
" ' -~ -  ~ n d .  , l . , r e n G  .j.-uwa.~-~ ~ . , v , ,  ,,Postwar Economic R e c o v e r y _ . ~ _ _ ~ "  . ~  ~osition t O  d e a l  w i t h  this subject 
Emrope." He is in a par '~.~ 'u, .~- , , , -J  ~,'.-'-'-" - because he has Just completed almost two years as assistant director fo~ 

Europe in the ~tual Security Agency (MSA)e 

The economic problems of western Europe have been matters of daily 
intimate concern to him, and it is certain that he is in a very fine 
position to give us up-to-date informatione 

We are most happy to welcome Mr® Cleveland to the Industrial Collegee 

MR. CLEVELAND: Gentlemen: What I would like to do this mor~, 
for ~hat I hope will be the requisite time, is to talk first abo~t Europe 
in its relationship to the rest of the world and, second@ about the 
relationship between economics and rearmament within Europe itselfe I 
put these two points in this order because the basic limitation on what 
Europe can do about rearmament and about raising the standard of living 
of its own people, is its co~petibive position of trading in the world; 
and the simple fact is that E~rope's resources and institutions are not 
up to the j~ of doing the two m~in things that the Europeans would like 
to see done defending western E~ope against possible aggression from 
the East on the one hand and bringing about a continuous rise in cons~ 

tion by their own citizens on the other hand. 

We hear a lot these d~s--a good deal too roach for ~ own taste-- 
about this phrase of Rub Butler:s, ,,trade, not aid." The trouble with 
the phrase is this: It is only a very narrow concept of the problem 
that faces England or the whole of western Europe. MY own formmlation 
would probably substitute the words ,,economic growth," for the word 
,.trade" in that little slogan~ because the fundamental trouble, it seems 
to me, with western Europe, is the lack of an adequate rate of economic 

grm~h. 
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Now~ first~ on the question of Europe ts relationship to the rest 
of the world~ it is important to remember~ I think~ some fundamental 
facts~ not one of which is a bit surprising to any literate group of 
people in this country any more; but~ all of which have to be put 
together to get a sense of what really are the basic trends in this 
period froR~ roughly~ the halfway mark of the twentieth century on into 
the f~tUree Let me Just check off these big twentieth century facts 
vary brieflye 

The first fact~ and the most familiar and almost banal fact of all~ 
is that the world is small and getting smaller. We hear this so m~ch~ 
and repeat it so often ourselves~ that we are inclined to forget what a 
staggering fact it ise We are inclined to forget that the contraction 
in the size of the world as a whole, which is happening for scientific 
and technical reasons~ has a great many political and economic r~ifica- 
tions that the political and social sciences have not really caught up with as yete 

The second big fact is the size and rate of growth of the Soviet 
Union. This is of course one of the main things that you are studying~ 
I take it~ in this course~ the relationship between the free world and 
the Soviet Union and their respective rates of growthe 
period of timep g~ven the n~.~÷ ~, -~  . . . . . . .  Over a long 
econo~c aTOWth. ~.~°÷~.ll\%~i'J ~.=~ uz.~ne Govlet Unionis annual 

- -  - - - - -  . . . . .  ~ ' ~ ¢  * ~ n  ~ne S o v i e t  U n i o n  would be a ve:~ d isas -  
trous pollc~ unless we g r e a t l y  step up the rate of growth on our side of the Iron Curtain~ 

I am sure you are getting all kinds of estimates on the subject of 
the Soviet Union rate of gro~ah of total outputj and the Lord kn~s whose 
figures are righte I have seen figures that r~ge from 8 to II percent 
a year. This is a rate of growth~ if it is ar~where in E~at gener~l 
neighborhood~ that is equaled in the free world~ curiously enough~ by 
only one count~j and that is Turkey. Turkey has grown rapidly in recent 
years for reasons similar to those which cause the Russians to achieve 
their striking rate of economic growth; n~ue!y~ a tremendous concentra- 
tion on building uP agriculture 
tio~ The Turks have been helpe~ a concurrent program of industria3,iza. 

good weatherj too. We dontt get 
am~x,here near ~at lO-percent-a-yea~, ra~e of growth and neither do the E~ropeanse 

Now~ so far as the Soviet Union is concerned~ and its satellites~ 
this rate of growth in itself obviously would not be a problem. The 
thing that makes it a problem is of course that you have to ~mltioly ..... 
capabilities by intentions in order to get something that is me~ful 
for se~rity planning. It is the intention of this dynamic force~ it is 
the fact that it is aggressive as well as economical~ ~rnamic~ ~at 
makes it dangerouse 
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I stress the position of the Soviet Union because, whenever you 
are talking about the economic problem of Europe and the United States 
and the rest of the free world~ one of the biggest elements in our 
calculations has to be the claim on the total product that is represented 
by what is necessary to meet that dynamic and aggressive threat from the 
other sidee So let us keep the Soviet threat in mind as big fact number 

twoe 
Big fact Eamber three is again a familiar one--t~e strength of the 

United States. It still stretches my imagination to repeat the propor- 
tion that our output bears to the output of the whole worlde Here we 
are with 7 percent of the worldts population producing something like 
40 or 41 percent of everything that gets turned out in a year in the 
entire worlde This isj say, 40 or 41 percent of what you might call the 
world's gross national product. Tt is this economic power, this potential, 
if you will, from which flows the leadership that we Brave had to assume 

in the worlde 

Now~ what I want mainly to talk abo~t this morning are the fourth 
and fifth big facts about our twentieth-century world that set the con- 
ditioms of western Europ els rearmament and prosperitye These facts arep 
fourthj the weakness of Europe and, ~ifth, the extraordinary changes 
that have taken place in the character of economic policy and of economic 
relationships in the underdeveloped areas of the world--properlY speak- 
ing, in Asia, Africa, and Latin Americae 

Let me talk first about fact number five and then come back to 
Europe® I think we have to see the underdeveloped areas as having gone 
through something more than the kind of standard newspaper p~rlance-- 
.political revolution," or independence movemente What we have to see 
is that there is an economic as well as a political side to this drive 

for independencee 

A country like Indonesia wants to get independent of colonial ties 
on the political side, but this drive for independence has also greatly 
affected the economic thin~iug of the leaders in Indonesia and in just 
about every other newly independent or emerging semi-independent countrye 
Whenever one of these independence movementsl nationalist groups comes 
into pc~fer, the new leaders have rather fixed theories about what it is 
that they are supposed to do with the economye They are perfectly clear 
that dependence on sizable, exports of raw materials to the industrialized 
areas of the world dependence on digging and growing materials that will 
be sold to Europe and the United States, dependence on a world market 
that has a tremendous tendency to fluctuate up and down, is really not 

sne ative drive to get away from dependence on raw _ 
good for theme. Thi g ...... ~:_~a ~ a tremendous,, almost fanatlcal~ 
material exports is usuau-w cQm~..,=~ . . . . .  

belief that industrialization is the way to independence of colonial 
mastery~ is the way to a great, immediate, dramatic rise in the standard 

of living of their peoplee 
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Nowj we can hard/y blame them for having these views. After all, 
what they are looking at is the example of the United States, the ~le 
o f  Japan, the example of the Soviet UrLio~. So that very view, that rapid 
industrialization is the road to success has a good deal of historical 
precedent behind ito But the trouble with these views is that in the 
modern world the most difficult prospective shortages in the world are 
those of raw materials rather than of finished products--a situation 
wholly different fr~ the situation I00 years ago. Consequently this 
policy doesn,t make nearly as m~ch sense for them as it did for us I00 
years ago or as it did even in Japan 50 years agoe 

These emerging nationalists have • another rather natural idea--that 
great changes like industrialization can be accomplished almost overnighte 
This is an idea they get fr~ us again, that they pick up from our t endency  
%o try to do a lot of things at the same time and rapi % 
one of the products of our .d/ye ~ is no doubt technical assistance abroad, toward these goals of ~ettin~ aw~ ~- . . . . . .  They dr~ve ahead 
on t o  rapid ~ ~ ~ ~-~L ~epen~ence on raw materials and 

industrializatione Some of them of course real~ come a 
croppere Argentina is the best example at the moment, a country that is 
associated, I am sure, in all your minds with wheat and meat, having 
meatless days and importing wheat, at the same time as it is unable to 
sell some of. the textiles and other finished products that are turned 
out by its newly industrialized econom~re 

Rapid efforts in this direction also produced in the underdeveloped 
areas a tremendous overuse of the resources available, which is Just 
another way of saying inflation, So you get the government trying to do 
Just too mar~ things at once, and you get the sort of phenomenon you got 
in Australia, until they got hold of it six months or so 
a program of rapid indus+~-~ ~---- ........ ago, ]~ Australi~ 

~-- ~v~.Lopmen~ a~rac~ed people off the farms 
and into the cities by very high wages; but then it turned out they didnt% 
have the food and wool, and so forth, to produce to sell abroad to get 
the foreign exchange +~ey needed to continue with their industrial develop- 
ment program. So they had to call a halt and start over. You get a 
similar phenomenon in a number of different countries, of which the 
Argentine and Austrm1~an cases, being quite extreme, are the best current examplese 

Let us move to Europe for a minute and look at the rest of the world 
through Eumopets eyes, and see what effects these basic trends have had 
on the position of the Europeans. These trends have mot been operating 

in the postwar period; they are broad, deep, secular t r e n d s  that 
have been with us for close to a half century. 

The two main symptoms of EIL~opets weakness are: (I) the declining 
relative rate of growth of productivity, declining relative to the United 
States, which sets the standard in these matters these days; and (2) the 
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. titive position of western Europe in relation to the 
changed c o~_ -- ~a chan~ed coz~etitive situation is obvious 
underdevelope~ areas, - . . . . .  i n  the underdeveloped areas 
from what ~ have said about the change 

themselvese 
Europe~ after allp is an indnstrial workshop. It takes in raw 

materials and it sendS back finished prodnctse Close 50 90 percent of 
all its Imports are raw ma~rials and rather more than 90 percent of 
its exports have gone through some processing stage in Europee So you 
have to think of Europe reall~ as a great machine shop which has to find 
a way 2o feed its workers, which has to find a way to clothe them, to 
get the primary materials fo~ them to work on with their machines, and, 
to some extent  even to get the know-how and most modern developments of 
machinery from a better equipped, more modern, high productivity machine 
shop across the s t r ee t e  And t h i s  somewhat t i r e d ,  e l d e r ~  machine shop 
i s  i n  a pos i t io~  where the people who make a l l  these  raw materia~s:  who 
grow the food and chop down the trees, and who take the tin out of the 
mines and who put the little cuts on the rubber treesp are all tr~ 
to get away from doing that kind of thing so that they can get into making 
textiles and small bicycles, and one thing and another, 

So that the supp ...... ~--~-~ the effect oz c o n s t a n c y  
material production and this is n~v~e -- 
now the price of what Europe has to  b ~  from abroad relative to the 
prices Europe gets for the products it sends in returne I don~t know 
whether Sir Roger Makins~ when he was talkingto you about B~itain, gave 
you what has always seemed to be the most striking exa,~le of this facto 
Since the war Britain has put.on a tremendous export drivee Britain is 
now exporting something like 70 percent more to the rest of the world~ 
by volume, than Britain was exportix~ before the war, while the British 
are now importing about the same amount by volume that they did before 
the ware And yet, they are not quite making ends meet even so, whereas 
before the war they were by and large stsying even on their balance of 

paymentse 

So berets a machine shop, if you will, which has sent abroad 70 
percent more than it did before the war and is getting back the same 
amount that it did before the war; but is in a worse hole financial~ 
than it was before the ware it is an extraordinary fact. We are inc~ ~"ed 
to believe that, well, the Europeans aren't trying hard, and they are not 
rea3J~ getting on with their export drive, and so forth; but here TM a 
reall~ impressive export drive in the United Kingdom, and all its people 
have been able to accomplish with it is to b~ with 170 percent of what 
they were doing before the war, an smount of raw materials and food 
equivalent to what they were getting for I00 percent beforee So that 
the entire postwar export drive of Britain has been wiped out by this 
change in what economists call the terms of trade~ by this chang~e in 
the trading relationship between Europe and the underdeveloped arease 
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top of that~ the kinds of things %hat Europe sends to the rest 
of the world are in some cases preolse~ the k~mds of things that these 
n a t i o n a l i s t s  in  the underdeveloped areas are  e s p e c i a l l y  anxious to  
produce for themselves--textiles~ for exaw~le, Why is there t rouble 
w i th  unemployment ~in Lancashire? For the p e r f e c t l y  obvious reason t ha t  
a l l  over the wor ld the na t i ona l i s t s  who are achieving t h e i r  po~Lt ica l  
independence and learn ing  ra ther  soon tha t  the s tee l  p lan t  they have 
had t h e i r  eyes on a l l  along, as the  symbol of  t h e i r  i n d u s t r i a l i z a t i o n  p r o -  
g~ is out of their reach~ have turned %o producing textiles as the 
opening wedge of their industrialization drivee 

This has been going on to some extent for several decades~ cer- 
t a ~ . j  but  i t  has a c t u a l ~  been stepped up r e c e n t l y .  Tex t i l e  rodn - 
t i o n  a blg part or  P ron,s  s  u.t±on 
So the  t o t a l  market fo r  export  t e x t i l e s  has gone downe The t o ~ l  amoun~ 
of 5extiles before the First World War that was exported by all countries-. 
you Just add up everybo~yl s ex~or~s add it ~ tO ~St about twice 
the tota l  amount of evez~bo~r,s t e z t ~ e  exports f ~ t V .  This is not 
because people are using less tex%ilesj It is because there is moz'e 
"domestic. produotion~ more use of their own goods by nations that used to iwport textiles, 

On top of. these two trends--the terms of trade and the competition 
with DArope,s t r a d i t i o n a l  expor ts- -yo~ have t h i s  o the r  f a c t o r  
rate of, growth of Productivity in Europe. To c --`~ . . . . .  o f  a low 
exa~e--Britainj who used to  _ , , - ~ . ~  ~ne ~extile 

have three-fourths of ~at big ~xtile 
export marketj something like i0 b~1 ~on square yards of textiles~ now 
has only about a quarter of the total e ort 
is not mu xp market for t .. ch more than b ~ . . . . . . . . .  extilese That 5 ill.,.,,. ~, are  
~ne possibility of  ~rodn ~.~ +~+~-- y.~ctsy_ Europe has not only los 

_ c__~ ~,es ena selling them to o t h e r  p - e o p l e  t 
as a businee~ it can depend c~ but it has even lost dramatica~ in the 
share of the smaller market that now existse 

This loss in the share of the market is not primar~ a question of 
the terms of trade; it is primarily a demonstration that Europe is fall- 
ing behind in its relative rate of gro~ 

have mentioned the Soviet Union. Over the last ~0 years or so 
we in the United States averaged year in and year out about an annual 
3-percent rate of growth prod-ctivity~ When I use the term "rate of 
growth, what I am talking about is the increase in the gross.national 
product per employed worker~ which is~ ~therefore~ as close as you can 
get to a measure of prod~ctivity~ of output per man-houre It is the 
ability of the economy as a .whole to prodnce mere and more with the same number of peoplee 

NOW~ we grow at least 3 percent a yeare Bear in mind that these 
figures~ the Soviet 8 to II percent~ and our 3 percent~ are compound 
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interest6 Starting at any one moment~, you add the 3 percent and then the 
next year you are taking 3 percent o£ 1039 and so forthe So, especially 
when you get up to something like 8 percent a year~ you can make very 
dramatic changes over a period of 10 or 20 years in the absolute amount 
of produCtion~ the absolute amount of output. Donlt be fooled by the 
relatively small-sounding figures Of these percentage increaseso From 
year to year over a long period they mean a Iotp as we have seen in our 

OWn econo~ and our own standard of livinge 

In Europe the rate of growth on a comparable basis for the major 
countries has been running at 2 percent or less over the last f~ decadese 
During the period of the Marshall Plan there was a spurt in the yearly 
rate of growth up to 59 6p or 7 percent in some of the countriese The 
Cermans~ even last yearp increased .their total production per ~loyed 
werker up to something like 7 %o 8 percent. Bat this was a pretty tempo- 

were unemployed or un~erez~loyea a~ = ~-=,~. 
out of work, facilities tlmt were destroyed~ markets that had not yet 

been established~ and so forth. 

Soon they came back to something like full em~loyment9 not only of 
people but of facilitiesp in the major countries \of Europe--in France~ 
in England; even in G e ~  where they have absorbed I0 mi3.lion ref~.gees 
and still they have something remarkably close to fall employment 

The total rate of increase now is falling off very sharply in the 
last yeare So donlt look at the Marshall Plan fixAtes--in spite of the 
fact that I was heavily involved in selling those to the Congress and to 
the country as an indication of the greatest success ever perpetrated by 
the U. Se Gov~nt--don'% lo0k at those as the standard of the long- " this last year--and this 
term performance by..Earope~ .,]~_En.gl~n~lldUr~ge'~, gross national prodnct 
Sir Roger probably dlan,~ ~eAA yu~ =~ ~-- 
really has hardly increased at Rile 

This is the sum of the basic factors limiting productivity coming 
into pl~y. What are those basic factors? It seems to me they can be 
sumuarize'd in two main categoriesj neither of which is, strictly speaking~ 
an economic limitation; but both might be described as institutional 
limitations. ~e of these limitations is sheer size. For better or 
werse~ and whether we like it or not~ the size of a modern industrial 
economy~ the standard of size for a modern indnstrial econom~ with the 
amount of mass production that is required for a rate of growth of pro- 
@Activity even as great as our own--that standard of size is set by the 
United States~ and to some extent~ also~ by the Soviet Unione 

The big econo~ is the big~ stable~ dependable home markete It is 
an essential ingredient in rapid growth. Now you are familiar with the 
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story of the cut-up European econo~j, i One of the main things that Paul 
Hoff~ talked about during the shole period he was .in the Economic 
Cooperation Ac~inistration (ECA), one of the main th~_~gs that was pushed 
all through~ the ECA and MSA program~ was economic integratione This 
wasn.t because this was regarded as ideologically good Qr even primarily 
because it was a political or military necessity, which I believe it to 
be; but because there are good, solid, economic reasons why the Europeans-. 
if tb~y are going to-depend on industrial pro~ction as the basis of their 
growth and on selling a considerable part of the result of that industrial 
production abroad in competition with us--are going to have to find a way 
of establishing a bigger home marketo 

The obvious way to do that is the way we have been t~Lug about for 
years, by an actual combination of national economies in such a way that 
there are no customs and tariff and quantitative trade restrictions on 
the movement o f  goods ",~i't,h.~ that total marke~ 

Secondly, the reason for this weakness of Europe, this low rate of 
growth of productivity, is the restrictive mentality and business atti- 
tudes of Europeans generally. This is not Just a question of a few 
European businessmen being monopo~-~nded and car - 
labor ioul -~- tel mindec~ agr ture, and ~overnmen÷-~- ~-~-~ . . . .  Business, 

.~ v .,.,. J-~.'-.7, z,'rance, U e ~ ,  England 
and the other countries, to a greater or less extent, are monopoly-and 
cartel-mindede This is something on which you can get complete agreement 
between a left-wing socialist in Ite~ and the most extreme right wing of 
the Italian Federation of Industrialists l that the worst thing that could 
.possibly happen in Italy would be a lot of competition, would be a loosen- 
•ng up of credit so that small businessmen could get into a new business 
and not automatically go brokee 

This is a problem which we wrestled with some during the Marshall 
Plar~ but to which I think it is fair to say we haven.t even begun to 
find the answere But until there is some answer to it, you are not going 
to get in Europe a rate of growth of productivity that is comparable ta~ 
ours; and unless it is comparable to ours, the Europeans. competitive 
position in the world is going to be constantly worsening. And this is 
not something that is static~ it is something that gets better or worse~ 
Where our productivity is increasing at a 3-percent rate and theirs at a 
I or 2-percent rate, the curves go off like that (indicating) and the gap 
gets bigger and bigger. 

So a solution to this problem of restrictive practices, which is 
not going to be our kind of solution with antitrust legislation, leads 
you back to the concept of the single market. All of the institutional 
arrangements that have hardened the arteries of the European econo~r 
have been set up and blessed by the actions of individual national govern- 
mentse The process of trying to Persuade those individual national govern- 
ments and the interests on which they depend to abandon the way they do 
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things -and to do things the way we do them is really hopeless. But the 
setting up of a new authority for economic coordination that is above 
the national level, and the automatic abandonment of some of the exist- 
ing arrangements that are based on control of the national legislature 
m~, and o-miy m~,. blow some real winds oftheCo~etitiOnGerm._ n steelint°producers,the picture;the 

groups~ such as 
because, for partlcular forth, there will be advantages for 
it~1~an electrical people, and so 
them in competition. 

So the first step is going to have to be some kind of new frame- 
__work of doing business, a framework in which most of your business is 
done inside a home market, rather than where most of your business is 

......... ~--- the controls o~ governments are ,, 
A~= -~nss national Douncarxes wueA.~o ~ y  .~ L_.~ ÷.~.~ the supP47 ox 
,..v. . . . . .  - ~ ' - - '  . . . . . .  " ~  W ~  aDOUT,, ra~ . . . . . .  

real3~ the ma~n ~ ~w .... .---~ . 
and demand fo r  your p roduc t .  

Now, t h i s  i s  the  broad p i c ~ ' e  on w ~  Europe i s  ~weak and noncom- 
p e t i t i v e  i n  the  r e s t  of the  wor ld |  t h e r e  are  r e s t r i c t i v e  p r a c t i c e s ,  
small  economies, and t hen ,  on top of  these  bas i c  t r ends  the re  a re  c e r t a i ~  
special factors resulting from the war itselfe E~phasising that these 
special factors are not the main point, in ~ estimation, they still had 
an important effect in sweeping aw~ some of the cushions on which %~e 
European e c o n o ~  had been  l y l u g  dar ing the  in t e rwar  periodw and i n  demon- 
s t r a t i n g  t o  the Europeans that they were really in great economio 

difficulties • 

The main things that happened during the war were these: First~ 
the straight war damage. I think that problem could be said to have 

pretty well solved by the application of assistance through the 

Mar ........ at =~.v uf its ~ .... s The 
lucrative colonles an~ a ~-o ---~ 
British, for ex_-mgle, went from a situation where the world owed them a 
living and they were clipping coul ~ns on nineteenth century investments 
as a w~ of covering the deficit in their balance of psyments with the 
rest of the world, to a si~ation where they owed the rest of the world-- 
mostly their own dominions9 but also other countries--something like 30 
billion dollars. They not or~ have the problem of trying to re-establish 
their co~etitive position which has been worsened by adverse factors and 
war damage and to settle themselves in the world--they have also the 
problem of psylng back war d~bts on which they get no current return in 

the form of raw material or food i ~ o r t s e  

This European problem~ ~ think~ can be tackled adequately by us, 
and with the strength that we can add to %he situation~ only if we come 
to recognize that this is not a problem that started with the last war 
and it is not a problem that is goimg to be discontinued at the end of 
the Marshall Plan, at the end of the present Mutual Security Act~ or at 
the end of amy other date that the mind can think up. Looking back on 
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itj it is hard to say what else we could have done in 19~7 than to 
predict complete success by the end of four years or some other date. 
After all, getting +~a four-year plan adopted, even with ar~ual appropria- 
tions, was a great improvement over the six month programs that immedi- 
ately preceded it. It gave more of a chance to plan and tackle the 
basic + problems. 

But the fact is, the problem is not four yea~s long, it is from 
40 to 400 years long. This technique of going to the Congress each year 
and selling them what you might call isolationist futures--that isj "we 
cantt be isolationists this year, but in three years we can go back to 
being isolationists...is not a useful public policy ar~r more.. It is only 
when we b~egin to 'recognize how long the problem has really been with us, 
which we didn,t adequate~7 recognize in the heat of the postwar rehabili- 
tation plan, and how long this problem is going to be with us, given the 
disparity in ~te rate of growth of prodnctivitxand the changes in the 
underdeveloped areas, about which I have spoken, which are not going to 
be reversed in the second half of the twentieth century but w-l'l'l continue 
and be intensified, if anything--it is only when we realize that the 
problem is~ to all intents and purposes, permanent that the k4nds of 
policieS-we work out to deal with it will make an+amount of sense that 
is commensurate with the difficulty of the problem iteelfe 

+ + j 

Thank you. 

COLONELWATERMAN. Mro Cleveland is ready for your questions, gentlamen. • 

QUESTION: Granting your point that Part of the economic trouble 
of western Europe is due to the industrialization of the underdeveloped 
areasj how do we rationalize our ECA on the one hand, or the defense 
support on the one hand, end Point IV on the other hand? 

MR. CLEVELAND; Well, first of all, the primary emphasis of the 
Point IV kind of program, both that part of it administered by the Tech- 
nical Cooperation Administration in the State Department and that part 
in the Far East administered by MgA, isn,t in building up sizable indus- 
tries. The primary emphasis is in local production, in agricultural 
production, which goes in the right direction because it increases the 
amount of primary materials in the world; and the thing we have to watch 
in the second half of the twentieth century is not to contract the amount 
of raw materials and food in the world in our drive for industrializatione 

I don,t think there has been full clarity on this point in the United 
States policy. I think we have tended in the United States, in the U. So 
Government, to believe that anything that the nationalists thought was 
good for them they should have. My own formulation on that would be thisl 
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We ought to be in favor of whatever kinds of economic policies we think 
will real~ be good for the nationalists. ~fter all, for a newl~ inde- 
pendent government in an underdeveloped area to set off on the road that 
has brought Argentina to the brink of economic ruin would be ridic~Iousp 
and it is even more ridiculous for us to help them move along that road| 
so I think that there is a clarification needed in our own policye 

I think generally, in the Point IV kind of program the tendency has 
been to help these emerging nationalisms with whatever kinds of economic 
programs seemed a good idea at the time. I think that was probably all 
right as a starter, but it is not all right as a long-term policyj becansej 
as a long-term policy we have to think in terms of the sort of pattern of 
production and trade in the free world as a whole which will make the free 

world as a whole strong.re 

I think the same thing applies in Europe, Colonelp and I know you 
are very familiar with it. Now that I am out of the Goverrmentj I can be 
wholly objective about what I was doing. I think that in the Marshall 
Plan, by and large, starting in 1948, we tended to s~ to ourselves that 
any production increase is about as good as a~y other prodnction increase. 
So we looked at long lists of statistics on how production was going upe 
After all, steel production was going up in France; textile production 
was going up in Britain--or the British were prodncing Jets and textiles~ 
same of both. This was regarded as a fine thing. 

As a matter of fact, the best thing England could have done would 
have been not to increase the production of textiles at allj but at the 
level of production where they were or even at a lower prod~ction~ to 
modernize and get more efficiency; not to increase the total prodnction 
of textiles, but to put even more effort into jet engines, for examplej 
in which they are far and away ahead of anybody else in the world--theylre 

far ahead of use 

So this rethinking of the direction of what you might call the 
pattern of production that we are trying to move toward in the rest of 
%he free world as we give out aid, technical assistance, and so forth, 
has to be reaffirmed in the underdeveloped areas and Europe. The two 
will make sense. I th~ thatts the point you are getting ate 

QUESTION: The over-all impression that I obtained from your pres- 
entation is that the solution lies more nearly in the underdeveloped 
countries developing their basic resources, their mineral and agricultural 
products, and letting the manufacturing and industrialization remain in 
Europe. You also indicated that the price controls and the demands are 
controlled by the industrial areas. As a consequence, you would have 
the underdeveloped countries in effect remaining colonies of Europe. 
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That would seem to be contrary to the nationalism and independ- 

ence and all those desires of those particular countrieso How cam you 
reconcile the nati~aa~mm and the independence with our Government 
approves as a matter of policy with what you say is the over-all economic 
solution? 

MR. CLEVELAND; We should~ in my opinion~ promote the growth of 
primary production~ particularly in the free world~ But the fact that 
we adopt that attitude doesnlt mean the industrial c~antries ought to 
continue to set the prices for the primary products pretty much at their 
own free will. 

Take the situation inside the United States® Nowj one of the things 
that farmers have always been concerned about in this countryj at least 
up to the beginning of the concept of parity~ was that the prices for 
the things they had to buy were alw~s set by people other than them- 
selves; but so were the prices of the things they had to sell. The urban 
market set both prices; and the terms to the individual farmer~ how ranch 
he could get for the individual bushel of wheat he was selling~ was some- 
thing he had no control crete What did he do? He had recourse to political 
action which resulted in the parity conceptp and we have a situation now 
where farmers ha~e =mch more control over the prices of what they produce. 

Now~ I think you have a similar trend for the future in the free 
world taken as a whole. There is now a lot of talk about raw materials~ 
price stabilization~ and internatl.onal co~uodity agreements~ and so forthj 
as the result of this feeling on the part of the underdeveloped areas 
that they don lt control enough. I think ~yself as part of the process 
of persuading them to stsy in primary production we ought to make a con- 
cession on the price by having them Participate in the marketing and 
pricing arrangements for their own products. It seems to me that is the 
+pattern of synthesis on that apparent contradiction. 

QUESTION: Some of us understand that Europe as a whole is a f-~ly 
balanced economic unit~ with eastern Europe contributing agricultural 
products and raw materials~ and western Europe the workshop of which you 
spokeo We have further been told at the beginning of the Marsh~1 Plan 
program that trade between western Europe and eastern Europe should be 
encouraged in order to help western Europe. I wonder if you would com- 
ment on the effect of the t~ade barriersj or the I~on Curtain~ so-c-11ed~ 
between eastern and western Europe; how much trade is going on and 
+~hether~ in your opinion~ it should be encouraged in order to help west- 
e r n  Europe in its problem. • • • 

MR. CLEVELAND- That is quite a large question. First of all~ I 
think therels a tendency to overstate the significance of eastern Europe~ 
both as a market for Europe,s industrial products and as a source of 
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supply of primary materials for the western European workshop. I don It 
remember the figuresp exactlY. MY impression isp the total amount of 
trade between western Europe and eastern Europe never exceeded something 
like 3 or 4 billion dollars worthe The total trade of western Europe 
with the whole of the rest of the world~ including its own colonies 
amounts to something llke 25 billion dollars. It is not the dominant 
trading area for western Europeo It wasn It the dominant trad/x~ area 
even before the warp partly because eastern Europe was a very IcM ~inc°me 

area; i5 couldnit b~v a whole lore 

Now s what has happened is reasonably clear. The Soviet policy has 
been to cleave as closely to a~tarchy as possible+ That has been its 
program right along® It is perfectly clear that the soviets regard 
foreign trade as a bad thing on the whole. It makes them dependent on 
other peoplee They are trying, with more or less success, to impose 

that policy on their satellites+ 

At the same time we have been really moving in the same direction 
in this country. We couldn't care less whether we trade with the Soviet 
Union~ because we don't feel our economy benefits very greatly fr~ such 
trade® So we are perfectly willing to embargo exports to the Soviet Union 
and to its satellites+ Just as there is some tension between the Soviet 
Union~ which does not need trade very badly with the outside worldp and 
its satellites, which dop there is tension between ourselves and our 
partners in western Europe who are very anxious to continue this trade 

with eastern Europe+ 

Now the character of the trade ix important to understande I am 
sure you are studying this in connection with your present project. The 
character of the trade is that the Soviet Union wants to i~port what it 
does not havep which is mostly skilled labor and manage~ente Therefore, 
what it wants to import in particular is the products of skilled labor 
and management whichs for the time beir~, until training programs under 
way come to fruition, cannot be duplicated in the Soviet bloc. So the 
whole emphasis of its policy is on importing heavily processed stuff-- 
precision machineryp machine tools, and that sort of thinE+ It so happens 
that this kind of st~ff is, in the definition of the Battle Act, p~etty 
,,strategicp" and rather important for its war potentiale 

0~ the other side, of course, the trade is mostly in primary materials 
--food~ lu~erp and the like. What our policy ought to be toward that 
trade I think has to be conditioned largely by what we think the Soviet 
Union really is up to. I don~t think we can expect that over a long 
period of time, assuming a continuationp more or less~ of the cold war 
situation we have now, the Soviet Union will want to do ~ except 
continue to contract that trade as rapidly as its own internal dsvelop- 
ment progressess as rapidly as it can substitute for this trade the 
development of its own skilled laborp managementp machine tools~ mann- 

factured equipment, and so ono 
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So we have to realizej I think~ that pushing more trade with the 
Soviet bloc is likely to be both very difficult and~ in the long run~ 
unsuccessful~ because the Russians will gradually choke it off anyw~e 
It is not their announced policy; their announced policy is usually the 
rover so+ 

Now~ if that is a correct ~nai~vsis of Soviet intentions~ it seems 
to me the main thing we need to do about East-West trade is to find good 
substitutes for itj rather than to bat our heads against a stone wall. 
Again~ this is a personal opinion. There are many people even in ~SA 
who would disagree with me. This is not primarily for strategic reasons, 
I donlt think the amount they get from western Europe is really of great 
significance in their total war program+ I think the concept of the 
Battle Act which treats our whole assistance program~ including the mili- 
tary assistance to Europej as e~sting for the explicit purpose of being 
cut off if we denlt like our all:i.es~ trade policyj is a distortion of 
values in the making of foreign policyo 

The general pre~adice against a large volume of trade between the 
Soviet bloc and western Europe~ the general congressional preJudice~ I 
think we have to sbare~ for reasons completely different from those used 
to justify it on the Hill. We have to share it because it is a fact of 
life that Soviet policy~ unless we figure out better w~ys of changing 
Soviet foreign policy than we have been able to do so far~ is going to 
continue. We notice in the reorganization that the man particularly 
identified with this policy of choking off trade~ Mikoyan, is still very 
ranch in evidence as the chief trade controller and has ~n fact been made 
a deputy premier. Yt doesnlt look as th~agh ++here has been ~ch change 
on this front since Stalints death. 

QUV~STION: Y would like to ask a question concerning the general 
conditions you have described in Europe. What is the impact on the 
E~opeansfditions create?ability to rearm themselves: What hindrances do these con- 

MR. CLEVELAND: Itm afraid y rather neglected that for a time in 
trying to give the general picture of Europets relationship with the rest 
of the world~ which is the primar~j limitation. When Korea first came 
along~ there was a double impact on Europe. First of all the raw materials~ 
on which Europe depends for operation of its workshep~ went up wildly in 
price as a result of our demand for them; so the terms of trade turned 
rather sharply against Europeo 

At the same time some of the c~tries9 particular~ y the United 
Kingdomj were able to get some advantage out of that~ because the United 
Kingdom controlled the sterling area, and France controlled its French 
Union. ~nese areas particularly got a big windfall out of prices for these raw materials+ 
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Coming along about mine months later, because the E~ropean program 
didnlt .come along until about ~ne months after ours got under way, you 
began to get the impact, more specifically in Europe, of the deficiency 
in manpower, facilities, and so forth, in making soldiers, making muni- 
tions of war and equipment, and building military inst~3~-tionse 

Now this deficiency of resources is serious in Europe for a rather 
special reasono I keep s~ying Europe is a workshop; that is the reasone 
Take the UK as an example--the United Kingdom is making most of its own 
weapons of war; we give the United Kingdom a relatively small ~mount of 
mi3itary assistance because its people can make most of what they need 
themselves® But this .manufacture of munitions constitutes a sizable 
claim on the total amount of capacity in what they call their, en~eering 
indnstries, what we would call their mechanical and electrical industriese 
These engineering industries are also the basis of Englandls export drive 
now that textiles are declining as a big earner abroade So the main 
things that England can depend on to earn foreign exchange to buy the 
raw materials it needs are the products of these engineering indnstriese 

At the same time these same engineering industries are the basis 
of England Is in~stment progro~ for growth, since the British make most 
of their own machine tools and investment goodso So here is this tight 
group of engineering industries chocabloc with orders from manufacturers 
who want to expand their capacity, from exporters (including exporters 
who are not going to p~ anything in real terms for it because they are 
using those war debts as a means of payment), and also from the MiELstry 

of National Defensee 

Now, there is no solution to this other than the expansion of the 
engineering industries as a wholeo This itself requires diversion of 
the resources within the engineering industries to more machine tools 
and less finished equipment, military equipment® Competition for capacity 
is very real and very difficulte The same factory that makes AustinS for 
the United States market or the Argentine market can make a Centurion 
tanke They are going to make one or the other; they are not going to 
make both with that factory this year. So this competition is more than 
just the diversion of I0 percent of the national product in gener~l to 

military purposese 

It is more serious than that~ because the load of the mil~tary 
demand is so heavily, in the British case, on hard. goods pro~uction~ and 
hard goods prod~.ction is what they depend on for internal growth and for 
successf~l exports. On .the Continent it is a slightly different kind 
of problem. They don't produce their own equipment; we provide most of 
ire There the crucial element tends not to be the pro~Iction of hard 
goods; the crucial element tends to be the budget--the financing of the 
operation of the economy by the governmente This is why you are con- 
stantly hearing about budget crises in France, ~nd its successive prime 
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ministers trying to find how they can fit into a budget all the things 
they would like to do plus a big rearmament program. In fact in France 
it is no longer a problem of i~ports. The French are getting all the 
imports they need, They are getting all the imports they need and pil- 
ing up dollars in the central banke The limiting factor is their internal 
financing, the ability of the government to find enough francs to cover 
~ their claimse 

What happens, of course, is that they do find the francs by running 
the printing presses, which causes inflation, which squeezes the civilian 
population in Just those places, the urban workers, ~nd so forth~ that 
are socially the most disruptive element when squeezed, So that in France 
the impact of rearmament pro@~ces comnmnisme 

But in both cases--these are really the two major cases--it is to 
our interest in the United States not to have the total load on the 
British economy and on the French economy too big® If we make it too 
big on the British economy we find that they are not able to export and 
b~y the raw materials they need to have. In the French case if we make 
the load too great, it produces social dissentions in the society which 
rosy mean the whole French rearmament program would come a cropper as it 
did in 19~0o 

So this problem of the balance of civilian versus military use of 
resources inside each of the European countries is today a major pre- 
occupation of the U. S. Government+ There are literally hundreds of people 
in the Uo S. Government, as some of you know, who are wor~_~g here and in 
Europe to analyze the internal economy of each of these+countries and 
advise the governments about their budgetary problems and internal affairs, 
which previously would have been regarded as an unacceptable degree of 
intervention. Our responsibility for the size of the rearmament program 
as a whole--because we are by such a large margin the I biggest contributor 
to it~-is what causes this degree of intervention in the internal situa- 
tion in the European countries. 

QUESTION: Sir~ going back to your big fact 
to know what the definition of an underdeveloped number five,) I would like 
Australia and Argentina, I believe, as exsm~oles~ country is. You mentioned 

and of course it is obvious 
that many countries are underdeveloped+ How do you go about telling which 
countries are underdeveloped? What does it mean? Are they underdeveloped 
industrially or technologically?. 

MR~ CLEVELAND: It is a loose word+ In the MaA we made a policy and 
called all countries less-developed arease What y meant by the term was 
roughly the rest of the world outside the United States and Europe; and 
the rest of the free world rel~.tive to western Europe, the United States, . 
and Japan--these areas are really the industrialized Dart and are rela- 
tively underdeveloped in the sense that they have a ~ater dependence on 
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primary prodnctione They have a lower per capita income. They are 
poorer in almost ar~ sort of index you want to take. The reason they 
are poorer is that they have not, to the extent that we have and the 
Europeans have, applied the results of modern science and technology 
to the process of production--to put it in the most theoretical w~e 

eve b makes everything they need to be indnstri- 
QUESTIONs ZE ry ody . . . .  --"-. and only a few countries 

alized, the only trade will be In raw ma~er~, ~- --~ 

have thoseo 

MR. CLEVELAND: Well, I didnlt, of course, mean to i~ly that every- 
bod~ ought to make everything they need themselves. The principle of 
comparative advantage among countries is still a good economic principlee 
Countries are going to want to produce more than what they use themselvese 
To a point which is efficient, they have to do so. The point I was 
emphasizing was this: We should not assume, and we should not encourage 
them to assume, that the road to progress in the second half of the 
twentieth century is the same as the road to progress in the first half 
of the nineteenth century~ namely, to industrialize like mad and not 

prodnce raw materialeo 

The world has gotten just about to the point now where it will get 
seriously diminishing returns from rapid industrialization unaccompanied 
by rapid productione This seems to be a huge fact of life and one that 
we have to live with. What is important is that we dontt apply to the 
problem of the next few decades a criterion which would have been fine 
if we were living in the first century of the in@~strial revolutiono 

COLONEL WATERMAN: As usual, our time has run outo you have given 
us a very penetrating look into this problem. I thank you very much® 

june 1953--35o)s/r  
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