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POSTWAR, ECONOMIC RECOVERY AND TREND 1675
TOWARD |
ECONOMIC INTEGRATION OF EUROPE
19 March 1953

COLONEL WATERMANs This is the second part of our two=-part program
designed to give you & broad general picture of the economies of western
Furope. Yesterday we had a chance to acquire some of the information
about the recent historical background of these economies, Today we
turn to the current situatione ‘

Our speaker is Mre Harlan Cleveland, the Executive Editor of "The
Reporter" magazines Mr, Cleveland is going to talk to us on the: subjecty
uPostwar Economic Recovery and Trend Toward Economic Tntegration of
Furope." He is in u particularly good position to deal with this subject
because he has just completed almosb two years as assistant director for
Burope in the Mutual Security Agency (FBAX.

The 'economic problems of western Europe have been matters of daily
intimete 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 Mre Cleveland to the Industrial Colleges

MR, CLEVELAND: Gentlemen What I would like to do this morning,
for what I hope will be the requisite time, is to talk first about FEurope
in its relationship to the rest of the world and, second, about the
relationship between economics and rearmement within Europe itselfe I
put these two points in this order because the basic limitation on what
Europe can do asbout rearnament and about raising the standard of living
of its own people, is its competitive position of trading in the worlds
and the simple fact is that Buropel!s resources and institutions are not
up to the job of doing the two main things that the Europeans ‘would like
to see done--defending western Burope against possible aggression from
the Bast on the one hand and bringing about a contimuous rise in consupe
tion by their own citizens on the other hande

We hear a lot these days——2 good deal too mch for my own taste==
about this phrase of Rab Butlerts, "trade, not aide" The trouble with
the phrase is thiss: Tt is only a very narrow concept of the problem
that faces England or the whole of western Eurcpee. My ovn formlation
would probably substitute the words neconomic growth," for the word
ngrade" in that little slogan, because the fundamental trouble, it seems
to me, with western Europe, is the lack of an adequate rate of econoni.c
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Now, first, on the question of Europets relationship to the rest
of the world, it is important to remembery 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 trend_s in this
period from, roughly, the halfwsy mark of the twentieth century on into
the futuree lLet me Just check off these big twentieth century facts

very briefly,

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 much,
and repeat it so often ourselves, that we are inclined to forget what a
Staggering fact it is, 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 remifica-
tions that the political and social sciences have not really caught up

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 Over a long
period of time, given the present rate of the Soviet Unionts amual -
economic growth, coexistence with the Soviet Union would be a very disase
trous policy unless we greatly step up the rate of growth on our side of
the Iron Curtain, '

the Soviet Union rate of growth of total output, and the Lord knows whose
figures are righte I have seen Tigures that range from 8 to 11 percent

2 years This is a rate of growthy if it is anywhere in that general
neighborhood, that is equaled in the free world, curiously enoughy by
only one country, and that is Turk e Turkey has grown rapidly in recent
years for reasons similar to those which cause the Russians to achieve
their striking rate of economic growth; namely, a tremendous concentraw -
tion on building uwp agriculture and a concurrent brogram of industrializae
tione The Turks have been helped by good weather, too, We dontt get
anywhere near that lO-percent-a-ye * rate of growth and neither do the
Europeans, : :

for security planning, Tt is the intention of this dynamic force, it is
the fact that it is aggressive as well as economically dynamic, that
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T 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
caleulations has to be the claim on the total product that is represented
by what 1s 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
+tWwoe

Big fact mmber three is again & familiar one=-the strength of the
United Statese Tt still stretches my imagination to repeat the propor=
tion that our outpubt bears to the outpub of the whole worlde Here we

are with 7 percent of the worldts population producing something like

40 or L1 percent of everything that gets turned out in a year in the
entire worlds This is, says L0 or L1 percent of what you might call the
worldts gross national producte Tt is this economic power, this potential,
if you will, from which flows the leadership that we have had to assume

in the worlde

Now, what I wanb mainly to talk aboub this morning are the fourth
and fifth big facts about our twentieth=century world that set the con=
ditions of western Burope!'s rearmament and prosperitye These facts are,
fourth, the wealmess of Europe andy fifth, the extraordinary changes

that have taken place in the character of economic policy and of economi.c
relationships in the underdeveloped areas of the world=-properly speak=
ing, in Asia, Africa, and Latin Americae

Let me talk first about fact nunber five and then come back to
Furopee I think we have to see the underdeveloped aress &s having gone
through something more than the kind of standard newspaper parlance=-
#political revolutiong® 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 economi. inking of the leaders in Indonesia and in just
about every other newly independent or emerging semi~independent countrye
Whenever one of these independence movementst nationalist groups comes
into power, the new leaders have rather fixed theories sbout 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 markeb
that has a tremendous tendency to fluctuate up and down, is really nobt
good for thems This negative drive to get away from dependence on raw
material exports is usually combined with a tremendous, .almost fanatical,
belief that industrialization is the way to independence of colonial

mastery, is the way to a greaty, jmmediate, dramatic rise in the standard
of living of their peocples

3
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Now, we can hardly blame them for having these views, After all,
what they are looking at is the example of the United States, the example
of Japan, the example of the Soviet Union, So that very view, that rapid
industrialization is the road to success has a good deal of historieal -
precedent behind it, 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 pProducts=~a situation
wholly different from the situation 100 years 3g0e Consequently this
policy doesn't make nearly as much sense for them as it did for us 100
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 overnight,
This is an idea they get from us sgain, that they pick up from our tendency
to try to do a lot of things at the same time and rapidlye It is no doubt

in Australia, until they got hold of it six months or so ago, In Australis
4 program of rapid industrial development attracted people off the farms
and into the cities by very high wages; but then it turned out they didntt
have the food ang Wool, and so forth, to produce to sell abroad to get

the foreign exchange +hey needed to continue with their industrial develop-
ment program, So they had to call a halt ang start overs You get a
similar phenomenon in a mmber of different countries, of which the
Argenji:.ine and Australian cases, being quite extreme, are the best current
examples,

Let us move to Europe for a mimute and look at the rest of the world
through Buropets eyes, and see what effects these basic trends have had
on the position of the Europeans. These trends have not been operating
only in the postwar period; they are broad, deep, secular trends that
have been with us for close to a half cent .

The two main symptoms of Europets wealkness ares: (1) the declining
relative rate of growth of productivity, Geclining relative to the United
States, which sets the standard in these matteprs these days; and (2) the

L
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changed competitive position of western Europe in relation to the
underdeveloped arease The changed competitive situation is obvious
from what I have said about the change in the underdeveloped areas
themselvess :

Europe, after all, is an industrial workshope It takes in raw
materials and it sends back finished productse Close to 90 percent of
a1l its imports are raw materisls and rather more than 90 percent of

its exports have gone through some processing stage in Buropee S0 you
have to think of Europe veally as a great machine shop which has to find
a way -0 feed 1ts workers, which has to find a way to clothe them, to
get the primery materials for them to work on with their machines, end,
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 streete And this somewhat tired, elderly machine shop
is in a position where the people who make all these raw naterials, who
grow the food end chop down the trees, and who take the tin out of the
mines and who put the 1ittle cuts on the rubber trees, sre all

to get away from doing that kind of thing so that they can get into making
gextiles and small bicycles, and one thing and anothere

. So that the suppliers are in the process of getting away from raw
material production and this is having the effect of constantly raising
now the price of what Burope has to buy from @broad relative to the
prices Europe gets for the products it sends in returne I dontt know
whether Sir Roger Makins, when he was talking to you about Britain, gave
you what has always seemed to be the most striking example of this facte
Since the war Britain has put-on a tremendous export drivee Britain is
now exporting something like 70 percent more 1o the rest of the world,
by volume, than Britain was exporting before the war, while the British
are now importing sbout the same amount by volume that they did before
the ware And yet, they are not quite making ends meet even so, Whereas
beforetthe war they were by and large staying even on their balance of
paymentse '

So herets 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 warj but is in a worse hole financially
than it was before the ware Tt is an extraordinary facte We are inclined
to believe that, well, the Europeans aren't trying hard, and they are not
really getting on with their export drive, and so forthy but herets a
really impressive export drive in the United Kingdom, and all its people
have been sble to accomplish with it is to buy with 170 percent of what
they were doing before the war, an amount of raw materials and food
equivalent to what they were getting for 100 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 change in
the trading relationship between Europe and the underdeveloped areasSe

5
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h top of that, the kinds of things that BEurope sends to the rest
of the world are in some cases Precisely the kinds of things that these
nationalists in the underdeveloped areas are especially anxious to
produce for themselves-texbiles, for example, Why is there trouble
with unemployment in Lancashire? PFor the perfectly obvious reason that
all over the world the nationalists who are achieving their political
independence and learning rather soon that the steel plant they have
had their eyes on a1l along as the symbol of their industrialization pro~
gram, is out of their reach, have turned to producing textiles as the
opening wedge of their industrialization drive, ‘

This has been going on to some extent for several decadés, cere
tainly, but it has actually been stepped up recently, Textile produce
tion is a big part of Peron's industrialization program, for example,

So the total market for export textiles has gone downe The total amount

"domestich production, more use of thelr own goods by nations that used
to import textiles, :

export market, Something like 10 billion square yards of textiles, now
has only about g quarter of the total export market for textilesy That
is not much more than 5 billion square yardse FEurope has not only lost
the possibility of Producing textiles and selling them to other P

as a business it can depend on, but it has even lost dramatically in the
share of the smaller market that now exists, : .

. This loss in the share of the market is not pr- a question of
the terms of tradey it is primarily a demonstration that BEurope is falle-
ing behind in its relative rate of growth, '

I have mentioned the Soviet Union, Over the last )0 Yyears or so

- We in the United States averaged year in and year out about an anmual
3=percent rate of growth productivity, 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 prodquctivity, of output per man-hour, It is the
ability of the economy as a whole to produce more and more with the same
number of peoples ‘

Now, we grow at least 3 percent a years Bear in mind that these
figures, the Soviet 8 to 11 percent, and our 3 percent, are compound

6
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intereste Starting at any one moment, you add the 3 percent and then the
next yesr you are taking 3 percent of 103, and s0 forthe 50, especizlly
when you get up to something like 8 percent a year, you can nake very
dramatic changes over 2 period of 30 or 20 years in the sbsolute amount
of productiony the absolute smount of outpute Don't be fooled by the
relatively smallesounding figures of these percentege increasese From
year to year over 2 long periocd they mean a2 loty as we have seen in our
own economy and our own standard of livinge

Tn Europe the rate of growth on & comparable basis for the major
countries has been ruming at 2 percent or less over the last few decadese
During the periocd of the Marshall Flan there was a spurt in the yearly
‘rate of growth up to 5y 6y or 7 percent in some of the countriese The
(ermans, even last yeary increased their total production per erployed
worker up to something like 7 to 8 percente But this was a pretiy tenpo=
rary phenomenone Tt was the result of putting to work resources that
were unemployed or underemployed as 2 result of the war=-people who were
out of work, facilities that were destroyed, markeis that had not yet
been established, and SO forthe \ '

Soon they came back to something like full employmenty not only of
people but of facilities, in the major countries ‘of Burope=-in France,
in Englands even in Germany, where they have absorbed 10 million refugees
and still they have something remarkably close to full ex\mployment.

: The total rate of increase noW is falling off very sharply in the
last yeare SO dontt look at the Marshall Flan figures~-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 Ue Se Government~-don't look at those as the standard of the long=
term performance by Furopes In England during this last year=~and thie
Sir Roger probably didntt tell you at alle~-the| gross national product

really has hardly increased at alle } \\\

This is the sum of the basic factors 1imiting productivity coming
into playe What are those basic factors? Tt seems to me they can be
symusrized in two main categories, neither of which is, strictly speaking,
an economic limitation; tut both might be described as institutional
limitationse One of these limitations is sheer sizees TFor better or
worse, and whether we 1ike it or not, the size of a modern industrial
econony, the standard of size for a modern industrial econoity with the
amount of mass production that is required for a rate of growth of pro-
ductivity 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 econonmy is the big, stable, dependable home narkete It is
an essential ingredient in rapid growthe Now you are familiar with the
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story of the cuteup European economy, One of the main things that Paul
Hoffman talked about during the shole period he was .in the Economic
Cooperation Administration (Eca) s one of the main things that was pushed
all through the ECA and MsSA Program, was economic integratione This
Wasn't because this was regarded as ideologically good or even primarily
because it was » political or military hecessity, which I believe it to
bes but because there are good, solid, economic reasons why the Buropesnse-
if they are going to depend on industrial production as the basis of their
growth and on selling a considerable part of the result of that industrial
Production sbroad in competition with uge-are going to have to find a wey
of establishing a bigger home market,

Secondly, the reason for this wealmess 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 fey
European businessmen being monopoly=-minded and cartel-mindeds Business 3
labor, sgriculture, and government in Ttely, France, Germany, England
and the other countries, to a greater or less extent, are monopoly=gnd
cartel-minded, This is something on which Jou can get complete agreement
between a leftearing socialist in Ttaly and the most extreme right wing of
the Ttalian Federation of Industrialists:s that the worst thing that could
Possibly happen in Italy would be a lot of corpetition, would be a loosen-
ing up of credit so that small businessmen could get into a new business

This is a problem which we wrestled with some during the Marshall
Plan, but to which T think it is fair to 8a8y we havent't even begun to
find the answer, But until there is some answer to it, you are not going
to get in Burope a rate of growth of productivity that is comparable ta
ours; and unless it ig comparable to ours, the Europeans! competitive ,
position in the world is going to be constantly worsening, And this is
not something that is staticy it is something that gets better or worse,
Where our Productivity is increasing at a 3-percent rate and theirs at a
1 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 1egislation, leads
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~ 4hings and to do things the way we do them is really hopelesse But the
setting up of a new authority for economic coordination that is above
the national level, and the auntomatic abandonment of some of the exist=
ing arrangements that are based on control of the national legislature
may, and only may, blow some real winds of competition into the picture;
because, for particular groups, guch ss the German steel producersy the
Ttalian electrical people, and 8o forth, there will be advantages for
them in competitione -

, So the first step is going to have to be some kind of new freme=

_work of doing business, & framework in which most of your business is

done inside a home market, rather than where most of your business is
done across national boundaries where the controls of governments are.

_ really the main thing you are worrying aboub, rather than the supply of
and demand for your producte .

Now, this is the broad pictuce on why Europe js weak and noncom-

. petitive in the yest of the worldy there are restrictive practices,

small economies, and then, on top of these basic trends there ave certain
special factors resulting from the war jtselfe Emphasizing that these
special factors are not ‘the main point, in my estimation, they still had
an important effect in sweeping away some of the cushions on which the
European econony had been lying during the interwar period, and in demon=
strating to the Buropeans that they were really in great economic
difficultiese

The main things that happened during the war were these: First,
the straight war damagee T think that problem could be said to have
been pretty well solved by the spplication of assistance through the
Marshall Flan and so forths Second, the loss by Europe of somée of its
-~ 1ycrative colonies and a great many of its lumcrative investmentse The
British, for example, went from a situation where the world owed them a
J1iving and they were clipping coupens on nineteenth century investments
as a way of covering the deficit in their balance of payments with the
rest of the world, to a gituation where they owed the rest of the world--
mostly their own dominions, but also other countries—~something like 10
billion dollarse They not only have the problem of trying to re=establish
their competitive position which has been worsened by adverse factors and
war damage and to settle themselves in the world=--they have also the
problem of paying back war debts on which they get no current return in
the form of raw material or i od importse

This European problem, I think, can be tackled adequately by uss
and with the strength that we can add to the situation, only if we come
+to0 recognize that this is not a problem that started with the last war
and it is not a problem that is going to be discontimued at the end of
the Marshall Plan, at the end of the present Mutual Security Acty or at
the end of any other date ‘that the mind can think upe Iooking back on

\
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. But the fact is, the problem is not four years long, it is from
Lo to 40O years long, This technique of going to the Congress each year
and selling them what you might call isolationist futures=-that is, "we
can't be isolationists this year, but in three years we can go back to
being isolationistgMeeig not a useful publie policy any more, Tt is only
when we begin to Trecognize how long the problem has really been with us,

be reversed in the second half of the twentieth century but will comtime
and be intensified, 1if anything--it is only when we realize that the
problem is, to all intents and purposes, permanent that the kinds of
policies we work out to deal with it will make an amount of sense that

is commensurate with the difficulty of the problem itself,

Thatk 'you. i

COLONEL WATERMAN: Mr, Cleveland is ready for your questions,
gentlemen, - ) ~

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

MR, CLEVELAND: Well, first of all, the primary emphasis of the N
Point IV kind of program, both that part of it administered by the Teche
nical Cooperation Administration in the State Department and that part
in the Far East administered by MSA, isntt in building up sizable induse
triess 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 industrializations

I don't think there has been full clarity on this point in the United
States policye I think we have tended in the United States, in the U, S,
Government, to believe that anything that the nationalists thought was

10
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We ocught to be in favor of whatever kinds of economic policies we think
will really be good for the nationalistse HRfter all, for a newly 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 ridiculous,
and it is even more ridiculous for us to help them move along that roadj.
go I think that there is & clarification needed in our own policye

1 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 2 good idea at the timee I think that was probably all
right as a starter, but it is not all right as 2 long~term policy, because,
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 strongere v : '

_ 1 think the same thing applies in BEurope, Colonel, and I know you
are very familiar with ite Now that T am out of the Government, I can be
wholly objective about what T was doinge I think that in the Marshall
Plan, by and large, starting in 1948, we tended to say 10 ourselves that
any production increase is about as good as any other production increasee
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 producing jets and textiles,
soms of bothe This was regarded as a fine thing. s

As a matter of facts the best thing England could have done would
have been not to increase the production of textiles at all, but at the
level of production where they were or even at a lower production, to
modernize and get more efficiencys not to increase the total production
of textiles, but to put even more effort into jet engines, for example,

in which they are far and away ahead of anybody else in the world=-theytre
far ahesd of use '

So ‘this rethinking of the direction of what you might call the
pattern of production that we are trying to move towerd in the rest of
the free world as we give out aid, technical assistance, and so forth,
has to be reaffirmed in the underdeveloped areas and Europee The two
will make senses I think 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 mamufacturing and industrislization remain in
Furopee You also indicated that the price controls and the demands are
controlled by the industrial arease As a consequence, you would have
the underdeveloped countries in effect remaining colonies of Buropee
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That would seem to be contrary to the nationalism and independe

ence and all those desires of those particular countries, How can you
reconcile the nationalism 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 shouldy, in my opinion, promote the growth of
primary production, particularly in the free worlde But the fact that
we adopt that attitude doesn't mean the industrial countries ought to
continue to set the prices for the primary products pretty mich at their
ovmn free will, o

Take the situation inside the United Statess Now, one of the things
that farmers have always been concerned about in this country, at least
up to the beginning of the concept of parity, was that the prices for
the things they had to buy were always set by people other than theme
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 much
he could get for the individual bushel of wheat he was selling, was somee
thing he had no control overe What did he do? He had recourse to political
action which resulted in the parity concept, and we have a situation now
where farmers have mich more control over the prices of what they produces -

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 international commodity agreements, and so forth,
as the result of this feeling on the part of the underdeveloped areas
that they don't control enoughe I think myself as part of the process
of persuading them %o stay in primary production we ought to make a cone
cession on the price by having them participate in the marketing and
priecing arrangements for their own prodictse It seems to me that is th
-pattern of synthesis on that apparent contradiction, '

QUESTION: Some of us understand that Eurcpe as a whole is a fairly
balanced economie unit, with eastern Europe contributing agricultural
products and raw materials, and western Europe the workshop of which you
spoke, We have further been told at the beginning of the Marshall Plan
program that trade between western Europe and eastern Europe should be
encouraged in order to help western Europes I wonder if you would come
ment on the effect of the trade barriers, or the Iron Curtain, so~called,
between eastern and western Burope; how mich trade is going on and
whether, in your opinion, it should be encouraged in order to help west-
ern Europe in its problems o , ,

MR, CLEVELAND: That is quite a large question, First of all, T
think therets a tendency to overstate the significance of eastern Europe,
both as a market for Europets industrial products and as a source of

12
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supply of primary materials for the western Furopean workshope T dont?
pemember the figures, exactlye My impression is, the total amount of
trade between western Furope and easiern Furope never exceeded something
1ike 3 or l billion dollars worthe The total trade of western Europe
with the whole of the rest of the world, including its own colonies
smounts to something like 25 billion dollarse It is not the dominant
trading area for western Buropee It wasntt the dominant trading area
even before the waly partly because sastern Europe was a Very low=income
areaj it couldn't buy 2 whole lote

Now, what has happened is reasonably cleare The Soviet policy has
been to cleave as closely to sutarchy as possiblee That has been its
program right alonge Tt is perfectly clear that the soviets regard
foreign trade as a bad thing on the whole. It makes them dependent on
other peoples They are trying, with more or less success, to impose
that policy on thelr satellitese '

At the same time we have been really moving in the same direction
in this country. We couldntt care less whether we trade with the Soviet
Union, because we dontt feel our economy benefits very greatly from such
trades 50 We &re perfectly willing to embargo exports to the Soviet Union
and to its satellitess Just as there is some tension between the Soviet
Union, which does not need trade very badly with the outside world, and
its satellites, which do, there is tension between ourselves and our
partners in western Europe who are very anxious to contime this trade
‘with eastern Europes

Now the character of the trade is important to understands I am
sure you are studying this in connection with your present projecte The
character of the Yrade is that the Soviet Union wants to import what it
does not have, which is mostly s i1led labor and managemente Therefore,
what it wants to import in particular is the products of skilled labor
and mansgement which, for the time being, until training programs under
way come to fruition, cannot be duplicated in the Soviet bloce So the
whole emphasis of its policy is on importing heavily processed stuff=
precision machinery, machine tools; and that sort of thinge It so happens
that this kind of stuff is, in the definition of the Battle Act, pretty
‘ngtrategic," and rather important for its war potentiale

On the other side, of course, the trade is mostly in primary materials
w=food, lumber, and the 1ike, 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 toe I don't think we can expect that over a long
period of time, assuming a continuation, more or less, of the cold war
situation we have now, the Soviet Union will want to do anything except
continue to contract that trade as rapidly as its own internal develop=
ment progressesy as rapidly as it can substitute for this trade the
development of its own skilled labor, management, machine tools, mame=
Pactured equipment, and so one
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So we have to realize, I think, that pushing more trade with the
Soviet bloc is likely to be both very diffieult and, in the long run,
unsuccessful, because the Russians will gradually choke it off anywsye
It is not their announced policy; their announced policy is usually the
reverses -

Now, if that is a correct analysis of Soviet intentions, it seems
t0 me the main thing we need to do about Bast-West trade is to find good
substitutes for ity rather than to bat our heads against a stone wall,
Againg this is a personal opinion, There are many people even in MSA
who would disagree with me, This is not primarily for strategic reasonse
I dont't think the amount they get from western Europe is really of great
significance in their total war programe I think the concept of the
Battle Act which treats our whole assistance program, including the milie
tary assistance to Europe, as existing for the explicit purpose of being
cut off if we don't like our allies? trade policy, is a distortion of
values ir the making of foreign policys

The general prejudice against a large volume of trade between the
Soviet'bloc and western Europe, the general congressional dbrejudice, I
think we have to sharey, 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 ways of changing
Soviet foreign policy than we have been able to do so far, is going to
contimes We notice in the reorganization that the man particularly

& deputy premier, Tt doesn?’t look as though +here has been mich change
on this front since Stalin's deathe

QUESTION: I would like to ask a question concerning the general
conditions you have deseribed in Europes What is the impact on the
Europeans' ability to rearm themselves: What hindrances do these con-
ditions create?

- MR, CLEVELAND: Ttm afraid I rather neglected that for & time in
trying to give the general picture of Europets relationship with the rest

of the world, which is the primary 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 workshop, went up wildly in
Price as a result of our demand for thems so the terms of. trade turned
rather sharply against Europe,

At the same time some of the countries, particularly the United
Kingdom, were able to get some advantage out of that, because the Uniteq
Kingdom controlled the sterling area, and France controlled its French
Unions These areas particularly got a big windfall out of brices for
these raw materials, : )

1

RESTRICTED




‘Coming along about nine months later, because the European program
didntt come slong until about nine months after ours got under way, you
began to get the impact, more specifically in Furope, of the deficiency
in mempower, facilities, and so forth, in msking soldiers, making munie
tions of war and equipment, and building militery installationse

Now this deficiency of resources is serious in Europe for 2 rather
special reasole T keep saying 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 warj we give the United Kingdom a relatively small emount of
military assistance because its people can make most of what they need
themselvese But this marufacture of munitions constitutes a sizable
claim on the total amount of capacity in what they call their engineering
industries, what we would call their mechanical and electricsl indusiriese
These engineering industries are also the basis of Englandts 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 industriese

At the same time these same engineering industries are the basis
of England?s investment program for growth, since the ‘British make most
of their own machine tools and investment goodse So here is this tight
group of engineering industries chocabloc with orders from manmufacturers
who want to expend their capacity, from exporters (including exporters
who are not going to pay anything in real terms for it because they are
using those war debis as a means of payment), and also from the Ministry
‘of National Defensee '

Now, there is no solution to this other then the expansion of the
engineering industries as a wholee This itself requires diversion of
the resources within the engineering industries to more machine tools
end less finished equipment, military equipments 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 Centvrion
tanke They are going to make one or the otherj they sre not going to
mske both with that factory this yeare So this competition is more than
_ just the diversion of 10 percent of the national product in general to
" military purposese , :

Tt is more serious than that, because the load of the military
demand is so heavily, in the British case, on hard goods productiony and
hard goods production is what they depend on for jnternal growth and for
successful exportse On the Continent it is a slightly different kind
of problem, They don't produce their own equipment; we provide most of
jte There the crucial element tends not to be the production 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, and 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 programe In fact in France

it is no longer a problem of importse 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
all their claimse - ‘

What happens, of course, is that they do find the francs by running
the printing Pressesy; which causes inflation, which Squeezes the civilian
population in just those places, the urban workers, snd so forth, that
are socially the most disruptive element when squeezeds So that in France
the impact of rearmament produces communisme -

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 bige If we make it too
big on the British economy we find that they are not able to export and
buy the raw materisls they need to have, TIn the French case if we make
the load too great; it produces social dissentions in the society which
nay mean the whole French Tearmament program would come a cropper as it
did in 1940,

So this problem of the balance of civilian versus militery use of
resources inside each of the Buropean countries is today a major pree
Sccupation of the U, S, Governments There are literally hundreds of people
in the U, s, Government, as some of you know, who are working hewe 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 biggest contributor
to it=-is what causes this degree of intervention in the internal situae
tion in the Buropean countries,

QUES TTON: Sir, going back to your big fact mumber fivey I would like
to know what the definition of an underdeveloped country ise You mentioned
Australia ang Argentina, T believe, as examples, and of course it is obvious
that many countries are underdevelopeds How do you go about telling which
countries are underdeveloped? What does it mean? Are they underdeveloped
industrially or technologically?

MRe CLEVEIAND: Tt is a loose worde In the MSA we made a policy and
called all countries less-developed arease What, I meant by the term was
roughly the rest of the world outside the United States and Burope; and
the rest of the free world relative to western Europe, the United Statesy
and Japan--~these areas are really the industrialized part and are relae
tively underdeveloped in the Sense that they have 2 greater dépendence on
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primary productione They have a lower per capita incomes They &re
poorer in almost any sort of index you want to take. The reason they
are poorer is that they have noty 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 Wwaye

QUESTIONs If everybody makes everything they need to be industri=
alized, the only trade will be in raw materials; and only a few countries
have thosee

MR, CLEVELAND: Well, I didntt, of course, mean to imply that every-
body ought to make everything they need themselvess The principle of
comparative advantage among countries is still a good econonic principlee
Countries are going to wsnt to produce more than what they use themselvess
To a point which is efficient, they have to do 80 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 helf .of the
twentieth century is the same a8 the road to progress in the first half
of the nineteenth centurys namely, to industrialize like mad and not
produce raw materialse o :

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 withe 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 industrial revolutione

COLONEL WATERMAN: As usual, our time has run oute You have given
us a very penetrating look into this problems I thank you very mzche

(2l June 1953~350)S/rrb
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