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DR.  HUNTER:  G e n e r a l  H o l l i s ,  G e n e r a l  Calhoc, n, g e n t l e m e n :  
So f a r  in  o u r  e c o n o m i c s  c o u r s e  we h a v e  b e e n  p r e o c c u p i e d  bo th  in  o u r  
l e c t u r e  p r o g r a m  and  in  the  d i s c u s s i o n  p e r i o d s  wi th  p r o b l e m s  tha t  a r e  
p r i m a r i l y  d o m e s t i c  o r  i n t e r n a l  in c h a r a c t e r .  Th i s  m o r n i n g  we t u r n  
to a s e t  of p r o b l e m s  of a d i f f e r e n t  c h a r a c t e r - - t h o s e  c o n c e r n e d  wi th  
the  r e l a t i o n s h i p  of the  A m e r i c a n  e c o n o m y  to the  e c o n o m i e s  of o t h e r  
n a t i o n s  and  to  the  w o r l d  e c o n o m y .  

T h e r e  was  a t i m e  p e r h a p s  when  we in th is  c o u n t r y  w e r e  i n c l i n e d  
to  r e g a r d  o u r  i n t e r n a t i o n a l  e c o n o m i c  r e l a t i o n s  as  of r e l a t i v e l y  m i n o r  
i m p o r t a n c e .  But  i t  h a s  b e c o m e  v e r y  a p p a r e n t  s i n c e  1945 tha t  the  s e -  
c u r i t y  of t h i s  c o u n t r y  m a y  v e r y  we l l  d e p e n d  to an  i m p o r t a n t  d e g r e e  
upon the  s k i l l  wi th  w h i c h  we c o n d u c t  t h i s  p h a s e  of ou r  r e l a t i o n s  wi th  
o t h e r  n a t i o n s .  

Now,  o u r  s p e a k e r  t h i s  m o r n i n g ,  D r .  H o w a r d  S. P i q u e t ,  wi l l  
t a l k  to us on p r o b l e m s  of r e g i o n a l  and  i n t e r n a t i o n a l  t r a d e .  D r .  
P i q u e t  ha s  a d i s t i n g u i s h e d  r e c o r d  of g o v e r n m e n t  s e r v i c e  and  of r e -  
s e a r c h  and  p u b l i c a t i o n  in th i s  v a r i e d  f i e ld .  His  a s s o c i a t i o n  wi th  the  
I n d u s t r i a l  C o l l e g e  goes  b a c k  to 1944, a l m o s t  the  v e r y  b e g i n n i n g  of 
the  r e a c t i v a t i o n  of the  I n d u s t r i a l  C o l l e g e .  Th i s  i s  h i s  s e v e n t h  l e c t u r e  
h e r e .  

It is  a p l e a s u r e  to have  D r .  P i q u e t  b a c k  with  us a g a i n  th i s  m o r n -  
ing .  D r .  P i q u e t .  

DR. P IQUET:  It is  a l w a y s  a p l e a s u r e  to c o m e  to the  I n d u s t r i a l  
C o l l e g e ,  w h e r e  I f e e l  l ike  a n  old f r i e n d .  I found out t h i s  m o r n i n g  
tha t  y o u r  n e w  C o m m a n d a n t ,  G e n e r a l  H o l l i s ,  was  a s t u d e n t  h e r e  s o m e  
y e a r s  ago  and  l i s t e n e d  to m e  then .  So, I r e a l l y  f e e l  l ike  an  old s c h o o l  
t e a c h e r .  

I call myself a political economist. I don't mean that in any sin- 
ister sense. I mean it in the sense that my daily work brings me 
into close contact with the political process at the Legislative Refer- 
ence Service, where I happen to be Senior Specialist in International 
Economics. Our only job is to advise Members of Congress, and 

committees. In my particular case the assistance is in the field of 
international trade and international economics. 
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W o r k i n g  f o r  C o n g r e s s  m e a n s  tha t  we have  to be  e x t r e m e l y  h o n e s t .  
We w o r k  f o r  both  s i d e s ,  R e p u b l i c a n s  and D e m o c r a t s  a l ike .  I have  
found tha t  of the two a l t e r n a t i v e s :  the one of do ing  no th ing  and b e i n g  a 
v e g e t a b l e ,  and the o t h e r ,  b e i n g  h o n e s t ,  s a y i n g  wha t  c a n  be  s u b s t a n t i -  
a ted ,  the l a t t e r  is  the m o r e  c o m f o r t a b l e .  At l e a s t ,  I have  the  f e e l i n g  
tha t  I a m  s t i l l  a h u m a n  be ing ,  tha t  I a m  s t i l l  p r e s e n t i n g  wha t  I m y s e l f  
b e l i e v e  in  the  Light of m y  p r o f e s s i o n a l  t r a i n i n g  and e x p e r i e n c e .  

T h i s  m o r n i n g  I s h a l l  d i s c u s s  the s u b j e c t  of i n t e r r e g i o n a l ,  o r  i n -  
t e r n a t i o n a l ,  t r a d e .  I am go ing  to d i s c u s s  the  s u b j e c t  u n d e r  t h r e e  m a i n  
h e a d i n g s .  A f t e r  s t r e s s i n g  the  i m p o r t a n c e  of the  s u b j e c t  in  g e n e r a l ,  I 
s h a l l  d i s c u s s  the p r e s e n t  i n t e r n a t i o n a l  e c o n o m i c  p o s i t i o n  of the  U n i t e d  
S ta t e s ,  c o n t r a s t i n g  o u r  p o s i t i o n  t o d a y  wi th  tha t  of the  U n i t e d  K i n g d o m  
a p p r o x i m a t e l y  a c e n t u r y  ago.  Second ly ,  I s h a l l  d i s c u s s  the f r e e  t r a d e  
t h e o r y  and i t s  l i m i t a t i o n s .  T h i r d l y ,  I s h a l l  c o n s i d e r  the e v o l u t i o n  of 
U n i t e d  S ta t e s  t r a d e  p o l i c y  f r o m  1921 to da te ;  and  t h e n  end  up wi th  s o m e  
c o n c l u s i o n s  and a few p r o p o s a l s  r e g a r d i n g  n a t i o n a l  p o l i c y .  

Now, I c a n ' t  th ink  of any  s u b j e c t  m o r e  i m p o r t a n t  t han  the  r e l a t i o n -  
sh ip  b e t w e e n  the  Un i t ed  S ta t e s  and i ts  A l l i e s .  If I t hough t  t ha t  the  
q u e s t i o n  of i n t e r n a t i o n a l  t r a d e  i n v o l v e d  only  the t r a d i t i o n a l  d e b a t e  b e -  
t w e e n  " p r o t e c t i o n i s t s "  and " f r e e  t r a d e r s ,  " I w o u l d n ' t  w a s t e  m y  t i m e  
w r i t i n g  on the s u b j e c t  o r  t a l k i n g  to you about  i t .  As  I s e e  i t ,  the s u b -  
j e c t  i s  s e c o n d  in i m p o r t a n c e  on ly  to the p r o b l e m  of n a t i o n a l  m i l i t a r y  
s e c u r i t y  i t s e l f .  

T h i n k  how f o o l i s h  we wou ld  be if  we w e r e  to put  a l l  of o u r  e g g s  
in to  the  b a s k e t  of m i l i t a r y  s e c u r i t y  a l o n e '  Not tha t  I wou ld  f o r  one 
m o m e n t ,  b e c a u s e  of the f r i e n d l y  m o o d  of R u s s i a  at  the m o m e n t ,  cu t  
o u r  m i l i t a r y  p r e p a r a t i o n s .  Not  one b i t .  Th i s  is  the  t i m e  to  " k e e p  o u r  
p o w d e r  d r i e r "  t han  e v e r .  But  the t i m e  is  r i p e  f o r  us to d e m o n s t r a t e  
to ou r  f r i e n d s  tha t  we want  to d e a l  wi th  t h e m  on the b a s i s  of e q u a l i t y ,  
p a r t i c u l a r l y  wi th  r e g a r d  to c o u n t r i e s  tha t  a r e  f a r  b e n e a t h  us  wi th  r e -  
s p e c t  to l e v e l s  of Uving,  s p e c i f i c a l l y ,  s u c h  c o u n t r i e s  as  J a p a n  and  
I t a ly .  As long  as t h e y  fee l ,  t h e s e  a l l i e s  of o u r s - - e r s t w h i l e  e n e m i e s  
p e r h a p s ,  but  f r i e n d s  n o w - - t h a t  t h e y  a r e  not  d e a l i n g  wi th  us  on the b a s i s  
of equa l i t y ,  we c a n ' t  e x p e c t  to have  t h e i r  genu ine  f r i e n d s h i p .  T h i s  
p s y c h o l o g i c a l  u n d e r s t a n d i n g  c a n  be  m o r e  i m p o r t a n t  t han  guns .  

T h a t  i s  w h e r e  t r a d e  c o m e s  in, b e c a u s e  the o p p o r t u n i t y  to e a r n  a 
l i v ing  i s  s e c o n d  only  .to f r e e d o m  in the h i e r a r c h y  of h u m a n  d e s i r e s .  
P e o p l e - - a t  l e a s t  m o s t  p e o p l e - - w o u l d  p r e f e r  to e a r n  t h e i r  own way .  
T h e y  don ' t  wan t  c h a r i t y .  T h e y  don ' t  l ike  f o r e i g n  a id  any  m o r e  than  
we do. 



A n d  y e t  we a r e  c o n s c i o u s ,  I b e l i e v e ,  a l l  of  us  in  t h i s  r o o m ,  a s  
a r e  t he  p e o p l e  up  on C a p i t o l  Hi l l ,  t ha t ,  if  we  w e r e  to  o p e n  o u r  d o o r s  
t r a d e - w i s e  to  a l l  the  g o o d s  of J a p a n ,  we w o u l d  h a v e  one  m e s s  of  f i s h  
to  d e a l  w i t h  h e r e  a t  h o m e .  We a r e  i n  a r e a l  d i l e m m a .  

T h e  L e g i s l a t i v e  R e f e r e n c e  S e r v i c e  p r e p a r e d  a r e p o r t  no t  so  l o n g  
a g o - - a n d  I t h i n k  y o u  u s e d  i t  h e r e  a t  the  C o l l e g e - - e n t i t l e d  " T r e n d s  in 
E c o n o m i c  G r o w t h ,  a C o m p a r i s o n  of t h e  W e s t e r n  P o w e r s  a n d  the  S o v i e t  
B l o c .  " If  y o u  h a v e  r e a d  it ,  a s  I h o p e  y o u  h a v e ,  you  w i l l  r e m e m b e r  t h a t  
in  i t  we  p o i n t e d  out  t h a t  t he  R u s s i a n  b e a r  i s  not  t w e l v e  f e e t  h i g h ,  n o r  i s  
he  t h r e e  f e e t  h i g h .  R a t h e r ,  he  i s  a b o u t  f o u r  f e e t  h i g h  o r  f o u r  a n d  a 
h a l f  c o m p a r e d  w i t h  u s .  R u s s i a ,  in  t e r m s  of e c o n o m i c  s t r e n g t h ,  i s  
w e a k e r  t h a n  we  a r e ,  e v e n  t h o u g h  s h e  i s  g r o w i n g  m o r e  r a p i d l y  t h a n  we .  
She s t a r t e d  ou t  f r o m  a b a s e  so  m u c h  s m a l l e r  t h a n  we d id  t h a t  a g i v e n  
a b s o l u t e  i n c r e a s e  m e a n s  m o r e  in  t e r m s  of p e r c e n t a g e  c h a n g e  t h a n  i t  
d o e s  to  u s .  

E v e n  a l l o w i n g  h e r  f i f t e e n  y e a r s ,  w i t h  h e r  g r o w i n g  at  4 p e r c e n t  and  
we  at  3 - - t h e s e  f i g u r e s  d o n ' t  m e a n  too  m u c h .  I t  l o o k s  as  if  s h e  i s  g r o w -  
ing  a l i t t l e  m o r e  r a p i d l y  t h a n  we  a r e .  But ,  e v e n  t h o u g h  s h e  i s  g r o w -  
i n g  m o r e  r a p i d l y ,  t he  a r i t h m e t i c a l  d i f f e r e n c e  b e t w e e n  h e r  e c o n o m i c  
s t r e n g t h  a n d  o u r s  w i l l  no t  be  l e s s ,  bu t  g r e a t e r ,  as  t he  y e a r s  go  on .  
T i m e  i s  w o r k i n g  on  o u r  s i d e ,  a s  the  t r e n d  is  now,  at  l e a s t  f o r  t he  n e x t  
f e w  d e c a d e s .  

T h e r e  i s  t h u s  no r e a s o n  f o r  u s  to  f e a r  t h e  " n o r m a l "  o r  p e a c e t i m e ,  
e c o n o m i c  s t r e n g t h  of  R u s s i a .  B y  t h a t  I m e a n  the  c a p a c i t y  to  p r o d u c e  s u c h  
g o o d s  as  r e f r i g e r a t o r s ,  a u t o m o b i l e s ,  e l e c t r i c  r a n g e s ,  TV,  and  r a d i o .  Of  
c o u r s e ,  we  d o n ' t  f i gh t  w i t h  t h o s e  t h i n g s ;  and  we c a n  h a v e  an  a w f u l  lo t  
of  t r o u b l e  if  we pu t  a l l  of  o u r  e c o n o m i c  s t r e n g t h  in to  c i v i l i a n  g o o d s .  
A s m a l l  c o u n t r y ,  a m u c h  w e a k e r  c o u n t r y ,  c a n  be  a p o w e r f u l  e n e m y  i f  
t h e y  a r e  g e a r e d  to  w a r  w h i l e  we  a r e  g e a r e d  to  p e a c e t i m e  c o n s u m p t i o n .  
S t i l l ,  t h e r e  i s  no  r e a s o n  f o r  A m e r i c a n s  to  be  p a n i c - s t r i c k e n  o v e r  t he  
e c o n o m i c  g r o w t h  of t he  S o v i e t  U n i o n .  

Now,  in  f a c t ,  l e s s  t h a n  a y e a r  l a t e r ,  t he  d a n g e r  i s  no t  t h a t  we  w i l l  
be  p a n i c - s t r i c k e n ,  b u t  t h a t  we w i l l  be  a l i t t l e  too  c o c k y ,  b e c a u s e  t h e  
R u s s i a n s  h a v e  n o w  t u r n e d  on t h e i r  s m i l i n g  f a c e .  We m u s t  no t  p a y  t o o  
m u c h  a t t e n t i o n  to  s u c h  c h a n g i n g  m o o d s .  We n e e d  to  r e c o g n i z e  t h a t ,  
b a s i c a l l y ,  R u s s i a n  p o l i c y  h a s  no t  c h a n g e d ,  a n d  p r o b a b l y  i s  no t  g o i n g  
to  c h a n g e .  

T h i s  i s  w h e r e  one  of  o u r  m a i n  p r o b l e m s  c o m e s  in .  A n d  h e r e  we  
s h o u l d  c o n t r a s t  t he  p o s i t i o n  of  t he  U n i t e d  S t a t e s  t o d a y  w i t h  t h a t  of  G r e a t  



B r i t a i n  a c e n t u r y  a g o ,  b e c a u s e  v e r y  o f t e n  we  h e a r  i t  s a i d  t h a t ,  i f  o n l y  
we  w e r e  to  a c t  l i k e  B r i t a i n  d i d  i n  1846,  w h e n  s h e  w e n t  o n  a f r e e  t r a d e  
b a s i s ,  we  w o u l d  t h e n  b e  p l a y i n g  o u r  " p r o p e r "  r o l e  i n  t h e  w o r l d  e c o n -  
o m y .  W o u l d  t h a t  i t  w e r e  t h a t  s i m p l e .  

O n e  of  t h e  b i g  p r o b l e m s  i s  o u r  v e r y  s t r e n g t h ,  o u r  b i g n e s s .  T h e  
U n i t e d  S t a t e s  e c o n o m y  i s  h u g e .  We d o n ' t  r e a l i z e  i t  o u r s e l v e s  s o m e -  
t i m e s .  A s  t h e  L o n d o n  E c o n o m i s t  p u t  i t  s e v e r a l  y e a r s  a g o ,  " W h e n  
t h e  U n i t e d  S t a t e s  s n e e z e s ,  W e s t e r n  E u r o p e  c a t c h e s  p n e u m o n i a . "  T h e y  
a r e  m u c h  m o r e  d e p e n d e n t  u p o n  u s  t h a n  we  a r e  u p o n  t h e n . .  

We a r e  n o t  c o n s c i o u s  o f  a n e e d  f o r  t h e i r  g o o d s .  We a r e  e v e n  d i s -  
p o s e d  to  o p p o s e  t h e i r  i m p o r t a t i o n ,  s i n c e  t h e y  a r e  o f t e n  p r o d u c e d  b y  
l o w - p r i c e d  l a b o r .  I n  f a c t ,  we  a r e  s o  p r o f i c i e n t  i n  m a n u f a c t u r i n g ,  t h a t  
we  c a n  p r o d u c e  p r a c t i c a l l y  a n y t h i n g  m o r e  e f f i c i e n t l y  t h a n  m o s t  o t h e r  
c o u n t  t i e  s .  

T h a t  i s  t r u e  o f  e v e r y t h i n g  e x c e p t  a s m a l l  n u m b e r  of  c o m m o d i t i e s ,  
w h i c h  we  h e a r  a b o u t  i n  t h e  p r e s s  a l l  t h e  t i m e ,  s u c h  a s  b i c y c l e s  a n d  
w a t c h e s ,  w h i c h  a r e  w h a t  y o u  m i g h t  c a l l  t a r i f f  s k e l e t o n s .  

T h e  t o t a l  p r o d u c t i o n  of  s u c h  c o m m o d i t i e s  a f e w  y e a r s  a g o  w a s  
a b o u t  4 b i l l i o n  d o l l a r s  a y e a r .  C o m p a r e  t h i s  f i g u r e  w i t h  o u r  g r o s s  
n a t i o n a l  p r o d u c t  o f  s o m e  3 7 0 - o d d  b i l l i o n  d o l l a r s  a n d  y o u  c a n  s e e  t h a t  
we  a r e  d i s c u s s i n g  a p r o b l e m  w h i c h  i n  t h e  a g g r e g a t e  i s  v e r y  s m a l l .  
Y e t ,  to  t h e  p e o p l e  w h o  a r e  h u r t ,  o r  w h o  t h i n k  t h e y  a r e  h u r t ,  s u c h  
c o m p e t i t i o n  i s  a v e r y  r e a l  t h i n g .  A n d  t h e s e  i n d u s t r i e s  a r e  d i s t r i b u t e d  
w i d e l y  e n o u g h  s o  t h a t  t h e i r  p o l i t i c a l  e f f e c t i v e n e s s  i s  f a r  i n  e x c e s s  of  
w h a t  w o u l d  a p p e a r  to  b e  j u s t i f i e d  b y  t h e i r  p l a c e  i n  t h e  e c o n o m y  a s  a 
w h o l e .  

A s  I t h i n k  I p u t  i t  w h e n  I w a s  h e r e  l a s t  y e a r ,  i f  y o u  a r e  h u r t ,  i t  
m a k e s  no  d i f f e r e n c e  w h e t h e r  y o u  a r e  p a r t  o f  a l a r g e  s t a t i s t i c  o r  a 
s m a l l  s t a t i s t i c .  Y o u  a r e  h u r t  j u s t  a s  m u c h .  T h e s e  b i c y c l e  p e o p l e  
h a v e  b e e n  in  a v e r y  s a d  p o s i t i o n .  B u t  i t  d o e s  n o t  f o l l o w  t h a t  t h e  s o -  
l u t i o n  to  t h e  p r o b l e m  i s  t o  k e e p  o u t  i m p o r t s .  M a y b e  t h e  a n s w e r  l i e s  
i n  b e t t e r  m a n a g e m e n t ,  w i t h  a w i l l i n g n e s s  t o  a d a p t  t h e i r  p r o d u c t  t o  
c h a n g e d  d e m a n d  s i t u a t i o n s .  

T h e  U n i t e d  S t a t e s  i s  s o  l a r g e  a n d  s o  e f f e c i e n t  t h a t  i t  h a s  w h a t  
t h e o r e t i c a l  e c o n o m i s t s  c a l l  an  " a b s o l u t e  a d v a n t a g e "  i n  t h e p r o d u c t i o n  
of  m o s t  m a n u f a c t u r e d  g o o d s .  We a r e  s o  p r o d u c t i v e  t h a t  we  c a n  a f f o r d  
to  p a y  h i g h  w a g e s  a n d  s t i l l  p r o d u c e  m o r e  c h e a p l y  t h a n  c a n  m o s t  f o r e i g n  



c o u n t r i e s .  T h a t  m e a n s  tha t  the  or~ly goods  tha t  c a n  be  i m p o r t e d ,  e v e n  
in the a b s e n c e  of t a r i f f s ,  a r e  t h o s e  goods  tha t  r e p r e s e n t  the low end  
of the e f f i c i e n c y  s c a l e  in the  U n i t e d  S t a t e s .  

T h e n ,  too,  p r o d u c t i o n  p r a c t i c e s  in th i s  c o u n t r y  a r e  of ten  d i f f e r e n t  
f r o m  t h o s e  of W e s t e r n  E u r o p e .  I a m  not  s a y i n g  tha t  t h e y  a r e  b e t t e r  o r  
w o r s e .  I a m  s i m p l y  o b s e r v i n g  a d i f f e r e n c e .  You have  n o t i c e d  the 
s t o r a g e  b a t t e r y  in y o u r  a u t o m o b i l e .  In  about  e i g h t e e n  m o n t h s  i t  u s u a l l y  
goes  out  l ike  tha t  ( s n a p p i n g  f i n g e r s ) .  The  e l e c t r i c  l ight  bulb  a l s o  g i v e s  
up  at  the end  of the  g u a r a n t e e  p e r i o d .  We have  a new e l e c t r i c  s tove  
in o u r  h o u s e  and it  w i l l  do the s a m e .  The  p h i l o s o p h y  i s - - a n d  it  i s  one 
th ing  tha t  ha s  kep t  ou r  A m e r i c a n  e c o n o m y  at s u c h  a h igh  p i t c h - - t o  m a k e  
th ings  so t h e y  w i l l  w e a r  out,  to m a k e  t h e m  so t h e y  w i l l  soon  b e c o m e  
o b s o l e t e .  T h e y  w i l l  m a k e  the 1956 a u t o m o b i l e  d i f f e r e n t  f r o m  the 1955 
so  tha t  you w i l l  r e a l i z e  tha t  you a r e  d r i v i n g  an old c a r ,  even  though  
you bough t  i t  on ly  a f ew m o n t h s  ago.  

In  E u r o p e  m o s t  of the  e c o n o m i e s  a r e  not  g e a r e d  to th i s  p r a c t i c e .  
T h e y  m i g h t  have  g iven  us  m o r e  t r o u b l e  if  t hey  w e r e .  E u r o p e a n  e c o n -  
o m i e s  a r e  c h a n g i n g ,  a r e  b e c o m i n g  m o r e  l ike  o u r s ,  as  w i th  the j e t  
e n g i n e  in G r e a t  B r i t a i n .  But  t h e y  s t i l l  have  an i n g r a i n e d  a t t i t ude  of 
q u a l i t y  p r o d u c t i o n ,  of p r o d u c i n g  th ings  tha t  w i l l  l a s t .  Thus  a r i s e s  
s t r e s s  and s t r a i n  b e t w e e n  o u r  e c o n o m y  a n d  t h e i r s .  

T h e  U n i t e d  S ta t e s ,  as  I have  sa id ,  is  so l a r g e  tha t  i t  is  s c a r c e l y  
c o n c i o u s  of any  n e e d  f o r  i m p o r t s ,  e x c e p t  s t r a t e g i c  goods .  What  we 
do n e e d  f r o m  a b r o a d  w e  n e e d  b a d l y .  But  in t e r m s  of the t o t a l  e c o n o m y ,  
o u r  i m p o r t s  a r e  u n i m p o r t a n t  c o m p a r e d  wi th  the i m p o r t a n c e  of i m p o r t s  
and e x p o r t s  to m o s t  f o r e i g n  c o u n t r i e s .  In  the c a s e  of G r e a t  B r i t a i n ,  
f o r  i n s t a n c e ,  f o r e i g n  t r a d e  has  a c c o u n t e d ,  t r a d i t i o n a l l y ,  f o r  o v e r  one 
q u a r t e r  of t h e i r  t o t a l  n a t i o n a l  i n c o m e .  In ou r  c a s e  i t  has  n e v e r  gone 
above  10 p e r c e n t ,  and is  u s u a l l y  c l o s e r  to 7 o r  8 p e r c e n t .  We a r e  so 
b ig  that ,  n o t w i t h s t a n d i n g  the f ac t  tha t  o u r  f o r e i g n  t r a d e  i s  r e l a t i v e l y  
u n i m p o r t a n t  to us  in the  a g g r e g a t e ,  we  a r e  s t i l l  the  l a r g e s t  t r a d i n g  
c o u n t r y  in  the w o r l d  

And y e t  the  s i m p l e  fac t  t ha t  I have  j u s t  m e n t i o n e d - - t h i s  t r e m e n d o u s  
s i z e  of the  U n i t e d  S ta te s  e c o n o m y - - a l s o  o f f e r s  hope f o r  a w a y  out of 
o u r  d i f f i c u l t i e s ,  and  I a m  go ing  to t r y  to end  up th i s  a d d r e s s  on tha t  
t h e m e .  

As a r e s u l t  of a l l  t h i s ,  t h e r e  h a s  d e v e l o p e d  what  ha s  c o m e  to be  
known as the  " d o l l a r  gap"  o r  " d o l l a r  s h o r t a g e .  " I don ' t  l ike  the  t e r m  



" d o l l a r  s h o r t a g e .  " I have  had  a d o l l a r  s h o r t a g e  as f a r  b a c k  as I c a n  
r e m e m b e r .  E v e r y o n e  in th i s  r o o m  has  a d o l l a r  s h o r t a g e ,  f o r  a d o l l a r  
s h o r t a g e  in the s e n s e  tha t  d o l l a r s  a r e  s c a r c e  r e l a t i v e  to the  d e s i r e  
fo r  t h e m .  But  a " d o l l a r  gap" in the s e n s e  tha t  the U n i t e d  S t a t e s  has  
i n t e r n a t i o n a l  c r e d i t s  f a r  in e x c e s s  of i t s  deb i t s ,  is  a v e r y  r e a l  phe -  
n o m e n o n ,  and one tha t  has  b e e n  wi th  us  s i n c e  the  c l o s e  of the  w a r .  

W h e n  we s a y  tha t  we have  had  an i m b a l a n c e  in o u r  i n t e r n a t i o n a l  
p a y m e n t s  to the  tune  of a p p r o x i m a t e l y  f ive  b i l l i o n  d o l l a r s  a y e a r  f o r  
the l a s t  d e c a d e ,  we a r e  in one s e n s e  v i o l a t i n g  the  E n g l i s h  l a n g u a g e .  
F o r  we c a n n o t  s a y  tha t  deb i t s  don ' t  e q u a l  c r e d i t s ,  b e c a u s e  t o t a l  d e b i t s  
m u s t  a l w a y s  e q u a l  t o t a l  c r e d i t s .  Th i s  i s  wha t  we m e a n  by  d o u b l e - e n t r y  
b o o k k e e p i n g ,  The  only  r e a s o n  why  c r e d i t s  a r e  g r e a t e r  t han  deb i t s  now 
is  tha t  we have  b e e n  g iv ing  away  the d i f f e r e n c e .  In  o t h e r  w o r d s ,  the 
" d o l l a r  gap"  is a d i r e c t  f u n c t i o n  of, o r  the o b v e r s e  s i de  of, d i r e c t  
f o r e i g n  a id .  

In 1947 we c o u l d  have  a v o i d e d  the  d o l l a r  gap v e r y  e a s i l y  if we had  
w a n t e d  to, by  s i m p l y  not  h a v i n g  e n a c t e d  the  M a r s h a l l  P l a n .  But  if you  
go b a c k  in y o u r  m e m o r y  to 1947, you wi l l  r e m e m b e r  tha t  the  P r e s i d e n t  
c o n v e n e d  C o n g r e s s  in s p e c i a l  s e s s i o n  in the  f a l l  of 1947 to p a s s  wha t  
was  c a l l e d  the I n t e r i m  Aid  Bi l l ,  in  o r d e r  to f i l l  the  p i p e l i n e s  of f o r e i g n  
a id  to I t a l y  and F r a n c e ,  b e c a u s e  t h e y  c o u l d n ' t  wa i t  u n t i l  C o n g r e s s  got  
a r o u n d  to the e n a c t m e n t  of the f u l l - f l e d g e d  M a r s h a l l  P l a n ,  w h i c h  c a m e  
e a r l y  in 1948. The  s i t u a t i o n  in E u r o p e  was  j u s t  t ha t  c r i t i c a l .  It l o o k e d  
as  though  W e s t e r n  E u r o p e  was  go ing  C o m m u n i s t ,  and qu i ck ly .  

Now the " g a p "  tha t  i s  r e a l l y  i m p o r t a n t  i s  the  gap b e t w e e n  the  p l a n e s  
of l i v ing  of the U n i t e d  S t a t e s  and t h o s e  of o u r  f r i e n d s  a b r o a d .  Tha t  i s  
wha t  has  m a d e  it  p o l i t i c a l l y  n e c e s s a r y  to he lp  r a i s e  t h e s e  p l a n e s  in  o r d e r  
to he lp  avo id  p o l i t i c a l  u n r e s t .  Th i s  is  not  a m e r e  " a c c o u n t i n g "  i m -  
b~-lance. 

When  you h e a r  peop l e ,  as  you s o m e t i m e s  do, s a y  tha t  we have  to 
have  f o r e i g n  a id  to the  tune  of so m a n y  b i l l i o n  d o l l a r s  a y e a r  in  o r d e r  
to f i l l  the d o l l a r  gap in the a c c o u n t i n g  s e n s e ,  you a r e  l i s t e n i n g  to p l a i n  
n o n s e n s e .  If t h e y  s a y  tha t  we m u s t  c o n t i n u e  f o r e i g n  aid,  o r  do s o m e  
o t h e r  th ing,  to s t i m u l a t e  t r a d e ,  b e c a u s e  of the  p o l i t i c a l  s i t u a t i o n  abroad~ 
then  t h e y  a r e  t a l k i n g  s e n s e .  But  t a l k i n g  about  an  e c o n o m i c  v a c u u m  in  
an a c c o u n t i n g  s e n s e  i s  a w a s t e  of t i m e .  

The  d o l l a r  gap has  r e s u l t e d  in a f a v o r a b l e  p o s i t i o n  of the  d o l l a r  
v i s - a - v i s  o t h e r  c u r r e n c i e s .  O t h e r  c o u n t r i e s  have  found  e x c h a n g e  r a t e s  



t u r n i n g  a g a i n s t  t h e m .  The  B r i t i s h  pound,  fo r  e x a m p l e ,  has  d e t e r i o r a t e d  
and  is  at  i t s  l o w e s t  po in t  s i n c e  the c l o s e  of the  w a r .  The  B r i t i s h  e c o n -  
o m y  i s  s i c k .  T h e y  c a n ' t  s e e m  to get  t h e m s e l v e s  m o v i n g ;  t h e y  c a n ' t  
s e e m  to p r o d u c e  e n o u g h  f o r  e x p o r t .  T h e i r  i m p o r t s  a r e  in e x c e s s  of 
t h e i r  e x p o r t s ,  and t h e y  have  had to t i g h t e n  t h e i r  b e l t s  m o r e  and  m o r e .  

T h e r e f o r e ,  you c a n  e x p e c t  in the nex£ few w e e k s  o r  m o n t h s  to J e e  
B r i t a i n  i m p o s e  t i g h t e r  e x c h a n g e  c o n t r o l s .  M a y b e  she  w i l l  i m p o s e  m o r e  
quo tas  o r  t i g h t e n  up on the  i m p e r i a l  p r e f e r e n c e s .  Ye t  we,  in o u r  l a c k  
of w i s d o m  upon  o c c a s i o n ,  have  c r i t i c i z e d  the B r i t i s h  and o t h e r  E u r o p e a n  
c o u n t r i e s  b e c a u s e  of t h e i r  " i m m o r a l "  hab i t  of i m p o s i n g  t h e s e  " e v i l "  
quo ta s  anhl e x c h a n g e  c o n t r o l s .  

Such  r e s t r a i n t s  a g a i n s t  the d o l l a r  a r e  l i t t l e  m o r e  than  d e v i c e s  f o r  
r a t i o n i n g  s c a r c e  d o l l a r s .  If  t h e y  did not  c o n t r o l  t h e i r  d o l l a r  p u r c h a s e s - -  
not  on ly  E n g l a n d ,  bu t  o t h e r  c o u n t r i e s  as  w e l l  who a r e  c o n f r o n t e d  b y  the 
s i t u a t i o n - - t h e y  wou ld  f ind  t h e i r  d o l l a r s  b e i n g  d i s s i p a t e d  upon  l u x u r y  
goods .  B a c k  about  1947 o r  1948, w h e n  the M a r s h a l l  P l a n  was  b e i n g  
e n a c t e d ,  tha t  w a s  one  of o u r  m a i n  h e a d a c h e s - - h o w  to keep  the  F r e n c h  
and  G e r m a n s  f r o m  b u y i n g  s u c h  th ings  as  ny lon  s t o c k i n g s  and r a d i o s .  
W h e n  the  M a r s h a l l  P l a n  was  f i r s t  put  in to  e f f ec t ,  we a c t u a l l y  i n c l u d e d  
wine  f o r  F r a n c e  as  a c o n s u m e r - i n c e n t i v e  good, b e c a u s e  the F r e n c h  
w e r e  so  h u n g r y  f o r  c o n s u m e r  goods  tha t  t h e y  w e r e  r e b e l l i n g  a g a i n s t  the  
r a t i o n i n g  of d o l l a r s  f o r  the p u r c h a s e  of the r a w  m a t e r i a l s  and  f o o d s t u f f s  
t ha t  t h e y  n e e d e d .  Such  c o n t r o l s  a r e  p a r t  of the who le  p i c t u r e .  The  
f ac t  t ha t  t h e r e  is  a d o l l a r  s h o r t a g e  is  e v i d e n c e  tha t  the p r o b l e m  i s  
l a r g e l y  an A m e r i c a n  p r o b l e m ,  not  j u s t  a E u r o p e a n  p r o b l e m .  

We h a v e  s e v e r a l  c h o i c e s  tha t  we c a n  m a k e .  We c a n  a l l ow  i m p o r t s  
to i n c r e a s e ,  w h i c h  i s  the  l o g i c a l  t h ing  to do; o r  we c a n  j u s t  l e t  the  t h i n g  
go, l e t  n a t u r e  t ake  i t s  c o u r s e ,  in w h i c h  c a s e  e x p o r t s  w i l l  d e c l i n e .  And 
tha t  i s  not  go ing  to be  good f o r  a g r i c u l t u r e ,  w h i c h  i s  a h e a d a c h e  both  
e c o n o m i c a l l y  and  p o l i t i c a l l y  r i g h t  now.  

O r  we c a n  c o n t i n u e  f o r e i g n  a id  and keep  s e n d i n g  m o n e y  a b r o a d .  
Tha t  i s  the  s i m p l e s t  way ;  tha t  i s  why  we h a v e  b e e n  do ing  it f o r  the  
p a s t  d e c a d e .  It  i s  m u c h  e a s i e r  to a p p r o p r i a t e  t a x p a y e r s '  m o n e y  t han  
i t  i s  to a d j u s t  to c o m p e t i t i o n  f r o m  a b r o a d .  

O r ,  as  you  h e a r  so  m u c h  about ,  we c a n  i n c r e a s e  f o r e i g n  i n v e s t -  
m e n t ,  as B r i t a i n  did f r o m  the c l o s e  of the  N a p o l e o n i c  w a r s  u n t i l  the  
1870 ' s .  T h e y  p l a y e d  an i m p o r t a n t  r o l e  in b u i l d i n g  s o m e  of the r a i l -  
r o a d s  in th i s  c o u n t r y  and a n u m b e r  of i n d u s t r i a l  e s t a b l i s h m e n t s .  F o r  
the nex t  t h i r t y  y e a r s ,  wh i l e  she  was  c o l l e c t i n g  on h e r  i n v e s t m e n t s  
she  had  an i m p o r t  b a l a n c e ,  l ike  any  c r e d i t o r .  
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P r e s u m a b l y  we cou ld  do the s a m e  th ing .  But  tha t  " p r e s u m a b l y "  
is  a b ig  " p r e s u m a b l y ,  " The t r o u b l e  is ,  why s h o u l d  p e r s o n s  wi th  c a p i t a l  
i n v e s t  a b r o a d  when  i n v e s t m e n t  is  so p r o f i t a b l e  a~t h o m e ?  Why s h o u l d  I 
s e n d  m y  d o l l a r s  a b r o a d ,  wi th  R u s s i a  in  the p i c t u r e ,  w h e n  I c a n  get  a 
h a n d s o m e  r e t u r n  on m y  G e n e r a l  M o t o r s  s t o c k  o r  m y  C h r y s l e r  s t o c k  
o r  m y  AT&T s t o c k  h e r e  at h o m e  ? 

The  c h a n c e  of s o l v i n g  th i s  p r o b l e m  by  i n c r e a s i n g  f o r e i g n  i n v e s t -  
m e n t s  is  r e m o t e .  In f i na l  a n a l y s i s ,  the p r o b l e m  m u s t  be  s o l v e d  by  
one of the  t h r e e  m e t h o d s  tha t  I have  m e n t i o n e d ,  o r  by  s o m e  c o m b i n a t i o n  
of t h e m ;  i . e . ,  a l l o w i n g  e x p o r t s  to d e c r e a s e ,  p e r m i t t i n g  i m p o r t s  to in -  
c r e a s e ,  o r  c o n t i n u i n g  f o r e i g n  a id .  

I doubt  tha t  the c o n t i n u a t i o n  of f o r e i g n  a id  on a l a r g e  s c a l e  is  in the 
c a r d s .  It s e e m s  to m e  that ,  wi th  d i s c o n t e n t  f r o m  bo th  r e c i p i e n t s  a n d  
d o n o r s ,  i t  h a s  l a r g e l y  o u t l i v e d  i t s  u s e f u l n e s s .  

One h u n d r e d  y e a r s  ago,  when  E n g l a n d  w a s  b e h a v i n g  as I have  
m e n t i o n e d ,  the p e r i o d  c a m e  to be known as the "Golden.  Age .  " When  
you  look b a c k  at it ,  the  19th c e n t u r y  does  look  g o o d - - t h e r e  w e r e  no 
a t o m i c  b o m b s ,  no t e l e v i s i o n ,  no a u t o m o b i l e s ,  L i f e  w a s  s i m p l e - - I  sup -  
p o s e .  But,  in  any  even t ,  on the e c o n o m i c  s ide ,  it  s e e m e d  to be  s e l f -  
r e g u l a t i n g ;  in  fac t ,  so  m u c h  so  tha t  it  c a m e  to be  l o o k e d  upon by  the  
e c o n o m i s t s  of the  c l a s s i c a l  p e r s u a s i o n  as b e i n g  s o m e  s o r t  of a " n a t u r a l "  
s y s t e m .  

What  did th i s  m e a n ?  F i r s t ,  i t  m e a n t  tha t  m o s t  c o u n t r i e s  w e r e  on 
a go ld  s t a n d a r d  b a s i s .  Gold was  the c u r r e n c y  e v e r y w h e r e .  The  B r i t i s h  
pound  s t e r l i n g  was  c o n v e r t i b l e  in to  g o l d .  V ice  v e r s a ,  go ld  was  c o n -  
v e r t i b l e  in to  pounds  s t e r l i n g .  F u r t h e r m o r e ,  the w o r l d  was  at p e a c e .  
T h e r e  w e r e  no m a j o r  w a r s  t h r o u g h o u t  the c e n t u r y  o u t s i d e  of the  U. S. 
C i v i l  War ,  w h i c h  was  l o c a l .  The  B r i t i s h  Navy  was  a l w a y s  a r o u n d .  It 
was  the p e r i o d  of " P a x  B r i t a n n i c a . "  

The  s y s t e m  w o r k e d  we l l .  As long as t r a d e  was  not  too m u c h  out  
of b a l a n c e ,  so  tha t  B r i t i s h  e x p o r t s  w e r e  in e x c e s s  of i m p o r t s ,  o r  v i c e  
v e r s a ,  the e x c h a n g e  r a t e s  would  e f f e c t  a d j u s t m e n t .  The  " p a r  of ex -  
c h a n g e "  u n d e r  the gold s t a n d a r d  s y s t e m  was  s i m p l y  the  r e l a t i v e  gold  
we igh t  of c u r r e n c i e s .  In tlaose days  the  gold in the B r i t i s h  pound 
s t e r l i n g  was  4. 866 t i m e s  as h e a v y  as the  gold  in  the U.  S. d o l l a r .  As  
the e x c h a n g e  r a t e  m o v e d ,  the go ld  wou ld  m o v e  and e q u a l i z e  the p r i c e  
l e v e l s  in the two c o u n t r i e s .  
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B u t ,  e v e n  b e f o r e  t he  g o l d  m o v e d ,  t h e  m a r k e t  w a s  s o  s e n s i t i v e  t h a t  
t h e r e  w o u l d  b e  a n  a d j u s t m e n t  b r o u g h t  a b o u t  b y  s h o r t - t e r m  c a p i t a l  m o v e -  
m e n t s .  So t h e  e x c h a n g e  r a t e s  s e l d o m  go t  b e y o n d  t h e  g o l d  p o i n t s ,  w h i c h  
i s  to  s a y ,  n o t  b e y o n d  a b o u t  t w o  to  f o u r  c e n t s  a w a y  f r o m  " p a r . "  T h e  e x -  
c h a n g e  r a t e s  w e r e  s t a b l e ,  w h i c h  f a c i l i t a t e d  t r a d e  i m m e n s e l y .  

W i t h o u t  g o i n g  i n t o  a l l  of  t h e  r e a s o n s  w h y ,  t h i s  s i t u a t i o n  n o  l o n g e r  
p r e v a i l s .  G r e a t  B r i t a i n  i s  a s m a l l  c o u n t r y .  H e r  i m p o r t s  a n d  e x p o r t s  
c o n s t i t u t e d ,  a s  I s a i d ,  a v e r y  s u b s t a n t i a l  p r o p o r t i o n  of  h e r  n a t i o n a l  
i n c o m e ,  T h e r e f o r e  e v e r y  c o c k n e y  on  t he  s t r e e t s  o f  L o n d o n  w a s  c o n -  
s c i o u s  of  t h e  n e c e s s i t y  o f  i m p o r t i n g  f o o d  f r o m  a b r o a d .  If  t h e y  d i d n ' t  
h a v e  i m p o r t s ,  t h e y  d i d n ' t  e a t  w e l l .  T h e y  n e e d e d  r a w  m a t e r i a l s  f r o m  
t h e i r  f a r - f l u n g  e m p i r e ,  a s  w e l l  a s  f r o m  o t h e r  p a r t s  of  t h e  w o r l d .  

T h e r e f o r e  t h e  B r i t i s h  p e o p l e  d o n ' t  d e s e r v e  t o o  g r e a t  c r e d i t  
f o r  h a v i n g  t h o u g h t  t h r o u g h  t h e  t h e o r y  of  a w o r l d  e c o n o m y .  I t  w a s  
b r o u g h t  a b o u t  b y  o b v i o u s  s e l f - i n t e r e s t .  I t  w a s  b r o u g h t  a b o u t  b y  t h e  
i n s u l a r i t y  o f  B r i t a i n  a n d  b y  t h e  f a c t  t h a t  i t  w a s  t he  f i r s t  c o u n t r y  to  e x -  
p e r i e n c e  t h e  I n d u s t r i a l  R e v o l u t i o n .  F o r  a l o n g  p e r i o d  G r e a t  B r i t a i n  
w a s  t h e  o n l y  i m p o r t a n t  m a n u f a c t u r i n g  c o u n t r y  in  t h e  w o r l d .  B u t  i n  t h e  
l a t t e r  p a r t  of  t h e  p e r i o d ,  of  c o u r s e ,  t h e  G e r m a n s  a n d  B e l g i a n s  a n d  l a t e r  
t h e  A m e r i c a n s  b e c a m e  c o m p e t i t o r s .  

C o n t r a s t  t h e  s i t u a t i o n  t o d a y  w i t h  t h a t .  T h e  U n i t e d  S t a t e s  i s  n o t  a n  
i s l a n d ,  b u t  a c o n t i n e n t .  I t  i s  v i r t u a l l y  s e l f - s u f f i c i e n t ,  t h e  m o s t  s e l f -  
s u f f i c i e n t  c o u n t r y  t h e  w o r l d  h a s  e v e r  s e e n .  We a r e  n o t  e n t i r e l y  s e l f -  
s u f f i c i e n t  to  be  s u r e ;  b u t  we  a r e  s o  m u c h  s o  t h a t  t h e  m a n  in  t h e  s t r e e t  
i s  n o t  c o n s c i o u s  o f  t h e  n e e d  f o r  i m p o r t s .  

T h e r e f o r e ,  i f  t h e  U n i t e d  S t a t e s  i s  g o i n g  to  a c c e p t  l e a d e r s h i p  i n  t h e  
i n t e r n a t i o n a l  e c o n o m i c  f i e l d ,  i t  i s  g o i n g  to  h a v e  to  do  i t  o n  t h e  b a s i s  o f  
r e a s o n .  I t  w i l l  r e q u i r e  n a t i o n a l  i n t e l l e c t u a l  e f f o r t  a n d  i t  i s  a r e a l  
q u e s t i o n  w h e t h e r  w e  c a n  do  i t .  

A l s o  t o d a y  we  d o n ' t  h a v e  a p e a c e f u l  w o r l d .  T h e r e  a r e  w a r s  a l l  
o v e r  t h e  w o r l d - - c o l d ,  h o t ,  a n d  l u k e w a r m .  

I n  t h e  1 9 t h  c e n t u r y  t h e  w o r l d  w a s  o r g a n i z e d  on t h e  b a s i s  o f  ~ m a l l  
e c o n o m i c  u n i t s ,  w h a t  t h e  e c o n o m i s t s  c a l l  p u r e  c o m p e t i t i o n .  T h e r e  
w e r e  no  l a r g e  c a r t e l s ,  n o  h u g e  c o r p o r a t i o n s ,  a s  w e  h a v e  t o d a y .  

I w a s  i n  D e t r o i t  a b o u t  a m o n t h  a g o ,  w h e r e  I v i s i t e d  w i t h  r e p r e s e n t -  
a t i v e s  of  s o m e  of  t h e  m o t o r  c o m p a n i e s .  G e n e r a l  M o t o r s  m a k e s - - I  
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a l m o s t  s a i d  t h e y  m a k e  e v e r y t h i n g  e x c e p t  a u t o m o b i l e s .  T h e y  s t i l l  m a k e  
a u t o m o b i l e s ,  bu t  t h e y  m a k e  m a n y  o t h e r  p r o d u c t s  too .  T h e  d o m i n a n t  
c h a r a c t e r i s t i c  of i n d u s t r i a l  p r o d u c t i o n  t oday ,  p a r t i c u l a r l y  in  the  U n i t e d  
S t a t e s ,  i s  the  g i an t  i n t e g r a t e d  c o r p o r a t i o n ,  p r o d u c i n g  a fu l l  l i ne  of 
m e r c h a n d i s e .  So tha t  i n s t e a d  of an e c o n o m y  e q u i l i b r a t i n g  i t s e l f  a u t o -  
m a t i c a l l y  on the  b a s i s  of a l a r g e  n u m b e r  of l i t t l e  c o m p e t i t o r s ,  we h a v e  
a few b i g  g i a n t s  w h o s e  r e l a t i o n s h i p  wi th  e a c h  o t h e r  is  t h a t  of w a t c h f u l  
r i v a l r y .  G e n e r a l  M o t o r s ,  C h r y s l e r ,  and  F o r d  a r e  w a t c h i n g  e a c h  o t h e r  
as  c a r e f u l l y  as ,  if  not  m o r e  c a r e f u l l y  than ,  t h e y  a r e  w a t c h i n g  t h e i r  
own i n t e r n a l  o p e r a t i o n s .  

F u r t h e r m o r e ,  G o v e r n m e n t  ha s  s t e p p e d  in to  do f o r  a g r i c u l t u r e  
wha t  a g r i c u l t u r e  h a s  no t  b e e n  ab le  to  do f o r  i t s e l f - - t o  i n t r o d u c e  m o n o p l y  
i n t o  the  p i c t u r e .  

T h u s ,  we h a r d l y  h a v e  f r e e  e n t e r p r i s e  in  the  r i g i d  s e n s e  of the  
t e r m .  We h a v e  an  A m e r i c a n  s y s t e m ,  w h i c h  i s  a m i x e d  s y s t e m - - s o m e  
g o v e r n m e n t  c o n t r o l s  and  a lo t  o f  f r e e d o m .  We h a v e  an A m e r i c a n  
s y s t e m  t h a t  i s  e v o l v i n g  bu t  i t  is  a f a r  c r y  f r o m  m i d - N i n e t e e n t h - C e n t u r y  
C a p i t a l i s m .  And  f o r  t h i s  we s h o u l d  be  t h a n k f u l .  

T h i s  l e a d s  m e  to m y  n e x t  po in t ,  w h i c h  i s  t he  f r e e  t r a d e  t h e o r y  and  
i t s  l i m i t a t i o n s .  A t h e o r y  w h i c h  was  e v o l v e d  at  the  t u r n  of the  18th 
c e n t u r y ,  and  w h i c h  was  e x p a n d e d  and  r e f i n e d  in the  f i r s t  h a l f  of t he  19th 
c e n t u r y .  I r e f e r ,  of c o u r s e ,  to  the  w o r k s  of A d a m  S m i t h  and  J o h n  
S t u a r t  Mi l l ,  who  w r o t e  r e s p e c t i v e l y  in 1776 and  1848. I m i g h t  s a y ,  b y  
way  of f o o t n o t e ,  tha t ,  if  t h e y  w e r e  a l i ve  t o d a y ,  t h e y  u n d o u b t e d l y  w o u l d  
p r o p o u n d  d i f f e r e n t  t h e o r i e s .  T h e y  p r e s c r i b e d  f r e e  t r a d e  in  o r d e r  to 
m a x i m i z e  the  w e a l t h  of the  n a t i o n ,  w h i c h  s e e m e d  l o g i c a l  in  the  l i gh t  
of the  c o n d i t i o n s  of the  t i m e s .  

It  is  a v e r y  s i m p l e  t h e o r y .  L e t  us  s u p p o s e  t h a t  I c a n  w r i t e  an  
a r t i c l e  f o r  a m a g a z i n e  in  a w e e k  and  ge t  a t h o u s a n d  d o l l a r s  f o r  i t .  
(I d o n ' t  m e a n  tha t  I can ,  bu t  s u p p o s e  t ha t  I c o u l d . )  S u p p o s e ,  a l s o ,  t h a t  
I a m  a good  h a n d y m a n  a r o u n d  the  h o u s e ;  I c a n  f ix  u p  t h i n g s  b e t t e r  t h a n  
a n y b o d y  e l s e  t ha t  I c a n  h i r e  to do the  job .  I a l s o  a m  a b e t t e r  t y p i s t  
t han  a n y o n e  in  the  a r e a ,  W h i c h  w o u l d  i t  p ay  m e  to d o - - t o  do m y  own 
t y p i n g ,  f ix  the  p l u m b i n g ,  c l e a n  the  f u r n a c e ,  and  m o w  the  lawn,  o r  to  c o n -  
c e n t r a t e  u p o n  w r i t i n g ?  O b v i o u s l y ,  i t  w o u l d  p a y  m e  to  c o n c e n t r a t e  on  
the  t h i n g  t h a t  w o u l d  b r i n g  m e  the  g r e a t e s t  r e t u r n .  I s h o u l d  c o n t i n u e  
w r i t i n g  f o r  a t h o u s a n d  d o l l a r s  a w e e k  and  ge t  the  n e x t - b e s t  s t e n o g r a p h e r  
to  do m y  t y p i n g  and  the  n e x t - b e s t  m e c h a n i c  to  c l e a n  the  f u r n a c e .  T h a t  
i s  wha t  we m e a n  by  the  P r i n c i p l e  of C o m p a r a t i v e  A d v a n t a g e .  
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I s h o u l d  do tha t  not  only  b e c a u s e  I have  an a b s o l u t e  a d v a n t a g e  in 
a l l  t h r e e  l i n e s  of a c t i v i t y ,  but  I h a v e  a c o m p a r a t i v e  a d v a n t a g e .  T h a t  
i s ,  I have  the g r e a t e s t  r e l a t i v e  a d v a n t a g e  in the th ing  tha t  pays  the 
m o s t ,  w h i c h  is c o m p o s i n g  the a r t i c l e .  

L e t  us  t ake  a s e c o n d  i l l u s t r a t i o n .  A s s u m e  tha t  t h e r e  a r e  two b e e -  
h i v e s .  One i s  in the v a l l e y ,  w h e r e  t h e r e  a r e  l u sh  f l o w e r s .  Al l  the  
b e e s  have  to do is  to go out in one t r i p  and b r i n g  in a l l  the  n e c t a r  t h e y  
n e e d  to m a k e  t h e i r  h o n e y .  The o t h e r  b e e h i v e  is p e r c h e d  up on the 
m o u n t a i n  top, w h e r e  t h e r e  a r e  on ly  a few l i t t l e  m o u n t a i n  f l o w e r s .  
T h o s e  p o o r  b e e s  have  to w o r k  v e r y  h a r d  to ge t  any  h o n e y  at a l l .  T h o s e  
b e e s  up on the m o u n t a i n  top have  a s m a l l  " g r o s s  n a t i o n a l  p r o d u c t ,  " a 
p o o r  n a t i o n a l  i n c o m e ,  t h o s e  I t a l i a n  and J a p a n e s e  b e e s ;  w h e r e a s  in  the  
v a l l e y  we A m e r i c a n  b e e s  e n j o y  a v e r y  r i c h  e n v i r o n m e n t .  We know how 
to m a k e  h o n e y  too and the  r e s u l t  is  tha t  we have  a h igh  n a t i o n a l  p r o d u c t  
o r  n a t i o n a l  i n c o m e .  

The  r e t u r n  f r o m  a uni t  of b e e  e f f o r t  in  ge t t i ng  n e c t a r  to m a k e  h o n e y  
is  m u c h  g r e a t e r  in the v a l l e y  than  it is  on the m o u n t a i n  top.  The  p r o f i t s  
and  w a g e s ,  c o n s i d e r e d  t o g e t h e r ,  a r e  m u c h  h i g h e r  in  the c a s e  of the  
U n i t e d  S ta t e s  t han  in  the c a s e s  of J a p a n  o r  I t a ly .  In fac t ,  h igh  w a g e s  
a r e  a p r e t t y  good i n d i c a t i o n  tha t  the n a t i o n a l  p r o d u c t  of a c o u n t r y  is  
h igh ,  not  low.  God he lp  us  if o u r  w a g e s  e v e r  get  to the  s t a n d a r d s  tha t  
app ly  in I t a l y  and  J a p a n :  We s h o u l d  be thankfu l  t ha t  we have  a h igh  
wage  s y s t e m ,  f o r  i t  m e a n s  we a r e  p r o d u c t i v e .  

Now, of c o u r s e ,  if the b e e s  m i g r a t e d ,  so  tha t  the  J a p a n e s e  b e e s  
c a m e  in to  the U n i t e d  S ta t e s ,  t hen  t h e r e  would  be  e q u a l i z a t i o n .  O u r  
w a g e s  would  go down and  t h e i r s  wou ld  go up. In a book  ju s t  w r i t t e n  
by  Dr .  L e w i s  L loyd ,  a c h e m i s t  and s e l ~ - t r a i n e d  e c o n o m i s t  wi th  Dow 
C h e m i c a l  C o m p a n y ,  i t  i s  s t a t e d  tha t  the f r e e  t r a d e  t h e o r y  d e p e n d s  upon  
f r e e  m o b i l i t y  of l a b o r  and c a p i t a l .  No th ing  c o u l d  be  m o r e  i n c o r r e c t .  
The  v e r y  p r i n c i p l e  of r e g i o n a l  and i n t e r n a t i o n a l  t r a d e  is tha t  l a b o r  
{and c a p i t a l  to a deg ree}  w i l l  not m o v e .  

Tha t  is  what  the e c o n o m i s t s  m e a n t  when  t h e y  s a id  tha t  f o r e i g n  t r a d e ,  
i n t e r n a t i o n a l  and r e g i o n a l  t r a d e ,  is  t r a d e  He tween  n o n - c o m p e t i n g  g r o u p s .  
T h o s e  b e e s  on the  m o u n t a i n  top do not  c o m p e t e  wi th  the b e e s  in the  
v a l l e y .  Bu t  t h e i r  h o n e y  c o m p e t e s  wi th  the  h o n e y  of the v a l l e y .  In  
o t h e r  w o r d s ,  the  p r i n c i p l e  i s  not  tha t  l a b o r  c o m p e t e s  wi th  the  p r o d u c t s  
of l a b o r ,  but  tha t  l a b o r  c o m p e t e s  wi th  l a b o r .  A m e r i c a n  l a b o r  does  not  
c o m p e t e  wi th  the p r o d u c t  of E u r o p e a n  l a b o r .  Tha t  is  an e l e m e n t a r y  
l e s s o n  in e c o n o m i c s .  
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T h e r e  is  no th ing  l o g i c a l l y  w r o n g  wi th  the t h e o r y  of f r e e  t r a d e  on 
the b a s i s  of the a s s u m p t i o n s  upon  wh ich  it  is  b a s e d .  To t r y  to d i s -  
p r o v e  the t h e o r y  of i n t e r n a t i o n a l  t r a d e  o r  f r e e  t r a d e  by  p i c k i n g  ho le s  
in i t s  i n t e r n a l  logic  ~s a r a t h e r  fu t i l e  p e r f o r m a n c e .  The  i m p o r t a n t  
q u e s t i o n  to be  f a c e d  is  w h e t h e r  the a s s u m p t i o n s  upon  w h i c h  i t  is  b a s e d  
a r e  in a c c o r d  wi th  the f a c t s  of the m i d d l e  of the 20th C e n t u r y .  I b e l i e v e  
tha t  a r e a s o n a b l e  p e r s o n  would  have  to a d m i t  tha t  e c o n o m i c  c o n d i t i o n s  
t oday  a r e  v a s t l y  d i f f e r e n t  f r o m  wha t  t hey  w e r e  a c e n t u r y  ago .  The  
e c o n o m y  is  no l o n g e r  p u r e l y  c o m p e t i t i v e  and g o v e r n m e n t s  no l o n g e r  
a b s t a i n  f r o m  i n t e r f e r i n g  wi th  the w o r k i n g  of the e c o n o m y .  

The  t a r i f f  ha s  long b e e n  a hot p o l i t i c a l  i s s u e  in  the U n i t e d  S t a t e s .  
T r a d i t i o n a l l y ,  the R e p u b l i c a n  P a r t y  has  b e e n  the p a r t y  of " P r o t e c t i o n "  
and the D e m o c r a t s  have  b e e n  a s s o c i a t e d  wi th  the " F r e e  T r a d e "  doc -  
t r i n e .  In fac t ,  today ,  bo th  p a r t i e s  a r e  w i d e l y  sp l i t  on the i s s u e .  In 
p r a c t i c e ,  ou r  t a r i f f  p o l i c y  has  not  had  m u c h  to do w i t h  the c o u n t r y ' s  
p r o s p e r i t y .  The  c o u n t r y  is  so  b ig ,  so w e a l t h y ,  and so  p r o d u c t i v e  tha t  
the d a m a g e  done by  o u r  a d h e r e n c e  to P r o t e c t i o n  has  not  b e e n  v e r y  g r e a t .  
But,  to a t t r i b u t e  th i s  p r o s p e r i t y  to the t a r i f f  i s  to m a g n i f y  a m o l e  h i l l  
in to  a m o u n t a i n .  

A f t e r  W o r l d  W a r  I we saw the n e c e s s i t y  of h e l p i n g  the c h e m i c a l  
i n d u s t r y ,  b e c a u s e  the G e r m a n s  had  g iven  us a good r u n  fo r  o u r  m o n e y  
in  W o r l d  W a r  I. So, s t a r t i n g  in  1921, we gave  s p e c i a l  f a v o r s  to i t .  
We a r e  s t i l l  do ing  i t .  

In  1930 we p a s s e d  the  S m o o t - H a w l e y  Act ,  w h i c h  was  the h i g h e s t  
t a r i f f  in  our  h i s t o r y ,  wi th  r a t e s  r a n g i n g  as h igh  as 400 o r  500 p e r c e n t  
on a few i t e m s  and wi th  n u m e r o u s  o t h e r  r a t e s  b e t w e e n  100 and 20G. 
T h e n  c a m e  the G r e a t  D e p r e s s i o n  of 1930. I s h a l l  not w a s t e  y o u r  t i m e  
a r g u i n g  w h i c h  w a s  c a u s e  and w h i c h  was  e f f ec t .  T h e y  c a m e  t o g e t h e r ,  
and t hey  had  a g r e a t  e f f ec t  on o t h e r  c o u n t r i e s .  

S t a r t i n g  wi th  1930, c o n d i t i o n s  got w o r s e ,  and the R e p u b l i c a n s  got  
w e a k e r  and  w e a k e r .  F i n a l l y  in 1932 the D e m o c r a t s  a s s u m e d  the  
P r e s i d e n c y  and  c o n t r o l  of C o n g r e s s .  

In 1934, a f t e r  o v e r  a y e a r  of deba te ,  the D e m o c r a t s  c a m e  up wi th  
a new f o r m u l a  known as the R e c i p r o c a l  T r a d e  A g r e e m e n t s  Act .  It  
was  the  b r a i n  c h i l d  of C o r d e l l  Hul l ,  who h i m s e l f  had  b e e n  a m e m b e r  of 
the Ways  and M e a n s  C o m m i t t e e  of the H o u s e  and s u b s e q u e n t l y  a S e n a t o r  
who had  had e x e r t e d  on h i m  a l l  the p r e s s u r e s  tha t  on ly  t a r i f f  l obb i e s  c a r  
e x e r t .  As S e c r e t a r y  of S ta te  he p r o p o s e d  the  T r a d e  A g r e e m e n t s  Act ,  
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a u t h o r i z i n g  the P r e s i d e n t  to e n t e r  in to  t r a d e  a g r e e m e n t s  wi th  o t h e r  
c o u n t r i e s  w h e r e b y ,  in  e x c h a n g e  fo r  the l o w e r i n g  of t h e i r  t r a d e  b a r r i e r s ,  
we would  l o w e r  o u r  t a r i f f s  to the e x t e n t  of 50 p e r c e n t  on a c o m m o d i t y -  
b y - c o m m o d i t y  and  a c o u n t r y - b y - c o u n t r y  b a s i s .  

T h a t  ac t  was  p a s s e d .  F r o m  1934 u n t i l  1947 a l a r g e  n u m b e r  of 
i n d i v i d u a l  t r a d e  a g r e e m e n t s  w e r e  e n t e r e d  in to  a f t e r  v e r y  c a r e f u l  s tudy .  
The  r e s u l t s  w e r e  not  too s p e c i f i c ,  b e c a u s e  o t h e r  f o r c e s  w e r e  at w o r k  
a l s o .  W h e t h e r  the  i n c r e a s e  in t r a d e  was  due to t r a d e  a g r e e m e n t s  o r  
not ,  nobody  wi l l  e v e r  know.  

In  1945 the P r e s i d e n t ' s  p o w e r  to r e d u c e  du t i e s  was  i n c r e a s e d  to 
75 p e r c e n t .  Th i s  e n c o u r a g e d  the A d m i n i s t r a t i o n ,  and by  1947 C o r d e l l  
Hul l  w a s  out  of the p i c t u r e .  N e w c o m e r s  in the  A d m i n i s t r a t i o n ,  f e e l i n g  
b u o y e d  up by  the  s u c c e s s  of the p r o g r a m ,  d e c i d e d  t h e y  m i g h t  s t ep  on 
the a c c e l e r a t o r  a l i t t l e  m o r e .  So, s t a r t i n g  in 1947, t h e y  e m S a r k e d  on 
the m u l t i l a t e r a l  n e g o t i a t i n g  m e t h o d .  At a m e e t i n g  in  G e n e v a  in  tha t  
y e a r ,  the G e n e r a l  A g r e e m e n t  on T a r i f f  and T r a d e  was  s igned ,  the so -  
c a l l e d  G A T T .  

If  we had  a p a r l i a m e n t a r y  f o r m  of g o v e r n m e n t ,  u n d e r  w h i c h  the  
C a b i n e t  was  r e s p o n s i b l e  to the  P a r l i a m e n t  o r  the  C o n g r e s s ,  t hen  I 
t h i n k  we would  a l l  h a v e  to s a y  tha t  we a r e  r e a l l y  m a k i n g  p r o g r e s s .  
But ,  u n d e r  the c i r c u m s t a n c e s ,  i t  is  a q u e s t i o n  w h e t h e r  the  c h a n g e  in 
d i r e c t i o n  in  1947 d i d n ' t  do as m u c h  h a r m  as good, b e c a u s e  in the v e r y  
s a m e  y e a r  (1947) in  w h i c h  the A d m i n i s t r a t i o n  e m b a r k e d  upon  a new 
and  a m b i t i o u s  p r o g r a m  of m u l t i l a t e r a l  n e g o t i a t i n g  wi th  a l a r g e  n u m b e r  
of c o u n t r i e s ,  C o n g r e s s  i n s i s t e d  tha t  an " e s c a p e  c l a u s e "  be  w r i t t e n  in to  
a l l  a g r e e m e n t s .  And l a t e r  on, two y e a r s  l a t e r ,  t h e y  p a s s e d  the  " p e r i l -  
po in t"  p r o v i s i o n ,  w h e r e b y  the P r e s i d e n t  m u s t  e x p l a i n  to C o n g r e s s  why  
he l o w e r s  the  duty if he goes  b e y o n d  a p r e d e t e r m i n e d  point ,  b e l o w  the  
t a r i f f  a g r e e d  upon  in the f o r m u l a .  So s i n c e  1947, t h e  A d m i n i s t r a t i o n  
h a s  b e e n  s p e e d i n g  up the  l o w e r i n g  of t a r i f f s ,  w h i l e  C o n g r e s s  k e e p s  
t e l l i n g  the A d m i n i s t r a t i o n  to "go  s low.  " E v e n  the  D e m o c r a t s  j o i n e d  
the  R e p u b l i c a n s  in  th i s .  

In  1951, w h e n  the D e m o c r a t s  w e r e  s t i l l  in  c o n t r o l  of C o n g r e s s ,  the  
" e s c a p e  c l a u s e "  w a s  w r i t t e n  in to  the  l e g i s l a t i o n  i t s e l f .  The  p a r a l l e l i s m  
ks too c l o s e  to be  a c c i d e n t a l .  

C o r d e U  H u l l ' s  p h i l o s o p h y  has  not  b e e n  a d h e r e d  to.  His  i d e a  w a s  
tha t  i f  you  d r ip  w a t e r  s l o w l y  on a r o c k ,  you wi l l  w e a r  a ho le  t h r o u g h  
i t  e v e n t u a l l y .  He n e v e r  c o m p r o m i s e d ,  not  o n c e .  I have  h e a r d  h i m  
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t e s t i f y  b e f o r e  the Ways  and M e a n s  C o m m i t t e e .  He knew e v e r y  ang le .  
He knew e v e r y  m e m b e r  of the c o m m i t t e e  p e r s o n a l l y .  T h e y  t r i e d  to 
m a k e  h i m  c o m p r o m i s e ,  but  he f l a t l y  r e f u s e d  to c o m p r o m i s e ,  

S ince  1947, C o n g r e s s  has  b e c o m e  a l a r m e d  and  so  have  the peop le ,  
b e c a u s e  t h e y  f e e l  tha t  the A d m i n i s t r a t i o n  is  l o w e r i n g  a l l  du t i e s  w i t h :  
out  r e g a r d  fo r  the  c o n s e q u e n c e s .  W h e t h e r  i t  is  b e i n g  done c a r e f u l l y  
o r  not  I don ' t  know.  I know it is  b e i n g  done m o r e  r a p i d l y .  I n s t e a d  of 
a d r i p p i n g  of the  w a t e r  then ,  it  i s  a b ig  c a s c a d e  now. 

A lot of things have happened since 1948. The escape clause has 
been strengthened. Sometimes I think that the Trade Agreements Act 
today is being used as much as a protectionist device as it is as a de- 
vice for liberalizing trade policy, because of the operation of the es- 
cape clause provision. 

In 1950, as  you m a y  r e m e m b e r ,  C o n g r e s s  e n a c t e d  the s o - c a l l e d  
" C h e e s e  A m e n d m e n t "  to the D e f e n s e  P r o d u c t i o n  Act ,  w h i c h  s t a t e d  that ,  
in  o r d e r  to m a i n t a i n  the d o m e s t i c  d a i r y  i n d u s t r y  at  a l e v e l  w h i c h  in the 
op in ion  of the S e c r e t a r y  of A g r i c u l t u r e  is n e c e s s a r y  f o r  the d e f e n s e  
e f fo r t ,  he m a y  invoke  a l i c e n s i n g  s y s t e m  on i m p o r t s  of c h e e s e  and 
o t h e r  d a i r y  p r o d u c t s .  We a r e  now on a fu l l  l i c e n s i n g  b a s i s  wi th  r e g a r d  
to the i m p o r t a t i o n  of c h e e s e .  So when  we poin t  o u r  f i n g e r  at  t h e s e  
o t h e r  c o u n t r i e s  f o r  t h e i r  n a u g h t y  b e h a v i o r ,  we shou ld  r e m e m b e r  tha t  
we Live in a g l a s s  h o u s e  too.  We have  in f ac t  a qui te  e l a b o r a t e  quo ta  
s y s t e m  in  th i s  c o u n t r y .  E v e n  though the  quotas  a r e  p a r t  and p a r c e l  of 
o u r  a g r i c u l t u r a l  p r o g r a m ,  they  a r e  quan t i t a t i ve  t r a d e  r e s t r i c t i o n s ,  
none the  le s s ° 

E y e r y  c o u n t r y  in the w o r l d  h a s  a r e a s o n  f o r  i m p o s i n g  t r a d e  r e -  
s t r i c t i o n s .  The  on ly  t r o u b l e  is ,  we look  upon o u r  own r e a s o n s  as  
l e g i t i m a t e  and  o t h e r  c o u n t r i e s '  r e a s o n s  as  phony .  It i s  so m u c h  e a s i e r  
to do it th i s  way  than  to a n a l y z e  the th ing  on the b a s i s  of h o n e s t  s e l f -  
a p p r a i s a l .  

Foreign countries are looking at us with their tongue in their cheeks. 
If you have noticed some of the cartoons by Herblock, you know what I 
mean. The other day he had one showing a motorcycle going full steam 
ahead, with the tariff boys in the drivers seat, going fast, the President 
facing backward in the rear seat reading a book on free trade, and the 
poor little public wondering what it is all about. In concrete cases we 
seem to be disposed to cave in to the people who want favors from 
Government. 
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L e t  m e  c i t e  as  an  i l l u s t r a t i o n  th i s  r e c e n t l y  adop ted  H. R. 1, w h i c h  
is  the e m b o d i m e n t  of s o m e  R a n d a l l  C o m m i s s i o n  r e c o m m e n d a t i o n s ,  w h i c h  
t h e m s e l v e s  w e r e  c o m p r o m i s e s .  About  a y e a r  and a ha l f  ago,  the R a n d a l l  
C o m m i s s i o n  was  appo in t ed .  It c o n s i s t e d  of s e v e n t e e n  peop le ,  r a n g -  
Lag a l l  the way  f r o m  R i c h a r d  S impson ,  Dan  Reed ,  and S e n a t o r  M i l l i k e n ,  
a l l  a r d e n t  p r o t e c t i o n i s t s ,  to s u c h  d e c i d e d  f r e e r  t r a d e r s  as  J e r e  C o o p e r .  

T h e i r  job w a s  to c o m e  up wi th  p o l i c y  p r o p o s a l ,  and  t h e y  did.  
F o u r t e e n  out of the s e v e n t e e n  a g r e e d .  The m o d e r a t e  p r o t e c t i o n i s t s  
a g r e e d  wi th  the f r e e  t r a d e  peop le .  The  only  ones  who h e l d  out w e r e  
M e s s r s . ,  M i l l i k e n ,  Reed ,  and S i m p s o n .  The  m a j o r i t y  p r o p o s e d  a r e -  
duc t ion  of the  d u t i e s  of 15 p e r c e n t  {not 15 p e r c e n t a g e  po in t s  but  15 p e r -  
cen t )  o v e r  a p e r i o d  of t h r e e  y e a r s .  I~ was  l ike  t ak ing  a kni fe  and 
p e e l i n g  a po t a to  v e r y  th in ,  If e v e r y  duty  w e r e  to be  l o w e r e d  15 p e r -  
cen t ,  the e f f e c t  upon  f o r e i g n  t r a d e  wou ld  be p r a c t i c a l l y  n e g l i g i b l e .  

A l s o  i n c l u d e d  in  the R a n d a l l  Commission r e c o m m e n d a t i o n s  was  a 
p r o p o s a l  t ha t  d u t i e s  c o u l d  be cu t  by 50 p e r c e n t  on goods  e n t e r i n g  the 
c o u n t r y  in n e g l i g i b l e  quan t i t y  o r  not  at a l l .  Th i s  p r o v i s i o n  w a s  e l i m i n a t e d  
by  the Sena t e .  

It was  a l s o  p r o v i d e d  in the R a n d a l l  r e c o m m e n d a t i o n s  tha t  du t i e s  
in  e x c e s s  of 50 p e r c e n t  c o u l d  be  l o w e r e d  to 50 p e r c e n t .  Some  du t i e s  
a t  tha t  t i m e  w e r e  as  h igh  as 100 o r  125 p e r c e n t ,  and  e v e n  336 p e r c e n t  
on s p e c t a c l e s  and e y e g l a s s e s .  

So we r e a l l y  now have  two t a r i f f  p o l i c i e s - - t h e  A d m i n i s t r a t i o n ' s  
p r o f e s s e d  p o l i c y  of  l o w e r i n g  d u t i e s  to i n c r e a s e  t r a d e ,  and the  p o l i c y  of 
C o n g r e s s ,  w h i c h  is  not to i n j u r e  any  one by  t a r i f f  r e d u c t i o n .  

In  f o r e i g n  a id  we have  done a p r e t t y  good job, as w i t n e s s e d  b y  the  
M a r s h a l l  P l a n ,  UNRRA,  P o s t w a r  Aid to U n d e v e l o p e d  C o u n t r i e s ,  FOA,  
the U n i t e d  N a t i o n s ,  and e c o n o m i c  and s o c i a l  o r g a n i z a t i o n s  l ike  W o r l d  
H e a l t h  and ILO.  Yet  the  i n t e r n a t i o n a l  t r a d e  i s s u e ,  w h i c h  we h a v e  not  
ye t  f a c e d  s q u a r e l y ,  i s  the  v e r y  k e y s t o n e  of the  a r c h  of i n t e r n a t i o n a l  
r e l a t i o n s .  

Wha t  c a n  we do? T h e r e  a r e  at l e a s t  s e v e r a l  f o r m u l a s  tha t  have  
b e e n  p r o p o s e d .  L e t ' s  t ake  the  s i t u a t i o n  of J a p a n .  J a p a n  c a n  p r o d u c e  
m a n y  th ings  at l e s s  c o s t  t han  we,  owing  to l o w e r  w a g e s .  

H o w e v e r ,  to t a lk  about  a s m a l l  c o u n t r y  l ike  J a p a n  u n d e r c u t t i n g  the 
U n i t e d  S ta t e s  e c o n o m y  as a who le  is  r a t h e r  r i d i c u l o u s .  I t  i s  l ike  s a y i n g  

15 



tha t  the b e e h i v e  on the m o u n t a i n  top c a n  t h r o w  the  e f f i c i e n t  b e e h i v e  in 
the v a l l e y  out of b u s i n e s s .  It d o e s n ' t  m a k e  s e n s e .  On s p e c i f i c  c o m -  
m o d i t i e s ,  t r o u b l e  a r i s e s  b e c a u s e  the w a g e  r a t e s  in J a p a n  a r e  so low.  
But,  in  the v a s t  m a s s  of m a c h i n e - m a d e  goods  J a p a n  c a n n o t  c o m p e t e  
a g a i n s t  U. S. i n d u s t r y .  

Why c a n ' t  we th ink  up s o m e  f o r m u l a  w h e r e b y  we c o u l d  i n c r e a s e  
i m p o r t s  f r o m  J a p a n  on a p l a n n e d  b a s i s  ? We don ' t  have  to cu t  the 
du t i e s  on a l l  t e x t i l e s  in  o r d e r  to le t  s o m e  J a p a n e s e  t e x t i l e s  c o m e  in.  
In  fac t ,  we had  an a r r a n g e m e n t - - a  " g e n t l e m a n ' s  a g r e e m e n t " - - w i t h  
J a p a n  ju s t  p r i o r  to the w a r  w h e r e b y  J a p a n  v o l u n t a r i l y  r e s t r i c t e d  h e r  
e x p o r t s  of co t t on  t e x t i l e s  to the U n i t e d  S t a t e s .  

S e c o n d l y ,  we c o u l d  have  a s y s t e m  of t a r i f f  r e g u l a t i o n s  s u c h  as  we 
a l r e a d y  have  with  r e s p e c t  to c e r t a i n  f i sh  and d a i r y  i t e m s  f r o m  C a n a d a .  
We have  l o w e r e d  the duty on f i sh  and on w h o l e  and d r i e d  m i l k  u n t i l  
i m p o r t s  r e a c h  a c e r t a i n  amoun t ;  then  the duty  r e v e r t s  to i t s  f o r m e r  
l e v e l .  We c o u l d  do the s a m e  th ing  wi th  J a p a n  on th ings  tha t  don ' t  now 
c o m e  f r o m  Japan ,  s u c h  as t y p e w r i t e r s  and p o w e r  l a w n - m o w e r s .  It 
i s  not  now w o r t h  the  e f f o r t  f o r  t h e m  to ge t  in to  the m a r k e t ,  b e c a u s e  b y  
the  t i m e  t h e y  l e a r n e d  to m a k e  good t y p e w r i t e r s - - a n d  t h e y  c o u l d - - s o m e -  
one wou ld  c a u s e  the  e s c a p e  c l a u s e  to be  i nvoked ,  and t h e y  would  be  
lef t  out on a l i m b .  

But  we c o u l d  t e l l  J a p a n  tha t  we w i l l  l i m i t  t h e m  to 5 o r  10 p e r c e n t  
of the A m e r i c a n  m a r k e t  on t y p e w r i t e r s ,  not  a f r e e  m a r k e t ,  bu t  tha t  
we wi l l  do no th ing  to keep  out  t h e i r  i m p o r t s  u n t i l  t h e y  get  up to th i s  
p e r c e n t a g e .  F i v e  p e r c e n t  of the A m e r i c a n  m a r k e t  is  a t r e m e n d o u s  
a m o u n t  to J a p a n ,  p r o b a b l y  as  m u c h  as t h e y  c o u l d  p o s s i b l y  sh ip .  We 
a r e  a b ig  m a r k e t .  We a r e  a b ig  c o u n t r y  and t h e y  a r e  s m a l l .  By  o u r  
do ing  a l i t t l e  bi t ,  we c a n  be  do ing  a lot  f o r  t h e m ,  in  g iv ing  t h e m  an 
o p p o r t u n i t y  to get  in to  o u r  m a r k e t  up to a l i m i t e d  d e g r e e .  

Now, s o m e  such  f o r m u l a  would  be  p o s s i b l e .  No e f f o r t  has  b e e n  
m a d e  to th ink  of a n y t h i n g  o t h e r  than  the old p r o t e c t i o n i s t  v e r s u s  f r e e  
t r a d e  f ight .  

Some  peop le  m i g h t  s a y  tha t  th i s  wou ld  v i o l a t e  the m o s t - f a v o r e d -  
na t i on  po l i cy ,  to w h i c h  we have  a d h e r e d  s i n c e  i923 .  My a n s w e r  is ,  
"So w h a t ? "  Is not  the p r o b l e m  i m p o r t a n t  enough  and un ique  enough  to 
w a r r a n t  a s o l u t i o n ?  We a l r e a d y  give  p r e f e r e n c e  to Cuba  and the  
P h i l i p p i n e s .  If the c o u n t r i e s  of the f r e e  w o r l d  shou ld  d e c i d e  tha t  b e -  
c a u s e  the J a p a n e s e  s i t u a t i o n  i s  un ique ,  p o l i t i c a l l y  and m i l i t a r i l y ,  as 
w e l l  as  e c o n o m i c a l l y ,  a u n i q u e  s o l u t i o n  is  in o r d e r ,  what  wou ld  be 
w r o n g  wi th  it  ? 
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A n o t h e r  p o s s i b l e  so lu t ion ,  p r o p o s e d  by David  McDona ld ,  who was  
a m e m b e r  of the  Randa l l  C o m m i s s i o n  and who is  P r e s i d e n t  of the 
U n i t e d  S t e e l W o r k e r s  Union,  is fo r  s o - c a l l e d " a d j u s t m e n t  a s s i s t a n c e S "  In 
c a s e s  w h e r e  i m p o r t s  h u r t  i n d u s t r i e s  whose  p r o d u c t i o n  i s  n e c e s s a r y  
in  the l ight  of the i n t e r n a t i o n a l  s i tua t ion ,  if t hey  can  d e m o n s t r a t e  tha t  
t h e y  have  b e e n  hur t ,  the F e d e r a l  G o v e r n m e n t  wi l l  s t ep  in  and, not  
s u b s i d i z e  t h e m ,  but  he lp  t h e m  get  in to  new l i n e s  of work ,  a r r a n g e  fo r  
b u s i n e s s  loans ,  supp ly  s u p p l e m e n t a r y  u n e m p l o y m e n t  c o m p e n s a t i o n ,  
e tc .  

I want  to end  up on th is  no te :  F o r e i g n  t r a d e  is  i m p o r t a n t ,  not  jus t  
e c o n o m i c a l l y  f r o m  the  point  of v i e w  of the U n i t e d  Sta tes ,  but  f r o m  the 
poin t  of v i ew  of a s t r o n g  f r e e  w o r l d  and o u r  own s u r v i v a l .  It, t h e r e -  
fo r e ,  has  t r e m e n d o u s  p o l i t i c a l  o v e r t o n e s ;  and we s e e m  to be  do ing  
p r e c i o u s  l i t t l e  to f ace  up to i t .  

We n e e d  not  be  a s h a m e d  of what  we have  done d u r i n g  and  s i n c e  the 
war .  Wins ton  C h u r c h i l l  s a id  that  the  M a r s h a l l  P l a n  was  the " m o s t  
u n s o r d i d  ac t  in h u m a n  h i s t o r y .  " I th ink  we have  done a m a r v e l o u s  job, 
but  not  m a r v e l o u s  enough.  We m u s t  r e c o g n i z e  the i n t e r n a t i o n a l  e c o -  
n o m i c  ob l i ga t i ons  that  have  b e e n  f o r c e d  upon us .  

DR. HUNTER:  A l l r i g h t .  F i r s t  ques t i on .  

QUESTION: Doc to r ,  r e c e n t l y  t h e r e  has  b e e n  a c o n s i d e r a b l e  e f fo r t  
on the p a r t  of s o m e  C o n g r e s s m e n ,  and, I think,  the A d m i n i s t r a t i o n ,  to 
u s e  s u r p l u s  a g r i c u l t u r a l  c o m m o d i t i e s  by s e l l i n g  t h e m  and c r e a t i n g  
c r e d i t s  in  f o r e i g n  c o u n t r i e s  and u s i n g  those  c r e d i t s  to bu i ld  m i l i t a r y  
f a c i l i t i e s  fo r  the A m e r i c a n  f o r c e s .  I c a n ' t  be  c o n v i n c e d  ye t  that  we 
ca n  go v e r y  f a r  wi th  that  wi thout  u p s e t t i n g  the w o r l d  f r e e  m a r k e t  f o r  
t h o s e  s a m e  c o m m o d i t i e s .  W h a t  is  y o u r  op in ion  on tha t?  

DR. P I Q U E T :  It has  s o m e  of the c h a r a c t e r i s t i c s  of b o o t - s t r a p  
e c o n o m i c s .  It i s  p r o v i d e d  in  the  law that  i t  m u s t  be  done so  as "no t  
to i n t e r f e r e  wi th  the n o r m a l  c h a n n e l s  of p r i v a t e  o p e r a t i o n .  " 

It has  v e r y  l i m i t e d  u s e f u l n e s s .  It i s  one of t h o s e  th ings  tha t  sound  
a t t r a c t i v e .  If you s e l l  s u r p l u s  c o m m o d i t i e s  fo r  sof t  c u r r e n c y ,  wh ich  
the  law p r o v i d e s ,  you a r e  u s u a l l y  d i s p l a c i n g  what  would  be  o t h e r w i s e  
done  in  the  n o r m a l  c h a n n e l s ,  a l m o s t  i n e v i t a b l y .  I t h ink  that  i t  is  p r e t t y  
m u c h  a p o l i t i c a l  o p e r a t i o n  and not a v e r y  p r o m i s i n g  s o l u t i o n  to any 
e c o n o m i c  p r o b l e m .  
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QUESTION: Dr .  P ique t ,  a f t e r  r e a d i n g  our  a s s i g n m e n t  o v e r  the 
w e e k - e n d ,  I c a m e  in th is  m o r n i n g  an a r d e n t  f r e e  t r a d e r .  Now I am 
not  so  s u r e .  You t a l k e d  about c o n d i t i o n s  that  m a d e  the  law of c o m -  
p a r a t i v e  advan t age  w o r k  we l l  in  the e a r l y  19th c e n t u r y ,  but  wh ich  a r e  
not  so  app l i cab l e  todey;  but  you d idn ' t  e l a b o r a t e  f u r t h e r .  Could  you 
g ive  a l i t t l e  m o r e  de ta i l ,  so  I m a y  m a k e  up m y  m i n d ?  .... 

I po in t ed  out, f i r s t  of all ,  tha t  one of the  a s s u m p t i o n s  DR. P I Q U E T :  
o r  p r e m i s e s  tha t  p r e v a i l e d  in the  19th c e n t u r y  was  a p e a c e f u l  w o r l d .  
We don ' t  have  that  now. Secondly ,  in  the 19th c e n t u r y ,  c o n d i t i o n s  
w e r e  " p u r e l y  c o m p e t i t i v e . "  T h e y  d idn ' t  have  l a r g e  e c o n o m i c  c o m -  
b i n a t i o n s  of p r o d u c e r s .  T h e r e  w e r e  a l a r g e  n u m b e r  of s m a l l  m a n u -  
f a c t u r e r s  and a r t i s a n s ,  and the m a r k e t  p l ace  d e t e r m i n e d  the p r i c e .  
It was  an a u t o m a t i c - e q u i l i b r i u m  type of e c o n o m y ,  w h e r e a s  today  we 
h a v e  l a r g e  a g g r e g a t i o n s  of c a p i t a l  in  the f o r m  of m a m m o t h  c o r p o r a t i o n s .  
On top of that  we have  c a r t e l s  tha t  cut  a c r o s s  n a t i o n a l  b o u n d a r i e s .  
S o m e t i m e s  c o r p o r a t e  e n t i t i e s  a r e  so  b ig  tha t  t hey  e v e n  t r a n s c e n d  na -  
t i o n a l  b o u n d a r i e s .  T h e r e  was  no th ing  l ike  th i s  p r i o r  to the 20th C e n -  
t u ry .  Then ,  too, t h e r e  a r e  g o v e r n m e n t  c o n t r o l s  on a g r i c u l t u r e .  W o r l d  
t r a d e  in  a g r i c u l t u r e  is f a r  f r o m  b e i n g  open and c o m p e t i t i v e .  It i s  
g o v e r n m e n t a l l y  d o m i n a t e d  and g o v e r n m e n t a l l y  c o n t r o l l e d .  You have  
m i n i m u m  wage  l aws  and social s e c u r i t y  of a l l  k inds .  The  e c o n o m i c  
o r g a n i z a t i o n  is  qui te  d i f f e r e n t  f r o m  what  i t  u s e d  to be .  It i s  no l o n g e r  
a p u r e l y  c o m p e t i t i v e  s y s t e m  on a s e l f - e q u a l i z i n g  b a s i s ,  b a s e d  on  s e l f - .  
i n t e r e s t  o p e r a t i n g  in  the  m a r k e t p l a c e .  Old A d a m  Smi th  sa id ,  " I f  you 
jus t  le t  p e o p l e  a lone ,  t h e y  wi l l  w o r k  th is  out wi thou t  g o v e r n m e n t  inte~'-  
f e r e n c e . "  It would  be as  if an i n v i s i b l e  hand  w e r e  gu id ing  t h e m .  But  
tha t  i n v i s i b l e  h a n d  today  does  s o m e  funny t h ings .  

QUESTION: T h e  old b a s i c  law is  s t i l l  t h e r e ,  i s n ' t  i t ?  

DR. P I Q U E T :  The logic  is  t h e r e .  G iven  the  a s s u m p t i o n s  tha t  I 
m e n t i o n e d ,  th i s  log ic  of the  b e e h i v e s ,  i t  s e e m s  l o g i c a l  to m e ;  but  i t  
i s  not  u n a s s a i l a b l e .  It i s  j u s t  p l a in  o r d i n a r y  deduc t ion ,  l i ke  two and 
two m a k e  four .  It is  s i m p l e  m a t h e m a t i c s .  But,  as wi th  any m a t h e m i t -  
i c a l  p r o p o s i t i o n ,  d e m o n s t r a t i o n s  in t e r m s  of d e d u c t i v e  a r g u m e n t s  or  
log ic  a r e  no b e t t e r  than  the a s s u m p t i o n s .  

QUESTION:  Doc to r ,  the  C a n a d i a n  d o l l a r  ha s  kept  up i t s  v a l u e  
t h r o u g h o u t  the  wor ld ,  s i m i l a r  to o u r s .  Would  you c o m m e n t  on the 
m a j o r  d i f f e r e n c e  in the C a n a d i a n  t a r i f f  p o l i c i e s  and  o u r s  ? 

DR. P I Q U E T :  T h e y  a r e  not so  v a s t l y  d i f f e r e n t .  Canada  is  p a r t  
of the B r i t i s h  c o m m o n w e a l t h  s y s t e m ,  but  she  is  s t i l l  m o r e  c l o s e l y  
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g e a r e d  to us  in  s o m e  r e s p e c t s  t han  she  is  to G r e a t  B r i t a i n .  She is  
not  a L e m b e r  of the  s t e r l i n g  b loc ,  in o t h e r  w o r d s ,  She is  a m e m b e r  
of the a o l l a r  s y s t e m .  

T h e  r e a s o n  why the C a n a d i a n  d o l l a r  has  b e e n  so s t r o n g  is  b e c a u s e  
the C a n a d i a n  e c o n o m y  has  b e e n  s t r o n g .  The C a n a d i a n  e c o n o m y  has  
b e e n  a b o o m i n g  e c o n o m y .  As a m a t t e r  of fac t ,  s u c h  f o r e i g n  i n v e s t -  
m e n t s  as  we have  t o d a y  a r e  v e r y  l a r g e l y  in C a n a d a .  I t h ink  tha t  i s  the 

s i m p l e  a n s w e r  to y o u r  q u e s t i o n .  

QUESTION:  I, too, am th ink ing  of o u r  a g r i c u l t u r a l  s u r p l u s e s  and  
o u r  s t o c k p i l e  p r o g r a m .  Would  you  c a r e  to d i s c u s s  the e c o n o m i c s  of 
i n t e r n a t i o n a l  t r a d e  u n d e r  c o n d i t i o n s  of b a r t e r ,  w h i c h  is  e n g a g e d  in  b y  
m a n y  c o u n t r i e s ,  p r i n c i p a l l y  the Sovie t  U n i o n ?  

DR.  P I Q U E T :  I don ' t  know ju s t  wha t  you want  m e  to s a y  on tha t ,  
b e c a u s e  the b a r t e r  s y s t e m  is  a c r u d e  s y s t e m  and one tha t  i s  a m a k e -  
sh i f t  f o r  a m o r e  r e f i n e d  s y s t e m .  

Nobody  l i k e s  th i s  b a r t e r  s y s t e m .  Nobody  l i k e s  th is  c o n t r o l l e d  
s y s t e m .  We w o u l d  a l l  l ike  to go b a c k  to the 19th c e n t u r y  s y s t e m .  But  
I w o u l d  l i ke  to a m e n d  wha t  I s a i d  about  th i s  b e i n g  the b e s t  s o l u t i o n  to 
the c u r r e n t  p r o b l e m ,  to th i s  ex t en t :  We m u s t  not  s top  p u s h i n g  f o r  the  
r e s t o r a t i o n  of s o m e  s o r t  of w o r l d  e c o n o m y ,  But  we c a n ' t  wa i t  u n t i l  
we get  i t .  

B a r t e r ,  a t  be s t ,  i s  a m a k e s h i f t .  I n t e r n a t i o n a l l y  i t  wou ld  be  a lot  
e a s i e r  t han  it  wou ld  be  a m o n g  o u r s e l v e s .  E v e n  if I w e r e  d e a l i n g  in  
p o t a t o e s  and you w e r e  d e a l i n g  in c a b b a g e s ,  it  w o u l d  be  d i f f i cu l t  f o r  us  
t o  f ind  s o m e b o d y  who  w a n t s  to b a r t e r  c a b b a g e s  f o r  p o t a t o e s .  But  in -  
t e r n a t i o n a l l y  t h e r e  c a n  be  a lot  done by  th is  b a r t e r  s y s t e m ,  in the w a y  
o[ e x c h a n g i n g  one c o u n t r y ' s  s u r p l u s  p r o d u c t s  fo r  t h o s e  of a n o t h e r .  We 
did th i s  r e g a r d i n g  co t ton .  We e x c h a n g e d  c o t t o n  f o r  r u b b e r  s o m e  y e a r s  
ago,  as  you  w i l l  r e m e m b e r ,  to the a d v a n t a g e  of bo th  p a r t i e s .  

I w o u l d  ha t e  to t h ink  of the  w o r l d  not  b e i n g  ab le  to do anything 
b e t t e r  t han  to r e l y  upon  the b a r t e r  s y s t e m ,  howeve r~  But ,  if  we 
c o u l d  h e l p  J a p a n  by  b a r t e r i n g  s o m e  c o t t o n  f o r  s o m e  J a p a n e s e  m a n u -  
f a c t u r e d  goods ,  I w o u l d  be  a l l  f o r  i t .  I a m  f o r  a n y t h i n g  tha t  w i l l  a c t u a l l y  
h e l p  d e v e l o p  m a r k e t s .  Bu t  it  i s  a c r u d e  way  to go about  i t .  

QUESTION: Doctor, I have two questions. On this great surplus 
of cotton, wheat, butter, and everything, I want to put it a little more 
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b l u n t l y  and a s k  you,  What  do you as a p o l i t i c a l  e c o n o m i s t  t h i n k  w i l l  
h a p p e n  to t h e s e  s u r p l u s e s ?  T h e r e  is  going  to have  to b e  an a n s w e r .  

DR. P I Q U E T :  You don ' t  wan t  a p o l i t i c a l  e c o n o m i s t ;  you wan t  a 
s o o t h s a y e r .  I lef t  m y  c r y s t a l  b a l l  h o m e  th i s  m o r n i n g .  I c a n ' t  p r e d i c t  
wha t  i s  go ing  to happen .  

I s u p p o s e  tha t  what  you a r e  r e a l l y  a s k i n g  m e  i s  wha t  i s  the  s o l u t i o n  
to th i s  a g r i c u l t u r a l  p r o b l e m  that  ha s  b e e n  wi th  us  f o r  a long  t i m e .  It  i s  
not  a new p r o b l e m .  It has  b e e n  wi th  us  s i n c e  the  t w e n t i e s  and e v e n  
e a r l i e r .  T h e r e f o r e ,  as  so  m a n y  e c o n o m i s t s  h a v e  p o i n t e d  out,  i n  ag -  
r i c u l t u r e  we don ' t  have  the a u t o m a t i c  a d j u s t m e n t s  tha t  we have  in i n -  
d u s t r y ,  e v e n  u n d e r  a p u r e l y  c o m p e t i t i v e  s y s t e m .  

Some  of m y  own r e l a t i v e s  w e r e  f a r m e r s .  T h e y  d i d n ' t  have  a l l  
t h e s e  a g r i c u l t u r a l  c o n t r o l s .  My u n c l e  wou ld  l i s t e n  to the  r a d i o ,  h e a r  
tha t  t h e y  w e r e  go ing  to have  a b u m p e r  c r o p  of p o t a t o e s  o v e r  in New 
J e r s e y ,  and what  did he do?  Did  he p lan t  l e s s  p o t a t o e s ?  No, b e c a u s e  
he  knew he was  go ing  to m a k e  l e s s  p e r  b u s h e l .  T h e r e f o r e ,  he  p l a n t e d  
m o r e l  

But  the a g r i c u l t u r a l  p r o b l e m  in i t s e l f  is  a g g r a v a t e d ,  b e c a u s e  t h e r e  
is  no p l a c e  f o r  the f a r m e r  to go. F a c t o r i e s  d o n ' t  a t t r a c t  h i m ;  he  s t a y s  
on the land .  T h e n  on top of that ,  you have  th i s  m e c h a n i z a t i o n  of the 
l a r g e  f a r m s ,  w h i c h  m e a n s  the Ht t le  f a r m e r s  a r e  e v e n  h a r d e r  put t han  
t h e y  w o u l d  be  o t h e r w i s e .  

I c a n ' t  a n s w e r  y o u r  p r o b l e m ;  I w i s h  tha t  I cou ld .  

QUESTION:  Do you th ink  the J a p a n e s e  w i l l  be c o n t e n t  to m a r k e t  
t h e i r  output  in  the f r e e  w o r l d  m a r k e t ,  o r  do you  th ink  it w i l l  be  n e c e s -  
s a r y  f o r  t h e m  to r e s u m e  t r a d e  wi th  Red  C h i n a ?  

DR.  P I Q U E T :  Tha t  is  a n i ce  q u e s t i o n .  Of c o u r s e  we a l l  r e a l i z e  
tha t  the  l o g i c a l  m a r k e t  wou ld  be  S o u t h e a s t  A s i a ,  m o r e  so  than  the  
m a i n l a n d .  But  I n d o n e s i a  and  tha t  who le  a r e a  is p r e t t y  p o o r .  E v e n  if 
we w e r e  to wa i t  f o r  a P o i n t  F o u r  type  of d e v e l o p m e n t  to w o r k  out,  we 
wou ld  have  to wa i t  a long  t i m e  b e f o r e  S o u t h e a s t  A s i a  b e c o m e s  a r e a l  
m a r k e t .  T h e r e f o r e  R e d  C h i n a  i m m e d i a t e l y  l o o m s  up.  

I t h ink  if we w e r e  to w o r k  wi th  o u r  own b u s i n e s s m e n  and  wi th  the 
J a p a n e s e  C h a m b e r  of C o m m e r c e  in New Y o r k ,  and wi th  J a p a n e s e  
b u s i n e s s m e n ,  we c o u l d  m a k e  a c o n s i d e r a b l e  dent  in th is  p r o b l e m  
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w i t h o u t  h i t t i n g  t h e  v u l n e r a b l e  s p o t s  i n  t h e  A m e r i c a n  e c o n o m y .  I w o u l d  
t r y  to  e n c o u r a g e  i m p o r t s  i n  t h e s e  l i n e s  w h e r e  w e  a r e  s t r o n g .  T h a t  i s  
w h y  I m e n t i o n e d  t y p e w r i t e r s .  I f  t h e r e  i s  one  b i g  a s s e t  w h i c h  t h e  J a p -  
a n e s e  h a v e  i t  i s  t h e i r  a b i l i t y  t o  m i m i c  a n d  to  c o p y .  T h e y  c a n  p r o d u c e  
f i n e  m e r c h a n d i s e  i f  t h e y  a r e  e n c o u r a g e d  a t  i t .  I t  s e e m s  to  m e  i m -  
p o r t a n t  t h a t  we  e n c o u r a g e  t h e m .  I d o n ' t  t h i n k  we  h a v e  to  go  on  an  a l l -  
o u t  f r e e  t r a d e  b a s i s  w i t h  t h e m ,  b u t  s o m e t h i n g  c a n  b e  d o n e  e v e n  w i t h i n  
t h e  f r a m e w o r k  of  a p r o t e c t e d  A m e r i c a n  m a r k e t .  

Q U E S T I O N :  A s  a m a t t e r  of  n a t i o n a l  d e f e n s e ,  t h i s  q u e s t i o n  o f  i n -  
t e r n a t i o n a l  t r a d e  l o o m s  u p .  B e f o r e  t h e  w a r  I w a s  ou t  on  t h e  W e s t  
C o a s t  a n d  s a w  s h i p s  c a r r y i n g  o i l  a n d  s c r a p  s t e e l  t o  J a p a n ,  a n d  I u s e d  
to  w o n d e r  w h e t h e r  t h i s  w a s  a s m a r t  t h i n g  f o r  t h e  c o u n t r y  to  do .  

D R .  P I Q U E T :  We  go t  i t  a l l  b a c k - - u n f o r t u n a t e l y . '  

Q U E S T I O N :  W h e n  t h e  w a r  c a m e ,  I k n e w  t h a t  i t  w a s n ' t .  I h a v e  a 
f e e l i n g  t h a t  v~hen we  t r a d e  w i t h  a n o t h e r  c o u n t r y ,  we  a r e  l i k e l y  t o  w e a k e n  
o u r s e l v e s  a n d  s t r e n g t h e n  t h a t  c o u n t r y .  W o u l d  y o u  c a r e  t o  s a y  w h e t h e r  
t h a t  i s  c o r r e c t  ? 

D R .  P I Q U E T :  I w o u l d  s a y  i t  i s  i n c o r r e c t .  

Q U E S T I O N :  In  t h i s  p a r t i c u l a r  c a s e  c o u l d  y o u  d i s c u s s  t h e  s i t u a t i o n  
w i t h  J a p a n  in  1938  a n d  19397  

D R .  P I Q U E T :  L e t  u s  b e  v e r y  f r a n k  a b o u t  i t  h e r e .  Y o u  f e l l o w s  h e r e  
f o u g h t  a g a i n s t  J a p a n .  T o d a y  we  c a l l  J a p a n  o u r  a l l y .  

We  c a n ' t  m a k e  t h i n g s  t h e  w a y  w e  w a n t  t h e m  in  t h i s  w o r l d .  We  
h a v e  to  c h o o s e  b e t w e e n  a l t e r n a t i v e s .  W h i c h  i s  w o r s e - - o r  b e t t e r - - t h a t  
we  s h o u l d  w e l c o m e  J a p a n  i n t o  t h e  f a m i l y  o f  f r e e  n a t i o n s  a s  a n  e q u a l - -  
o r  t h r o w  h e r  i n t o  t h e  l a p  o f  C o m m u n i s t  R u s s i a  a n d  R e d  C h i n a ?  I t  i s  
t h e  l e s s e r  o f  t w o  e v i l s .  T h a t  i s  m y  a n s w e r  to  t h e  q u e s t i o n .  

Of  c o u r s e ,  i f  we  f i g u r e  t h a t  J a p a n  i s  g o i n g  t o  b e  f i g h t i n g  a g a i n s t  u s  
a g a i n ,  we  a r e  f o o l s  to  b e  s e n d i n g  h e r  s c r a p  i r o n  a n d  o i l .  B u t  i f  w e  
f e e l  t h e r e  i s  a c h a n c e - - a n d  i t  i s  a c a l c u l a t e d  r i s k  t h a t  we  a r e  t a k i n g - -  

t h a t  i f  s h e  d o e s  r e - a r m ,  a n d  i f  we  t r e a t  h e r  f r i e n d l y  t r a d e - w i s e - - g i v e  
h e r  a b r e a k  a s  an  e q u a l - - s h e  w i l l  b e  o u r  a l l y ,  t h e n  I w o u l d  s a y  t h a t  
t r a d e  i s  a l l  t o  t h e  g o o d .  

But you can't take an ideal situation. The world isn't built that 
way. So I dontt think we have much choice. 

21 



QUESTION:  D o c t o r ,  you h a v e n t t  c o m m e n t e d  on the  r o l e  of f o r e i g n  
b ids  u n d e r  ou r  c o m p e t i t i v e  b i d d i n g  s y s t e m .  We w e r e  qui te  e m b a r r a s s e d  
by  th is  b id  on t h e  g e n e r a t o r s  r e c e n t l y ,  w h e r e  E n g l a n d  got the  low b id  
but  did not  get  the  r e w a r d .  Would  you c a r e  to c o m m e n t  on s o m e  of the 
p r o b l e m s ,  o r  on the  p r o p e r  r o l e  of f o r e i g n  b idd ing ,  in  o u r  c o m p e t i t i v e  
b i d d i n g  s y s t e m  ? 

DR. P I Q U E T :  You open  up a who le  new s u b j e c t ,  w h i c h  I d o n ' t  
have  t i m e  to t ouch  upon.  I wou ld  Like to d i s c u s s  i t  p r i v a t e l y  wi th  s o m e  
of you ,  o r  e v e n  pubLicly if you  want  m e  to.  

I h a p p e n  to have  a t t e n d e d  s o m e  m e e t i n g s  of the  e l e c t r i c a l  t r a d e ,  
i n c l u d i n g  a B r i t i s h  e l e c t r i c a l  c o m p a n y  and s o m e  of the A m e r i c a n .  The  
c h a n c e s  a r e  tha t  if t h e r e  w e r e  no c o n t r o l s ,  the a m o u n t  of b u s i n e s s  tha t  
the B r i t i s h  e l e c t r i c  i n d u s t r y  o r  the Swiss  would  ge t  in  th is  c o u n t r y  
would  be  qu i te  s m a l l ,  b e c a u s e  the r e a l  b a r r i e r  to the i m p o r t i n g  of t h o s e  
goods  is  not the " B u y  A m e r i c a n "  p r o v i s i o n .  It is  a d i s p o s i t i o n  on the 
pa~t  of A m e r i c a n  e n g i n e e r s  to p r e f e r  A m e r i c a n  e q u i p m e n t .  T h e r e  is  
a n a t u r a l  b a r r i e r  in tha t  r e s p e c t .  

R e a l l y ,  it  i s  a p a t h e t i c  th ing  tha t  the A m e r i c a n  e l e c t r i c a l  i n d u s t r y  
has  to r e s o r t  to t a c t i c s  l ike  th i s ,  b e c a u s e  i f . t h e r e  is  any one i n d u s t r y  
in the U n i t e d  S t a t e s ,  nex t  to the  a u t o m o b i l e  i n d u s t r y ,  tha t  ought  to  be  
able  to s t a n d  up b y  i t s e l f ,  it  i s  the e l e c t r i c a l  m a n u f a c t u r i n g  i n d u s t r y .  
It j u s t  so  h a p p e n e d  tha t  t h e s e  g e n e r a t o r s  w e r e  t a i l o r - m a d e  jobs .  We 
don ' t  have  a c o m p a r a t i v e  a d v a n t a g e  i n  tha t  f i e ld ,  l ike  we do on r u n - o f -  
t h e - m i l l  e l e c t r i c  i t e m s .  T h e r e f o r e  the B r i t i s h  and  the  Swis s  have  a 
f ine  c h a n c e  to get  in, b e c a u s e  t h e s e  a r e  t a i l o r - m a d e  t h ings .  

The  only  a r g u m e n t t h a t  r e a l l y  ho lds  any  w a t e r  i s  the n a t i o n a l  d e f e n s e  
a r g u m e n t - - i n  c a s e  of an e m e r g e n c y ,  ge t t i ng  t h e  e q u i p m e n t  r e p a i r e d .  
The  a n s w e r  of the B r i t i s h  e l e c t r i c  i n d u s t r y  to tha t  i s  tha t  the  C a n a d i a n  
e n g i n e e r i n g  c o m p a n i e s  c o u l d  r u s h  the p a r t s  and r e p a i r  the e q u i p m e n t  
j u s t  about  as  f a s t  as  the p a r t s  c o u l d  be r u s h e d  f r o m  Ohio  o r  New Y o r k  
o r  f r o m  any p l a c e  in the U n i t e d  S t a t e s .  

But  i t  i s  a b ig  s u b j e c t ,  and th is  is  a th ing  tha t  ha s  b e e n  b l o w n  up 
w a y  out of p r o p o r t i o n  to i ts  i m p o r t a n c e  in  the  i n d u s t r i a l  s c h e m e ,  as 
I s a i d .  

QUESTION:  Would  you c o m p a r e  the e f f e c t  of f r e e  t r a d e  on o u r  
i n d u s t r i e s  and  the n a t u r a l  c h a n g e s  tha t  wou ld  o c c u r ?  
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DR. PIQUET: I a m  not qui te  s u r e  what  you  m a e n .  Do you  m e a n  
wha t  e f f ec t  go ing  on a f r e e  t r a d e  b a s i s  would  have  ? 

QUESTION:  Y e s .  

DR. P I Q U E T :  I w i l l  g ive it to you as of 1951, when  I put  i t  in  m y  
book  "Aid ,  T r a d e ,  and the T a r i f f . "  I took 80 p e r c e n t  of a l l  i m p o r t s  
in to  the  U n i t e d  S t a t e s ,  du t i ab le  i m p o r t s ,  and a s k e d  th is  h y p o t h e t i c a l  
q u e s t i o n :  What  wou ld  h a p p e n  if we w e r e  to s u s p e n d  t a r i f f  d u t i e s  a l t o -  
g e t h e r  ? 

On the  b a s i s  of t h o s e  80 p e r c e n t  of the du t i ab le  i m p o r t s  in to  the 
c o u n t r y  in  1951, a s s u m i n g  tha t  the  e c o n o m i c  c o n d i t i o n s  Would r e m a i n  
as  t h e y  w e r e ,  and tha t  i t  would  be  a t e m p o r a r y  s u s p e n s i o n  only ,  and 
if  we p r o r a t e d  the 80 p e r c e n t  o v e r  the r e m a i n i n g  2 0 - - t h e r e  w e r e  a lot  
of " i t s ,  " - - I  found tha t  the  ful l  i m p a c t  of the s u s p e n s i o n  of the du t i e s  
wou ld  p r o b a b l y  be  to i n c r e a s e  the i m p o r t s  by  a l i t t l e  l e s s  t han  two 
b i l l i o n  d o l l a r s  at  the m a x i m u m ,  and p r o b a b l y  a l i t t l e  l e s s  t han  one 
b i l l i o n  at the m i n i m u m .  

The  t a r i f f  is  not so  v i t a l  a p a r t  of ou r  e c o n o m i c  p r o g r a m  that ,  if 
i t  w e r e  to be  a b o l i s h e d ,  it  would  r e s u l t  in  a f lood of i m p o r t s .  Not at  
a l l .  But  in  c e r t a i n  l i n e s  it m i g h t  be h a r d  on c e r t a i n  peop l e ,  l ike  the 
f u r - f e l t  ha t  peop le ,  the  c u t l e r y  peop le  up in New E n g l a n d ,  the  w o o l  
p r o d u c e r s  in the w e s t e r n  p a r t  of the U n i t e d  S ta t e s ,  the c a t t l e  p r o c e s s o r s ,  
and the b i c y c l e  m a n u f a c t u r e r s .  It  m i g h t  be h a r d  on t h e m .  

But  t h e s e  a r e  " p i n - p o i n t s "  in the  A m e r i c a n  e c o n o m y .  In  to ta l ,  the 
i m p a c t  wou ld  be  v e r y  s l i gh t .  T h e r e f o r e ,  I would  s a y  tha t  if we w e r e  to 
do th i s ,  it  wou ld  p r e c i p i t a t e  t r o u b l e  in c e r t a i n  p a r t s  of the c o u n t r y  tha t  
a r e  m o r e  v u l n e r a b l e ,  n o t a b l y  New E n g l a n d  and  W e s t  V i r g i n i a - - p l a c e s  
tha t  a r e  not  on t h e i r  toes  e c o n o m i c a l l y ,  not  a d a p t e d  to the e n v i r o n m e n t .  
In  W e s t  V i r g i n i a  you have  coa l ,  w h i c h  is  a s i c k  i n d u s t r y ,  and  h a n d -  
b l o w n  g l a s s w a r e ,  bo th  of w h i c h  a r e  v e r y  v u l n e r a b l e  to i m p o r t  c o m p e t i t i o n .  
You have  toys ,  wh ich  a r e  v u l n e r a b l e  to the J a p a n e s e .  You have  p o t t e r y  
and d i s h e s ,  w h i c h  a r e  v u l n e r a b l e  to B r i t i s h ,  G e r m a n ,  and  J a p a n e s e  
i m p o r t s .  W e s t  V i r g i n i a  is  s i c k  e c o n o m i c a l l y ,  b e c a u s e  i t  h a p p e n s  to be  
p r o d u c i n g  goods  on the low end  of the e f f i c i e n c y  s c a l e .  I don ' t  m e a n  
tha t  the  m a n a g e m e n t  i s  i n e f f i c i e n t ,  but  the  e n v i r o n m e n t  i s  not  s u i t e d  to 
t h e m .  

So, the i m p a c t  on o u r  a g g r e g a t e  n a t i o n a l  e c o n o m y  wou ld  be  s l i gh t .  
But  in c e r t a i n  l o c a l i t i e s  i t  would  be  p r e t t y  h igh .  Th i s  is why it  s e e m s  
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to m e  tha t  w h e n  we c o m e  to s t i m u l a t e  i m p o r t s ,  we ought  to t r y  to d i -  
v e r t  the i n c r e a s e s  in i m p o r t s  away  f r o m  v u l n e r a b l e  a r e a s .  Why  l o w e r  
du t i e s  on W e s t  V i r g i n i a  g o o d s ?  T h e r e  a r e  lo t s  of o t h e r  i m p o r t s  tha t  
we c a n  e n c o u r a g e ,  s u c h  as a u t o m o b i l e s ,  w h e r e  the c o m p e t i t i o n  w o u l d  

not  h u r t .  

DR. H U N T E R :  O u r  t i m e  has  r u n  out .  

D r .  P i q u e t ,  I t h ink  it  is  sa fe  to s a y  tha t ,  a f t e r  l i s t e n i n g  to one of 
y o u r  l e c t u r e s ,  l i fe  i s  n e v e r  qui te  the s a m e  a g a i n  on the  i n t e r n a t i o n a l  
e c o n o m i c  f ron t .  On b e h a l f  of the C o m m a n d a n t  and a l l  of us ,  t h a n k  you  

v e r y  m u c h .  

\ 
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