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THE U, 5, FOREIGN ECONOMIC 1"OLICY

22 March 1860

ME. SANDIFER: The logical place to start a study of economic
capability for international conflict is a review of the current U, &, econ-
omic foreizn policy, Thia will eatablish a point of reference both for an
appraisal of the economic capability of the United “tates and of the capa-~-
bitity of other countries.

1find by way of comparison that the variely and breadts of the exper-
isnce and training of our speaker this porniag are aboul comparable to
those of the scope for his speeen--and that is saying a good deal. I never
realized until I looked &t this scope yesterday how mucn could be com -
pressed into 2-1/2 Unes: 5na analyeis and appraisal of the major features
and guidiag principles of our forei;n economic policy; objectives; niethods;

accomplishiments; and fatlures since 1945, So that I thiak that a whole

speech could be made on any one of the words that are contained in that scope,

Mr. Mamtin's reputation at the Slate Depariment, as far ag my exper-
ience soes, has always been for knowledgeability on any subject with whiceh
ne is charged and a cepacity for & clear and concise presentation of that
subject.

it zlves me a great deal of pleaszure to introduce ny old collea jue
in the Departivent, Mr., Edwin M. Martin, who iz the Deputy Assigtant

Secretary of State for Tconomic Affaira.




ME, MARTIN: Mr. Sandifer, General, Students: It is a plessure
to come back here arain. I remember with s great deal of satisfaction
the pleagant time that I had here about & year ago. It is ons of the most
receptive audiences one can have, and at the samxe tice one of the moet
challenging.

I view both of the nature of the audience and the breadth of the sub-
ject, as described by Mr, Sandifer, I f{eel a little nervous abeut approach-
ing it, having been back in the Departroent looking at the field of economic
colicy in this broad scope for only a couple of months now, But I will try
to touch on swalp?;i:::. at least, that are coatained in the summary, and
leave it 1o you to probe and question for things I may miss in which you are
interested.

I m:ay say ! always get up with a little bit of nervousness to speak on
an econemlc subject, or to be introduced on an econowic subject, after
the experience 1 had the firet tinte | was speaking in Englmd’. The Chairman
of the rceeting, before introducing me, told a zood story he had apparently
heard and thought wag appropriate. It concerned a youny economics pro-
fessor who had just been employed by the University of London to aelp or
the program of what they call External Examivations, under which they give
advanced degrees just on an examination, without course work. The
Director of the External Program gave him as his firat assignment the

drawing up of the examinstion questions in econoun:ics for the Fh, D. degree.
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In order to help hirn with it he gave him & nalf-dozen pets of previous
years' exam questions to indicate the general degree of difficulty that
taey wanted to achieve,

The chap went off and caroe back in a day. ‘The supervisor was very
surprised. He thought it would take a couple weeks at least to zet a good
set of questions. He asked, What are youa doing here? ' The chap anawered,

O, I've got the gquestions for your examination. = Well, this is really
surprising. Let's see them:, thowgh. = He started to look theu: through
and a puszled expression came on his face. He maked, 'Do you have the
questions I gave you of past years® examns? ' The chap said, Sure.

‘Let me see they:. MHe started thun:bing through them, .k, ' he said,

‘fust as I thougzht, These are {he same questions we zave last year. Tais
will never do, ' The young chap sald, 'Oh, that's all rignt, sir. Don't let
it bother you. The answers are different this year.

feonomice does change rapidly, and eur economic foreign policy
changes rapidly--but [ hope not quite that rapidly. I is, Ithiok, a fairly
complex field for & variety of reasons, To start off with, we have two jobs
in the field of econotmic foreipn policy. One is 10 promote the economic
interests of the United Siates and- of its people and its busineas eaterprise.
This involves a variety of different kinds of intereats--manufacturers,
lookiny for raw materials; exporters, seeking markets; ircporters, trying
to find products they can seil to ~merican consuwiers; the consurmars them-
selves, wno have interest in a wide variety of goods from around the world;
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investors, who want to invest abroad and want conditions which will safe~
puard their invesinvent; and labor, which has interests of its own {u very
wany facets of the problens, including the imports from low-~wage coun-
tries. 411 of these must sowehow be pulled together aid their interests
reflected in a conerent econoxic foreia policy.

Second, however, sconomic foreiyn policy must be so wanaged ae to
support political foreizn policy. In a basic sense, I think the ultinate
obiectiver of our overall foreign policy are political, in termas of estab-
lishing relationships with other conntries and their peoples which will
pron:ote the peace and security of the United States and U, 8. fundamental
security interests avround the world,

1 think there i3 sometimen & tendency to exagserat ¢ the importance of
economic factors in this regard, but they are, nevertheless, of great

i portance.,

%5 a regult of trying to meet all of these interests, ! find that econemic

foreign policy tends to be an exercise, even more than most eiements of
sovernicent, in seeking compromises between conflicting approaches and
wointa of views. Just to start out in the basic econonic fleld, we have to
¢ ompromige beiween what we would tike to do angd the resources that are
avatlable to do {t. Thig is particularly, of course, prominent in the field

of economic assistance, wheres we bave short resourees of rooney and,

even nmiore mportant, Itaink, of personnel who are capable of carrying out

4




technical assistance programs. 5o that we muat tailor our prograns to
the aveilabilities,

we wust also, ian the straight economic field, try to find not only com:~
promises between the interests of, sey, importere and exporters, or
consuners and nanufacturers, or investors and labor, but to add sor e~
what to the cop:plexity it {3 not always easy to interpret woat the interests
of any one particular group are. HNot only do we fiave representations
rade by conflicting interests withia a gimilar group--for example, receatly

we had a group of people in the office from one branch of the U. 5. shipping

industyy which was vigorously opposed to a proposed bill which would require

that 530 percent of all oil imported into the United Siates should cowe in Ul &,

bottow:s, @ bill proposed by another branch of the U. &. sbippiag industry-—~
but even beyond this we have other depart:ents of our Governneat whe feel
that they have gpecial responsibitities with respect to certain branches of
econon ic activity and feel that they know bast what, say, the farmers want
or labor wants or business wants,

£ that the State Department finds itsel a focal point between {he
pressures directly from various branches of economic life and branches
within branches, but alsc from the various parts of the Government itself,
To por-¢ extent it has becon: e necessary 10 try t0 work out n.eansg by waica,
above the “tate Departmment, in the White House itself, some of these pres-
sures can be reconciled through aveh organizations as tae Commn:ittee on
Foreign Ecenomic Iolicy, chaired ‘by Mr. Rmdolph.



For example, just to cite a faw specifics in this, heyond m shipping
field, iz the aviation field there is a constant tug of war in cur avistion
aegotistions between the domestic airiines, who to not wish to have foreiga
com:petition on their domestic routes, and the foreign airlines, who want to
aave concessions made on such routes, in order to get in returr concesglons
in their foreizn operations. Wwe have a real conflict in connection with oil
quotas themselves between the biz oil companies, who have foreizn inter-
ests and want to have oil imported, and the independent oll producers in
this country, without foreijm interests, under whose influence and the
influence of other factora we have established guolas on im-ports of foreign
oil,

These are just a few examples of the kinds of conflicts between whicen
com promises wust be found in the economic field per se. COnce one gets
beyond the United Statee, one must ook at the economic interests of for-
eign countries, bHecause our foreign economic policy can be only partially
effective if it s puided solely by the interesis of U. &, economic forces.
we must take account of the foreizn interesis because we wust reach agree-
mest, in most cases, with foreign countries. This is obvious, for example,
in the cage of tariff neyotlations under GATT, where we ¢an g&ek concegaions
fron: foreign governments for tariff rates on commn:odities we would Like to
export, but we can't secure those concessions unless we are willing to offer
son:ething that they would like to have,

Tne same thing, of course, is truc in c¢onnection with the aviation
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awgotintions to which I referred. What we can get for U, &, interests
depends upon what the foreign govermments want and what we can sive
then: on their own part. They are all still sovereign overunents which
wunt be satiafied ia terme of their own economic interest ,

With respeet to foreizn investments, we are constantly {rying to work
out treaties and other arrangemeats to improve tae climate for U, %, for-
eign investment abroad, but in every cage this involves neyotiation with
the foreign country, which is anxions to protect the inttreat‘s of its own
business commanily, jiat 3% we are looking after the interests of ours.

o that, again, we find ourselves in a position of tryisz to work out
cotnpromise pogitions which, to the maxiviun: degree possible, accon:plish
the objectives which are souzat by our own economic interests by recoynizing
that other people have gimilar pressures bekind therm, and that we must rake
some kirds of concessione to satiafy them in order to get what we want,

Even beyond thia, we, of course, r:ust, in these negotiations on various
econon. ic points, be appreciative of the political inspact of what we do. We
had a case just last week involving 2 very strong pressure {ron. within this
Govermment to sell a large quantity of rice wader the v, .. 430 surplus
disposal prozran: to India. Things were going alcmg_ very well until we
Fuddenly discovered that o nezotiation to aell rice to India was in the mwiddle
between Thailand and India, The Theiland government is one of our ztaunch
political supporters in Southeast Agia, and their feeling was that, if we

aold the rice to Indis, India would not buy from Thailand, and we would be




responsible. This was a politically unsecceptable situation, and we slowed
up our aegotiations with India and got an assursnce fron: the Indlan govern-
ment, which could be made kaown to the Thailand goverament, that the
purchases they were making frow the United States were not in s guantity
to satisfy their total requirern:ents, that they were still interested in nego~
tiating with Thailand, and that the conditions, which probably will cause
tnose negotiations to fail, sad been decided upon by India before we offered
then. rice. I don't know whether the Thailanders will believe thias laiter,
but we canp only hope that they will,

This i just one recent small example of the wa r in which carryiang
out a program which is in the interest of the U. 5. econvmic pressures and
is alno helping the Indians to feed their people, which we are also interested
in doiag from: a foreign pelicy standpoint, ran {nto conflict with & streng
political iaterest elsewhere.

Throuyhoui our aid prograx: we are continually havisg to look at pro-
posals to give ecm)'iomic aid, both as between countiries and for particulsr
purposee within cowtries, not solely in terms of the economic factors but
iz tern s of the politicil interests involved. 1 think one of our great prob-
leris is the dejree to which, in handling economic aid of various kinds, we
are under pressure from governn ents in power to do things which in their
judgrent will be politically popular and will help then: remain in power.
#'e, of course, nearly always have various political tiings we would like

from the yoverna:ent in power, and it is a great ten:piation to do favors
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for then: with our geonomic aid. in the hope that they will do favors for
ug in various polilical spheres, a temptation which also leads us, I think,
down & very tricky path in terms of supporting the ine  against the outs,
jugt becauge the ing are in a position to do favors for us, and settlng our-
selves associated with the ina” with the tendency that when the ‘outs  gei
iato power, if they do, they will be anti-U. 5. This is, I think, one of the
woat difficult tightropes that we have to walk in haudling our economsic aid,

We had another case just & weck or 50 age, We nave been fignting very
aard to zet gupport at 8 law-of-the-gea conference which is being held cur~
rently in Geneva, e need support badly, iargely for security reasons,
for -retatning_ a fairly narrow concept of territorial waters. It waz made
clear to us by the Dominican Hepublic, of all peaple, that their vote in
the law-of-the-wea confereance would be influenced by our willingness to
underiake a P.i. 459 sale of some surplus food (o then:. 1 think in the
{inal analysis we decided that this was no thire to show apecial favoritism
to the Uon:inican goverument even if a possibie law-of-the-ses vote could
he secured, Dut this ip the kind of a compromize decinion that presenis
us constantly with difficulties.

Another type in the economxic aid field which is alwayz a problem
and with which we have been wrestling in the last 4 or 3 days is the fact
that in our operation of economic ald we feel thet the private-enterprise
syster:, waich has done a0 well by us, is one which other countries could
well copy. #e try in every way we can io use our ecenomic aid to promote
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the development of a private-eaterprise economy in thewe legs developed
countries, In many of them, nowever, without our background, they do
not have this devotion to private enterprise, and they do have a shortage
of privaie capital, 5o that many things in terms of bigger types of projecis
can probabiy/zgdertaken only if the government takes the initiative and
suppliea the capital and yets things done; so that there is a much wider
concept of what is appropriate for the soverament to de, We are constantly
faced with difficult decigions as 10 whether or not our aid should be used
to help finance, in the public sector, prajects which, as far ag we are
concerned in the United &t-tatoe.;':uuld be quite inappropriate to do in the
public pector. #e have iried to keep nur position flexible on this, feelins
that, while we can propagandize and educate and try by exan.ple to show
ther: the advantages of private enterprise, our aid would lose its basic
political purpose in tern:s of influencing the fundamentsl orientation
between the Soviets and ourselves in these countries if we make it condi-
tiocnal upon doing everytiing exactly our way., Our maia parpose is o see
that they do things in a way which they decide themaselves, {ree frox out-
side dictation.

So that here again we are frequently making compronises between
what we would lke to do and what, in the circumatances of larger polit-
ical objactives; seemp appropriate in ihe case at point, 48 i say, over

the weekend we have been wrestling with a problers just like this in the

case of a fertilizer plant for India, which they wanted to do as one part
10




of & program in the public sector and we were very reluctant to have done
in the public gector, because fertilizer production just ian't the sort of
thing that we think iz appropriate for a government plan,

‘Within tae frarework of this general situstion with respect to having
to compromise oul our policies in a wide variety of situations, I'd like
1o talk a little bit about the current majer trend of economic foreign pol-
icy that we are working on today. It is dictated by the fact thet, s we
see it, we are in a period of rather important change in the world economic
climate, Zome tine in the pasi £ or 3 years, we think future historians
will decide, the postwar reconstruction period ended and & new world
econorric period started., What they will neme it, I ean’t say, but it is
a new situation, The postwar period was characterized by 8 major effort
to restore the war-damaged and disrupted economies of Europe and Japan,
and the Hoviet Union as well. The U. £, was the major source of snﬁply.
particularly of capital goods butI:fhr:any types of consumer goods for the
world fa general. There was ao place else you could jet them in any sub-
stantial quantitice or with prompt delivery. By the san:¢ token, everybody
wanted to ypend nrore dollars than they had, Everybody was short of dol-
lars, and we had a rvasgive aid program in order to zive ther: doliars to
n:eet the so-called dollar gep and enable them to pui'chun rainimutn secess~
itiez in the United States. Wwe also encouraged then: to comdrol their imports
fror: the dollar area in order to conserve their dollars for really essential
reconsiruction goods, and not wasie themn on, a8 we said, Cadillacs
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and aylon steckings.

Xow, in the last 2 or § years this situation hos completely chanpged.
Betweeu the end of 1955 and the end of 1958 the {ree world, outaide the
United Stlates, increased its holdings of yolden dollsrs about 40 percent,
or about $1} billion. The U, 4. decreased its gold stock by about §2
billion, or about 10 percent. In 1853 and 1950 the deficlt thet the U, &,
nad on its balence of payments was in the order of $3.5 billion. Italy,
coe of the poor countries of Europe, to whieh we had to give & great deal
of Jarshall Flan help, now has the third largest jyold stock in the free
world--gomething over %3 billion of golden dollar assets, hard currencies.
Gerwany's stock runs close to 3§ billion. The Netherlands and Belgiam
have 21.5 billion., These are figores which are enoreous in retation to
the trade thnt a gold balance is supposed to have to finance.

The U. %. does not feel that, despile its enormcous zold stoecks, waich
are still about £19 billion, we cac continue to have a deficit on our balance
of paymients of in the order of $3. 5 hillion, or saything like that figure,
for an indefinite period. Consecquently, our foreign policy moves, in the
proadest sense, have been dictated by the necessity for bringing this defi-
cit iocreapanablex into ressoaebdle bounds and accomplishiag over the years
to come & reascaable equilibriumm in our balance.

Basically, thiz deficit has resulted fromw the faci that, as the manufac-
turing capacities of these war-dumuged countries have been restored with
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our help, and as we have achieved the objectives of the Marshall Plan,
they are now able to meet their own requirmcn&a from their own produc-
tion, they are able to be yood conipetitors wilth the U, 5. in third markets,
and they have besn able even, with cur sscouragement and guidance, to
sell more and more in the U, &, market, As a result, the surplus of our
exports of goodas over our licports of goods has alimoat disappeared, In
the past thie was the woney, this surpius, thst we uged for the some ¥3
billion that we gpent abroad for our military forces; for the large private
investmenta abroad, of 32 or$3 billion a year for the past few yoars; big
investmcents encouraged by the progperity abroad and the markets that
nave been found there; tourist expenditures, over $2 billion last year,
211 of these things are drains on our balance of payn:ents which we feel
the Ualted States, on the whole, must keep up and canaot restrict in &ny
substantisl degree. Wé cas prune some edges off here and there, but we
can't make & roajor change there.

it has seenmied to us alpo that it was not right to try to make a wajor
change through reducing our Lports. Restrictionist policies on our part
in this field would only be {oliowed by counter measures on the part of
other countries, a genersl restriction of world trade, a zeneral slow-up of
the rate of econom:ic growth and expansion, and that, both in terms of the
interegis of our conasumners and in terms of cur power position vig-a-vis

the Sovist bloe, this restrictionist policy would be a mistake,

Therefore, our emphasis has been on finding ways and means to increase
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our exports and to restore the surplus in our trade that we had before,
Thers are 5 or & measures I would like to refer to that we are pursuing
o this end at the present time. Basic, of course, iz the anti-inflation policy
to which President Eiseahower has devoled &0 much attention, Unless we
can restrain the domestic prices within this country, we cannot be in a
position to sell our exports abroad effectively. I think we nave made resl
progress on tais, both in holding down on price increases and in securing
a balanced hudget with a aurplus next year., All of this helps to keep our
prices competitive, because, at the sarme tine, same of our principal
competitors abroad are experiencing inflationary pressures and taeir
prices are going up, If we can stand still we can gain.

Heecoud, we have insisted to our pariners all around the world that our
toleraice of their discriminatory quotas against exports from the United
“tates, which were appropriate in the period of doliar shortage, is no
longer appropriate and that these digeriminatory quotas must be ren oved.
This is a change in point of view which is not epay for their peoples to
rwake, just as it is ot sasy for us to realize that we are now on the ghort-
age gide. But we nave made very great progress iu this respect, and
asurly every country which had diseriminatio®mgainet us has done a great
deal to remwove them. On the whole, the remaining dizcriminations ave
largely i the agricultural field, where political pressures, as we know,
tend {0 be particularly great on the free movement of goods,

There are a few cases, [taly and Germaay, for example, where there
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are still important restrictions on manufactured goods, but we are keep-
ing pressure on them heavily to reduce those remaining quotas,

Now, to take advantage of the prosperity around the world and of the
removal of these discriminations, we feel it ia in:perative that the Smer-
ican busineas comaunity wake up to tae fact that, in the overall interests
of the United States, they must pay n:ore atiention to exports and put asome
time, energy, ingenuity, and skill into finding markets for their goodsa
abroad, designing their goods to sell in foreign rarkets, and getting out
and restoring U, &. exporis to their previous position,

There are some things the Governcient ¢can do to help with this, and
the President announced lagt week & program to this end, Baaiecally, how-
ever, the business carpmunity must do the job, and we can only help around
the edges with additional personnel in our missions abroad, additional inter-
est on the part of cur ambassadors and others in this task, some specisl
export credit guarantes arrangercents which the Ex~Trn Bank will extand
for short-term export transactions, and & few other things like these.

This is the third messure which we are pushing,

Fourth, we grew concerned in the late fall about the battle which was
0ing on between ihe Six and the Seven in Europe--the Common Market and
the Cuter Free Trade Area. It acemad to ug thet there was no basis on
whieh the two could get together, and there were large groups on koth gides
who were anxioug to get together, except on an exchange of mutaal coa-
cessions 10 the exclusion of the rest of the world, including the U. &, We
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did not want ther to make an agreement which would prejudice U. 5.
opportunities 1o sell in their marketn. We also wanted (0 keep the pres-
gure on both gjroups to have as liberal pelicies toward the outside world
as possible and to sccompany their internal tariff reductions with son.e

cuts in their external tarifis,

Consequently, alter a year or more of the aands-off attitude, we decided

that we had hetter be in on the show and be ian 2 position frow. inside to
influence the negotintions between them, Therefore, in January, at our
proposal, it was agreed to get up a trade committee of 20 countriee, in
which we are o member, to work oz this problem. We algo agreed to
jook at a new orgmnization to replace the OEEC in which we and Carade
would be full members, hoping that by both of these means we would be in
a better position to influence their trade policy and attitudes toward U, 5.
exports as well as accomplishing certain other purposes which are not
directly relevant,

Fifth, we hnve heen incresasingly concerned about the problem of
what some people call low-wage ingorts which probably should be tech-
nically callied low-cost ircports, Tae principel case, of course, up io
now has been Japaa, but Hong Koag has been inereasingly s threat in this
regard, The probiem has been accentuated by the fact that the Japanese,
for ezample, have experted almost entirely, or very largely, to the U, S,
and to Canada, among the industrialized countries, and in a fairly narrow
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range of goods. The result oas been 10 swawmip some U. 5. industries.
‘Ae have tried, as short-ters messures, to work out veluntary export
guotar which the Japanese would impose, and we are now working with
the Hon, hong goverament on some similar arrangement, ®e have also
pressed the Suropeas countriss, which now have these large goiden dol-
lar surpluses, to take more Japanese goods, and they are deoing this.
Most of them still have fairly tight quots arrangements agrinat Japanese
axporis, e feel they now have the ressrves to be abie to buy more from
Japan, and this would be spreading the load a bit and taking the Japanese
atteation away a litile bit fron: the U. 2. market. We have not made too
ruch progress with this, slthough there are fmportant Germaa-Jjapanege
negotiations going on at the rmoment which may help somewhat,

This ig 2 problen., however, which eannot be solved on a long-term
bagis by ressures such as these, and it is not just & Japanese~Hong Kong
probier:, Iam afraid. 1 think that there is a general difficulty hera
reguiring gon:e kind of a compron ize solution, because the less Jeveloped
areag zenerally, asg their econemic developmment progresses, will be yetting
rmore and rore into manufacturing operations, and will be intereated {n finan-
cing more and more of their developn:eat by their own earnings rather than
by outside assistance, They will want, and we will want, that they repay
the loane that have been ziven them. We doubt whether they can do so solely
by exporting {oodstuffs and primary commaodities--raw materixis~--tnat woald
aot be com:petitive with us,
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S0 that we must expeet over a fairly vids area to have low-cogt,
low-wage goods which will be sesking an eniry iato our markets Qmi for
which we would like to find st least some narket here in order to enable
then: {c earn their way a little more than they have been abie to do wp to
Ao,

At the same time we don't want to have our indugtries and our wegze
standards threatened bv these imports. 3o last fall Mr. .Dﬂtma in a
GATT meeting in Tokyoe deseribed this problsm as a general one, and
persuaded the /A TT (0 zet up a conmitiee to ¢cme up with proposals
for resolving it, This will be a difficult task, to find a fair and equitable
means ior compromising hetween the intereats of the industrislived, high-
wage couniries and the developing low-cost, low~wage countries who want
to gell wore to us,

But it does seem to ug that we n:ust approach the prodblen: from e broad
international standpoint and that now is not too sariy to try to seek a sclu-
tion ta it, As [ say, success will be difficelt, and no system will be easy
to operate, PBut we feel we roust seek an answer to this problen:.,

Laztly, we have gone with inereasing urgsncy io the countries that
hmve now become richer and have surplus and have urged thesn to take on
a larger shatre of the job of lendlag assistance to the less developed coun~
tries. It iz not that they nave been doing nothing, Last year they yave aid
in the order of a billion or a2 billlon and one«quarter dollars, but this was
to a very large extent to their colonial territuries, or once colonial
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territories~-now rapidly becoming independent, Too much of it was in
short-term money~~3 1o 5 years, or guarantess of private investiments -
of 3 to 5 years. Cur experience hés been that, when you make loans of
that size for bagic development in less developed countries, you mevely
creat & crisls wheun the 3 to 5 years are up, hecause nobody in that short
period will be ready to pay back the total investment made. Usurlly, when
there s a crisis, we are called upon to bail thew out.

This ie one of the major reasaons why last year we put the Development
Loan Fund primarily on & Buy America basis of tied loans, because, to ico
graat a degree, the Development Loan Fund wae being called upon, with its
untied money, to pay the Germansg for goods which they shipped to the less
developed countries on a 3-to-3-year basis, sad which the Germans, in
term:g of their balance of payments, were far better able than we to fiasnce
on a long-terw: basix, This was a means of pulting pressure.

Just an example of the kind of probler: we had, contrary, certainly,

10 the general tencr of the discussions of the developnent-agsiatance group
which we orzanized to work on tois problem, and which met two weeks ag0
here, we just learned over the weskend that an Anglo-Gerosan group is
negotiating with the goverament of Iran for & $150 o:illion five-year credit
to build a steel plant, Now, a five-year credit to build a steel plant alrcost

sny place ia financial nonsense. In Iran, which ie in a very difficuit finan-

cial situation, deapite itg ofl revenues, and which we are giving grant money

to and DLF money to pay local currency cosis which we are dolsag almost

18




nowhere slse, this rmakes o sense. It would certaialy be something we
would have 1o bail the Iranian government out on, This is apart {ron: the
question of whether a steel plant makes any sense. The geveral inspression
geer:s to be that the Iranian steel plant, if bullt, would be one of the highest-
cosi plants in the world.

And I am afraid we are rapidly getting into a sltoation in waich aay
self-respecting, independent country feels that, instead of having & ;reat
paluce or other means of show, it must have |et aireraft and & steel plant,
This i8 the sign that you are a mature country, and we are fighting off
steel plants all around the world.

This is a situation in which ! think we shall have to go to the German
and British yoveranments and say, This makes no sense. This wiil come
back o us. M you want to take oa & steel plant, whieh the [nternationsl
Baok and others have said is economically foolisn, you've jot to do it with
long~ters: moaey.

I don't think this program will perrmit us to reduce our foreign aid bill.
~¢ are ruaniay about $2 billlon, of which about $800 million alfects our
balance of payments by being spent abroad, I taink we will have 1o con-
tinue at this rate. With eigit countries, perhaps, becominy independent
this year, as againgt 15 over the last 11 years, every one of these coun-
tries feeling that, with independence, there omght to be A najor change
in their economic situation-~a very unrealistic exzpectation, but it existes~-~
and we feel we have to do something o at least give them a feeling of
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movement toward this goal--we have to do sowmething to wake then: fee}
that they have aome place to look other than the Soviet bloc for assistance,

even though we do not wiah to particularly compete directly but werely
to offer then: what we think is & reasonable assistance and let them make
their choice.

With all of this, we think we ought to get fron: other ceuntries of
Europe and Japan, over the next few vears, & lavel of asszistance which
iz really sour ! and reagonably lenz-ters:, some of it tn soft loans of
around the same emount as we are giving, say around 82 billion. | thirik
taere is a yoderate prospect of zetting it. One of tie grost difficultins
is that, in the countries with Um besat buhm-piyments sitwation, like
Germany and aly, you have a very heavy tax load already and you have a
ﬁry weak capital market {n which to borrow st the presont tie, Conge-
quently, it is difficalt, through any orthodex tismacial devices, to fiyi g
means for using the gold that is sitting in the vamuits 1o provide aid 1o
less developed areas. ‘There are no easy tricks, other than aellin: bonds
or raising taxes, and we have not yet perpuvaded the Germam--arlthaugh we
have told them fairly bluntly~-1 have done it miysel!, and others of us have-- tnat,
if they are going to do whnt they talk about, in term:s of being a leader in
this movement of helping the less developed countries, there is no easy
angwer in terwma of finding the funde. They have talked about, for exsmple,
uging the pm:dn frox: the sales of Volkswagen shares, which the gOvern«
went owng, and wanis to put in private hends, o provide the meney for aid,
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e don't turn this doewn, but this is & short-tern: expediont, Thinge
like this won't show up every year, Sooner or Iater thwy will have to
decide that this is an important purpose which justifies sacrifices. Wwe
pointed out that the PPreaident of this country has recently vetoed and taken
firn: stands agaiast politically very popualar measures to provide Federal
aid to education, Federal aid to combat water pollution, aid to sohools,
to noapitals, and to roads, but has insisted on just as much, if not a little
wore, for foreign aid, and that, until you are prepared to s:ake choices
of this degree of difficulty you will not have az adequate aid program which
ia commensurate with the poxition in the world youn are trying to ackieve,

We think that, if these countries do step up in thiz way and take their
share of the responsibility, a possible additional drains on our balance of
payments through a largely increased aid program caz be avoided, and
we chn operate our own program: in a way which will ake the most senae
in tern:s of U, &. economic interasts.

of the way in

Now, here are gix examples, with a little discussion of eaeh, /which
we are trying to tacklg in tlerma of expanding exports and expanding world
trade and world economic growih, the rather sharp change in our own posi-~
tion which hag come about in the last two yeara and has been reflected
primarily in a deficit in our balance of paymenta.

This iz the policy ai the present time, Thiz iy the program: we have
at tae present time. 1 think, wyself, that we have done a rather remarkable
job of adjusting cur own thinking and our owa policy to the new situation
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whicn developed fairly rapidly in the past couple of vears, e have not
only izade our changes but we have secured from the rest of the countries
of the world a rather aubatantial measure of respeci for what we have done
and myreemcent as to what we suzgest they should do. Agreement that they
snould do it and the actual taking of the steps are sormstines a little fay
apart in terme of getting public opinion and legislatures to go ahead, 1
think it 13 important that we, through our varioue channels of communica-

tion, eduiate our own public opinion on the fmportence of their coming to

the support of thia new altack and these new measures which we have adopted,

in order to be able to maimtain the atrength of the 2merican sconomy and
the Awerican deliar, which are not only important to our own sconor:ic
intereats but alao vital 10 our pelitical position as the leader of the aati-
Zoviet bloc in what is still & cold war,

There can be no question that the Soviets, not only ia terme of the
traditional Marxist doctrine, are lovking for economic collapae or decline
on the part of the capitalist countries, but also that our ability to s:anage
our econemic affaire #o as 10 continue to grow will have a great faspact
on the way in which the uncominitted countries choose to handle their awn
political and economic affairs,

{ think we have set our foot on a path which is in the right direction,
and it seems to me that we are thus fer getting the cooperation of the
Dupiness comwnunity and of other slements in the Government and the
Longress in order to carry out such a program: to wihat ! hope will be a
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successful conclusion.

The first measure of succens that we have seer ma been in the
preliminary estimates for the first quarter of tuls year, which suggeat
that, on an snnual bagis, the balanc ¢ of payments deficit for 1960, if
this trend is continued, will be about 21,5 bitlion less {han it »as last
year--in other words, out frow around $3. 7 billion to somewhere between
$2 and $2.5 billion, This would be major progress. I is aot encugh, but
it is major progress, and, If we can make this progress, thic is & good
stepping-stone 10 n:ove ahead, without hesitation, 10 a continued economic
growth and expansion of world trade, and a freeing-up of world exchanges,
which we think is imiporiant t0 what we are trying to do,

Thank you.

CAPTAIN BUBKY: 1 believe Mr, Martin is nov ready for questiozs.

QUESTION: I note fron youwr biography, Mr. Martin, that you just
returned from England, Why 18 if, sir, that the Englizh take such a mora‘
adairv-ant stand on these issues that concera their trade taan we seerm to do?
¥Yor instance, on the etectric mromr proposition there, their papers were
filled with it at the thne, and all tiwir editorials made it & subject, and
there was a great hnllabaloo, whereas, on something like ihis fertilizer
situation or the case of the steel n:ill in Iran we don't even read about it in
our papers,

MR, MARTIN! [ might say with respect to these iagt two poiste [
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don*t think any publicity has come out on thexns as yet. To iske the generator
cage, which had very little play in this country but wae, as you say, played
up in the British press quite widely, there are two or three reasons for
trig, One is the great importance which trade has for Britain., It is oot
Jjust & little bit of frogting on the cake as it tends to be regurded by many
SHmericans, representing 2 or 3 percent of our iacome. It is bread and
butier for the British; 1% percent of their income, or semething ke this,
comes fron: trade.

Secondly, they recall the fnet that we have, under the Marshall Plan
and elsewhereo, been urging them to get on the basis of trade, oot aid,
acd encournging them to find exports to the dollar ares so that we would
not have to yive thew our dollare as aid, They say, Then when we lind
an export we can sell to the doliar area, you alap » prohibition on us and
wor't et us sell it. ' This irks then:,

Tairdly, 1think you will alwayn find that .the prezs will play up a nega-
tive situstion more strongly than 3 positive oue. Ead scews always gets a
bigger ph?tm good news.

Lastly, st ihis particular time, there just &wm. by coincidence,

to be about & or 8 points of irritation with U, §, economic policy, some of

them justified and some aot, althowugh in Britain [ was defending us or almost -

all counts, At the same time that the electrieal geserator situation arose

thaere was aiso the problen: with the BOAC route te Tokyo; there was 3

problex: of a wool quota which the British were sure was turning the U, 5.
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r:arket over {0 the Japanese. We had hmut;:nd oil quotas which didn’t
affect Britain directly but did affect her Shell interasts in Venesuels,

and we bad instituted lead and zinc gquotas which didn't affect ner directly ‘
but did affect Australia and some of the Commonwealth, And I think many
of the people in Britam were sincerely afraid that in the reaction against

a recession and against some deficit in our balance of payments the U, &.
#a% turning away from a liberal trade policy toward a restrictionist trade
policy; that these were the bits of the ice berz showing above the surface,
reflecting underneath a firx: determination to move in the epposite direction
fror: that in which we had been wmoving, a direction which is essentisl for
Britain in terma of malaotaining her exports and imports. 5 free trading
aperation ig fairly lmoportant o her.

1 think nearly all of these matters have now died down and there is
better understanding. 1 suspect in the electrical zenerator case also the
autcry wag encouraged by the fact that there was wide public opinios in
this country whica sympathized with the British position,

QUESTION: Sir, can you explain how the Russians zet 8o much propa-
ganda mileage over the bare ilmited amount of exports, com:pared (o the
lin:ited propaganda mileage we get out of our large export business and
the VWestern Eurcpean export buainess to the underdeveloped countries 7

MR, MARTIN: 1 think it is a little hard to figure out how they do it.
Of course, as far as | an concerned, the propagands mileage that I see
1:0st sbout is that appearing in the U, . press. I think the U. S. press
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gives the Soviets a tremendous 1ot of publicity on this, whick bas an
jmpact on all of ug, because it is a new thing snd & threatening thing,

and bad news, and bad news 1s better for press coverage than good news,
Ceonsequently, when the U, &, makes a loan t0 & country, thiie is routine
businessy. We are doing it every day., @'hen the Soviets woake a loen to a
country, this is a new developroent, & new move in, a new threat, and this
ig a front~page story.

4 second reason, however, is that the Soviets bave tended, instead of
putting out annual programs or project arrangements, (o amounce, ks they
did in the case of the recent Kiirushchev visit 1o Indonesia, a 3359 million
program., This is an enormcons samount of money. What shows In the fine
priat iz that all thiz amounts {0 is an agreement that over the next 10 years
they will try to find projects on which they wonld be ready to spend $350
msillion. But the nice big, round figure makes a big i presnion, e are
able to show that over a ahorter period we have ziven more aid to the Indo-
nesians than this,

There have been a number of cages, snd I think it fa true in part in
Indémsla. becauae there waa a previous Soviet big-splurge announcement
of, I think, I;lSB million program for !~donesis, of which very little has yet
been spent,

People are learning by hard experience that these big splurges of
apnouncevents of long-term programe may not mean what ehosr appear to
mean and that one must Wit and see whai actually commes forward, But
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it iz true that they can make these long-term: commitments which our
proceedures {or working with the Congress on an annual basis in general
do not permit us to make, We hope to be able 10 cornumit ourgelves, at
least tentatively, on a 10-year program for the indus River project which
i3 belny developed under the International Bank sponsorsiuip. It will be
a billion-dollar project, and deserves a lot of publicity.

These are jusi some comments on your problen:, It is a prablem,
There is no doubt about it,

GQUESTION: Eir, ae you know, the Latin Americans are very much
annoyed because we mave ziven so little aid to thmir area and mve ziven
%0 omeh to other areas, particularly wastern Europe, under the Mapshall
Plan., Now, undoubtedly this is because our political objectives nave been
zreater in other areas than they neve i Latin Ameprican. In the President's
recent tour down there, [ couldn't fiad much that he said that hean’t been
said many times before, In fact, it mppeared that his speech-writers hed
taken soxe old Latin American speechens and merely brousht ther up to
date. Ay question ia: Do you think we really have a gesuiase interest ia
aaving a really aggresgive progran to do something about thie area, which
undoubtedly, by the end of this ceantury, iz golng to be quite important? Or
do you think we are going to continue {0 £0 on with the atatus quo ¥

ME. MARTIN: Ithink it is a listle hard to be precise on tuis, [ think
we f{eel that we have been doing a substantisl amount for this area in reia-~
tion to its population and its needs and ita possibilities, *e have put a very
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largze arouwt of public money into Latin Americs, particularly Brazil,

and 2lsc otbher areas. Private Americsn lovestinen! bas alac been very
large as an aid to the development of this area, #here you have large
private investment you don't need as much public investrent. We don't
think the two thinge bave to be disassociated. I think that we are contem:-
plating not any majer dramatic cha.ge in our position, but there is increas~
ing, interesi, as reflacted in the Preaident's trip, and we will be continually
lotking for new ways to step up the progran: gradually in this area,

The > merican Development Bank, which hag just been organized, and
which will have a substantial chunk of U, 5, capital in it, i3 one exaniple
of n new step that has been taken {n the past year which will provide addi~
tional finzacinl resources, We have alse breached a long-gtanding, firmily
neld policy against commodity agr:eementl; Ziar ajo entered into comnod-
ity arranzements with respect to coffee and with respect to lead and zinc,
both of which were done primarily in the interest of helping wita Latin
American problems~~particularly the coffee azreement,

I dom't think that there in a great deal new and mwajor in terms of &
reversal of trend that is apt to take place. I think one imust realise that
there are both economic and political differences. One of tue things often
forgotten is how wany raore people there are in Indin, as ooe country, than
there are in the whole of Latin America, i one is apportioning one’s aid
on a pexr capita bagis at all, it is natural thet India, ax one country, should
zet several tirces ag much aid as Latin fmeries, other thinge belog equal.
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Of courae, from a political standpeint, othier things are not entirely equal,

I must saay 1 haven't nad much experieace in the Latin Acerican ares
and there are others here who know a lot reore about it then 1. I think one
of the problema tias been thmt there it is not posaible or not useful to put
in too large amounts of aid unless you have a local situation which seems
apt to ruake good and effective use of it, which i doing the bulk of the job
itaelf, which is what has to be done,

There are a8 mam:ber of Latin American situstionz in which the politioal
and esconomic climate has mwade it pretty clesr that aid put in would be an
operation rat hole, in which there was no reatraint with respect to inflation
and very little political atability. 1 think in the past decadw this situaiion
has improved materially, and there are fewer of these kinds of situations
tisin there asve been in the past,

But even Brazil, with all of its great econouic potential, has great
difficulty n:aaaging its economic affairs effectively, and very much of our
aid aeemp {0 have digappeared into an iaflationary rat race there, which
nas not made it ag effective au it should be,

£o this again ls a factor which has weighed in determining the districu-
tion of our assistance. But, as ] say, ] think the situation is materially
ipiproving country by country, There are still some very bad situations
in whicn we are again having 10 ake decisions to give aid that makes no
aconomic senge, just to try to keep 8 government politically with ity head
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above water at all, realizing full well that it probably will be tossed down
s rat hole,

I know one country in particular in which there is a very critical
aituation with reapect to one najor industry, wiich could be halped if the
price of iz product, which happens t0 be gasoline, could be raised to any-
waere 2 dacent level, But it can't bo raised, and the yoveranment won't per-
n:it it, because the meain source of support of the government, which i
on the whole hetter U, &, ~oriented than the probable alternatives, is the
chauffeurs' union, Therefore you can't raise gasolice pricea, Therefore
we are goiag to have to bail out the oil company, in a nonsensical eperatio:,
really.

CUESTION: Lir, the Wall Street Journal, in an editorial last weel,

or quite recently, was very critical of your approach to the balance of
payments problem. 28 a metter of fact, they said they felt deliberately
inelined t0 coin a new law, they felt g0 strongly about this, in addition to
farkinaon’s Law, which ig 1o the effect that the United Niates, when faced
with & preblem, will 5o sbout the solution in every way except the right
way. ‘They said thai exporta have nothing to 4o witi this problen:, which
iz a matter of giving away £4 billion a year., Would you care to comnment
o that 7

ME, MARTIN:G Idon't know who iy getting the $4 billion that they are

referring to. My impression is that the Wall Street Journal has besn against
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foreign ald, and that they feel that if we wonld aboliah foreign aid il would
solve the balance of payments problem. Agart from the fact that ! helieve
toreign aid has certain value in U. 5. policy and I ax: not prepared te give
up ail that would go with stopping it, it seems to we their argument assumes
somehow that, if we didn't make the goods available through aid that we now
do—u couple billien on the military gide, and maybe $600 million on the econ-
omic side~=-82.5 billion, instemd of $4 billion, I xigzht say-~somebody would
buy ther: and we would yet dollars in retarn for these salex, and this would
help our balance of paymenis gituation.

I don't think this is the case. ] think if we did aot provide the aid
nobody would buy these itexss, from us, certainly. In the wilitary field
we are increasingly moving country by coantry 10 a pay-as-you-go basis
frow: the aid basis. 5o that 1 sa: prepared neither to accept the premise

of the objective as stated by ihe Wall Street Journal or their conclusion

32 10 what would happen if we even accepied their pren.ise, e have a
sliznt dizsagreement, in other words.

CUESTION: Sir, one of the objectives that you nmentioned was 10 awaken
the American business man to the country's need for more exports aad to
have him develop mwarkets and products which could be gold, It seews (o
me that the averaze buginess man is not going o be so rwuch concernad
with the couniry's needs ag he is in making a profit. I wonder if you could

tell us a litile bit more sbout your efforis in this fleld,

- ME, MARTIN: Ithink you are right, that he will aot be ae much interested
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in the country's needs as his prefit, but I think there are a great many
husiness men, and certainly thia was the experience of Europe, who can

he gtimulsted by s country's need to investigate new possibilities of profit
that he has never taken the trouble to investigate belore, and who may find
that they are much greater than they realimed, With a little effort they cay,
in fact, increase their profity,

This is probably true much more of the medinn. and smaller-sized
firroa than it i of the large industrial corporntions, but it is also the
medive: and amaller-gized firn:s that tend to produce the specialty kinds
of products whic: can find a n:arket abroad for us, whareb?me of the
standard mass~-produced items, on which Europeans are catehing up with
ua in waas-production, ve may be a little high in our price,

The Commerce Department 18 conducting a wide series of activities
in educating people on the problem and the need for gelag sbroad. “We are
roing to expand gome of our services abromd, and in this country, in the
Deaparto:eat of Commerce, for making availadble information about n.arkets
and bringing business men in and tellingy themn about opportunities that exist.
It iz also, I helieve, contemplated to try to organize & busineas group which
iz sorse senses would be patierned on a very succeeaful Britisk group,
calied the Dollar Txport Council, which was laryely business ran, but with
governnent cooperation, & group with a considerable staff, which made it
itE buginess to educate the British businesa mman about the Jesign and market-
ing problems he must overcome in order to gei into the dollar area wmarkets,
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This ias been a very successiul erderprise. 48 a matter of fact, we have

suggested to them that they have had such succeas at this that they ocught to
change their name now, in the new circuwastances, and call themaelves the
Dellar Export-im:port Couneil, and start finding out ways by which Britain
could import more {ron: the United States, [ am not sure they will accept

tedn,

But { think there are, aot means that will be overnight changee but mmeans
which can gradually interest nore Smericen business men in the oppor-
tunitiss for expansion and profits through tapping foreign rmarkets either
in the developing newer countries or opened up in the older countries as
& resull of their inereased prosperity acd thelr removal of the quota restric-
tions, seeiag that everybody knows about these, I taink we can help o it
in this way.

QUESTION: Slong with the dmvinigtration’z efforts to in:prove rela-
tions wita Latin 2merice, what do you think ave the pussibilities (or remov-
al or relazation of the oil import quota? I ans thinking particulariy of
relations with Venpezuels and the United States,

MR, MARTIN: I don’t see any immaﬁigu prospects for relaxation
of the oil import quotes, not 80 long as the Texas allowabile is ¢ or 10 days
out of the month and we continue to have s growth in domxestic il consunp-
tion that is sowewaat sloser than had once been estimated. The bazic argu-
wentation for it was to provide enough income from domestic oil production
to jeatify & continued program of wildcatiing and well drilling is order to
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c:aintain an expending, if possible, available known ofl reserve in this
country, I do not see & change in the situstion sufficiently great to justify
a remzoval of the quotas. It mcay well be that we can expand them somewhat.

A3 you say, this Joes present problens as far ag Venezuelan exporte
are conceraed, although [ think there really ia a larger problen: than the
. 5. quotas which affects the Venezuelan situstion, namely, the discove
ery of ol in the Sehars and ubyu.l?&:gmﬁm becoming an exporier. e
are faced, Ithink, with a fairly eritical gituation over the next five yomars
in tern:s of surplus oil every place there are large quantities of oil, &
surplas which can not be disposed of presenting extren.ely grave political
problei:a as well wg econdisic ones.

QUESTION: Mr. Martin, in the last several weeks ii nas been announced
that souwe grain has been made avallable to India in a sizmificant aount, |
thick it wag around 3150 million wortty of wheat. From your vaniuge polad
in the State Department, do you see any poasible way open to us o use some
of our gsrain surplug to feed 30 nuch of the world that le bungry ®

ME. MARTIN: [ think this s one of the ways of dolag it. #e kave made
a very large qeantity of grains available over the past seversl years under
this ¥, L. 430 progran, in which the countries do not pay us dellars but
pay local currencies which are used partly for car purposes and largely
for theira., The real handicap to mowing much more than we have beren
doing iz, (1} it is sowewhat of a drain on U, &, funds. In effect, what we
are doing is appropriating the taxpayers' money {0 pay for the wheat that

35




5 griculture bas bought and is now shipping abroad free. (2) There is &
real probléw in gome of the big consuming areas, of which India is one,
of facilities to store and move the grain frem port sut to the consuming
public, (3) Most of these couniries 4o nat want or are not in a pesition
financially to give the yrain away. There are lots of starving people whe
would be bappy to have the grain if it were given away but who caunpt
afford to buy it. Tais sets a cefling on the awount which these couniries
can take, as well,

I do net foresee thiz as providing & weaas to do a great des! w:ore tha:,
we have been doing the last several years, and [ do no1 foresee it as a
permanent selution, Most of these countries will wam to try to expand
their own agricultural production and be more self-aufficient, not hecause
they are reiuctant to receive this grain futkf:o;‘u:g ag that only if their
tarmers are producing enough grain and selliag it will they be in & position
to raise the level of living of the mans of the people, whick ineludes the
ferr:era and their ability 1o buy industrinl products aad to increase their
capital investr:ent iu the land,

S0 that, for all these reasons, thaoy will want to incresse their own
cutput. 50 1 doa’t think this is the solution to our agricultural surplus
problens, #'e are trying to atep up the shipments in a variety of small ways,
sneouraging countries te create national food reserves for famine emergen-
cies. There are & few countries that are apparently willing to moke toe
investnent in storage fncilities that are required, and we would provide
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the grain, BHut this in fripge operation, mi&uy. i & afrald.

GUESTION: I understand that forsigners have many billions of dollars
in short-tern: cradit money invested ia the United States, In the last two
months the intérest rate has been dropping in the Unlted States, Some
people feel that as the interest .*;'M# in the United Siates dropa, a lot of
foreizs money will 0 back overseas as 0id, {0 be invested thore at &
nigher interest rate. Have you tahen this into considerution in your pro~
grar:? i you have, what do you propose to do sbout it?

ME, MARTIN: Yes, we have takes it into consideration, There is
about-~ doa't know-<hetween £15 and $17 billien which is now classed as
short~tern: Habkilities to foreigners, about half al which is afficlaliy held
by foreizu cestral banks and the reat by private individusls,

I would say 2 or J things: One, | think that & relatively szall propor-
tion of that is held here to take advantage of & higher interest rate and ia
really floating woney that is mwoved eround fremr capital to capital oc @
speculative basis, 1o catch the highest interest rate ou short-term sccount,
To & very large extent, these are holdings either by business frms who
riunt have & working capital here because of their operaticoas in this country
or are reserves in dollars of foreign govermments in central banks,

3¢ long as the dollar iz 3 sound currency and they dou't fear devalua-
tion, they will want to continve to hold that meney here, ‘This is one of
the reasons why we feel that we miust do something to correct the balance
of payments nupaﬁmu, 50 that people will ast yet worried about the soundness
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of the doltar. Iz 1954 there was some apeculative movement against the
dollar ‘and worry ahout devaluation, and we hsd & very large outflow. I
1852 the gold outflow was much amaller,

1 would think that, if we can ahow an heproviag trend in the bajance
of payn:ents, there is not likely to be any substantisl vohure of flight of
thegse short<ern: assets, ~ctunlly, their size, in relation to oar gold
regerve, iz still relatively simall comzpared to what other countries
carry. The U, K., for example, with a gold regerve which is now less than
%3 billion, has short-term liabilities of the same sort, which arooant to some~
thing, [ believe, over $10 bifkion--in otia#r words, over three times as much
as the gold which ig held to meet then:; wheress we have more gold than we
nave short-tery: liabilities. It is better than one to oae.

The besic answer to your quagtion, I think, ig that relatively little of
the money ig really liguid in the sense of moving around on the hasis of
interest rates, I think it is probably also true that there is & tendevcy for
interest rates in the various major money conters to move somewaat together,
angd, if there ig a falling off in our short-terms rates and nmoney moves into
Britain, to London and to Frankfurt, which are the two olher major centers,
tiis will quickly cause a fall in the rates there, (00; end this balances out,

GQUESTION: Py, it seerx:z & shame o leave the subject of operation
rat hole without recognition af the Cuban sugar guota. Recently the Mnancial
#izard down there has had a 1ot to say in public about the evils reaulting
from: U. ¥, purchases of auger at premivg prices, and how much better
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the Husaian system s in purchasing sugar, & seems to me that the wmystery
ia why we don't aceeminodate him and either begin purchasing Cuban sugsr
at the world price or, if we feel it iz really necessary to pay more for
sugar than the world price, we could distribute toe quota amongst o Gre
friendly Latin “merican neighbora,

ME., MARTING #ell, this is e fairly complioated situation, but I will
rake a few comments. In {he first place, the diastribution of the sugar
quota at the present tine is governed by act of Congress. Tha Freaident,
last week, sent up a bill which would suthorize hiro to modify it in the
course of any year, for that calendar year, if necessary, in order to
insure o U, S. supply of sugar which would he sdequate or for national
socurity reagons. Tie Congress would, of course, also be free to change
it in batween tinves if they choge.

Az [ undersiand it, the way the Cubinn aituation works iz that there is
2 sugar institute rus by the government which deciées wiho ghall sell to
the United States smong the sugar producers and zet the benefit of the exira
price, Up o now this has been prorated around smonyg the various sugar
producers., I we should take a major step with rospect 10 the Cuban sugar
importe, one of the effects certainly would be taat the saspr tnstitute would
ingure ihat any rercaining ssles to the United States which goi the benefit
of the price differential would be made by suger plantstions not under U, .
ownerabip.

So that any action we take has to be looked at pretty carelully to
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determine the impact upon U. S. sugar producers as well ues wpoa the
{wbans generally., I is not quite clear how radical sx effect 05 the Cuban
situation action by us would be, Their output of su ar iz such a larme o~
portion of the world productios tiat the world probably can't get along
without a substantial amouat of Cuben sugeyr, at least at snything Uke pres-
ent levels of consumption, Therefore, they would find & xarket for it,

There is the further political factor that we have & heritage o live
down ix the Latin “merican area of intervention in internal affairs, which
on the whole goes away back, There iz a feslin: among rany Latizos thai
tinkering with the sugar quota might well be considered to be an isterference
or an attem;pt to i:terfore in the internal affairs of Cuba.

All the svidence we have received, ceriainly on the Preaident’s trip
and fron: business nen I have talked to who have heen {0 Latin Armerica,
has been that #e have carved an endrmous amount of reapect and adnsiration
for our patience and restralnt with respect to Cuba ap to the present time,
among all the Latin Arorican countries, Tils in itsell 13 an sapet of no -
mean importanca, in view aof the backyround of, if you will, Marine landings
that has disturbed the other Latin countries in the past, as the way we do
business with the Laetinos.

It alzo has this significance, that, if a tiwe should come when it would
appear that there is no possibility of the Cubso situation being correcied
froc: within~~which would be the preferabls situgtion~we beve by onx rostraint,
I think, put curselves in a position (0 cominaad the support of ihe other
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Latin American eountries for a joint actien, which, in terms not only of
L.atin Awerican opinion but aven of world opinion and the Sovist propagasda
machine, would have snormous sdvantages for the United States if a time
for action ahould ever come when we felt the situation had gotten g0 bad
that we had to do somethiag.

1 tidnk ou the whole the restraint has been wige. We are putiing addi-
tional instewments in our hands I we zet this legislation, #e are certainly
studying other things that might be done, Bt I think each of them hes to be
examined [rom the atandpoint not only of what it wonld is fact do to change
the situation in Csba in our direction but alse of what the reacticn will be
in the rest of Latin America and before world opinion generally.

CUERTION: Sir, it sesme to me that we have s little difficulty keeping
before us sometimes the fact that the real foundation for profitable foreign
trade has 0 be mw where we can lmport & come.odity more cheaply than
we can manufacture it and in turn export & comnodity to another country
wnore chenply than they can manufacture it, In this connection it seems
that on these problema such as the one of the cheap Leports from Japen,
which yéu cited, from the lonz-range point of view, what we really need
to do Iz to find sone way 1o capitalize on that, te where we can let these
taings comwe in and ket our consumers have the advantage of them, mﬂ. in
turn try 10 find sometaing that we can profitably export in exchange. lHowever,
I wag interesied in reading an article whieh, I think, was in the New York
Times 2 couple days ago, ghout the situation on the books whieh were being
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printed and shipped in from Taiwan, wherw they were apperently just
out and out pirating hooks publlahed here sand priating and selling thewm
back at about s fifth of the price that cur /mwerican publishers could
publisn them for, Thiz sesmas to be a really flayrant nndi:uuy dowaright
disnonest sort of thing, What sorti of action can you take an a thing like
that ?

ME, MARTING | will ot ganrrel with your description of the action.
‘W& have beer naving discussicns with the Tatwan governteent about this
for zor.e time and further representations have been wade at & very aign
level within the past woek both with respect to sieplifying the procedures
of the Taiwan goverment /:;31 respect 10 sesuring copyrizhts, Ghe of
the problewss has heen that the procedures were complicated sod lon;
delayed, and it was Jdifficult i;nr Lmerican publishers 10 eatmblish a copy-
right and therefore & lezal position in the Taiwan courts agsinzt piraters,
aithough theoretically it existy, the poesibility exists, but it waga't very
practical. Lecond, measures are aceded by which the Taivan goverrnent
would prohibit exporis mf‘them tewma and take steps to stop them., The
reapares are belore the legislature there 10 these ends, and the gover:-
ment DAy promised that it will move agyressively to et the measures
tarougn., But, iz a place like thiy, it isn't alweys eamy to inculeate in
evarybody in the genersl gublie the 2Aaglo-Saxon concepts of legality and
capyrigiht, et cetery, that we cherigh, and we'll probably have to fignt this
hattle for somse period of time,
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I do agree that we have a real problen: on the general priociples of
i;xicmmtiml trade which are as you atate, The difficulty has arisen over
& sudden swamping of an industry and throwing large numbers of pecople
out of work and businesses irio bankruptey {a & short period of tine, with
a0 tare {0 make the adjusiments that are the normal thing thet one would
expect, | am told, for axasmple, that within a couple of years® time Hong
Kong took over 40 percent of the asales of U, £, brassieres. This is a little
rough on the U, 5. brassiere wanufacturers and workers in that industry.
#hen you eoncentrate oa 2 segreent and tarow 8 whole indemliwy out of
businese, this zets politically Imporiant and adjusiment is difficult.

The British, I foay say, have taken on this task in a littie different
way. Beltain, of course, was built on textiles. They sre now importing
tr-ore cotton cloth than they are exporting frow the Lancashire and Man-
chester area, and they have faced up to the fact that, except in specialty
goode in the most modern plants, Aritain was no longer competitive in
textiles and thal, in view of the Comnomwealth relationship, they would
aave to let them in fron: India, Pakistan, and Hong Kong, although they
have tried to work out voluntary agreements, They have passed a law
which provides a very substantial government subaldy to a fund te which
the maaufacturers slso contribute, which has bougzht out, on & fixed scale,
wore than half of the textile capacity in Britain and is scrapping it. The
mamnfacturers were paid a certain amount for their milis-wo much s
spindle, The workers who were discharged were peid discharze pay out
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of this furd. They will reduce their textile capacity by a little more than
aalf across the board, primarily in the inefficient plants. They hope that
the rexainder of the industry will be efficieat, will make enough ruoney
to keep officient, and will be able to maintain itsell, But this is & fairly
radical wedicine for a wajor industry, We haven't gone to that exteat

as yet,

CAPTAIN BURKY: Mr, Martlan, there are a dozen more hands up,
bat 1 s afreid our thine bas gone., [ want to eongratulate you on tackling
and covering without any complaint so completely our rather brosd scope,
in behalf of the Commaadiut. the students, and the faculty, thank you for

providing us with such an interesting and profitable morning.

4




