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LETTER OF TRANSMITTAL

DECEMBER 30, 1955.
Hon. PAIL H. DOUGLAS,

Chairman, Joint Committee on the Economic Report,
United Sta-teg9 Senate, Washington, D. (.

DEAR Sni: Transmitted herewith is a report of the Subcommittee
on Foreign Economic Policy which you appointed on March 23, 1955,
pursuant.to Senate Report No. 60, 84th Congress, 1st session:

This report presents findings and recomrAendations of the subcom-
mittee, based upon its recent hearings and study of foreign economic
policy.

We are grateful to the Legislative Reference Service the Library of
Congress, for lending us the services of Dr. Charles S. Sheldon II, who
served efficiently as staff economist to the subcommittee during its
past year.

Sincerely yours,
- ~~~~~~RICHARD BOLLING,

Chairman, Subcommittee on Foreign Economic Policy.
m
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FOREIGN ECONOMIC POLICY

LN'rRoDnUCTION

On March 14, 1955, the report of the Joint Committee on the Eco-
nomic Report stated (pp. 4 and 5):

By terms of the Employment Act, the Joint Committee is charged not only

with reporting oil the main recommendations of the Economic Report, but is

directed also to make a "continuing study" of economic matters. Subcommittees
will accordingly be set up to study several areas which seem especially worthy of
early investigation.

Subcommittee on Forcign Ecotomic Policy
The committee's recent hearings revealed the need for an investigation of the

significance of the whole complex of our international economic relations for
the stable growth of the Nation's domestic economy. The Subcommittee on
Foreign Economic Policy will undertake an appraisal of the basic theories of
foreign trade as they pertain to the position of the United States in the world
economy. It will attempt to determine the nature and the source of the com-
parative advantages enjoyed by the major participants in international markets
and the impact of their trade policies not only on the overall trading position
of the United States but also on the condition of our major industries. For
example, the subcommittee will attempt to develop a clear picture of the extent
to which relative wage rates and other elements of industrial cost structures
affect our competitive position relative to that of our more important trading
partners, as well as the extent to which these cost differentials give rise to trade
policies such as dumping, import quotas, exchange controls, etc.

This appraisal of foreign-trade theory will provide the basis for considering
the feasibility of setting up broad criteria to be used in developing an effective
international economic policy and in evaluating specific proposals in the field
of foreign trade. It will assist in understanding the stresses imposed on our
domestic industries by changes in the international economy and the character
of the adjustments these industries may be required to make. In addition it
will help us to appraise the strengths and weaknesses of our foreign trade policy
as an instrument in the cold war.

In the course of this study, the subcommittee will need to review the adequacy
of the present statistics dealing with international economic activity. Its rec-
ommendations in this respect will be incorporated in the work of the Subcom-
mittee on Economic Statistics.

The major work of the subcommittee has been the holding of public

hearings which considered a broad range of problems within the scope

of the subcommittee directive. The subcommittee during the course
of 12 sessions heard from 40 witnesses drawn from academic, business,
labor, farm, financial, government, and research backgrounds. Al-

though they were drawn from many organizations, each witness was

invited primarily for his professional knowledge and experience, and
was asked to assess a part of the problems under review from an

impartial and national point of view. Inevitably such broad repre-
sentation brought contrasts of opinion, but it is still possible to recog-

nize general areas of agreement, and these have been taken into account
in the preparation of this report.

It is worth noting that the activities of the subcommittee were de-

signed not to duplicate the work of any of the standing committees of
I
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the Congress. There was no attempt to frame specific legislative
recommendations, nor to hear an unlimited number of witnesses, each
reporting on whatever interests seemed appropriate to him. Rather,
each witness was asked in the light of his knowledge to prepare a
section of the larger and coordinated study undertaken by the
subcommittee.

It is equally clear that itv was not possible in the limited time avail-
able to the subcommittee to investigate all aspects of foreign economic
policy, nor to engage in detailed industry studies. The subcommittee
is particularly mindful that it did not give more than cursory treat-
ment to the problems of international investment, technical assistance,
and foreign aid. Nor did it examine the economic consequences of
present and alternative shipping policies.

Nonetheless, a general frame of reference has been established and
future studies well can use this work as a point of departure for more
detailed and specific applications. It is all too easy in studying
limited and specific problems in the detail required to run the risk
of losing sight of the general national interest, the repercussions which
follow from any immediate policy, and the alternative benefits which
may have to be surrendered to achieve the specific goal sought. The
type of framework constructed in this investigation should help to
maintain proper proportionality in related specific studies.

During the period of time that the subcommittee has conductedits studies there have been several apparent shifts of Sino-Soviet
policy, although there is no evidence of any basic change of Com-
munist objectives in the long run. These outward signs have a bear-
ing on the emphasis of parts of this report, but not upon its overall'
conclusions. Early in the calendar year the threat in the Formosa
Strait seemed to have brought us very close to war. Then the em-
phasis swung to sweetness and light at Geneva in the meeting at the
summit. It was made clear at that time that the area of struggle
was more likely than not to be economic, which gave a special im-
portance to our review of trade policy. The second meeting at Geneva
and the rapid succession of events since that time have shown Soviet
intentions in a truer light, and have shown that in fact there is a dual
and integrated campaign being waged by the Communists for con-
quest of the world. They still stand ready for military adventures,
particularly if they can induce others to carry the brunt of the fight-
ing. They are also waging an aggressive, coordinated economic-
political-psychological attack on the unity of the free world. Their
goal is to bring neutralist states into their orbit, as the satellites have
gone already, and to weaken the alliances of the nations already com-
initted in the struggle for freedom.

The effect of these developments on foreign economic policy is to
throw in sharper relief the necessity for moves to aid the cooperation
of the countries of the free world to assure their military and economic
strength. It also makes more urgent a reexamination of the economic
advantages and disadvantages of alternate trade policies, both for
their repercussions on the growth and stability of the domestic econ-
omy and also for the contribution which these policies can make toward
our broad goals of foreign policy.

Our findings and recommendations for improving trade freedom
and expanding commerce relate primarily to the countries of the free

2
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world. They are recommendations which would be important in a
world truly at peace because these policies would contribute to the
well-being and prosperity of the United States. They are equally
or more important in a world faced by the threat of Communist aggres-
sion-military, economic, and subversive-because these policies will
not only redound to our benefit but strengthen our allies whose sur-
vival as free countries is so essential to our own liberty and safety.
Our references, then, to worldwide trade refer to trade among those
states which are essentially interested in living in harmony and mutual
respect, rather than to the whole geographic world. We also present
some specific findings with regard to trade with the Sino-Soviet bloc
which have an appropriate place in this record.

There follow the principal findings based upon the hearings referred
to above, together with summary recommendations to the full com-
mittee.

FINDINGS

I. GENERAL IMPORTANCE OF TRADE

(a) Foreign economic policy is a part of foreign policy in general
and its implementation should contribute to our total national goals,
conorniic, social, political, and militiary. The shrinkage of the world

through improved communications, the totalitarian efforts to spur
ideological conflict, and the growing need for new supplies of raw
materials and enlarged markets make trade more vital than ever
before. Our foreign economic policy is broadly conceived to include
not only specific Government measures in such fields as tariffs and for-
eign economic aid, but also all American economic behavior, public
and private, foreign and domestic, which has its repercussions on the
rest of the world. Some of our foreign economic policy acts can be
planned and coordinated. The rest must be left to the good sense and
understanding of private citizens, and this implies necessary thought-
ful study by all our people.

(b) The United States is such a domninaint economic force in the
world that its policies at home as well as in the foreign field have pro-
found effects throughout the world . With 6 percent of world popula-
tion, 40 percent of world production, and 20 percent of the trade of
the world, almost anything whiich we do will affect conditions in
other countries. Though foreign trade is only 5 percent of our total
economic activity, its importance to us extends beyond this mathe-
matical measure because it includes the importation of critical and
useful materials, affords profitable margins of sales from our out-
put, and profoundly influences the well-being of the rest of the world
with which we must live. Indirectly at least our domestic growth and
stability depend upon the peace and prosperity of the whole world.
Because the rest of the world is responsive to our behavior, the tariff
and similar institutions are no longer purely domestic issues.

(c) Instability in trade policy is one of the most serious threats to
the orderly development of trade. Tariffs, quotas, and exchange re-
strictions limit trade, but if they are not prohibitively severe, can
become factors calculable by the businessman, so that his plans with
regard to trade take them into account. But where policies are pur-
sued which show vacillation, inconsistency, and other erratic tend-

70181-56-2
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encies, trade in any large volume and at economical cost may become
well-nigh impossible. From the point of view of the individual, it
would be foolhardy to invest money and time in developing a market
which can be snatched away with little warning. From the national
point of view, this uncertainty can discourage new investments and
make for waste in resource allocation. The penalty is borne by all
parts of the economy. Export industries cannot develop foreign out-
lets. Importers face the threat of extinction. Domestic industries
do not know when they will be assailed by foreign competition, or when
they will have the local market to themselves.

It would be a tremendous step toward greater progress if the United
States and other nations could develop long-run policies toward trade
which would be consistent over a period of years, consistent both in
application and with their international obligations for strengthening
the free world. This consistency would encourage better resource
allocation and market development in the interest of greater efficiency
and better service. Examples of present inconsistency, some of which
will be reviewed presently, include resort to the escape clause, or even
the threat of its application, capricious use of the antidumping penalty,
application of quotas, and the great variety of administrative controls
which can change suddenly or are applied inconsistently to the detri-
ment of efficient trade. The sum total of these inconsistent policies is
a war of nerves and of pocketbooks, which discourages enterprise by
increasing the risk of trade to an amount greater than the possible
gain. From a national point of view, it strengthens tendencies toward
isolationism and self-sufficiency in other countries, which we can ill
afford in competition with aggressive Communist strategy.

(d) Where most nations once were united into a world economy,
the old order now has been replaced by an international economy of
decentralized direction and some tendencies toward autarky; this puts
new emphasis on the necessity for conscious cooperation with other
friendly nations. By and large, the former world economy, based on
the gold standard, on British leadership in industrialization, and on
other circumstances peculiar to that time, left the forces of inflation
and deflation without regulation by individual governments, and such
conditions could be imported from abroad. Such a system required
that all governments view fiscal and monetairy policy in similar fashion,
and leave the central direction of credit and prices to the London
financial market. The system worked well in its time (before World
War I), but probably cannot be restored in its prewar form to work
as effectively again.

Today, financial power is more diffuse, although the United States
holds a dominant position, and most governments of the world take
steps to influence levels of income, employment, and prices within their
respective countries. This in turn requires in some situations a regu-
lation of trade and currency exchanges, rather than leaving these
matters solely to the automatic forces of the market. Although the
newer system does not always work as smoothly as did the old, coun-
tries prefer some arrangements to protect them from excessive swings
of economic activity in other parts of the world.

Under these circumstances it is more important than ever that coun-
tries cooperate if trade peace, stability, and growth are to occur. The
institutions of the International Monetary Fund, the International

4
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Bank for Reconstruction and Development, and the Organization for
Trade Cooperation and similar institutions therefore have a critical
role in promoting these objectives and in preventing trade anarchy.

II. INTERNATIONAL COMPARISONS

(a) Adequate statistics for international cornparisons and inter-
governsnent use are the key to scientiftc appraisal of needs for business
and government decision making. The alternative would be to rely
on guesswork and half-truths with the inevitable miscalculation of
results to be expected in planning tariff policy, exchange rate con-
trols, and foreign investment. A good start has been made to
encourage the compilation of a great variety of both simple and
quite sophisticated statistics in accordance with agreed-upon uniform
standards and definitions.

But this progress should not mislead one to the conclusion that
coverage is yet adequate or that standards are being applied with
equal rigor in all countries or even that fundamental concepts have
been reconciled sufficiently to make valid all types of important com-
parisons. Many crucial areas of the world do not make basic figures
available, notably the Communist bloc countries. What they do
reveal is designed to obscure the truth. In the remaining parts of
the world significant types of data are not generally available, includ-
ing specifically- urgently needed data on national income and product
broken down not only by industry and by functional share but also
distributed by size of income. This is particularly important to have
for the underdeveloped countries. Also needed is cooperation for
the world census of 1960.

The .United States, although one of the countries best, supplied with
collected data and trained statisticians, has lagged behind in adapta-
tion of reports to standards of international comparability.

(b) Tariff policy cannot be based' on international real cost com-
parisons and should not even if they could be made. There is no mean-
ingful way to compare real costs (inputs of labor and materials) from
one country to another, for it is prices, not real costs, that influence
trade. Nor is the concept of average cost levels for a whole country
either measurable or useful. Although trade actually depends upon
price comparisons, these are relatively easy to alter through variation
in exchange rates, subsidies, and the normal disparity which may exist
at any one time between prices and long-run money costs. Although
the price of a commodity entering international trade can be and is
translated through an exchange rate, it is fallacious to compare internal
money costs in different countries through the use of exchange rates.
For example, the components of living costs in different countries
-vary not only in relative prices but in proportional importance to
local living standards.

(c) The test of acceptability of foreign imports cannot be in terms
of the absolute technical efficiency of their production, even if it could
be measured. The market mechanism for allocating resources, which
is the basis of a free economy, is a more logical guide. It operates by
the principle that we can concentrate on producing those items in
which we have the greatest relative advantage and leaves to trade the
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acquisition of those items in which we have a comparative disadvan-
tage. Departures from the automatic operation of this principle of
economic efficiency cost us some of our economic well-being, and have
been acceptable to people who understand these principles only because
we do not live in a world truly at peace. Surrendering some trade
freedom and hence maximum economic advantage has been necessary
in a divided world.

(d) Lowo-wage countries and high-wage countries are not barred
from carrying on mnutually beneficial trade. This is because wages are
only one element in total money costs, and money costs or prices must
be compared through an exchange rate which is subject to adjustment.
Further, low wages do not necessarily mean cheap labor cost per unit
of output, for low wages are generally a sign of low productivity.
Relatively plentiful labor is paid low wages, but usually produces so
little per capita output that the price of a final product is just as likely
to be higher as it is lower than the product price in a high-wage
country. But low-wage countries do tend to have a comparative
advantage in the production of goods which require much labor, while
high-wage countries have a comparative advantage in the production
of goods which require a higher proportion of capital or material
resources in their manufacture. Absolute advantage in all lines of
production is not found in practice and is meaningless as a concept.
Low wages abroad tend to limit trade, however, because they usually
imply little purchasing power for imports.

(e) Although the profitability and employment levels of some indi-
vidual home industries are markedly affected by trade, cheap foreign
labor is not a threat to the interests of American labor as a whole.'
The reason for this is not only a matter of the high productivity of
American workers and the general efficiency of our country which is
the greatest in the world. It is also a matter of the mechanics of
international trading and financial transfers. Other countries will not
give their goods to us for long without wanting repayment in kind.
But in fact, if foreign labor cost nothing at all, their products would
be even greater bargains to improve the living standards of all Ameri-
cans. Cheap foreign labor incorporated in imports has the same
effect on our national economic well-being as do improvements in our
technology which have been the basis of our rising living standards.
Cost-cutting technological improvements like cheap imports have
freed American workers from onerous work, raised real wages, short-
ened working hours, and have opened the door to newly whetted appe-
tites for a greater output of goods. In the interest of an expanding
economy, we long ago abandoned the fallacy that there is only so
much work to do or so many goods that can be sold.

We are mindful of the problem of substandard wages in other
countries from a humanitarian viewpoint, and want foreign wages to
rise as rapidly as increasing productivity will allow. This is im-
portant to world peace. We know that such increases also will
expand foreign markets for consumption, but if wages abroad are

I Senator FLANDERS. Although I agree with the points made in this section, I feel that
Cheap wage competition creates greater problems for American producers and workers
than this section implies It may be true that low wages are often a sign of low produc-
tivity, but low wages also permit some producers to gain a competitive advantage. We
have yet to assay the effect of Japanese competition on our textile industry which is a
major, not minor, sector of our economy.

6
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forced above levels justified by productivity, the result will be wasteful
inflation. In any case, the definition of substandard wages must be in

terms of foreign conditions, not in comparison with our own, which
would rule out virtually all trade if rigorously applied. To the extent
our interest in the welfare of foreign workers is humanitarian, we
should not refuse to accept imports from so-called substatndard-wage
countries as that, will take away much of the opportunity for improve-
ment of their well-being.

We are also mindful that the prevalence of lower wages abroad is
a very real problem to certain individual American industries, and we

will treat their problems later in this report.
(f) Althoutgh there are conceptual and practical difficulties in, .ak-

ing absolute comparisons of cost and income among countries, it is
possible to measure small yet significant changes in rates of economic
progress, and these measures are extremel/y important to policy guwid-
ance. These progress comparisons are easier because they do not
require translation from one currency and economy to another of a
different structure and institutional setting. It is of limited signifi-
cance statistically whether the richest country is 10 times or 30 times as
well off per capita as the poorest country. But a change of 1 or 2 per-
cent in annual growth rates can be highly significant as well as being
measurable over time. There are enough data ftow available to make
reasonably valid short-run growth comparisons in most of the devel-
oped countries of the free world; the problem is considerably more diffi-
cult in the underdeveloped countries which lack comprehensive statis-
tics or in the totalitarian states which deliberately mask or distort
information.

Absolute comparisons among countries of marked differences in in-
stitutional structure and standards of living, or even over long periods
of time within single countries experiencing growth, are not only dif-
ficult to make for lack of uniform data compilation but conceptually
present almost insurmountable obstacles except by making extremely
arbitrary and hence challengeable assumptions. And yet all too often,
this latter type of measuring is practiced in the name of scientific
cost comparison for trade-policy purposes.

On the other hand, relative growth comparisons are extremely im-
portant because they represent the summary economic measure of the
struggle of the free world, both developed and still underdeveloped
countries, to maintain the lead necessary over the Sino-Soviet bloc
if our system is to outweigh Communist blandishments and to be

stronger militarily as well. If our measures of growth rates do not
reveal at least as much progress as the forced development of the

totalitarians, we would be identifying a trend toward some future
time when they could overwhelm us. We do not intend to be over-
taken, and must have these data as a guide to our policymaking.2

III. FLOW OF TRADE AND PAYINMENTS

(a) The very nat are of trade requires that over a period of time,.
imports must bear a close relationship to exports, defining both in

broad terms to include goods and services.3 There is no reason why

.The Joint Committee staff study, Trends in Economic Growth: A Comparison of the
Western Powers and the Soviet Bloc. was prepared in recognition of this need.

3 Senator FLANDERS. It was brought out in an earlier committee hearing that under
possible circumstances the balance would have to be made by inflation if the flow of
trade were insufficient.
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this balancing needs to be bilateral between pairs of countries, and
indeed generally efficiency is served by multilateral flows as shaped
by market forces. The balance of visible (goods) and invisible (serv-
ices) trade of any country with the rest of the world will be held to a
near equality except in the very short run by inevitable technical re-
quirements which limit departures from this equality in definite ways.
Whether a country's policies are wise or foolish, it cannot have a
deficit in its trade in excess of its available holdings in foreign bank
accounts and investments, or willingness to export gold; or its willing-
ness to receive foreign investments and deposits, and the willingness
of investors in other countries to make such transfers; or its willing-
ness to receive gifts of aid, and the willingness of other countries to
grant such aid.

It follows that long-run policy must accept the general proposition
that imports and exports of goods and services will have to be roughly
equivalent in value, although there are some perfectly logical quali-
fications of this statement which are also required. We must not only
be concerned with the adjusting of the balance of payments of a coun-
try with the rest of the world; we must inquire at what levels of trade,
production, consumption, and investment, and with what political
consequences these adjustments take place. Some lack of balance in
trade as a means to transfer capital between countries is perfectly
proper when the capital transfers are for purposes which are desirable,
such as to speed economic development or to earn a better return by
more productive employment of resources than an absence of inter-
national investment would permit. As we view policy toward the bal-
ance of trade, we want to facilitate such useful capital transfers, not
remove all deficits and surpluses in current accounts. Unilateral
transfers or gifts represent an alternative method of balancing trade,
and in fact represent the reason for some trade imbalances. Such
transfers have been a prominent feature of post-World War II trade
and have been designed to serve political, military, and humanitarian
ends rather than purely commercial. Although the amount, form,
and direction of such aid are subject to disagreement, there is no quarrel
with the principle that such aid may be extremely useful to national
policy objectives.

(b) The prewar patterns of trade which gave relative stability have
permanently shifted to new patterns and can be expected to undergo
further modifteation. Substantial progress has been made in the post-
war readjustment necessitated by the temporary shifts occasioned by
the dislocations of World War II, but new patterns will persist as
former sources of raw materials diversify their economies and indus-
trialization becomes more widespread. This will continue to require
adjustments in trade policies, exchange rates, and investment flows.
Patterns of trade always have changed to fit new technologies,
growing populations, exhaustion of old resources, discovery of
new resources, obsolescence of plants and methods, and new con-
sumer tastes with consequent dislocation. Probably the adjustments
now are somewhat harder to make because of the forced speed of
economic development in many parts of the world which now have
more independent control over their internal policies. Another factor
which has added to the economic difficulties of adjustment has been
the effort of the Communist countries to carve out a separate trading

8
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and economic planning bloc, a bloc which they are trying to expand in
size at the expense of the free world.

(c) The balance of payments under any trading and exchange system
will adjust; the real question is to select the adjustment appropriate
to the circumstances of pressure on the balance. In the short run, the
adjustment may take the form of gold and short-term investment flows,
or of chlanges il interest r ates to encourage counterflows of fuiids. The
relative amounts of imports and exports also will be altered by changes
in price levels, changes in income and employment, changes in exchange
rates, the imposition of trade and currency controls, or through for-
eign borrowing and grants of aid. Several of these policies may oper-
ate in conjunction, and each has its advantages and disadvantages in
particular situations. Therefore prudence requires an examination of
the circumstances rather than a blanket prescription. No adjustment
is guaranteed to abolish the underlying reason for pressure in every
case. Although the adjustment will occur regardless of the wishes
of a country, public policy can in considerable measure determine the
form of the adjustment and hence alter the balance of desirable and
undesirable effects. Internal monetary, credit, and fiscal policy will
be crucial to the effectiveness of balance-of-payments policy.

It can be noted in passing that the so-called dollar shortage in the
accounting sense is really the obverse of the "foreign aid" coin.

(d) Devaluation of exchange is not a universal solution to prob-
lems-of pressure on. the balance of payments. It makes very good
sense to use it as a remedy for overvalued currencies as may be asso-
ciated with noncompetitive prices caused by a previous inflation now
ended and where deflation threatens. The alternative, deflation, may
imply intolerable unemployment and reduced production. On the
other hand, if the cause of price noncompetitiveness is continuing in-
flation, or if there are large liquid balances available to be spent on
goods, devaluation will not solve the fundamental cause of imbalance,
and will have to be repeated as prices continue to rise. Nor does de-
valuation correct any-widespread real need for imports of essential
materials domestically in short supply in those situations where export
volume cannot be increased substantially. Its effect is to worsen the
terms of trade. Further, devaluation may be competitive, and there-
fore not correct the situation intended if other countries match the
cuts made bv the first. Devaluation should be used by other countries
only where it is an appropriate remedy as qualified above, and we do
not advocate its universal application to solving pressures on the bal-
ance of payments. The new par value should be one which restores
a competitive position but does not overcompensate to give an unfair
advantage; it should be a rate which will not put undue stress on the
balance of payments over a period of several years.

(e) No 6niversal judgment is possible in choosing between fixed and
floating exchange rates, although there is a prima facie case in favor of
reasonably stable rates.4 Fluctuating rates make possible a rapid

4 Senator DOUGLAS. Although this section carefully qualifies its view of the relative
merits of stable and fluctuating rates, it advocates stable rates as essential to orderly
trade. I would personally feel that the disadvantages of fluctuating rates have been
overplayed and their merits as a means to adjust pressure on the balance of payments
understated. Fluctuating rates would permit a much quicker adjustment of the balance
of payments and it would put pressure upon a country not to let its costs of production
rise too high. We should remind our English friends of this when they try to protect
themselves against American competition by discriminating against American imports.
,Otherwise we may be asked to underwrite a permanent and possibly growing discrimina-
tion against American goods Inconsistent with the desired policy of freer world trade.
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adjustment of the balance of payments, and may have the advantage of
reflecting a free market judgment on the current value of each cur-
rency for trading purposes. But that automatic adjustment of the
current account of the balance of payments by this means can be
secondary to other economic and political goals was made clear earlier
in this report. The former automatic gold standard strictly limited
fluctuations in exchange rates by the adoption of fixed gold definitions
of currencies so that the price of exchange could move no farther away
from the par than the gold points, or cost of shipping gold. This was
a recognition of the importance of exchange stability to the orderly
calculation of business expectations and hence to a large and regular
volume of trade. We have seen also that the automatic gold standard
is not likely to return, and had strong disadvantages as well.

However, governments can maintain fairly stable rates, with fluctua-
tions held to narrow limits and these slight changes of price used as
a guide to counteraction. Such control recreates the major benefit
of the former gold standard's exchange stability without its limitations
on freedom of action in individual nations' economies. But from this
it does not follow that any stable rate a nation may choose to try to
maintain is necessarily wise and helpful. If the rate requires restric-
tive trade or exchange controls to hold it at an artificial level, the free-
dom of trade is reduced to the possible detriment of general economic
efficiency. The goal in picking a rate which is to be maintained is to
find one that meets the needs of trade over a period of time without
major restrictions on the use of exchange. Even so, the country con-
cerned must have working reserves of gold or hard currency sufficient
to cover temporary drains.

Although the present systems of exchange-stability measures are not
automatic in the degree true of the former gold standard, there are
some points of similarity. The former system did not automatically
solve all problems associated with pressures on the balance of pay-
ments. When pressures were prolonged, if price and income level
adjustments were either ineffective or interfered with, a given country
was forced off gold or had to select a new lesser gold definition of its
currency. Today, too, a rate may be picked that is unwise, or condi-
tions may change so that it is no longer maintainable. If a govern-
ment wishes to hold the range of price fluctuations of exchange to a
narrow limit, it must be prepared to step into the market to buy or sell
gold and foreign exchange holdings in the same manner as happened
automatically in earlier years. If these short-run correctives prove
inadequate, then the government concerned must look to other meas-
ures. These include the possibilities of depreciation, exchange controls,
internal economic adjustments, or, of course, capital transfers and
foreign-aid programs, as fits the particular situation.

(f) Al ultilateral trade offers the widest opportunities for gaining
access to raw materials, cheap manufactured products, and useful
market outlets. Furthermore, multilateral trade implies the best op-
portunities for efficient allocation of resources and energies, to encour-
age opportunities for progress throughout the free world. If indi-
vidual businessmen and companies are allowed to carry on trade
without restrictions which approximate bilateral settlement or barter,
the same benefits of efficiency become available internationally as most

so
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-Americans believe have been the strength of a free-enterprise economy
at home.

(g) Currency convertibility is important to the absence of discrimi-

nation necessary to the attainment of the benefits of multilateral trade.&

There are many definitions of currency convertibility, but the essential

element from the viewpoint of efficient use of resources is that there

not be controls which distort the most advantageous flows of trade.

Absence of convertibility, depending upon the strictness of controls,
often denies access to markets where the best bargains may be avail-

able, and hence reduces efficient allocation of resources in the interest
of greater economic well-being.

Restrictions on convertibility may be justified under rather special

conditions. These include periods of war, and where unlimited use of

exchange may be detrimental to our political well-being, as in the case!

of transactions with the Sino-Soviet bloc. They also include tempo-

rary panic conditions when a sudden outflow of short-term funds does

not respond to the normal correctives to the balance of payments and

are a threat to ordinary trade. They may also be necessary to ration

the use of limited and not easily enlargeable supplies of foreign
exchange.

Fortunately, considerable headway has been made through interna-

tional cooperation and economic recovery toward a return to full con-

vertibility. This is evidenced by the shrinking differences which exist

between free market and official prices of the principal currencies, the

relaxation of restrictions on the use and transfer of exchange, and the

reappearance of a free gold market in some parts of the world. This

should make possible significant and continuing progress in removing

remaining discrimination against dollar imports. The United States

wants to facilitate the early restoration of convertibility, but the

precise timing is up to the other governments involved. We do not

want de jure convertibility at the price of other restrictions on trade.

(h) Looking back on the recent past, it is hard to insist that foreign

discrimination unnecessarily limited the total volume of American

ewports, but 'oe must insist on fair treatment in the future for our

goods. This is clear because other nations have been willing to spend

all the dollars they could earn or borrow, other than for necessary addi-

tions to working reserves. Therefore, restrictions on the use of dol-

lars for the purchase of goods have been more important in influencing

the commodity characteristics of United States exports than in chang-

ing the total volume of such trade. Given the purchasing power these

countries possessed, they bought from us all they could afford. This

suggests that removal of discrimination against dollar exports will

not automatically boost our total sales abroad. But at the same time,

we do not want to see restraints continued on trade beyond the time

they are essential to meeting very special conditions. Until discrimi-

nation ends. it is hard to predict how much new and useful trade might

be created. To accept such controls without question is to deny the

effectiveness of free-market mechanisms in guiding the flow of trade

toward greatest economic efficiency and well-being.

r Senator DOUGLAS. I want to make absolutely clear the distinction between exchange

convertibility, which this section recommends, and return to a domestic gold standard,

which I do not recommend. Gold Is a useful commodity for making international settle-

ments and as a standard of reference in defining pars of exchange If It Is desired to have

such stable rates, but there would be distinct disadvantages In tying domestic monetary

policies to the former gold standard.

70181-56- 3



FOREIGN ECONOMIC POLICY

(i) The United States has been truly free of worry regarding pres-
sure on its own balance-of-paymnents position, with important conse-
quences for the framing of economic and political policy both at home
and in relation to the outside world. This has given us a freedom of
action probably no other country possesses, and enables us to show a
leadership in world economic affairs few other countries in the world
are in a position to emulate. The causes lie in our high level of eco-
nomic development; the great rate of American technical progress
and efficiency, with its resulting demand for our products abroad; our
relatively slighter tendency toward price inflation than is true of most
other countries of the world; and even, it might be added, because of
our vast gold reserves.

Where we import and export an equivalent of less than 5 percent
each of our gross national product, we have a gold reserve equal to 100
percent of combined imports and exports per year. The second great-
est trading nation, the United Kingdom, exports an equivalent of 22
percent of gross national product and imports 26 percent. Its gold
reserve is equivalent to only 13 percent of combined annual trade.
This illustrates our greater freedom from concern over trade flows.

The only other great power which may be able to act without weigh-
ing the adverse impact of current policy decisions on its balance of
payments is the Soviet Union. This is not only because it holds an
unknown but probably large gold reserve, but because whenever it suits
Soviet political ends, that country can adjust its internal economic
affairs without as much regard for the well-being of its own people.
Communist willingness to subordinate economics to political-military
*ends is a majort element in world economic policy which must be
recognized if it is to be countered successfully.

IV. DOMESTIC REACTIONS TO FOREIGN TRADE

(a) International and domestic trade afford similar advantages
through division of labor, specialization, and mass markets; both carry
the disadvantage of interdependence, but such interdependence is an
inherent part of modern technical and economic organization. If in-
ternational trade is to be singled out for special regulation, the burden
of proof for the necessity of this regulation rests on those who would
depart from the presumptions that free markets work best. We view
the economic purpose of trade to be the enhancement of living stand-
ards. There are reasons for sacrificing these standards to other social
goals, but they must be made explicit. Few would deny that the
economic strength of the United States rests upon the free flow of
trade within its 48 States despite their variations in per capita income
and endowment of resources.

This large free-trade area has brought competitive pressures on
specific industries in certain parts of the country. But important as
these pressures may be, they are minor compared with the cost
that a system of trade restrictions to guarantee local markets would
entail. Here at home even though we have a number of types of
departures from automatically controlled market allocations, we accept
free markets as the preferred form of economic organization. Such
exceptions as have occurred have had their costs, and where deliberately
chosen were in the interest of some special goal.

12
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Likewise, there may be reasons for manipulating international trade
that are acceptable to the people as a whole, but it must be recognized
that such manipulation has an economic cost and, where possible,
our policies should bring into the open what the costs involved are
so that rational choices between economic efficiency and other goals
can be made.

(5) The United States standard of living rests basically upon our
productivity, not upon protective measures. Although there are short-
run distortions and imperfections in the market process, generally the
shares of wages, rent, interest, and profits have been determined by
the relative availability of labor, land, capital, and business enter-
prise in the economy in conjunction with the demand for their services.
As factors in combination have become more productive, their earn-
ings have gone up. If we were to argue that our standard of living
rests upon protection, then we could assume that greater restriction of
trade would make us even more productive. But this is not so, for
productivity rests upon the quality and availability of our machines
and other capital goods, the richness and location of land, the skill
and willingness to work of our labor, the managerial ability and
incentives of our business leaders, and the general institutional setting
of our society including the role of government. A poor country will
not make itself rich by raising trade barriers, nor will a rich country
be better off for doing so.

The thought that the demand for all American labor might be dis-
placed by foreign-made products does not face the question of how
we could obtain these imported goods for long without exporting,
nor is it true that foreign labor is across-the-board cheap enough per
unit of output to make foreign competition that effective. To the
extent that foreign prices are lower than ours, whether the cause i's
cheap labor, or abundant resources, or better machines, or merely
undervalued foreign exchange, such imports afford an opportunity
to raise the American standard of living still higher by giving us more
for our money, and releasing purchasing power for other home prod-
ucts we cannot now afford to buy.

We have conceded that there may be legitimate reasons for disre-
garding our own economic advantage, and lowering our standard of
living by using some trade protection. But that there is such a cost
to these policies as are associated with defense or with minimizing
dislocations in home industries, must be recognized and taken into
account when policy is being planned.

(c) It is hard to see why conwumers should not have the right to
choose such goods as are desired, without regard to their origin or
their foreign cost." Until we presume to replace freedom with a
controlled system where people are no longer their own masters, this
must be so. No group of producers should be allowed to have a vested
interest in the right to dictate what our people shall consume. The
excuse that such a vested interest is essential to maintaining employ-
ment is fallacious, and was not allowed to block the introduction in
the past of the automobile to the detriment of coachmakers, the electric
streetcar to the detriment of horse breeders, or mechanical refrigera-

dSenator FLANDERS. As important as consumer choice may be, most of us are producers
too, and our trade policies must be designed also to make sure that our people have the
opportunity to earn the money which is to pay for desired purchases.

13
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tion to the detriment of ice deliverers. Some industries can adapt to
the will of the consumer who in a democracy is king. Others have
not adapted, and have become extinct.

In a country as rich as ours with shortened working hours and a
complex technology at our command, including modern transport
to deliver the luxuries of the world to us, there is no reason why we
should not spend our money if we choose for foreign sports cars, light-
weight bicycles, handmade laces, particular wines and cheeses, jeweled
movement watches, or hand-cut glassware.

Our ability to command exotic products is one measure of our prog-
ress and freedom from previous limitations in the pursuit of happi-
ness. Let our home producers use their admitted skills in advertising
to compete freely with their foreign rivals. For a Government offi-
cial to make a moral judgment on how we ought to spend our money
is an invasion of liberty and privacy which is acceptable only where
obvious public harm follows, as in the uncontrolled use of narcotics.
Interference with free consumer choice must rest upon very compel-
ling grounds, and if these relate to the short-run problems of dis-
placement in certain industries or localities, a solution other than
restriction of consumer freedom should be chosen.

(d) Imports and exports are both important to the economy, and
neither deserves artificial stimulation or restraint for its own sake.
Trade is not an end in itself, but is a means to other ends. Imports
we need are those goods which we cannot produce in this country,
goods which we can produce only at significantly higher cost, and
goods which though we can produce at reasonable cost are ones in
which we have a comparative disadvantage. We also want to import
some goods not on the basis of costs or availability at home, but simply
because of consumer preference for foreign brands or specialties.

Exports represent an important source of employment and profits
in certain lines of production, but they are not an economic end in
themselves. They may have important contributions to make in
strengthening or enriching other countries just as our imports are
important to us. From our own point of view, exports in the long
run are made in order to pay for desired imports or to tranfer
capital abroad which eventually will earn the means to pay for desired
imports.

If we are dissatisfied, however, with the current excess of exports
over imports, it would be better to expand the volume of imports which
we accept than to curtail exports based on normal commercial trade,
on desired foreign investment programs, or on aid to meet specific
foreign policy goals. After all, export industries if suddenly re-
stricted would face the same kinds of displacement problems as do
domestic industries hit by foreign competition. Artificial manipula-
tion of either imports or exports distorts the freedom of market choice
and efficient allocation of resources.

(e) Tariffs are a clumsy weapon for trade protection; quotas have
even worse economic effects; administrative protectionism may cause
the greatest problems of all. The historical use of tariffs to raise
revenues is no longer a factor in United States tariff policy. Tariffs
not only raise the price of foreign goods to our consumers, but
usually are accompanied by higher prices of domestic goods protected
as well. They represent a burden on our more efficient industries, and

14
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drag the economy down by encouraging inefficiency. Under a tariff
umbrella, not only is aid given to the firm which needs help, but the

company already doing well can raise its prices, too. Marginal pro-

ducers who previously could not command resources in competition
with more efficient industries now begin to operate, and those at the

new margin now can argue they, too, need protection. This process
could continue logically until there is no trade at all, except where

there is no would-be producer at home. And who is to say that there
are not those who might not be encouraged to grow domestic coffee or

mine very thin ores. This process of retreat from efficiency is limited
only by the rebellion of consumers and the limited purchasing power
of the people if more costly means of production are used.

In time of war, quotas on imports are the counterpart of necessary
domestic controlled allocation. But, carried over to normal times,

*quotas are designed for a purpose similar to tariffs. They are worse
because they may be insensitive to changes in the volume of demand,

and to changes in costs of production and prices, and are almost always
discriminatory in assigning shares of the market. A quota has the
purpose of boosting the market price just as does the tariff. If con-
sumer demand grows, except by specific administrative action there

can be no increase in imports as even a tariff allows, and the only

alternative is for the price to rise even more. Ouotas imDlv the assign-
ment of shares, and this inevitably means that choices must be made

among countries-of supply and individual traders. The opportunities
for favoritism, for economic strangulation, for international hard feel-

ings and reprisal, and for personal corruption are unlimited.
"Administrative protectionism" is a blanket expression that covers a

host of devices. As much as anything, it opens the door to the capri-

ciousness and the instability which were pointed out earlier to be the
worst danger to orderly growth-of trade. Sometimes this form of pro-

tection is either unwitting or deliberate cumbersomeness to regulations
that add to the expense of trade to the point of being highly restrictive.
This redtape involves both extra costs for complicated paperwork and

long delays which increase the risks of heavy financial losses. Some-
times these devices are matters of inconsistency in applying compli-

cated rules, variations among the practices at different ports of entry
or even in a single port. Sometimes these are arbitrary rules of valua-

tion which so interpret the cost of goods as to raise the tariff burden
much higher than ordinary logic would interpret the law to intend.

Sometimes by hiding behind perfectly valid sanitary and health rules,
trade can be embargoed actually for the purpose of changing the com-
petitive position of foreign industry to its disadvantage. In some
parts of the world there is the added hazard of official corruption which
can be a heavy burden on trade. The combined effect of these admin-
istrative rules is so to damage orderly trade, and prevent a reasonable
development based upon calculable expectations, that by comparison a

high but uniformly applied tariff would be a delight.
Although currency controls may be necessary in some circumstances,

they have their price. Currency controls may combine on occasion
the disadvantages of tariffs, quotas, and administrative protection.
The use of multiple exchange rates can alter the price of individual im-
ports as would tariffs. Exchange controls are the counterpart of
quotas on merchandise imports but extend to all financial transactions.
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The administration of exchange controls frequently is arbitrary and
discriminatory.

The principal point of all of these devices is that they restrict trade,
which is the purpose their advocates intend. Any or all of them may
have to be used under some circumstances. Only the tariff has been
advocated by the United States Government as the normal means to be
used for the protection of domestic industry.

(f) Distinction mrust be drawn between the general or national ef-
fects of trade competition and the specific effects on individual indus-
tries. Specific effects cannot be minimized and may require corrective
action. But the general welfare in the long run must not be per-
manently sacrificed for temporary and localized expediency if the
Nation is to prosper and grow. This requires a clearer appreciation
of the national interest in selecting particular remedies to dislocations..

(g) The immediate dislocations occasioned by import competi-
tion at worst cannot be a major factor in the dynamic United States
economy, however serious they may be to individual industries and'
commmunities. Our present trade-agreements law will permit only
minor reductions in tariffs. Even if imports were to increase by as
much as a billion dollars a year, which would not be a likely direct-
result of the present limited tariff reduction authority, that would be
less than one-third of 1 percent of annual gross national produce. The,
modified level of total activity occasioned by such change would hardly
be measurable, and new imports would afford the means to finance-
additional exports. The importance of more trade lies not in its total
volume but in its good effect on our efficiency and strategic well-being

There is, of course, the danger that aggregate data will obscure
acute individual situations, and these cannot be waved aside as unmi1i-
portant. But it is clearly indicated that the measures required to,
relieve distress caused by trade freedom would be a very minor item
of expense if the aggregate dislocation is so small. We must guard,
however, against the tendency to blame all domestic dislocations upon
foreign competition; if such claims are accepted uncritically, then the
readjustment cost might be much heavier.

(h) There is little doubt that dollars paid for imports into the
United States will be disposed of in ways that will benefit United States
economic activity. Dollars paid out by United States importers ordi-
narily come back quickly to buy our goods and services, although in
recent years other countries have used a small fraction of their dollar
earnings to augment their currency reserves. Foreign dollar reserves,
however, are not excessive, and the strengthening of such reserves,
particularly in the sterling area, has been identified as a precondition
for convertibility. These observations may be small comfort to indi-
vidual displaced domestic industries, but they suggest that the whole
economy is not likely to be dragged down by imports in the manner of
those few industries which cannot meet foreign competition even in
their home market.

(i) Dislocations are a normal part of economic growth; those asso-
ciated with trade are neither more nor less important in character
than those of strictly domestic origin, and similar remedies seem to
be in order for both. The chief competition the depressed industries
face is not foreign, but rather the greater efficiency of other home
industries whose ability to pay high wages is better. The long-run
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remedies for depressed conditions are to improve methods of pro-
duction and marketing, to create new products, and in some cases to
shift to new locations. Short-run remedies will be discussed later
in these findings.

(j) The Government need not refrain from gradual and selective
tariff barrier reduction simply on the grounds that someone might be
hurt; but it nay wish to consider concurrent steps to ease the adjust-
ment. Such gradual reductions should minimize any need for Gov-
ernment adjustment aid. Timing of tariff cuts to match growth
periods in particular domestic industries would minimize the adjust-
ment problem, too. There is a moral argument that if the distress
has been caused by an arbitrary change of Government rules on im-
ports, then public relief measures may be appropriate, within the
limits of practicability. Not every case of distress can be readily
solved by Government aid at reasonable cost in current taxes or in
long-run effect on national economic efficiency.

(k) There will always be competitive pressures in both domestic
and foreign trade as costs shift, technologies change, resources are
discovered and esed up, consueer tastes vary, and economic develop-
mrent proceeds. Serious acceptance cannot be made of plans which
promise otherwise if the econom-ty is to remain dynamic and progres-
sive. Therefore. whether we restrict trade or whether we liberalize
it, we can expect still to find some distressed areas and industries.
This discovery should not be allowed to deny us the advantages of
greater trade f reedom.

(1) A healthy and growing economny is the best overall antidote to
the displacements of foreign competition. Adjustments to new mar-
kets are easier to make under such conditions, and imports may be
able to share a growing market rather than subtracting from domestic
sales. United States domestic prosperity, if allowed to include access
to imports from abroad, automatically eases the dollar shortage abroad
and can spur progress in other parts of the free world. This, too,
reduces strain on our economy by enabling reductions in foreign-aid
expenditures which might otherwise have to be larger.

V. REGIONAL TRADE

(a) Regionalism, as a policy when considered as part of a larger
plan of strengthening worldwide nultilateral trade can be a force
which is positive aind beneficial; but regional trade plans which limit
,worldwide trade are more likely to be negative in effect and harmful
to economic efficiency and well-being. The judgment on the creation
of trade blocs must be made in comparison with alternatives. Crea-
tion of such blocs would be superior to any attempts to achieve com-
plete self-sufficiency in smaller units. but if such blocs are considered
a substitute for even wider ranging multilateral trade, they have defi-
nite disadvantages. Some groupings created by measures to lower
trade barriers may be beneficial to world trade as a whole. The test
should be that those groupings and rules used which are trade creat-
ing are to be encouraged; while those which merely divert trade or
restrict trade more are to be discouraged. The United States in its
own continental trading area is testimony to the effectiveness of freer
trade. But where blocs are designed to freeze out rival suppliers, and
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to deny access to raw materials and investment opportunities, then the
seeds of future wars are being sown.

The greatest problem of restrictive and discriminatory regionalism
is the existing Sino-Soviet bloc of countries which would offer us the
choice, if they could, of strangulation as they take over a widening
area, or of capitulation to their control.

(b) Customs unions have advantages over most other preferential
trading arrangements.' The United States in a sense represents a very
large and successful customs union. Small customs unions offer less
advantage for marked economy and efficiency, so where possible unions
should encompass large areas. As a practical matter, customs unions
are hard to create because they involve all the pressures related to
tariff reductions, and additionally require coordination of many eco-
nomic policies beyond those of trade. In contrast to customs unions,
many other preferential trading arrangements tend to raise barriers
against the outside world rather than to cut barriers among each other.
Further, they are often subject to change with consequent costs of dis-
location of industry. Preferential plans raise serious questions of
administration because they are discriminatory. It is necessary, too,
to determine country of origin of assorted component materials in
manufactures, and to apply appropriate different duties to these com-
ponents, which is a cumbersome process. Multilateral.trade and its
advantages are inhibited 'when preferential groups seek special priv-
ileges to the exclusion of other nations. A customs union also alters
competitive relationships but it need not cut off access to markets
through the medium of new barriers.

(c) European efforts toward economic integration are useful to
world progress and prosperity, but must not be used to cloak continued
or new discrimination against the rest of the world. There is no rea-
son why the United States should aid in making dollar discrimination
respectable. European countries are now close to full convertibility,
and should in time complete that process. If they can form a cus-
toms union, general or limited, that should be helpful, but the political
difficulties standing in the way are formidable. It should be noted
that the Western European bloc is really a world bloc, not a conti-
nental bloc, for it includes many dependent territories as well as being
closely linked with the sterling countries. Now that Western Euro-
pean recovery has gone so far, there is no real United States interest
being served by remaining discriminatory practices against our ex-
ports, except where the financial test permitting delayed convertibility
makes it unavoidable.

(d) The best hope for strengthening the Japanese economy miust
be its further integration into the trading system of the free worlj;
neit~er a yen bloc nor partnership with Red China would serve United
States, Japanese, and free-world interests. The free countries of East
Asia do not provide a large enough bilateral market with Japan to
solve their mutual problems. However, such trade would go part
way toward solving the problems of the area and every encourage-
ment should be given to increased trade among these countries.

Japan would find trade with Red China less helpful than its former
trade with Manchuria and China because many of the materials Japan

7 Senator FLANDERs. At the Bilderberg Conference last August which I attended there
was much approval of a European Customs Union and much discussion of the difficulties in
the way. I called attention to the fact that these difficulties are those seen by American
business in considering an effective customs union with the rest of the world and suggested
that our hesitation should be viewed sympathetically.
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needs most now are preempted for internal Chinese development.
Full access to Red Chinese markets and resources could be obtained
only at the price of political absorption into the Communist bloc.

It. should further be pointed out that Japanese purchases from the
United States continue to be severalfold as large as sales in this coun-
try. There is little likelihood that the United States can afford a
sufficient market to solve Japan's problems by itself, but this is not
reason to raise special barriers to trade. It does stress the wisdom
of our policy of encouraging worldwide trade contacts for the Japa-
nese.8

(e) Trade policy with regard to relations with the Com'mutznist
countries is not amenable to simple economic criteria because political
and military considerations are sore important. It should be recog-
nized that in total volume, trade with the Communist bloc is small,
has shrunk as a percentage of total trade, and shows little prospect of
growing to anly significant degree. There are few real obstacles in the
way of peaceful trade at any time that the Communists desire to
encourage such trade and have exports to offer. But the free world
cannot be expected to ship strategic goods which will strengthen the
bloc's military power to make aggressive war. We recognize that
trade with the satellites may be important to some of our allies, and
cannot be ended. We further recognize that control of trade with
the Communist bloc can be successful only as wve have the cooperation
of other countries. Offering alternative markets to our-allies may
be a concomitant of asking them to restrict trade with the Soviet bloc
or Red China.

We can trade with the Communist countries only when we are con-
vinced the advantage to ourselves and our allies is greater than the
disadvantages to our side.9 This suggests that constant review of the
effects of trade is required, and the test of what is strategic must de-
pend upon the latest secret intelligence rather than on any permanent
published list. As a case in point, agricultural surpluses from the
free world might be regarded as "peaceful," or they might be regarded
as an addition to the military food stockpiles required before the bloc
can initiate war. Only continual orderly reassessment can answer
such a question.

*We do not believe that greater amounts of trade will of necessity ease
East-West tensions because trade policy is centrally controlled by the
Communist bloc for its own political and military advantage. One
goal of the bloc countries is autarky and trade is turned on and off to
suit their ends.

The individual businessman w-uld have trouble developing long-run
trade with the Soviet state trading organization because lack of data
on Soviet needs, home production, and costs makes it difficult to judge
either market expectations or the basis of Soviet price competition.
Another hazard of doing business wvith the Communists is the absence
of patent protection. This allows foreign purchases to be cut off as
soon as foreign designs have been pirated and put into production if
that suits their ends.

Another purpose of Sino-Soviet bloc trade with the free world
extends beyond the filling of their strategic needs for machine tools,
nonferrous metals, rubber, and similar items. They are also trying

8 Senator FLANDERS. The best expansion of regional trade in Asia would be to foster
exchange between the food-surplus south East Asia and industrial Japan.

Senator DOUGLAS. I am opposed to trade with the Communist bloc for reasons of na-
tional security and international morality.
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to reorient the trade of countries such as Indonesia, Burma, India,
and Egypt toward the bloc. If that process is successful, such coun-
tries will find themselves integrated like the satellites into the Com-
munist system. Their raw materials and food will strengthen Soviet
power and they will be an outlet for surplus obsolescing armaments.

Our restrictions on strategic trade are a necessary negative and
short-run policy in the struggle to keep the free world stronger than
the Sino-Soviet bloc. We also need to use trade positively and to meet
long-run goals in this same struggle.

VI. INVESTMENT, AID, AND DEVELOPMENT

(a) Inmmediate postwar recovery is largely complete, particularly
in E'urope, and, basring new -emergencies, the principal need today
is the orderly development of unwsed resources and of the iWnate
abilities of the people of the world to raise living standards and create
a sense of progress. Countries need not only to accumulate a capital
stock but equally to improve the efficiency of their labor and the level
of their technical development. Technical aid will require more time
to become truly effective than was the case of postwar material aid.

(b) Foreign economic development is important to United States
growth. Our policy cannot be guided by the fear that making our
technology available will merely create rivals abroad. In the first
place, we do not have a monopoly on either ideas or the means to make
machinery. If we fail to meet the purchase needs of countries eager
to develop, other suppliers will. In the second place, there is more
to economic development than just supplying modern machinery.
Often the most modern equipment does not bring anything like the
same volume of output per worker as in the United States for a variety
of complex factors. In the third place, whatever development occurs
abroad, there will be many comparative cost differences which will
remain, probably leaving as much reason to trade as before. In the
fourth place, both experience and commonsense have shown there are
more opportunities to trade with developed countries with purchasing
power than with underdeveloped countries whose complementary
relationship is one of exchange of raw materials for a limited amount
of manufactures.

Therefore, it is in our interest, economically as well as politically,
to see the rest of the world develop and prosper, too. But, at the
same time, we should not give encouragement to ill-conceived, unbal-
anced development programs made possible only by restrictive trade
practices which will distort efficient production in the countries want-
ing to develop. Programs which are formulated arbitrarily without
regard to the most pressing needs and the capabilities of the country
concerned will tend to retard progress rather than speed it, and will
prove a heavy burden on the people of the country. In a spirit of
cooperation, using both our own and regional or world organizations,
we should supply that assistance which our own knowledge and experi-
ence have demonstrated will contribute to real and lasting progress.

There is no more economic reason why every small country should
attempt to create within its own borders all the basic heavy industries
than there is reason to attempt this within each of the 48 States. New
industries and public works should be tailored realistically to the
training, market requirements, and probable costs which are associ-
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ated with these developments. Without condemning any region to
dependence on single-crop exports, we should continue to foster inter-
national specialization in those cases where it is clearly superior in
efficiency to economic self-sufficiency. By no stretch of the imagina-
tion can small countries or territories free themselves of interdepend-
ence with the rest of the world at reasonable cost to their people.
Therefore, the goal should be to make the best of this and to guar-
antee that trade will not be impeded, rather than to sacrifice well-
being in the interest of an illusive isolated prosperity which cannot
in fact be attained. There is enough legitimate development work to
keep the world busy for many decades.

(c) Real investment takes place in the form, of a flow of goods,

although the directions of flow may be roundabout. This is true of
repayment of interest and principal as well. These conclusions have
implications for the balances of imports and exports. A creditor
nation eventually will have to accept an import surplus or see invest-
ments go into default. This day can be delayed by continuing to
make new investments and by refunding old. Refunding can be per-
fectly good policy. But if investors shiould later want to repatriate
their funds, only the equivalent of an import surplus will make that
possible. Policy must be prepared to accept this eventuality.

(d) Azi wteuhh as we may favor private international investment, it

would not be realistic to assume in the foreseeable future that it will
be adequate by itself to- meet all the investment needs of the world.-
Private investment has many advantages. It is more likely to be put
into projects which can be justified on economic grounds by earning
the highest possible return, which is the useful characteristic of the
market system for allocating resources to those purposes which are
most efficient in meeting human needs. Another advantage of some
private investments is that they carry with them automatically the nec-
essary technical knowledge the receiving country needs. Private in-
vestments may be less likely to carry the threat of political control
with them, and also are more likely to be extended indefinitely, avoid-
ing the complications of repatriation of capital which may be required
of many public investments. It has been easier to encourage direct
investments abroad than those of the portfolio type, and yet the latter
have a very useful place which should not be neglected.

Private investment, however, is inadequate for the needs of the
world for fairly obvious reasons. Foreign governments should recog-
nize that United States investors continue to have good opportunities
to make money at home despite our vast capital accumulation. There
is little practical reason why they as individuals should want to accept
the risks of foreign investment in many parts of the world for the
slightly higher returns that may be offered. Many foreign govern-
ments want to hold down interest rates and profits in their territories,
and yet the foreign investor faces the risks of political instability,
arbitrary changes in foreign laws, and even expropriation, not to men-
tion exchange controls which may limit the use of his earnings.

Often the development needs of other countries require heavy invest-
ments in social overhead projects which are important to national
growth and productivity. These include such projects as railway
and road building, port construction, improvements in water supplies,
sewers, public health, and education. There are places where either
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private funds are not sufficient, or are not forthcoming at all where
such investments are nonetheless important to the developed countries
of the world both for economic and political reasons. Public invest-
ment becomes unavoidable. Administered with understanding, it can
guard against the pitfalls of poor planning and waste, and the dangers
of excessive interference in the internal affairs of the recipient
countries.

(e) Investment can be mutually advantageous to the countries in-
volved. The idea that foreign investments are exploitation of the
borrower is an unsound generalization. Investment makes possible
development that otherwise would be either impossible or delayed.
Repayment of interest is made out of the surplus of production created
by the investment. The foreign investor does so for the same reasons
he would at home-to earn a future return. Making such an invest-
ment creates an export surplus with expansionist effect upon our econ-
omy. The repayment of interest in the form of imports is not a drag
on our economy. This is because the means for the purchase of the
imports came from the foreign earnings, not as a subtraction from
domestic purchasing power.

(f) Not only must private investments be supplemented by govern-
ment loans in some circumstances, but there is a specific place for
grants of aid as well. The point has been made already that many
of the development needs of the world are located geographically and
politically in places where there is little inducement for private in-
vestors to place their funds. Government investment may be able to
meet some needs in terms of size of credit, length of time, and lower
interest rates that would be out of the question otherwise. The reasons
for such government loans may be political, or they may even be very
sensible economic risks that will pay definite economic rewards in the
long run. Loans that can be repaid should be used where applicable,
both in the economic interest of the lender and for the pride of the
borrower.

But there are also circumstances in which it is not realistic to
consider government transfers as something that can be repaid, and
to pretend that such a transfer is a loan is unwise. During World
War II, the United States recognized that although returnable hard-
ware could remain our property, there was little advantage in adding
to postwar dislocations by extracting promises to repay consumable
goods. They became one of the costs of the war. In similar fashion,
the UNRRA program was a humanitarian plan to meet the obvious
immediate needs of hungry and homeless people. There was no
thought of concrete repayment.

Aid programs are designed to meet specific national political, social,
and military goals. They do not need to meet the test of investments
which must generate a means for repayment. But they do present
serious problems of measuring their benefits against their costs, and
they compete for limited resources with other worthwhile projects.
Such programs must be assessed in the light of their urgency at the
time they are considered, and in the light of the alternative long-run
consequences of different courses of action open to the Nation. For-
eign aid is one of the devices important to maintaining the lead of the
free world over the Communist bloc.
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VII. UNITED STATES POLICY

(a) The most significant conclusion on United States policy of the

last 20 years is that we have managed to stem the world tide of rising

controls on trade; that course must not be reversed now. Although
we appear to have cut many duties up to 75 percent from the peak

rates of 1930. most of these cuts have been in items which would not

interfere seriously with the existing pattern of production in the

United States. From this point on, it wvill be harder to make sub-

stantial cuts in tariffs without arousing more domestic objection.

We must strive to hold the line against any reversal toward greater
restriction, and continue to encourage behavior on the part of other

countries to reach a similar degree of liberalization, if it has not been

attained. Other findings of this report reconmmend we must do even

better in the national interest than thiis.
(b) The basic choice open to the United States is one of interna-

tional cooperation or of self-containinent: only the former is a prac-

tical, long-run choice. Because our long-run policy cannot be built

upon self-containiment, we must design policies which advance our

interests within the framework of cooperation. We must not throw

away the long-run benefits of consistent policy with a series of tem-

porary. emergemcy solutions based upon current expediency.
(c) Obur goal is to see the United States secure in a world of develop-

ing democracies devoted to peace and prosperity. Our security can be

assured only in a peaceful and prosperous world, where the benefits of

progress are shared by all. 'We use the terms "democracy" and "peace"
in the Western context, not the Soviet. A liberal trade policy is

essential to the attainment of these goals, and a rising living standard
is the economic measure of such progress both at home and abroad.

Freer trade of itself will not guarantee peace, but will remove some of

the economic causes of war. Even more to the point, if freer trade

strengthens the non-Soviet world as it should, the likelihood of war
will be reduced.

(d) Tariff reductions should be gradual, and selective, and timed to

fit the conditions of business. There is no serious support for sudden

abandonment of all duties. When reductions are considered it should

be kept in mind that prosperous and dynamic industries can best with-

stand foreign competition. It whould seem poor policy to apply reduc-
tions indiscriminately to industries which are in a depressed condition.
The mobility of labor and resources to find other employment should

be a consideration in the timing of reductions, and in some cases the

speed of duty reduction can be linked to the rate of outflow of labor

from our relatively less efficient industries to other jobs. Although

blanket rate reductions on all coimiiodities are not commended in gen-

eral principle, the existing authority to reduce rates by 5 percent a year

of present rates for 3 years is not likely to have much effect either way.
A new and broader authority to cut rates in accordance with the cri-

teria listed above should be granted 1under the Trade Agreements Act.
(e) Although the United States has much to gain from its own liber-

alization of trade regulations. it should press as hard as possible for

most-favored-nation reductions of tariffs, as well as continuing to insist

on removal of quotas and relaxation of exchange controls in other coun -

tries. This wi-ll have the advantage of helping American exports, and
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also will hell) foreign countries to expand their own export markets in
all parts of the world, rather than depending too heavily on the United
States market. To the extent that American negotiators are already
pressing as hard as they can for such foreign concessions, this should
be brought to public attention in greater degree. Just as domestic
industries are given opportunity to testify on expected import compe-
tition,~ so, too, should exportershave ample opportunity to call atten-
tion to foreign concessions they desire.

(f) Participation in the General Agreement on Tariffs and Trade,
and memberships in the Organization for Trade Cooperation are in the
interest of the United States. Such multilateral negotiation offers the
best opportunity for widespread reductions of trade barriers, puts
countries maintaining quotas and exchange controls on the defensive,
obligates them to remove quota controls without any tariff concessions
being required in return, and minimizes the danger of tariff wars.
The GATT does not involve new principles of trade not already con-
tained in our reciprocal-trade pacts with individual countries. It
centralizes the negotiating process in the interest of simplicity and
maximum concessions from all other nations on a most-favored-nation
basis.

The GATT has been able to settle long-festering trade disputes that
seemed otherwise incapable of solution. It promotes the very condi-
tions which allow removal of quotas and exchange restrictions. If a
participant decides to withdraw a concession, which it can do, it may
suffer equivalent withdrawals by other countries, but these counter-
actions are limited to an amount proportional to the harm of the first
withdrawal. This contrasts with earlier times when concessions could
be withdrawn without giving any reason, and reprisals could become
competitively worse. Even though freedom of action is left to the
members, the general effect of the GATT has been to bring much-
needed stability to trade to a degree not seen in decades.

The United States is such a key force in the world that its attitude
toward the GATT and OTC will determine the fate of those organi-
zations. The OTC has no supranational powers, and merely provides
a small secretariat for the work of the GATT and a system of report-
ing on changes in trade restrictions and on other trade matters. If
the United States does not join the OTC, other nations of the free
world will judge that we have decided that it is inappropriate for
this country to participate in continuing international discussion of
tariff and trade matters. It should be kept clear that the GATT
represents contracts to cut tariffs reciprocally. If these agreements
are broken or withdrawvn, member countries are not forced to follow
GATT dictates; rather, equivalent concessions are withdrawn. No
existing constitutional power is taken away from the United States
Congress, which can override any agreement made under the GATT.

The GATT has permitted some exceptions in the form of quotas
and currency controls to its program for reducing trade barriers. The
permission to developing countries to use special controls, although it
could be abused, is consistent with our interest in spurring economic
development abroad. The currency discriminations of countries are
largely a reflection of balance of payments difficulties which only
now are being eased. The United States has been allowed a special
dispensation to impose agricultural quotas to assist the domestic-sup-
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port program. This country also has been the source of the exception
clause which allows withdrawal of concessions as provided by the
escape clause of our Trade Agreements Act. Finally, the United
States seems to be working hardest to take exceptional action to raise
barriers to trade liberalization when national-defense interests so dic-
tate. All of these exceptions weaken the effectiveness of GATT, but
are preferable to having the same restrictions on trade without a forum
for their consideration.

The efforts of the GATT to end quota and currency controls as well
as to cut tariffs are now of special importance. Tariff cuts by other
countries, which earlier were made meaningless by other controls, now
have become significant as many of these other controls are abolished
or relaxed.

The work of GATT and the OTC is complementary to the activities
of the International Monetary Fund and the International Bank for
Reconstruction and Development. There is consultation between the

fund and the GATT so that they do not work a{ cross purposes or
offer different policy recommendations.

(g) It would be in our national interest to wess for free colnverti-
bility of exchange at the earliest opportuaity 'when stable and nuin-
tainable rates have a reasonable assaurance of being achieved.-O Our
major concern in this regard is to end discriminatory trade prac-
tices which inconvertibility fosters. Stable rates are necessary to
creating realizable expectations from trade and represent a, worthy
goal. But even freely fluctuating rates dictated by the market, unless
the swings are extreme, have advantages over the discriminations im-
plicit in fixed rates held at artificial levels. The judgment must, of
course, be couched in terms of the circumstances. There are times
when controls to prevent flight of capital or to ration limited resources
of exchange for essential imports are very necessary. We cannot insist
that sovereign powers follow our preferences, but we can urge in a,
spirit of mutual interest that particularly the sterling area and the
countries of Western Europe restore full de jure convertibility with
the dollar as soon as conditions outlined in this section can be met.
This would be a much more simple step today than was true earlier
because of the degree of Western European recovery. Confidence in
these currencies would be strengthened even more if there were the
assurance that rates could be kept stable and trade proceeds be made
convertible without restriction. Full convertibility and stable rates
would allow more completely the allocation of resources on the basis
of comparative-advantage principles, to the mutual benefit of all the
trading countries. The risk of a run on a particular currency would
be minimized by the very knowledge that all major currencies would
be translatable without restriction. Successful convertibility depends
upon prior solution of major balance of payments difficulties, the
selection of a suitable rate, and holding sufficient reserves of gold or
hard currencies to cover temporary reverses. It may be that sterling
is not yet supplied with sufficiently large reserves for this purpose.

10 Senator DOUGLAS. I believe strongly enough in the advantages of fluctuating exchange
rates that I would not insist on delaying exchange convertibility until there was a cer-
tainty of being able to maintain a stable rate. We should move more boldly for converti-
bility, and adjust pressures on the balance of payments by letting the exchange market set
its own levels.
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(h) There should be a reexanmbination of the criteria qlsed in judging
the resort to use of the escape clause and peril points of the Trade
Agreements Act. Even if one grants the principle that an occasional
change of mind on tariff concessions may be appropriate, the present
escape clause is too sweeping in its opportunities to withdraw tariff
reductions. The ever-present possibility of its use reduces the sanctity
of any bargains we make with other countries. Foreign businessmen
would be foolish to expand their American sales at any great invest-
ment on their part if the result would be to have the escape clause
invoked. Other solutions to the problems of distressed domestic indus-
tries would seem to avoid the repercussions which follow escape-clause
actions. These repercussions can greatly weaken world progress
toward expanded trade, for other countries have an equal opportunity
to use this device against their competitors anywhere, including the
United States.

If the escape clause is to be applied, its use should not be authorized
in the following situations: (a) when the domestic industry affected
by foreign competition is still growing and expanding its markets;
(b) when only a minor commodity or small group of commodities
produced by complex industries are affected at a time these complex
industries are doing well in other major lines (usually such industries
can shift the composition of their output to their more competitive
lines) ; (c) if imports constitute less than 10 percent of domestic sales.
Imports of so low a level may be serious to individual firms but should
not be thought as destructive of an entire industry.

When the escape clause is applied, it should be considered a tempo-
rary reprieve while other solutions are sought, not as permanent pro-
tection. A time limit for such a reprieve might be made a part of the
action, with the provision that the original lower duties will be restored
at the end of the period.

The peril-point provisions may also be unduly restrictive of trade
by tending to limit tariff reductions to a degree not required by pro-
tection of domestic interests.

(i) Quirks in our laws should not be allowed to dominate trade
policy in a manner never intended by the Congress. . The Antidump-
ing Act of 1921 was intended to control discriminatory pricing policies
predatory in character by foreign suppliers against United States
producers, if it could be shown that such lower priced imports were
damaging to the American industry concerned. For many years this
law was administered by the Treasury Department. Treasury still
determines the existence of a price differential, but the determination
of injury now has been transferred to the Tariff Commission.

A recent decision on cast-iron soil pipe (investigation No. 5 before
the Tariff Commission) has followed a line of reasoning which if
applied universally could negate much of our reciprocal program of
trade liberalization. In this remarkable case, the challenged imports
constituted no more than four-tenths of 1 percent of domestic produc-
tion of cast-iron soil pipe, and the domestic industry during the period
of this importation had expanded its production, sales, capacity, and
prices. The Tariff Commission reached its conclusion regarding
injury by deciding that the approximately 8 percent of national pro-
duction located in California constituted a separate industry. But
only one California producer who was represented at the hearings had
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shown losses during the period of imports, and these losses apparently
were not the first he had experienced. A further circumstance of
Tariff Commission findings on all antidumping cases is that the Com-
mission is not required to make public its data and reasoning related
to the decision made.

Some price differences are a normal occurrence in trade. If each
time that this occurs and there is also a marginal domestic producer,
then the penalties of the Antidumping Act could be invoked by the
cast-iron soil pipe interpretation. This broadening of the scope of
the law is most serious. It is additionally serious because unlike
escape-clause actions, the President is given no authority to override
such a Tariff Commission finding in the broader national interest.

It should be noted further that the mere setting in motion of the
investigatory machinery, which has occurred 165 times since 1934,
generally prevents all imports in the category under study from clear-
ing customs. All appraisals cease, and the cloud of possible retro-
active penalties hangs over trade. This suggests the door is open to
a dangerous tactical diversionary effort by domestic producers even
in cases where they do not expect to have a finding favorable to their
case.

(j) There is a valid argumnent in favor of trade restrictions to aid
national defewtse, 'but thee case requires careful qualification. The na-
ture of total war requires that we pay more attention in peacetime
to potential war needs than ever before. To-wait until war strikes
us would be too late to make plans for our industrial defense. But
this necessity does not automatically sanction every claim offered by
industries or Government bureaus that defense needs conceived in any
narrow sense should override all other considerations. Such a course
could negate the effectiveness of the free market system of directing
production. There is already a tendency for some secondary indus-
tries to wrap themselves in the flag and to try to join the group of
industries really vital to defense.

It is also evident that much greater study is required of the
very concept of the mobilization base. There is question whether the
present tests of defense essentiality reflect realistically the changing
nature of war. If nuclear war comes, the suddenness of attack and
the widespread destruction of industry both may militate against
any orderly conversion of industry in accord with a previous plan.
Only weapons in being, and a high level of skills and adaptability
with wide dispersion of industry would offer much help.

There is also the danger in accepting the "fortress America" idea
of neglecting the importance to our own safety of having strong allies.
We could not survive in a world in which we had to "go it alone".
Allied strength requires that they be encouraged both to manufacture
weapons to free them from dependence on uncertain sea communica-
tions, and that they be as strong as possible economically in peace-
time, so that they can withstand the many economic and psychological
weapons of the Communist arsenal. This economic strength requires
access to foreign markets and close ties with other free world coun-
tries so that they can share in common progress without the threat
of being picked off one by one by the Soviet empire. Nor should
we minimize the importance of the spur of competition both from
home and foreign industries and the retention of mobility and adapt--
ability in our economic system as aids to our defense.
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Differences of opinion among witnesses make clear that further
study of these problems is required in the light of newv conditions.
There are legitimate defense needs, and these should be met. But
tariffs or quotas may be very poor ways to solve these problems. Ex-
plicit subsidization of the industries concerned may be cheaper and
-offer a clearer understanding of the costs involved. Perhaps, also!
more study should be made of the reasons certain industries essential
to defense are unable to withstand foreign competition, and an effort
-made to cure as many of these situations as possible.

(k) Several methods are available to ease the short-run adjustment
'problem of industries affected by foreign competition. Basic is that
depressed industries should be encouraged to solve their problems
rather than to be carried along with palliatives or that trade be
restricted. There are proposals that depressed industries be given
loan assistance, special tax benefits, and encouraged to switch to the
manufacture of exports. It has also been proposed that their em-
ployees be given special unemployment compensation, or might be
-aided with counsel on employment, new job training, earlier retire-
ment, and moving expenses to new locations. Two points might be
made. There is no reason for limiting aid to injuries caused solely
by imports if there is a case at all for such aid. Secondly, aid should
concentrate on hurt individuals, whether they are workers or business-
men. Broad aid to whole industries, without regard to the condition
'of the separate firms, seems neither required by equity nor economical.

(1) Without passing judgment on domestic agricultural policy, we
nonetheless recognize that our trade policy will be made more difficult
so long as we have substantial agricultaral surpluses and some prices
held above the world market level. Such policies either take foreign
markets from us as lower priced sources expand their production.
,or we are faced with the charge of dumping abroad with its danger of
counteraction and reprisal. Artificially propped prices at home alse
require quota restrictions against imports, a control contrary to the
objectives of trade policy. Although a limited outlet, selected surplus
foods can properly be used for humanitarian relief and to free labor
in developing countries to build social-overhead investments, includ-
ing roads, schools, and hospitals. But such measures are only a minor
part of the complete solution to the surplus problem and often have
secondary effects which are undesirable. Continued efforts should
be made to develop a domestic agricultural policy which can be recon-
ciled with our foreign economic policy.

(mn) The Buy American Act has little place in our trade policies; it
should be repealed. Government purchases are too large and impor-
tant to be taken out of the context of having to meet the test of market
efficiency. Such associated problems as those of depressed areas and
defense essentiality should be met by other solutions. There is too
great a danger that favoritism, arbitrary decision, and reprisal will
be invited by continued use of Buy American Act.

One of the most striking abuses of the Buy American Act has been
certain rejections of foreign bids made to supply electrical generating
equipment for various Federal power-dam projects. The hazards
which foreign bidders have faced have been many, and the rejection,
of their bids have created an added burden for the American taxpayer
as well as creating ill-will abroad. Often the measures used to exclude
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foreign bids have been oblique. Specifications have been drawn that
::are difficult for foreigners to meet, and the claim has been made that
foreign low bids do not meet the specifications laid down. Additional
administrative rulings have awarded contracts to higher American
bidders on the grounds that there is unemployment in the areas where
such machinery is produced. Because our policy has wavered, and
administrative discretion is so great, undoubtedly some foreign pro-

*ducers have been discouraged from bidding when they feel technical-
ities will be found to reject their offers.

A case can be made for leaving the specialty work of custom con-
*struction to foreign manufacturers of machinery, and allowing our
own large machinery and electrical firms to concentrate on mass pro-
*duction where their talents and cost advantages show up best. Free-
dom of importation of such specialities would help to maintain the ex-
port outlets now so important to some of the same domestic producers
who complain about competitive imports.

(n) It is evident that no single review can exeplore all the problem.s
-associated with foreign economic policy coordination in the interests
of domestic stability and growth. Further study, however, would
'help to find better solutions to the many complex and troublesome
problems in this field.

RECOMMENDATIONS

1. The President must continue to coordinate the diverse interests
represented in the executive branch, and bear responsibility for for-
eign economic policy within that arm of Government. In the nature
of our constitutional practices, there is not the same opportunity in
the Congress for centralized coordination of all foreign economic
policy, viewed in the broad sense. This puts a special responsibility
upon individual members, the party leadership, and the standing com-
mittees of'the Congress to consider the impact of their legislative pro-
posals and their speeches on both home opinion and foreign behavior.

2. We should keep in mind in greater degree the psychological im-
pact, as well as the purely economic, of domestic decisions which affect
our foreign economic relations. *We should keep in mind that our
day-to-day actions often speak much louder than do pronouncements
of overall good intentions, with consequent effect on the attitudes and
behavior of friendly nations with whom we must cooperate in our own
interest.

3. The United States should continue to champion multilateral trade
on a most-favored-nation basis, insisting on reciprocal reductions in
tariffs as well as the removal of other trade controls even without
special concessions. Our reductions of trade barriers should be the
occasion for' hard bargaining with other countries to ease trade
throughout the free world. The instrumentalities of the General
Agreement on Tariffs and Trade, the Organization for Trade Co-
operation, the International Monetary Fund, and the International
Bank for Reconstruction and Development offer the best immediate
opportunities for multilateral negotiation to make the greatest prog-
ress possible.

4. The United States should approve the agreement calling for its
membership and participation in the Organization for Trade
Cooperation.
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5. The United States should continue to press for the earliest re-
sumption of currency convertibility consistent with finding stable and
maintainable rates. Our interest in such convertibility is to minimize
trade discrimination and to spur international investment. It would
be our hope that in particular the countries of Western Europe and
the sterling area could meet the necessary conditions for de jure con-
vertibility before too long. Although such convertibility should not
be forced prematurely, neither should it be consigned to the indefinite
future.

6. Tariff and trade policy of the United States should be dictated
by the national interest, rather than in terms of specific industries or
products. Where individual industries cannot meet foreign competi-
tion, other solutions than new trade barriers should be sought.

7. Further cuts in IUnited States tariffs are in the national interest.
The disruptive effect of such reductions can be minimized by making
these cuts gradual, selective, reciprocal, and timed to fit the condition
of business. Resort to quotas should be allowed only under extreme
emergency conditions when other solutions are not available. Further
simplification of the customs laws and related administrative matters
should be carried out at the earliest possible date to streamline their
operation and minimize arbitrary elements.

8. If aid is to be given to distressed areas or industries to meet the
problems caused by new imports, such policies should be part of a
broader program to meet similar problems of any source, not those of
foreign trade alone. Such aid should not be aimed at blanket coverage,
but to meet the specific hardships of people actually in distress. Aid
should be viewed as temporary, and should be designed to contribute
to the permanent correction of the distress so that aid can be termi-
nated. It should not delay the solution of uneconomic arrangements
which would continue to drag down the rest of the economy
indefinitely.

9. No basic change in our controls on trade with the Communist
countries is required at the present time. Trade in strategic goods
would not be in the interest of the free world. But peaceful trade is.
not excluded from the realm of possibility any time that it is in the
interest of the free world. Because East-West trade policy requires the
cooperation of all countries of the free world, our policies must be
coordinated with theirs. If we would limit trade important to our
allies with the Communist countries, this policy carries a responsibility
to provide alternate markets for their trade.

10. International investment and technical aid, both public and
private, need further encouragement. Each case requires individual
study and the solutions should be tailored to fit the circumstances. It
should be kept in mind that this aid and investment is more than
purely economic in character, and this will influence the choices made.
'Although broader considerations are involved, such aid, whether
loans or grants, represents the positive and long-term equivalent of the
negative and short-term restrictions on trade with the Communist bloc.
This is a time when the Communists are using our own aid devices to
further their ends, and we must be prepared to meet this challenge with
a coordinated program which combines all the aspects of countering
the problems created by the Communists. Only thus will the free
world hold its margin of strength over the Sino-Soviet bloc.
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11. Further study of domestic agricultural policy should take into

account in greater degree the foreign economic policy aspects of these

domestic measures.
12. Further study is required of the whole concept of defense essen-

tiality if it is not to dominate over other necessary factors in trade

policy. Not only should impartial criteria be discovered, but the

whole concept of the mobilization base in the light of evolving military

strategy should be reviewed.
13. New criteria should be developed to restrict application of the

escape clause and peril points to industries where failure to apply

these provisions would result in real hardship to individuals, whether

workers or businessmen.
14. The problem of interpretation of antidumping penalties is a

complicated one which deserves careful study rather than precipitate

action; the need for change is recognized as its interpretation threatens

to negate our foreign economic policy goals, but the remedies must be

sought only with thorough investigation. At the very least, the Presi-

dent should be given authority to override Tariff Commission de-

cisions when the national interest requires this.
15. We should give added encouragement to the preparation of

international statistics, with attention both to the breadth of coverage

and the quality of the information; data on national income and its

distribution are particularly needed.
16. We need more study of what makes for economic growth both

at home and abroad, if we are to choose policies which promote this

development in the interests of attaining our national goals.

17. The work of this subcommittee should be continued for at least

another year to explore more thoroughly some of the problems raised

this year which were only partially answered. This study should

include more specific analyses of individual situations than was pos-

sible within the general frame of reference of the current study.

SUPPLEMENTAL VIEWS OF REPRESENTATIVE
TALLE

The subcommittee has endeavored diligently to supply a significant

contribution to our understanding of the problems of foreign economic

policy. Although pressure of other committee assignments prevented

me from participating in the hearings, I took part in the planning

and organization of the study and am in the process of studying the

printed hearings. I ani particularly impressed with the need for

iniproved statistical information in this area as was so well docu-

mented in the hearings. Trade policy must be viewed primarily from

the standpoint of its efects on our industry, agriculture, living stand-

ards, and national defense. We must pursue policies that will

strengthen our domestic economy and that of the f ree world. We must

be mindful of the adjustments caused by moving toward freer trade.

The suggestions offered at the hearings of the subcommittee and in

this report bear careful study. Not having participated in the hear-

ings, I do not feel that I am in a position to give my approval or dis-

approval to the subcommittee's report, but I believe that it should be

transmitted to the Congress. I am sure that it will be of interest to

the legislative committees, the Congress as a whole, the executive

agencies, and the general public.
HENRY 0. TALLE.
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