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Aside from the maintenance of world peace, the sublect under dls-
cussion tonight is the most important one to which the clitizens of
this country can turn their attention, As a matter of fact, it is not
a separate question from that of world peace, but has important con-
nections with i1t; so that proper action on our part on these internal
questlons will have a large and favorable effect on our relationships
with the rest of the world, and of other countries with each other.

I do not€z;:;;42:dan expert. In various capacities I find myself
surrounded by experts and am the grateful recipient of their instruec-
tion and advice, Without them, I could not come to concluslons satis-
factory to myself, This 1s 1in gplite of the fact that all of them do
not agree with each other all of the time. My conclusions must be
drawn as a slmple American citizen on the baslis of the best 1nformatioﬁ
and advice which I can get. It is on this basis that our representa-
tives 1n the Congress have to come to their conclusions. It is on
thls basis that the whole cltizenship of the country can most wisely
determine 1%ts attitudes and thus influence the legislators whom 1t has
chosen,

Not as an expert, then, but as one who listens to them and ponders
on their outgivings, I approach the subject which is before us this
evening.

It 1s desirable to clear away some of the dead wood which encun-
bers this subject and prevents us from reaching the heart of it. One
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a high peacetime level of employment in this country without a largely
expanded foreign trade. A recent document of the Unlted States
Chamber of Commerce puts 1t thus: "It appears impossible to consume
at home all’the production necessary to provide and sustain the
desired employment," This is not so. We can consume in this country
very much more than we have ever pfoduced and enough to keep our
nation on a high level of employment and production, We must not
allow circumstances whieh prevent an expansion of exports to serve as
an alibi fer * inability to maintaln prosperous employment, produc-
tion, and consumption at home.

Another over-stresaed argument for freer and greatly expanded
foreign trade is that 1t leads toward a more peaceful world, There is
a large measure of truth in this assertlon, but it 18 not the whole
story. We must not forget that up until the First World War, we had
wvorld trade on what was, in comparison with our own times, a free
trade baslis. In spite of that, the most terrible conflict in the
history of the world broke out and has continued to this day with only
a few years of uneasy truce in the interim between *he First and
Second World Wars, There are, in short, dangerous international
rivalries possible in active competition between nations in free
markets, It can only be sald that those dangsrs are measurably less
than 1s the case where porerful natlons seek to set aside certain areas
of the earth as thelr own commercial preserves in which other nations
are treated as trespassers, with penalties exacted for thelr trespasses.

Reverting to the relation between the volume of export trade and
the amount of domestlc employment, 1t is eusy to see the line of thought
which has led to placing too much importunce on the relationshlp between
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makinz automobiles, in which a considerable part of the product is
shipped akhroad. We at once assume that, if that export market were
non-existeat, a corresponding number of men would be out of employ-
ment, It is easier to make this assumption than to raise the question
in our own minds as to what it is that prevents some millions of
families in this country who have no automobiles and would like them,
from bteing able to purchase them. Further expansion of the export
market for automobiles is Qvidently not a direct answer to this
domestic problem, although, under proper conditions, it would assist
in answering it.

Another situation which leads to hasty assumptions is that to be
bound in industrics or occupations which have in the past enjoyed a
large export market and which, for some reason, have been cut off
from it without corresponding increased access to domestic markets,

A case in point is the nlight of the cotton farmer., By measures
which seem to me to have bsen most unwise, his distress during the
depression was relieved by price maintenance devices which made him
unable to sell abroad in competition.with new cotton-growing regions,
These regions were thus given a stronz stimulus to expand their opera-
tions and output, and they were quick to seize it. It would now seem
difficult for the American cotton farmer, on a w rld-wide competitive
basls, to regain any large part of the former exnmort market, unless
by radical mechanization., It thus appears that a new large body of
unemployment or under-employment has developed from a lack of foreign
trade in this particular commodity. Actually, the decrease of cotton
exports will tend, if we are wise in our policies, to be compensated

by an increase in other exports more urgently nesded by other nations,

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



L

thus maintaining emplowvment as a whnle, but not necessarilv in the
southeast,

It is true that these depression policies may merely have hastened
a process which, in the long run, was inevitable. But that only points
up more clearly the fact that, in the absence of domestic read justment,
too complete and simple a faith in the values of foreign trade in
supporting domastic employment wounld have led in the long run to
atxester, as it actually did in the short run. As a result of such
policies, and as an incvitable result of the disturbance in world
trade bv the war, we find ourselves in a mass of unbalances in our
economy, and these unbalances lead to unemployment. The rcal question
we have to decide is simply this: shall we balance our cconomy and
make the ncecessary internal readjustments about the largzest practical
mecasure of intornal trade, or shall we include in our plans a large
measure of forelgn trade? Our cconomy can be balanced and high em-
ployment and production assured if we take either course. Which shall
we take?

It is fortunate that we can take either course. Not all countries
can do so. One of the recasons which makes it possiblc for us to
dcvelop on our intarnal resourcss is the fact that we can feed our-
selves and clothe oursclves from the products of our own soil. Graat
Britain cannot do this. To support anything like her present popula-
tion within her own island realm, she must import vast quantities of
food and fiber., She must pay for these in exports. She must have a
large world trade to support her population. Should this world trade
disapnear, her population must be reduced by malnutrition, birth-

control, or emigrations That is how serious foreign trade is with

Great Britain,
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Lot us first consider, in our case, operation under the smel lest
convenient volume of foreign trade. Perhaps "convenient" is not the
word, We want to usc some word that expresses the intention of being
practical and not foolish. We could, for instancs, got along wi thout
tea, coffee, and bananas, No one would want to do that. We could
conzeivably raise tea, coffeec, and bananas under glass. That would be
so expensive as to divert mannower and resources from activities which
would produce far greater roturns in desirable consumption, It would
be foolish in view of the fact that we can obtain these things at
rzasonable expense from abroad,

Lot us base this proposed national economy on desired imports.
Theses would include particularlv the tropical and subtropical products
juvst mentioned, together with metals which we do not produce or of
which we have a short supply, such as antimony, tin, and manganese.
There would doubtless be a demand also for silk. There are a good
many other things, pdrticularlyv raw materials, abtout which there would
be ganeral agreemont as to the desirability of importing them,

As is well-known, it is fundamental to a sound foreign trade
that we pay for imported goods and services with exported goods and
services, While this balance of trade is much morec complicated than
this simple statement indicates, that nevertheless is a fundamental.
What shall we export to pay for these desired imports?

We would normally export those things which we can produce better
or more cheaply than can be done in other na ions, since these are the
products we have to offer in trade which have the highest values in
our customers' eycs and for which, therefore, we can.expect to receive
the most in return. As examples of this type of export in which we

D@MmﬁmFmggge an advantage, we can mention certain types of industrial equ ipment,
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and also durablzs consumer goods. Among durable consumer goods, the
most immortant single item is automobilcs,

Our advantage with durable consumer goods comes from a highly
develonped technology of nroduction based upon our enormous home markct
or well-paid consumers. I am using the phrase "well-naid consumers"
not to mean that they are paid as much as they ought to be, but simply
that, in comnarison with the whole of the rest of the world, thoy arc
well paid on almost any basis of comparison.

This enormous home market enables us to make durable consumer
goods on large-scal> oroduction which, in turn, enables us to intro-
duce cconomies in manufacture imnossible elsewhere., Durable consumer
goods are particularly suscepntible to the development of such cconomies
in manufacturc; and as a result, we are able in the durable consumer
goods ficld to pav higher wages than anywhere elsc in the wrld and,
2t the same time, to offzr better goods at lower prices.

Our superiority in many kinds of prodvction equipment is 2
corollary to this samc situation. High production methods are both
denandent uvon and stimulate development of high producfion nachinery
and equipment. Their value 1s recognlzed the world over, Here, then,
we have imports desired br us and exworts desired by others which com-
plement cach other as a basis for a balanced economy on a minimum
desirable basis of forecign trade,

Two things, of course, ares understood in this assumed type of
economys Onc is that it is not necessarv to sxchange goods and ser=
vices bilaterally with other nations., It may be dons trilaterally or
multilaterally, in which cases 1t presumes as healthy an exchange
situation between other nations as betwesn ourselves and thom., This
is one of the wavs in which we find oursclves concerned with foreign
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exporters and immorters., The foreign trade of the whole wrld is our
concern, even with a minimum dependence upon it on our part,

A second point which must be observed is that our Internal economy
is affscted by the extent and nature of the external trade vhich we
choose to dspond upon. Importing a limited amount and varioty of
products means that we must obtain the more internally. We might cone
ceivably decide to raise all of our wool, leather, azd sugar. Some of
our agricultural production would shrink with reduced exports; other
wroducts would be enormously expanded by a complete dependence upon
them, A new internal balance would have to be struck. We might decide
also to relv entirely on synthetiec rubber and to continue our domestic
productinn of vegetable oils. These represent deeisions in the ex-
treme range of practicalit> in the field of minimum foreign trade,
Whatever conclusions we come to will require some shift in our own
production to balance ourselves internally,

Let us next consider a maximum of world trade, doing away with
import duties entirely. This would resquire a still greater readjuste
ment of our internal economy. Largzs sections of our agricultural
production wonld bo diminished. This wovld include at an carly date -
wool, sugar beets and cane, and a part, at lesast, of our present
shrunken cotton production, cxzecpt as we made up for our higher cost
of production by complete mechanization. Much of our teztiles indus-
try wonld go. Possibly bcots and shoes world bs largely made abroad
if successors to the Bata factorv should spring up.

There has been some suggestion that we have a duty to the rest
of the world to share our prosperity with them, by makin. large re-
ductions or eliminations in tariffs and widely openin_. our markets to
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thereby, This is sometimes argued from the longer-range point of view
that ultimately and after a period of hardship, this will work to our
advantage.

This approach to the problem of international trade assumss that
in an intsrnational economy, one party zmins and the other loses,
instead of both parties zaining. It is the international parallel to
domestic nolicies which assume that social ,.ains are to be made pri-
marily by redistributing wealth, taking from A to give to B, rather
than by encouraging or permitting A's wealth to produce more for the
enjoyment not onlv of A, but of B, C, D, and E, clear down through the
alphabet., Proper foreiin trade policles can lead to a vast increase
In world wealth production, to the benefit of all concerned, just the
same as proper internal policies can best be based on the production
of additional wealth to distribute rather than on the redistribution
of exiting output. It is a false pramise that we must suffer or even
share, 1f we are to assist in raising the standard of living the world
over, We csn reap advantage 1n the process as well as in the result,

Of course, few propose to go to the ettremes of a self-contal ned
economy on the one hand or of absolutely free trade on the other. The
extremes are obviously absurd. ™“hat we should do is to find the golden
mean., It will lle somewherc in an expansion o7 nur forelgn commerce
wgll atove the limitations just described zs »eing the minimum that
are practicable,

Lookin: agzain at the extreme of a completecly isolated nation which.
if it wants bananas, coffece and tea, grows them with artificial h:at
under glass, we do zet a picture of the substantial benefits to be
derived from an expanded foreign trade. While foreign trade will not

o necessarily increase the volume of employment, as has already been
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emplovment. That is to say, it will improve the quality md quantity

of the goods and services available to the worker in exchange for his
work.

Instead of digging coal, building greenhouses, and putting
infinite toil and capital expenditure into the'endeavor‘to provide
ourselves with bananas, tea and coffee, we have only to make the
things which we can make to the best advantage, sell tlem in world
trade, and take out of world trade bananas, coffee and tea from the
countries which are best adapted to produce them. By working at our
best and taking products of courtries which produce at thelr best,
the hours of work and the dollars of investment we put into our
economy are _reatlv multiplied in thé volume, value and distribution-
of the consumer goods and services we ultimately roceive,

We must, thereforc, find ways of expanding our foreign trade to
give us this maximum of advantage for each hour of our work and sach
dollar ofour capital expenditure, with the minimum practicable upset
in our pattern of agricultural and industrial production in this
country. |

In the foregoing discussion, when we have been considefing the
effect of foreign trade on the volume of employment, we naturally
talk about exports. On the other hand, when we discuss the ¢ffect of
foreign trade on the value of emplovment « that is to say, on in-
creasing the amount or value of goods and services consumed by the
worker - then we direct our attontion to imports,

The valuc of the employment to be gained, rathar than the volume
of the cmpl-oyment, is the largest and most desirsble result we can
hope to get from foreign trade., Direcction of attention toward imports
rather than e<ports 1s correspondingly important. It is also importani

D@MW”WFRﬁiﬁmghat it throws the spotlight on the weakness in all our foreign
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trade thinking up until this time. Business, labor, and logislators
may have given lip-service to a balansed foreign trado, but in the
actual development and support of tariffs and foreign trade policles,
they have worked with might and main to see to it that this country
exports more than it imports. The so-called "favorable balance of
trade™ was the end and aim of American policy. I am sure we as a
nation areo better informed than we used to be, and it should be
.ovident that if we continuously send out more than we recoive, we
aroc thereby impoverishing ourselves and no lasting good can comec of
it. Without losing sight of the importance of exports, this rccog-
nition that the most favorable effect to be gotten from foreign trade
lies in the value rather than the amount of emplovment will, in the
long run, h2lp us to focus our attention on the more difficult but
more Imnortant question of imports.,

We are to be called on in thapost-war period for very large
canital loans abroad, both for reconstrmuction and for industrial
development in other parts of the world. These loans In thoir tane
£ibln form will apnear, in a large measure, as cexports of capital
goods., VWor those, we camnot expect immediate balancing imports.

But the import guestion still roemains important, since ultimatoly
the interest and amortization vayments will have to be received in
that form.

There arc manv rcasons why the present is the most propitious
time to make a cha nze in our forsign trade policy. We can come to
a new internal balance to meet a nayw ~xternal trade much more euasily
from the faect that we have to make zreat changes in any case in
shifting from war to neacc production. This is a far morc favorable
time for re-aligning our foroign trade than would be the case if the
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In anothor respect the time is propitious. Needed tariff re-
doctisns can morn casily be made from the politiecal standpoint in
periods of prosperity than in psriods of dsepression. If the level
of employment is high, the workman has less fear that foreign imports
will decrcase his cmployment, and the manufacturer has less fear that
thoy will unfavorably affect his market. Furthermore, what adjust-
ments have to be made on the new basis are then more sasily made than
at any other time.

Pronosals of this scope amd to this end should be the ovir-all
considerations in detormining detailed tariff policy. It 1iIs with
these over-a2ll considerations that I am concerncd hero this cvening.
It is my belief that a determination of policy with regard to them is
the first requisite for settin: down to detailed proposals,

We would be over-optimistic to assume that the freer world trade
will meot with no owstacles in belir; inaugurated a2t the cearliest pos-
8ible momsnt. A iroat obstacle is to be found in the noecossitous
situations in which thc ravaged nations of ®Wurope find themselves. As
has been said, thev are going to require a heavy volume of financing
to bring thomselves back into a productive capacity which can take its
place in world trade. Some of this financing will come u~decr the head
of rclief and can properly be made as a gift to the pcoples of thsse
nations. Other financing will bo for rc-squipment of trade and indus-
trv and for roolanishing othausted workin; capital, S3uch advances,
being for »nroduction purposzs, should bc madc as amortizing loans on
casy torms,

In addition to these distross loans, therc will boe opportunitiss
for othars mors nearlv o7 tho paccetime type made for profitable
Investment., The volume of thesc and tho mechanism for mobilizing
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large~scale provisions which did not exist and were not so urgently
needed in the pre-war werld,

We are particularly interested, in this country, in productive
capital requirementa, since one of the fields in which we have the
greatest comparative advantage, as was explained earlier, is that
of productive equipment, We will want to broaden our markets for
this to the fullest extent the world over and will want to assure
ourselves we are pald for these capital goods which we export, The
need belng so much greater than the avallable funds, we must extend
credit and take bonds or other paper in payment, But we must also
be prepared to receive back the interest and amortization repayments
in the form of gold (for which we will have little real use) or in
the form of desired imports. Unless we permit these imports, labor
and capital cannot, in the long run, receive payment for the goods
prcduced and exported.

There will be, temporarily, otner restraints to the ideal
pattern of world trade we are seeking to establish. Of these, the
principal one is the necessity for import control which will be
lald upon nations whose capital equipment or internal economy has
been devastated by the war. 8Such a nation, for a considerable
perliod, must see to 1t that 1ts supply of forelgn exchange 1s al-
lowed to go only for imports which lead most directly toward the
revival of production and profitable employment, It will be folly
for such nations to allow complete freedom of international trade
which, for instance, permits the importation of luxury goods or any
other commoditlies not directly related to their most serious re-
quirements,

As a somewhat parallél case, we have the sltuation of China
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which, with limited avallable expopts and the possibility of limited
loans, must carefully control its imports to see that they are those
which will best minister in the long run to the ralsing of the
standard of 1living of the mass of the population of that country,
Here agaln, they will wisely decide to restrict the importation of
consumer goods which would he for the benefit of a minute fraction of
her population; and instead, concentrate on wisely chosen capital
goods which may have an effect, in a few years, which will be felt
favorably, throughout the whole hundreds of millions of that populous
country,

These deep-seated dislocations resulting from the war are going
to make 1t necessary to set up special means for taklng care of them,
Such special means would best be devised to serve usefully as
regular procedures for wuyuacetime use after the immediate postwwar
problems have been served, Technicians of forty52§$yhations have
sought for this solution and came to an agreement at Bretton Woods
last Julys This agreement of the technicians has been the subject
of prolonged and careful study by the Committee for Economic Develop-
ment, through its Research Committee, of which I have the hon&r to
be Chairman, The report of that Committee 1s released for publication
tomorrow morning, The following nersonal comments are in line with
that report,

The International Bank set up under the Bretton Woods agreement
takes care of the question of international capital loans. The
solution offered has met with general approval in this country,
Subsceriptions to the capital of this Bank are to be made by all of
the cooperating nations, and the revival and expansion of world

production and trade becomes thus an international responsibility,
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as it should be, Also as it should be, this country makes a major
part of the financial investment and carries a major part of the
responsibility,.

The Benk as set up does not meet all the financial necessities
for the revival of world trade, For real revival, there 1s required
also provision for orderly adjustment of foreign exchange and the ‘
arrival, through orderly adjustment, at a practicable measure of
stability, This cannot be left to chance and circumstance or the
danger of competitive depreciation, With the trade of the world so
largely carried on for the next few years under the abnormal cir-
cumstances which we have been describing, it will be difficult to
hold the trade of each of the subscribing nations in a balance to
permit a stable exchanges It will be still more difficult to deter-
mine at any glven moment, such as at the end of the European war
1f that takes place at a given moment, just what the peacetime
exchange rate should be,

To take care of this problem, a Stabllization Fund has been
proposeds This problem, while related to the Bank, 1s of such a
special sort and requires such special and independent treatment
that the responsibllity for 1t should be located where it has been
placed; +that 1s, in a separate Funde For the first time, and by
the necessities of the situation, foreign exchange would be studled
and, so far as possible, controlled and compensated for by a
responsible body workling for the interests of all, Thils body to be
fully effective, must work in the open, with 1ts data and research
results publicly known and 1ts operations fully revealed,

Its normal function would be to bring the network of foreign

exchanges to their normal balance at the earliest practicable moment,
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and the framework of orderly change provided for in the agreement is
suited to this process, As the exchanges approach a normal, the
normal function of the Fund itself comes into normal operations For
longer or shorter periods, importing nations are deflcient in the
currencies of the countries from which they wish to buye. Exporting
nations are faced with the inabllity of their customers to pay for
exportsy Exchange demands will therefore rise and fall about a
carefully determined normal, The Fund 1s planned at times to furnish
currencies to purchasing nations, and at other times, purchasing
nations are to return those currencies to the Fund, These dis-
locations thus compensated for may be daily, weekly, or seasonal
compensations, They may conceivably be safely and normally compen-
sated for on a cyclical basis,

There is, however, one contingency which neither the Bank nor
the Fund B to take care of, The Bank provides for
specific capital loans for speciflc purposes. The Fund provides
for what are, in essence, temporary loans to meet temvorary un-
balances., During the neriod of arriving at a reasonably balanced
exchange situation, loans of a character not provided for will
become nccessary., These loans are likely to be rather larze and
will be gen=ral stabllization loans rather than for spscific capital
purposes or to meet temworary unbalances in the exchange., To make
such loans out of the Fund 1s to misuse the Fund and 1lay it open
to the dangers of exhausting its supply of scarce currencies. To
make such loans by the Bank appears to go beyond the provisions
under vhich it would be chartered, This gap in the Bretton Woods
agreement needs to be filled,

There 1s one unwise method of fillin; this gap. This would be
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jrstifies the wei_htiest e¢riticisms of this Fund, which have
centered in the fear that the principal demands unon this pool of
currencies will arise not from short-lived unbalances of trade, but
from the very serious distortions in production and intermational
trade relations cavsed by the war,

The Monetarw Fund, it is held, will inevitably be put to the
necessity of having to "finance unstable conditions" in many ecoun-
tries for an indeterminate period; its stronger currencies will
quickly be drained awaw and renlaced by weak currencles which few
firms engaged in internapional commerce will need or want; that is,
the managers of the Fund, in spite of some safeguards, will in fact
be powsrless to prevent the use of this pool of money for what would
boe in effect stabilization, reconstruction, and "general nurpose"
loans to war-stricken countriles.

Consequentlv, it is held, the prime intended function of the
Fund, to deal with curreney transactions and to correct temporary
currenc~ imbalances, would be nerverted; not necessarilv through
mismanagement, but because of the undsrlying economic necessities
of the post-war period in many war-torn nations. This result, it is
anticipated, may lead to eaply breakdown and future serious inter-
national monetary, economic, and political difficulties.

It should be acecepted as a fundamental principle in this country's
dealings in this field that, in so far as possible, loans should be
truly loans, currency transactions should be currency transactions,
and gifts should be gifts. Lack of clarity as betwecen intent and
method at this point will vroduce in the future, as it has in the
past, misunderstanding, recrimination, and bitterness between countries.
If a gift cannot be made as a gift, itshould not mask behind the
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facade of a loan, Likewise, if a loan cannot be made as a loan,
it should not mask behind the facade of a currency transaction.

Since it is certain that many countries after the war will need
stabilization, reconstruction, and gencral purpose loans, provision
should be made for them. Thev shovld_be thrown expressly within
the nrovince of the Bank's management, where normal credit-extending
considarations covnld he expectzd to govern everv transaction. The
International Monctary Fund could then be constantly maintained to
serve its special purpose, to deal with temporary imbalances of
intsrnationsl trade. The Fund's managers could refer to the Bank
any demands that would tend to transform it from its prime snd true
function into a long-term loaning agencv.

Tris change in pollcy can be effscted in either one of two ways.
The reallv sound wav would be to gain an extension of the Bark's
pow=rs to that‘end. Would it not be ecasy to géin accoptance of
this extension from the nresent forty-four signatories of the Bretton
Woods proposal without calling a second conference? It is not a
radical change. In actuality, it can be considered as little more
than a2 mere clsrification of an obscure phrase,

In that obscure phrase lies ths s2cond metrod of muttin, the
Monetary Fund on a more satisfactory working basis. The phrase in
question 1s to be found under the verv broad terms given in a crucial
article which reads: "Loans made or guaranteed by the Bank shall,
ecxcept in special circumstances, be for the purnose of specific pro-
Jjeets of reconstruction and develnpment.”

This second alternative pronoses to remedy the weakness in the
operations of the Fund by an interpretation that tho typme of lmn

referred to can and mav be construed as a "special circumstance."
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Bv such interprctation and administration, the Bank takes on the
functions which should be assigned to it, and the Fund is left only
with those responsibilities which it can properly undortake.

It wouvld appear from a recent and little-noted news release that
the Treasur+ might be willing to accept the administrative solution.
This is, however, definitely the less desirable of the two and should
be adopted only if there are serious difficultics in the way of the
more thorough=-going solution. The better course would not seem to
be impossible if skilful negotiations to that end were undertaken.

The wide discussion which the Bretton Woods agrecement has had
sets the pattern for action and interaction between the Government
and the peonle whose servant it is, These post-war settlements are
going to be diffiecult in any case, We will finally have to accept
something less than perfect; but in spite of that fact, if we all
leave our minds open to wise and constructive discussion, we shall
find ourselves in the end solidlv behind a Government which has
negotiated the best possible solutions in the light of both the common

and the particular intercsts of our own nation and the nations of

the world,
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