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INTERNATIONAL FINANCIAL PROBLEMS OF OUR ECONOMY

ng 2 ve +u our international_as well as in our'd?mestic economy ve are wi?nes
W“r{l ddjustment from deficit to surplus conditions. This readjustment is a
‘m 2 ng ’Of our inflationary postwar toom. Crippling bottlenccks in produqtion
Pmu[m Jing scarcities of consumers' goods have now largely disappecred. The
etivs fm'currently confront is one of sustaining a high level of economic

¥ vithout the cuestionable benefit of inflationary supports.
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T o _IQ the domestic field, the readjustment has been reflected in a soft-
Wepn, - PTices, a slipht decline in industrial production, and some increuzse in
i{?e?t' The tacklog demsnd of the immediate postwar periecd has largely
o ‘orce. The.couutry's plant and equipment. have teen expanded and im-

W Of'éf¥2¢b.9eacet1me needs. ;nveytory pipelines haYe.been filled. ?he ex—
JB Arpe, -CPlve demand over avcilnable supply at prevailing prices «nd incomes

Creqes ) distppecred. Reduction in the level of prices withoub substential
Migg .~ 0 consumers' incomes ne.y be essential to avoid accumuletion of sup-
" 8vcess of effective demand.

%Cﬁon i in the internationsl field, readjustment is indiccted by a sharp re-

N our export surplus. During the eurly postwar period the problem of
‘ Llegﬁind had been much more acute than _n the United btates; in countr%es
4ﬁm1y . y affected by the war, goods had been far more scurce end & suffi-
h?eiglggaaﬁ énd rupid iuncresse in production wes far more difficult to achieve

twerg Ntries were :nxious, therefore, to receive any amount of exports,

i to supply their former customers with corresponding quantities
mﬂﬁci;:f{ In 1948. however, the output of many war-devastated countries rose
' Y te make it possible for them to replace shipments from the United
t]-’(Zies :lt§ domestic commodities, and at the cume time to send increasing quen-

Lh?ir products to us &5 well as to other markets. fs5 & result, our

®clined and our imports rose.

m,bil o In 1948 we exported goods and services valued at $16.8 billion, or

lugg r+n&¢ess than in 1947; on the other hand, we imported goods and services
declile.S billion, or $2 billion more than in 1947. Our export surplus

tied by $5 billion, from $11l.3 billion in 1947 to £6.3 billion in 1948.

401s decline becomes even more significant when we consider that it

Place

rme despite an increase in our aversge vrice level of about 9 per cent.

_Volume——that is to sey, in terms of constant prices--our exports
TV (C 1 s . . +
ne;bles declined by about 18 per cent «nd our imports increased by about
Q . - . - B
Ly Should simiizr changes occur in 1949, our export surplus would
¥ disappecr.,

nte

pep

miorela ?he m?st important single factor influencing our international econ-
rt ig ar;Zns in 1948 was the recovery progress in Western Furope. Countries
%gm“:io. inrecelved in }948 g?out one-third of our total gomedity exXports.
Pellom ¢ Cog most countries which are members of the Organizetion for European
‘FOHSt Qtlperution has now reached or surpussed the prewar level. Industrial
%Q.ressed ton’ hastgned by assistance under the European Recovery Progrim, has
UWpp O the point where the most important gaps in the need for capital
Qgether Pand rew materials have been filled. ‘Agricultural rehzbilitation,

U. s. aid, hes so improved living standards that the productivity

i
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or hes risen almost to prewar level., /[is & consecuence, production of five

impo

H0rty . . . . .
Mijnf €oods, namely, foodstutfs, textile vroducts, ships, motor czrs, and
theg these Europesn countries hes incrensed so much bhat our exports of

thmfoz;oﬁs declined by & total of more than $1.6 billion in 1948. At the same

RINEP, lgp?rts of m&chineryg_@oto? cers, end textile products rose by.$300

%nsb; tHoreover, the roﬁmml%ltatlon of the merchont narine Qf §eafarlngﬁna-
QUght about a decline in our net revenue from trunsportation from §1

lgmtwblu 947 to less than $500 million in 1948. iltogether, ve find that at

tan b ;f b%liion, or almost one-half of the totul decline in our export surplus,

“Ced directly to the success of cur assistcuce to Western burops,

Sethep . Incressed production in Cansda, Latin imerica ond the Middle Esst, to-
e g ¥t the large volume of output in the United Stetes, wes respensible for
%ta‘zeable rise in our imports of raw metericls--like oil, metzl ores snd
ée;?xtile fibers, lumber and wood pulp, meat, coffee, cocoz, teaz, =nd
by i0i~luxury focdstuffs. ‘The iancrezse in these imports amounted to ahout
6 tog2 CT one-fifth of the decline in our export surplus. The imnrovement
Per o lnternationul economic situation is, therefore, responsible for wbout 70
of the drop in our 1948 export surplus.

‘ ﬁen m“vlﬁhe remuining 30 per cent of the decline in the export surplus, how-

B 6v o ascrmbeq m2inly to effects of the wor thet hove not yet be?n com-
l%te “efCOme. The continuing poverty of » large purt of the world is re-
?lhu'r08n°h¢ so-called dollur shertrge, nemely, the progressive exhaustion of
) mu_e;}geinof‘m?st ifr?lgn COUﬁtTlQS: For ¢n§trnce, this sho?tag? hpids
+hwmries .9 r u‘Oi angsU?lal wnd elgctrlcal mgchlgery.although v1rtgally 2ll
JSUr A %40 811D bedly in need of further modernization and expangion of
lhmmtrif vai equipment. In fuct, the entire output of such machinery in zll

of “ Netions could not satisfy the over—zll dumind if the purchasing power
‘ oft Countries were equal to their needs.

Perticular, the decline of more than £700 miliion in our evports to
xgﬁhe % Probubly was due to the depletion of their doller resources dur-

i Postver years rather thun to a reduction in their need for ocur
inwmlly‘inzuu?tries I%ke Venezuel&lwhicb still. had emple d?llar rﬁscrve§.h§ve
toour °“‘o£€:d§ed their ppfchases in th}f coqn@ry. L d??}lng of ¢éOO ml%}l?n .

PGCOVOPVto‘thg ste?lwgg freﬁ ouLSLuefoi‘Bafone, ynl}g in.garf attrxguuable
v of the United Kingdom, was in purt cue to the "dollar shortage".

’?mettled AnOFher part oj’ the decrease in our exports can be attributed to the

’ A the P PSilticul situztion in the countries bordering on the Soviet Union and

th;A°uru;r6??g: _The unwilliggnc;s to rem7in depegdent'upon the We;t,.coup¥ed

Qﬁjsoviet ¥y ition of CEPOT L& of st?ctoglu meteri- 1s to the ares domlqateu by

by0 il'ioyl$on’ rgsulted in a drop in our‘exports tc Etstern Europe of zbout

’ 8boyt, On- Continued strife in the Far Lest reduced our exports to that area
$200 mi11icn,

!:Esnx eprE+S? developments acc?unt in the main for thc sharp d?cline ip 1948
, oy coni,59rplus.. They indicate suéstantiul progress towerd more stable
. findltlgns. In tho f;nagc}ng cf thenexport.surp}us, howeverz we con-
lem“ ®SS thoy, ﬁvlden?o gf the decisive rcle of the zid given by the United States,
ed °0$5.1 billion, enly about 20 per cent less then in 1947, wes
I GOVernment loens und grants snd by wdvinces by the International
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“Mit'ry Fund and the International Bank for Reconstrgction and Dnglopment. An

pﬁNrJOnal $600 million, or about the seme amount as in 1947, was financed by
ate rémittances, occasioned mainly by the continuing sorry plight of the

Ibzgean relatives end friends of our citizens. Private capital invested a-

e U ?Otaled $900 million (net), a2 smull increase over 1947. Sales of gold.to
n{hed States emounted to $1.5 bhillion, or almost 50 per cent less than in
7 decline probably reflects the heavy liquidation of foreign gold hold-
Tlor to 1948, Sales of gold in 1948 were largely offset by an increase in

holdings of short-term assets in this country.

krOS .
SCtive Chenges in Export Surplus

Xt From the point of view of our in?ernational're}at?ons, the decline in
r&mbiwi+§*§urplus is welcome, especially 1n§ofar as it 1nd1cat?s progress of.
S g s tOn abroad. In 1948, when inflationary pressures still preyallgd in
Cia] nn??try, it was also welcome from the point of view of our domgstlc flngn—
export surplus is financed--spart from privete relief contribu-
®lther out of U. S. Government funds, private extension of credit, or
of gold. £11 three methods have inflationery effects. The 1argest
toachivlonal expenditure--Government grants znd logns——made it more difflcu}t
%“endegve a budget surplus of decisive anti-inflationary proportions. C?edl?s
the v t finance purchases by foreigners contributed to further expsnsion in
Coulg hgme of our money. Gold inflow provided additional bank reserves which
Come the basis of a multiple expansion of credit.

ings -
Oreio

W inp

Sirg 1 A further decline in our export surplus, however, might have less de-
Whep 4. CONSequences if downward pressures developed in the domestic economy.
i’bpm::"?es“vic demand contracts, a strong foreign demand is bteneficial because

r

Cmmtru 1t has been argued, by opponents of the joint program of European re-
bﬁmfi ®tion, that our ala was intended less to help Western Europe then to
ang Ser our own economy by opening otherwise unavailable markets for ?ur goods
Vlces, Thigs contention does less than justice toth to our motivation
actual situation in 1948. In that year domestic demand could have
Uraj, “ Virtually all our exported products, and the export surplus was 2
re“p°n our economy. Moreover, the possibility thct we might bene%lt in the
b hgp, TOM increased sales abroud would not mean that foreign countries would
me -, vuen:  our ald--unless grossly mismenaged--would in amy case con-
fOIei to be 5 positive contribution to foreign economies. In fuct, the needs of
°mudgn countries for additional goods and services are so immense that they .
be satisfied for a long time to come by the output of their rehabili-
Suctive systems and all our aid combined.

Wy, 5o, w4r assistance Yo foreign countries could harm their economie; only
eg?slsted on exporting goods that would compete with their industries and
tageo :c Nations were unable to shift their production to other, more &dvan-
Mat, activities, Actually, our eid consiste overwhelmingly of.fo?dstuffs,
lot, t EL » and capital equipment and the most biased protectionist could
ru mzintain that such shipments diminished the opportunities for
he;nt in the recipient countries. On the contrary, they mazke i? possible
ti;e Countries to increase employment, production, &nd consumption at the
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bmll In uny czse, our export surplus probably will not decline as repidly
Lsh] 948_t0 1949 e5 it did between 1947 and 1948. We may hope thet imports

to increase, toth becouse of larg2 demand at home and because cf
to g vS4 Supply abroad. Ve olso can expect exports of & number of comnoditvies
%&nw‘;““ lurther. Our foreign responsi?ilities, bowever, wi%l meke i? nec-—
&pmts“or us for some time to come to ship & certain amount of "unreguited"

~-that is, exports not paid for by imports.

oy - Ifne first of these responsibilities concerns tlie arexs occupied by
forces., In ivus. contrary to the general trend, our exports to Ger-

. thiiriﬁ,_and Koreu vere c?nsiderubly lorger than in_1947. Yhile it i;

i ujoé; No fu.ther risc in aid will become necessary, it would Le unrealist-
2% upon teo rapid a decline in the needs of these countries.

‘ o secend recponsibility relates to countries threctened by foreign
hﬁmmo}ot'| In 1948, that responsilility resulted in increased exports to
’%C@sa;nd Turkey. Under the North Atlantic Pzct, further increases inay be
Y 1o cnable the Europecn membors to fulfill their trecty obligations.

J‘ , % third responsibility exists in respsct to countries which have
“lm1thel“t0 long-term plans for recenstruction and development in connection
k}mrar: “Uropean Reconstruction Program. It would be wasteful, ac well as
L Tedyas o OUT economic und political interests, e leave thet werk unfinished
. 05 ot +$ OUr ossistunce below the amount required by the porticipsting na-
“EPity gslgir current state of reccvery. We nave just sterted to deliver
gooﬂsom? r..ther then foodstuffs, cnd a Qecllne.ln dgmestlc dem§nd ?or cap-
AV inake poseible cn increase in deliveries without deprivation of

Owy

Oup :
U indugtyy

denznd for capital goods. Such a development would be most

) our own cconomy if it were timed so that increzsed demand for

mmtrie«”“ 8reas weuld coincide with declining needs of the Western European
* O

d
a

~wvne considerations do not imply, however, thut we ghiould ertificial-

Oigeixiort surplus not warrinted by the needs of the reciplent na-

Vg p aelion 0 prov;ge markets for our goods. Even if drastlg aétl—defla—

T bungy, +~§f??ould become nuCessiry here, the Governgent‘wouLd hrve cmple

o S bhe 1040_Ju£e domectic measures that would expand incomes end expen@ltul
Fhrt Sup V-lncone groups. ilorecover, the sums involved in amy prospective

e"timlam.plus probably would not be large enough to be decisive in anti-de-

|
|
| 1. Toete
|
|

Oreign Trade

alﬁnee npﬂahe&lthyinternational economic system requires ecuilibrium in our
Lional payments, apcrt from those commodities sent to foreign
Tithep o0 770 Ecuilibrium does not meen ecurlity of exports and imports
fQuility of our export gurplus--upart from the relief chipments
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Mentioned--and the amount of our voluntary foreign investment,

Nat; Such an equilibrium, however, would not restore satisfzctory inter-

ﬁlonal relations unless it accompanied a high and expanding level of world

&gn:. Equilibrium as such could be achieved any day by cutting out Government

mﬁss§ ?nd loans znd permitting trade to decline to the low levels of the de-

in 4 loﬁ years. However, progress in rehabilitation of war-devostated areas and

Velopment of buckward areas would te halted, our exports would drop violent-

) Hd gy imports from these aress could not increase further. This would

th at oreign countries as well as the United States would have to ferego

e .
beneflts of buying and selling goods in the most advuntegeous markets.

Not, At 2 high level of world trade, however, equilibrium would ke reached
domeC¥ by reducing exports as by increasing imports. Such a development
€N fit all parties oy making it pogsible for them to enjoy fully the
°f the international division of labor.

Consumers generally welcome the added quantities of goods snd services
o uczcome aveilable for domestic conswunption tbrough an increase in imports.
fied rs however, frequently fevor additional imports only if they are con-
no O raw materiuls or other producers' goods or to such consumers'!' goods as
in COmpete with domestic products. It so happens tha? the greatgr part.of
"mter-gort X8 of that type. In ivss our largest import %tems we{e 1ndustr1a}
Coffeg 3'1‘nc oil, rubber, wool, wood pulp, copper ¢nd tin, and foodstuffs like
per’ cane Sugar, and cocoa; thece nine commodities glone accounted for.about
fcﬁyitcent of our entire trude. If we maintain our high level of economic
a Y+ We can probably absorb ever-increasing quantities of the commodities
R Opzodu ers favor, including high-quality goods which could be manufactured
I7a4 °nly at prohibitive costs because of the large zmount of highly special-
°T necessary for their production.

Impg i It 1s unlikely, however, that we can maintain a high level of trade by

mhductng © ly those commodities and services which do not compete with domestic

Some ras’ n fact, progress in synthetic production has reduced our demcnd for

Lu'e v m”+°r1als, especially cilk and rubber, which before the war formed a

hnVe pa?t of our imports. Ve must fzce the fact thet our imports will also

mﬁ@h © inelnge some consuners' goods which could be produced domestically but
8¢ produced at, greater adventage abroad.

domest' increase in such imports will, of course, be resisted by competing
Ad. SULC ppn ; : s ati
vi cers. The resistance will become more stubborn as the comparative

vy
mmhni;ge of the foreign exporter increuses. In some cuses, an increase in
&fe Ports might actually lead to hardship. LEven in those cases, however, the
< Supon in7" idusl industries would not be more drastic und the over-all
Yoy) on the €conomies abroad and a#t home less severe thsn the damage that

e . . s
the poigiult from failure to maximize foreign trade. An example will illustrate

U importqlf,we vwere to reach equilibrium hy reducing exports to the 1948 level
T if T export industries would have to curtsil scles by about $6 bil-
vel o ) hOWeVer, we were to reach equilibrium by raising imrorts to the 1948
Mon g exp?rts, aomestic industries would have to curtail sales by the szme

R "oth cases, it is assumed for simplicity's sake that other domestic
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Sales anq burchases would remain unchanged. If we used thie method of cutting

exp9rt5’ it would hit those producers that have proved to be more efficient than
elr foreign competitors. However, the method of cutting sales of domestic

§Offsﬁ§0mpeting with imports from abroad would curb.those epter?rises that nre

mnld”‘**Clent than foreign prcducers. From the point of_v1?w UOth1?fbth§

Preg €conomy and of the domestic consuner, the second soiution would be far
“rable to the first.

®Xpeqt, ++ We may hazard a forecagt on the éasis Qf Qast efpe;ienc§i~wirzz¥am
periéd €quilibrium to be reached after the end of the Europegn QeC?VCT{lT tbr
timh » 2% a point somewhat in betwggn the pwo extrcmfg posedle iugfLﬁmgiriz—
(includ"?;ess,ogr economy should suffer serious IetGSflO?? 2 ‘cve"qo.bl:p rs
i 1E services) of 10 to 20 per cent above 1948 would seem feasi e.
the buik ot these imports would be in ‘he ficlds of crude materisls, pro-
Omestj 80ods, and other commodities end seryi?es which de n?? competg‘yithf
Omest-c Products, such an increase would not anolve‘apprec%able harasnfp "or
¢ producers, At the same time, the recovery of th? rest of tbe world

e remak _an export™level of 10 to 20 per cent below 1948 seem ettainable.
1 SU1+lng export surplus of about §2 billion, or almest 70 per cent below
easii prnt}bly could be covered Ly private investmenﬁu alon%, or even more
" Investments plus moderate relief contributions. Such a level of for-

e :
ﬁézigraée Wwould represent ubout the zame proportion of our gross national pro-
,ﬁhgtuw '] 1947, but a somewhat lower ratio than previiled either Lefore the

or

war or during the inter-war period.

pectatio Ihe hope for achicving such & helence is br.sed primarily upon the ex-
n b ve shall not repeat the mistake of the last interwar period,

Ps e belieVed we could expand exports and at the same time restrict imports.

a5 eexDerf‘nce--that in the long 1un foreigners can tuy from us only as much

&mrngzrmlt them to sell to us--is already repeating 1§seif since our exports
e are restricted by the so-called dellar scarcity.

Wity Ug FOrtunately, the moin trading nations of the world are rea@y to join
an international program which would help us expand foreign trade
vuiume, ' The regional commissions set up by the United Nations for
.Latin hmerica, the lear Eost, and the Far East, as well ac the Pan-Amer-
flon ang the Organizatior for European Economiec Cooperation, are all
hd p veioward this end. In addition, the International Bank fgr Reco§§t?ucFion
®Mable 1. 0P nt hes started to grant credits to undeveloped nations, which will
n&Ho a hem o expand their production and to participate more actively in inter-
n"us’cj_r commerce, The Internztional Monetery Fund is tackling the problem of

'8 unrealistic exchange rates so thnt the mzin troding nations can grad-

0 nay s
X
B Hmum
i Ope,

-‘*L_Ly s 3 . ;
Poseq I Some of their most irksome exchunge restrictions, Finally, the pro-
Whs nternational Trade Organization should beceme an important forum in

o i . . .
v vzat}ons operating at different stages of economic maturity end struggling
1Vergeryln3 Problems of balance-of-payments disequilibrium can reconcile their
nt intel‘ests and substitute cooperation for internationsl economic warfare.

Olve o 11 these organizations, however, can work successfully only if we

tha U own international economic problems in a menner designed to expand ra-
'nteigat3 restrict commerce. Our economy, which has become th? largest soErce
Ny the l°“§i‘supplies of goods and services, ?annot escape being gt tﬁe same
N o international market. Neither regional organizations,

United States

i



practjgé;vmvuu QL UXCH(&Hg? I.'iih'ES, 1:1OI' pI‘OIL’LU.LPlOIl OI unla]..r excnar'lge Cl:lu LIS
abrun*‘ly C:cem restore equlllprlum'ln interna.tlonal.‘economlc reluations if we
®Xelude ac:’?se_ to.make our financial re§ources avallalfle to our'customers or
treqyy, an(aiu;n their g:roods from our terrlt?ry. It is ioz:tunat_:e indeed that a
tapteg rade policy aimed at international cooperation will also be hest

a
vO meet the fitnre remiiremantce Af Anvy AAmoctinsa aranAmyr



