REMARKS BY THE HONORABLE WM. McCHESNZY MARTIN, JR,, CHAIRMAN, EXPORT-IMPORT
BANK OF WASHINGTON AT THE FORTY~SEVENTH ANNUAL CONFERENCE OF THE NATIONAL
ASSOCIATION OF SUPZRVISORS OF STATE BANKS, SEPTEMBER 23, 1948

UNITED STATES FOREIGN AID PROGRAMS, THE EXPORT-IMPORT BANK
AND UNITED STATES FOREIGN TRADE -

I appreciate very much an opportunity to participate in the program of
the Naﬁional Assoclation of Supervisors of State Banks in their conference
here in Louisville, When I attemptéd to develop the subject assigned to me
by your President, namely, "Our Economy and the World," it proved just a bit
too large for me and, hence, with your permission, I am going to change it
a little and discuss with you the relationship of United States foreign aid
programs to our foreign trade, as seen from the special vantage point of the
United States Export-Import Bank, This scems to me a matter of vital concern
to all of us,

Now that the Economic Cooperation Administration is in full operation,
we have before us renewed evidence of the crucial importance of our postwar
aid, both to this country and to the world at large, When World War II began,
the United States was only moderately active in world trade and its industry
was geared primarily to the domestic market, But by the early part of 1945,
exports under lend-lease alone were leaving this country at the staggering
rate of $16 billion per annum, At the same time that our industrial machine
was thus expanding, the war was foreing the rest of the world to contract.,
Now, more than three years gftér V-J Day and desplte the really remarkable
degree of world recovery, especially in Western Europe, thebUnited States
productive saspacity is such that the free people of the world still depend
upon it to provide the additional assistance essential to the completion of

theilr own earnest self-aid efforts,
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It seems to me thot the whole approach taken by the American Government
after this war, supported as it has been by both major parties and the America:
people as a whole, contrasts most favorably with the approach taken at the end
of World Wer I, In no area is this reflected more clearly than in the con-
trasting attitude towards the repayment problem after the two wars,

After World War I we insisted, without any regard to the feasibility of
repayment, that our European allics repay for all United States éid, even for
the shot and shell which had been expended on the field of battle, After
World War II, in contrast, thore has been a growing appreciation of the fact
that we can only approach the whole foreign lending problem from the point
of view of a realistic appraisal of the borrowing countries' capacity to repay
In the case of Europe, there is a growing recognition that we can not reason-
ably expect Burope to repay all, or perheps even a major part, of the total
aid required from the United States, This current estimate of the repayment
prospects for United States foreign aid, it should be noted, is contrery to
the original hope of this government, It was thought in 1945 that, apart
from UNRRA type relief aid, the emergency reconstructisn needs of the war-torr
areas of Europe and Asia (exclusive of Great Britain) would be on a small
enough scale 8o that they could be met entirely through loans, in the first
instance‘by the E;port-Import Bank on a stop-gap basis and then prineipally
by the International Bank for Reconstruction and Development. The British
needs were to be met through a separate line of crcdit, A4s you may recall,

a lerge measure of dollar aid was réndered in 1946 and 1947 on this straight
loan basis, There was the British loan of $3-3/4 billion; Export-Import Bank
reconstructi m credits of over $2 billion; and surplus property and post V-J

Day lend-lease credits of ncarly $3 billion,
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By the middle of 1947, however, it has become generally recognisged that
some new basis for finaneing the dollar aid requirements of Europe had to be
found, The Export-Impoirt Bank emergency Peeonstruction credits were coming
to an end early in 1947 as available resources were exheusted and in accord
with the understanding that the International Bank, which was just beginning
to operate, would assume responsibllity for this type of credits. The latter
institution, however, frund it impracticable to raise funds in the open market
in the amounts required for further reconstrﬁction needs, nor did it appéar
1ikely that the countries involved eould service additional credits on a
loan basis, The British line of credit, expected to last until 1951, was
largely exhausted by the end of August 1947, The unavailability of private
finaneing made it clear that, if the remaining dollar needs of Europe were
to be met, they would have to be met directly by the United States Government,
Accordingly, the logical and necessary bulwarks to the Export-Import Bank re~
oonstruction credits and the British lines of credits were the interim aid
grants to France, Italy and Austria in the winter of 1947 and the ECA grants
and loans now being proéessed. The emergence of the European Recovery Program
reflected the conviction of the Executive Branch and Congress that the remaine
ing postwar dollar aid requirement.s might extend over a further four-year
period, might amwunt to as mﬁch as’17 billion doll~rs and would have to be met
largely {upwards of 80%) on a granf rather than a loan basis,

Despite the fact that further United States aid will be largely on e
grant basié,'the loﬁg-term doll:-r financing involved in the postwar recovery
effért may well reach a total of over $i5 billion by 1951, This includes
Export-Import Bank credits of about $3 billion; the British loan of $3-3/4
biAlion; surplus property and post VeJ Day lend-lease credits of perhaps

$3 billion; a four-yesr European Recovery Program loan and guarantee total
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of perhaps $4 billion; and Interhationsl Bank and non-guaranteed private loans
and dircot inveatimehts abroad of indeterminate magnitude,

Long-term dollar lending of this maghitude will mean average annual
dervide charges of around $1 billion throughout most of the 1950's and 1960's.
This creates a major policy problem for the United States. From the standpoint
of the borrowing countries, it means that they will have to develop an export
surplus of approximately the same amount to meet the service charges unless
this country pfovides them with the neeessary dollars through continued
privéte lending and direet investments abroad on a corresponding scale, From
the atandpoint‘of this country, it means that unless borrowing countries can
develop such an export surplus they will either have to default on their
obligatiéns to us or drastically curtail their future imports from this
country, |

There are, basically, two patterns of national behavior on the part of
.the United States, the choice of which will largely determine whether or not
and to what extent our loans will be paid back,

First - We can continue indefinitely to lend abroed and in this fashion
provide dollars on a scale sufficient to avoid a pet repayment problem and
thus postpone the day of reckoning, -

Second- - We can encourage the development of an inereased flow of im-
ports into this country sufficient to enable the borrowing countries both to
meet the service charges on their longe-term obligations to us and also to
continue to buy the proéucts of this country on a scale essential to their
and to our Qelfare.

I find it hard to believe that many Americans would comsciously favor

sacrificing our export interests, or encouraging an indefinite continuance of
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foreign lending with little prospect of eventual repayment, merely to curtail
an increased Plow of imports into this cohdtfﬁz The only real hope I see for
a revival of thue world traée; the fe-eﬁiablishment of an effective multi-
lateral trading system, and the solution of the dollar repsyment problem lies
15 the expansion of this eountry's foreign trade, both on the import and the
export side, and the eventual development of a normal‘import surplus, - Our
foreign trade percentagewise‘may be small, It may be only 5, 7, 9 percent
but it is my conviction thzt it represents the marginal difference between
full employment and a rising standard of living, or going backwards to a
period of a lower standard of living with less production of goods and sube
stantial uhemployment,

The Board of Direcfors of the Export-Import Bank is of the opinion that
this repayment problem makes an increased volume of imports an absolute
essential element of a healthy, thriving United States postwar foreign trade.
The Bank has a very specizl interest in this mstter by reason of the specific
requirement in our statute that we have reasonable assurance of repayment
before meking a loan. It is the opinion of the Board of the Bank that, if
the whole broad postwsr effort to revive world trade and re-ecstadblish an
effective multilateral trading system suceeds, the countries to whom we have
made the two-odd billion dollars of emergency reconstruction loans should be
in a position to repay these loans, It is our practical judgment that the
greatest hope for a solution of the repayment problem lies in an appropriate
expansion of imports into this country; indeed, in the absence of an indefinit?
continuation of officlal United States foreign aid, this is the only way in |
which the borrowing cowntries will be able to m;et the service charges on
their obldgations and continue to buy the products of this country eséential

to their welfare,
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The question that immediately comes to mind is: Will it be necessary
to teke positive steps to ensure en mppropriate expansion of imports or will
such an expansion take piaée more or less automatlcally during the postwar
period?

There are several factors operating towards an automatic increase in
imports:

First, travel expenditures abroad should increase substantielly in the
postwar world if for no ofher feéson than the faet that our national income
has risen so substantially above ﬁreqwar levels. Some argue that this factor
alone will solve our import problem; in any event, it seems very likely that
this will turn out to be ﬁhe most important single source of extra dollars
for foreign countries,

Secondly,/imporfs of raw materials should be at substantially higher
levels as a result of higher nationél income and the wartime depletion of
domestic supplies of many such items, Who would have thought, for eximple,
that copper, lead, and zinc would ever have been in short supply in the
United States? |

Thirdly, imports of luxury and semi-luxury items, nonecompetitive or
only partially competltive with United States products, may rise substantially
with continuiqg/gé%gonal incorme here and progressive recuvery abroad,

As against these considerztions - although they clearly presagé a
larger total volume of imports in the postwar period than in the past -~ we
must bear in mind the fact thet the same circumstances of high United States
national income end denand for foreign producfs will set in motion as great
or even greater demands in foreign countries for United States products,

Experience has already demonstrated th:t foreign customers will buy American

o
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goods up t> the full 1imit of their dollar resiurces, It has been the
relative shortage of dollars abroad and not lack of demand for American goods
which has operéted since the late 20's to restrict the vigor and growth of
our natural export industries. Indeed, foreign countries have consistently
tended since 1945 to buy United States grvds bey nd the limit of prudent
financial management. Thevpressure to do this will be greater than ever until
the ravages of war have been fully repaired.

Because of the above considerhtions, it is my convietion that we cannot
afford t> sit back and rely upon a fortultous combination of circumstances
to bring about an increase in imports sufficient to ac“ieve equilibrium in
our international balance sheet., I feel, instead, that we should take what-
ever positive measures are possible to develop an import surplus sufficient
to enable foreign countries to service their dollar obligetions and stili con-
tinue to buy our exports in large volume, However, I am quite certein in my
own mind that it is privete industry and not government which must undere
take the leadership in the expansion of imports, For its part, the Export-
Import Bank has devoted, and will continue to devote, a great deal of
attention to the import aspects of all the loan applications before it, In thc
'case of all the Bank's general developmental and reconstruction loans, the
direet conneetion of the proposed 1oan‘with the creastion of additional foreign
exchange has always been studied, The eontribution of any loan to the solu-
tion at least of its own foreign exchange problem has always been a factor
present in its consideration, In its appralsel of loans the Bank regards
financing of the production of commodities suitable for export from the
foreign countryvto the United Stetes as a consideration just as important

as the promotion of exports from the United States. But the contribution
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that the Bank can mske in the import promotion field is, of practical
necessity, quite limited. Foreign trade, because of its pioneering and
romantic nature, lends itself to the best in the Amcrican tradition of
private enterprise, It is in this field, perhaps more than in our domestic
production, that the United States opportunity lies to demonstrate t» the
world the true achievements of the American way of life,

I think that the prineipail single step that can be teken in this directios
is for us promptly to reduce cur tariff barriers within the framework of the
Trade Agreements legiélation. This reduction must be undertaken on a
scientific and impartial basis and should be directed toward achieving a
greater volume of imports than we now have with due regard for the rights and
property of our existing enterprises., I realize the many problems involved
in such action, but there will never be a more eppropriate time for tariff
reduction than how at the outset of the Buropean Recovery Program, The sooner
such tariff reductions are undertaken, thé more effective in promoting imports
they ere likely to be, Moreover, the effect of tariff reduction in this
period 1s likely to be, not to contract current domestic production but
rather to minimize expansion éf capacity in our less efficient industries,
Our protected industries would, in my opinion, benefit from a move which
caused them at this opportune time of high national income to diversify their
proiuetion and direct their plans for expansion towards new lines of output,

I certainly do not mean to imply that merely lowering tariffs will
eorrect.the disequilibrium created by our production superiority, The
problem is more funiamental and eomplicated than that, Such a step can only
help a 1ittle, There is no more vital economic issue of our time, however,

than this repayment problem and the development of real two~way foreign trade,
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The hopes and well being of virtuelly all the peoples of the world depend,
at least in part, on the progress we make towsrd understanding these facts,

The United States is the greatest economic power in the world today and
the gre~t creditor nation, I am sure all >f us look forward to an éarly
end of U:ited States assistance on a grant basis, No one likes to give away
money indefinitely, nor do worthwhile people enjoy receiving on such basis,
The goal of our foreign aid programs is a self-supporting Europe by 1952,

" but let us not forget that sur world position requires us to continue to
invest heavily abroad for a long time to come and import the goods and
services our capital will make possible, I hope this investment will be
private and not governmental, but again let us have no misunderstanding of its
vital necessity, Investment of European funds was the keystone in the arch
of an expanding world trade pattern in the Nineteenth Century and investment
of United States funds must now take over this role,

World War II has brought about fundamental changes in the structure of
world trade. These changes were probably started before World Wer I, but
they are now complete and far reaching. If we are to prevent the serious
depression in this country on which the Russian Government is counting so
heavily, we must recognize the changed character of the world economy,
Foreign trade has assumed a new importance., Failure t» recognize this, will,

in my judgment, prove a great tragedy for our peorle,
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