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SURVEY OF

CURRENT BUSINESS ...

¥ Foreign Trade in the Post-War Economy

By August Maffry, Chief, International Economies and Statistics Unit, Bureau of Foreign and Domestic Commerce

OREIGN TRADE is too frequently
» considered as an unimportant ad-
junct of domestic trade. Foreign trade
# can be, by contrast with this limited view,
a positive sustaining force in the United
| States economy. It can create broad
i new markets for manufactures and form
§ an important outlet for savings, as well
as provide both raw materials for domes-
tic industry and articles for immediate
consumption which are produced solely
or more advantageously in foreign coun-
tries than at home.

Economic conditions are made to order
for a realization of these objectives. In
the United States, fabricating capacities
ir. heavy industry especially have been
expanded beyond any probable post-war
needs, and there is an abundant supply
of capital from past and current savings.
Outside the United States, reconstruc-
tion and developmental programs call for
huge amounts of the products of heavy
indusiry and offer many opportunities
for the profitable investment of foreign
capital. f

The problem of combining these fac-
tors to achieve a balanced expansion of
foreign trade is one of national scope and
importance. But it is also a problem
which faces thousands of businessmen
in their search for post-war markets,

The United States has a strong na-
tional interest in an expanded post-
war foreign trade, not only as one means
of maintaining high domestic employ-
ment and production, but alsc as a means
of making the most economical use of our
human and material resources. Our in-
terest in foreign trade is broader, how-
ever, than economic considerations alone
would suggest.

Because of the enormous economic
weight of the United States in the world
economy, it has a heavy responsibility
for contributing to world prosperity
through a large and stable volume of
foreign trade and foreign investment.
To the extent that world prosperity helps
in preserving peace among nations, our

-" foreign trade policy becomes an im-
portant element in our foreign political

' policy. Furthermore, the United States

- 15 in a unique position with respect to its
international economic relations. Its
foreign trade is an important part of
world trade buf a small, even though
critical, part of ‘its-total economy. It
is the major source of international cap-
ital, but its foreign investments repre-
sent a relatively unimportant source of
national income. The gold holdings of
the United States are equal to those of
all the rest of the world plus thelir short-
term dollar claims.

For all these reasons, the position of
the United States i{s fundamentally dif-

“# {ferent from that of countries which are

heavily dependent on foreign markets or
upon foreign sources of supply for their
very subsistence, heavily indebted to
other countries and largely dependent
on them for mew capital, or without

substantial external reserves in relation
to current and prospective requirements.

Whereas countries in these circum-
stances have little freedom of action and
are often compelled to think first of their
economic security, the United States can
take the lead in promoting an expansion
of its own and world trade without in-
curring undue risks. From this point
of view, the course of international eco-
nomic relations after the war will be
strongly influenced by the initiative and
vision of those who determine the foreign
trade policy of the United Btates.

Past Patterns of Foreign Trade

Foreign trade has played, in the past,
a vital role in the United States economy,
but a very different role at different
stages of its development. The" history
of our foreign trade, like that of any
older country, bears out the fundamental
fact that there is no ideal pattern of
foreign trade for an economy in the ab-
stract. The pattern is determined by its
stage of development, its resources, and
other circumstances and therefore varies

from time to time and from country to
country.

Thus, during the early history of the
United States up to the middle of the 19th
century, foreign manufactures and cer-
tain foodstuffs, such as coffee and sugar,
were imported in exchange for agri-
cultut] and forestry products, includ-
ing cotton, unmanufactured obacco,
wheat, and wheat flour. The develop-
ment of the resources of the country was
speeded up both by the opening of for-
elgn markets and by the investment of
foreign capital.

This pattern of trade—imports con-
sisting largely of manufactures, exports
consisting largely of primary products,
and an inflow of foreign capital financing
an excess of imports—was suited to a
young economy engaged in exploring and
exploiting its natural resources, and con-
tributed greatly to the steady rise in the
standard of living.

As the industrialization of the United
States proceeded during the last half of
the 19th century, the pattern of its for-
eign trade and other international trans-
actions changed. The relative impor-

Chart 1.—Foreign Trade of the United States and National Income
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Chart 2.—Proportions of Crude Materials and Finished Manufactures in
the United States Foreign Trade
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tance of finished manufactures among
imports declined and that of crude ma-
terials increased. The opposite shift oc-
curred in exports. (See chart 2.)

The country was by this time seeking
forelgn sources of raw materials for its
expanding industries and foreign mar-
kets for its own manufactures, During
this period foreign capital aided ma-
terially in the industrialization of the
nation as well as in the development of
natural resources. Then, as the wealth
and income of the country increased,
capital from domestic sources became
adequate for practically all requirements
and at about the turn of the century be-
gan to go abroad in substantial amounts,

During the 1920's the investment of
American capital in foreign countries
became an important factor in ralsing
exports from the United States to record
peacetime levels. At this period United
States foreign trade was characterized
(in ¥reatly oversimplified terms) by im-
ports composed In large part ®f crude
materials, exports composed in large part
of finished manufactures, and an outflow
of capital supporting an excess of
exports.!

Far from being necessarily short-run,
or inherently unstable, this pattern of
international transactions was, and is,
entirely appropriate for a highly indus-
trialized economy based on mass-produc-
tion techniques with a high and rising
level of income and a high rate of sav-
ings. It is clearly the pattern which
should be reestablished after the present
war, with, however, several important
differences.

One is that all of the magnitudes in-
volved must be greatly increased as com-

1 Actually, the structure of the foreign
trade and International payments of & highly
industrialized country such as the United
States 1s very complex.
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pared with any previous standards if
foreign trade is to play its full and
proper role during the reconversion
period and beyond. A second is that the
irresponsible methods and practices of
foreign investment prevalent during the
1920's should not return. A third lies
in the assumption implicit throughout
this analysis that effective steps will be
taken to insure a politically stable world.
The role of lender is just as obvious for
the United States vis-a-vis the rest of
the world as it has been in the history
of the domestic economy for the induse
trialized East vis-a-vis the developing
West. And, unless counteracted by re-
strictive trade policies, the development
of the resources of other countries with
the assistance of American capital will
Just as certainly create new markets
abroad for our national products as the
building up of the West created new
markets for the products of the East,

Implications of Wartime Trade

The restoration of foreign trade to a
peacetime basis begins, not with pre-war
conditions, but with foreign trade as it
is today. The broad features of this war-
time trade are readily defined.

Exports (exclusive of shipments to for-
eign countries by the Army and Navy
for the use of United States armed
forces) are running at approximately 14
billion dollars, of which about 2.8 bil-
lion represent exports of civilian goods
for “cash,” and 11.2 billion Lend-Lease
exports and “cash” military expprts
combined.?

3 “Cash" 1s used here, not in its literal sense,
but as a convenient label for non-Lend-Lease
exports. With minor exceptions, however,
such exports do Involve a financial consid-
eration. On the other hand, Lend-Lease ex-
ports Include some shipments on a reim-
bursable basis, 1. e, -involving a ocurrent
finaneial consideration.
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The beginning of the transition from f
war to peace in foreign trade is signal-
ized by the fact that Lend-Lease and
military exports reached their peak (on
a semiannual basis) during the latter
half of 1943, remained about the same
during the first half of 1944, and have
since turned downward. “Cash"” exports
of civilian goods, on the other hand,
have shown an upward trend since the
first quarter of 1943.

The decline in Lend-Lease shipmeritd®
will undoubtedly become sharp with
end of major hostilities in Europe.
trend in “cash” trade is to be explained
partly by an easing of the shipping sit-#
uation; partly, as regards very recent
periods, by a relaxation of export con-
trols; partly by the reopening of oversea
markets to commercial trade; and partly
by the transfer to the “cash" category
of exports which had been made pre-
viously under Lend-Lease. All of these
influences will continue,to operate dur-
ing the transition period and will begin
rapidly to push up “cash” exports fol-
lowing victory in Europe.

The striking feature of wartime im-
port trade is its high volume in relation
to the limited areas from which imports
can be obtained. Imports in 1944 will
exceed 4 billion dollars despite the fact
that they are coming from sources which
in pre-war years supplied less than 60
percent of total imports and the further
fact that many of these sources are re-
stricted or not readily accessible.

Not since 1929 have imports even from
all foreign sources reached so high a fig-
ure. To be sure, a number of extraor-
dinary factors have operated to increase
the volume of imports. On the other
hand, the shortage of shipping space has
limited the import of less essential goods
and, at times, also of essentials; and in
some countries the diversion of resources
to war production or the lack of equip-
ment and supplies has curtailed exports
to the United States.

What are the implications of wartime #*
trade for the post-war period? Is it true,
as is frequently observed, that wartime
trade is so abnormal as to have no sig-
nificance for peacetime commerce?
Consider, for example, the current trade
between the United States and Latin-
American countries, Imports into the
United States from these countries
1944 will exceed 1.6 billion dollars—larger -
than imports from them in any previous
Year.

This dollar volume of imports can be
explained in part by purely wartime fac-
tors: prices substantially higher than
before the war, purchases in excess of
current requirements for stock piling, di-
version of trade from normal sources of
supply in other areas, war demands
which have no peacetime counterparts,
and the intensive procurement efforts of
the United States and Latin American
Governments. It is to be explained also,
however, by the high level of industrial
activity and income in the United States
and the heavy demand for raw materials
and for foodstuffs which it generates, as *
suggested by the comparative trends in
imports from the area and manufactur-
ing activity in the United States shown
in chart 3. ¢
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As the mocompanying table Indicates,
toconl imports {rom Leatin America have
ponisigted largely of commodities which
serg important in the trade in pre-war
years (e, €., coffee, sugar, petroleum, oil-
peeds and vegetable oils, frults, and cop-
per) end to & relatively small extent of
products which were formerly unim-
portant (e. g., tin, sinc, essential and dis-
tilled ofls, precious stones, lead, and bev-
erages) or of wholly new items,
The principal différence between the
gurrent trade and pre-war trade is that
the same commodities are being imported
in larger quantities and at higher prices.
One can make generous allowances for
the wartime factors in the trade and still
be forced to the conclusion that, at a
similarly high level of industrial activity
ja--thmeo- of —peace, -imports from Latin
America would be very nearly as high as
they are now, ,
A rough commodity-by-commodity
analysis of the trade indicates that prob-
gble decreases might be of the order of
250 million dollars and probable in-
greases, resulting from the release of
ghipping and other factors working In
P the opposite direction, of the order of 65
million dollars without allowance, how-
ever, for a possibly heavy increase in im-
ports of petroleum, regarding which no
. gonjectures were made.
mrelit'tmrbrt prices are substantially
higher than in the years just preceding
the present war. However,
Jargely to the n ation of intergovern-
mental purchase contracts and o agree-
mepts between United States and British
suthorities on their foreign purchasing

rogramsg, there has been no such infla-

on of import prices as occurred during
pod immediately after the last war.
These ces are lower now, moreover,
than they were during the peacetime

od 1823-26.

Although instances may be cited of

f prices which are due to-fall, it

not certain that import prices on
the average will be much if any lower
after the war, provided favorable condi-
tlons of demand for raw materials exist
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in the United States and other major
industrial countries.

As another general observation, it
should be noted that current imports
from Latin America, although valued at
more than three times their average
amount in the ediate pre-war period,
are not so as one would expect a

‘priori on the basis of the increase in in-
«dustrial production and the ris¢ in im-

port prices!

Wartime trade between the United
Btates and the Latin-American countries
has post-war significance from another
point of view. As may be geen in chart
3, there is a widening gap bétween war-
time imports and wartime exports which
is typlcal of our wartime trade as &
whole.

Consldering that the demand for Amer.
ican goods by these and other countries
has urunll{] equalled or. exceeded their
current dollar receipts, it is a safe as-
sumption that exports to Latin America
in the absence of wartime controls would
be of approximately the same dollar vol-
ume as imports, even leaving out of ac-~
count other possible sources of dollars
such as new investient of United Btates
capital.

Exports of this magnitude, that is, at
an annual rate of 1.6 billion dollars,
would be three times the amountof pre=
war trade and nearly double the amount
in any previous year, not excepting the
inflated trade during and after World
War I. In this way, wartime trade indi-
cates the enormous potentialitlies of
peacetime trade under conditions of high
economic activity et home and abroad.

Foreign Trade After the War

The volumé of foreign trade after the
war cannot be forecast precisely. How-
ever, the general magnitudes of import
and trade can be projected into
the period following the end of major
hostilities in Europe and in the Pacific

* The computed figure is 2,000 million dol-
lars as com with the actual figure of
1,600 million

3

-

on the basls of past relationships and
certain assumptions regarding the vol-
ume of economic activity in the United
States.

Impgrts, which consist to the extent
of two-thirds of materials for further
fabrication or processing, have been in
fairly close and stable relationship with
the volume of industrial production and
the latter, in turn, to the national income
and the gross national product. (Bee
) M may be assumed, following
the analysis in Foreign Trade After the
War,' that a gross national product of
175 billion dollars at 1942 prices is at-
fainable in the post-transition year 1948
?y th:! “full” employment of the labor

orce.

It is necessary to emphasize that this
176-billion dollar volume of post-war
production does not re t a fore-
cast.of the level of pmtguctlon which is
likely to be reached and sustained after
the war. Rather, it constitutes a target
at which we have to aim if the needs
of the coyntry for and services are
to be adeq and if distress un-
employment of major proportions is to
be prevented.

This target will be achieved only if
sufficient censumption and capital ex-
penditures are generated in the economy
to-take total-productionoft the market

+ Economic Serles No. 28, Bureau of Foreign
and Domestic Commerce, 1943.

* The 175 billion dollar gross national prod-
uct figure used here is not inconsistent with
the 165 billion dgllar estimate used in “‘Mar-
kets After the War'" (Benate Document No. 40;
Government Printing Office, 1943) since it
presuppeses that the time required for ad-
justment in our foreign trade will take longer
than in the domestic fleld. The difference is
the allowance for growth in the economic po-
tential for two . 'The year 1948 is arbi-
trary, and 1s to be interpreted as meaning &
calendar period several years removed from
the end of the war.

“Pull” employment is not used in the
sanss T Of B GOmMplEte WhsENcE Of unemploy-
ment. For a definition of the concept, see
“Post-War Manpower and Its Capacity to
Produce” in SBurvey or CursenT BUsvEss for
April 1043,

Table 1.—Principal Imports into United States from Latin America, 1938431
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at profitable prices. The likelihood that
this will actually be the case differs in
the rt run and in the long run.

At the end of the European war, but
with hostilities in' the Far East still in
progress, war expenditures will continue
to claim a substantial part of total pro-
ductiongand to distribute a large volume
of incomes to the public. Together with
accumulated savings, this purchasing
power will probably create a demand for
the additional civillan products that will
become available.

During this interval, the problem of
maintaining a high level of production
and employment will be.on the supply
slde rather than on the demand side,
and will center in the technioal apd ad-
ministrative tasks of rechanneling pro-
ductive resources no longer needed in
the war effort into the production of
goods and services for civilian consump-
tion.

Even after cessation of the war in both
theatres, the demand for durable con-
sumers' goods and capital Roods which
had to be gpstponed during the war may
continue for some time to maintain a
high level of production and employ-
ment.

It is the long run, after this deferred
demand has spent itself as a motivating
force in the expansion of peacetime out-
put, that presents the greatest difficul-
ties. For we shall then réquire an ef-
fective demand from other sources for
the great volume of goods implicit in
full employment. To generate it will
tax the ingenuity of both business and
government.

Foreign trade can and should meake
an important contribution to a solution
to this long-run problem. As pointed
out elsewhere, however, it cannot pro-
vide a complete solution if for no other
reason because of its comparatively
small size.

A gross national product of 175 billion
dollars would be associated with a vol-
ume of industrial production measured
by an index of 210 (1935-39=100) and
this level of industrial activity with a
volume of imports estimated at 6.3 bil-
lion dollars in terms of 1942 prices.
This projection of imports must be quali-
fled, as has just been emphasized, by the
degree to which a high level of domestic
employment is actually attained. It
must be qualified also to the extent that
the relationship between imports and in-
dustrial production has been altered dur-
ing the war.

The relationship has been alfered in
one direction by the reduced dependence
on foreign sources of raw materials as
a result of the development of sources
at home. Rubber may be the outstand-
ing example.

It has been altered in the opposite di-
rection by the greater dependence on
foreign sources consequent upon the se-
rious depletion of domestic supplies of
metals and minerals. Petroleum may be
the outstanding example here.

The net result of these opposing in-
fluences is a matter of judgment, but
there is no clear evidence that those
tending to decrease imports should be
:;.lronser than those tending to increase

em.
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Chart 4.—National Inconie, Industrial Production, and Imports
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To the potential dollar volume of im-
ports in a post-war year must be added,
for present purposes, an allowance for
purchases of services from foreigners and
for new American investments abroad,
since it is the sum of imports, payments
for services, and new foreign investment
which determines the total supply of
dollars available to foreigners for the
purchase of American goods and for
other transactions requiring payments to
the United States. With such an allow-
ance made and account taken of the pre-
war proportions between dollars used by
foreigners to buy American goods and for
other purposes, United States exports
after the war under the stated assump-
tion may be placed at approximately 7
billion dollars.

These projections of imports and ex-
ports into the post-war period represent
normal expectations with no change in
economic policies affecting the basic con-
ditions of trade and without regard to
such trade-creating developments as the
growth of air transport. They would
represent also a continuation of trends
in and relationships between national in-
come and foreign trade observable over
the past century despite war and depres-
sion and economic revolution.! (See
chart 1.)

That the projected levels of imports
and exports would.be attained in fact
under the conditions assumed is indi-
cated by the experience of wartime trade.
Thus, the increase in imports following
the outbreak of the war in Europe
brought their dollar volume in 1941—
before the special influences arising from
the entrance of the United States into
the conflict came into play—to 3.3 bil-
lion dollars, or to about what would have

% This does not mean that the relationship
s an unchanging one. On the contrary,
there 1s a long-run tendency for the volume
of forelgn trade to decline in relation to
national income especially because of the in-
creasing contribution of service industries to

national income.

been expected on the basis of the rise in
industrial production, national income,
and prices, with due allowance for the
stoppage of trade with much of Europe.

If the volume of imports is projected
to 1944 on the basis of the further rise
in industrial production and import
prices since 1941, a figure of 9 billlon
dollars is.indicated. The actual amount
will be about 4 billion dollars. But im-
ports of this value are being drawn, as
indicated above, from sources which nor-
mally supply less than 60 percent of total
U. 8. imports, including sources which
are more or less restricted or partially
cut off. There are various reasons, too,
for believing that a given volume of in-
dustrial production, as measured by
standard Indices, is associated with a
smaller volume of imports during the
war than it would be under peace-
time conditions.

Another calculation may be based on
the volume of imports from Latin
America in 1944, which is estimated at
1.6 billion dollars. Since imports from
this area constitute about 22 percent of
total imports in pre-war years, imports
from all sourres of more than 7 billion#
dollars would be indicated under current
conditions of demand and at current
prices, without allowance, however, for
the diversion of trade from other sources.
These roughly computed magnitudes are
higher than the projected volume of im-
ports after the war, but industrial pro-
duction and prices are now at higher
levels than have been assumed to exist
in our hypothetical post-war year.

Foreign Trade in the Transition

Under the more normal conditions of
trade which will be reestablished after
the end of the war in the Pacific, the
volume of export trade will depend
largely upon the amount of import trade
and the latter upon the level of ecor
nomic activity in the United States.

But during the period between the end

of the war in Europe and the end of the «
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war in the Far East, which 18 here called
the transition period, the volume of for-
elgn trade will depend upon a variety of
short-run influences. With respect to
imports, the dollar amount may be ex-
pected to rise gradually, as sources of
supply are reopened, toward the pro-
Jected post-war figure of 6 billion dollars,

Renewed imports from European coun-
tries closed to trade during the war,
which accounted for a sixth of total pre-
* war imports, would make & major addi-
tion to the 4 billion dollars of imports
coming almost entirely from non-Euro-
pean sources in 1044,

How quickly this trade-is reestablished
will depend upon the rapidity with which
the production and export capacities of
the European economies are restored.
No conjectures on this score are ventured
here, It may be significant, however,
that after World War I, when the dis-
ruption of transportation, production,
and trade in central Europe was extreme,
the Continental European countries were
nevertheless able to export to overseas
markets, in the first two post-war years,
goods valued at 5 billion dollars, of which
800 million were exported to the United
States.'

The 6 billion dollar level of imports
projected in Foreign Trade After the War
would be reached, if it is reached, only
after the resumption of trade, with the
countries of eastern and southeastern
Asia. These countries accounted before
the war for a fourth of total imports into
the United States, although they may
account for a smaller proportion after
the war.

Exports will be subject during the
transition period to a number of extra-
ordinary influences. The President's
letter to Mr. Crowley released by the
White House on September 28, 1044
makes it clear that (subject to Congres-
sional approval after June 30, 1945)
Lend-Lease supplies will continue to be
furnished after the end of the war in
Europe “* * * in whatever amounts
are necessary for the most effective
prosecution of the war * * *. The
amount and nature of the aid necessary
after the defeat of Germany is closely
tied up with the strategic plans for the
Pacific war, and the programs for re-
construction and reconversion of indus-
. try to civillan needs which we and our
Allies work out on a basis of mutual
understanding. * * *”

The value of Lend-Lease shipments in
. 1944 will be approximately 11 billion dol-
lars, although the annual rate of such
exports after the middle of the year
will apparently be somewhat lower,
Thelr value during the transition period
will be largely a matter of policy deter-
mination.

For present purposes and without any
pretense of forecasting the actual volume,
it has been assumed that Lend-Lease
shipments in the interval between vic-
tory in Europe and victory in the Pacific
will be less than half the current rate or,
say, 4 billion dollars on an annual basis.
Although Lend-Lease exports differ from
ordinary exports in that there is no im-

7 Europe’s Overseas Needs, 1919-20, and How
They Were Met, League of Natlons, 1943.
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mediate payment by the recipient for-
elgn countries, still they do represent a
demand for a wide varlety of military
and civillan goods for shipment overseas
which will presumably persist, although
in diminishing volume, for some time.
The President’s letter to My, Crowley

maining doubt regarding the npld re.lax—
ation and abandonment of domestic con-
trols affecting foreign trade once the
military resistance of Nazl Germany is
overcome,

The relaxation and abandonment of
export controls will make it possible for
both the pent-up demand for United
States products and the heavy current
demand arising out of the present high
levels of economic activity in certain for-
elgn areas to assert themselves. The ac-
cumulated demand of foreign countries
for consumer durables, which have not
been obtainable for export in significant
amounts in 1942, 1043, and 1944, may be
estimated conservatively at 2-2.5 billion
dollars.

Some of these consumer durables (e. g.,
automobiles) will not be immediately
avallable in the quantities sought, but
other types of goods, such as metals in
semifinished forms, heavy machinery,
chemicals, and a wide variety of special-
ties, will be available for export in large
quantities.

To the deferred demand for United
States products resulting from restric-
tions on exports during the war and to
the demand for these products which
will result from high levels of income
in many countries not devastated by war,
there must be added the pressing relief
and reconstruction requirements of the
war-devastated countries, as well as the
requirements for long-delayed develop-
mental programs of other countries.

These requirements will certainly run
into several billions of dollars. Relief
and immediate reconstruction require-
ments will be heavily concentrated in the
period of a year or 18 months following
the end of major hostilities in Europe.
Other reconstruction requirements will
be spread out over a perlod of 5 years
or even longer.

Some idea of the magnitude of Euro-
pean requirements for goods from over-
sea sources may be indicated by actual
imports into Continental Europe from
oversea countries in the period imme-
diately following the last war. These
imports were placed by the League of
Nations at 9.8 billion dollars in 1819 and
at 7.6 billion in 1920 as compared with
5.4 billion in 1915* Imports from the
United States were 4.1 billion dollars and
2.9 billion, respectively, as compared with
1.1 billion before the war. Thus, m
of the Increase was in imports from the
United Btates.

The extraordinary prospective de-
mands of the rest of the world for United
States goods during the transition pe-
riod will be supported by a considerable
accumulation by forelgn countries of
gold and dollar balances. According to

S
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& private authority, the combined
amount of these holdings may reach 22
billion dollars by the end of 1944 as com-
pared with about 14 billion at the end of
1941, both exclusive of the gold holdings
of the U.8.8. R.!

Nothing like the whole amount will
be used for the purchase of American
goods, since the total Includes gold held
as required or customary reserves for
national currencies and as prudent re-
serves for meeting balance-of-payments
strains. However, considering the wide
distribution of the holdings, it is entirely
possible that extraordinary imports from
the United States will be financed out of
these accumulations at the rate of 1 to 2
billion dollars a year for several years.

Some countries, such as the liberated
countries of Europe, will have no choice
but to draw on their gold holdings to
finance relief and reconstruction require-
ments unless outside financial asslstance
on an adequate scale is forthcoming.
Other countries, such as the other Ameri-
can Republics, which together hold about
3.5 billlon of gold and dollars, will be
under heavy pressure to release a sub-
stantial part of their holdings to finance
imports for developmental purposes, to
repair the accumulated deficiencies dur-
ing the period of close restriction on ex-
ports from the United States, and to
meet the increased demand for imports
arising from their expanded economlies.”

The prospective amount of govern-
mental and private relief shipments must
be reckoned as another transition factor
in the outlook for export trade. The
United States Congress has appropriated
450 million dollars for the purchase of
relief supplies to be shipped to liberated
countries by the United Nations Relief
and Rehabilitation Administration, and
an additional 350 million may be allo-
cated from Lend-Lease funds for the
same purpose if required.

Besides these public foreign relief
funds, there will be a considerable
amount of private relief in the form of
remittances to liberated and former ene-
my countries. Relief shipments, like
Lend-Lease shipments, do not represent
commercial exports In the ordinary
sense, but they do give rise to an addi-
tional demand for goods for export and,
therefore, have somewhat the same sig-
nificance for the domestic economy dur-
ing the transition period as do exports
which are paid for by foreigners.

Although not reported in official ex-
port statistics, civillan supplies déstined
for use in areas under military control,
for which the War Department has an
appropriation of 562 million dollars for

* National City Bank Bulletin, August 1944

*The Finance Minister of Brazll has re-
neggi indicated the probable disposition of
Brazil's gold and forelgn exchange holdings
as of the end of 1943 as follows: Legal re-
serve for note circulation, 126 million dollars;
deferred imports of machinery and equip-
ment, 80 million; deferred demand for dur-
able consumer goods, 25 million; repatriation
of refugee capital, 25 million; reserve to meet
short-term fluctuation In Brazil's balance of
payments, 100 million; total estimated re-
quirements, 365 million out of gold and for-
eign exchange reserves of 454 million. (The
gold and forelgn exchange reserves of Brazil
continued to rise during 1044, as did those
of many other countries.)
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the fiscal year 1945, are to be regarded
in the same light,

As a factor operating in the opposite
direction, that is, to curtall the volume
of exports from the United States, there
are the reparations and other settle-
ments of war obligations between and
among the belligerents. For example,
the reparations to be paid by Rumania
and Finland to the U. 8. 8. R. will require
the making by these countries of what
are for them heavy deliveries of the com-
modities which constitute their principal
normal exports, Obviously, what is de-
livered as reparations cannot be sold in
exchange for goods from the United
States and other sources of supply, and
countries in the position of Rumania and
Finland cannot reasonably be expected
to buy American goods even on a prewar
scale during the period in which repara-
tions are paid,

All factors considered, it is easily pos-
sible that United States exports, exclu-
sive of Lend-Lease shipments, should
rise rapidly from their present level of
‘somewhat less than 3 billion dollars dn
an annual basis to at least double this
figure during the transition period.

It will be recalled that in the 2 years
following the last war, when the prinei-
pal factors involved were the same as
‘those which will affect tride following
victory in Europe, the value of exports
reached a level of 8 billion dollars an-
nually. But these exports were financed
to a large extent out of loans by the
United States Government and would
‘thus be more comparable with total ex-
ports, including Lend-Lease shipments,
than with “cash" exports alone.

Total exports may be perhaps 10 bil-
lion dollars at an annual rate during the
interval between the end of hostilities in
Europe and the end of the conflict in
the Pacific. Furthermore, commodity
prices in 1919-20 were much higher than
they are now or are likely to be. The
conjectured “cash” export volume of 8
billion dollars during the transition pe-
riod would be roughly the equivalent of
8 billion at 1919 prices and 11 billion at
1920 prices.

Foreign Trade and Reconversion

The general significance of greatly ex-'

panded foreign trade for easing the prob-
lem of reconversion in domestic industry
is readily apparent. The danger is that
it should be overemphasized in one di-
rection and underemphasized in another.

The prospective Increase in non-Lend-
Lease exports during the transition
period, which has been placed here at
3 billion dollars, is small as compared
with a shrinkage of 20 billion dollars in
war production resulting from, say, a
cut of one-third in the demand for com-
bat munitions following the defeat of
Germany,” and the larger reduction now
generally accepted as probable.

Larger exports will help to take up the
slack throughout the economy, but there
major portion of the slack through for-
can be no question of taking up all or any
elgn trade. Furthermore, total ship-

‘Y Bee “Magnitude of Transitibn from War
Production” in BURVEY or CumrrENT BUSINESS
for August 1044.
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ments abroad, including Lend-Lease
shipments, will be decreasing rather than
increasing. On this basis, reconversion
will remain largely a domestic problem.

On the other hand, the expansion in
non-Lend-Lease exports after victory in
Europe will give more support to the
economy than might be deduced from
the bare magnitude of the projected
increase. This follows from the fact that
forelgn demands for our products will be
heavily concentrated in those industries
which have undergone the greatest ex-
pansion during the war and which face,
therefore, the most severe problems of
reconversion. The conjectured annual
export total of 6 billion dollars for the
transition period may be distributed
roughly as follows by broad commodity
groups:

Amount|
(millions| Percent

of of total
dollars)

Commodity

Agricultural products Sraw cotton,
ce, leal tobacco, citrus fruits,
other frults and preparations,
wheat and flour, meat products, l
(e L SR (S s S |
Machinery (electrical, Industrial [
sgricultural, office sppliances and
u:her]__._‘__.__..__.......,.....A.!
Automoblles, trucks, and other ve- |
hicles
Metals and manufactures. ... ... I,
Petroleum and products..........._.
Other products (chemicals, wood
and paper, textiles, rubber goods,
naval stores, coal, and miscella-
o e e S R wWo | 15
e

-1 8,000 | 100

Thus, perhaps 60 percent of the export
demand during the transition period will
be for metals and machinery: that is, for
the products of heavy industry. It is
in heavy industry, of course, that the
most serious problems of excess capacity
::.illll da.ppea.r as war production is cur-

ed.

Role of Foreign Investment

Under existing conditions a volume of
post-war exports in excess of approxi-
mately 6 billion dollars a year can be
achieved and maintained only through
new foreign investment. The reasons
for this, all related to the problem of
the dollar availabilities of foreign coun-
tries, are: (1) the limitation on the
volume of United States imports of raw
materials inherent in the derived na-
ture of the demand for them: (2) the
limitation on imports of some raw ma-
terials and foodstuffs and virtually all
finished manufactures fixed by tariffs
or excise taxes; and (3) the fact that
service transactions in the balance of
payments of the United States have not
in the recent past, and may not in the
longer-run post-war period, yleld any
substantial net surplus of dollars to
foreign countries for the purchase of
American goods.”

** 8o long as large United States forces are
stationed abroad, expenditures by them and
for their maintenance will be an Important
source of dollars for forelgn countries. In
the longer run the prinecipal factor of in-
crease will probably be the expenditures of
American travelers for foreign travel and the
expenditures of American ecivillans llﬂgg
abrgad on incomes received from the Uni
States,
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The amount of new forelgn invest-
ment after the war is therefore the crux
of the post-war export volume over and
above normal expectation on the basis
of past relationships. Before consider-
Ing what this amount might be, certain
misconceptions regarding foreign invest-
ment and the foreign investment experi-
ence of the United States should -be
cleared away.

There is, in the first place, the rather
common notion that exports supported
by new foreign investment represent a
necessarily temporary and inherently un-
stable state of affairs. This belief, inso-
far it is held in the United States,
represents a false deduction from the
experience of the 1920's.

Under the circumstances in which they
were made, many of the foreign loans
floated in our market during that decade
were unsound and did create a highly
unstable situation in our forelgn trade.
But to conclude from these familiar facts
that the United States should not in-'
vest abroad on a large scale would be
entirely unwarranted.

What proved to be an uncertain equi-
librium was uncertain partly because of
the character of the foreign loans that
were floated and partly because of their
sudden cessation, but largely also be-
cause of the instability of the whole do-
mestic and international situation.

There is no fundamental reason, how-
ever, why well-conceived foreign invest-
ment may not proceed without definite
limit either as to amount or as to period
and with mutual advantages to the coun-
tries providing and the countries recelv-
ing the capital. The countries receiving
the capital secure the higher levels of
national income produced by a more
rapid development of their natural re-
sources and a more rapid industriali-
zation of their economies than they could
achieve by the employment of domestie
capital alone. Because of these- high
levels of income and purchasing power,
the countries supplying the capital find
larger markets for their manufactured
and other products.

There is, in the second place, the mis-
conception that a creditor country must
have an excess of imports in its foreign
trade, or, more accurately, an excess of
payments on current account exclusive
of service on foreign Investment if it ex-
pects to realize on its foreign invest-
ments. This iIs obviously true of a pas-
slve creditor or “rentier” country which
is making no net new foreign invest-
ments, but it has no application to an
active creditor country which is making
new foreign investments.

Depending upon the structure of its
balance of payments as a whole, such a
country may well have a persistent ex-
cess of exports in its foreign trade over
an indefinite period. The United States
was during the 1920's, and will be again
after the war, (1) a creditor country
with respect to long-term Investments,
(2) a lending country, and (3) a coun-
try with an export balance of trade.

There is nothing in such a combina-
tion of circumstances which of itself pre-
vents the regular receipt of interest, divi-
dends, and amortization and deprecia-
tion charges from foreign investment in
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excess of Interest, dividends, and similar
charges pald to foreigners on their in-
vestments in the United States. To be
sure, imports must increase relative to
exports unless new investments are made
at a steadily increasing rate, as would
be necessary to support larger and larger
service on old investments together with
a continuing surplus of exports. Even
this qualification may disappear, how-
ever, in a rapidly expanding world
economy.
A third erroneous but widespread idea
is that the foreign loans and investments
of tlic United States since the last war
were almost entirely lost. There was,
on the contrary, a substantial net return
to the Uaited States as a whole on pri-
vate foreign investments made during
this period, as shown by the following
calculation covering both foreign dollar
bonds and direct investments abroad:
Billions
of dollars
1. What the United States put
in—
Estimated investments
abroad at end of 1919___.__ 6.5
Net new Investments abroad
from 1920 through 1040
(gross new Investments
abroad of 11.8 billlon dol-
lars less amortization re-
celpts on foreign dollar
bonds and net resales of
foreign securities to for-
elgners of 4.0 billlon).._.. 6.9

13.4

Total
4. What the United States got

ou
Value ‘of Investments
abroad at end of 1940.... 9.8
Income payments received on
investments abroad from
1820 through 1940..._ ... 13.9

3. Excess of what the United
Btates got out over what the
United Btates put In_______ 10.8

This computed net return to American
investors as a group from foreign invest-
ment 1s in contrast to the losses suffered
by many individual investors, especially
those who bought foreign securities
shortly before the wave of defaults in
the early thirties. The “average” in-
vestor with well-diversified holdings
abroad not only got his money back but
also a subsfantial sum in addition.

The record with respect to our total
long-term holdings abroad stands despite
the original unsoundness of many of
the investments and despite the ex-
tremely adverse conditions for servicing
them during the 1930's. It may be noted
that service was maintained throughout
the depression on approximately two-
Erds of our total foreign bond hold-

gs. y

The record with respect to United
Btates direct investments abroad, con-
sidered alone, is one of generally high
returns as measured either by total earn-
ings or earnings transferred to the
United Btates.

During the period 1920-28 (for which
no remittance data are available) and in
193840, total earnings on direct invest-
. ments averaged 6.9 percent and 7.4 per-

ceht, respectively; during the years 1930-
40, earnings remitied to the United
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Chart 5.—Foreign Trade of the United States, Pre-War, War and Post-War
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States averaged 4.3 percent (2.7 percent
in 1930-34 and 5.8 percent in 1835-40).
These returns are the more remarkable
since no allowance was made in the com-
putations for inactive investments yield-
ing no return, or for investments in
projects not yet developed to a produc-
tive stage, and since they include the
~elatively low returns from investments
in public utilities,

Thus, neither theory nor experience
indicates that there is anything in-
herently unsound in continued new
foreign investment by a country in the
position of the United States, or any
necessary instabllity in the increased ex-
ports of goods which such investment
generates. It remains, however, to con-
sider the prospective volume of new
foreign investment by the United States.

No explicit assumption regarding the
rate of foreign investment was made in
Foreign Trade After the War. However,
since receipts and payments on account
of service transactions were expected to
be approximately equal, the difference
between the projected 7T-billion dollar
level of exports and 6.3 billion of imports
represented a purely nominal allowance
for net new investment abroad.

The actual amount could be many
times higher and the level of exports
higher in proportion. There are com-
ﬁnlns economic reasons why it should

The United Btates needs greatly in-
creased foreign markets in order to
utilize productive capacities expanded
during the war but, as we have seen,
will find only moderately larger markets

- abroad under the influence of the readily

discernible factors in the post-war for-
elgn situation.
Moreover, considering the rate of sav-

' ings associated with a gross national
_ product of 175 billion dollars, the United

will be In a position to supply
billions of dollars of new capital to for-

1944 POST VICTORY
IN EUROPE
i Projected on assumption of 1706 billlon dollars gross natlonal product.

POST VICTORY

IN PACIFIC 0.D. 44 =780

—_

eign countries. At this level, corporate
and individual savings might amount to
as much as 25-30 billion dollars (gross)
per annum.

These savings could be invested pro-
ductively at home, although the use of
such a sum yearly would require adjust-
ments in the domestic economy which
may be avoided by investment abroad.
Furthermore, a substantial portion of
the total savings can be more profitably
invested outside the United States for
the simple reason that returns to capital,
where capital is relatively scarce, are
higher than where it is relatively abun-
dant.

Foreign investment constitutes a nat-
ural outlet for domestic savings and a
means of maintaining domestic full em-
ployment, at least unless and until other
solutions to the savings-investment prob-
lem are found.

On the supply side, therefore, there is
no close limitation on the amount of new
foreign investment by the United States
if individual and corporate investors are
willing so to utilize their savings.

With respect to demand, there are,
first, the needs of the war-devastated
countries for capital for reconstruction
amounting to billions of dollars and con-
centrated in the immediate post-war pe-
riod and, second, the needs of underde-
veloped countries for developmental cap-
ital in large amounts over an indefinite
term of years.

Both demands will be materially lar “r
than they were after the last war, when
American investments abroad of 11 bil-
lion dollars, including intergovern-
mental loans in 1919 and 1820 of 3 billion
dollars, were made over a 12-year period
ending with their virtual cessation in
1930. Furthermore, while other sources
existed at that time, there will be after
the present war no other important
source of international capital besides
the United States.
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By this line of reasoning, it would be
possible to conceive of new foreign in-
vestment by the United States during the
post-war period at a multibillion-dollar
rate. In terms of probabilities, however,
there are two obstacles to be overcome.
One is the generally unfavorable, al-
though not fully informed, attitude of

investors toward foreign in-
vestment, The other is the limited
‘ecapacity of forelgn countries to absorb
foreign capital and their unwillingness to
recelve it except on terms satisfactory
to them.

The first obstacle may be overcome in
part by a guarantee of forelgn loans such
as is contemplated on an international
basis in the proposed International Bank
for Reconstruction and Development or
may be avolded by using a Government
agency such as the Export-Import Bank
as the channel for new investments
abroad.

The second obstacle is of a more stub-
born character. It resides in the various
"limitations upon the speed of industrial-
fzation and the rate of absorption of for-
eign capital by an underdeveloped coun-
try. Ome of these is population and the
size of the labor force equipped to use
modern tools. Another consists of the
necessity of creating certain facilities,
guch as communications and power, be-
fore extensive manufacturing operations
can be begun, Then there are political
and social adjustments involved in in-
dustrialization, some of them of a se-
rious nature.

Because of these limitations, the ab-

stract requirements of a country for cap-
ital equipment and for foreign capital
must be heavily discounted, except un-
der conditions of complete state direc-
tion. Furthermore, the whole pattern
of foreign investment must be changed
from what it was in the 1920's if capital
from the United States in large volume
is to be accepted by other countries,
. Investments in the future cannot be
of such a character as to involve any
substantial degree of allen control of
natural resources and industries. They
cannot be made on onerous terms as re-
gards interest and repayment. They
must be made in recognition of the re-
sponsibility of leading indfistrial powers
for maintaining conditions in the inter-
national economy which will make the
servicing of foreign investments possible
without undue strain.

At least so far as private capital is
concerned, foreign investment after the
war should, to the maximum extent pos-
sible, take t:he form of equity or “direct”
investments. BSuch investments are
much less of a burden on the interna-
tional exchanges in periods of declining
trade because they are subject to varia-
ble returns in-local currencies rather
than to fixed charges in dollars,

The fact that they are made by busi-
ness concerns which are risking their
own capital and supplying technical and
managerial gkills along with the capital
tends to insure the productiveness of
direct investments. For these reasons,
among others, direct investments of
American capital In forelgn countries
have been more satisfactory on the whole
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to Investor and borrower alike than in-
vestments in fixed-income obligations.
As indicated in the accompanying dia-
gram (see chart 5), it has been ventured
that post-war exports of 7 billion dollars
would be possible on the basis of new
foreign investment of about 1 billion
dollars a year. Exports of 10 billion dol-
lars would be possible if, in addition to
increased imports from tariff-reduction
estimated at a possible 1 billion dollars,
the rate of foreign investment were
stepped up to 3 billion dollars a year.
This could be accomplished through
the direct investment of corporate funds
in foreign enterprises on a substantial

November 1944
scale and through the proposed Interna-

tional Bank and an Export -
Import Bank, together with the larger
volume of unassisted f: investment

oreign
which these institutional aids might
induce.

Annual exports above 10 billion dollars

Chart 6.—Relationship Between Imports of Finished Manufactures and
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plaaned; and upon the success which
attends the efforts to promote, through
international cooperation, a balanced
growth of the world economy.

Bretton Woods and Foreign Trade

The proposals formulated at Bretton
Woods for the establishment of an In-
ternational Monetary Fund and an In-
ternational Bank for Reconstruction and
Development have, as one of their pri-
mary objectives, the stimulation of a
renewed flow of international capital.
The proposed Bank, as a wholly new
institutional device for reviving the flow
of international capital, has special sig-
nificance for the foreign trade of the
United States.

Most of the loans made or guaranteed
by the Bank in the first years of its
operations will be dollar loans and as
such will provide an outlet for our sav-
ings and directly increase our exports.
The possible amount of these loans and
the rate at which they will be made be-

* come, therefore, matters of crucial im-
portance for post-war foreign trade.

The total loans which may be made or
guaranteed by the International Bank
are fixed in its statutes at the amount of
its subscribed capital of 9.1 billion dol-
lars, plus the amount of its reserves and
surplus. Prudent management will prob-
ably hold the actual volume of loans
through' its facilities below this maxi-
mum, say to 8 billion dollars.

The rate at which the resources of the
Bank will be used depends upon a num-
ber of factors which cannot be reduced
to dollar terms. Among these are the ex-
tent of the demand for loans for recon-
struction and developmental purposes,
the receptiveness of the private capital
market to the obligations of the Bank
and the obligations guaranteed by it, and
the disposition of its management. The
annual volume of loans might be per-
haps 1 billion dollars as & minimum and
2 billion as a maximum, beginning in
1946 as the first full year of operation.

It should be borne in mind in this con-
nection that the proposed Bank is closely
limited by its statutes as regards the
type of loan which it may make or
guarantee,

The Bank may make or guarantee
loans, except in special circumstances,

J only for specific projects of reconstruc-

tion or development which have been
recommended by a competent committee.
When the member in which a project
is located is not itself the borrower,
its full guarantee of the loan is required.
And, in making or guaranteeing a loan,
the Bank shall have due regard to the
prospects of repayment,

These limitations, coupled with the
restriction on the total amount of the
Bank's commitments, are designed to
obviate any possibility of indiscriminate
lending in the manner of 1920’s. They
are intended also to make the obliga-
tions which the Bank guarantees, as well
as its own obligations, readily acceptable
to private investors.

The Bank, by operating under these
safeguards and by offering to the invest-
ing public the joint and several guaran-
tees, up to the amount of their subscrip-
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tions to its capital stock, of the United
Btates, the United Kingdom and other
British countries, the U. 8. 8. R., France,
Belgium, Netherlands, Norway, and
other countries, should overcome the
major obstacle to foreign investment of
United States capital constituted the
disfavor with which foreign sectirities
are regarded.

The proposed Monetary Fund would
make a less obvious but no less impor-
tant contripution to maximizing the
Dbost-war foreign trade of the United
States. In terms of this analysis, the
fund may be said to have two major
purposes,

One is to achieve the elimination of
restrictive exchange controls carried over
{from the 1930's or imposed as a matter of
wartime necessity and to prevent their
reimposition in the future by countries
experiencing balance-of-payments diffi-
culties. This first objective must be
gained if there is to be any real hope of
reaching the foreign trade goals envis-
aged for the post-war period.

The second purpose of the Fund is to
promote exchange stability and orderly
exchange adjustments. This, too, must
be realized if a high level of peacetime
trade, once established, is to be sus-
tained. Moreover, achievement of this
second purpose would contribute not only
to an expansion of international trade
but also to the revival of international
investment upon which the post-war for-
eign trade of the United States so largely
depends.

Role of Tariff Reductions

A multilateral reduction on a substan-
tial scale of tariffs and other barriers to
the exchange of goods between countries
is clearly required for raising interna-
tiohal trade, our own included, to high
peacetime levels.

From the particular point of view of
the United States, further tariff reduc-
tion is essential to a successful foreign
investment policy. For, if a steadily in-
creasing volume of foreign investment is
to be serviced by foreign countries with-
out placing restrictions on our exports,
it 1s necessary to provide the broadest
possible basis for imports into the United
States and the largest possible flow of
dollars into the hands of foreigners from
this source.

A policy of further tariff reduction by
the United SBtates, under a broad inter-
national program of freeing and stimu-
lating the flow of trade, does not call in
the immediate future for a more evenly
balanced trade as such by this or any
other means.

On the contrary, what the early post-
war situation demands is a heavily un-
balanced trade through foreign invest-
ment as a means of creating employment.
Furthermore, as has been pointed out
elsewhere, there is no contradiction be-
tween a rising volume of imports as the
vehicle for the transfer of service on
foreign investment and a persistent sur-
plus of exports supported by new foreign
investment.,

However, a more evenly balanced trade
tends to be a larger trade because it
militates against the imposition of trade
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barriers; and a larger two-way trade
supports more jobs than a smaller twb-
way trade. Imports which are noncom-
petitive, such as many distinctive foreign
specialties, by making possible larger ex-
ports, contribute to employment just as
much as exports from any other cause.
Competitive imports promote a more ef-
ficient use of our resources and in this
way raise the Nation’s productivity, real
wages, and the general level of living.

The possible magnitude of the increase
in imports Into the United States, as a
result of substantial tariff reduction is
suggested by a comparison of the relation
between national income and imports
of finished manufactures ‘before and
sfter the tariff of 1930. (See chart 6.)
In general, there was a positive relation-
ship between the value of imports of
finished manufactures and the national
income. This relationship may be ex-
pressed by the statement that a change
of 10 billion dollars in national income
was associated with a change of 80 mil-
lion dollars in the value of such imports.

The striking fact, however, is that not
only has the value of imports declined
very sharply since 1922 for any given
level of national income, but also that
this decline became much sharper after
1930." The sharper decline after 1930
can apparently be attributed to the gen-
eral increase in import duties in thaf
year. Substantial further tariff reduc-
tion, preferably by multilateral action,
or, this falling, under the Reciprocal
Trade Agreements program, would pre-
sumably result, therefore, in an im-
portant increase in imports and con-
sequently in exports.

For present purposes, the extent of the
possible increase has been placed at 1
billion dollars, although it could be much
greater, This estimate is carried into
chart 5 to illustrate the potentialities of
post-war trade.

Elements of a Foreign Trade Policy

Here, then, are the elements of a post-
war foreign trade policy for the United
States: (1) a high and reasonably stable
level of domestic employment and pro-
duction; (2) foreign investment on a
large scale; (3) participation in a world
movement to lower tariffs and remove
other impediments to international trade.

To these might be added a fourth ele-
ment not considered in this article,
namely, the planned conservation of
certain depleted and wasting natural re-
sources in favor of imports.

A high and sustained level of domestic
employment is essential to a high level

»If residuals are plotted from the re-
gression line AB shown on the upper half
of chart 6, the nature of the shift In these
imports through time becomes apparent.
Lines CD and EF shown on the bottom half
of the chart represent regressions covering
the years 1922 through 1830 and 1831 through
1939, respectively, These trends Indicate that
on the average the value of imports declined

,about 10 milllon doliars per year in the
former period and about 50 million in the
latter period. It may be noted also that the
value of imports 1s very closely approximated
by the use of the national income regressions
and the two trends,
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ol foreign trade because it induces a
large volume of imports and because a
large volume of imports makes possible
a large volume of exports, A large vol-
ume of exporls in turn helps maintain
high domestic employment.

The reasoning is circular but neverthe-
less sound, since domestic and foreign
trade react upon each other just as trade
in one section of the United States re-
acts upon trade in other sections of the

United States. What this means is that
when domestie labor and productive ca-
pacities are more fully utilized we have
not only more jobs from domestic trade
but also more jobs from foreign trade.
It is possible to envisage ways of coping
with the problem of full employment
which rely upon purely domestic policies,
There are weighty reasons, however, for
assigning an important role to foreign
trade and foreign investment in the total

Business

program. 'The task is likely to be so for-
midable that it will be wise to rely on a
broad range of measures.

Foreign investment, as a profitable out~
let for domestic savings and production,
constitutes a partial solution which will

se somewhat the difficult readjustments

cing American industry.

Moreover, a large volume of foreign
trade and foreign investment, by pro-
viding other countries with the com-
modities they need for consumption and
to restore and build up their capital
equipment, can be a powerful factor in
promoting international stability and
peace—provided always that the foreign
trade policies of this and other countries
are pursued in a cooperative spirit rather
than in a spirit of insolation and rivalry.
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