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Foreign Trade in the Post-War Economy
OB y Au#g:t Maffry, Chief, International Economine and Statisticse Unit, Bureau of Foreign and Domestic Cosmnerce

OREIGON TRADE is too frequently
FE considered as In unimportant ad-
Iuoct 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
new markets for manufactures and form
an important outlet for savings, as well
as provide both raw materials for domes-
tic industry aid 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 Enited States, fabricating capacities
it heavy industry especially have been
expanded beyond any probable post-war
needs and there is an abundant supply
iJ capital from past and current savings.
3isItide the United States, reconstruc-
tion aid developmental programs call for
jVTl amounts of the products of heavy
Jliniustry and offer many opportunities
for the profitable investment of foreign
capifal.

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 ha-
tonat interest in an expanded post-
war foreign trade. not only as one means
of maintaining high domestic employ-
nment and production, but also 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

4 would sugest.
Because ot the enormous economic

weight of the United States in the world
economy. it has a heavy responsibility

i for contributing to world prosperity
through a large and stable volume of
foreign trade and foreign investment.
To the extnt 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
Is in a uniqne position with respect to its
international economic relations. ItsSforeign trade is an lmportant part of
world trade bl, a a.ll, even though
critical, part ofitotall economy. It
is the major source of anterational:cap-
ttal, but its foreign Investments repre-
sent a relatlvely unimportant source of
national income. The old holdings of
the United States wr equl to those of
all the rest of the world plus their short-
term dollar claims.

For all these reasns, the poUsition of
the United Stateis is futdatentasly dlf-
ferent from that of countries which are
heavily dependent on foreign markets or
Upon forelg sources of supply forl their
very sublstence, heavily indebted to
other countries and larrel4 dpamdent
on them for new capital. or without

substantial external reserves in relation
to current and prospective requirements.

Wherens cotnttris in these circum-
stances have little freedom of action and
ae often compelled to think first of their
ecmnomsi scunrity. the United States can
take the lead in promoting an expansion
of its own and world trade without In-
curring undue risks. Prom this point
of view, the course of international oo-
nontic relation, after the war will be
strongly influenced by the initiative and
vision of those who determine the foreign
trade policy of the United States.

Past Patterns of Foreign Trade

Foresign trade has plaed, In the past,
a vital role in the United States economy,
but a very different role at different
stages of lts development. Tl 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-
atract. The pattern is determined by Its
stage of development, Its resources, and
other circunmstances and therefore varies
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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 mnunufactures and cer-
tain foodstuffs, such a coffee and sugr.
were imported in exchange for sari.
cultuA and forestry products. Includ-
ing cotton. unmanufactired robicco.
wheat, and wheat flour. The developg-
ment of the resources of the country was
speeded up both by the opening of for-
eign markets and by the investment of
foreign capital.

This pattern of trade-importe con.
sisting larlgely of manufactures, exports
consisting largely of primary products.
and an inflow of foreign capital finsncin
an excess of import---wa 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 Industraliftion of the United
States proceeded during the last balf of
the 19th century, the pattern of te for-
eign trade and other international trnis-
actions changed. The relative impc-

Chart l.-Forelgn Trade of the United States and National Income
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Chart 2,--Proportions of Crude Materials ail. Finished Manufactures in
the United Sltates Foreign Trade
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tanee of finished manufactures among
imports declined an4 that of crude ma-
terals increased. The opposite shift oc-
curred in exports. (See chart 2.)

The country was by this time seeking
foreign 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 raising
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 of crude
materials, exports composed in large part
of finished manufactures, and an outflow
of capital supporting an excess of
exporta.
Par from being necessarily short-run.

or inherently unstable. this pattern of
international transactions was, and is,
entirely appropriate for a highly indus-
trialked 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 cornm-

AoIafl, . the etructure o thie foreign
trade and InternatIonal payments of a highly
tndutrimdW country such as the United
Stats is nery complex.

-1930

-1940
bbfl-7'*

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-h-vis the rest of
the world as it has been in the history
of the domestic economy for the Indus.
trialized East vis-a-vis the developing
West. And, unless counteracted by re-
steletive 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 featiures 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 exports
combined3

a ,Cash, I ured here, not in its litera sense.
but as a convenient label for non-Lend-Lease
exports. With minor exceptiol., hoever
such exports do involve * financial nsid-
eration. On the other hand, tnd-taae ex-
ports include some ,ljpments on a rolm-
bursable basis, i. e., involving a eurrent
fananca oneIderatlon.

The beginning of the tranlsition from V
war to peace in foreign trade is signal-
ized by the fact that lend-Lease ad
military exports reached their peak (ona
a semlannual basis) during the latter
half of 1943, remained about the salm
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 shipmeet
will undoubtedly become sharp withT
end of major hostilities in Europe.
trend In "cash" trade is to be explained
partly by an easing of the shipping aslt-

nation; partly, as regards very recent
periods. by a relaxation of export con-
troTs; 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 80
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 wartirme
trade for the post-war period? Is it true.
as Is frequently observed, that wartime
trade is so abnormal as to have no 81si-
nficance 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 1 L
1944 will exceed 1 6 billion dollars--large.
than imports from them in any previous
year.

This dollar volume of imports can be
explained in part by purely wartime tao-a
tors: prices substantially higher ths
before the war, purchases in exces, of
current requirements for stock piling. di-
version of trade from normal sources of
supply in other areas, war demands
which have no peacetime comunterparts,
and the intensive procurement effort, of
the United States and Latin American
Governments. It is to be explained also,
however, by the high level of industrial
actiitv and income in the United State.
and the heavy demand for raw natrtes
and or foodtuffs which it generates, as n
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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tsrt 3,Trade of the United
States with the American Repub
Hie and National Incme, r.O W", and
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W taer ltrtes mlUtn ifa d eId-leart
N; ~: t. a PevrtmeAAt a1 Coamr.

* k the ortmpnrintog table lndicate.
lx-w imports trom Latin America have

a4 la rgely of uommoditi whieh
tt Imp In a the trde in pr-nr

yr4a t. ., oufe.. sugar. pettrolem. all-
jwd awd vegatabe ols. fruits. and cop-
4rr and to a reativel smasll etant of
pAW4ct. which were formerly unim-
pocitnt (e.g., tin, ho, essential and dls-
tUI4 ols, precious stones lead, and be-
m"4) or of wholly new lteman.

The principal difference between the
current trade and pre-war trade Is that
the ame commodites are being ImpPorted
In larger quantities and at higher prices

One an kgenerous allowances for
the wartime factors in the trade and still
be forced to the cociusion that, at a
,anolarly high level of Induatrala activity

- 41eme- e4 pe, 4inports from tOIn
America would be veny nearly high as
they are noW.

A rough comodty-by-comnodlty
lnalynia of the trade Indicates that prob-
able decreos might be of the order 41
20 nillion dollars and probable ni-
Crases, resulting from the release of
shipping and other factors working in

e tbe opplsite direction, of the order of 05
mllilon dollars without allowance, how-
ev, for a possibly heavy Increas in inm-

prt of petroleum, regarding which no
.0nJgItures were made.

Curtlttt prices are substantially
higherthana the yms huat preceding

the Present war. Howevet, thank
-!rgely to the negotdatlon of ntelrgover-.

tnp.tal purchase contracts and to aree-
nezt' between United States and British

authorDtles on their foreign purchasing
pro . there has been no such ln.-
tion of import prices as occurred during
g{ad inmediately alter the lat war.
Theee ce reW lower now,. moreover.
*Pod'I -were during the peacetime

tho h instanmaces may be dcited of
{IYtdIe pricem which are due to fail, It
la90t certain that Import prices on
the Wai.e will be much if any lower
after th Wr, provided favorable condl-
tight % demand for raw mt exista

In the United States and other major
Industrial countries.

As another general observation, It
should be noted that current importsI
from latin America, although valued at
more than three times their average
amount In the lmedlte pre-wan period,
are not bo hig as one would expect a
priorl tn the basis of the increase In In-
dustrial production and the rti in im-
prt pies.

Wartlme trade between the United
states and the latin-American countries
has poet-war signlfcanc4 from another
polnt of view. As may be sen In chart
3, there is a widening gap between war-
time imports and wartime exports which
is typical of our wartime trade as a
whole.

Considering that the demand for Amer.
lean goods by these and other countries
has usual equalled or. exceeded their
current doar receipts, It is a safe as
sumpdLon that exprts to Latin Amerca
In the absne of wartime controls would
be of approximately the same dollar Vol-
ume u imports, even leaving out of a-
count other possible sources of dollars
such s ne. Investt nt of United Btas
apitaL

flports of this magnitude. that is, At
ananual rate of t.6 billion dollaan
would be three tlmes the amourtrot lrla
war trade and nearly double the amount
in any previous year, not ecxeptitg th
inflated trade during and after Worid
War. In this way, wartime trade indi-
cate" the enormous potentialties of
peacetime trade under conditions of high
economi activity at home and abroad,

Foreign Trade After the War

The volumb of foreign trade after the
war cannot be forecast precisely. How-
ever, the general magnitudes of Impron
and export trade can be projected into
the period following the end of maleor
hostilities in urope and in the PNFilg

Tle cmnputed firnre Is 2000 millon Oo -
Im, A P with the a tuM Jumt of
I.'m0 'nml

on the bha of past rlationhlp and
certain aSnmptIos regarding the vol-
ume of economic activity in the United
Btate-

mpgrte, which consist to the extent
of two-thirds of materials for further
fabrication or procsslng. have been In
fairly close and stable relationship with
the volume of industrial production and
the latter, in turn to the national icm e
and the gros otional product. (see
char 4.) It moy be assumed, following
the analyals in Foregn Trade Alter the
Wr.' that a gross national product of
175 billion dollars at 1342 priees is at-
tailnble in tdh pbgt-trinsttiton year 1)4
by th "fullW employment of the labor
forte!

It is necessary to emphbsfe that this
175-billion dollar volume of post-war
production dot not represent a fore-
cat.of the level of production which is
likely to be rec{,ed and sustained after
the war. Rather, It constitutes a target
at which we hbave to im if the needs
of the :te fur and service arethe ro 5& Ite ,
To P.mb u~nlr.7t.U '". it distrtsun
employmeqt of major ~pr t is to
be prevente.

This target wil be achieved only f
#umcest cenmnptlon and cntfl ex-
penditor are generated In the bnonoy
to ~ th ,t the market

Flono*lc ort. oe. I. Bu ratnt a FOtt'
.ud Dcmntlc Commee. 1948.
' The In billion doll arpas p nd- prod-

uct guun umed hen is not l t Area
the 1 billion 4QU a4hSt. 'MS in *lba-=
bets Alter te Wa'" ({sn,.te DOmument nc b0;

overnment Lmnting Oxa oa I) since it
ptesupepp that the time rTqired for A-
Juament In our fore4a trde wiloul ta longer
thn in the dOmeetic ield. The diterenee is
the alowance for gowth in the econmie po
tental for two rfan. Ie yTWr IS I' arbs-
tey. and Is to be interpreted meuuaings
calendar period aeveal yeer removed from
th, end of the wr.

"Ful" emmloyment Is not sed iW the
ftena~br aempieta .b~t Wi TImemploy
rnnt. ,or a defntlon of tMA oOncept. -
Pelt-War Manpow and Its capaity to

Produc" in aonnr o- 0. st un s for
Apri 1IS.
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at profitable prices. The likelihood that
this will actually be the tase differs in
theW rt run and in the long run.

it re end of the European war, but
'ith hostilities in the Par East still in
progress, war expenditures will conUtinue
to claim a substantial part of total pro-
ductlonead to distribute a large volume
of income to the public. Together with
accumulated savings, this purchasing
power will probably create a demand for
the additional civilian products that will
become available.

During this interval, the problem of
maintaining a high level of production
and employment will be. on he supply
side rather than on the demand aeds,
and will center in the technicl and ad-
minilstratlve tasks of rechanneling pro-
ductive resources no longer needed in
the war effbrt 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 Woods which
had to be tPnUed durilogthe war may
continue fOr some time to maintain a
high level of production and employ-
ment.

It Is the long run, after this dferred
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 require 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 asd should make
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 (193-34- 100) and
this level of industrial activity with a
volume of imports estimated at 8.3 bil-
lion dollars in terms of 1942 prices.
This projection of imports must be quail-
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-
dultrial production has been altered dur-
lig the war.

The relationship has been altered 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 censeqUent upon the se-
rious depletion of domestic supplies of
metals and muinerals. Petroleumn 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
stronger than those tending to increase
them.

Chart 4.-National Income, Industrial Production, and Importe
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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 proJectlons of imports and ex-
ports into the post-war period represent
normal expectations with no change in
economic policies aftfeoting the baseic 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 doe not mean that the relationshlp
s an unchanging one On the contrary.

there is a long-run tendency for the volume
of foreign tade to deline in relation to
national inome especially beaus of the in-
cree c con tribuutlon f er vice lndlstrIe, to
national inoome.

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 billion
dollars isindicated. 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 suppIy less than 6O percent of total
U. S. imports, including sources which
are more or less restricted or partially
cut off. There are various reasons, too.
foi 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 sources of more than 7 billion9

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 art now at higher
levels than have been asumed 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 eco-
nomic activity in the United States.

But during the period between the end
of the war in Europe and the end of the

November 1944
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1 war in the Par Zut. which a here called
the traitin period, the volume of for-
eign trade will depend upon a variety of
short-run influences. With respect to
import, the dollar amount may be ex-
ma peted to rise gradlmly. 8s sourcf of
steply e reopened, toward the pro-
Jected post-war figre of bIllion dollars.

Renewed imports from Rurlpean coin-
tries closed to trade during the war,
which accounted for a sixth of total pre-
war imports, would make a major addi-
tion to the 4 billion dollars of import.
coming almost entirely from onca-Suro-
pea sources in 194,

How Quickly this trade I reestabltshed
will depend upon the rapidity with which
the production and export capacities of
the European economies are restored.
No conjectures on this score ae 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,
curds valued at 5 billion dollars. of which
800 irllion were exported to the United

talies.'
The 6 billion dollar level of imports

r, ojected in Foreitgn Trade Alter the War
would be reached, If It is reached, only
after the resumption of trade, with the
countries of eastern and southeeastern
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 29, 1944
makes it clear that (subject to Congres-
sional approval after June 30, 1945)
Lend-Lease supplies will continue to be
furnished efter 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 civilian needs which we and Our
Allies work out on a basis of mutual
understanding. * "

The value of Lend-Leaae 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.
Their value during the transition period
will be largely a matter of policy deter-
mination.

For present purposes and without any
pretense of forecrasting the actual volume,
It has been assumed that Lend-ILase
shipments in the interval between vie-
tory in Europe and victory in the Pacific
will be ess than half the current rate or,
say. 4 billion dollars on an sannual basis.
Although tend-Lease exports differ from
ordinary exports in that there is no Im-

Itur..e OvCrose, Need, 191#-., and Hoa
· Tch ere Met, ieasgue Nations. 145.
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mediate paymnt y the rflplt for-
slin countrla stll twe do reptreaent
demand for a ide *ty of nmilits
anld oilianl goods for shipment overs
which will presumably peret, lthouah
in dimntishin volume, for some time.

The rddet'a letter to M. Crowle
and mb*eqet proncm mft by
ap0okeamen for auious Cloenmat
agecies at the National Forelian Trade
Convention in October removed any re-
maiing doubt regrdl the rapid #rel-
ation and abandonment of domestic con-
trols affecting foreign trade once the
military reuLsa Oef NA arm ny la
overcome.

The relaxaution and abndobment of
export controls will mault Posbie for
beoth the pent-up deoamd foe United
States product. and th hbeavy currment
demand arising out of the present hih
levels of economic activity In certan for-
eign .res to assert themselves. The aV-
cumulated demand of foreign oountsin
for consumer durables, which have not
been obtainable for eport in siamifcnt
amounts In 1942, 10, and 1944, may be
estimated conservatively at 3-21 billion
dollars.

Some of these consumer durables re. f.,
automobIles) ill not be ImmedIately
available in the quantities sought, but
other types of goods, suclh 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 prenasng relief
and reconstructon 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 period of 5 years
or even longer.

Some idea of the magnitude of Euro-
pewn requrement, for goods from over-
sea sources may be indicated by actual
Imports into Continental Europe from
oversea countries in the period Imme-
diltely following the last war. These
imports Were placed by the league of
Nations at 9.8 billion dollars in 1919 and
at 7.8 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, most
of the Increase wa in imports from the
United States.

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 foreign countries of
gold and dollar baances. According to

*Op. cit.

a private authority. the combined
amount of these holding may reach 2
billion dollars by the end of 1944 corm-
pared with about 14 billion .at the end of
1941, both exclusive of the gold holdings
of the U. S S. R'

Nothing like the whole amount will
be used for the pnurchase of American
goods, since the total includes gold held
Us required or customaryl reserves for
national currencie amd as prudent re-
serves for meeting belc-of-Plmente
strainu.s, Howeer, coniderg the wide
distribution of the holdings, it I. entirely
posIble that extraordinary Imports from
the United State will be Snneed out of
thene cumulatInr at the rate of 1 to 2
billion dollars a year for several years.

Some countries, such as the liberated
countries of lurope, will have no choice
but to draw on their gold holdings to
finance relief andreconstruction require-
mernt unless outside financial astane
on an adequate sale is forthcoming.
Other countries, such a the other Amerl
cenm Republics, which together hola about
3,5 billion 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 dedficiencies dur-
Ins the period of close restriction on ex-
ports from the United States, and to
meet the increased demand for imports
arising from their expanded economies.'"

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 fo- 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
LendLease 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-
nficance 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, civilian supplies dostied
for use in areas under military control.
for which the War Department has an
appropriation of 582 million dollars for

NationI cuty BSak Putstn, August 944
'The Finance Mister of BEMral has re-

cently indicated the probable disposition of
rill's gold and foren exchange hodlgs

as f the end of 194 as follows: LAsl re-
n o not crcutl o, is mllia dollars:

deferred mports or machinery and equip
m.nt, 00 million: deerred demand for dur-
able consumer goods. {s million: reptration
of rfugoe capital. 2 millon: resne to mret

lct-tsem fiucution in nsille balae oa
paynments, 100 minict; total etimated re-
quiment$, M million out of gold and for-
sign schans reurvs of 454 mcllion. 'Tha
gold and foreign echag lsid a Broail
onanued to rie during 194. a did those

- many other countries.)
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the flial year 1945, are to be regarded
in the same light.

As a factor operating in the opposite
direction, that is, to curtail the volume
of exports from the United States, there
are the reparations and other settle-
ments of war obligations between and
among the belligerent. For example,
the reparations to be paid by Rumania
and linland to the U, S.S. R. will require
the making by these countries of what
are for them heavy deliveries of the corm-
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 hn,
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 princi-
pal factors involved were the same as
those which will affect trade 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 a
billion dollars during the transition pe-
tiod would be roughly the equivalent of
9 billion at 1919 prices and 11 billion at
1920 prices.

Foreign Trade and Reconversion
The general significance of greatly ex-

panded foreign trade for easoing 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 ha, 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
Oersany,u 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-

"s A Magnitude of TrasitiR fromn War
Prodmltlon" in .Siam w dnoge Rusnn
for August 144.

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
foreign 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:

A mount
commodity (mi.. Pseent(rHolJ orlti

dmlof at total
! dollan)

Agdultural ,r.lucts ra cot on,
riac, Iqta I'b~r, citruo flur t
ot. lr frui, d preratihol
wheat and flour, ts produts U

Mse~hlnery (elect r iti'ius$riai
t*ioult uiti oaie~ aSiipUia CCS and

other2... Z4fi 40
Automobleei Iueks., a other w

MMal and mlar.. ctu.. , 20
PeltroIum s.d produfct s
0th (." produicts d'e mlolsq s w roFo

and resr. tties, rubber goods,
ta rore, coal, ald Dmiclla-l

To.t- ........... ses I

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
will appear as war production is cur-
tailed.

Role of Foreign Investment
Under existing conditions a volume of

post-war exports in excess of approxi-
mately B 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-
tiure of the demand for them; (2) the
limitation on imports of some raw ma-
terials and foodstuffs and virtually all
finished manufactures fixed by tarlffs
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. yield any
substantial net surplus of dollars to
foreign countries for the purchase of
American goods"

1a0 long as large United State. forces are
stationed abroad, expenditure. by them and
for their maant.nance will be as important

ourve of dolla for foreign countrieas. In
the longer run the principal factor of In-
crease will probably be the 'expnditure of
Ameriani taveers for foregn travel and the
expendltures of Amerncan civiloans iing
abroad on Incoms rlcelved iron the Unltd
state.

The amount of new foreign 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-
lIg what this amount might beicertuin
misconceptions regarding foreign hnvest-
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 i 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 ±oreign 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 uncermain 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 recel¥-
Ing the capital. The countries receiving
the capital secure the higher levels of
national income produced by a more
rapid development of their natural e-
sources and a more rapid industriali-
zatlon of their economies than they could
achieve by the employment of domestlO
capital alone. Because of these- high
levels of income and purchasing power,
the countries suppiying ;he capital find
larger markets for tiheir manufactured
and other products.

There is, in the second place, the mil-
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 is obviously true of a pas-
sive 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 1020'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 combing..
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 paid to foreigners on their In-
vestments in the United States. To be
sure, imports must increase relative to
export unless new investments are made
at a steadily Increasing rate, as would
be necessary to support larger and larger

drvice on old Investments together with
a continuing surplus of exports. Even
this quallflcstlon may disappear, how.
ever, in a rapidly expanding world
economy.

A third erroneous but widespreadlde,
is that the foreign loans and investments
of tVo United States since the last war
were almost entirely lost. There was,
on the contrary, a subetantial net return
to the uted States as a whole on pri-
vate foreign investments made during
this period, as shown by the following
ealculation covering both foreign dollar
bonds and direct investments abroad:

R dUo,.01 LDoUVr
1, What the Utxited stalvs put

in-
Etimated I.vestmeant.

abroad at end of 119 .-.. 6.l 5
Net new lsneetment e abrod

from 120 through 19a0
(goes flew lnvetmmnt
abroad of 118 bllion dol-
Iars .les amortiatIon re-
celpt on foreign dollar
beonds adi net resal, of
foreign secrities to Tor-
ignaer of 4 blllon).... 6. 0

Tot ...........
t, Wart tshe United States got

ouA-
Value of Investment.

aroad at end of 1940 -...
Inare payments received o

investment abroad from
1V2I through I0 -...-.. 18

Total ........

.9

3 Elees of what the United
States got out over what the
United tat put in -..... 10.3

This computed net return to American
investors as Ir oup from foreign invest-
ment is in contrast to the losses suffered
by many individual investors, espeially
those who bought foreign securities
shortly before the wave of defaults In
the early thirties. The "averae" In-
vestor with well-diversified holdings
abroad not only got his money back but
also a substantial sum in addition.

The record with respect to our total
j long-term holdings abroad stands despite

the origin.l unsoundness of many of
the Investments and despite the a-
tremely adverse conditions for servicing
them during the 1930'. It may be noted
that service was maintained throughout
the depression on approximately two-
thirds of our total foreign bond hold-
lngs.

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

United Stato
During the perlod 1920-29 (for which

no remittance data are available) and in
193-40, total earnings on direct invest-
mente averaged 0.9 percent and 1.4 per-
Aht, respectively: during the years 190

44 arnings remitted to the Inited

Chart S.--Foreig Trade of the United State., Pie-War, War and Post-War
BILLIONS OF DOLLARS
201

19N-I 1942 1943 1944 POSI VICfRY POST VICTORY
IN EUROPE iN PACIFIC

PrciEJted o. assumptIon of 17 bllion dola. graos national pronuet.
our e: U. S. Departmnt of Commerce.

States averaged 4.3 percent (2.7 percent
In 1930-34 and 5.8 percent in 193540).
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
,elatlvely low returns from investments
in public utilities,

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

No explicit assurption 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 1-billion dollar
levei of exports and 8.3 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-
peltng economic reasons why it should
be.

The United States needs greatly in-
creased foreign markets in order to
utilise 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 An the post-war for-
eign situation.

Moreover, considering the rate of sav-
inp associated with a gross national
product of 175 billion dollars, the United

ttes wil be In a position to supply
b=Ons of dollars of new capital to for-

4

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

These savings could be invested pro-
ductlvely 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 ts capital,
where capital is relatively scarce, en
higher than where it is relatively abun-
dant.

Foreign investment constitutes a Nlt-
urnal 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 saving.

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

Both demands will be materially lain .v
than they were aftar the last war, when
American investments abroad of 11 bil-
lion dollars, ineluding intergovern-
mental loans In 1919 and 1920 of billion
dollars, were made over a 12-year period
ending with their virtual cessation in
1930. Furthermore, while other sources
existed at that time, thee will be .fter
the present war no other Important
Source of international capital besides
the United States.

7November 1944
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Bl this k. M t eMoanin, it would be
poshble to concive of new foreign in-
nm t by the United Sates durinj the
pot-war period at a multibilionu-dollar
rte. In terms of probabliltie. howevi,
there are two obstacles to be overcomes.
One Is the generally unfavorable. al-
though not fully informed. attitude of
American Investors toward foreign In-
t .tmsnt. The other is the limited

capacity of foreign countries to abeorb
forn capital and ther unwtllngnes, to
nedVe it except on terms sastlactory
to th.,

Tae first obstacle may be overcome in
patby a guarantee of foreign lom an such

is contemplated on an international
besl In the proposed International Bask
for Reconstruction and Development Or
may he avoided by uslng a Government
agenc such a the flport-Import Bank
- the channel for new investmentt
abroad.

Thesecond obstacle Is of a more stub-
born chlrtcter. It reasldes in the varlos
'ltations upon the speed of industri.l-

ate and the rate of absorption of for.
iM capital by an underdeveloped comun-
ry One of these Is population and the
eil of the labor force equlpped to meu
modern tools. Another consists of the
eoasIty of creating certln factlitIes,

such . eommlunltons and powe. be-
for extesive menufacturin operuatio
cna be begm- Then there are political
and soml adjutmenta Involved In In-
dustriallaon, some of them of a ·
rlowu nature.

Beause of thea. limitatoone, the ab-
tracot reuireaments of a country t cap.

ital equipment and for foreign capital
must be heavily dieouted, except un-
der eondtUon of eomlete state dlrec-
tioU. Flrthermore. the whole pattern
of foreign investment must be changed
from whmt It was in the 1920's if coapital
from the United States in large v0olume
It to be accepted by other countrelu.s.

Investments In the future cannot be
a' such a character a to Involve any
subMtantlal degree of alen control of
natural rources and lndustries. The
cannmot be made on onerous terms re.-
gard interest and repayment. ThO
must be made in recognition of the re-
upomibllty of leading lndfstrtal powers
for mlntaining conditions in the inter-

tional economy which will make the
servicing of foreignl investmrts p le
without undue strain.

At le st so ar private capital is
coerned. foreign investmeut &fter the
war ehos to the maxmu m extent Pu-

A9. take fs rm of equlty or "dlrec
vatment. such lnveMtment e are

muCh lMa of a burden on the Intern.-
tionul exchaoe in periods of declining
tradMe becaume they are subject to vara-
ie retunm in local currencies rather

than to fixed oharge. In dollars.
The fact that they are made by bud-

e amuosn which areus rskin their
own capita] d Wsupplying tehnicl and
Mua=er." l skill along with the cnital
temab to Insure the productivenes of
direct Invetments. For these reason.
wOmgL others, direct Investments o

American capital In forelign countries
bMe ban mm etld.actrmy on the whole

to investor and borrwer &W then in-
vestments in fied-Income oblWgatios.

As Indicated in the sao panyim n dm-
gram (as chart 5), It hb been veetueed
that post-war exports of 7 billion dollars
would be possible on the bee of new
foren Investment Of ahout I billlon
dolisa a year. qxats of 10 bIllion dol-
laa would be Dodble if, in addition to
In asd Impoorts ri t rifi.edautica
etimated at podsible 1 billIon dollars.
the rale of forein In hestment wan
.t.ped UP to 3 kmlon dollars a year.

could be .conkplihed through
the direct Invement of topore tmd
in foreign enterprises dIn a tntia

sale and through the OMeseld mfl-mr
uoa1- exbr and an Itmi.ned Wbr4
Xmnt e B ak. tcgeth w th tarw
volme ci Iunahite. 4 f orf m t

Xummhs mlnflal aid l, at
Annua ·sport abc. 10 urns Saue

would be pabI.ae - a& reas of aNW
higher rate of mw tedsm esament.
What the rate might be Is idl, i-
taL t depends upon the boIdme wiUth

htic Investment oportmanties a-
uased both by thV bha capital
to minrt and by thom WMo an pu it to
on; fopn the care sad forsaht with
wakh dr poirnt Po s Wn

chat 6.-Rdatlondhip Betwa- Impots of Finished Manmustr am
Nadutal neose
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planned; 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-
ternatlonal Bank for Reconstrution and
Development have, as one of their pri-
mary objectives, the stimulation of a
renewed flow of Lnternational capital.
The proposed Bank, as a wholly new
institutional device for reviving the flow
of international capital, has special sig-
nifience 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 say-
togs 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 Lm-
portance for post-war foreign trade.

The total loans which may be made or
guaranteed by the Internatlonal Bank
are fixed in its statutes o' h a mount of
it, sur,,ibed cwat A billion dol-
lars, plus the amount of its reserves and
surplus. Prudentmanagement 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
an.1k will be used depends upon a num-

ber of factors which cannot be reduced
todollar 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 I billion dollars as a 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 clrcumstances,
only for specific projects of reconstruc-
ton 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 reulred.
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 indiserimlnate
lending in the manner of 1920's. They
are Intended also to make the obliga-
lions which the Bank guarantees, as well
as its own obligations, readily acceptable
to private investors.

The Bank, by operating under these
wfeguards and by offering to the Invest-

Ing public the Joint and several guaran-
tees, up to the amount of their subscrip-

tions to its capital stock, of the United
States, the United Kingdom and other
British countries, the U, . 8. R., Prance,
Belgium, Netherlands, Norway. and
other countries, should overcome the
major obstacle to foreign investment of
Unilted States capital constituted the
disfavor with which foreign see ties
are regarded.

The proposed Monetary Fund would
make a less obvious but no less impor-
tant contrisution to maximizing the
post-war foreign trade of the United

tates,. 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
tartime necessity and to prevent their
relmposltion 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 higll 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.-

tsal scae of tariffs and other barriers to
the exchange of goods between countries
is clearly required for raising Interns-
tiohal trade, our own included, to high
peacetlme levels.

Prom 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 foretgfi investment Is
to be serviced by foreign countries with-
out placing restrictions on our exports,
it is necessary to provide the broadest
possible basis for imports into the United
States Sd the largest possible flow of
dollars into the hands of foreigners from
this source.

A policy of further tariff reduction by
the United States, 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 wn-
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

barriers; and a larger two-way trade
supports more Jobs than a smaller tfl-
way trade. Imports which are noncomn.-
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
after the tariff of 1930. (See chart 8.)
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
1920." The sharper decline after 1930
can apparently be attributed to the gen-
eral increase in import duties in that
year. Substantial further tariff reduc-
tion. preferably by multilatenal action,
or, this faiing, under the Reciprocal
Trade Agreements program, would pre-
sumably result, therefore, In an im-
portant increase in imports and eon-
seluently 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.

Element. 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 i. a world
movement to lower tariffs and remove
other impediments to lntenational 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 ae plotted from the re-
greon line AB shown on the upper baf
of chart 6, the nature or the sht in the
import through time becones apparent.
Ines CD and EP how on o the bottomah

of the chart represent repetlons coveting
the years 192l through le0 and 191 throughll
1939. rapetlvey. hoese trends indicate that
on the average th value of imports decied

,aonut 10 million dolars per year In the
former perioD nd about 0 million IS the
latter period. It may be noted also that the
vue of mport is s very clOsely approlimated
by the ulse of the national imnome regressios
and the two trends,
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of foreign trade because II induces a
lairge volume of Imports and because a
largl volume of imports makes possible
a large volume of exports. A large vol-
ume of exports in turn lhelps maintain
high domestic employment.

The reasoning is circular but neverthe-
less sound. since domestic and foreign
trade react upon cah other just as trade
in one section of the United States re-
acts upon trade in othl seetions of the
United States. What tlds means is that
when domestle labor and productive ca-
pacities are more fully tltiled we have
rt only more job. from donmestic trade
but also more jobs from foreign trade

It is possible to enlisae ways of copoin
witt the problem of full employment
which rely upon purely domestic policies.
There are weighty rezaroh, however, for
asslgnhlig an important role to foreign
trade and foretri investment in the total

program. The tsk is likeliy to be so for-
midable Lihat it will be wise to rely on a
broad range of measures.

Foieign investment, as a profitable out-
let for domesltic savings and production,
constitutes a paltial solution which will

se somewhat the difficult readjustments
Iindg American inds .. y .

Mor!ove,'. a large volume of foreign
trade and [ore'ign investmirlt.l by prio-
viding other countries with the com-
modities they need for consulmption 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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a


