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, INTERNATICNAL TRADY IN THE RECOVERY PROGRAM

Ry Joscph S. Davis,
| Director, Food Research Institute, Stanford University

j The subject assigned to me is a tangled topic in a vast subject
| mote from the interests of most of you., LIy time is too short to do
i; Justice, or cven to trecat briefly all of its pertinent phases.

I must interpret the title broadly, to refer to the entire pro-
~ram of tho Roogsevelt Administration. Speaking as a student, not as
'+ partisan, I question the implication that the Administration has
' 4 & rccovery program, It has had scveral more or less conflicting
{ jectives: relief, recovery, reform, rcconstruction. By no means
.1 of its multifarious measures have been directed toward national
fonomic rccovery. Hence neither the plans with which it started out,
pr the succession of measures which it has adopted, nor a selection
4t these, can safely be termed simply "a recovery program,!

On the whole, international trade has not figured heavily in
the actual policy of the Administration., At the outset, hopes were
*aised that the World Zconomic Conference would bring about substan-
tial decreases in trade barricers. These hopes were cortainly exces-
sive, and might have been dashed in any case; but the actual death-
blow to the Confercnce was given by President Roosevelt!s message
rcfusing our support to currency stabilization moves that he felt
Would unduly tie our hands, The Intcrnational Wheat Agreement, de-
Slgned in part to lower barricrs to wheat imports and to regulate
Wheat exports, soon broke dowm; and suggestions for other inter-
National commodity agreements came to naught, Despite Secretary
Mallacets cloquent pleas that "America must choose! cxtreme inter-
Nationalism, extreme nationalism, or o planned middlo course, 1

~—

¢ 1/ Actunlly, of course, the choice does not lie bctwecn_11
,hQSC threce. It is altogether improbable that either extrcme Wi

9¢ chosen, and there is no ono middle course. The pertinent ques—h
long arc: which of the many middle courses shall be chosen, and 'OWG?
®arefully ghall the choice bo considered, with all of 1ts 1mpllcﬁt1°2‘
Up to date Amcrica has chosen its course too "planlessly," an
0?9 that is too nearly nationalistic, This choice calls'for recon-
Slderation in the interost of agriculturc and of the nation at large.

Melligent public discussion of the subject should be fostered. On
N popular vote would

© other hand, o choice based on anything like a b One's
PFObably be even morc narrowly nationalistic than it has bcen. S

'1‘ s .
Mth in gemocratic government

need not include the conviction that
(continued on p. 2)
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e are still muddling along on the wrong side of the middle. No re-
ision of the "iniguitous" Hawley-Smoot tariff was undertaken. Nego-
dation of several bilateral trade agreements has bcen the Administra-
ion's principal direct contribution toward expansion of foreign trade.
his has been accompanicd by domestic policies with respect to agricul-
ure, gold, and silver which have had greater influence, for the most
Jart in the dircction of restricting our international tradc.

Before touching on these policies, let mo frankly state my con-
Viction that trade - intercommunity, intorstatc, interrcgional, inter-
‘Rational - works to thc cconomic advantage of communitics, nations,
‘and mankind. On the whole and by and large, this is the plain lesson
Of cconomic history: trade facilitates effective utilization of re-
! Sources, brings cconomies in production, promotes stability in the
* Unctioning of the cconomic systcm, and advances and enrichos stand-
lards of living, Where trade is scverely limited, famines still recur;
fUlsewhero they arce obsolete. Much of the growth of population and of
"‘he romarkable improvement in living conditions, in the past century
HOr two, is attributable directly or indircctly to trade expansion.
"+ Trage restrictions, whatever their purpose and other effects, tcnd
« roadly to restrain cconomic progress, sometimes even to reverse it.
¢ United States has made notable gains in spitc of its high pro-
€ctive tariffs, not because of them. Here and abroad, cconomic re-
Covery in the past three or four ycars has been on the whole impeded,
Mot promoted, by the unprecedented multitude of restrictions on inter-

Mational trade with which nations have cursced themselves and one
@nother,

. I make bold to take this position in a section wvhere many
People and agricultural activities are partially dependent on tariffs
°F other restrictions affecting imports of cattle, wool, sugar, flax-
S¢ed, even wheat., Several of the states represented here would have
.SWer people, and their occupational distribution would be different,
tf vwe had not built up our tariff walls; but I think it safe to say

2t standards of living of these people would be higher, not lower,
8d that their distress during the recent depression would have been
®ss instead of greater. I recognize, however, that once adjustments
aVe been made to a complex system of trade restrictions, there is no

Slmple and painless way to remove them, On this point economic science

hag yet given little help and "politico-cconomic cngincering" has yet
© make important contributions.,

S ——

(continued from p. 1) ,

Uestions of policy involving intricate economic aspects can be set-

ed wisely at the polls. The electorate is ill fitted to pass upon

Such Questions; and in the propaganda preceding such a vote, most of

th? advantages lie with those who favor something like extreme nation-
ism, Under these circumstances, even "muddling along" may be pref-

rable to paving the way for a commitment of a worse kind.

|
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At the root of trade restrictions lies the vice of shortsight-
¢dness - a very prevalont human defect. Temporary and sectional
interests loom unduly large on our limited horizons, and by a process
of log~rolling is built a structurc called "nationalistic" which is
Teally contrary to the true national interest. In severe economic de-
Pression, dominated by emergency psychoscs, the process tends to be
intensified, and particularly when people induce their governments to
do any and everything to end their troubles. In the lifetimec of mon
Now living, national restrictions on international trade were probably
Never more gencral and more effective than today. Indications of re-
Versal of the rccent tendency are scanty, but I submit that it is al-
Vays hazardous to extrapolate short-torm trends. It is still possible
Fhat the tide of so-called economic nationalism is near its flood, and
1t is too carly to assumc that it will remain at its flood.

Economic forces, since thec war as well as bofore it, have been
Working toward upward trends in the aggrogate volume of international
trade, While railroad expansion has latterly been of minor importance,
there has been a notable cheapening of occan transport, and the enor-
Mous oxpansion of automotive cquipment and of improved roads has helped
further to shrink the cormercial world by reducing cconomic barriers to
d?stribution of goods., With this and other improvements in corrmnica-
tion, to some cxtent aided by experience and contacts during the war,
SUsiness centerprise has developed in scope and intelligence, with sell-
Ing cfforts extended and intensified. Despite checks by war and recent
SCvere depression, the upward drift in standards of living, based in
Part on increasing productivity and on slower growth of population,
hag helped facilitate international trade.

By contrast, political influences have strongly tended, partic-
ul&rly during the depression, to counteract these economic forces and
o diminish the volume of international trade. Restrictive national
Policies have been dictated by various motives, differing in weight
f?om country to country. Among these were (1) meeting specific finan-
Clal difficulties; (2) protection of particular classes or pressure
8roups; (3) desire for security against the event of war; (4) gratify-
ng the national pride. ¥hile severe deprcssion alone makes for dimin-
Ution in internationnl trade - in value even more than in volume - the
Wprecedented declincs during the latest depression, and especially
the limited subscquent increases, g/ are attributable more largely

0 political measures than to economic forces,

g/ League of Nations indexes, covering 75 countries, arc as

follows:
Year Quantity Value Year Quantity Value
1929,... 100 100 1935, ... 75 35
1920. ... 93 8L 1934.... 77 34
1931.... 86 58 1935, ... 79 35a/
1932.... 74 39

a/ Caleculated without Italy from October 1935.
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By its very nature, however, international trade is subject to
freat variations in composition from year to year and over periods of
. |Vears. If economic forces were allowed completely free play, this
.|%ould still be so. Crops vary. Transportation facilities and costs
indergo great changes. Comparative advantages shift - both among
lations and among commodities. Technological improvements in agricul-
ture, industry, and commerce introduce modifications. New commodities
tompete with old., Changes in the age distribution of peoples, and in
%odes of life and work, alter national consumption. In our dynamic
tivilization, gains and losses of markets for particular products are
the rule, not the exception, in international as well as domestic
Frade. The "normal" cconomic trend of total trade is upward, but this
!s not truec for particular products, from particular countrics or even
the world at large.

Economic forces have thus been operating toward a decrease in
fur exports of cereals and pork products from the abnormal peaks
Yeached during and shortly after the war. Agriculture in Europe has
?Ot only recovered from the effects of the war, but has made advances
In technique which would have enlarged production of cereals and pork
P?Oducts there even in the absence of protective measures. With the
21d of improved machinery and cheap ocean transport, other exporting
Countries with comparative advantages over us have tended to increase
tI}Oir sharc in the export trade. A trend toward lower cercal consump-
tion per capita has extended to morec and more countrics, as incomes
ave increased, as morc varied diets have become possible, and as
Cnergy requirements have been reduced.

The common phrase, "loss of forcign markets,!" should be consid-
Creg against this background. Declines in exports of particular agri-
Caltural products arc duc in varying degrecs to broadly acting cconomic
fOI‘cos, to cconomic conscquences of the depression, to national measures
(horo and abroad) affecting tho total volume of trade, and to national
Weasurcs affecting these specific products, Various factors which are
Mportant in their cffects on total cxports (such as our international
Creditor position, new loans to foreign countrics, international move-
Ments of gold, silver, and sccuritics) oxert very secondary influcnce
1n’determining how much of a particular farm product is exported.

1s is largely determined by conditions pecculiar to that commodity

and those affecting its rclative cheapness in foreign markets.é/

———

§/ Administration spokesmen often seem to exaggerate the effect
Upon agriculture that rcoricntation of our international trade policy
tould bring. If we imported much more heavily, we could export more
Cavily, unless we insisted on large payments on the war debts or chose
0 withdraw our foreign investments., But such a change would not ncces-
Si}l‘ily be reflected in corrcsponding increascs in our exports of spe-
Cific farm products or even in our agricultural exports as a whole.
Indeed, price-raising policics can largely nullify its influence.
(continued on p. 5)
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The Democratic party platform of 1932, while it advocated “ef-
fective control of crop surpluses so that our farmers may have the full
benefit of the domestic market," condemned "the unsound policy of re-
Stricting agricultural production to thc demands of the domestic markets,!
In fact, however, the Roosevelt Administration has gone rmch farther in
these directions than any preceding one. Nevertheless, I think Governor
Landon gave an cxaggorated impression when he said, in accepting the
Republican nomination for the presidency:

By its policics the Administration has taken the
Amcrican farmer out of foreign morkots and put thc foreign
farmer into the American markot. The loss of markets, both
at home and abroad, far outweighs the value of all the ben-
efits paid to farmers.

It was a prime element in AAA philosophy that American agricul-
ture must be restricted in view of the loss of foreign markets, to
build dowm our surpluscs of export staples until foreign markets were
"reopencd." The weankness in this theory is that the very act of re-
Stricting production tends further to dccrease our exports of the
commodities concerned, The primary objective of AAA policy was rais-
ing the farm price of farm products. Progress in this direction,
howovcr, incevitably tends to lessen the ability of our cxporters of
thesc products to compete in the international market. Bven o slight
Price differential against dmerican wacat or cotton in world markets
suffices to cut Jdown cxports radieally; a larger onc practically
climinates oxports; a still larger onc attracts imports here. The
Cxperience of the past three years gives illustrations of all three
typos of effccts. lMost conspicuous have been the morked rcductions
in our cxports of raw cotton, pork, and lard, and thc amazing shift
of thc United States from a net oxporter to a nct importer of wheat,
corn, and cottonsced oil.4/

While the clear tendency of production restraints and most of
the other prico-raising devices crployed is in the dircctions indi-

——

(continued from p, 4)

These, together with the influcnce of weather conditions herc and
abroad, exert far greater influence on our agricultural exports, in
total and in particular, than the character of our balance of trade
Or international paymcnts as a whole. Other things cqual, our ex-
ports of cotton, wheat, and tobacco would probably not have been
materially larger in the past six ycars if we had reduced our tariff
in 1920 instead of raising it, though our cxports of many lesser
agricultural exports would have becn greater.

g/ In the calendar year 1935, nct imports of cottonsced oil
reached 163 million pounds - a larger amount than our exports in the
five years preceding, and over threc times the average annual exports
in 1925-29,




75

6

fated, the AAA cannot properly be blamed for all the shifts that have
taken place. In respect to cotton, severe cuts in production rein-
forced by two loans at excessive rates have certainly been the dominant
[ffactor in keeping exports down to abnormally small proportions of in-
‘reasing world consumption; and, with the stimulus to foreign cotton

- Production thus given, seriously adversc effects will be felt for ycars
o come. Temporary gains to cotton growers have been dearly bought.
this policy has been less conspicuously a factor also in tobacco, rice,
tottonseed oil, and some other products, even whero our actual exports
bave increascd. For cereals, pork products, and cven cottonseed oil,
bowever, the dominant influence responsible for the remarkable shifts
bas been adverse veather, notably including the great drought of 1934.
lature outdid the AAA., Had weather conditions been as favorable in

the past four yecars as on thc average, the underlying tendeoncies re-
Vealed in the casc of row cotton would have beon manifest in soveral
Other commodities, but the shifts would have been far less oxtremo.
Tith weathor conditions as they actually were, the shift in our inter-
lational tradc in cercals and pork products would have been much the
Same in the abscncc of any AAA program.

. In spitc of Scerctary Wallace's avowed leaning toward economic
internationalism, the AAA program in practice has moved in the direc-
tion of cconomic nationalism. In addition to the tcndoncy of price-
raising mcasurcs to reducc our cxports of scveral farm products, there
arc instancos of restriction of imports. Outstanding is the quota
limitation on imports of sugar. Other import quotas figure in recip-
Tocal tradc agrccments. Congress has given the Exccutive authority
tc imposc others, and onc on potatoes is in force. MHorcover, a few
Subsidies arc being given to aid producers of farm products of which
We are nct importors, which will tend to expand our production and
decreasc our imports. Examples arc flaxsced, flax fiber, and (in
effect) sugar beets and sugar canc.

Under the Reciprocal Trade .greements Act of June 12, 1934,
the Administration has negotiated such agreements with 14 countries,
12 of which have been put into effect since September 3, 1934, The
Department of Agriculture, we may notc in passing, has shared in the
research underlying these agreements and in their formulation. Thile
the 1936 Democratic platform declarcs for continunnce of the policy,
the Republican party platform calls for repcal of the law as at once
"futile and dangerous," declaring: "Its effect on agriculture and
lndustry has been destructive. Its continuation would work to the
detriment of the wage earncr and the farmer.!

No such conclusion is at present warranted, Really, it is too
carly to measurc results under the agrecments, e can compare short
periods before and after thoir coming into force, but we cannot yet
safely make rcliable statements as to cousc and effect, much less ap=
Praisc the net cffects. If onc stulies the agrcements thus far
adopted, however, he is generally impressed by their limited scope
and character - in number of commoditics, rates of duty, etc. In a
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'ew lines they have facilitated some expansion of exports, and in
‘Pthers some increase in imports, above the levels to which trade had
teceded. But if there are few possibilities for pointing to them

- [rith pride, there is even less justification for pointing to them
"ith alarm. Their chief significance - and it is important - lies in
the fact that here is a conscientious effort to lower excessive trade
barriers, which may perhaps pave the way for more far-reaching and
fubstantial moves to make possible freer flow of goods.5/

The Administration has tried out the policy of loans to foreign
tountries for the purchase of particular farm products - a policy ad-
Y0cated by various groups ever since the war. The most conspicuous
[Instance under the AAA - loans to the Chinese government in 1933 for
the purchase of wheat and cotton - vielded some results, and the loans
are being paid off; but the experience did not tempt repetition,
chcrs, out of many proposals, have been of negligible importance.

Hr, Peck's Export-Import Banks yiclded insignificant results. If the
‘| ddministration had been willing to embarlk on the barter arrangements
Yhich Mr. Peek also urged, we might have done a little more export
business with particular countrics for a time; but at best the posi-
tive results would have been small and the net outcome might easily
have been to contract our total trade still further.

Our rccent expericnce with cxport subsidics likewise gives no
Promise of important results from their usc. The original Agricul-
tural Adjustment Act authorized the use of AAA funds "for expansion of
| Rarkets and removal of surplus agricultural products." Under this pro-
Vision about 6 1/2 million dollars were diverted from processing taxes
to subsidize wheat and flour cxports from the Pacific Northwest in

§/ I can virtunlly endorse thc following conclusions in Lock-
Wood's recent excellent analysis of the trade agrecments program:

"(1) The reduction of trade barricrs through bilateral agreements is
the New Deal's major effort of a positive character in the field of
Sconomic foreign policy. (2) American interest in the recovery of
forcign markets has gained as it has beocome clear that the emergency
Cxpcdicents adopted in the absence of such recovery were costly, in
S0me cases unconstitutional, and often tended toward the restriction
Tather than the expansion of production, (&) The revision of the tar-
Iff by Administration experts within the limits 1laid down by Congress
Tepresents a significant step away from the scandalous procedurc em-
Ployed in previous Ccngressional revisions and toward scientific
tariff--making in the national interest. (4) The trade agrecments pro-
gram of the United States is perhaps the major force in the world today
Vorking toward the liberalization of commercial policy, the reduction
of barriers, and the restoration of equality of treatment as opposed
to preference and exclusion,® W, W. Lockwood, Jr., The Forcign Trade
Policy of the United States (American Gouncil, Institute of Pacific

Rolations, New York, 1936), p. 6. ’




=J
Co

8

133~34, of which over 40 per cent went to China under her loan,

rction 32 of the amendments of August 1935 put at the disposal of

he Secretary of Agriculture a fund consisting of 30 per cent of the
1stoms revenues to be devoted, among other things, to "recovery and
svelopment of export markets." This fund, amounting to around 100
illion dollars a yecar, has thus far been drawn upon in 1936 to finance
[tport subsidies on (1) flour to the Philippines (continued in 1936-37),
ég substandard pruncs to Germany, (3) walnuts and pecans, and (4) low
fades of firc-cured and dark air-curcd tobacco. The total sum thus far
dcd in thesc operations has probably not excceded 2 million dollars.

From the standpoint of international trade as a whole, these
‘ferations arc of negligible importance. The Philippine flour subsidy
Iy apparcntly succeceding in rccovering a leading sharc in that market
oy pacific Northwost millers, which thoy had been losing, in spite of
, &O Philippine tariff on flour from other countries, becausc Pacific
‘|"orthwest wheat prices were so far above an export basis.g/ Conceiv-
[®ly the walnut znd pccan export operations may open up some new
%rkets, but it is doubtful whether thesc can bo retained on an ordin-
Wy commercial basis. Considering tho state of international trade,
%r competitive position in it, and foreign machinery for controlling
%, the practical possibilitics of even apprecciable expansion of our
%ricultural exports through subsidics arc oxccedingly limited, and
hosc of using subsidics to develop forcign outlets that can later be
0ij_ploitod without subsidies arc ncgligible if not nil, This the Ad-
Unigtration recalizes far better than Congress does. "Rocovery and
“tpansion of foreign markets," in any significant scnse, cannot be |
hioved by such a policy, It will come if and when our products
tompete moro effectively in world markets on truly commercial terms.,

SN——

. §/ Its principal ctfect, indeed, is to help Pacific Northwest
UWllers to keop up their volume of operations, Among its other cffects
e to add a little strongth to Pacific Northwost prices of the cheapor
"heats; to diminish slightly the rogionts carryover, and the flow of
Ys Wheat into feod usc there and into the southeastern states for
our; to cnable Philippinc flour consumers to get their flour a bit
?heﬁpcr; to reduce the commecrcial outlet there for Australian, Canad-
IQ?» and Japanecsc millers, and slightly to lower their outturn and
irlces. But at most it involves only 2 or 3 million bushels of wvheat
Yyear,
. Pacific Northwest interests have persistently urged the rcopen-
l?@ of the cxport subsidy on a2 larger scale. In 1933-34, with important
8ld from the loan to the Chincsc government, subsidized exports of whoat
34 flour amounted to 28.4 million bushels, of which loss than 7 million
ent to ox-Oricntal markets. Since then, the great bulk of the regional
Surplus has boen absorbed in Unitcd States domestic markets. In rccent
Jocks, however, the advance in world wheat prices has boen such as to

Ting pncific Northwest wheat close to its cxport parity.
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N O0f the gold and silver policies of the Roosevelt Administra-

‘lon I need say but little here, since their major significance lies
Wtside the realm of international trade. One direct effect of depre-
tiation and devaluation of the dollar was temporarily to promote cxports
f certain farm products, including apples from the Pacific Northwest.
Apart from such transitory cffects, the influence of the policy has

been chiefly indirect - on the whole, pcrhaps, toward restricting the
Yolume of intornational trade through uncertaintics as to our futurc
Qrrency action and delays in reaching international agrcement on cx-
thange stabilization.

The silver purchasc policy of the Administration has had two
Uistinct influcnces on international trade, Purchascs of forcign sil-
Yor have added a little to the resources of forcign countries for
Mrchase of American goods and sccurities., Horc important, the result-
%Hg advance in thc price of gilver intensificd the forces of depression
n Chinn, cventunlly forced her off the silver standard, and indirectly
¢d to contraction of our export outlcts thero.

Let me swamarize briefly as follows:

Trade works to the cconomic advantnge of mankind. Restrictions
o international trade, imposcd unicr short-sighted scctional pressures,
tend to impedc the cconomic progress of nations. ZExceptionally cxten-
Sive though such restrictions arc today, it is not safc to assume that
their tide will remain at flood level, cven though signs of cbbing are
hara to find,

The "normal" trend of initernational trade, in terms of total vol-
Wme, is upward; but political actions and other depression inf luences
have caused unpreccelented declines since 1929, from which recovery has
Cen slow and slight. ifany factors, however, combine to determinc the
Volume of trade in particular products and have been jointly responsible
for our "loss of torcign markets" for scveral farm products,

Price-rnising Zdcvices, notably including production control
Neasurcs, tond dircetly and indirectly to increasc such losses, and
ave been important in the casc of raw cotton, The AAL program as a
Whole has operated tc diminish agricultural ecxports, and has tended

0 increasc our Arift towarl cconomic nationalism, Nature, however,
hag been mainly responsible for some of the morc rcmarkable cxport
Shrinkanges nnd for our becoming nct importers of several products for
a timo.

Export loans an subsilics, cautiously applicd, arc at best puny
devices for expanding exports; if rashly applicd, subsidies would prob-
ably tend oven to reduce our total cxports. Reciprocal trade agrecrments
have thue far cxerted relatively slight influcnce, for good or ill; yect
While their lircet results arc likely to be limited, they do represont
& vholesome effort in the %lircction of frecr intcrnational trade.




