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The year 1951 will be. remembered by economists as the year when, first in

one country of the free world
,
then in another, a war- stimulated boom suddenly

leveled off. In general, the level of activity remained at unprecedented heights,

and in certain cases it continued to rise, but at a much slower rate than before.

The year 19.52, I think, may be remembered as the year when the world-wide
lull in certain sectors of business activity completed its course, and once again
the strength of public and private demand put pressure on the free-world economy.

And, for reasons I shall give later, I dare say that the next decade will be

remembered as an era of rising prices for primary products, that is, agricultural
products and raw materials—at East in certain sections of the world.

As a matter of ‘fact, the period from June 1950, when hostilities started in

Korea, to about now, forms a complete inventory cycle. The wide swings in the
rate of inventory accumulations by business and consumers occurred nearly every-
where, although the timing of this cycle varied somewhat among individual coun-

tries. In the United States, for example, the upswing phase lasted from mid-1950
through the second quarter of 1951) the downswing from the third quarter cf 1951
through the second quarter of 1952) since then, signs of a less spectacular but
a mere sound upswing in many sectors of business activity have appeared.

The Communist attack on Korea, in June 1950, set off a wave cf speculative
buying the world over, in anticipation. of shortages and high prices. Heavier
buying was made possible by accumulated liquid savings and by liberal credit
conditions generally prevailing throughout the world. It was intensified by
government purchases cf strategic materials for stockpiling and by rising defense
expenditures. Throughout . the world, this increased demand resulted in inflation-
ary price rises.

The prices of primary products, which are the most volatile of all prices,
rose most dramatically. The price cf Australian wool, for example, nearly tripled
between June 1950 and March 1951) that cf Malayan rubber increased three and a
half times) the price of tin more than doubled. With rising prices and a rising
volume of sales, those countries which are the large producers of food and raw
materials enjoyed an upsurge of exports and, therefor-

,
of income. Those coun-

tries ar-, in large part, the less economically developed countries of Asia,
Africa, and Latin America. . These high incomes soon led to increased purchases
of consumers* goods. They also enabled governments to press forward their pro-
grams for economic development. In each case this meant an expansion of imports
into those countries. More consumers 1 goods and capital goods wore purchased
from the industrialized countries of the world.



Meanwhile, the prices of manufactured goods—both consumers 1 and producers'

-

rose, but to r. smaller degree than those of primary products, Hie industrialized

countries of Western Europe found that the prices of things they had tc buy had

gone up more than the prices of tlie things they had tc sell. Since these coun-

tries are highly dependent on imports for food and the raw materials, their

international payments position sooner or later deteriorated. At the same time,

the rise in the cost of materials gave a further impetus to the inflationary
forces which were already in existence, caused by expanded defense needs and by
the swollen demand of domestic and foreign consumers,. ' •

:

:

I

We had a similar experience in this country. Wo had to import mere and pay

higher prices for many materials. Our commodity export surplus did decline to

nearly zero in the last half of 1950, but, because our reserve position is in-

comparably strong, we didn’t have to worry about balance of payments problems.
Moreover, since imports are- a small percent of output, the impact on our domestic

price structure of the scaring prices of imported materials was not as severe as

it was abroad. By March 1951, where wholesale prices ‘in the- United States had

risen only 15 percent, in England they had risen about 20 percent; in France and

Belgium, about 30 percent.

::

In brief, this was the pattern of events throughout .the free world in the

upswing phase of the inventory cycle? during the 9 tc 12 months following the
start of hostilities. Although the timing of inflationary price rises and balance

of payments difficulties varied among different countries, the causes were the

same. Great Britain and France, for example, lagged behind most other countries
in the inventory cycle. They used existing stocks of imported food and materials

-

during the second half of 1950 and then were forced to replenish inventories at :r

the high prices of early 1951. These countries consequently enjoyed a favorcable

balance of payments position until 1951, when the necessity for larger imports
and then flights of capital caused, large payments deficits and loss of reserves.

;

I"
The halting of the inventory boom was, in part, the result of governments'

actions to stabilize their economies. In certain cases, price controls were put

on. Systems of priorities and allocations for scarce raw materials were- estab- i

'

lished. The International Materials Conference was formed to ensure an equitable I

international distribution of scarce materials. Other measures quite generally G-

undertaken for th6 same purpose were tax increases, tightening of credit, and
direct controls over Imports and exports to achieve a balance in international
payments.

Secondly,, supplies meanwhile were expanding. Vigorous programs to expand
capacity were undertaken. And the anticipated shortages did not prove to be as

serious as people had thought they were goinr to bo.

But most Important, perhaps, in curtailing the rise in prices was the level
of inventories which had been accumulated during the earlier period. Stocks had -

become so large that buying would have declined, balances of payments would have
improved, and inflationary forces would probably have abated somewhat even with-
out governmental measures to control thorn.

The easing of demand beginning in the spring of 1951 marked the 'advent of
the downswing phase of the inventory cycle, and caused a collapse of a large
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number of primary prices-. In general, those prices which had climbed the high-

est. fell the most. Wu in this country do not' appreciate the devastating effects

on on economy which can result from such violent swings in world raw material
prices. We are fortunate in not being heavily dependent on imports for supplies

of most raw matcrials--at least for the present. Because we supply such a largo
proportion of our own needs, 'we were able to institute price controls and make
them effective without, resort to expensive subsidies. Also, because we purchase
such a large proportion of world output of those materials wo do import, and

because dollars are a preferred currency, it was possible to negotiate contracts
on favorable terms. For example, while in 1951 we were getting copper from
Chile at 27 cents a pound, some countries in Western Europe were paying as high
as 56 cents. Smaller countries, where imports may comprise 20 or 25 percent of
the value of total output, as is the case with most Western European countries,
find it practically impossible to insulate their economies from the inflationary
effects of such increases in costs.

The same violent instability is experienced by countries -whose chief source

of income lies in the production of primary products.. For example, average-

monthly exports from Malaya* whose chief source of income is tin and rubber,

more than tripled between the first quai.tor of 1950 and the first quarter of

1951; . those of Pakistan—cotton and jute—did the -same. Such high earnings on

the pert of exporters acre likely to be followed by greater spending on consumers
goods and therefore by high imports. Actually, the larger flow of imported capi

tal and consumer goods into these primary producing countries started just at

the time that their exports began to decline. Then imports continued high while
the value of exports collapsed. Sooner or later, those countries were forced to

curtail their imports.

The decline in raw material prices helped the international financial posi-
tion of the industrialized countries. By the end of 1951, most of the indus-
trialised countries of the world were experiencing improved balance of payments
positions. This did not apply, however, to England and France. Their reaction
to the outbreak of the Korean xsrar had occurred later than that of the others.
At the end of 1951, they found it necessary to undertake vigorous measures to

protect their rapidly, dwindling reserves. By mid-1952, however,
_

despite a
decline in commodity exports due to the import restrictions imposed by cthc-r

countries, the United Kingdom had achieved ov-r-all balance in its international
accounts, even excluding. United States aid. The French deficit was "Iso brought
under control.

The abatement of. demand after the first quarter of 1951 was primarily the
result of a world-wide decline in • the demand for certain consumers' roods and in
the rate at which business accumulated inventories. As 1951 progressed, the
market for textiles in every country of the world 'felt the effect of a slump in
the dehand for textiles, although, again, the timing varied from country to
country. In general, however, despite the lull- in certain consumer markets, a
big! rate of activity in the construction and private investment industries,
together with rising rates of defense production, kept the industrialized coun-
tries operating at a high-level of economic activity.

This high level has been generally maintained in 1952. In Western Europe,
it represents a remarkable recovery from the. losses of World War II, and even
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some improvement over prewar levels. Total real output in Western Europe is
over 20 percent greater then it was before the war in 1938 Per capita output
is 9 percent higher. This is small compared with the 68 percent increase in
per capita output of the United States, cut we did not have to repair thd ravages

of war. Also, at the beginning of the war, our economy had much mere slack in
it than theirs. Since 19U8, industrial production in Western Europe has risen

37 percent, compared with 12 percent in the United States. Agricultural proauc-

tion is about 15 percent above the 19U8 level. In 1952, output in Western Europe

did not reach new postwar peaks as It had in previous years, but it continued at

the 1951 postwar high.
k

There have been indications in the United States recently that" the rate of

consumer spending is picking up. With private investment and defense expendi-

tures maintaining or surpassing the current high rates, incomes will rise, at

least over the next 6 months. Although economic developments in Western Europe

often lag behind these in the United States, there are already indications of
similar developments there. Production of defense and investment goods has con-

tinued high and is likely to increase; recently, textile prices in certain mar-

kets have risen; exports of some textiles from the United Kingdom to nonst-rling
countries are rising. Inventories of imported raw materials and consumers’ goods

in certain countries are low. Also those countries producing primary products,
which in late 1951 developed balance of payments deficits and thereupon undertook
corrective measures, by mid-1952 could notice improvement. Then, too, declines
in the world prices, of primary products had eased and in come, cases be on reversed

Thus, we have come full circle. Western Europe and North America in the

coming months may feel seme re-emergence of inflationary pressures, but in a much-

more moderate degree than those experienced in late 1950 and early 1951, for,

barring -a turn for the worse in the international political outlook, abnormal
speculative purchases are likely to be absent.

You may have read certain newspaper reports recently which have talked in
terms of ” stagnation” in Western Europe, My apparent optimism about its current
position may, therefore, surprise you. Actually, the situation as I have out-
lined it seems to me to be the realistic interpretation. Western Europe has made

a remarkable recovery since the war. The leveling off of 1951-52 is part of the

normal consequence of the excesses of 1950. It affected primarily the soft goods

industries. It parallels in many ways what wo have experienced in the United
States.

Concern, even pessimism, about this leveling off is nonetheless understand-
able. I spent the week before last in Paris, talking with economists from Brit-

ain, France and the other Western European countries. Two problems were upper-
most in their minds. First, are we going to have a depression--in the United
States .and in Europe—when U . S. defense spending levels off? Second, at the
other extreme, how can the impact of the defense program upon their economies—
particularly the inflationary impact—be contained?

These fears are the result of their experience in the interwar years between

1918 and 1939. After the first World War, sane of these countries went through
a period of hyperinflation xdaen savings were obliterated, when prices rose so

rapidly that, at first, shopkeepers changed their price tags several times in an

hour—and then finally closed their shops completely and refused to Sell at all.



About a decade later, in the early thirties, the situation was reversed.

Prices collapsed. Unemployment and social unrest produced results which are

only too well known.

Memories of the chaos of extreme inflation and deflation linger long. It

is not surprising that Europeans want to avoid a repeat performance of either,
and are jittery about a tendency in either direction. But a state of full em-

ployment with no minor fluctuations up or down is impossible to achieve.

Europe from June 1950 'to mid t1951 was subject to inflation; subsequently there
was a lull in private demand, partly the result of corrective measures which
were introduced. The leveling off of European output is less to be desired
than continued growth, but stability at a high level is hardly "stagnation."

The present situation is not without its dangers, however. If we do

not manage our economic affairs wisely in the United States, we could
experience a recession when military spending levels off. And even a

moderate recession in this country has major consequences in other countries.

But for reasons which I have elaborated at length elsewhere, and which would
take too long to repeat here, I do not believe that ‘a recession in the
United States is inevitable, .or even likely if, both in private business
and in government, we act sensibly" and use the tools available to us.

On the other hand, especially in the months, immediately ahead, the total
demands which consumers, business, and government will place upon pro-
ductive resources may verge upon the inflationary. This is more likely
in Europe than here. For one thing, in the United States, our higher rate
of saving permits a larger proportion of resources to be devoted to defense
production cr investment without inflationary strains. The point at which
a state of full employment is ballooned into inflation comes sooner in
Eirope. Then, too, a high rate of industrial production over the world
means a high demand for raw materials and therefore the possibility of rising
import prices, which could also add to inflation.

To summarize the ground we’ve covered thus far, wc can say that today
the free world economy has recovered from the first shock of aimed conflict
in Korea and is adjusting itself to the necessity for defense production.
Most countries throughout the world have achieved a substantial measure of
stability. Production, though not rising as rapidly as in recent years',

is at high levels. If the economic policies pursued by governments in the
near future arc reasonable, the world can look forward to moderate and
sustained growth for at least the next year or two.

Is there anything we can say about the longer run? Are there any
developments which have persisted for a sufficiently7- long period in the
recent- past to enable us to project their consequences farther into the
future? I think 'there are—and in a sector of the world economy with which
you are concerned.

For some time, and especially in the last 15 years, the world supply
of primary products— food and raw materials—has been falling behind world
demand. Let us consider first industrial raw matcrials--metals and minerals,
and agricultural products such as cotton, tobacco and lumber, but not food.
The demand for these raw materials is determined by the volume of manu-
facturing production. An increase in the output of manufactured goods
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requires a larger volume of primary products. The ratio over time won't
necessarily be 1:1, for changes in technology- -for example, the development
of plastics—will mean that the same volume of manufactured goods is pro-
duced by both a different assortment of raw materials and a different
quantity. Technological progress probably implies increasing economy in
raw material use. Bot the total production of manufactured products and
of raw materials over a long period of time, cannot grow at widely differing
rates without serious effects on their relative prices.

‘ This chart that I have with me shows changes in the physical volume
of production for the whole world, excluding Russia. You will note that
the volume of manufacturing production in 1950 was over i|0 percent larger
than in 1937* Over the same period, however, the volume of raw materials
produced had increased by only 20 percent. Moreover, agricultural raw
materials--produc ts of the farm and animal prcducts--actually declined by
8 percent, while output of metals and fuels had nearly kept pace i-xith

total manufacturing production.

World-wide figures, however, conceal some significant geographical
changes. Since 1937, manufacturing production in the world, excluding
the United States as well as the USSR, has grown by slightly more than
20 percent, while in the United States it has grown by about 80 percent.
Moreover, the United States and Canada account for practically all of the
increase there has been in free-world production of primary products as
far back as 1913* This lack of growth in the production of primary
products in the rest of the world is in large part explained by the rela-
tively low rate of foreign investment in primary producing countries other
than Canada between 1913 and 1950. The nub of the matter is this: The •

failure of raw material production to keep pace with manufacturing output
has resulted in a growing scarcity of raw materials.

In the case of the prodxiction of food, the picture is the same except
that the divergence between demanu and supply has become even more acute
in recent years. The demand for food depends on the size of the population
and income.

This second chart shows that between 1937 and 1950, while the world
population increased by 11 percent, food production increased by only

5 percent. Most of this increase in production, moreover, took place in
Canada and the United States. In this country, food production increased

36 percent while population increased 18 percent. In the countries of

south and southeast Asia, total production of food is actually below its

prewar level. It is difficult to estimate real income in the world but
roughly, between 1937 and 1950, the increase was about i|0 percent. In the

United States anc Canada, it was about 90 percent; in Western Europe, 15
percent.

The demand for primary products in geneial, then, and agricultural
products in particular, has run ahead of supply over the last 15 years.
The result has been a world-wide increase in the prices of primary products
relative to the prices of manufactures. What is the likelihood that in

the future the supply of agricultural products will catch up x-xith or over-

take demand and thereby cause a decline in agricultural prices in relation
to prices of manufactured goods?
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Such a long-term decline in relative prices does net seem likely. First, the

population of the world is increasing and gives every indication cf continuing

I

to increase. The rates rf growth are increasing the world' over. In the economi-

cally developed countries, this increase in the rate of population growth is the

combined result of a gradually declining death rate, and the fact that the average

size of a family has increased and the average age of marriage is earlier. That

|
is, each generation is getting larger, and because of an earlier marriage age,

each generation comes around more quickly. Meanwhile, in economically under-

l developed countries— such as Japan and India—falling death rates have maintained

cr increased the rate of population growth despite the fact that in certain
countries the birth rate has declined.

The United States and Western Europe have come to have a rate of natural in-

j
crease in tlieir population of l|- percent a year. It may surprise you to learn
that this is the same as that of India, where a higher birthrate is balanced by a

higher death rate. In Latin America, other parts of south and southeast Asia and

Canada, the rate of natural increase is higher. Consequently, it appears likely
that the free world population over the next decade or two will be increasing at
more than 1 percent a year. The demand for farm products, moreover, should in-

crease, not only because of a growing population, but because por capita demand
will increase as real income grows and standards of living advance. This should
bo true not only in industrialized countries but in the under-developed countries
as they make pronyeps in their programs for economic development.

On the supply side, what can be said? In the countries of Western Europe,
Australia and New Zealand, and North America output per man at work in agriculture
has been increasing substantially as a result of rrrechoniznti an, fertilizers,
greater knowledge cf the science cf farming, etc. On the other hand, in these
countries, there has been a marked decline in the rural labor force. Between
19U0 and 1950, the male rural labor force fell by 15> percent or more in the United
States, Australia, Canada, New Zealand, and Sweden, In the Western countries
these trends are likely to continue, with increases in output per man partially
counterbalanced by decreases in the number engaged. In the less economically de-
veloped countries little information on product vity is available, but the evi-
dence indicates a very slight increase in output per man, and in seme countries
an actual decrease. Primarily, their 1' ck of progress can be attributed to the
fact cf underdevelopment. If the plans and programs of those countries for eco-
nomic development are carried through declines in the numbers engaged in agri-
culture are likely to be nor than counterbalanced by the increases in productivity
which follow improved techniques. At the same -time, however, the higher real in-
comes enjoyed in these countries will probably cause a substantial increase in
their per capita demand for agricultural products.

On balance, then, it appears that over the- next decade or two the demand
for agricultural products throughout the world will be strong in relation to
supply* snd therefore that agricultural prices will continue to bear a favorable
relationship to prices of manufactured goods.

Whether agriculture in the United States will share in this strong world
demand—whether United States exports of agricultural commodities will maintain
their present relative share cf total world exports—however, is quite another
question. Th^ answer to this question depends on hew this country, together
with other countries of the fre^ world, solves the problem of equating the demand
for American goods with the ability to pay for them. This inequality manifests
itself in a scarcity of dollars.
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If dollars continue to be ©were© for foreign countries. United States
agriculture is not likely to maintain its share in the strong world markets
of the future • Under such conditions, foreign countries will have to

choose, which United States goods they need most. Except in time ol drought
or short crops elsewhere in the world, because agricultural commodities
are so highly standardised, they can often be obtained elsewhere. Such is

not true to the same degree of manufactured goods. Those foreign countries
that already have United States machinery will continue to purchase parts r nd

replacements from this country. For rnrny of the new developments of American
technology, the United States may, for a time at least, be the only source
of supply. To put it bluntly, agricultural exports are likely to suffer more
than many other types of exports, over the long pull, unless a lasting
solution to the scarcity of dollars can be found.

i

This is not an easy problem, and although I can pose it, I do not propose
to solve it. Oyer the past 3 years between one-quarter and one- third of United
States exports of goods and services has been financed by foreign aid programs.
People in foreign countries are as anxious as we are to have done with these
gifts, and to provide for their needs, including defense, themselves. Un-
fortunately, however, it seems reasonable to assume that, over the next few
years at least, the necessity for programs of defense production will continue
and phat productive resources will continue to bo used to produce arms.

Further, it is an unfortunate fact, but still a fact that must be recognised,
that the resources of Western Europe are not yet adequate to support defense
production and at the same tinie provide the rising standards of living which
are the only really effective answer to the- Communist propaganda. The threat
of Communist aggression exists. But this is another way of saying that the

scarcity of dollars, at least for Western Europe, has been aggravated by the
Communist threat and will probably continue

.

But the threat of Communism is probably even more serious in the non-
European countries, as we have seen in China. It can take the form of

propaganda whose appeal id based on existing social and economic inequities.
The most .susceptible peopl are those who se standards of living .are lowest.
This means that the areas that could most easily be led into Communi an are
the economically underdeveloped areas of the world. People in these areas
ape aware that life can bo more comfortable and convenient than theirs is.

Knowing that something better is possible, they want a change. And one thing
we can bo quite certain about: They will get a change. Either their standards '

of living will be increased through the development of their economic' s, or they
will be deluded into choosing Communism as the alternative means of accomplishing

~

spoke
"

:

i ro

I lie

this end, Progressor Dennis Robertson, an «ir&nerif British economist,
with biting iron;/ when he said:

"We ought perhaps to have fore-seen the emergency of the
revolutionary notion that some day a thousand million Asiatics
would take it into their heads to expect to have enough to eat."

K

Unless programs ''for economic expansion go forward in underdeveloped
countries, the gulf between living standards there and in developed countries,
already very great, w.i 11 get even wider . On -rounds of self-interest, as well
as on broader, humanitarian grounds, it is imperative that this potentiality
be prevented from becoming an actuality, for it is important that these
countries continue to be part of the free world , In population, area, and
natural resources, they outdo the industrialised countries of the free world.

7T~
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You may be proud that it was a former county agent, Horace Holmes of

Tennessee, who, working under the Point Four Program in the Ftawah region

of India, has done perhaps more than any other American to revive in the people

of India the hopes for a better daily existence. This revival of hopes,
moreover, is 'firmly based in increased agricultural yields achieved by simple
changes in tools and techniques that the farmers can understand. By ordinary
crop rotation, inexpensive tools, and better varieties of seed, the wheat crop

in this region- has been increased by more than (60 percent, the potato crop by
more than 110 percent. These improvements, moreover, have been achieved at

negligible cost. The increase in wheat production alone was worth ten times

the annual cost of the project.

Over-all economic development, however, entails the need for capital
equipment. It means building transportation and communication systems, roads,

bridges, harbors, railroads-, as well as improving methods of production of
the goods already produced there. Irrigation and floor control projects,
production of electric power—these are fundamental to a higher level of pro-
duction. But they are also the public-utility typo of project that, in an

underdeveloped country, only a government will undertake. They net only cost
money, they all involve expensive imports. Whether or not we increase the
amount of money that we have been lending and giving to these countries to help
finance this development, it is likely that their demand 'for imports in general,
and imports from the United States in particular, -will exceed the supply of
dollars currently becoming available to them from their exports. They will
proceed with their plans. The rate cf their progress, however, will be
determined by the amount of help they have.

What, then, can be done to alleviate the- imbalance betwee.n the demand for
American goods and tho ability to pay for them, and thereby enable American
producers of primary products to share in the strong world demand of the future?
This is the same questi on as "How can we make more dollars available to friendly
foreign countries?" Apart from an increase in foreign aid by the Federal
Government, there are only two things that we can do: Investment cf private
United States capital abro.ad must increase, or our imports of goods and
services must rise.

Although foreign capital is desperately needed by underdeveloped countries,
as I have just indicated, private investment of United States capital on a

sizable scale is not likely fer two reasons. First, in many cases the types
of development which require capital first are not those into which private
initiative is likely to go. The construction of roads, harbors, multipurpose
power

, irrigation, and flood control facilities and such art properly public
projects. The existence of such facilities is necessary to the production of
poods and services by modern methods.

Second, the political stability of many of the underdeveloped countries
is quite precarious. This fact, of course, often makes the risks to investors
prohibitive. Also, the existence of nationalistic legislation, such as
discrimi natory taxation, has made investment in certain countries unattractive

.

In spite of the guarantees now offered by the Federal Government, it does not
seem likely that private capital will flow into those countries in any large
volume until they have moved sufficiently along th-~ road to development so
that thesu impediments are overcome.
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I do not moan to imply that private investment of U. S. capital abroad is

unimportant, nor that wo should not continue to take steps to increase it.

Put its' contribution toward solving the dollar shortage will of necessity be
small—especially in the due ado or so immediately ahead. In the main, apart
from any further government grants and loans, the primary means available
to the United States for alleviating a world-wide inadequacy of dollar pur-
chasing power lies in increased U# S, imports of cods and services. The
problem thus largely resolves itself into a choice between alternatives.
Either wc can import non goods and services, or our exports of agricultural
goods arc likely to fall behind those of the world. I think you wi.ll agree
that this offers little choice. An Increase of our imports brought about
through a gradual reduction in our tariffs and other trade restrictions, if
started immediately, would bring the • additional benefit of decreasing the need
for aid abroad. But the problem here is this: Can we, by tariff reductions,
cause United States purchases hbroad to increase enough to elimin-tc,
eventually, the scarcity of dollars without doing serious injury to certain
important domestic industries? An are foreign resources large enough, or
can they be expanded enough, to produce tin necessary goods for expert? .

This entire problem, with its implications for the future, is too large
for me to attempt to cover hero. In recognition of its importance—and
difficulty—the President recently requested the Public Advisor:,7' Board to

the Director for Mutual Security to undertake a thorough review of our
entire foreign trade policies. It will bo studied carefully by the Congress
when the question of extending the Reciprocal Trade Agreements Act comes up
at the next session. I can only state the problem and indicate its
significance to agriculture. It is a problem which is worthy of your most
careful attention.




