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Notes on the Contents

Life or Death of the Free Economy. Dr. Virgil Jordan is president of the
National Industrial Conference Board. This paper is the revision
of an address delivered last Spring before the American Institute
of Mining and Metallurgical Engineers.

Hearings on the ITO. This is the third analytical study of the State
Department’s proposals to impose upon international trade a world
charter. Here the Senate Committee on Finance is exploring the
minds of the government’s trade planners.

Report from France. Franz Robert Ingrim returned last May to
Europe and is sending back letters on what he finds. He is the
author of “Diplomacy in Ideological Fetters.”

The Last Chance for Free Enterprise. Professor. Edwin G. Nourse,
formerly of the Brookings Institution, is chairman of the President’s
Council of Economic Advisers and powerfully influences the eco-
nomic policies of the Administration. He seems to have his fingers
crossed on the ability of business management to save the free com-
petitive system.

Betrayal of the Free Market. Robert E. Freer, a member of the Federal
Trade Commission, does not believe in a planned economy, He
holds for free competition as after all the only regulating principle
that can be trusted. But he wonders if business itself is willing to
trust it.

No More Henry Fords. Since retiring from public life Joseph P.
Kennedy has not often been in print, but when he does come forth
he hits the target and hits it hard. Here are excerpts from an article
that was printed in the Congressional Record.

The Land and Its Price. R. I. Nowell had first a career as a government
expert. Beginning with the original Federal Farm Board, he went
next to the Department of Agriculture as an economist and later he
was a regional director of the Farm Resettlement Administration’s
program of land buying. Now he is second vice president of the

Equitable Life Assurance Society, in charge of its farm mortgages.
He thinks farm values are in line for trouble.

What To Do With The American Mind. If many educators wroteaswell
as Dr. Brigance writes, education would not be a dull subject.
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Review and Comment
By the Editor

N the primer of international trade 7 is for
tourist. There is profit in the tourist. That is why
trade-minded countries do what they can to attract
foreign visitors. It is a new thing for a country to
urge its own people to travel and spend their money
in foreign lands. Only the American government
would think of that. A recent issue of Foretgn Com-
merce Weekly, published by the United States
Department of Commerce, might be called a travel
magazine. The leading article is entitled, ‘“Foreign
Travel, Chief Import of United States, Plays Im-
pressive Role”; and along with some statistical
charts there is a pictorial item —a jolly American
couple against a background of foreign streets and
monuments. One is saying to the other: “World
travel is more darn fun!” They wouldn’t be saying
or thinking anything like that of course, nor would
it occur to them that they were fulfilling a mission.
Money spent by American tourists abroad, says the
article, fulfills “an important mission in supplying
United States dollars to foreign countries.” Any-
thing that you can do to help will be appreciated.
The article tells you that it need not be an “expen-
sive trip, tour or cruise”; it may be “a visit to a
foreign country of only a few hours’ duration,” to
Canada or to Mexico—if only you will leave some
American dollars there. Is this clear to you? If not,
don’t worry too much about it. The idea of supply-
ing United States dollars to foreign countries in
order to increase our own prosperity is one in which
we have to be educated by the government. If in the
process of being educated we acquire some costly
experience, that, like foreign travel, may be re-
garded as an import for which dollars have been
paid abroad. Take the case of Mexico.

,/

ETWEEN the United States and Mexico there

has been what the international trade planners

call a disequilibrium. This results from the simple
fact that Mexico has been buying more American
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goods than she can afford to pay for. Her imports
from the United States have been much greater
than her exports to the United States. There was a
time when a disequilibrium of this kind corrected
itself with no help from the planners. How would it
correct itself? By a fall in the exchange value of
Mexican money, the peso. A fall in the value of the
peso would have two effects: First, it would take
more pesos to equal a dollar, and for that reason the
cost of foreign goods in terms of the peso would rise;
hence, imports of foreign goods would be penalized.
Secondly, it would take fewer dollars to buy a hand-
ful of pesos. Thus, the cost of everything in Mexico
would fall in terms of dollars. Mexican exports,
therefore, would rise because people would be going
there for bargains—bargains in merchandise and
bargains in living. American tourists would find
that their dollars would buy more holiday there
than in their own country. And so in a little while
Mexican imports and Mexican exports would bal-
ance and the disequilibrium would be corrected.
The planners now think that it ought not to happen
that way. They think they know a better way.

‘/

O the American government lends $100 million

to the Mexican government and the Mexican
government undertakes to use the money for pro-
ductive works, including tourist hotels. This money,
of course, comes out of the American taxpayer;
there is no other way for the American government
to get it, unless it prints it, and even if it prints the
money the American taxpayer will pay for it later.
Naturally, the American government wants these
Mezxican hotels to be profitable, for if they are not
Mexico may be unable to pay back the money.
Remember that the American government has no
mortgage on the hotels. It has only the IOU of the
Mexican government. If the hotels are unprofit-
able and by reason of a future disequilibrium the
Mexican government is unable to pay the money
back, the American government will be unable to
do anything about it. The one thing we know from
the record about international lending is that a
foreign government may repudiate its debt to the
United States Treasury not only with impunity



130

but with almost no loss of credit. We are now
lending billions of American dollars to countries
that did in fact repudiate their debts to the United
States Treasury; we have even repealed a law that
for a while forbade them access to the American
money market because they had defaulted. There-
fore, the Mexican hotels had better be profit-
able, and for that reason the American govern-
ment will encourage American tourists to go to
Mexico and spend their dollars to live in them. If,
for all of that, the Mexican government is unable or
unwilling to pay back the money it borrowed from
the American government to build them, the case
will be that the Americans will have bought the
hotels twice —once as taxpayers and once as tourists
—and Mexico will have them still.

’/

O far you may think you understand it. If you
do, that is education. But there is a further
step and it requires some attention. The American
government is not interested in the Mexican hotel
business as such. The hotels are but a means to an
end. The end primarily in view is to supply Mexico
with American dollars for the sake of our own pros-
perity, the idea being that if we keep her supplied
with dollars she will continue to buy American
goods and our export trade will thrive. Since that is
the main intention, it follows that when you go as a
tourist to Mexico to live in one of these hotels the
more dollars you have to give for a handful of pesos
the better. Or, to say it another way, the higher the
value of the peso in terms of the dollar the more
your Mexican holiday will cost you and the more
dollars you will leave behind; and the more dollars
you leave behind the better pleased the American
government will be and the more you will be fulfill-
ing your mission of supplying foreign countries with
dollars. Logically, therefore the American govern-
ment undertakes to keep the Mexican peso dear.
In the agreement with the Mexican government it
is stipulated that a part of the American loan shall
be used in the exchange market to uphold the value
of the peso against the value of the dollar. As a
tourist in Mexico you are not going to get any bar-
gains from a cheapness of the peso, for if you did,
first, you would not be fulfilling your mission prop-
erly, and secondly, the tourist hotels might not pay,
and that would be bad not only for American-
Mexican trade but for the loan.

7

HE American loan to Mexico is little business —
a mere $100 million. The reason for trying to
elucidate is that if you are educated enough to think
that one through you may be able to struggle intelli-
gently with American lending on the global scale.
For hundreds of millions and tens of billions the
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principles are all the same. With this number of
American Affairs there is a pamphlet by Dr. Walter
Sulzbach entitled, “International Finance as Gov-
ernment Enterprise: Bugaboo of Dollar Scarcity.”
His thesis is that there is in fact no such thing as
dollar scarcity in the world. There is everywhere
a scarcity of things to exchange for the dollar.
Since V-J day, only two years ago, we have poured
into Europe $11 billion, as loans, relief, surplus
property, and what was left in the lend-lease pipe
line—more than $414 billion into Great Britain,
nearly $2 billion into France, $114 billion to points
behind the iron curtain, and roughly $2 billion into
the rest of Europe. We are still doing it at a rate
rising to $8 billion a year, or more. For all of
that, you read day after day in the news the
ominous statement that Great Britain cannot re-
cover, France cannot recover, Europe cannot re-
cover, the whole world in fact will sink, “unless the
United States does something to relieve the dollar
famine.” It is significant that they say it that way.
The intention is to blame the United States before-
hand for an impending universal monetary debacle
of unimaginable proportions. This event is being
postponed by the use of American dollars in the
international exchange market to support the value
of nearly all the damaged currencies of the world.
They say it that way for another reason. If the
United States can be made not only to feel that it is
under an imperative moral obligation to provide
the world with purchasing power but to believe also
that it must do so to save itself from disaster, then
the countries on its relief list may be able to make
better terms. The Statist, London, says: “The only
way this price rise, which has cost us so much, can
be interrupted is by the threat (if necessary trans-
lated into action) of a cut in the value of buying in
the United States.” This may seem a strange kind
of threat, but there is nevertheless a shrewd idea
behind it. The idea is that if foreign buying of
American goods with borrowed dollars were sud-
denly contracted there would be serious trouble in
the American economy. Out of France comes the
suggestion that if all the borrowers of American
credit would unite they could make their own terms,
the argument for it being that we cannot afford to
stop lending in Europe, for if we did our export
trade would collapse, with consequences of deflation
and unemployment here.

P

HE American loan of $334 billion to Great
Britain is running out much faster than anyone
expected. It was to put her on her feet and save
her at the same time from socialism, but she is
worse off today than when the money was borrowed
and deeper in socialism. Until a few weeks ago the






