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INTRODUCTION TO BOOK ONE

If free trade is the tonic of my historical harmoniec
on tariff trends, their causes and effects, it is only bee
cause the authorities I quote and the experts upon whose
economic writings I have drawn have favored in varying de-
gree the cause of free trade, either positively with econo-
mic facts to prove their points, or negatively by the absence
of economic facts in their case for protection ( H. C. Carey
being an amusing example of the latter).

Although when I first sat down to the typewriter I was
convinced of the economic soundness of free trade and the
economic fallacies of the protectionist arguments, I still
held to the belief that a satisfactory case for the protee-
tionist, from his viewpoint, could be put forward, and went
to considerable pains to do so.

But when the economic facts and truths are picked out
of the political fabrication that holds up the protectionisat
argument, one finds he can count these truths on the fingers
of one hand.

As originally conceived, the problem of Book One was to
trace the dominant trends in tariff policies, their causes

and effects. However, &as nearly all the economic signposts,
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when gathered together in the author's mind at the close
of Book One, pointed to but one eonclusion, he felt in eall
fairness constrained to put it down.

Throughout the treatise, the sutlor attempted to in-
clude the important arguments on both sides of the contro-
versial question of protection vs, free trade. In looking
back over the paper he is satisfied that he has done so,
although at times it was difficult to take the time to set
down incompetent arguments in order to disprove them,

An attempt was made to keep all matter not direectly
pertaining to the matter at hand out of the pieture, This
is difficult in any discussion of tariff problems as the
ramifications of the various policies are manifold.
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Notes taken from text-books end readings completed in
the course of taking 56 hours of economics, and notes on
classroom lectures which I have saved.
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Ihe Oregonian, The Register-Guard, snd the Sunday New York
Times scanned regularly for news of teriff policies.

Every issue of N ation and Time wes read this fall and has

been read for the past year and a half,

I was particularly interested in the magazine articles of
19219 to 1924, as will be seen in the above bibliography, as
they indicated the .reacuons to the protectionist policy
that emerged after the war. The artiélu fro- t.hat period
up to the present one, with its evidence of reeciproecity,
were merely the re-hashing of a controversy with which I

was already femiliar. Current newspapers, news-magazines

and special bulletins and articles served to keep me posted

on the new and very recent developments.






EVALUATION OF AUTHORITIES:

There are three men to whom most economic writers turn
for quotation and euthority: Thomas Mun (Mercantilist au-
thority); Adem Smith (who insugurated the idea of free
trade); and F.W. Taussig, sometime cheirmen of the United
States Tariff Commission.

In every one of the books bearing on the subjeet of
Mercantilism, the name of Thomas Mun appears as the outstan-
ding supporter of that system. His works were used as the

Bible of the mercantilists. The

and Palgrave's Di ary of Political
him as the foremost "bulwark® of the mercentile system, as
do most other encyclopedias, and political dictionaries.
To mention the influence of Adam Smith in economie
circles is unnecessary. Every college student who has
studied economics has heard the name of Adam Smith. He
was the founder of the classlical school of economics and
his Wealth of Nations was one of, if not j_ho__, greatest
force in bringing about the downfall of the mercantile
system, for it was his teaching that spurred Cobden and
others aud ermed them with weapons to cut away economie
fallacies. There is no reputable textbook, to my know-
ledge, which bears on the subject of free trade, that does

not mention Adam Smith.
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No economic authorities have successfully upheld
the cause of protection with secure economic foundations.
H.C.Carey and Frederic List are notable examples of well-
known economists who supported protection to a certain ex-
tent, but the best arguments of these two men are political
in nature and will not measure up to the economic truths.

I do not hesitate to say that F.W. Tauseig is consi-
dered the outstanding asuthority on tariff questions in the
United States, today. Indeed, by meny, he is considered the
foremost authority in the world., His writings on the subject
would fill a small library. He is in the fortunate position
of being able to speak "practically" as well as "theoretically"
&8 he has held both the Chairman's chair on the United States
Tariff Commission and the professorial chair of economics at
Harvard University. He has viewed the tariff question from
all angles and attacked it from all angles, His name appears
again and again in the writings of modern economists, With
hundreds of economists throughout the United States and Europe
willing to agree that F.W.Taussig is an authority on the sub-
jeet of tariffs, I feel as tiwugh I were trying to prove that
water runs down hill.,

With these three authors of euthority, as over-seers

representing different periods and viewpoints, I have felt
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Bagkground

On the 27th day of June, 1448, M. Voisard, the iti-
nerant trader from Fontenay in the western part of France,
pushed his loaded cart over the rough cobblestones that
paved the road for three kilometers out of Chalonnes,

It had been & long trip, on that warm day, from
Ancenis along the benks of the Loire river up to Chalonnes,
but M. Voisard didn't complain. Business had been good
in Ancenis, and he was looking forward to even better sales
in Chalonnes.

Many people had left the regular market place in
Ancenis when they heard about M. Voisard., It was noised
about among the shoppers that M. Voisard, who had set up
his stall just outside the market place, had wool cloth just
as good as M., Fournier, their local tradesman, could furnish,
and cheaper, too.

And so M, Voisard had done a good business in woolens
that day and had thenked his lucky stars he had met that
Duteh ship at the mouth of the Loire two weeks before and
taken an extra supply of‘ wool eloth. The ecloth had been
much cheaper this time., Some new way of making it, they
had said.

Rounding & corner, M. Voisard could see the gates
of the village ahead of him, Things did not look the

same as the last time he had been there.

.1‘



"Wonder what is the cause of the commotion? They
seem to have some new gates to Chalonnes," he murmured to
himself, noticing a crowd of traders like himself milling
about the entrence to the village,

Even at that distance he could recognize Pierre
Gorney, the giant Gascogne who sold copper bowls and
knives along the road from Nantes to Orleans., Pierre was
talking wildly to someone, It was e soldier, What kind
of trouble was efoot, now? _

M. Voisard edged his cart into the crowd of other
carriers and made his way over to the little group of men
standing about the soldier at the gate, listening to what
the soldier had to say to their spokesmen, Pierre.

"Here, what is going on here?" asked M, Veisard,
stopping at the side of the Gascogne, "What is the trou-
ble, Pierre}"

Pierre turned to M, Voisard, happy to find a
possible sympathizer,

"AH! M, Voisard. You have arrived just in time,
This soldier, this pig, will not let us through the gates,
This yellow, son of a blue pig will not let us go through
the gates, He...."

The soldier stepped up and addressing M, Voisard
in soft but firm tones which cut Pierre's harangue short
said, "Perheps if I may explain, I am only obeying orders,
I am not keeping these men out. It is only that it is the



order of Rene the Good, mko‘of Anjou, that all traders
gnterinx this village with commodities to sell must pay two
gold louis on each cart-full of goods they bring through
these gates."

'm£ why?® gasped M. Voisard.

*In his order," replied the soldier, "The Duke of
Aﬁjou stated that many of the retailers in the market place
had come to him complaining that the itinex.-ant traders were
coming into the village with cheaper goods and driving them
out of business. By this means he intends to keep the vil-
lage stall-keeper happy." :

"But, two gold louis," cried M. Voisard. "That is
more than th; difference!

'ﬂxe Duke further stated that ome-fourth of the
amount was to go into the duchy treasury just as the money
taken by the guerds on the border of Anjou flows into the
treasury, but that the other three-fourths, which he has
called "protection™ money, is to be used by the village to
improve its uiket' place,® the soldier explained.

"In Ancinil when I left there was not any such
rule,” complained M, Voisard.

"Perhaps, if the stall keepers in the market
there have complained, they are building such a gate as this
one even now,® replied the soldier. "Many villages in Pro-
vence have duties such as this already and I am told that
across the water in England there have been such impositions



on traders for over 50 years.®

®"Ah well, it will be hard on the villagers to have
to pay more, and therefore not be able to buy as much," seid
M, Voisard reaching into his trousers for his money bag. "But,
my goods are still better than the cheap stuff in the market
place."

And paying his two gold louis M. Voisard pushed hie
cart into the village followed by the other newly "taxed"
traders.

And throughout BEurope and England other areas and
localities followed the example of Anjou, just as others
had preceded it, in eclogging up the flow of trade, buil-
ding little walls up in the growing ocean of commodities
and turning the fresh water of commerce into stagnant pools.

During these Middle Ages the western world was
divided up into little sections, each ome ruled by its
feudal baron or master. Fach one was looking out for
itself, or himself, Geographical divisions meant nothing.
Power, man power, for fighting was the need and f‘or that
money was a prine'requilita.

Among the methods of getting this money the
0ld Greek and Romen source of revenue, texation of trade
was found a temporary, but lucrative meens. Overworked,
yes, but for the time it added & bit more to the money
drained from the peasants by taxation.



As a result, the flow of trade was blocked at these
numerous political borders; but, out of this welter of poli-
tical hodge-podge, there arose the backbone of the central
state until, by the end of the 15th century, national ideas
- of central governments began to cut through these minor
walls with the view in mind of putting up a little tariff
construction job of their own, which although built by rule
of thumb was to outlast its builders by many years and require
& good deal of blasting to bring it dowm.

Therefore it is to the new states that we turn. What
was their trade policy and why., In this rise of the national
state, most of the western world shared. Concepts of how
to btrengthen the central government and make it secure
bloomed and faded. First one course was tried, then another.

It was England that first elbowed its way out of the
hesitent crowd to set off on & sustained course. Strangely
enough what she was after was......ireasure.

The course England followed came to be known as

Ihe Mercantile System.



Definition

Mercentile System. Palgrave in his Dictionary of Political
Economy defines the scope of this system as follows: "By

the mercantile system we mean the economic policies of Europe
from the breakup of medizeval organization of industry and
commerce to the dominance of the system of laissez-faire.
Strictly speeking there is only one country, viz. England,

in which the mercantile system can be studied in all its
phases"”,

In other countries, war, arrestment of the growth of
laissegz~faire, imperial measures in the German style, and
other factors not only made the progress of mercantilism
orratis s, in the SLasl shalyels; Dialled 4%  In né
other European country did mercantilism reach such a height
that it toppled, as in Fngland. But Great Britain fell
into free trade, leaving her neighbors still dallying with
the offshoots of mercantilism.

And so we turn to England as the outstanding leader
in the 'ficldl of trade and commerce from the 17th ecentury
up to the World War. England, the nation that awakened with
Mercentilism and got up with Free Trade.

The maxims of Mercantilism developed prineipally in
England were accepted and acted upon by all the prineipal
nations of Europe up to, and even after, the system began
to crumble in England.



MEFCANTILISK

The father of mercantilism was politics &nd the
mother economics, end the fact that many economists today .
regard the 15th century offspring of these two a&s a conge-
nital idiot does not change the fact that at least its father
thought it was prettw-ﬂno.

As the power of the central government grew in England
& means of increasing that power was looked for and a method
of securing it was in demand.

At the same time, throughout England during the 15th
century the seeds of the coming Industrial Revolution were
beginning to pop open. New countries were being traced on
the known map of the world, printing was beginning to flourish,
the uses of water-power were being more extensively studied,
various sciences were being advanced slowly, thinking was
being _stimlated and ideas were simmering.

Up to 15th century the population of England had
been mainly interested and engaged in agriculture, but now
the prospect of manufacturing was beckoning and slowly but
surely the drift started in that direction. During the 15th
century we see the rise of the manufacturing class and the
growth of capital and industry.

The English trader had been playing along with the
Duteh traders, taking English material across the channel
to be finished in the Netherlands. But, now he had people
at home ready and capable of finishing the goods themselves.

o, 5N



Object of System

The political and economic interests of England could
hardly have been drawn together more neatly, both pointing
toward foreign trade, but as we shall see, with different
viewpoints., These viewpoints were for the most part incon-
gruous and only capable of being worked together through the
subjugation of one by the other. In this case the political
power reigned supreme.

To the economie interests, the objective was the sim-
ple one of developing foreign trade for the greatest bemefit
to the greatest number, & worthy objective of all economics.

But, what of the politieal outlook? As has been said,
the central government, politics, father of mercantilism,
not only wanted more power but wished to secure this power
on & permanent basis,

Palgrave's statement as to the objcet of the mercan -
tile system aptly shows that the sire of the system not only
dominated its growth but subjugated c.. other interests to
its development which was guided by said politieal sire.
Palgrave sayss "The object of the mercantile system was the
creation of an industrial and commercial state in whick en-~
couragement or restraint imposed by the sovereign authority,
private and sectional interests should be made to promote
national strength and independence."

Although this political aspiration was clothed with

economic suppositions, we shall see that the latter were

mainly, though not entirely, sophistry.
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To the powers of the western world during the 15th
eentury, even &s is true today, aecurity' meant strength,
strength meant military power, military power meant money,
security meant money, strength meent money; everything
came down to money and money meant power, strength and se~
curity. 7To question the truth of this belief unfortunately
did not effect its change. Many persons today still share
this hypothetical belief, sincerely or avowedly.

Some mercantilist writers started off on the right
track in definitions of "wealth" but soon became hopelessly
muddled and giving up the ship jumped into the money boat.
8o it is safe to say that treasure, wealth, and money, in
the final analysis, meant the same thing to most mercanti-
1ists, money. It must be aduitted that a few kept the term
"wealth" satisfactorily isolated from their thinking so no
ambiguity arose, however!

Treasure meant money or materisl capable of being

direetly transformed into money.

Now came the question, how to get more money, treasure,
gold and silver. England hed no precious metal mines, but
other countries did, notably Spain. Why not sell more goods
to them than they sold to England and get treasure in return
for the balance of English goods? And so the first national

draf't of the much overworked and little understood "favorable
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balence of trade" theory was produced.

By the elose of the 15th cemtury, we find the general
features of the mercantile system were well defined. Acts
in Perliement during the reign of Edward IV had already shown
beginnings of encoursgement of native commerce and protestion
of English industries, for of course, it was argued, they
had to protect the young industries so they could produce
the goods for the English ships to carry to other coun=

tries in exchinge for treasure. )

Thomas Mun.

The outstanding exponent of mercantilism wes & man,
who was of course living at the time under the existing cone=
ditions, and could not look over that period with the eynical
and detached air of the eurrent observer, This man was Thomes

Mun whose essay England's Treasure by Forraign Trade (1664)

was the chief bulwark of mercentilism in Englend. In this
work he speaks for the system when he says: "The ordinary
mﬁm to increase our wealth and trQuuz:o is by Forraign
Trade, wherein we must ever observe this rule: to sell more

to strengers yearly than we consume of theirs in value",

(1) Protection, pro end eon, and infent industry argument
are discussed in a following chapter,



He goes on to suggest the use of England's own ships
and thus get the benefits of freight and insurence, and then
later states the anomely that "commerce should be free %o
strangers %o bring in end cerry out et their pleasure,” which
statement he must have slipped in on e dark night after the

copy Wad passed the cemsorsi

In -pito of the growing interest in economics, the
efforss of Henry VIII end Eligabeth had boosted mercantilest
stock to a new high by the time the 17th century made its
bow,

It was in the 17th century that mercantilism hit a
new high, and it was also during the 17th centmry that the
mercantile system started the long bagckeslide into the his-
tory book,

The period which saw the growth of this narrow na-
tionalistic policy saw also the beginnings of the forces
which were to tear it down.

Zrade Memopolies,

The stimulation of trade end industries through va=-
rious favoring laws, bounties, and drawbacks had resulted
in a large body of the British working-class turning from
agriculturel activities to the industries by the time

Elizabeth's reign drew to a close,



H ere started one of the less wholesome practices of
the mercantilist era. The East India Trading company was
organiged in 1600 and close on its heels came many other
similar groups.

James I withdrew the charter of the merchant adventu-
rers, (a group of Dutech and English traders) between 1608 and
1615, with the object in mind of encouraging the development
of the finishing processes in manufacturing cloth in England,
and which had theretofore been carried on prineipally in the
Netherlands. This gave British trading ecountries another
chance to get & hold on England's trade, with the help of
the government.

The policy which became evident during this time was
one that Adam Smith, one of the executioners of the Mercantile
system, criticiszed over a century later in his The Wealth of
N ations (1776). This policy was one of encouraging monopoly
at the expense of the countrymen of the politicians and tra-
ders who benefited by the policy. By gaining a monopoly on
trade at home and abroad, the priece could be controlled.

Through legislation some British interests were able
to keep their own countrymen from selling their raw meterials
abroad, thereby lowering the price of raw materials in England.
With this advlnt:ago the interests were able to undersell
their competitors abroad, at the expense of their own coun-
trymen. The government didn't mind. They were interested
in keeping the "balance® in their favor, through any means.
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The English eivilian was forced to buy and sell
English, leaving the trade in the hande of the companies,
giving them & monopoly of trade which they turned to their
own advantage by wringing the purse of the working man. The
interests of the consumer were even at that early date, sac~

rificed to the profit of the producer.

Lurious Practice.

A curious malpractice existed in Englend's tariff
manipulations throughout the mercantile period. Her policy
was to buy her raw materials from countries close at hand,
where and if they were cheap and sell the finished commodity
as far away as possible where they were dear. But, the ba-
lance must favor England. If the country sending raw material
to the British Isles wasn't willing to buy more in commodity
value than she sold in raw materials, Englend would shop in
another market.

In her dealings with one country England would allow
a certain commodity to come in free, because she was selling
this country more than she bought, but in the case of a se-
cond country that wasn't "buying enough " from England, this
‘seme commodity was effectively excluded by & high tariff,

Protection for her trade balance, not her industries,
was the keynote of her tariff poliey.
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Corn Lews.

The 17th and 18th centuries saw mercantilism
steaming merrily onwerd toward the falls leaving & rether
uncertain wake behind it. The passage of various and sue-
cessive Navigation and Corn laws during this period undoubtedly
increased the amount of English shipping done in English ships
and kept food products out of England, respectively.

The Navigation laws pass the test of eriticism rather
well, considering their nature; various economists of the
time, Smith and Mills for exasmple, found much to be said for
them on the grounds of larger merchant marine and nationsal
defense.

But the Corn laws didn't fare guite so well. One
of the theories sounds well enough; place tariff on in-
coming greins, raise price of food in England, labor surplus
resulting from increased efficiency in the factory would go
back to till the soil suffering from decreased efficiency of
cultivation. It sounded good in time of Charles II, and it
sounds good to meny todsy, but it didn't work, and the Corn
laws proved the bitter pill ot‘thc mercanti’ ists.

S8igns of the bresking up of mercantilism were evi-
denced in Cromwell's time end by the end of the 18th century
the decay of pure mercantilism had set in in the holes
picked in the system by Adam Smith.
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The times had changed and the diehards at the helm
of the mercantile ship didn't notice which wey the wind was
blowing. Labor had become productive. No longer in the
infant state, many industries were now capable of standing
on their own feet and still compete with foreign interests.
The manufacturers did not care asbout the wealth and security
of the netion--even some of the politicians had lost sight
of this objective in their childish joy in playing with ta-
riff schedules. What the industries wanted was money in their
pockets, v

The Corn laws had raised the price of food in England
right enough, and the price of labor along with it, for
labor had to east. Now that the industries were able to go
into foreign merkets without the help of protective tariffs
they wanted conditione as favorasble &s possible at home, and
high pricee of food was an unfaevorable condition.

The policy of confining foreign trede exclusively to
thc~ trading companies had been sssziled in the press snd fi-
nally in Perlisment. After the revolution of 1888 few of
these compenies survived. The Fast India company wes re-
organised on & "national® basis, with a "loen®™ of /2,000,000
to the state.

The protective duties levied by the government had,
of course, resulted in retaliation. Industry was being
blocked up just when it was ready to go sheed under its own
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gtean by the slamming in its fece of the doors to foreign
markets, Parlisment refused to lower tariffs. The politi-
cal hand was still in power and was now wriaging the life
blood from those who had fattened on its former gleanings.

The drain of the agricultural worker from the fields
into the factory had left the farmers short-handed. This
faet, coupled with the high duties of the Corn Laws on
foreign grains had caused the prices of food products to
become excessively high.

Adam Emith in his The Wealth of Nations (1776) had
stuck holes all through the favoralle belance of trade idea.
Although politicians chose to 131;01'0 him, the industrialists
did rnot, Hore was their hope. Graduslly knowledge and
good judgement coupled with the action-filled and pocket-
book-fed industrialists' interests were cutting away the
foundations of that system that had outlived its times.

The fact thet an economie or political system must
be judged in the light of its times, the state of industry
and commerce, the degree of politieal consclidation and
ether factors does not deiract from the force of A, Smith' s
arguments in the light of his own times; but, he could have
been & little more tolerant in his criticism, The very
times which he used to chow the wortlilessness of mercen-

tilism were in meny waye totally unlike those which witnessed
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the growth of the system.

Even in Parliament, however, the light began to shine.
The selfish sophistry which had cheracterized the politician
and the industrialist for over three-fourths of the reign
of mercantilism and had confounded the common sense of the
nation was crecking. The birth of mercantilism in the light
of the existing times might have been excused but the pro-
longed reign of this tyrant was folly.

The Treaty of Utrecht, introduced into Perliament in
1715, had certain features favoring free trade within its
covers, but these items failed to gain proper attention. Par-
liament had not yet tested the direction of the ecomomic wind.

William Pitt's treaty with France which passed through
Parlisment in 1786 was an avowed attempt by its author to
put into effect the teachings of Adam Smith and wes the first
definite step toward the free trade policy England was to
accept some 60 to 80 years later. W.A.5. Hewins, director
of the London school of Economie end Political seience (1900)
says that but for the French revolution and difficulties it
caused, Pitt would have anticipated the later free trade
movement by 80 yesars.

Pitt's Customs Consolidation Act of 1787 was a move
toward bringing the scattered tariff policies of England to
& head where they could be more intelligently discussed. At
thet time there were 1200 import and 50 export duties. This
act turned all the revenue from the duties into a single "con-



solidation® fund.

Hunger and the Corp Laws.

The mercantilist structure wae & sturdy one, though,
and it was being defended with &ll the conservetism of the
English Parliement. But there is one force that even Parli-~
tlsntl‘can not stand against, hunger.

The agricultural distress caused by the Corn Laws
and affiliated mercantile policies brought famine into the
land end with it & wave of sentiment and revolt that washed
the foundations out from under the antiguated citadel of
the mercantilists, bringing it crumbiing down upon them,
and leaving nothing more to do; but to clear eway the wreckage

to enable the country to spring up on new-found feet.

obd t the Anti-C 2ue.
Qutstending among those who bombarded the mercan-
tile system out of England were Richard Cobden, the states-
man-economist, and John Bright, the noted orator, Through
the efforts of these two along with others such &s Paulton,
Humes, Villiers, and Roebuck, the evils of the Corn lawse
were forcefully brought before Parliament.

In 1858 Cobden and Bright orgenized the "Provigionsl

Committee of the Manchester Anti-Corn Law Assoelation®.

Through this orgenization which grew into the Anti-Corn
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law league, the men of action, belonging to what was later
known as the lanchuterv school, made increasingly evident
their demands, Manchester was a manufscturing district and
the Anti-Corn law group was an offshoot of the Manchester
Chamber of Commerce, organized in 1820 to promote industrial
interests, and as such had on its roster men of action not
conﬁcnt with merely theorizing. Into the press room and
into Parliament they went shouting their Acry "Down with
tariffsl Give the industries a chancel® sand using as
their mpon that very handy club of hunger, in the popu-
Jated sections of England, caused by the Corn laws. Their
guiding principle was laissez-faire, that little phrase
coined by a Frenchmen Vincent de Gournsy who died in 1759
little realizing that millions of lips would freme those
two words during the hectie years following the Industrial
Revolution....."laisser-faire, laisser-passer."

At one meeting of the Anti-Corn league 60,000
pounds sterling were subscribed in one and & half hours,
the largest sum that had ever been subscribed in the same
length of time for emy ceuse, ;

The free traders were working egainst a reactionary
Parlisment and had to blast their way through. For some

reason, unaccountable in retrospect, the commercial classes



resisted the actions of the free-trader industrialists.
Later they benefited immensely from the increased flow of
trade English shipping enjoyed. But the weight of custom
1§ strong in England and ihou classes had long been the
pampered pets of the government.

The free traders didn't advocate abolishing re-
venue dutiel, but as Cobden said in one of his arguments:
"OJur object is not to teke away the Queen's officers from
the custom-house, but to take away those officers who sit
at the receipt of custom to take tithe and toll for the bene-
fit of particuler classes.”

But Parliament was still ruled by custom and prece-
dent. The moves of the free traders in the early part of
the 19th century in the government house of England were
defeated by huge majorities, at first. The attitude of
the reactionaries was expressed by the premier, Lord
Melbourne, when he said during @ debate in the House of
Lords on March 14, 1858: "To Jeave the whole sgricultural
interest without protection, I declare before God I think
it the wildest and maddest scheme that has ever entered
into the imagination of man to conceive." And this while
the poor were starving because of the protection of "the
agricultural interest."

However, "the maddest scheme” won. William Huskisson,
then president of the board of trade, started the ball down



the mountain of Parliement when he effected the passage of
his Rcciproéity of Dutiu bill, (1825). Not openly free
trade, but leaning in that direetion, this bill largely
modified the effects of the Navigation &cts by freeing
English and foreign shipping.

Then in 1824 and 1825 came the consolidation of 480
promiscuous tariff scte into 1l orderly acts and reduced
duties on many articles, particularly exports. At least
& start. From 1824 to 1850 duties after duties were abo~
lished until by 1860 virtually free trade was achieved.

It was the Anti-Corn league, however, which adminis-
tered the telling blow to the mercantile system in 1846,
Cobden and his colioris had been hammering away at Parliament
for some time and with & fluetuating, but constantly growing
public at *heir taclks, #Since the Reform Act of 1858, Par-
lisment had turned s much more acute ear to the volce of
the publie; end it wasn't long before the Anti-Corn league
had that sugust group of lawmakers hanging on the barometer;
for if the crops were good one year, the public ery fell
somewhat and Parliament turned its deaf side to Cobden and
his compatriots., However, when food uhortm at home and
high tariffe on foreign food drove living prices sky high,
Parlisment began to move about in its seats as though a bit
uncomfortable,



The proverbial "last straw® appeared in 1845 in the
shape of a deficient harvest in England and the complete
failure of the Irish potato erop; and amid great distress
and threat of famine, the Corn laws fell with a erash (1846).

8ir Robert Peel, the converted prime minister, left
office when his ministry fell upon the Irish Coercion Bill
on the same day that the 2235 Whigs and Liberals and 104
Conservetives united to form & majority of 98 and abolish
the Corn laws against the protestations of 229 Conservatives.
In his farewell speech Peel paid warm tribute to Cobden who
had won the prime ninister over to the anti-protectionist
side and closed with the following words: "It mey be that
I shall leave & name sometimes remembered with expression
of goodwill in the abodes of those whose lot is to labour,
and to earn their daily bread by the sweat of their brow,
when they shall reeruit their exhausted strength with abun-
dant and untaxed food, the sweeter because it is no longer

leavened by & sense of injustice.®






Bagkground

Free Trade. It is to England again that we must turmn to
study the next great tariff trend in history. It is true
that the complete acceptence of free trade by Englend end
one or two of its dependents, notably India, was uniqué
among the trade policies of the nations, but it ie also
true that the effects of this policy enabled England to
‘dominate the industrial, commercial and financial centers
of the world up to the World War. In this case, the
single poliey of & netion gonstituted the trend.

The policies of Germany and France, next to ingland

in importance as to trade and commerce after the fall of
the Dutch trader in the 17th century, had followed the
lead of mercantile England throughout the major portion
of the period in which mercantilisa existed. However,
they followed the lead in a somewhat uncertain manner, wars
and industrial troubles disrupting their policies or sending
them off on minor tangents.

Britain's industries, whether because of mercanti-
lism or in spite of it economists can not completely agree,
had gone forward during the 16th, 17th and 18th centuries.
But, the French and German industries had suffered. England's

«fB=
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out and out mercantile policy had in large measure suc-
ceeded on its own terms because of the lack of as strong
and forward & policy on the part of her neighbors, and con-
sequently had lasted as long &s it could drein these countries
of the fruits of the mercantile system, dubious though they
may be. Had other countries adopted as active a policy as
England, the conflicting forces would have revealed the fal-
lacies of the system, the utter senselessness of the "favo-
rable balance of trade" idea and iis attendani observations
on money, many years before the system began to crumble and
would have resulted in its much earlier and more universal
downfall.

However, the industries of England's neighbors were
not such thet they could satisfy all the roéuiracnts of
the mercantile aystem put on & super-active basis. England's
absence from any extensive foreign wars also kept her de-
velopment on & favorable footing, with the result that
when the cloak of mercantilism fell away these industries
no longer needed protection.

Such was not the case in Germany and France whose
industries according to the logic of the time still needed
protection. After & brief whirl of liberal policy in the
decede, 1860 to 1870, France took shelter behind more ta-
riff barriers and definitely turned to protection. Whether



as & result of protection or other economic disadvantages,
France's industries were unable to come out from behind
their walls and compete with England's industries up to
the time of the war. Had they sterted off boldly on a
system of free trade at the same time as England, French
industries would undoubtedly have developed on economieally
sound conditions a8 is the case in any country. "
Germany also took shelter behind tariff walls but
through the workings of the Zollverein, Customs Union, de-
veloped & system of free trade within its borders--which
were much more extensive at that time then at present--re-
sulting in a definite stimulus to her industries. The fact
that just prior to the World War Germany's industries and
shipping were getting into & position to challenge Great
Britain can be traced to this semi-liberal poliey, and, of
course, to German industriousness and ingenuity as well as
other factors. Whether Germeny would have turned to & free

trade policy hed not the war intervened will remsin & ques-~

tion.

Therefore, if we are to examine the tariff policy
that fostered the outstanding industrial commercial activities
(1) Whether would result in immediate benefit and velues of
protection discussed in later chapter.
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among the nations we must turn to England eand free trade.

Definition.

Free trade which had first been used vaguely to
' describe that condition in which there wes & general ab-
sence of restraints to trade through duties or force, had
been defined &s "the free export of bullion" (Misselden,
1622), and again as "the abolition of monopoly", and even
in the time of Walter Scott had come to mean smugglers (see
Guy Mannering), at last came to have & definite, specialized
sense.

Adam Smith first cleaned out much of the loose de-
finition when he started economic thought in the direction
of that system of commercial policies which makes no distinec-
tion between domestic and foreign commodities.

Palgrave, in his of Po
says: Free trade in this nowwell established sense "does
not require the removal of all duties on commodities; it
only insists they shall be levied exclusively for revenue,

not &t all for protection.”



FREE TRADE

Lord Fernborough in his Constitutional History of
England comments on the results of the activities of Huskissen,

Villiers, Cobden, Pitt and others: "These were the beginnings
of [ree trade,” he says, "but & further development of politie
cal liberty was essential to tho triumph of that g@emu and
fruitful policy.* | ‘

An analysis of the above quotation will show that
then, as now, the wélfare interests of the meny were subor-
dinated tp the few. Indeed this feature of the mercantile
systep was 8o strong that even Adeam Smith despaired of England's
ever accepting ﬁhe policin he outlined and more or less sug-
gested them u. heing morely o part of an Utoplan system. He
felt the politiecal power of the protected interests too strong
to be shaken.

But Adan Smith had overlooked the even greater force
of eeconomic power. He had not counted on the all-sweeping
front of the Industrisl Revolution, which was even then
gaining headway, in England.

The greatest factor in bringing about the downfall
of the mercantile system was not the empirical and mostly
fallacious reasoning current at the time of its inception
so much as the changing time and conditions which not only
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made these fallacies more evident, but completely scrapped
the system. :
dustri tion.

The Industrial Revolution of the 18th and 19th cen-
turies moved the working cless of England from the country
to the shop. England became, as Napoleon seid, " a nation
of shop-keepers". ©She ceased to be self-supporting. The
fields, the herds &nd the remaining farmere could not feed her
rapidly growing industrial population any longer. From &bout
1800, Englend was & food importing instead of & food-exporting
nation.

England's industries grew by leaps and bounds. Whether
the mercantile system held them back or aided them, the ‘ijdus-
tries grew, and it is doubtful if the mercantile system made
&n importent difference. Within & century, Ingland becéme the
most important and the greatest industrial natioh on the face
of the earth.

Thousands of smokestacks sprang up on her land sites,
pouring out the smoke and sperks of the fires fed by England's
vast coal deposits, while millions of workers toiled below
them turning the raw wool, cotton, iron and other raw materisls
of the world into textiles, machinery, food products, steel,
cutlery, cloths for the buyers of all nations. s

Only & fraction of the demend for raw materials for )

these factories could be satisfied st home and so England

must look to other shores. Mercantilist nations were ocut of
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wash as Ingland steamed by to new industrisl and éajnerci&g

2290
place here,’ "Get the materiall" was the cry. Those striving
for free trade echoed the teachings of Adam Smith as they ex-
pla;ned they would pay for the raw materiscls they received
with the commodities they produced., Tariffs hed no place in
this ige.

Effects,

ke has been shown, the demands of this new erz, calling
the worker away from the plow and into the fectories and the
inevitasble clash of these demands with the interests and
policies of the mercantiiists qould only result in one thing,

the downfell of the latter.

Once started in Parliament, the iron ball of the demands
of the new era rolled relentlessly on towerd free trade knock-
ing teariff berriers asgide, smashing them underneath, A few
pempered industries end businesses built on artifieisl found-
etions were flattened in the road and Fngland moved whole-
heartedly into Free Trade. At the time éf the outbreck of ”A'yiq
the Boer War, the English tariff included only nine prinecipal Ay
iteme: cocos, coffee, chicory, dried fruite, tea, tobacco, wino,i
beer, &and spirits.
England's exemple sterted in 1846 end geining full head-
way by 1860 caused & movement toward free trade to extend all
over Europe which was even felt in the United States--that
stetue of protection--between 1860iand 1870, But, from then
on, &nd graduelly, England's neighb;rs drew back into protection.

Politiczl considerstions, controlled by vested interests, were

paramount with these neighbors; and théy were left in the‘baékkiv, “lf
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heights.

The gold that the mercantilists had tried to get their
hands on &nd had never succeeded qpite as their theories said
they should, flowed into English banks in great streams until
Great Britain's gold reserve became the envy of the world, The
reason for that situation was not & "favorable balance of trade,"
as had been supposed, but the confidence of the world in England's
security as evidenced by her great trade and shipping.’ Her ships
went to the four cormers of the globe., Her trade was free nnd
netural. OShe was the logicel banker for the world and became
the world's banker,

Progperity.

Those were the results of Englend's free trade policy.
¥hether or not such & system could operate so favorably todsy,
free trade was the leading example of successful teriff systems
up to the ﬁ, beyond & shadow of doubt. At the heels of this
great expansion of both home and dﬁnest.ic market came such &
period of prosperity as England had never known. Her own people
could now take full advantage of the naturel trade relations
within the country and with their neighbors, The real wealth
of the nation increased, That there were serious problems of
factory legislation and other difficulties ceannot be déniod; but
they do not concern us, within the scope of this treatise,

Fngland's natural trade relations with other countries
enabled her to teke adventage of all periods of prosperity.

Her people could enjoy the fruits of others' efficient labors

a8 well as their own. At the s:me time, they enabled Great
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Britain to meet times of crisis with less strain; for the auto=
matic ;y-tm of exchange and banking which operated in that
time, before artificial control was installed, worked admirably
where there were no unnatural barriers to overcome., The
elasticity of her commerce, as her trade relations were natural
and not forced, was the envy of other éountries.

Minorities in various other countries tried now and agah ‘
to break the politieal power of the "infant" industrialists,
those who demended protection, but to no avail, Evexi the United
States had its exponentis of free trade in a lend where protection
was th§ highest in the world., Daniel Webster echoed the feelings
of this down-trodden minority in & speech to the House of Rep-
resentatives in 1814 on the repeal of the embargo. He aaid, in
part: "in respect to menufacturers---I am not their enemy---I am
their friend, but I am not for rearing them, or any other interest,
in hot-beds,”

Arguments for Free Trade

The arguments for free trade put forward by verious economie
authorities can all be simmered down to a few definite statements
based on economic laws that no respected economist has in recent
years denied. Free Trade:

1. promotes Mhr-mtional division of labor:
a, division of labor has been proved desirable.

b. efficient production lives on the development of & system
of trade,

¢. therefore the supposition (and it must be admitted that
this suppoeition i1s questioned by some, though they conceal

their motives) that the geogrephical division of labor plus
free system of trade will benefit production.

2. promotes free working of law of comparative advantages:
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a, country engaged in free trade cannot operate industries
- which do not enjoy an equal or compearative advantage
(ability to produce goods more cheaply per unit of
labor than other countries.)

be free trade affords room for the working of normel and
beneficial forces of commerce,

c. therefore, as John Stuart Mill said in his
~ ox_zeﬁnwmqm-tion not that of sipplan
some our producers with foreign producers "bhut be

employing one class and another (of producers) of our
own people”, In other words, turn the flow of labor
from those fields that have disadvantege into those that
enjoy an adventege and thus further the fruits of more
complete division of labor for a&ll.

8« Tends to increase real wages:

« tends to increase efficiency of labor through stimulation
of demand, and therefore the efficiency of production.
be increase in efficiency of production tends to raise
wages, according to the "produce theory of wages", this
raise being a raise in real wages,
c.therefore, free trade tends to raise real wages.

4., Brings up the negative argument that & permanent "Favorable
balance of trade" is an economic impossibility.

a, although "money"™ may obscure the issue, trade is
~ essentially "barter®.

5+ Causes another supposition to occur: evem if it were
_economically possible for the balance of trade to be per-
manently favorable, this circumstance would be disadvantageous
because it would lock up productive eapital:

a¢ Jo S¢ Mill pointe out as one of his fundamental pro-
positions that industry is limited by capital.

Argument number 2, &s to the free working of 'f.he law of
comparative advantages was further supported by the Ricardian
theory of foreign trade (dim.bed by some) which assumes both
the domestic nobility and the international immobility of
labor and capitsal.

Exgeptions.

There were, and are, worthwhile exceptions to most
economist's beliefs in the superiority of the free trade system.

(1)

J+ Shield Nicholson, professor of political economy in the

University of Edinburgh (1909), sums up the worth of these

(1) see chapter on Prtection
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exceptions rather well, In the Britannic Confederation, he

says, "these exceptions are simply pert of the gasuistry

of economies: they are like the discussions by moral phile
osophers of the justification of occasional mendascity, Free
trade like homesty still remains the best policy"., (1)
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Béckzround.

Protection. During the World lq.r_, tariff trends were dis-
integrated by the force of that eruption which scarred the
world, A person doesn't trace the downfall of fiee trade
in England with a line, He makes a period. It is true that
something called free trade tottered about among the "con-
fusion” after the war with a tag "please return to Grest
Britain" on its sleeve, but when one tried to grab it, he
found it was a ghost which soon disappeared altogether.

The ebnomic equilibrium of the world had been so
Jarred that the nations were knocked out on their feet and,
r‘eierting to the old habitual form, had brought up their
gloves of defense and were trying to ward off an imeginary
eneny when the fighting was all over and they should have
been home in bed.

The unconscious, economic defense of France, Belgium,
the United S¢ates, even Germany, were the teariff barriers
they had sat behind for se many centuries. England, turning
from the policy‘ which hed served her so successfully for almost
100 years fell back on the older teschings of protection
which she hed followed for over three centuries, up to 1846,
After Buropesn nations had bought all the goods from the
United States that that nation was willing to give them

money to buy, they commenced to well in their respective
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lands, pertly in retaliation against the similar policy of
the United States, partly because the exeitement caused them
to adopt outmoded idess that & cool » economic judgement

would have pronounced worthless.

Protection and Mercentilism; Definition,
Although protection as compered with mereantilism

reveals more attention to the economie and political aspects
within the country, in relation to itself rather than %o

its foreign trade, than did its forerumner, there still re-
main several of the antique ideas of the earlier system,
repainted of course, but still with us, Although bits of
the old favorable balance of trade argument still float about
the windy halls of the political leaders, the theory has
been exploded a sufficient number of times by aceredited
economists that no attempt is made to put it forwerd without
disguising it.

A netion.with the "new" protection, as was amply
evidenced in the United States in 1930, does not look to
foreign trade for a solution of its difficulties, but to
. its own people. However, in its dealings in foreign trade,
protectionist United States has a policy in sommon with the
other powers hiding behind their tariff walls, the old mer-
cantile poliecy of aiding industry and commerce and the
interests of the few ak the expense of the consumer,

The old mercantile misconceptions of the place of
money are still with us, but are entertained by only a few

unimportant politicians.
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Tariffs under the protective system are not used as
they were under the mercantile system, to contrel foreign
trede according to the supposed needs of the moment. Under
protection, tariffs ere supposed to "protect" home industries
from foreign competition and are not varied from month to
month, as & rule. Both systems have one result in e¢ommon,
they both tie up trade, in varying degrees,

The simple definition of the word, "protection®, as

given by Webster in his Collegiate Dictionary, 3rd editiom,

is as follows; "Soonomics. The freeing of the producers of
a country from foreign competition at home by imposition of
duties on foreign goods; also, the theory of pélicy favoring
this,"

The early mercantilists did not mind the competition

just so the "balance was favorable,"

Proteetion Before It Became a lMajor Trend.

Before turning to a further consideration of the
tariff trend after the wer, if one can call it that, a brief
resumé of the experiences of protection during the tinme it
- wasg playing sesond fiddle to free trade mizht be in order,
Modern protectionism can be traced back to Alexander

Hami)}ton snd his Report of Menufscturers (1791) in Ameriea

end to Nepoleon and his policies in Europe, at the beginning

of the 19th century.
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FROTECTION

Since the Tariff Act of 1769, the first law pessed
by the "new” United States, the protectionist system hes
gained headway in the United States, with momentary pauses
and set-backs, until it hes become the outstanding example
of protection in the world, Indeed, the tariff walls of the
United States were so much higher than those of the other
nations following the protective principle that the system
wes branded "the American system", and was set up as en
example to the school-ghildren through-out the world, <The
feet that other nations saw the United States prospering under
& protective system and tried to emulate it was unfortunate
for many of them, as they did not have the natural rnoﬁrua
which were the real ceuse of the growing prosperity of the
United States, The coincidence that a protective tariff
accompenied the United States to prosperity does noct prove
its value,

The ceuses, or rather ressons as they can better be
called in this case, being political rather then economiec,
%o which may be ascribed the rise of the system of pro-
toe:Mm may be found in the arguments for the cause listed
at the conclusion of this chapter, The possible values of
protection, if such there be, will also be listed, There
are certain features of the system to which megy economists
give marks of merit,

It is to protection when it becams & "trend" that we
now turn our attention, During the war the United States

hes taken over Englend's industrial, and much of her
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finanoial and commercisl supsriority. It was fo the "Amer-
ican system"” that the powers turmed following the war.
While this system did become the dominant mr policy,
it was simply there at the time and was cluiched at by nations
that were certain they were drowning, instexzd of its doing
much "trending” of its own. Whether or not protection is
valuable to nations coming up from underneath will be dis=
cussed later, With the United States the strongest advocate
of “the American system” it is to the United States that we
turn for most of our examples of what happened after the
system beceme dominedt,

Results,

The world has not yet lost the blemishes of its
saturnalia of the World War, Productive equipment, spurred
out of its normal development by the needs of the time to
high peaks of efficiency, still finds difficulty adgumng
itself to more normal demands. The financial lines of the
world ere burdened by heavy debts, Everywhere nations are
still trying to focus the egonomic picture. Many thought
they had found th§ answer in the "mad 20's", but they found
their ertificial dream castles crumbled at their feet in
1929 and 1930, As Sir Arthur Salter, the English economist,
says, we are now making for "Recover, the Second Effort."

What were the effects of the dominance of the prot=
ective system on the nations in general during this period
of readjustment? In brief, the fellowing are the results

admitted even by the avowed protectionist, although he rather

stiffly iddu thet other factors entered into many of them.:
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1, Increased cost of article under proﬁeotivo wing to

the ultimate consumer,

2. Increased burden on mmny producers}

b,

finighed product of one industry is "raw mate
erial” of emother; duties raised & primary

cost for some produoarl.

food, though a "eonsumer?s wealth" is the prin-
cipal means of subsistence to the laborer; labor
is enother primery cost of production, highor
prices means a h1§her subsistence level,

iron lew of wages" stf$ll operates in utting tho
minimum of weges at the subsistence level; this
situation hits even those demanding protection,

3., The ineffectual attempts of some of the larger exporting

industries which had grown out of the "infant stage" during

the war to throw off the heavy yoke of protection, resulting

in the unwise diversion of much capital and labor from these

normally (free of trade restrictions) healthful industries

into less profitable employment.

4. The iﬁerouing of the burden of debt end the unlikelie

hood of its payments

8,

Do

d.

1n last analysis the only method of ine
ternetional payments ere by (1) goods, (2) ser-
vices, (3) gold.

The use of uorviou wasg either unsatisfecto

. (the ineident of the occupation of the Rhine

or not accepted by the Allies in the case of the

German debt.

the payment by zoods was made impossible by tn'i.ff

barriers and the unwholesome reappesrance of

the old allegience to the "favorable balance"

idea among creditor countries.

gold? Germany, for her part, didn*t have any

gold, to speak of,

the situation of the United States was & new one
to that netion, Throughout its history, that
country had been in debt to Burope, as & nation;
after the war it suddenly found itself a greed
creditor nation with over eleven billion dollars
to collect; new to the experience American lawe

makers saw no reason to change the traditional
tariff poliey and so effectively closed the doers
to the repayment of the debt,
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5., The obvious one of limitation of international trade,
6. Difficulties of fiscal sdministration (minor).

7. Encouragement of .mnggling (minor).

8, Evils of the intimate connection between politics end
industry that exists in a lively state under protection;
and its attendant corruption.

8, Nationel jealousies and hatreds which intensified drift

toward nerrower nationalistic policies and resultent wars.
9, Hazy economic thinking tﬁat caused Congress to incresase
merchant marine on one hand and stop every inlet they ~oouid
to goods from foreign countries., A ."praotioal' observation
from a man bolmging to that class whom certain Americans
label "prasctical business man" as opposed to the "brain
trust” was forthcoming from G,E, Roberts, vioo..prosidcnt of
the National City bank of New York City, In the March 1921
issue of the Annals of the Americen Academy he says: "fag-

ilities by which foreign customers mey make payments to us

are more important than eny additionel facilities for increas-
ing sales," Although it is easy to see why he should think
8o, some politiciens were "surprised to hear Mr, Roberts end
some of his fellow bankers 'talking so'”,

10, General hazy economic thinking on the part of Congross.

(avowed protﬁetioninta are not quite so ready to admit thiBeeese)e

Arm t8.

Now we turn to the almost classical arguments for
protection, attempting to sift out those that will stand
the test of economic serutiny. As each argument is brought

forward we will try to apply the economic stethoscope which



has lasted for almost two cmturiqa s 8ince construction was
started on it by Adem Smith, while teriff policies have come
end gones

l. Infant 1nduntwont. This has been the most success-

ful argument of the protectionist, and consequently the most
overworked, Most effectively given by the noted German econ=
omigh, List, this argument states thet when en industry is
just starting into the field, before it has stepped up the
efficiency of its produetion to the point where the law of
decreasing costs enter, its home market should be protected
from the sales of foreign competitors who are well estcblished
and able to undersell seid "infent" industry in its own mare
ket, The argument presupposes that when the industry gets

on its feet production costs will be lowered and it will be
able to meet the foreign competitor, in the home market
without aid, (an offshoot of this argument is that of con=
sidering esteblished industries that heve been hard hit in
some erisis as 'infants'; and eiding them bagk on their feet
again),

Now the main difficulty about this argument is that
those who use it never seem to get out of the "infant" stage
end have indeed given cause to call it the mtmn.
The reason for this untortuﬁate occurence is the preserce .
of one of two ednditiom: |

a. the besis on which the industry was started was

not economically sound, i.,e. did not enjoy evem
an equal adventage with the foreign competitors,

b. the industry heads wish to exploit the home mare
ket with the aid of the government,

Assuming en industry sterting inte a field elresdy
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dominated by foreign competitors, based on an actual com-
peretive advantege once it gets started, through nearness
of natural resource, power , or other factors, and the “"infant"
industry argument is not only valid, but its use valueble,
@.E, Roberts, (Ibid), observes, that practically all new
countries stimulated their industriel development with the
"infent" industries eid, Thet this aid, heg hastened devel=
opment, diversified industries, and incressed populetitm, ind-
directly, will, he says; be admitted, but the time has ccme
for more consideration of the balanced and mutuelly édvan-;
tageous trade with other countries, he edds, Leading authorie
ties of today and yesterday in the field of economics have
accepted the "infant" industry argument as valid, provided
the stipulations of the argument itself are carried out in
full,

Sometime some naive fledgeling will ask one of these
"infent" industrialists why he do¥sn't carry his ergument
to its logicel conclusion end ask one of these l"infmt"
industrialist why he doesn't carry his argument to its log-
ical coneclusion snd ask for protection from the home indus-
tries-~a keen question with, no doubt, a stuttering enswer,

2. Duties for revenue., To this use of tariff no economist

objects, The expenses of jovernment must be met end duties
are & less "painful” method of making the public pay., Of
course, it csuses only those who buy the commodities to foot
the bill; but economists find no serious fault with the
revenue just so it does not get to be a protective-revenue

meesure., It is true the line is sometimes difficult to draw



between revenue snd protection, but the revenue duty should
be levied principally on luxuries and not too heavily on any
one thing, In other words, the minute & "revenue" duty
raises the price on & commodity ebove the price of the home
producer, if there be one, the duty becomes protective in
nature, '

3. Raises wages in the country, It mey raise weges, but

does not raise resl weges. By reising prices on food end
elothing & proteective tariff would raise the subsistence
level and with it the minimum wage, but this would not result
in the raising of the_real wages. Real wages have nothing
to do with protection and probably not much to do with free
trade, either, with the possible exception that the high
wages of workers in an industry dependent upon protection

are also dcpcndmﬁ upom this same protection; indeed, the
workers! jobs are likewise dependent upon the tmriff,

The productivity theory of wages states that maximm
wages are set ‘ny the erﬂciengy of production, minimum
wages by the subsistence level and actual wages between these
two points by the power of collective bargaining. The
efficiency of production in this country wes directly attri-
butable to the country's rich natural resources. High,
reel wages followed,

The true case for high wages in the United States is
the formula for all nations that enjoy plentiful, natural
resources. F,W, Teussig, professor of ecomomics at Harverd
University (1920) and sometime chairman of the United States

Tariff Commission, brushes aside the protectionist's argu-
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ment on high wages with little effort in his Free Trade,
The Tariff end Reciproeity (1920). He says: "The higher range

of weges in the United States is due to the country's rich
natural resources, and to the energy and intelligence with
which these have been utilized. It may be that in some
directions this utiligation of its resources has in some
degree been hastened or made more effective by protectiom,
(ise+ temporary arrsngements such as "infent" industry.

He also montiom anti-dumping legislation)...It may be that
in other direections this utiligation has been retarded and
lamed by protection., But in either case, it is beyond doubt
that, whether we had had in the past complete free trade or
the most unquelified protection, production would have beem
more gemerous in the United States than in European countries,
end wages higher; and it is &o less certain that, which ever
system we a.hall have in the future, we shall retain these
same adve.ntageoui conditions,"

4, Prevents dumping by foreign monopolies. Economically
spesking, if a country is willing to bring goods over to

this country end dump them on the market at a ﬁro*sﬂo price
and to do this continuously it is to our edvantage to turn
our labor into other fields in which we enjoy a comparative
edvantage and profit by saving on the cheap commedity. It

is when ‘bhis dumping becomes sporedic, csusing our labor to
be divert;d to other fields and then to have to refurn to
supply the market when the dumping stops, that the argu-
ment for protection egainst dumping becomes valid,
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5. Self-sufficiency promoted by protective tariff resulte
ing in the o&naox_'vatim of our natural resources. This argument

is mere balder-desh unlea__afone uses the negative argument,
which the protectionist is :not willing to do., The conserva-
tion of our resources inﬁﬁtlizis sense 1n&ieatu not sending 7
them abroad; but even umic' protection foreign countries cem
get our rew mteria]ia any time they are willing end able to
pay the price we aSkz There ie a clause in the Constitution
which prohibits the plecing of an export tax on any of our

- gonmodities or materisls. The negative reason holds the
argument up, howewer, when we realize that by keeping out the
goods of other countries by teariff barriers and not allowing
them to pay us with oud own money es we did during the poste
war period, we ere excluding eny chance of their being able
to buy enything from us, The srgument for sufficiensy with
regards to war is eppended to this argument. If the reader
cares to assume wayr a8 inevitable occurence, he may find some
value in the argument; for by keeping all our productive
equipment in working order through use, we would nbt need

to teke the time or expense to develop this equipment during
war, Howewer, if ome thinks a bit further, he will see that
by using our own equipment and raw materials exclusively and
regardless of comparative expense, we are depleting them,
Our scantier resources might better be developed and used in
time of war rather than bg developed now and exhausted im
time of war,

(1) subject to restrictions in time of war, of course,
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6, Protection prevents outge of labor and capital, thus
helping maintain home market, snd encourages inflow of foreign

capital and lsbor. As to the inflow of lesbor, immigration

laws regulate that; and it is safe to say that orgenized
labor will see to it shat the laws are kept in force, The
inflow of foreign capitel depends on a high return which is
not likely with increased protection limiting the market.

The outflow of capital and lsbor would be more dependent upon
laws and conditions in foreign sountries than upon protection
at home, if they were not satisfied with their native land.

7. Protcetive tariff can be used in retaliation, This is

true. But other countries can, and do, retaliate, also,
This method is just that of the vicious eirele that builds
teriff walls higher and higher. It is true there have been
times when the threat of retaliation has effected & settle-
ment 'ot a diffieulty, but such methods are not conducive to
the best rolatiomhipi. on & permanémt basis, between coun=
tries,

8. A "scientific" teriff would satisfy all objestions te

regular protective tariff, This teriff, theoretically, would

equaligze the difference between the lower production cost

of the foreign goods and the production cost of the home Sommo-
dities. BSuch a plen sounds well enough, I% supposedly puts
both foreign and domestic goods on the same footing, But,
unfortunately, according to the memufecturers in our om
country, no one is cepable of judging just what the cost of

production at home is; but the industrialists themselves,
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and the foreigner's basie price is always unfair, "It is too
low, The foreigners must be exploiting their lebor." And se,

on and ONess

9. The argument attributed to Lincoln that when we buy at

home we keep both the goods snd_the money at home, This

argument is easily enswered, We don't pay for goods bought
abroed with money; we pay for them with goods.

10, Protection against such countries as Japhn and China

thet gain a comparative advantage by exploiting their labor,
In the first place, these countries do not have the fagilities

for making an over-whelming emount of diversified commodities,
In the second place, even if they did they would still have to

take goods in return as payment from their customers.

Sumning Them Up: The Humen Element,

And Boy when we loock back over the list of the prine
cipal arguments of the protectionist, we only find four that
economis serutiry will net find felse in ell economic aspeects
end that the weight of authority ﬂll in some measure uphold:
"infant" industry, revenue, restriction of temporary dumping
and nationaleself-defense, as part of the self-sufficiency
ergument, Some arguments are peculiar to this country, but
the general plea is the seme, and the strongest arguments of
the proteetionist are political, not economic,

There ig a fector that any practicel viewpoint of the
tariff question must inelude, the humen element, The tenth
argument on the list will prove this point as well as any,

Although, economicelly spesking, this country would benefit
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on the whole (as it should from the social standpoint, alse)
from teking adventage of Japan's exploitation of labor and
buy, say her cheap cotton goods, turning United States laber
into channels enjoying a comparative adventage to menufacture
goods or produce raw meteriels for Japan to take in return, the
fact remains that the transition would work a hardship on the
United States' textile workers, #And it is also true that
once Jepmn has driven the textile worker out of the field it
mgy raise the price, However, while the country may gain
from the exchange, that pearticular group of workers ere the
losers, One hes only o put hinself in the place of the
textile worker in this country, put out of a job by Japenese
textiles, to appreciate the human element,
The reason for such situations arising, it will be

seen, is a distortion of the country's own ideas of what
.arc its comparative advantages and what are not, The fault
may be inebility to see into the future, or it may be a start
under ertificial conditions., However, situations like these
must be correeted some dey. The policy of building tariff
barrier upon tariff barrier must stop some day; for the time
will come when hmg;ry nations, unable to buy foed or raw mate
erials end lacking the means of procuring them, will gd after
them with gunpowder, That time will come, even as it has
come in the past, and will continue to come until some means
of releasing the benefits of the world to the peoples of
the world through natural trade are descided upon. But i% is
for the next chapter to look for ways out and to trace the

possible direction of current trends,



Smoot-Hawley Teriff Bill.

Before leaving the consideration of protestion to
the more "worldly" political jobehunter it might be well to
tell of the climax to the American system, the Smoot-Hawley
tariff of the 7lst Congress, This teriff bill passed, June
14, 1929, wes the most radicsl tariff in the history of pro=
tection and set a new high for tariff levels., Indeed, it weas
the overestepping of even the bounds of protectionist reasoning
in the mad session that saw the passage of this bill, whiech
made wide eracks in the heretofore impregnable front of the
protectionist system, and enabled certain movements toward
snother system to worm their way in, to try to establish a
counter«trends

Under the Smoot Hawley bill, the rates om agricultural
rew materials was raised from 38,10 percent to 48,92 percent,
The average rete on manufectured articles was raised from 31,02
percent to 34.31 percent and changes were made in 1,122
rates or 34 perdent of the Yotal., A notable reduction was
a #ofaroneo granted to Cuban sugar which reduced the duty
form $1.76 per pound to 2¢ per pound while raising the
"gorld suger" duty from $2.20 per pound to $2.50 per poundl
Thyy aight as well have set the duty on world sugar in good
round figures, say $200,00 and really have made & hibt-ory-»
book rating for themselves.

As it was, the Smoot-Hewley bill did not fare so
poorly in attracting attentiom. It raised such a storm of
protest throughout Europe, that the very foundations of the
protectionist system begsn to crumble et the prospect of



holding up the retalistory measures that were impending.
No teriff bill hes ever been quite so vigorously essailed
in 211 parts of the world (except in Cuba), Even in this
country, with the exception of those sctually believing
they would bonoﬁ‘t from such a policy, there was an almost
universal growing weve of protest. £ thousand economists
hed signed a statement asking for the veto of the bill
which statement was pigbon-holed by President Hoover.

If it hed not been for the efforts of certain parties
to alleviate the difficulty by teking official action in a
more libersl direction, it is hard to say wherc or when the
building of tariff walls and the killing of trade would heve
stoppeds One of the sﬁaters who supported the SmooteHawley
bill predicted thet 30 days after the adoption of this tariff,
the United States would be out of the depression! That tne
effects of the Smoot-Hawley tariff bill contributed their
full share to the difficulties of the depression is self-
evident. At a time when mations needed to ooopox;lto, this
tariff bill tied their economic hands even more securely tham
befores The strict pursuit of this o'dl'pelioy plus the re-
taliatory measures it naturally invoked might have ended in
another world war, It might have ended in a depression more
far-reaching than the last; or prevented us from ever casting
off the grey pall of the last few yeers. An esnswer to the
~ question of what might have happened would be but a surnise,
for action was taken and certain moveménts started which will
be discussed in the next chapter,
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Background
The New Era. The forces which are now at work trying to

liberalize the tariff policy of the United States, and with
it the policy of other nations, did not begin their work
only recently. Just as the forces that brought free trade
to England traced their origins back for more then two cen=
turies before they reigned supreme in Great Britain, attempts
‘at liberating the policies of "the Americen system" can be
treced back as far as 1823, Throughout the years various
attempts have been mede, but the .mrﬁmntal powers working
with the protected interests successfully blocked any uueh_
attempts from beeoming effeective, It was not until the bogey
of the Smoot-Hawley tariff was thrust in fronl of them that
: these complacent, rationalists were halted long enough for
the liberalizing forces to get a fair share of power.

The United States set the example for the protection=
iss policy, end it is up %o her to set the example of show
ing the way oute - |

Out of 24 réoiprgcity treatier negotiated under the
general treaty making porer between 1844 and 1902 only three
became effective---Canada, Hawaii, and Cuba---and the reasouns
for the failure of all but three of the other 21 can bé found
in their treatment at the hands of Congress, Two were withe
drawn from the Senate by the President after & change of
administretion eand one was ro;jeétod by a foreign country.

There had been & gradual slowing down in tariff
revision between 1927 and 1930, but the Smoot-Hawley bar=

iff set it off at a faster psee in 1930, The incoming
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administration of 1932 found thet something had to be done
to avert an increesingly grave trend in protesctionist pol=-
ieies, The statesmen to whom European countries looked with
pleading eyes, even as they fingered the construction mat=
erials for new tariff wells, replied that something would be
done 88 soon as a proper course of action could be framed,
In 1934, the first definite step toward liberaliszing

a vieious proteetive system was taken in Congress with a
passage of the Reeiprocal Trade Agreements program, sad there
started the active beginnings of a new trend in tariff pole
icies,

~ Although other nations are slow in liberalizing their
pdlicies, the tremd toward reciprocity is one which a single
power can start, If this single power succeeds in estabe
lighing reeiprocity, it means other nations heve joined in
the movement, for it takes two to make an agreement, At
the ﬁrcaont time, 15 such reciprocal treaties have been
signed by the United States end foreign countries, the last
being that with Costa Rica on November 30, of this year, Other
agreements signed: Canade, France, Belgium, the Netherlsnds,
Sweden, Finland, Switzerland, Cuba (exclusively preferential),
Brezil, Colombia, Haiti, Njcaragua, Guatemala and Honduras.
To these treaties, with the exception noted, the treditional
United States "most favored-nation" clause epplies, further
tending to free trade barriers. The fact that most of the
cmcditinl in question are of such a nature that the grant-
ing by the United States of equal opportunithes of markets
for similar goods to other countries under the "favored nation"

clause does not ruin the trade of the nation with whom the
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agreement is made (i.e, because of specialized products such
as French wines, Swiss watches, etc,) makes the friendly
gesture agreesble to all nations. There are times, it is true,
when the "favored nation" cleuse holds up the settling of
treaties, but the individusl contents end workings of these
tariff agreements @lo not come wifhin the scope of Book One

of this treatise,

The minds of the peoples of the rations are rizht for
" & more liberal attitude, Eric W, Allen, dean of the school
of journalism at the University of Oregon, made & recent trip
throughout Europe, especially Germany doing research mk. for
an American foundation., He stopped at the back door of Eure
opek peoples, big and small, and everywhere he heard "off
the record” remarks expressing dissatisfection with the trade
barriers that were tieing up trade, He reports that American
diplomats with their fingers on the heated pulse of-the
world express the wish that the men in Congress would talk a
little more sound euononics.

Curiously enough, just as was ’ch; cese at the beginning
of the 19th century, the lawmakers are still working on old
prineiples, whose value has always been suspesct, and are
refusing to recognize the needs of the times. Many of the
leading industries in the United Sgates that grew during the
war are being held back by the very barrioi'a thet. once
helped them to survive, But, there is irony ia %he fact
that the farmer, once the goat--or, one of the goats~-of
the protective tariff, industry secured, is now the ome to
challenge industry's power to get rid of the tariff, now it



has become a hind;mcoa The farmer is better orgenized,

now. The surplus he once had, which mullified the workings
of any protective tariff toward raising his home market
price, is gone, and the former wants his price protected
from foreign competitors until he esn get on his feet egain,
In this desire, selfish as it may be from the national stande
point, the farmer is just as economically justified as was
the industrielist in the )9th century and the weaker or
"infant" industrialists, today,

It must be pointed out, however, that te the voting
population that gives the senators and representatives their
jobs the answer tn the difficulties hag been evasive. Anong
the reasons for this situation are hebitually hazy thinking,
elouded by politiecal reasoning, and the active propaganda
of the long lict of those who heve for many years sought
protection for their interests, Therefore, to say that
Congress does not realige the difficulties is misleading,
The truth is Congress is more interested in the tariff question
es o political ladder than an economiec issue and when the
American people can convince Congress the ladder leads down
not up, even more definite action will ocour than the last
four years have witnessed in the direetion of liberalizing
the protective system, As hes been said, it is up to the

United States, in her favored position to lead the way out, .



THE NEW ERA

In retrospest the natiomalistiec policies of the natioms,
which have been followed since the wmr, in relation to the
nations themselves, have been the result of a misunderstanding
of the true workings of economie¢ laws, The same national-
istic policies viewed from the international standpoint have
been Va clumsy blunder,

It is interesting to note the similarity between the
steps in teriff poli&ies up which the world has been mounting
in double-quick time since the war eand the slower steps taken
between the 15th and the 20th centuries. In the latter case,
after many years of the old-style protection, the element
of reciproeity begen to creep into the picture. Then England,
economically primed for such a course set off into free trade,
carrying the "trend" of tariffs with her as has been showm.
With this very important fact in mind, that the goods a
country sells must be paid for in goods, it can be seen that
Fnglend's rise in prosperity's renks must necessarily have
been accompenied by like tendendies in the countries she
traded with. Other factors such as wars snd political instabe
i%ity and leck of leadership, of course, entered in to
counteract this rise in many countries.

D.A, Forward, essistant cashier of the Netional Gity
Bank of New York City, expressed some scute observations which
help to show the similar condition of the United States to
that of England during the Industrisl Revolution, Instead
of an Industrial Revolution we had the World War which speeded

up the development of productive machinery end incressed its
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otficienoy in & remarkably and unprededented short space of
time, This situetion was more evident in the United States
than in eny other nation. We have experienced the beginn-
ings of attempts to find a way out with verious reeciprocal
agre;rmenta, end the United States is ready to liberalize

her trade relations. Although Mr, Forward!s observations

do not compare the conditions of 19th century England and 20th
century United States as he lists them in his erticle, "Tariff
Policies of the United States as & Creditor Nation", in the .

Mey 1921 issue of the Annals of the American Academy, they do

serve admiresbly to further the comparison &s outlined above.
He says in part that the enormous expansion whioh the prode

uetive capacity underwent during the war must have outlet

in foreign merkets if maximum preduction is to be mamintained,
full employmsnt aghieved, and high wages mainteined, smd the
noymelly anticipated smount of revenue acerue to the govern-
ment from business end individual incomes, How well wss

this observetion, mede in 1921, borne out by the catastrophe
of 1929-32 wpioh was in a degree the result of a policy in
direct opposition to lr, Forward's "mast"t (The degree to
which fhe difficulties of 1929+32 can be attributed to tariff
end trade restrictions and their extensive remificetions is

a debateble matter, with the economists usually lasying a
great deal more blame on the protectionist poliey then the
politicien is willing to admit), And also observe how similar--
for the conditions of 1921 are with us today--ar. the demands
of progress in the United States to those in England at the
beginning of the 19th century. "History repeats itselft"
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Mr, Porward sgys, further, "It seems to be ¢onceded
thet the industries and those producing exportable foodstuffs
and raw materials in the United Sgates, as & whole, are in a

preferred position." How truel! Although it is beyond the
scope of this treatise to deal with the United States' great
naturel resources end efficiemt production, let it suffice %o
say thet economigts and politioia;ns almost universally agree,
that in gemeral, industrial United Stetes is in a favored
position emong nations.

It is true that protection may still phjr & restricted
part, under conditions outlined in Chapter III; but the poliey
of the United States, indicated by the economic facts, will
be one of more liberal aspects.,

In the interests of mankind it is obvious that tariff

legislation shouid be such that the greatest good accrues to

the largest number., Such a principle is the base of legise

lative action which will bring a mesimum possible volume of
trade compatible with & minimum burden to the ultimate con-

sumer,
Needless to say, those who would be in the erying

minority, as the result of such sction, would brand the
two ultimates as utterly incapable of agreement regardless
of the solution pressures But, it need only be pointed out
that though the textile worker mey suffer temporarily from the
influx of Japanese textiles, his son and grendson, engeged
in some trade in which the United States will always emjoy

a comperative advantage because of her peculiar position,
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will benefit from the lowered price on his clothing,.

Slow Process.

The above is the unanswerable ideal of the free-trader
end although the politician and logiulatér of the country
hes a bad habit of bpanding all ideals as "impractical" this
one is workible and only demeands the unselfish cooperation
of the producers of the country. That such a2 course of action
cannot be accomplished in a day is evident. HNo true economist
upholds the sweeping away of all teriff barriers in a day,
The process must be slow, giving those within the country
time to readjust themselves to the new conditions to shift
labor to fields in which it will injoy ean advantage.

Depreciated Currencies; Alternatives to Liberalizing Polisy.
Before discussing the lenes through which the demands

of existing conditions for a more liberal tariff policy may
be satisfied, it may be well to point out the relationship

of depreciated currency to the tariff policy may be setisfied,
it may be well to point out the relationship of depreciated
currency to the tariff system, and also, some alternative

to the liberalizing of the protective iyltcm.

The depreciation of currency is not a corrective. I%
is merely a sympton of an unhealthy condition. The supposition
that is permanently increases exports is a false one as we
always come back to that simple, but inflexible argument,
goods must be paid for with goods (ér services, which have
been proved unsatisfactory, or gold which soon runs out),

Depreciation reises the prices of the foreign products, there«
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by eeting as a protective barrier end preventing the pay-
ment in these goods.

As to alternatives to liberalizing the protective
system: if netions are to continue to wall up their resources
and keep them from those who are "natural-resource-hungry"
there can be but two answerse-unable to get the meterials to
nanufecture commodities with which to pay for the raw materials
end food, countries, not so sbundantly blessed by nature as
others, must:

1. teke them by foree; or 2, turn to the test-tube as many
countries are doing in desperation, today, to menufacture
substitutes for rapidly diminishing or exhausted netural
resources and the commodities they produce and the utilities

they ereate.

"pPower of the Pockete-book."

Any writer edvoeating, or predicting, a shift to a
more liberal tariff policy must keep in mind "the power of
the pocket~book", $he all importent element of individual
selfishness; or should one say, interest? Any move toward
gaining a benefit for the mojority at the expense of $he few
must be done slowly and with diplomacy, for the voice of the
affected few is like the voice of Krakateo, and rings most
loudly in the halls of Congress and Parliament,

Two Fundamental Facts.

Ainy discussion of teriff problems must always come to
fundsmentel facts: 1. goods sent to foreign countries can

only, in the last enalysis be paid for with goods. 2. the
| :

I
|
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price of protection is borm by the M’

Future Policy.
In reviewing all the facts as set forth in this

treatise, the writer can only come to one answer as to the
future poiicy. With this answer comes the comfortable feeling
that on his side are all of the outsteanding economists of the
world when they care to argue with economic facts and not the
fallacies of political paralogism,

The euswer is that the future policy must look toward
liberalizing the teriff pelicy of the last few years, and it
is with some satisfastion that the writer perceives that the
case fits the facts. Indeed, industrialists, politicians, and
legislators alike are boginx;in; to acknowledge the light, and
the trend in this country is leaning toward liberalizing "the
Americen system" which, according to the laws end historical
examples set forth and the conditions under which the trend
44 teking plece, will become a dominant trend if the natursl
working of the ecomomie plens are not again shattered as they
were in 1916, If this trend is eccompanied by acute percep-
tion of what our ecomparative adventages and what are not,
it should be lasting one.

Iwo Courses of Action.

As means to the end of a liberal tariff policy, we find
two courses of action which may be pursued independently
or at the same time:

1. reciproeity
2.free ports or free zones.
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The isolation snd discussion of a difficult ecase in
this eurrent trend in teriff poliey, reciprocity with Japam,
will be found in Book Two of this wvolume,






INTRODUCTION TO BOOK IWO

If the result of reading Book Gne of this treetise
was, 83 the suthor hopes, & convietion that free trade is
the ideal and reciprocity the way, the job is only half
done, For the resder will say, "Well end good, in theory,
but is such & process practical now, in effectt”

In reciproecity ventures of the United Syates, the
flaming sm of Nippon has been sadly missing. Seowetary
Cords11 Hull has held silently aloof from asmy publie emnounce=
ments on reciprocity with Japan., In other words, Japan has
been a stickler in the reciprocal program,

Therefore, it was felt by the author that if he could
succeed in making a satisfactory brief for reciprocity with
Jepan, he might show in practicel terms that the "proof
wag in the pudding”.

‘The materials out of which the proof hes been fash=
ioned are of today, It must be admitted in peassing that

tomorrow is another day,

Evaluation of Authorities.

As the authorities in the case of Book Twe were the
statiat;cal sumaries mede by verious govermments and agencies,
they will be found in the bibliography. One sukhority quoted
at length was C,T. mrﬁhiaon; whose extensive knowledge of

the cotton industry was parsmount in gaining him the pres-

s O
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idency of the cotton textile institute of America, His work
as 2 government offieial has been notable, with regard to
textile difficulties. One of the most comprehensive reports
on the feotors affecting foreign trade policy was prepared
by him for the department of commerce m 1936,

In the main, however, the suthor has tried to let
the figures speak for themselves, rather than to take
second~hend, and possibly prejudiced, viewpoints, dcrivod‘
from unknowm figures snd facts. Even such opinions were
scarce for the material used is so recent, His authorities
then, are the facts and figures of the past few years, and in

some cases, the men who compiled them,






RECENT ECONOMIC DEVELOPMENT OF JAPAN SINCE 1932

The phenomenal growth of Japanese indun-'
tries domn to 1929 ip history. The recovery of these
industries, after a temporary but serious set=
back during the depression, and the Japanese drive
for world markets are making more history. In the
last decade Japen has promoted the efficiency of
her industry and the saleability of her commodities
until today she sells beer to Germeny and American
flogs to members of the Americam legion, Her fore
‘eign trade methods have demonstrated comparative
efficiency.
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INDEXES OF INDUSTRIAL PRODUCTION I? CERTAIN COUNTRIES
1)
; (Base: 1929 100)
Tabl. 1 -

Yeay Jepan France Germeny Great Britafn United statoi

1934 128,7 71.0 79.8 98,8 66 .4
19356 141.8 67,.4 94,1 105,.7 76.6
1936" 144,.6 71.6 101,2 114.9 82.5

“Averages for the period Januery-May for Japan, amd Januery-
June for the other countries,

- - - -y - - - -

The above figures do not imply, of course, that totel prod-
uction in Japflg has exceeded that of other countries, It is
evident, however, thet Japanese production did not suffer the
set-back met in other countries during the depression. Although
it was retarded by bad times, Japan's productivity had increased
further over its 1929 level by the middle of 1936 than that of
four other industrial powers. Jepan's rationalization process
was just gaining headway when the depression struck. The effects
of this rationalizetion process carried Japanese production on
to new levels in spite of difficulties. While Japen was fore
going eshead, other o9untries were trying to intrench them=
selves against the depression rather than to attack it,

Primed by government aid, industries in Germany, Great
Britain, and the United States started forgoing ahead again
in the latter part of 1933, But they had fallen below their

1929 pesks. Japan was sahead to a good start, the only country
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of the five listed sbowe to show more than a 20 percent
increesse in productivity over the 1929 level., Her increase
amounted to 44.6 percent over the 1929 figure.

Although Jaéaneso production was 13,2 percent above
the 1929 level when ;933 rolled around, nevertheless her
industriel drive had been impeded by the chaotic ognditions
of the depressions. Japan dates her recovery of industrial
progress from 1932, Internationally, Japan is essentially
en industrial and trading country,., This means that Japan's
slackened drive for world markets took new energy and motion

in 1932.

1936 Reoord;E;port Year,

Since 1931, the value of Japan's exports increased
from 1,146,981,000 yen to 2,499,073,000 yen in 1935, the
highest viiao in the history of the nation up to that time.
Between 1935 and 1936, the exports increased sbout 7.5 per
cent, Although this increase was not as large as the 15.1
percent increase between 1934 and 1935, it brought exports
to a new peak of approxinately 2,686,503,375 yeh last year
(about 488,000,000 gold dollars). The highest MR made
previous to 1935 was 2,305,500,000 yen worth of exports in
1935, The inérease in yeh was more notable than in gold
dollars, because of the devaluation of the yen in the closing
mongh of 1931,

D s - s T - - o - - - = - -

Table 2.
INDEXES OF VALUE IN NATIONAL CURKHENCIES OF TOTAL FOREIGN

TR/DE IN FOLLOVING COUNTRIES, 1931, 1933, end 1935,
(Base: 1929 100)
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Year Japan France Germany Great Britain United States

1931 54.5 67.0 61.1 64,6 48,2
1933 86.8 43.3 34.7 54.0 323
19356 114.3 33.6 32.3 61,3 45,1

The expansion of Japanese foreign trade has been
phenuﬁenal in terms of the yen and in volume., The devaluation
of the yen December 13, 1931, chenged the rates of exchange
in American dollars from ,4885 in 1931 (average) to .2811 in
1932, The exchange rate today is approxinately ,2850.

In percentages of total world trade, Japan's share
inereased from 2.8 percent in 1932 to 3.8 percent in 1935,

The aggregate turnover in world trade for 1955, expressed
in old gold dollars, was approxirately $23,479,400,000,
Ono(::rcent of this amount would meke & rather tidy sum for
any country to add to its trade activities.

Japanese goods are going to all corners of the globe.
A custom manufacturer, she has created for other people's
tasts and pocketbook, (her own are simple) and has brought down
the wrath of foreign industrialists upon herself. This
is unfortunate; for this resentment has been a potent force

in the world-wide building of teriff walls egainst "cheap

Japenese goods."

Ressons For Trade Expansion.

But what are the reasons for this unprecedented

ability of Japanese emports to effect foreign markets? First,
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foreign countries were more sensitive to international com=
petition during énd following the depression. MNeny of their
industries were struggling to rise. Some industries were
sinking back compleiningly into oblivion; secondly, the
factors within Japan which influenced this great industrial
expsnsion., If enalyzed, these will present a sectionized
picture of the present industrial seteup in Nippon.

Briefly, the factors influencing recent trade ex-
pansion in Japan have been these: cheap labor, increage in
productivity ol workers, government rationalization,ideval-
uation of the yen, loss of raw silk merket, military activities.

Let us now consider each of the above end some of

their various remifications.

Cheap lLeabor and Industry.

Lebor is cheap in Japan, Vhen compared with the
percentaege of production costs that lebor forms in United
States! industry, the ananese‘figure is low, For example,
the labor item in production of Japenese textiles is only
one-sixth as large as the labor costs in Americam production,
which amounts to from 50 to 75 per cent of the total expense
of production in the United States, Why is the Japanese
wage level low? In the first place, the general level of
weges in industrial countries which are not blessed with large
supplies of raw materials are lower than those with vast
resources in their own yard, This faet is evidenced in
the cases of Great Britain and the United States. England

has to pay more for her raw materials. So does Japan, But

the important item, peculiar to Jepan among industrial leaders,



is her Oriental birthrate and Occidental death-rate, Coupled

with this resultent, abundant supply of labor which is report-

ed to be increasing at the rate of about 1,000,000 a year,

is the factor of the meager productivity of agriculture.
About 48.4 percent of the employed people of Japan

proper are engaged in agriculture. The productivity of

agriculture is so lew, however, that the farmer can earn

more in the factory, little though that may be, With the

. population increase most evident in sgricultural areas--80.4

per cent of the total number of births in 1930 took place

in rural districts=-this constent influx of potential workers

from the farm to the factory lowers the wage level towerd

bare subsistence and increases the turnover in labor, The

very orgenization of Jepanese industry tends to repress the

bargaining power of the workers. This feature of Japan's

industrial orgenization is explained below.

Industrial Set~Up

Japanese industry divides itself indiseriminately
into two groups, large-scele industries and small scale
indqstriés. The former generally comprises the textile
industry, the menufacturing of iron and steel and chemicals,
shipbuilding and shipping. The latter turns to the production
of commodities in which the labor element is dominant, things
of artistic design, novelty goods, sommodities subjeet to
"freguent style changes, and those needing a great deal of
hand labor,.

Ag there is an ovoflapping in commodity production



=G0=

between the two groups, efforts are made to classify them
according to numbers of workers employed. Some draw the
line at 100 workers, others 50, The government officially
rates all estasblishments employing more than five operatives
as factories,

The six fulerums in Japan's leverage on world trade
- are the six cities of Tokyo, Yokohema, Nagoya, Kyoto, Osaka,
and Kobe., The force sapplied is that directed force of great
financial monopolies.

Regardless of the classification, the majority of
Japanese industry is controlled by & few interests. Japan is
exhibit A in privete monopoly capitalism. There is no
capital market as we know it, no large investing publiec,

The public has no money to invest. Some 15 financiel intere
ests control 70 percent of all Japanese trade and industry,
eight of these control 50 per cent, three control 25 percent--
one, Mitsui controls nearly 15 percémt., These financiel groups
such as Mitsui, Mitsubishi, end Sumitomo are mostly family
interests, headed by giant femily holding companies, They
largely reeweived their a;art in active participation of
Japan's early westernizetion, since 1858,

| Although capital is orgeanized, lebor is not, as we

shall see,

Labor Units

Acoordifig to Japanese govermnment stetistice, less than
1300 factories out of 6800 in operation at the close of
1932 employed 200 or more operetives eech, One=half of the

total employed under 10 workers apiece.



Industry employs approximately 18,1 percent of the
working population, and business 15.3 percent. Of this 18,1
percent in industry, it is veriously estimated that from
52 percent (Japenese figures) to 64 percent (given in Fortune
magazine) are employed in small shops or hou#ohold units
of less than five workers. It is further #stimated that
50 percent dre employed in shops with less than 10 operatives,
and 70 percent of all industrial workers are used in plants
with less thm 50 workers.,

| When over half of the industrial operatives are

working in units of five or less, orgénization is difficult,
The importance of the small-scale industry is seen by .
Takahashi's estimate that 65 percent of Japan's exports is
produced in plants employing less then 100 workers. The nature
of the smalle-gscale industry calls for mach labor, The nature
of the smalle-scele industry eombines with abundant supply
of labor to reduce the workers! bargeaining power,

There ere no unions, not even compeany unions, in
Japan's textile mills; her largest export industry is tex-
tiles. The persomnel.meneger in a large Oseaka mill once
remarked to W,H, Chamberlin, Fer Eastern coorespondent of
the Christien Science Monitor, "We don't need any trade
wnion. We are simply ome large feamily, working for the zood
of the enterprise,” ™ : '

If the abové is tmue, such is the complete subservience
of the Japanese laborer; but to the acquainted, the manager's

statement is suspect.

Standard of Living,
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Recognizing that from an internationsl standpoint
Japan's cheap lebor is more then imaking up, in meny fields
of industry, for her lack of natural resources, one realizes
that such ig the view from without, To judge whether or not
this condition has a direct and intrinsically evil effect
on Japan, one must view the situation from within,

While Japanese weges are extremely low in terms of
United States currency and compared to the Americen stend=-

ards of wages, the important question is, "do they seem low
to the Japanese worker himself'?¢ In other words, what is the

real wage of the average Japanes worker?
Index numbers taken from the League of Nations:

World Economic Survey, 1935-36, show that while money wages

in Japan have increased since 1932 that real wages have
fallen, With 1929 as the base, equalling 100, the figures

given run es follows:

Teble 3.
Money Wa&ea Real iﬁel
Japan 1932 133 934 - %35 1932 138 13§ 'g
(Daily
Earnings) 85 86 88 88 112 107 107 106

Closely allied with low wages and how they affect
the Japanese workman is the stendard of living in Japan,
- Americans are prone to do;cribo the J#panne standard of
living as very low, Rather let it be sald that it is
different. Judged by our own standards, the standard of

living of these people of the agglutinative tongue is
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higher them that of any other Oriental country.

But one should not judge Japan's standard of living
in terms of our own. Fof centuries, the Nipponese- have
existed on & simple diet of rice, fish, and'vegutabloa.
Dieticians have pointed out that deficiencies in Japanese
diet lower the efficiency of the workers. Japan reméinl
content, continuing to live on rice, fish, and vegetables.

A bit of meat and milk are creeping into their diets Some
oatmill is eaten at intervals to prevent beri-beri, a disease
contreced by & strictly rice diet. But apparently the Jap-
enese are generally content with their diet, and it is a
ridiculously cheap one.

M.F, Maurette, in a recent report to the Intermational
Labour office of personal investigations in Japean, put forward
the bpinion that the average Japanese worker can pay for
his rent, food, and clothes out of his income ﬁnd still have
approximately 30 percent left over for incidentals. This
view was conecurred in by David Wilson, secratary to the
Jepenese consul in Portland, Oregon, and AJR.Moore, biologist
on the University of Oregon facuity, who spent some time doing
research work in Japan recently.

In this regerd, the Japanese worker is in ebout the
seme position as the aver;go Aneriean worker; both supposedly
have approximately 350 percent of their income left after
paying for food, lodging, and clothing. |

Regent government studies showed that the monthly
expenditure of 45 yen (sbout $13 at the present rate of
exchence, or §$22.50 at former mint parity) will sustain a
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working class femily, consisting of twe adults and two s?a%I
[

children, at a margin "of decent subsistence".

il

Weges.

A seeming overemphasis is put upon the actusl amount
of the average worker's wage in Japan by most foreigners. |
In 1934, the aversge daily wage peid workers totalled phly
367,75 yen annually. The average rate for men was ;lightli
over a yen per'day, while that for women approximated 73
yen per day, according to Japanese govemnment statistics.

The large number of women workers in the industrial set-up,
especially in textiles where most of the operatives are women,
-=87,6 peroeﬁt were women, in cotton spinning industry in
December, 1936«=tends to lower the average, This factor

also tends to hold down the wage'level.

The fundeamental issue, then, is whether or not the
Japanese worker is content with his lot, If go, the stand-
ard of living is adequate, If not, perhaps it should be
raised,; or rather, changed,

For several yeers, the Japanese government has been
pleading to the worker to tighten his belt and prepare for
the "1936 orisis". As scheduled, 1936 came and went, N
crisis. A member of the Diet rose to his feet cne day to
remark that the wurest way to bring on a crisis was to talk
about it, He said thet even with a1l the talking that had
‘been done, the "1936 crisis” hed failed o materialize,

Possible dissatisfaction during recent years was
suppressed by the people themselves through their innate

loyalty to the government, Lately, however, there hawe
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been indications of unrest among the working class. The

westernization of Japan brought new tastes to the people,

and new ideas, The recent strike in China of Japanese workers

in a Japanese factory is indicative of a growing unrea&.
However, it is evident that the average Japanese

worker is more satisfied with his or her lot, than is the

average American laborer, Although the standard of living

in Japan may not be progressive, it is not low to the worker

there,

Future of Wages,

Evidences do not point bo the raising of tho.ungo
level in Japan by eny substantial amount in the near future,
Factors working toward that end, howvver; ares flattening
curve of population, Although the birthrate of Japan is
falling, it is reported that there will be 10,000,000 more
workers in Japan in 1950 than today, (present population,
69,254,000); the productivity of sgriculture and tho.farmarl'
income is inereasing. Scientifiec sgriculture in Nippon is
slowly meking headway toward this goal &t present, The effect
of increased income on the farm and a falling birth rate
would tend to restrict the supply of labor, helping to in-
~ crease wages; unrest among the labowing class. Beginning
to make itself felt now, this item cannot become permenently

effective until the first two problems are met,

All other things being equal, cheaper labor is a
decisive factor in industrisl supremecy. Such a situation

rarely exists. Cheap labor is normally accompanied by low
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industriel efficiency. dJapen is unique in having cheap
labor, and in ﬁany ways, high efficiency. It must be rem=
embered that other Oriental countries with huge populations
heve "lower” sténderds of living than Jepen, They ocmmend
cheaper lsbor within their borders than does Japm, Bub,
they are not "seriously threatening" any foreign markets with
their memufactured goods.

One must elways koep in mind the fact that Japan is
far in sdvance of any Eastern couhtry ih industrial and en=
gineering efficiency.,. Its factories, railroads, steamship
lines are as ;ffioiont as those of Western Europe end Amer-
ica, The industrial orgeniszation of its large-seale industries
o&mpares favorebly with that of the United States and Great
Britein, The marketing efficiency of its small-scale industries
plus its cheap labor places many more of its commodities in
a favorable international position.

We noew turn to Japen's increase in productive effic=

iency, another ajlleimportant cause of her trade expansion,

Inoreased Productivity of Workers.

Japen then, is a country generally satisfied with an
Eastern standard of living, At the same time she is repidly
approaching the Western standard of efficiency,

Between 1921 and 1931, the output per worker increased

by 76.5 percent. By 1936, it had increased another 15.9

percent,

. - - - - -

Teble 4,

(on next page)
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INDEXES OF WORKERS®* PRODUCTIVITY IN MANUFACTURING INDUSTRY

IN CERTAIN COUNTRIES
(7)
1028-1936" (Bases 19292100)

“RAK

Yoar Japan France Cermany Great Britain = United States
1928 90,4  we--- 98,6 9644 98,8
1929 100 g 100 100 100
1930 105.3 100 92,2 96,1 92,4
1931 112.1 95,7 82.9 90,9 92.2
1932 119.3 88.7 75.0 91,1 8749
1933 125,9 96,2 84,2 93,0 97,1
193¢  128.7 91,9 93.3 99,5 8843
1935 129.4 91.3 103.8 104.0 96,4
1936""128,0 97,0 106.9 110.3 102,4

* The index of productivity is obtained by -dividing the
index of total production by the index of employment,

*“Averages for the period January-iey for Jepen, snd
January-June for the other countries.

~*"Bese: 19302100

W T D g W WD i W - -y - . - - O - - D

It will be noted above that the productivity of the
Japanese workmen increased steadily throughout the depression,
while that in other countries fell. The industritl.organ-
izetion of Japaﬁ was in the process of being perfected accord-
ing to western standards when the depression hit. 'Retarded
but not checked, Japen continued to improve its productive
machinery during the difficult times, Other countries tried,
in the mein, to get elong on what they had or less.

As the result of this increesed efficiency of labor,
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brought about through better capital outlay, improved oper-
ative skill, engineering and organizing ability, the labor
cost per unit of production fell,

An interesting and certain sign of exploitation of
labor was the continued decline of the average daily real
wage between 1932 and 1936 while efficiency and volume of
production were rising. Profits for the owners were also
rising, amounting to as high as 30 percent in the textile
1nducfry at one time,

In the textile industry the increase of efficiency
was notable, Aceording to the Japan Cotton Spinner's assoc-
fation during the eight years, 1925, to 1933, the workers!'
proal_mts.vity in the cotton spimning industry increased 71

per cent and in the cotton weaving industry, 133 pepcent.
At the ¢ hme time, the cost per unit ;)f production fell ©O
percent and 68 percent respectively,

This inereassed efficiency in production was a car-
dinal factor in Japan's industrial and trade expansion. One
of the primary reasons for this expansion was the Rational=-

ization movement of the government.

Retionalization.

This term refers to the Japanese government's
attempts to coordinate and to "streamline" Japanese industries
and methods of menagement, in an effort to gain more foreign
trade and to build up the country industrially, and incidentally,
militaristically,

Rationalization started long before the depressionm.
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A series of acts were passed in the 20's, notably the Industrial
Guilds Act and the Exporters' Guilds Aot (1925) which were
designed to promote cooperative methods of buyihg and selling,
esteblish common facilities for manufacture, standardigation

of products (or rather cartellization of industry in truth),
inspeotion of goods for export, extension of credit fseilities,

These occts were amended subsequcntly'to allow the
government b exercise control over prices and volume of goods
to be exported,

By the end of ‘1955, there weie 628 orgemizations
involving 80 branches of industry under the Industrial Guilds
Aot., There were 82 assoociations, involving 50 branches of
industry under the Exporters' Guilds Act.

In 1930, the Buresu of Industrial Rationalization
wes set up with the avowed purpose of encouraging rationalig=
ation in both production and distribution, The effects of
the work done by this burceu have already been shown in the
incrensed efficiency displeyed by the "streamlining" snd
cartellizing of industriecs,

The attention of the buresu also turned toward im-
proving the products of the medium and small scale industries
snd controlling their metﬁods of production and sale, Pro-
tective measures were then extended to major industries which
had been hard hit by the depression.

Along with the increased productive officionéy of the
.large industries, and to a certain extent the smaller fag-
tories also, ceme inoreased marketing efficiency and & paring

down of initial supply costs for the smallescale groups,



The power supply for industry wes increased., Util=-
izing 4,200,000 of Japan's potential 8,600,000 horsepower of
hydroelectric energy, go#ermnent directed agencies now have
90 percent of the priéme movers in menufecturing and mining
industries operating with electric power.

As part of the rationalizetion scheme to aid industry,
the govomnwnﬁ on December 13, 1931 practically cut the inter-
national exchange value of the yen in two, The Japanese unit
of exchenge was lowered from 4,885 to 2,811l in terms of our

currency.

Devaluation of the Yen.

The effect of this government action wes beneficial
to the export trade, generally. It lowered the prices of
Japanese goods in foreign markets. Japanese workers! needs
are largely met by products of native origin, living costs
in Japan rose much less than the exchange value of the yen
declined, Japsnese lsbor beceme even cheaper, internation-
tlly, and this advantege had a great deal to do with Japan's inc-
reasing sales in foreign markets.

However, the effects of this devaluation were not
all satisfactory. It greatly increased the costs of imported
raw materials, the food for many Japanese industries. An
example of this fact is seen in factory statistics published
by the Japanese government showing that the value of the raw
materials in 1933 constituted about 63 percent of the total
value of production of §otton and wool yarns, end about 50 A
percent in the woven products. Therefore in the case of the

woven products--most important of Japanese exports--only sbout
one-half of the export price was favourably affected by the
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devaluation of the yen,

On Januery 8, 1937 the government established control
over all foreign exchange trensactions. This control is not
as restrictive yet as the German control exercised recently,
but will affeet American s elling end attempts to repatriete
funds accumulated by affiliates there.

The government contol of exchange transactions in-
volved include: buying of all foreign exchenge, sales of yen
exchange in foreign countries, and even execcution of contracts
made before the decree, Japan evidently intends to regulate
imports, perhaps temporarily, which is bound to affect the
United States, its major supplier. |

There have been various interpretations placed on
this sction. A move to halt any flight of capital which
might be precipitated by the continuing unbalance of the
Japanese budget. The steadily rising demends of the powerful
military group over the country's politics (this interpretation
seems to have been refuted by the results \of the recent elec=-
tion in which the military group was overwhelmingly defeated),
Fear that large new investments in Manchukuo and North China
might be harmed as the result of new political developments in
China, That it may presage a move to regulate Japanese
exports and imports for political reasons, It may be a step
toward further devaluation of the yen in reprisal for continued
restrictions against Japanese exports to foreign markets
(the Secretary to the Japanese consul in Portland doubted this,
It was felt that economists and even politicians of Jepan
realize that devaluation of a country's currency brings only
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temporery respite, and is likely to start a series of re-

taliatory measures which nullify any advantege gained end make

the road back to normel harder).

Two Other Fectors in Japen's Trade Expansion,

Two other factors of comparative minor importence
in Japan's recent industrial development were the fall in
the price of rew silk, whieh' forced Japan to turn to some-
thing else as & principal export commodity (see Table 5);
and, Japenese military operations and investments in Asia
which promoted trede with the conquered provinces and the
- paying for these military operations necessitated exports.

Table 5 Japanese Exports . & 060,000's

R
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A, rew silk; B. cotton piece goods; C. other articles

- - s - - - - - - - - - -

'Smnmary of Fectors in Expansion.

While the effects of the devaluation of the currency
were, end are, only temporary, there are several permenémt
factors aiding industrisl development in Japen:

i. An Bastern standard of living coupled with a

large and growing population, with consequent lower

wage costs.



2. Remarkesble progress in seience, invention,
snd applied mechanical skille-and mimiery of
western methods,

3. High degree of coordinetion in foreign trade
methods. Capital closely cooperative and so is
the government, Goods usually shipped in Jap-
snese ships and often retailed by Jgpesnese mer-
chants in foreign lands.

This increcse in Japanese industrial activity and
consequent inwasion of world markets could not help but
have its effeect on the national economy of the United States.
In the next chapter we will try to uncover the true effects
of Japasnese trade expansion on the United States and %o
what extent it constituted a "Japanese Trade Menace".






THE "JAPANESE TRADE MENACE" IN THE UNITED STATES

Totel Japanese exports to the United States in
1936 constituted ebout 93 one~hundredths of one percent
of the total domestic froduotim of manufactured goods
in this country in 1933.(8;u 8ilk comprises well over half
of Japan's exports to the United Stetes. Therefore » Japanese
menufactured exports to the United States for 1936 amounted
t0 approximately one~half of one percent of domestiec nanuf-
acturing produetion.

Since 1930 this negligible flow of manufactured
goods from Japan "has beem shaking the industrisl founde
ation of America" according to certain American industriesle
ists. The industria.liltn‘ who shouted the loudest in the
press end the lobbies of Congress were those piloting great-
ly over-geared industries. These men seemed %o include a
high minimum profit as a part of their production costs,
profits gained through monopoly practices at the expense
of the eonnnnof. The cries of "Japanese trade menace" and
like compleints have come from & loud minority.

Generally, the efficiency of production in the
United States is much higher than in Japem, The textile
industry forms the cardinsl ozeeptien; This exception will
be discussed later.

The tokal production of all industries in Japem in
1929 had an estimated velue of $3,829,000,000, Some 1,825,000
workers were used in this productiom. The same total of

production was realized in the United Syates in 1869 with
2,000,000 workers, This indicetes the disparity in general
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efficiency of production between America and Japen,

The value of the industrial production of Illinois
alone during 1934 wes $3,528,000,000, practicelly the same
88 that for all Japan, Compared with American or British
industry, Jepen's is middle-sigzed., Her business =nd trade
is middle=sized by the same comperison. Last year her for-
oién trade wes only one-third as large as that of the United
States; end one-fourth that of Great Britain, It will be
remembered that Japan's totel foreign trade comprised only
3.8 per cent of the world total in 1835,

Specializetion in Japan's Exports.

Then why thia'hue and ery against the influx of Jap=-
anese goods? In some ways these complaints were justifieble,

The resson fer this justificetion wes Japanese specialization,
Specialization was one of the fundamentsl factors in the indsu-
trial revolution., Specialization incressed the efficiency of
production. 8pecialization incressed the effici ncy of Japan's
foreign treade activitiea, One finds thet the bulk of Japanese
exports to the United States falls into two categoiesy raw
s8ilk, which causes little trouble; cotton which caused most of
the trouble, There has been further specislization in the type
of cotton goods. produced for American export in Jepan which has
increesed complicatioms,

Te better isolate the difficulty in order to analyze it,
it might be well Yo consider Japan's exports to the United States.
In order to insure complete statistics, the year 1934 is used, Since
thet time, there has been an increase in the exports of rew silk
to the United States, in the gemeral export level, and notably

an increase in the export of cotton goods to the seme market,
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Following is & summery of a report of the United

States Teriff commission on Recent Developments in the For-

eign Trade of Japen,
Table 6,

UNITED STATES IMPORTS FROM JAPAN IN 1934

(of items velued at $12,000 or more, classified accord=

ing to ccmpetitiveness with American products.)

Classification Value

o/o of total
imports from

Japan

Total imports from Jgpan..................’117,963,573
Imports of 271 items valued as $12,000
OF MOr@seccs nsvcsscvscccccescsnsse 116,391.752

IQ cmities 1mported fre’ Of duty. soce 83 ,863 .209

II, Dutiable impor‘bl..-.... .,....-.........32.528.543

A,

C.

D,

F,

G.

Commodities of which there is
no domestic production..... 6,666,743

Commodities, the domestic pro-
duction of which is insuffi-
cimt.......t......O....'.O 5'924,498

Commodities imported due to
special conditions, whether
temporary or permanent, snd
not competitive at time or
place of salelesssssnssesss 363.726

Commodities of a type not produced
in the United States, consumed
mostly by Orientelss.seecess 1,059,898

Commodities sold in the United
States chiefly on the basis
of their Oriemtal or novelty
n‘wr’.O..0..0".0..0..0... 3,437'687

Commodities distincily different
in type or grade from those
produced in the United States.5,013,197

Commodities which are competitive
but imports of which sare negli-
gible in comparison with dom=
estic production... esscseresy 2.359,038

cogmﬂties ch aro substan-

y compe VO svesonses 9,715.756

100.0

98.7
71.1
27.6

5.6

3.3

0,3

0.9

2.9

4.2

2.0
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First note the exports included in the shove survey
constitued 98,7 percent of the total, By far the largest
item on the free list of imports from Japan is rew silk,

As shown ebove, the non-dutisble imports totalled §$83,863,209,
Of this total, the imports of raw silk were valued at
$69,8445,560, The value of raw silk imported amounted %0
83.28 percent of the value of all non-dutisble comodities
imported, Other importent items on the free list include:
tea, $2,286,518; crude pyrethrum, $1,985,604; certain oils
not produced in the United States, $1,857,508; various types
of undressed furs, §1,808,504; and certain fertilizer mate
erials, $1,539,220.

Non dutiable imports other than raw silk mede up only
12,4 of the 58,7 percent of total imports from Japan ine
cluded in the U.8, Tariff comrission report.

Dutiable imports, then, bulk over twice as large in
whine s sendiodoble dnperts nithe 1pt, exclusiee of re
silk, Of the 27,6 percent of dutiable imports mentioned in

Table 6, 63,0 percent are oomplamlntarx;:rathef than come

petitive to domestic production, This leaves 36.9 per cent

of the dutiasble imports listed as competitive f in nature.
Of the total value of all imports from .Ilpun;ln 1934

which are classified on the United States Tarif“f Gm:sion

list (98.7 per cent of the grand total), thon 1abelled as

competitive in nature totalled only 10,2 per Qan‘b. Gonomoully,

only §12,000,000 worth of importqlkroughly, .024 Rggggpt of

the national income of the United States for;lQaﬁ.
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Non=-Competitive Goods Don't Menace, Do Benefit.

Obviously, imported goods which are not competitive
do not "menace" American business. The influx of these goods
tends to benefit the consumer, to reise the standard of live

ing, It is sometdies said that many of the srtisles of ims
port from Japan, though not directly competitive, may indir-
ectly compete with domestic products. Many who believe

this statement also maintain that the influx of cheap Jap-
anese goods lowers the American standerd of living. It must
not be forgotten that an inereasing standard of living is

absolutely predicsted upon an increase in the kinds and qual=-

ities of enjoyable goods.

Source of Trouble,
If there is cause for action against this so-called

"menece", it must be found in those fields where Japanese
imports into this country are competitive with domestic
production, In this 10,2 percent of all imports from Japan
is the core of the trouble,

The largest percentage of dutiasble commodities which
are essentially competitive with Americen production is mede
up by the Japanese cotton textiles. The majority of formal
complaint against Japenese trade aggression has emanated from
Americen textile industrialists. Other complaints have been
received from the pottery workers and a few other industries
which find the competition taking away their business; but the
core of the trouble has been formed by the competition of
Japenese textiles with domestic production. It is from this

source that many of the lurid tales of Japan's trade invasion
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have originated, It is here, then, that an existing diff-
. iculty must first be met,

The influx of Japanese cotton goods has been increas=
ing by leaps eand bounds since 1934. Various figures for the
importetion of these goods into the United States show an
increase of from three times to five times the 1934 figure
in 1935, Mest ltltil;kiOI egree that the import figure for
1936 amounted to approximately 36,000,000 sqmare yards of
Japanese cotton fabrics. Another increese between 1935 and
1936 saw this figure doubled as the inmports of cotton ecloth
mounted to between 75,000,000 end 80,000,000 square yards.

It was not so much tﬁe rapid inorese that caused the
complaint, Americem production of cotton cloth regularly
exceeds 7,000,000,000 square yards annually. Japanese imports
of this commodity comprised a little more then one per cent
of domestic production. But, this omne percent was concene
trated into one major cloth classification and two or three
minor ones. That was what raised the most objections,

Lest year, Japan accounted t‘or”abbut 50 percent of the

mrican consumption of bleached goods, cotton rugs, and cotton

velveteens, Inroads were being mede on the cotton hosiery
market and other fields, This was the tfuo caugse of alarm
that general statisticts did not show,

Cleudius Temple Murchison, president of the Cotten
Textile Institute, said in en artiecle in the August 23, 1936

issue of the New York Times that, unless something were done

about it, the flow of imports of Jupenese cotton goods will

grow until it occupies the whole American merket, He pointed

out that the cost of labor in the American textile industry
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amounts to from 50 to 60 percent of the total cost of production,
In Jepan, he said, the cost of lebor, including the non=cash
benefits, only totals about one-sixth as mich as Americen

labor. (This figuring in terms of international exbhenge.)
Therefore, in dollar value, Japanese cloth is currently man=-
ufactured at from 30 to 40 percent lower than the domestic
commodity.

Murchison further pointed out that the Japanese texe
tile industry was the most efficient in the world. Its orgen=
igation was unexcelled, (i.e, although Japan has less than half
as many looms as Great Britein, she has five times as meny
modern sutomatie looms).

The ebove is only too tEue., Urder existing conditioms
and in spite of present tariffs, if Japan continues to so
efficiently menufacture her prescn*t (nality and design of
cotton cloth, she will continue to meke inroeds upon the
Americen market. The tariff rates set forth in the Smoot-
Hawley tariff act of 1930 on bleached end colored goods were

reised 42 percent on Nsy 21, 1936 by executive order., This

increase raised the pre-existing rates of 27 percent up toﬂ
39 percent ad valorem on these goods (based on Japsnese val
uation), Yet, present tariff rates, though restrictive, aﬁp
not high emough to keep Japenese goods out, K

| Murchison spoke of the above fect., He seid that p;;sent
ratosnaro considered adequate against all countries but J@yln.
However, he points out that readjustment must be made nom;

other way, "The reedjustment of these retes to the leveds
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required by the Japanese thraat. would establish rates which
would be sebsolutely prohibitive and grotesquely exhorbitant
as sgainst all other countries," he said,

The Americen tariff policy, although it mey be pro-
tectionist or reteliatory, is not discriminatory,

Two ways out were recommended by Murchison. The first
was voluntary quote arrengeménts between the industrids, This
factor will be discussed in a later chaptér. The second wes
a house-cleening of our domestic industry, When he predicted
possible sweeping of the Americean market by Japanese textiles,
Murchison assumed present conditionss Present conditions in
the American textile orgenization and operalion are disgrece=

ful to Americem industry.

Much of Trouble mtcmal.--l. Inefficient Production.

Rether thean crying for help from the goverament,
domestic producers of textiles would do well te look within
their own industry for much of the trouble,

The presont cotton textile industry in the United
States is geared to produce more ‘textiles than the American
public cen consume. The cost of susch production would be more
than that of Japanese manufacture, but the local industry is
organized on the basis of such vast production. However, dom=
estic production is inefficient, It is rellisbly estimated

by Murchison and other experts that 60 percent of the machinery

in Americen mills is obsolete and that only 10 percent of the

remaining machinery is of the most modern type.
It is estimated that the domestic mills, oven in thel§

inefficient state, could produce enough goods to meet the peak
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1929 demand with half of their present equipment, and of
course, at a higher price.

The efficiency of the American industry is less than
tha$ of the Japsnese mainly because of the antiqueted mill
conditions. Given the most modern and up to date machinery,
the average American worker is more efficient than the avere
age Japenese worker, This has been partly explained as due
to the difference in diets.

Another item of internal trouble iam seen in the fact
that the most complaints against Japanese encroachment on
trede came from the New Englend mills, Little was heard
from the new southern mills, It is in these new mills, site-
uated close to the source of the raw cotton, that most of the
modern mechinery is located, Labor is cheaper in the South,
although it is still high above the Japanese level of wages.
The efficiency of some of these new mi 1ls in the South is
rated as higher than that of the Japanese mills,

Perhaps the New England textile industrialists are
losing more business to the southern #ills than to Japan.
This possibility is reflected in a letter from Seecretary of
State, Cordell Hull to Representative Doughton (democrat,
Horth Carolina) on April 12, 1935, Said Secretary Hull:

"Manufecturers and business men frequently display

a tendency to exaggerate the importence of ocompetition from

new sources tthe italics ere my ownl.,.Japanese competition

|

in cotton textiles during the first mokths of this year affords

& case in point.....As you know, there is almost continuous

pressure upon this goverament from meny groups desiring in-
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ereased protection agalnst competition, whether it be from

domestic or foreign sources.

"In my opinion it is not only unwise as a genersl
policy to yield to the demend for greater restrictioms upon
imports, but would be particularly unfortunate at this time,
since such aoctions could not but weaken the leadership of the
adminigtration in the efforts that it is making to reduce
the meny restrictions hempering the f‘léw of international
trede,

"Furthermore, our internmational position gives us
little justification for reising new barriers against imports
at athe present time. Although the United St¢stes is one of

the principal ereditor nations, we still export more then we

import, The value of the excess of our exports over our
imports last year amounted to neearly half a billion dollsrs.
Thet excess was balanced...by our ¥ery heavy imports of gold,
but this situation eennot continue indefinitely. We must ime
port more if we are to maintain even the present volume of
exports,”

Inetfioienoy of organization end productive equip-
ment at home, large emounts of Japanese cloth imports felling
into a few classifications, both effecting the American tex-
tile industry. Which is the more seriocus reason for domestic
trouble is debatable. Let it be said in passing, however, that

divisions of the textile industry, not affected by Japanese

imports, are equally demoralized; this on the euthority of
the president of the Cotton Textile Institute, ¢, T. Murchison,
The ingensity and quantity of the ories against Jap=

anese gotton goods are not justified, They cover up e dom=

sstic evil, As has been said, from this group, the loud
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minority, hes spread the scare of the "Japanese Trede Menace".
The American textile industry should either sersp part of its
plants, or renovate th&n, modernize them end reorgenigze their
production end marketing methods,

In the textile industry we found productive weaknesses
in domestic mills accounted for part of the “Japanese Trade
Menace", In some of the other industries which have reg~
istered complaint against imports of Japanese goods we find
another unsaelutary condition, These domestic industries are

generally more efficiently operated than similar Japanese
enterprises., The business taken from them would not be so
great were it not for their marketing methods, Perhaps, but
for this factor Japanese inroads on such domestioc production
would be negligible. |

2. Monopoly Practice,

These marketing methods are monopolistic. We found
thet Japen has cartellized her industries, but her financial
monopoly over industry is direected at furthering world trade,
lowering costsy The marketing methods of the Americen induse
tries tend toward monopoly aimed at the consumer. The goal is
higher prices, higher profits. '

One must eonsider the c¢onsumer. There are nearly 130.-
000,000 consumers in the United States, There are a small
numbey of industrislists. Looking at the inroads of certain
Americen business made by competitive Nipponese products from
the industrislists stendpoint, there may be cause to complain,

Looking at these inroads of Japanese goods, equal in quality

to Americen products end lower in price from the consumers
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view point, there is less cause for complaint, Certein dif-
ficulties still encousmttered from other slents than that of
the industrialists will be discussed in a succeeding chapter, l
As an example of monopoly practices in this country,
which Japane:o‘goods might do well to break, since our anti-
trust laws do not seem to apply, take the cases of incand-
escent bulb menufecture end the fish canning operstions. ,
These two industries produce geods affected by tﬁs Jepanese ; i
competition, ]
In menufacturing electric lamps, domestic production ﬁ
is the most efficient in the world, Approximestely 90 percent
of all domestic production of this commodity is controlled
by one large company and six smaller compenies operatimg under
its patents. These compenies ere all members of the National
Electricel Menufecturers essocietion recently cited for a
variety of melpractices by the Federsl Tyode commission,
Prior to the appemrance of Japanese lamps i th Aner=
joan market, no domestic lamp sold for less than 15 cents re-
tlil.(;é) .whan theaolforeign imports atteined considerable
volume, the American menufacturers brought out a 1l0-cent lamp
for the first time in history. frioea in larger domestic
lamps wero reduced, As & result, the Americen consumer ben.
efitted, American production did not sink beneath the waves
of competition. Ié fact, judgi?ﬁlgram the most recent reports
on trade with Japan during 1936 » the imports of lamps from
Japen hed decreased sfnce 1935, domestic production gaining
headway, This item is not listed 2s a prineipal import from

Jepen, There are importes velued as low as $59,083 on the list,
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Iminent danger to the domestic canned tuna industry
from Japanese imports was ecleimed., Such contentions were not
substantiated by the findings of the United Siates Tariff
Commiseion., T.A. Biuox;(lazu)rmrizen the findings of the
Commisssion which were reported to the United Sgates Senate,
Jenuary, 1936, as follows:

"The Commission found that the net effect of the
imports from Japan was a reduction of the domestic prices
leading to a large ircrease of consumption, the benefits of
which were shn.red. in large measure by the domestic industry,
Nor did the lower prices adversely affect the American fisher-
men, The main resul}t was to reduce the bro-ﬁtl of dmatio
canners, which hed greatly increased during the period when

the request for an inecreased duty was made,"”

Two other industries produce goods which are affected
by Japanese commodities listed by the United States Tariff
Commission as auﬁstantially competitive, They are pottery and
the wood bark mem@ifecturing industries., These industries ,- to=
gether with the canned fish and electric lamp enterpriges and
the large item of cotton cloth manufactures, make up the bulk
of the industries affected by the 10.2 percent of Japanese
imports listed as competitive by the Commission.

There mey be cause for dislike of imports of Japanese
earthenware end china into the United States. However, al-
though Japanese exports of such commodities have increased
since 1932, they are still smaller then in 1929, and are

declining in proportion to domestic production.

Japan only supplied 37.5 percent of total imports of
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wood and bark manufactures into this country imn 1935,
Most of such imports from Nippon were novelty items offering

(13)
no important competition to domestic productiom,

Foreign larket "

Another supposed ground for complaint is that Jap~
anese goods are stealing American foreign markets. Investig-
ation revesls facts which bend to minimize this faoter, Over
60 percent of horioan exports are sent to Europe and Canada,
markets where Japanese competition is negligible, It was in
these markets that the greatest decline in American exports
since 1929 is evidenced, The largest ebsolute incresses in
Japan's trade occurred with Asiatie omtﬂusu)'l‘hc increase
in value of Americen exports sinece 1933 has been greater tham
that of Japanese exports, The percentage Americen exports
formed in the total world trade between 1955 end 1955 showed
& slightly larger increase than the Japanese figuro.us)

With the exception of cotton goods, Japenese commodities
do not seriously compete with Americean exports. The possiblity
that part of the trouble in the cotton industries may be found
et home hu been suggested,.

Dr. Ben Dorfam speaks from & position of suthority em
the U.S, Tariff Compission whan he nynfls) "It eppears that,

for the most pert titelics are my omnd, the United States

and Jepan specialize in different markets," He further states

that the brunt of Japam's conquest of foreign merkets is born
by other nations thsh the United States,



Smmary,

In review we find that :agtly 10,2 percent of our
inports from Japan in 1934 wnroilet en essentially eompetitive
neture. The alarmist reports of a "Jepanese Trade Menace"
have been coming from & relatively small groups This group
ineluded only a pofﬁcn of the industries affected by this
10,2 percent of competitive goods from Japan. In analyzing
the oomplainﬁs we find that they are eecasioned in plr\-
how mugh is debatable=-by internel conditions rather than the
comparative advantage which industriaslists cleim is held over
them by cheap Japanese labor, These internal conditions
are poor, antiquated productive and administretive efficiency,
and domestic monopoly prices with their attendant higher pro-
fits for ommers,

We find, howewer, that the adventege of Japsmnese labor
costs is & real one which is enabling the Japanese to sell
cotton goods in our merkets for from 30 to 40 percent less
then cen our domestic producers at present., Monopoly prices
here enable Japenese goods which are produced with methods
less efficlent than the American to undersell the local pr&-
duct,

Few menufectures wi th modern plants end industrial
methods, and who are not mainthining monopoly prices, are
complaining of Japanese ecompetition, Even in portions of the
textile industry not affected by Japsnese imports there are
serious internel troubles eand demorslized conditions,

The difficulties occasioned in this small section of
the industrial set-up in the United Sgates should not be nursed |
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by higher tariffs, Book cé. ‘of this treatise discussed the
effects of such policy., Perhaps & recent remark by & member
of the United States Tariff Cormfission would serve to enforce
this point,
In the February 1937 issue of the Far Eastern Review,

Dr. Ben Dorfam of the Commission remarks that it is "important
for us to appresiate that Japan*s trade expansion is a faot

which the United Stetes, by itself, is in no position to modify
apprecisbly except &t a loss to itself", The raising of teriff |
berriers indiscriminately would rebound to netional harm,

Fpom the stendpoint of the consumey, much of the inflow f

|
of Jepanese goods has been beneficial, Low prices on many {!

goods allow certain classes in this country to enjoy commod=

/
ities they could not buy at the prices set by domestic industy. /”

If this portion of domestic consumers camnot get such goods /
at low prices, they cammot buy them.

From industry's viewpoint, especially comsidering the
aspects of labor and the eff'ect on capital outlay, & smell per-
centage of the complaint against imports of Japanese commod«~
ities is justifieble. The Japanese damage to American foreign
trade has been greatly exeggerated., These difficulties should
be met with the aim in mind of doing the greatest good for the
largest number snd for the longest time, But the road to Utopia
is not smooth, The obstasles which block the way saunot be
gtepped over lightly.

! With the Japanese trade menace bogey reduced to its

actual proportions, the difficulties which remain cen better

be approached, Some of these apparent problems will be dis-

cussed in following pages.
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RECIPROCITY

"Reciprocity. Internstion Trade, That relation or

policy as to trade, etec., between countries under which special
adveantoges are granted by each to the other", Thus speaks

Webster's dictionary.

Method,

In accordance with an act on Congress, approved June
12, 1934, (and recntly extended for another three years until
1940), the reciprocal trade-agreements program now being foll-
owed by the administretion of the United States govermment come
prises sn amendment to the Tariff Act of 1930 and sdds to its
Title III a new portion entitled, "Promotion of Trade",

The addition of this section opened the gates to foreign
trade expansion in the United States. This new section libere
niiud and elasticised the restrictive Smoot-Hawley tariff as
follows:

"(a) For the purpose of expending foreign markets for the
products of the i‘ln:lted States (as a mesns of assisting in the
present emergeney in restoring the American standard of liiing.
in overcoming domestic unemployment and the present economﬁ
depression, in increasing the purchasing power of tl_u American
publie, end in establishing and mainteining a better relation-
ship among verious branches of American sgriculture, industry,
mining, end commerce) by regulating the edmission of foreign
goods into the United States in accordance with the character~

istics and needs of various branches of 'Amorican production
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so tho.t foreign markets will be made available to those
brenches of Americen production which require snd are cap-
able of developing such outlets by affording corresponding
market opport\mitiea for foreign products in the United S¢ntes,
the President, whenever he finds as a fact that any existing
duties or other import restrigtions of the United States
or any foreign oountry‘u'o unduly burdening and restricting
the foreign trede of the United States and thet $he purpose
., above declared will be promoted by the means specified, is
authorized from time to timew-

"(1) To enter into foreign trade agreemtant: with fore
eign governments or instrumentalities thereof: and

"(2) To proclaim such modifications of existing duties
and other import restrictions, or such additionel import res-
trictions, or such eontinuence, md for such minimum periods,
of existing customs or exedse treatment of eny article covered
ﬁy foreign trade sgreements, as are required or appropriate
to carry out any foreign trade agreements that the Presidsnt
has entered into hereunder. No proclamation shall be made
increasing or decreasing by more than 50 per centim any exixte
ing rate of duty or transférring of any article between the
dutisble and free lists. The proclaimed duties and other impert
restrictions shall apply to article the growth, produce, or
menufacture of all foreign countries, whether inmported directly,
or indirectly: t(This outlines 4he non-discriminatory policy of
the reciprocal agreements, Cuba alone was granted some special
concessions through & former pact of Dgcember 11, 15021,

Thet the President may suspend the application to articles the

growth, produce, or menufacture of any scountry because of its
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discriminatory treatment of Americen commerce or because of
:thor ascts or policies which in his opinion tend to defeat
the purposes set forth in this sectionj; and the proclaimed
duties and other import restrietions, shall be in effect from
and after such time es is specified in the proclamation. The
Presidént may et any time terminate any such proclamation in
whole or in part.”

The progrem is thus based upon two fundamental postul-
lotess The encoursgement and restoration of foreign trade
is essential to the progress of economic recovery in the United
~ States, A foreign trade revival cam be greatly expedited by
the removal or mitigation of the rmumerous and verious existing
restrictions on the flow of commodities in international commerce.

The methods of procedure in working out the reeiprocal
agreementy were briefly outlined by Secretery of State Cordell
Hull in ean sddress to the American Ferm bureau federation at
Nashville, Tennessee a little over a year ago:“?)

"Incressed imports, however, will be stimulsted on the
basis of causing the least possible disturbence to domestie
production. The most careful seientific study by experts will
precede the reduction of duties on our part and the removal
by others of barriers obstructing our trade. To those who
are fearful of the effects of the trade sgreements, I would
point out that we are permitted to reduce rates to no more than
50 percent and cannot treansfer any article from the dutiable to

the free list." |
It has been upon Cordell Hull tha{: the responsibility
of guiding the ship of reciprocity has rested; he has managed

his difficult ship with a skill which should place him among
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the greatest secretaries of state in the history of this nation.
It is to Cordell Iull that meny business men in this country
owe the dollars in thelr pockets they heve gained through
recent increases in the foreign trade of this country.

The procedure of selecting those commodities for rec-
iprocal treatment which are complimentary rather than com-
petitive is, from the standpoint of domestic industry, the
most practical, effective, and least disturbing method of
liveralizing our foreign trade with its ettemlant profits for

American business.

TWhat Has Been Done.,

By April 24, 1937, sixteen reciprocity agreements
had been concluded under the supervision of Secretary Hull,
One is now pending with Ecuador, The sixteen now in effect,
or soon to come into effect are with: Bpazil, Beigium, Haiti,
Sweden, Colombias, Caneda, Honduras, Netherlands end colenies,
Switzerlend, Nicaragua, France and colonies, dependéncies, eand
protectorates other then Freneh Morroco, Guatemala, Spain, El
Salavador, Coste Rica, and Finland. A treaty with reciprocal
provisions was mede with Cuba in 1902 and its preferential
portions were specifically continued and improved under the
prdvisione of the reciprocal truade agreements program,

As concessions allowed one country under the program
epply equaelly to all, uniformed objectors sometimes e¢laim no
one country would benefit largly from such a treaty. 'Ihe con=
struction of treaties, however, 10. mostly made up of commodities
in the production of which the treety countries held peculiar

advantages over other nations.
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Ancther source of objection %o the present treaty
progrem wes voiced by Republicans, led by Senator véndenburg,
when the question of remewing the program for another three
years was brought up in Congress recently. Vendemburg pointed
out thet our imports were increasing more rapidly than our
exports.

Remembering the fundamentel of trade, that goods must
be pakd for with goods, in the long run, it might be well %o
requote & section of Secretary iull's letter to Representative
Doughton, mentioned previously: ; y

" eesAlthough the Uﬁitod States is one of the prineipal

creditor nations, we still export more than we import. tThe

italics ere my own.) The value of the excess of owr imports

lagt year smounted to nearly helf a billion dollars. That ex-

cess was balanced...by our very heavy imports of zold pyut
this situation camot continue indefinitely, We must import

more if we are to maintain even the present velue of exports,"

Bilateral balancing of trade is, in effect, a nefarious
theory, In recent years, Japan's balance of trade has favored
the United States, At the seme time, the trade Nippon conducts
with the United Ki_ngﬂom hag been in Japants favor since 1938
(up to and through 1935). But, Japan's total foreign trade
nearly balances, the indicator shifting from more imports in
1934 to more exports in 1936, As a matter of fact, the edge
Japan's total exports held over imports in 1935 was nearly
the same figure imports from the M‘bod S¢ates held over ex-
ports to that country,

It is not the purpose of Book Two to argue the merits
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of reciprocity and the end boward whish it works. It is hoped
that that has been shown in Book Ones Dut &s the result of the
new methods adopted in 1954 and which have been going into
force since them, definite increases in the foreign trade of
the United States have been noted.

Meny factors enter into the development of foreign
trade, It is impossible to isclate the absolute effeet of the
reciprocity treaties. However, statistics indicate a definite
beneficiel result of the poliey. During 1935, the total
exports of the United States increased between seven snd thirteen
per ccnt.(ls) The general imppovement of world trade during
this time was evidently due in the main to the notable expane
sion of the foreign trade of the United States,

The connecti m between such figures and the reciproeity

treaties is shown on page 388 of the 1950 Foreign Commerce Year=

book published by the United States deperiment of comnmerce, It
says that the United States "showed an incresse of $310,830,000,
while the combined trede of all the other countries increased
only $179,400,000, or less than ane per cent, In this connection
it should be pointed out that the trade agreements negotiated
by the United States with a number of othex} countries represent
the most important attempt to lower the barriers hampering the
free flow of international trade. While most of these agree-
ments went into force only in 1936, those with Cubs, Belgium,
and Sweden were in force for 12,8, end 5 mql_nths of 1935, res=
peotively; end the trade of the Un{lted Stai';les with these three
countries for 1935 showed en inore?puao of 28 per cent over

1834, os ageinst an increese of o:dly 13 pq’n cent for other

countries,”

\ ! \
ok \
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Such figures are prima facie evidence that the concess=
ions made by the provisions of the treaties stimulated exports

to these countries,

Need--Japan,

Japan is in the tmfo:mnafo position of breaking the
status quo of international trud; relationships, For years,
world trede hegs gone on without much considerstion of Japan
es & trede power, Now she is coming to the front, other nations
fight ageinst her entry into world markets., DMore than 60
markebs throughout the world have imposed restrictions on Jape-
enese goods, Less than 30 remain open on equel terms,

Japen is in the same position as was the United States
in the early days of her industrial development., Then, our
goods flooding into Englend snd other European countries were
brended by foreign industrialists es "Yankee notions...cheap
goods,” But, finally other countries hed to move over and meke
room for this nation in the international scheme of trade, Btc‘n
eral years ago, this country was upset by "German dumping".
Huge amounts of commodities flowed into this country from Ggre
meny end were sold here, There was a shout, Teriff barriers
were raised egainst the "menece", Many efficiently produced
German goods continued to come into the country. Americ:n
industry gradually readjusted itself, Germany, again, became
a section on the international trade map,.

So it is with Jepan, The world must move over snd
make room for her, If not, the consequences will be more
costly then minor dislocation# of industry,
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Said Hirosi Saito, Jq;mu Ambassedor to the United
States, in sn eaddress to the Japan Society annue] bsnquet at
the Waldorf-Astorie Hotel, Merch 30, 1937:

"Jepen is & growing netion; the population is in-
ereasing steadily, and there is but one means by which the
people cen subsist upon the confined limits of thelr island
empiie, This is by industrislisation, e have besome of
necessity the one industrialized nation of the Orients By
manufceturing for others we can continue to live. But in order
to manufacture we must hove access to raw materisls, énd in
order to sell the products of cur lebors we must have markets.
Ve are ready end willing to purchase the raw materials, but we
should not be eble to do so if deprived of markets," '

In a few sentences, Ambassador Saito has summed up
Jepan's need as a nation, From sn internal standpoint, slso,
Japan needs increased tredes, that the growing testes for westera
products being instilled in the populsce might have some chance
of being setisfieds | '

Ambassador Saito's speech gave & veiled hint of the
costly consequences of ineressed restrictions of Japan's trade

already mentioned, That is the cost of peace.

Pesge,

If Japan cannot gain au outlet :i‘.o‘;mi her products by
commercial practices she must dominate mt/;rk:ets politically,
that she might sell as well as buy, The enly other r-uour.o
open to Japan would be to close her dooi'a s shut down her m chines,
introduce the old-time infenticide, inteunsify seientifio egri-

_eulture, and become & foudal netion shut off from the world
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egain, Such a consideration, in the .view of the present-
dny,worid, is asinine.

In asking for the continustion of the reciprocal treade
policy in Congress this spring, President Roosevelt spoke
of it as a mesns of bringing about "dursble peace" throughout
the world,.

Continustion of the program, said Cordell Hyll to the
Ways and Mesns committee, "insures thet our country will con-

tinue to have adequate means of action in faver of peace at a

time when the world hesitates precariously at the crossroads
of peace snd war®,
i With all essential trade difficulties with Japan centered
in 10,2 per cent of our trade with her, it would be deplorable
if the congideration of the cost of adjustment of the trade
relationships were held to be higher &han the oest. of war,

The United States and Japan are among each other's
- best customers. The furtherance of trade between the two
eot_mtrié: would put too high a prﬁm on politiétl holtilitiu;
Inox;easod trade would, in contrary ratio, bring decressed
chances of 'lny war between the two countries., A firm, lasting,

nnqﬁrofitable peace with Japan is a great need.

United States.

Admitting that the principal difficulty lay in Jap=- -
anese ooipetiﬁon in the textile field, and reiterating that
the bulk of our trade with the island neighbor is non-compet=-
itive, C, T, Murchison, president of the Cotton Textile In-

stitute, said in an artiele in the August 23, 1936 issue of the

few York Times:
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"The meintenance of this type of non-competitive
trade is highly importent to the economic welfare of each
nation.” He' pointed out that the United States only rec-
eived 1,3 per cent of all Japesnese exports of ob’cton goods in
1935 which smounted to 2,275,109,000 square yards. He emph=-
asized the fact that it would be "deplorable and inexcusable”
if the profitable trade between the two countries were to
suffer from illewill, competitive prsctices, or diserimination
over a hegligible pe} cent of the foreign trade total between
the two nations,

It is essential to the inereasing welfare &f the
country that the foreign trade of the United States egpand.
Most of ocur large industries are organized to produce more
than enough commodities for domestic consumption. The closing
of our doors to foreign imports in an attempt to gein complete
dominsnce of the local market would mean the curtailment of
production in such industries; for in closing our doors to
our neighbors, we would be effeeting the closing of theirs
to us, Foreign countries can only buy our goods with theirs,
If the United States wishes to increase its production, and,
with this incresse, her standard of living, she must sell to
foreign markets., If she is fo sell, she must buy. Why not then
encoursge trading which will not offer serious competition
with domestic production. Suchare the methods of the rec-

iproecity progrem,

Difficulties
The prineipal difficulties are few but potent. They

fall nsturally into three major classifications, political, |
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economic, and social, Of the three, the last is the most
obstinant, and important,
Political

Since the days when it used to be forraign trade,
politicians have had a peculiar tendency to think of balance
of trade only in bilateral terms, The ressons for such narrow
thm;ghta are suspect. They are also fallacious, But, the
tendency persists and any negotiations affecting the froeign
trade of any country is met by & storm of protest from certein
politiciens, for sincere or political ressons, if the balance
is "not fevorable", Fortunstely, the numbers of such objectors
is shrinking, These numbers dropped perceptibly in this
country at the last election,

Stebility of any tresty with Japan is uncertain because
of the instsbility of the administrative government, Various
classes in the Japanese populace look to increased trade through
different colored glasses. The militarists see it as a means of
gaining wer supplies and capital. The lsboring classes see it
as & means of satisfying more of their wants, The industrielists
see it as a means of gaining more profits. Gen;ruly, these
internsl desires can be coordinated ss far as international
trade is concerned in volume, but not in cmmmodities.

The recent sweeping election of the Diet in which the
militarists received a serious setback might indicate a more
stable and reciprocetive Japan. A Japan %o which this country
coulld sell more of its menufsctured products as well as its

raw materials; vhich bringe us to another consideration,

Economiec. ‘
The United States is the greatest industrial power
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on esrth. She needs markets for her manufectures as well
&8 her raw material production, which im undoubtedly important,
8lso.

The unfortunate faet about the trede betweem Japan
and the United States has been that exclusive of Japan's
export of raw silk to this country, +the general volume of
trade has shown exports from the United Siates to Japesn as
mainly rew meterials and the imports from Japsn to the United
States as largely manufactures.

It has been s own that only a small percentage of
Japsmese menufectures into this country cause trouble, largely
textiless The diffieculty lies in stimulating the exports
of American manufasctures to Japmn. Such a procedure has been
resisted by the militery class in Japen who have been attempting
to make Jepan as self-sufficient industrially as possible, 13-
esmuch as she sannot be aelt;-mfﬁoiont in natural resources.

The case of automobiles is an exemple. No automobile plant

may be orgsnized in ¥ pin, todsy, unless 51 percent of the
stock is owned by anma;. The building of trucks and cars in
Jepan hes ineressed under & militery dominated government and
American supplies of aszembled cars snd parts have fallen off,

The fact remains, however, that there sre certain n:@-
modities which can be manufactured in America much more .fﬂ‘*
iently than in Jepsm.

The growing tastes for western goods have been suppressed
by t'ho govermment in Japsn. As a result of the recémb
election, this may cesse, &An inoressed desire for American

commodities would increase the flow of menufactures from this
country, es well as raw materials and foodstuffs, Such
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a situetion would do much to conciliate lsbor in this country,
which would be producing the commodities concerned, This thought
| leads us to the social question.

Soeial,

It is here that the greatest obstacle to readjustment
of the present unsatisfactory situation lies, With a trade
relationship which so naturally lemds itself to reciprocal
treatment, on paper at least, one would think difficulties
could be brushed aside easily. Principel bulwark of the soc-
ial obstacle is found in the textile industry which comprises
e portion of the only 10,2 per cent of goods imported from
. Japan which are essentially competitive. This item might seem
unimportent in relation to the whole; but in itself, it con-
stitutes the greatest substantial reason for trade friction
with the Orient.

As the trouble lies in the textile industry, prinecipally
cotton, it might be well to consider the extensiveness of
the industry, in order to see how serious a displecement of
the industry might be, |

From the standpoint of employment, the cotton textile
industry stends first among all processors of egricitlture com=
modities. The aversge employment from Januery to June 1935
was 408,000. The aversge anmual value of woven cotton goods,
over & period of years, totels sbout §1,000,000,000, This
constitutes two or three per cent of the value of all mane
ufactured products of the United States, and sbout 15 per
cent of all textiles,

‘There has been a gradual drift in the cotton industry
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from the northern New Englend states to the South, Whereas
the Qouth produced sbout 50 per cent of the value of domestic
cotton products in 1923, it produced about 70 per ém’a in 1933,

The obapleaccnoo in the industry is centered largely
in the New England mills, As previously mentioned, 60 por
cent of the cotton textile maghinery is estimated as obsolete
end only 10 per cent moderm,

A gommittee appointed by the President to investigate
the cotton textile industry found the excess capaecity to
produce end the obsolescence of the industry to be serious
problems‘fzo) They found thet the inefficiency of the industyy
wag generally present throughout the entire industrial organ=-
igation, in its methods, capital outlay, supervision, etec,

In looking at the situation from the present standpoint,
then, the problem of renovating the industrial policy of the
cottém textile industry is enormous, Exports are disagreed
88 to whether the apeuditﬁro of large capital outlays would
be worthwhile, whether the industry could then shake off the
Japanese competition without trouble. As the present time
production in this country is ebout three times as great as
that of Japan and nearly 100 times as great as our cotton goods
imports frou; Japan, the renovating process would seem to be
able to gain a good start,

If the trouble within the industry cannot be met
internally without higher tariffs at the expense of the eon-
sumer, then some transition must be made, The surplus labor
mist be transferred into some field in which the United
States enjoys & comparative advantage, of which there are many,
It is necessery that trade be stimulated in order to make 3
room for tremsferring leborers, It is the transition which



wllBe
presents the major difficulty of all,

To say to the current textile worker in the mills,
that in the ‘leng run a transition of labor from cotton man=
ufacture into, say, raw eotton production would be beneficisal
to the United States, sounds fine, But, what of the present
worker? IHis reply is that such e plan is well and good but
"Whet sbout me? I know nothing ebout cotton farming, I
know little about other types of work, There aren't any
jobs open now., My grendson might benefit, but what about me?
I've got to make e living or starve. I have a right, as
an Americen citizen to have my job protescted”,

There is the Juutiﬁcaﬁm for complaints egainst
Japenese competitive inroads., It lies not in the howls of
the industrialist maintaining monopoly prices, It lies with
the laborer supporting a family with & job, when other jobs
are not now to be had,

. dmy solution must take this fector inte comsideratiom,
Labor forms & large portion of the Americen public, If any
reciprocal program with Japan is to be worked out, a possible
necessity of transition of labor must be considered seriously
in the light of social justice.

The stand of labor in the United States as to rec-
iproeity trestments has in the past been uncompromisingly
against any lowering of the barriers to competitive products,.
However, the suggestion that perhaps the root of the trouble,
as pointed out previously in this treatise, is at home in
the textile industry snd an eradication of this evil would
take care of the difficulty, has been recogniged lately by :
lebor, Labor's view has lately undergone & startling shift, if
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the expressions of one of its leaders means enything,
In the spring of 1955, F. J, Gormen, vice-president
of the United textile workers of Am&iu, seid in a speech to
a New Englend textile groups that lebor opposed increasing res-

trictions on imports of Japanese textiles because, he seid, the

roots of the present troubles were to be found "within the
domestic industry itself”,

Gormen's attitude represents & radical shift in the
position of labor om this issue for in 1930 when the Smoote
Banloy Variff 11 was belsg diveusted 1n Geigrosn, Jodsr loads
ers lobbied extensively to obtain incressed duties on foreign
textile products,

Perhaps, then, labor is now looking at the problem in
e fair light, Keciprocity is valusble and beneficial to dom=
estic labor and the United States. The working out of means
of inoreassing trade between countries brings certain difficule
ties to the front, These difficulties should be analyged to
see if they are the result of internal inefficiency fostered
by past lack of competition, or are resl results of trade pol=
icies in themselves,

The next step is to consider these difficulties, to
attempt to minimige or eliminate them, while continuing the
general beneficiel policy of freeing trade as much as possible,
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ATTACKING THE PROBLEM

The Problem, - :

An utimatpd 2,225,000 persons, exclusive of those
engaged in shipping, brokerege, insurance, and related ser-
vices, obteined their living by producing goods for export in
1931.(20A)Appreximltoly 1,750,000 of these workers were en-
gaged in agriculture. A million were cotton farmers, There
are well ovor a million others indirectly aided by export
trade, those producing foodstuffs and clothing for workers
producing exports, in the building and repair of factories,
machinery, carriers, ete. used in export production end trade,

In 1933, (world trede figures reached their nadir in
1934 and have been rising since) 66 per cent of all cotton
produced in the United States was exported as was 64 per cent of
the gum rosin production, 68 per cent of the prunes, 51 per
cent of the sardines, 50 per cent of the tructors end parts,
49 per cent of the borex; 47 per cemt of the patent side
upper leather, 41 per cent of the power-driven metaleworking
maghinery, 30 per cent of the office appliances, 12 per cent
of the air-eraft (including engines and parts), 11 per cent
of the lumber and timber, and seven per cent of the autom=
obiles, to mention only a few importent oommoditieuai

The total world trade of the United States for the
twelve months of 1936 ending December 3lst amounted to
“,81@,“4.373?“ Her exports exceeded her imports by
$26,379,401, Among the purchasers of these exports we find
Japen %o be our third best customer, buying in 1936 $204,186,330

worth of commodities which amounted to approximately 31 per



«ll6=

cent of Japan's total imports from all countries.

The reports of the department of commerce in 1935
on the world trade situstion said, in part: L "Geared for
exports in large volume, Americen industry and sgriculture
were seriously upset by the curtailment and, in some instances,
the temporarily if not permanently lost mkai:l. At the be=
ginning of 1935, large tracts of productive land, hundreds
of thousands of workers, and millions of dollers of maghinery
are idle, a;niting en increase in the volume of export trade,
which, to a large extent, must be gemer:ted by or grow out of
a revivel of import tredese...It id doubtful that those who
recommend the virtuel reuncuncing of our export effort have
fully considered what this would mean, By this time, there
should be & clearer understanding of what the greet decline
in our export trade has meent, in terms of capital losses and
enployment and paralysed purchasing power,"

It might further be added that those who recommend vir;
tual renocunecing of future export effort, necessarily beased
as it is on an increase of imports, fail to realize what further
decline such sotion would mean to our present export trade,
Teke for example the case of Japem. Largely because of the
high berriers thrown sgainst her by this country end the
United Kingdom in recent years, Japan already has experts
investigating the possibilities of extensive cotton raising in
Bragil, North Chines, Siam, snd Peru, and experimenting for
substitutes, She can only buy American cotton, the largest
single item on her import list from the United States, with
goovds she sends to this country., If Americe will not buy
Japm’i' goods the Nipponese must turn to countries thet will,
buvine her rew meterials and commodities from them. She is
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already dgj;ag this commercially end politically., To repeat,
there were in 1931, approximately 1,000,000 ecotton producers
in the United States. Exports of raw cotton from the United
States to Japan in 1936 totalled §$35 ,210,489.(u)

Viewed 8s a whole, theny the loss of trade is more
dinbatens o thie somntey Sive WS €LEAMIeE tidirel by
trade promotion, As we have seen, the true difﬁeulti.os in
the case of Japan are comparatively few, but absolutely worth
full consideration, With Japan regularly buying millions of
dollars worth of co:nmodities from us, we cannot afford to |
allow difficulties arising out of a small portion of this
trede to damm the flow of bemefits to both countries. We must
first find some way of surmounting or solving the difficulties.
We must then continue to build up our remunerative trade with
Japen,

It is to the building of a remunerative trade with
Japen, in en effort to raise the standerds of living to bemefit
the consumers, to aid the industries of both countries, that

we now turn.

The Working Meterials for Reciprocity.

The nonwcompetitive products of Japan are the working
materials out oi" which to construct e reciprocal eagreement
between tho~ United States and Nippon. The largest item of
non-competitive products in our trade relations with the
islend is raw silk, which is edmitted free, However, the
findings of the United States Tariff comi.uion(u)uhw that
nMMltin items which are dutiable under the present
tariff act formed the largest group percentage, over 17 per cemt,

of all United States imports from Japan in 1934, exclusive of
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rew silk,” The total value of non-competitive imports on the
free 1list, ox:lusive of raw silk, was $13,836,540 in 1934,
(It mist be kept in mind thet the general level of imports
from Jepen in terms of the dollar rose approximately 46,1
per cent between 1934 and 1936, The figures given for 1934
would be somewhat larger for 1936), The total value of non-
competitive imports om the dutieble list was $20,455,749 in
193¢,

It is these non-competitive imports on the dutiable
list that we now examine, These imports fall inte four bread
categoriesy o

1; Imports of which we have no domestic production,
Included in this list are such commodities as various types
of hat braids end bodies, natural camphor and menthol, bristles,
distilled oils, natursl graphite, bamboo and ratten articles,
wood novelties amd carvings, canned oranges, dried mushrooms,
Oriental food_r!mtfs, Japanese prints, hemp and remie fabrics,
rush end rice straw rugs, strew énd grass menufactures, light
and mediun weight habitee, Fugi cloth, Japeanese rice smd tissue
paper, Japanese etohings, Oriental clothing, sandals, kimones,
ete,, and novelties,

Although these goods have no domestic counterpart, the
principal rates of duty are 25,35,40,55, end 90 per cent of
the production value of the goods, with the result that domes-
tic seles are curteiled and a serious restreint is pleced

ageingt their importatiom,

2, Cormodities, for which our domestic production is

insufficient and which we depend upon Jepan for most of our



«ll8=

consumption. This ieoonﬁ category includcs certain vegetable
powders, egar-agar, 4do¢or'utod china and porcelain articles,
novelty glassware and baskets, wo§1 hooked rugs, silk handkere
chiefs, papier mfiche, copying paper, incense, glass beads,
dolls with moveble parts, china porcelain, and bisque deolls,
miscellaneous brushes, and Christmas decorations, With duties
on these products ranging from 25 to over 100 per cent, the
resulting exclusion of commodities again is not aiding the

development of any industry.

8, Commodities imported which are inferior to and
- cheaper then similar domestic products and reach a distinotly
different class of buyers which do not buy such goods unless

they cen get them at the cheasp Japanese prices, In this group
are found low priced jewelry, cheap optical instruments sand
magnifiers for popular use, ailvor-phted. teble, household

and kitchen utensils, inexpensive friction tape, ohué tennis
rackets for children, low priced imitetion peerl beads, and in-
expensive mechanicel toys, musical instruments, and fishing

baskets,

Despite the fact that these commodities are of & dis-
tinckly different type or grude from the domestic production
and reach a different layer of locel demend, the tariff rates

vary from 40,50, snd 60 per cent up to 100 per cent,

4, Commodities which are superior to and more expen=
sive than sin;ihr domestic products in some cases and of which
there is no exact domestic duplicetion in others, This group of
highly taxed imports includes, silk febrics end silk, cotton
and rayon weering apperel probebly embroidered by hand, cer=
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tain broedsilks such as gemuine pongee and Fugi cloth (Fugi
eloth is listed in section 1 as there is no domestic productiom,
However there is a small production of imitetion pongee in

the United States, inferior to the Japanese snd not giade of
the real Tussah silk), There is, of course, vast production

of silk, cotton and rayon wearing apparel in this country, but
the imports here indicated are the hand embroidered and very
expensive type, and the cotton bedspreads, end table and bureeu
covers which are chiefly India prints or Japanese blue prints,
There is 2 considerable demend for such goods in Americe, but
no domestic production. Otherveomoditiu in tﬁia category are
fresh-water pearl buttons and handmade fens,

Thege goods tap a different layer of demand than the
inferior and cheaper domestic production and yet suffer under
rates of duty renging from 30 to 150 per cent,

Such is the unsatisfactory and unfortunszte policy of
trade with Japen in rogard'to over $20,000,000 worth of commodities
which are not essentially competitive with domestic preoductiom,
Duties on these non-competitive items range from 256 to 150
per cent, th\;a keeping goods out of the United States which
would not interfere with sound domestic production end would
tend to reise the standard of living in this country, would ben=
efit the consumer,

(It might be well to pause to answer again & question
that comes to mind at this point. Are not many of the preced-
ing goods competitive indirectly, if not directly? In the
first place, & rising standard of living is vaboolu'boiy prede
'1oatod upon an inereaging consumption of enjoyablo goods,
Secondly, if the substitutes, or indirect competitors are sup-
erior utilities, the Americen consumer will turn to them, If



not, they should not be encouraged for their continuence

will build up an ertificial situation,)

The Competitive Problem,

|

How, to consider the alleimportent question of what
to do with the troublesome competitive 10,2 per cent of Amer-
ican imports from Japan. As hes been shown thil difficulty is
centered in the .toxtilo industry. As has not been shown, a
definite step toward remedying this condition has beem taken,

On August 23, 1936, C.T, Murchison, president of the
Cotton Textile Institute, wes quoted by the New York Times

es giving three weys of meeting the trouble: higher tariffs,
which he discerded; voluntary quote by Japenese governmente-
selfeimposed or by mutual agreement, which he termed valueble
but =28 to the ﬁ';a:ltian of which he was skeptical; voluntary
quotes between the textile industries in the two countries (the
Japanese Cotton Spinner's association members own 97 per cent
of Jepan's 11,000,000 spindles end is powerful enough in itself
to meke a binding agreement), which he fevored,

Seid Murchison, "& strong sentiment has developed in
America and,..Jepan for a solution of our trade problems by
voluntary and amicable agreements between the two governments,

or perhaps, and more effective, titalics are my own) between the

two industries”,

On December 24, 1936, Murchison, Manufectursrs H, L,
Bailey of New York, Donald Comer of Alabama, Casson Calloway
of Georgis, end Cotton's Editor Bob Philips formed a United States

informal misslion which sailed from San Francisco for the land

of the Cherry blossom, The inflow of Japanese cotton goods,
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' especielly in a few major fields, was increasing by leaps and
bounds. They were much afraid nothing oouid be done about it,

On Jenuary 24, 1937, the Spinners' Treaty was signed

with the Japanese industrialists and without ineffectual

pomp of diplomacy, whereby it was agreed to limit eotton goods
exports to the United States te 155,000,000 sguare yards in
1937 and 100,000,000 in 1938, with the option of transferring
not more than one-fourth of the 1938 quota to 1937, The 1537
quota nearly doubled the figure for 1936 exports of Japanese
cotton goods to Amerioca, but Murchison snd cohorts were gled
to get the quota fixed at 155,000,000, In spite of the |
restrictive tariff of almost 40 per cent on cotton goods,
Japanese bookings of American business has totalled more than
150,000,000 square yards by the time the year was three weeks
old, Three deys befbre the agreement was signed, 155,000,000
square yards of cotton piece goods were boéked for delivery
to Americe and Murchison ventured the statement that had
nothing been done, bookings might have resched the 500,000,000
mark,

Before sailing home, the conferees sgreed to appoint
members to & joint standing committee before April 1 to set
similer quotas in manufactured goods such as tableclothes,
bedspreads, handkerchiefs, hosiery, etec.

Coming home, Murchison advised American buyérs to
purchase Japanese cotton piece goods without fear or favor,

Thus an evil has been met, The dty of reckoning has
been postponed. Although the cotton trouble was trivial in
comparison to total benefits of trede with Japan, it was best

that it be met before importent trade which is non-competitive
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in neture is further Joopu'dI‘:od.‘ The present amount of
cotton imports from Japan do not at present make eny essential
difference to the business of either country, It was the
correct time to tackle the problem,

The Americean textile industry now has & breathing spell
which is secure and steble, They have been saved the expense
and troubles and worries of political action. The Japanese
are getting more business in cotton goods than ever before. and
don't have to worry over further teriff increases, or other
forms of restrictive legislation,

However, as has been suggested, the quota arrangement
has merely poured oil on the troubled waters. The treuble has
not been eradicated,

Two courses are not open to the Americen textile
industry which has suffered from the inflow of Japanese goods:
It must reorganize its industrial policy, ?onw;te the industry
and ﬁnko its production efficiency greater then the Jepanese,
ors; it must begin to look toward transferring its labor end
onpiﬁl, with government help if necesseary, to other fields of
greater comparative advantage.

Meny believe the first policy, carefully worked out
nationally (with & view to internmational conditions), would be
sufficient to teke care of the difficulty. Such a piocoduro
is emple subjoct for a separate study and has been carefully
worked out in a recent report on the cotton textile industry
of the United stutu.(za)

If the first alternative is the correct one, the second

will not be noeded, However, there are certain industries,



-124-

i.e, pottery, woolen textiles, etc,, which are suffering
from Japanese competition to some extent and to which the second
alternstive would apply equally. It might be well to discuss it,

Reeiprocal con_nigl:orgtionl.
Assuning that the cause for trouble in the textile ind-

ustry cannot be eleared up by internal astion, then what

cen be done with mlécbion to the trade with Japan, In the in-
terests of labor, which ere justly worth considering, some

stop to inroads on their chances to meke a living by Japanese
competition chl’ould be mede, Tariffs have not been sufficient, -
end furthermore are the wrong method of ltfaok. Aa the leader
of the group mpqt affected by Japanese imports, Muchison hime
self said that it would be inpa-sibis:, from both 'th0 important
stendpoint of peace and of internal presperity, "to demm the
inflow of Japenese goods with further import duties".

The possibility of giving time for readjustment through
quota arrangements between industries is udviuhi}e. Such pro-
cedure should only apply to those hdustries which are truthfully
harmed by Japanese competition end whose complaints are just-
ifiable,

As Japanese industry is so centrally controlled, the
matual industrial egreement seems best and most capable of
working. Returning to our example of the cotton textile
industry, the prineipal trouble, we find a quota arrangement

has already been made, Now, what to do?

The Reciprocity Process,

The next thing is to build up trade in those fields
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where thei-o" is no competition, It has been shown that prelent:
teriffs on non-competitive imports rrom Japan are greatly
restrictive, Under the provision of the trade agreements
program these tariffs mey be lowered as much as 50 percent,
Sush action would result in the increase of their import inte
this country. In payment, Japan would take more goods from
this country. There are many commodities Nippon has been
unable to purchase from this country through her leck of means
of paying for them,

 Some of the commodities smd rew materials Japan could
u_n_§ in increesing smounts from this country, given a means of
paying for them, are wood pulp, erude petroleum, gas end fuel
0il, calf end kid skins, iron and steel scrgp, sluminum, re-
fined copper, brass and bronze, motor trucks, busses,autos,
end auto chasiis, phosphate rock and fertilizer materiasl, cattle
hides, rubber tire casings, rosin, leaf tobatc¢e, cedar lots
ant timber, fir and hemlock bosrds end planks, gasoline, ker=
osine, lubriceting oil, wire rods, steel sheets, tin plate,
welded bleck pipe, lead, auto parts, and raw cotton,

| The above constituted over 90 per cent of our exports

(27)
%o Japan in 1934, There is another group of commodities
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of western civilization for which the Japepese have variously
indicated their desire. Give Japsm & meens of purchasing such
camodities and perhaps exports of cosmetics, fruit, foostuffs,
radios, fabricated houses, flex (linen mamufecture is to be
introduced into Japan soon éooording to a recent report from
the secretery of the Japemese consul in Portlend, Oregon),
air-conditioning epparatus, electric appliances, ete., would
commence in suﬁatantial emounts.

The resultant increese in trade would create new
opportunities for Americem labor and capital in the export,
transportation, end merchendising industries as well as those
indi.roétly connected, ‘

It is here that the fruits of such encouragement of
trade are reaped, (Complete elimination of tariffs on nm;-
competitive commodities would further inerease trade--even
complete elimination of the revenue tariff sometimes redounds
to national adventege,’

At present the trmsrerring of labor from comparatively
ineffieient production centers of the cotton textile industry
cannot easily be made, There are not enough openings in other
industries to teke up the present slack in employment, However,
an increase in the export trade would immediately start eam
_ increase in empléymont. The gradual shifting of surplus
labor from the sotton textile field to other fields could be
started, The process would be slow, but with a quota agree-
ment holding up‘_fgroign competition, it could be slow, less
painful, end more beneficiel,

Another consideration results from such encourage.
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ment of trade, The incressed production of Japan, plus the
incressed consumption of Ameriocen goods thefo, would result
in a gradusl raising of the Japanese standerd of living in terms
of our omn (a general unrest among labor and evidences of
organization in the large-scale industries has already beem
noted), A ‘toreo from underneath, as well as from ebove, would
then be exerted to raise weges in Japan,

‘ Thus, Japanese prices would have a tendency to rise,
meking a oompieto transition of labor from the domestic texe
tile industry to other fields unnecessery. The process would
be slow, undoubtedly. But, with quota arrangements temporizing
the éifﬁcultiu, and reciprocal treatment of non-competitive
cormodities, the benefits would start irmediately and the
entire trade would tend to come into a cooperative balance,
each country's exports tending to supplement and compliment the
production of the other, The result would be increased enjoyment
end standards of living for the consumers, without the usually
predicted fall in stendard of living in the United States
during the trensitory period.

The First Step.
Heving seen the walue of the foreign trade of the United

States with the world end with Japanj having realized that
the sbundent labor of the Orient is too much of & genuine bar-
gein for the Americen consumer to overlook, having been con= -
vinced thet increased teriffs are not the correct answer, that
stimmlation of our export tradle is the key to inoressed pres;
perity; we find the first step is to meet competitive diff-
iculties with nutual egreements between govermments and/or

industries, to eradicete the difficulties during the time when
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the pressure if tufned off, to direect the flow of trade into
non-competitive ohannéln,ythrough government asetion in the
rociprocnl method, to build up this complimentary trade by
means of lowering tariffs and through such sgencies as are
listed below, to shift surplus lsbor and eapital from over-
geared industries, perhaps, with government help to the new
stimulated export industries end those other groups indirectly

'l.f'foct’td. ;

Supplementary Suggestions.

At the seme time there are certain sdditional sugges-
tions which the euthor would like to make, which he feels
would fecilitate snd strengthen the abowe process. Eech one
cugéocto& is believed to be of value in itself es a means of
goordinating end inoreasing internationsl trode as well as
suggestions which =id eny reeciprocal agreements between the

United Stetes and Japan and add materially to their value,

1, Government egencies in Japan and the United States

to_study human wants end to devise new methods of satisfying

them with new‘produot'.'ln considering the foreign trade

situation one is prone to base his suggestions for future sction
on the busis of review, rather than preview, As a result,

his iuggeltion- are likely to resemble the spectacle of the

old, conventionsl markets contr cting and barricading thémsolvnl.
Therczia another, a fresher outlook which is all too often
ignored=-the likelihood of the development of importent end

new markets,

Many potentislities of trade are to be found in a

people lately come into the arena of world buying. Such are
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the Japanese. As has been expleined, the success of such a ‘
suggestion woulddepend on the government in power. The practice
of panf governments in Japan has not been to encourage the
ﬁﬁrohlaigg of anything from without except the necessities for
her trede end invernel ecoucmy. Ths culminative effect of

such tendencies is the reduction of foreign economic inter-
course to neccessities and a gradual deterioration of the
general stenderd of living, QCoupled with such astion has

been the low wage situetion in Japan, which has kept down pnr;
chesing power, and which will be discussed later.

The activities of such agencies would not be confined
to Japan., Inventive studies on ppcoiblo proéncta‘for Amnrioﬁn
production as well es consumption would bring benefits to her
trade and her consumers, Some such sction has been taken but
unfortunately not intensively enough. For example, the United
Btates is far shead of the rest of the world in the production
of fabipated dwellings snd aireconditioning es a result of P
ventive studies and action.

It must be remembered that although the supply of a
single commodity mey saturate the demand, that the total of
human wants is unsatiable., In a country with an improving
standerd of living the wants of the people are dontinually
rising becoming those, which if viewed several years previously,
would have been branded as extravegant luxury.

Agencies which would study such wants and suggest
products to go into the foreign trade agenda between Japan and
the United States would be invalusble, Their oioso cooperation

would be essential, for as they would be the incubator of
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new production, such production should be guided into channels
best suited for its development, whether that be in Japan or the
United States. Considerations which would affect such judge=-

. ments would be natural resources snd machine efficiency, in

;"x, whioh‘/the Bnitéd States is supreme, intensive use of the labor
element, in which Japan is favored, The ol@nt of competition
would be discouraged from the start. .

2. Labor orgenigzation in Japan. 4s has been mentioned,

labor unrest is growing in Japan. There are already indications
of orgenization. Such organization hes been di.uo‘ouragad by the
natural factors of sbundant supply of labor, plus two artifiecial
fectors, These are the smalleunit production which constitutes
e large part of Japanese industry and which presents a great
diffieulty to labor organization; the policy of large-scale
industrialists to give non-cash benefits such as recreation
fapilities, classes in social customs, dormitory and food
arrengements eto., all of which could cost the industrialists
less than they would cost the workdrs.

The effects of lnbor organization in Jn.pui would ul-
timately be to raise the purchasing power éf the Jepsnese pop-
ulace. The unfortunate fact in the past has been that the
benefits of Japemn's trade flowed largely into a few copious
 pockets in the owner class,

Meny hail such reising of the purchafiing power as a
means of settling the tariff difficulties. They resson that
Japanese wages will rise to the American level and then Japan
will no longer heve eny advantege. Such reasiming is not
only migdirected but sadly uninformed, As hadbeen suggested,

the combined force of social customs, population difficulties,
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productive limitations, and govermment control are so strong
thet the raising of the Japamese wage level to that of the

Americen in terms of our money is rash suppositionm,

However, there is another way of looking at the problem,
The raising of wages in Jepean will be e slow process. But, it
is one which is inevitable, Viewing the situation from the
Japanese standpoint, one can see benefit for the United States.
Nemely, an incressed purchasing power among the 69,000,000
Japanese would mean increased sales of Amoriﬁm goods there, A
small reise in the wage level would leave the aversge workman
with e larger percentage of his income for incidentals,

The effect of labor organization on Japan is a moet
question, but the faet remains thet a substential increase
in Japanese wages would benefit the United States., This ben=
efit would not be realized so much in & slackening of the flow
of Japanese imports, It hag been the major suggestion of this
treatise that the trede be encouraged im non-competitive lines
rather than competitive., The benotiﬁ would egcrue to America
through a raising of the purchasing power of 68,000,000 Japenese,

3. DMerghandising Agencies., This field in itself would
supply jobs for numerous clever and forceful young Japanese
end Americens, The purpose of such orgeanizations would be %o
sell Japanese goods to Ameriea and Americen goods te Japem,
To prevent the unstable effects of commercisl greed from
entering the picture it would be recommended that these
agencies be managed by the government end supplied from the
eivil service.

These agencies would dineminatf truthful edvertising

for Jgpeanese eand American products of a non-competitive nature,
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Sueh organizations have been oonéidered4eummercially, but no
definite cction has been teken, The possibilities of‘such
groups working in conjunction with the sgencies listed in
section one could be dwelled on extensively if the confines
of this treatise permitted,

(Sgctions 1,2, and 3 are suggestions which

could well be coordinated through such en office’

as that set up by the International Labor argani-
zation, ¢

4, Monebary stabilization, For many years there hesg

been no monet:ry system international in scope. Today, there
is the sterling "bloc", the gold "bloc", the dollar "bloc",
Before the war, the world enjoyed such an international mon-
.tnr& systen for over half a centuryy It is recommended that
further intensive studies be made of Ehis important situation
and en agreement be reached even if it involve compromise,
The demoralizing effect of unstable currency exchanges on

international trade is a paramount evil,

5. Consideration of trade relations on a triangular

or polysngular basis, There are Japanese goods such @8 cotton

goods which America finds difficulties in receiving but which
are of especial value to, say, South American countries. There
are products of South Ameriesn countries which the United
States cannot produce at home snd which they Jepanese with
their peculiar habits are unsble to absorb, There are many
raw materisels and products of the United States which Japan
needs snd desires. ;
The possibilities of either formal, or informel arrapge=
ments between three countries has refreshing possibilites, The

500,000,000 customers in China would begin to look profitably

eloser, It must be kept in mind, of course, that the American
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tariff policy is non’«vdiaori_minafcry. Such treaties or agree-
mente would have to apply to all countries. But, to continue
the example, no countries produce textiles as efficiembly
as Japan, peculisrly few countries raise Braziliam coffee, no
oountry equals the United States production of raw cottom.
These are but suggestive examples,

6, Cleanbing the Atmosphere, In cooperation with the

asgencies suggested in section one end three, various business
end governmental agepoies now in operatiom could teke it upon
thimnlvoa to promote Jepan in Americe and Ameriea in Japan,
Such sotion would redound %o their bemefit. The govermment
consuls and egencies are already working $oward this end,
Such orgenizations as the Chember of Commerce in the United
States and the Chambers of Commerce and Ipdustry in such cities
as Osaka, Kobe, Nagoya, Yokohama, and Tokyo, which are always
ready to cooperate with similar orgenizations in America, could
plan definite action toward raising the cloud of fear and suspicion
which has shadowed too mmuch of the trade and political relations
‘between Japen and the United States,

In this endeavor the two governments could do much,
Such action es the two navies putting on their best Sunday
clothes and parading up and down in esch others fraw yards is
not conduecive to peace and prosperity. The culminative
effect &f such Americen tacties in Japem hes been to strengthen
the hold of the militery class on the govermment with the
depressing results which have been variously noted.

7. Consideration given to many fastors, mostly mémor

ones, in the working out of & reciprocal agreement om the
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broed besis previously outlined. In some of the minor aspects

of trade practice there are certain new policies which would
result in stimulus to imports =nd export business. Some of
these policles are:

a, encoursgement to tourist trevel through lowdring of
general ocean and land transportation rates, reductions
in passport visa fees, govermmeut cooperation in
making the way easy and enj-yable, The invisible items

b, encouragement to commercial travelers through issuance
of licenses valid throughout an entire national jure
‘isdietion, free admission of samples of no speeial
comnmercial value, and similar problems as a minor in-
centive to salesmanship end thus to the exchange of
commodi ties,

¢ the exact and complete compilation of intermational
trade statistics, and the classification of parte
ioular commodities, compareble from sountry to country,
The League of Nations comes the closest to meeting
this need at present, but further work in this field
would clarify trade relationships. The dearth of
recent material of this sort in a rapidly changing
world is sadly evident,

ds the eliminstion of certain international douible teaxe
ation would remove & serious obstacle to normal trade
relations, Such double texation applies to capital,
persons, and commodities,

e, eoxtension through mutual agreement of period in which
protests to registration of a trade-mark may be
filed--a blow to trade-mark piracy,.

f. wniform ocean bills of lading based on some neutral
‘outline--one government official suggested the Hague
rules, in a form applicable to American econditions, as
worthy of consideration.

ge quarantine regulations for the prevention of the trense

fer of certain plant and pest diseases, based upon a
sdentific study and not political comsiderations.

With the need for reciproscity with Jepan recognigzed,
with the process of furthering such plans initiated officially,

what then?






FROM THEN ON #

A long time ago, England climbed to the top of the
commercial end financial mountain with the aid of free trade.
She traded with and throughout the world, She was the greatest
industriel power on earth.

Today the United States is the world's greatest indus-
trial power beceuse of peculiar advanteges, plus & shift in
edonomic events which was abnormal bput pewerful, the war,
With the growing industrial efficiency, American eyes have
at last turned from within to without, as did English eyes
a century ago.

As a means of furthering the expamsion necessary to
industrial progress, the United States now eyes world merkets,
The man who is guiding her in search of world markets, Cordell
Hall, realizes these ere not gained without coneessions, He
reelizes they sre not geained without receiving payments in
goods for goods sent.

The wey to world merkets is through a breeking dowm
of the trade barriers. The most potent forece in this task
has been the reciprocity treaty. The working out of a rec-
iprocity treaty with Jepam would be one more step up the moun=-
tain of world supremacy for Americen commereial end finencieal
enterprises,

1f the world is wise, it will climb with the United

States. On tep of the mountain is a plateau; room for all,
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