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PREFACE

Foreign trade problems have been one of the most controversial
issues in the United States. With the passage of the Reciprocal Trade
Agreements Act in 193l pressures of various interest groups upon the
Congress were substantially reduced but never removed completely. Zach
extension of the Act has caused a resurgence of old struggle for more or
less protection and has influenced the legislation.

The objective of this study is to trace the legislative history of
the trade agreements program during the first ten years after World
War IT and to bring the history of the United States tariffs up to date.
There are many studies made on this subject, all of them are concerned
with particular phases or aspects of the problem, This study is a
comprehensive and consolidated investigation of the legislative back=
ground, of the issues involved, and of the methods applied in the
administration of the program.

The method of this study was an objective observation, compilation,
and evaluation of facts as they are related to the problem under con-
sideration. Little attempt, therefore, has been made to analyze these
facts as to their merits or demerits as a policy problem., The conclud-
ing chapter, however, is devoted to the summary conclusions resulting

from the investigation.






This study was undertaken under the direction of Professor Harry
G. Brainard of the Department of Economics of Michigan State University.
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ABSTRACT

The idea of reciprocal trade agreements was concei?ed a 1ong time
before the passage of the Reciprocal Trade Agreements Act of 1934. Both
major parties had advocated it as beneficial to national interests. Its
adoption in a restricted form can be traced in the Tariff Acts of 1890,
1894, and 1922. Economic conditions of the early 1930's led the Congress
to the adoption of this idea in a workable form, though it contained a
number of restrictive features.

The importance of the reciprocal trade agreements program was en-
hanced after the World War IT by the need for the expansion of markets
for the goods of the expanding economy of the United States. The
Reciprocal Trade Agreements Act of 1945 granted increased power to the
Chief Executive to carry out these objectives.

The Administration had, however, more ambitious plans than bilateral
reciprocal trade agreements of the 1930's. It saw an opportunity of
establishing a multilateral trade agreements program which would lead to
closer cooperation among the nations in the creation of prosperity and
?eace. The adoption of the Bretton Woods proposals and establishment
of the General Agreement on Tariffs and Trade was an unprecedentéd step
in that direction. This trend toward international cooperation, however,
was severely restricted after 1948.

Because of an increase of foreign competition in the markets of the

United States and because of the threat of Soviet Russial's aggression,



the advocates of protectionism rallied and the Congress passed in 1948
a restrictive Trade Agreements Act. Since then there has been a trend.
towards more and more protectionism. It was characterized by the
reluctance of the Congress to extend the Act which resulted in short
one or two year extensions. The main feature of the restrictive legis-
lation, however, was the insertion of limiting provisions in peril point
and escape clauses.

There was, moreover, a lack of interest on the part of the Congress
to approve the International Trade Organization and more recently it has
been unenthusiastic concerning the proposed Organization fér Trade

* Cooperation.

The potentiality of trade restriction by the peril point and escape
clause provisions were mitigated by a flexible administration of the
Act by the Executive. Among the efforts of the Administration to change
the trend toward restrictionism were appointed various commissions, such
as those headed by Gray, Bell, Douglas and Randall. The reports of these

commissions urged the need for a liberal trade policy.
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CHAPTER I
TRADE AGREEMENTS BEFCRE 1945
I. CRIGIN OF THE RECIPROCAL TRADE AGREEMENTS PROGRAM
A. Tariff Act of 1930

Until 1934 the international commercial policy of the United States
had been based on Tariff Acts passed by the Congress. It was regarded
as a prerogative of the Legislative branch of Government because it
involved the matter of taxation and of raising revenue. The constitu-
tional interpretation of this practice was referred to the Article I,
Section 8 of the United States Constitution. Almost invariably those
Tariff Acts provided for a single schedule of tariff duties.

The Tariff Act of 1930, which is still the basic law of the United
States, was passed and enacted by the Congress. It is a single-column
tariff system. There are two lists of commodities--one is a 1list of
dutiable commodities, and another of nondutiable commodities, or free
list. Commodities subject to a customs duty are divided into fifteen
schedules., The free list constitutes Schedule 16.

Like all previous Tariff Acts, the Tariff Act of 1930 was written
by the Congress, and, as a result of the activities of various pressure

groups, resulted in substantial rate increases on 830 items out of some



3000 articles listed.1 On some 600 articles the rates were increased
by more than 50 percent, and for some items the increase was as much as
2000 percent.2

The Tariff Act of 1930 was passed at the beginning of the Great
Depression. It was opposed not only by many foreign countries, which
saw in the high tariff rates a loss of the United States market for
their goods, but also by many farsighted citizens and organizations of
the United States, especially by more than one thousand economists
representing some 179 colleges and universities. As the depression
deepened and became more violent the repercussions of highly protective
tariffs became more obvious and the reaction against high tariff walls

became stronger and stronger.
B. The Amendment to the Tariff Act of 1930

In the depth of the depression the new Administration was desperately
looking for means to overcome the critical conditions of the national
economy. One among several measures adopted by the government was a
radical change in commercial policy and practice. This change was made
possible by the passage of an Amendment to the Tariff Act of 1930, cailed

the Reciprocal Trade Agreements Act of 193L.

IExtension of Trade Agreement Act, Hearings, before Committee on
Ways and Means, House of Representatives, 76th Congress, 3d session,
Volume 1, p. 39. Secretary of State Hull.

2Congressional Record, Volume 78, Part 5, 73d Congress, 2nd Session,
P. 5616,



The Amendment was introduced as emergency 1egislation.3 Some of
its main objectives, as stated by the President, the officials of the
government and the congressmen supporting the Amendment, were as follows:

(1) To round out the recovery program. It was pointed out that a
successful functioning of the domestic recovery program was impossible
without additional power vested in the Executive which would enable him
to solve the foreign trade problems.

(2) To reopen the markets of the world to American agricultural and
industrial products. The need to sell certain surplusses such as cotton,
wheat, tobacco, lard, rice, automobiles, machinery and electrical equip-
ment was stated to be of crucial importance. In order to expand the
channels of trade for the disposal of these surpluses the United States
would have to buy the surplus goods of other countries which were not
produced in the United States. The idea was to increase exchange of
surplus goods of the United States for the surplus goods of other
countries. The alternative was the prospect of adopting as permanent a
policy of curtailing acreage and of reducing manufacturing capacity of
the most efficient industries.

(3) To provide for mitigation of those irritating restrictions
contained in the Tariff Act of 1930 which had antagonized the rest of
the world and had done a serious injury to the United States trade
because of retaliation and discrimination against United States exports.

(L) To put in the hands of the President the only effective instru-

ment for meeting the international trade situation existing at that

3Ibid., p. 5256 and p. 5L51.



time--the authority to negotiate reciprocal bilateral trade agreements
without an approval by Congress.4 It was hoped that this would enable
the government to make fair offers for fair opportunities, and would
make it possible to alter the terms on which the United States would be
willing to deal with other countries.

(5) To rejuvenate world trade which would increase the purchasing
power of foreign countries as well as of the people of the United States
and thereby provide a greater opportunity for the sale of American agri-
cultural and industrial products.

In order to expand the foreign markets for the products of the
United States, there was a need for efforts in two directions: First,
it was necessary to reduce excessive tariff barriers and other govern-
mental impediments to trade; and second, many discriminatory and
arbitrary practices, which distorted and strangled trade, had to be
restricted or eliminated, and substituted by an order based upon a
principle of equality of opportunity and treatment. This involved a
process of bargaining, i.e. concessions had to be granted by the United
States to other countries in order that corresponding concessions from
them could be obtained. Likewise, nondiscriminatory treatment to
imports from other countries had to be conceded in order that similar
treatment of American exports could be obtained from them.

The Reciprocal Trade Agreements Act of 193, which was adopted as

an Amendment to the Tariff Act of 1930 by adding it at the end of

) 4Tbid., pp. 3579-3580, President'!s message to Congress on March 2,
1934.



title III of the Tariff Act of 1930, provided certain powers to the
President which enabled him to bargain for concessions. Basically, the
Act contained three main pdints:

(1) Trade agreements could be negotiated without having to be sub-
mitted to the Senate for ratification.

(2) Tariffs could be reduced by as much as one-half, but only if
the United States gained corresponding concessions from other countries.

(3) Such reductions in rates as might be made, were to be applied
to all countries that did not discriminate against the United States.

The Act authorized the President, whenever he would find that exist-
ing duties or other import restrictions were unduly burdening the
foreign trade of the United States:

.+o to enter into foreign trade agreements with foreign govern-

ments or instrumentalities thereof ... to proclaim such modifi-

cations of existing duties and other import restrictions...5
as were required or appropriate for carrying out of any trade agreement
entered into by the President.

The Act also provided that the reduction in duties and other import
restrictions which the President would extend to othér countries should
be applied uniformly to all articles brought into the United States
whether from an agreement or non-agreement country. The adoption of this
Punconditional most-favored-nation® clause at a time when protectionism
and discrimination in world trade were at their peak was an important

example of good will and an inducement to the gradual relaxation of

8Pyblic Law 316, 73d Congress.



6
trade barriers in world commerce.

There were two exceptions to this principle:

(1) It was permitted to contimue the preferential treatment accorded
by the United States to the Republic of Cuba, and

(2) The President was authorized to suspend the rule of equality in
case a country should discriminate against American commerce or other-~
wise would take an action which, in his opinion, would tend to defeat
the purpose of the Act.

In general, the adoption of the Amendment to the Tariff Act of 1930
meant a radical departure from the more than a century old practice of
the tariff writing by the Congress. It meant, that during the life of
the Act, the tariff rates would be written and determined by the
Executive in the course of the bargaining process with other countries
and would become laws of the country by Presidential proclamation.

In order to eliminate a contradiction between the Tariff Act of
1930 and the trade agreements program, the Reciprocal Trade Agreements
Act repealed the paragraphs of the Tariff Act of 1930 which provided for
countervailing duties on imports from a country imposing a duty on
American products; it also made nonapplicable to the trade agreement

countries section 336, which provided for the equalization of costs of

8This principle of nondiscrimination was not new. It was adopted
twelve years before when Congress enacted section 317(a) of the Fordney-
McCumber Tariff Act of 1922. The next year President Harding approved
the inclusion of the clause in commercial treaties, and in the same year
Secretary of State Hughes announced it to all diplomatic officers as the
new policy of the United States.



production; and repealed section 516(b) which authorized manufacturers
to seek redress against the rating and classification of imported com-
modities. The act also provided for public hearings to be given to
interested persons before the conclusion of an agreement.

These broad powers granted to the President were substantially
limited. First of all, the President's power to increase or decrease
existing rates of duty were limited to 50 percent. Secondly, he could
not transfer any article from the free list to a dutiable list or from
a dutiable list to the free list. Thirdly, the President!s authority
to enter into foreign trade agreements was limited to three years. And
fourthly, he was instructed to give public.notice of the intention to
negotiate an agreement and to hold hearings before it was concluded.
These limitations were intended for the protection of domestic producers
against possible injury resulting from a reduction of a tariff rate.

The Executive was obliged to seek information and advice from the Tariff
Commission, the Departments of State, Agriculture, and Commerce, and

from such other sources as he might deem appropriate.
C. Previous Experience

There was nothing new or unprecedented when Congress gave up its
traditional power to write tariff rates in order to delegate it to the
President. Many years before the passage of the Reciprocal Trade Agree-
ments Act of 1934 members of both parties had advocated the doctrine of

reciprocity. Senator Spooner, a Republican, in 1890 made a speech in
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favor of the reciprocity provisions of the McKinley bill. And in 1892

the Democratic Party declared that

...Trade interchange on the basis of reciprocal advantages to
the countries participating is a time-honored doctrine of the
democratic faith.®

The Republican Party in its platform of 1892 had declared:

.+.We point to the success of the Republican policy of
reciprocity, under which our export trade has vastly increased
and new and enlarged markets have been opened for our farms

and workshops.®
And the Republican platform of 1904 contained the following statement:

...We have extended widely our foreign markets, and we believe
in the adoption of all practicable methods for their further
extension, including commercial reciprocity wherever reciprocal
arrangements can be effected consistent with the principles of
protection and without injury to American agriculture, American
labor, or any American industry.1© ‘

However, it was the Democratic Party which prodgced the greatest
champion for freer foreign trade through reciprocal trade agreements.
This person was Cordell Hull. Beginning in 1908, when he was elected
to the Congress until his retirement from active political life in the
1940ts, he vigorously advocated "a freer flow of trade--freer in the

11
sense of fewer discriminations and obstructions."

7Congressional Record, Vol. 78, Part 5, 73d Congress, 2nd Session,
p. 55L8.

8Tbid., p. 5551.
°Tbid.

10Tbid.
11Cordell Hull, The Memoirs of Cordell Hull, Volume I, The Macmillan
Company, 1948, p. 81.




In one of his speeches in 1916, when many nations were fighting a
bitter war, he suggested the desirability of calling an international
trade conference at the close of the war for the purpose of "establishing
a permanent international trade congress" which would consider

.+.all international trade methods, practices and policies,

and policies which in their effects are calculated to create

destructive commercial controversies or bitter economic wars,

and to formlate agreements with respect thereto designed to

eliminate and avoid the injurious results and dangerous

possibilities of economic warfare, and to promote fair and
friendly trade relations among all the nations of the world.1l®
Only after more than thirty years and another destructive war were these

ideas realized. They took the form of the so-called General Agreement

on Tariffs and Trade.

When Congress passed the Emergency Tariff Act of 1921 which provided
high tariff rates on many commodities, Hull attacked it as harmful to
American interests and advocated negotiation of wise reciprocal commercial
treaties, elimination of unfair, hurtful and dangerous trade practices,

promotion of fair and friendly trade relations and use of tariffs only

13
for reverue purposes.

In another speech of February 5, 1932 he proposed a three-point

program to restore the American market abroad and to help pull the

14
country from depression:

(1) The President should call a permanent world economic congress;

127pbid., p. 82.
13Ibid oy pp . 106-107 0
14Ibid .9 p . mé .
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(2) The President should be authorized to negotiate trade agreements
based on mutual tariff concessions and unconditional most-favored-nation
treatment, and

(3) The Congress should proceed toward careful and gradual readjust-
ment downward of existing excessive tariffs.

He was one of the members of the Executive Committee on Commercial
Policy which drafted the Reciprocal Trade Agreements Act of 1934 as it
was submitted to the Congress, and he administered it for twelve years
as Secretary of State.

The adoption of the reciprocity doctrine by many members of both
parties required a change in tariff policy and practice, for it involved
a process of bargaining. Only the Executive branch of the government
had appropriate agencies and qualified specialists to perform this job.
For that reason the President attempted to negotiate so-called
freciprocity treaties™ under the general treaty making power of the
Executive. Before the treaties could come into effect, they had to be
approved by the Senate. As a result of this limitation only three
treaties became effective out of more than ten attempts between 184
and 1902. Among the approved treaties were one with Canada and
Newfoundland, one with Hawaii, and one with Cuba..15

Section 3 of the Tariff Act of 1890 (The McKinley Tariff Act) pro-
vided that penalty duties shpuld be imposed on five commodities (sugar,

molasses, coffee, tea, and hides) when imported from countries whose

18gxtending Reciprocal Trade Agreements Act, Hearings, Committee on
Finance, Senate, 75th Cong., lst Sess., p. 58.
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duties on American products were, in the opinion of the President,
"unequal and unreasonable." 1In spite of the fact that this "reciprocity"
provision was apparently based on the principle of penalizing instead
of encouraging tariff reductions by offering corresponding concéssions,
some twelve reciprocity agreements were made effective.16

The process of tariff-bargaining under prior specific Congressional
authorization without subsequent reference to Congress was introduced by
section ly of the Tariff Act of 1897 (The Dingley Tariff Act). Section L
of this act contained a specific authorization to the Executive to
negotiate reciprocity treaties with foreign countries with the limitation
that no concession should be made in excess of 20 percent of the rates
contained in the Act. Natural products not produced in the United States
could be transferred to the free list. However, it was required that
such treaties should be approved by both the Senate and the House of
Representatives.

While such specific authorization did not add much to the President's
power to negotiate trade agreements, it indicated an intention on the
part of the Congress to approve treaties negotiated within the limitations
set out in the act. Nevertheless, of the twelve treaties negotiated under
this specific authorization by John A. Kasson, reciprocity commissioner,
not a single one was approved by the Senate.17

Under the Tariff Act of 1909 (The Payne-Aldrich Act) two schedules

of duties, a minimum and maximum, were enacted. The Act authorized the

16Ibidc’ pc 590
17Tbid.
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President to ascertain those countries which did not "unduly discriminate"
against American commerce and which accorded to the United States
"reciprocal and equivalent" treatment and to declare by proclamation
that the minimum rates should be applicable to all articles imported into
the United States from such countries. One hundred thirty-four proclam-
ations, including practically the entire world, were issued under the
provisions of this Act.18

Under the Tariff Act of 1922 (The Fordney-McCumber Act) section 316
gave to the President power, whenever the existance of methods of unfair
competition and unfair acts in the importation of articles into the
United States tended to destroy or substantially injure an industry, to
require that such articles be excluded altogether from the United States.
Section 317 provided that if the President should find that the public
interest would be served thereby he should by proclamation specify and
declare new or additional duties on the products of any foreign country.
He could do so whenever he should find that a country was discriminating
in fact against the commerce of the United States as compared with that
of other countries.

D. Objections to the Reciprocal Trade
Agreements Amendment

Regardless of the appeal made by government officials for the

passage of the bill as an emergency measure, there was a strong oppo-

sition against it in Congress. Some of the most important arguments

18House Report No. 1000 on H. R. 8687, Committee on Ways and Means,
73d Congress, %d Session, p. 10.
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against it were as follows:

(1) The proposed bill was unconstitutional, because it would dele-
gate the Congressional taxing power and the Senate's treaty-making
power to the President. It was denied that there was any precedent in
any previous grant of Executive authority and it was asserted that the
bill would fall outside the boundaries of the spirit of the Constitution.

(2) It would place in the hands of the President power of life and
death over the industries which would need protection and that this
dictatorial power could be used to the ruin of certain industrial and
agricultural production. In general, the argument was that the President
would have a power, but there would be no effective rule to control him
in fixing tariff rates between this country and other countries.19

(3) The publication of a notice of intention to negotiate an agree-
ment, which was introduced by the Senate as an amendment to the bill,
was calculated to come too late in the bargaining process and would be
too perfunctory to serve as a real protection for industry and agri-
culture, and that

...the net result of these hearings, in practical effect is

little more than to assure these death-marked industries a

front seat at their own funeral.Z2°

(L) The President'!s decisions would not be based on the difference

of costs of production at home and abroad, but would reflect the

Presidential judgment that one American commodity should be sacrificed

— o

18Congressional Record, Volume 78, Part 8, 73d Congress, 2nd
Session, p. 9010.

20Tbid., p. 9081.




1L

to the advantage of another. It would mean a substitution of executive
judgment for the established rule and would invite an experimentation
with so-called Minefficient industries." The sugar industry was made a
point of issue.

(5) It would create an uncertainty for the protected industries
and agriculture. None of these business enterprises would be able to
know and plan their future with any continuity of assurance that it
would not be the victim of the next bargain. This could be an utterly
fatal handicap to courageous long-range planning essential in achieving
prosperity.

(6) The trade agreements would be of no benefit either to the
country as a whole or even to the chosen beneficiaries, because the
bargain which would trade new imports for the new exports would match
every new sale abroad with an abandoned job at home. This would not
cure unemployment but would only shift it.

(7) It would ignore the primary importance of the United States
domestic market to the domestic producers and would ignore the importance
of maintaining United States! domestic buying power. The statements
were made that the importance of exports was'overemphasized by those who
supported the bill and that the chances against the success of the bill
in achieving its objectives would be as 13:1 because in normal times
United States sales at home were 13 times larger than export sales.

(8) The bill would deny the use of a "free list" for bargaining
purposes. The contention was made that United States! purchases of the

Mfree 1ist" goods amounted to $900 million at that time.
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(9) The bill would enable the President to go on a wild goose
chase for foreign markets that no longer existed, and that would be at
the expense of domestic trade and industry.

(10) The world had comparatively little that the United States
would want or would need to have, except certain products that were not
produced in the United Stétes and were imported.

(11) The proposed bill was inconsistent with the Administrationis
own recovery program, namely, the National Industrial Recovery Act,
and the Agricultural Adjustment Act.

(12) Foreign tariff rates were "padded" and United States would have

disadvantage in bargaining.
II. RENEWALS OF THE ACT FOR 1937, 19L0, AND 1943

A. Extension of the Reciprocal Trade
Agreements Act in 1937

On February 9, 1937 the House of Representatives passed a Joint
Reéolution (H. J. Res. 96, 75th Congress, lst Session) to extend the
authority of the Président to negotiate and conclude trade agreements
according to section 350 of the Tariff Aét of 1930, as amended. The main
arguments for the contimation of the reciprocal trade agreements program,
as they were expressed in hearings before the Committee on Ways and
Means, and in hearings before the Senate Committee on Finance, in
Treports of both committees, and in the congressional debate, were as

follows:
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(1) The work under the Reciprocal Trade Agreement Act of 1934 was
largely uhﬁ_nished;

(2) There were still many world-wide trade restrictions which had
to be removed and mitigated;

(3) The reciprocal trade agreements program had made and could make
a contribution to the restoration of prosperity and political stability
globally;

(L) The good record made by the reciprocal trade agreements program
since its adoption in 1934. It had helped to expand exports of the
United States, had mitigated use of trade barriers and of discrimination
against the United States by other countries.

Because of the remarkable increase in imports, especially of raw
materials and of non-competitive goods, and because of some worsening
of the trade balance of the United States, strong objections were made
against the unconditional most-favofed-nation principle. This argument
has been repeated almost every time the Reciprocal Trade Agreements Act
has come under consideration for renewal.

Much stronger objection was against the concessions given on agri-
cultural commodities. During the congressional debate an amendment to
the Reciprocal T;‘ade Agreements Act was introduced which would require
that no rate on an agriculturél commodity should be reduced below the
Anmerican cost of prodnction.zl Also efforts were made to insert a

_ provisiori that no agreement should be negotiated which would do serious

2lcongressional Record, Volume 81, Part 1, 75th Congress, lst
Session, P. 90_1.
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22
and irreparable injury to United States Agricultural interests.

Serious protests were made moreover against the repeal of section
516(b) of the Tariff Act of 1930 which authorized manufacturers to
complain against rating and classification of imported commodities.

It was charged that the provision of non-applicability of section

516(b) to the trade agreement countries had taken from the American
citizen his constitutional right to litigate and that this provision
made it impossible to test the constitutionality of the Reciprocal Trade
Agreements Act.zz3

After lengthy debate in both Congressional Committees and on the
floor of both houses, the Reciprocal Trade Agreements Act of 193l was
renewed unchanged for three more years, and signed by the President on
March 1, 1937.

B. Extension of the Reciprocal Trade
Agreements Act in 1940

When the Reciprocal Trade Agreements Act of 193 was submitted to
Congress for extension in 1940, World War II was raging over Europe.
Though the scope and length of the war was unpredictable, it was sure

that world trade channels would disintegrate or deteriorate during the

22Tbid., p. 870. Insertion of the provision like this was accomp-
lished in the Reciprocal Trade Agreements Act of 1948, section 3.
(Public Law 792--80th Congress)

23Rvery time the Reciprocal Trade Agreements Act came up for renewal
there was a demand for the reinstitution of the applicability of Section
516(b). This demand was met in 1951 in the section 9(a) of the Trade
Agreements Act of 1951.
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time of hostilities. The argument was, therefore, that the extension
of the reciprocal trade agreements program was necessary to meet the
new situation of the world when the hostilities would end. In his
message to the Congress, the President stated:

«+.The 0ld conditions of world trade made for no enduring

peace; and when the time comes, the United States must use

its influence to open up the trade channels of the world in

order that no nation need feel compelled in later days to

seek by force of arms what it can well gain by peaceful

conference. For this purpose we need the Trade Agreements

Act even more than when it was passed.2?%

In the same message he warned that the leadership and the influence of
the United States could be weakened when the time would come for a
renewal of world peace if the Government of the United States would
become %a dog in the manger of trade selfishness."

Also were stressed the benefits derived from the twenty-two trade
agreements concluded since the beginning of the reciprocal trade agree-
ments program. Particular reference was made to many concessions obtained
and the increase in volume of trade.

Besides many objections to the renewal of the Reciprocal Trade
Agreements Act which were repeated time and again, there were some new
ones which were accepted and incorporated in the Act a few years later.

In general, the opponents of the Act tried to rewrite the Act in
the way which would limit the Presidentt!s power to extend concessions

to other countries. Efforts were also made to increase the powers of

the Tariff Commission and to convert it from a fact finding agency into

24Hearings, Committee on Ways and Means, House of Representatives,
76th Congress, 3rd Session, p. 3.
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an agency which would decide or influence policy decisions. One of the
proposals for that purpose was:

i(a) Before generalizing our treaty concessions to any country,
require an affirmative finding by the Tariff Commission that
the foreign country does not discriminate against American com-
merce or pursue acts or policies inconsistent with the purposes
of the trade treaty program.

(b) Set up a rate-making formula in the Act by which trade
treaty negotiators would be bound in making concessions. Such
formula to be so worded as to prevent reductions in rates below
an amount reasonably necessary to give American producers at
least an equal opportunity with low-cost foreign producers in
competing for the home market.

(c) Provide that no reductions be permitted on foreign farm
products when the price of the competitive American product is
below parity.=26

During the hearings before the congressional committees questions
were raised as to the role played by the Tariff Commission in the oper-
ation of the trade agreements program. After questioning of witnesses
conclusions were made that the President had not sought information from
the Tariff Commission, as provided by the Act, but from three members of
the Commission participating in the various committees for the execution
of the trade agreements progra.m.26

As an origin of the peril point provision of the Trade Agreements
Act of 1948 may be considered the attempts to make changes in the Act
which would have prohibited the proclamation of duty reductions on

articles grown or mamfactured in foreign countries

25Congressional Record, Vol. 76, Part 2, 76th Congress, 3rd Session,
p. 1686. Points (a) and Zb; found their adoption in a modified form in
section 3(a) and (b) of the Trade Agreements.Act of 1948.

26Hearings, Committee on Ways and Means, 76th Congress, 3rd Session,
p. 509.
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«so.below the amount which the Tariff Commission finds to be
reasonably necessary to equalize the difference in the landed
cost of such articles in the principal market or markets of the
United States and the price at which like or similar domestic
articles are freely offered for sale in such markets in the
usual wholesale quantities.Z®?
The purpose of this amendment was to prevent treaty negotiators from
reducing any duty below the amount found by the Tariff Commission.
Finally, the Reciprocal Trade Agreements Act of 193L, was extended

for three more years unchanged, and was approved by the President on
April 12, 19L0.
C. Extension of the Reciprocal Trade
Agreements Act in 1943

In 1943, when the Reciprocal Trade Agreements Act came up for an
extension, the United States was at war. The issue involved, therefore,
was whether the trade agreements program would contribute to the war
efforts in achieving victory, and whether it would help to rebuild the
world after the war. The question of benefit to be derived by the
domestic producers of industrial and agricultural goods also had a heavy
bearing upon the problem. The record of the previous nine years of
operation of the trade agreements program was of great significance in
making the right decision.

Although there was an enthusiastic support for the extension of the
Act voiced by many public minded persons, by the bulk of the press, and

many farm, labor and business organizations, there was still present a

27Congressional Record, Vol. 86, 76th Congress, 3rd Session,
p. 1902,
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potential opposition to the trade agreements program. Instead of out-
right repeal of the Act, some persons and groups demanded a radical
modification of it. One of such proposals was submitted by the Farm
Bureau Federation. It would have included in the Act a provision which
would have required inclusion of "escape clauses" in the trade agree-
ments. These escape clauses would have permitted modification or with-
drawal of concessions on such articles which would be found to be causing
injury to domestic producers by reason of an unexpected volume of

imports or other unforeseen developments.

Similar attempts were made also in the Congress, which took a form
of the amendments introduced. One of the more explicit amendments
proposed that the Act

.+.be amended so that the tariff or duties on any article

embraced in the trade agreement should not be reduced to that

point where cheaply produced industrial and farm products

could be brought in from foreign countries and sold here below

the cost of production in United States.?®
Another variant of the proposal was an amendment which would have re-
quired that if

...a8 & result of unforseen development and of the concession

granted on any article, such article is being imported in such

quantities and under such conditions as to cause or threaten
serious injury to domestic producers of like or similar arti-

cles, the government of the United States shall reserve the
right to withdraw such concessions in whole or in part.=®

28Congressional Record, Vol. 89, Part 3, 78th Congress, lst Session,
p. 4221, Also this amendment may be considered as a predecessor of the
peril point provision, which is now part of the law.

29Tbid., p. L372. The escape clause provision was adopted in 1947
by Bxecutive Order, and in 1951 became part of the law.
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The spokesmen for the Administration pointed out that such an
amendment would be useless for the government was including the "escape
clause® in its trade agreements with other countries. As an example
was given the Article XI of the trade agreement between the United States
and Mexico signed on December 23, 1942. This and several other amend-
ments to the bill introduced in Congress were rejected. One phrase,
however, was included in the Act. It was added to the provision that
the President may suspend the aﬁplication of concessions to articles of
any country Mincluding the operations of international cartels." This
was the only addition to the Act, and was aimed at the German cartel

interests in their various forms. The Act was extended for two years.
ITI. ADMINISTRATIVE PROCEDURE
A. Mechanics of Administration

1. Creation of new agencies and their functions.

To implement the provisions of the Act, there was a need for
machinery capable of carrying out the policy of Congress. Each agreement
had to be planned with extreme caution, and the selection of commodities
on which the rates of duty would be reduced demanded meticulous care.
This could best be done by experts and organizations qualified to examine
objectively economic and competitive factors affecting the trade in each
commodity.

New agencies hadlto be set up and new procedures developed for

handling the work. Directvresponsibility for the work was vested in the
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Department of State, which had charge of actual negotiations of all
agreements, but all departments interested were represented on inter-
departmental committees.

The agencies and steps involved in the trade agreements program
were as :If‘ollows:a0

A. Agencies:

1. Trade Agreements Division.

2. Interdepartmental Trade Agreements Committee:
(a) Country subcommittees.
(b) Commodity subcommittees.
(c) Special subcommittees.

3. Committee for Reciprocity Information.

B. Procedure:

1. Exploration.

2. Formal notice of intention to negotiate.

3. Hearings by the Committee for Reciprocity Information.

L. Studies by Committees.

5. Negotiations.

6. Proclamation.

Upon the passage of the Reciprocal Trade Agreements Act the Depart-
ment of State created a new division, that of Trade Agreements. This
division handled all trade agreement ﬁatters in the Department of State
and coordinated the trade agreement activities of the different depart-

ments.

30Hearings, Committee on Ways and Means, House of Representatives,
76th Congress, 3rd Session, p. L93.
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The Interdepartmental Trade Agreements Committee, composed of
representatives of the Departments of State, Commerce, Agriculture,
Treasury, and of the Tariff Commission, directed all necessary studies,
reviewed all reports and recommendations of its subcommittees, and
approved, subject to final action by the Secretary of State and the
President, all details of the agreement.

The Interdepartmental Trade Agreements Committee organized a number
of supporting committees. The most important were the country com-
mittees for each country with which a trade agreement was contemplated
or was in process. A country committee is composed of representatives
from various executive departments, and the Tariff Commission. Each
country committee prepares reports giving the economic background, and
the trade between the United States and the country with which an agree-
ment is contemplated, together with a detailed analysis of the economic
factors pertinent to each commodity concerning which a concession might
be considered.

These country subcommittees remain in existence even after trade
agreements have been concluded, watching éarefully the import and export
trade with the particular country, and are ready to help solve any trade
agreement problems that arise pertaining to the country concerned.31

For the most important commodities or groups of commodities there
are also "commodity™ committees upon which technical experts from

various governmental departments serve. These committees assemble all

31Tbid., p. L9L.
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essential information with respect to their commodities, and study the
effect which changes in rates of duty on these commodities may have
upon the economic situation in the industry or upon other industries.
There are also special subcommittees which study complicated economic
problems such as quotas, monetary and foreign exchange, and tariff re-
classification.

The Committee for Reciprocity Information was created by Executive
Order 6750 of June 27, 193!4.32 It is composed of the Vice Chairman of
the Tariff Commission, who is the committee chairman, and representatives
of the Departments of State, Agriculture, Commerce, and the Treasury.

One of the functions of this committee is to hold public hearings thirty
or more days after the announcement that a trade agreement will be
undertaken with a particular country.33 The purpose of these hearings

is to give an opportunity to the interested parties (producers, importers,
exporters, and consumers) to appear and present any information upon the
particular subjects in which they are interested. The transcripts of

each hearing, together with all briefs submitted and all correspondence

on each subject, and the summarized statements are circulated among the

32Tt was based on the provision of section L of the Reciprocal
Trade Agreements Act of 193L.  Rules of General Application were approved
by the President in June 1938. By the Executive Order 8190 of July 5,
1939 the Committee was placed under the direction of the State Department.

33When the program first started, hearings were not public because
it was thought that interested parties would feel freer to discuss their
problems in that way. Then hearings were made public, and, as it was
expected, the discussions were much more general than specific.
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members of the country and Trade Agreement committees, and other
interested government officials.

In addition to its formal hearings, the Committee for Reciprocity
Information holds many conferences with interested parties. The chair-
man and executive secretary of the committee are constantly available
for interviews with persons having questions to ask concerning matters

relating to the trade agreements.

2. Procedure.

The results of such study indicate whether an agreement is feasible.
If it is, the possibility of making such a trade agreement is explored
through diplomatic channels. The next step is a publication of a formal
notice of "intention to negotiate™ together with a list of products on
which the United States will consider granting concessions.34 However,
not all products in the list will necessarily be included in the trade
agreement.35 This step is followed by public hearings, studies by com-
mittees, actual negotiations, and finally there is a proclamation by the
President after his review and formal approval of the agreement by a
foreign government.

Although interdepartmental activities in connection with the adminis-

tration of the Reciprocal Trade Agreements Act are centered in the Inter-

departmental Committee on Trade Agreements, the Executive Committee on

34pyblication of Mlists of products" was started only in 1937.

36Hearings, Committee on Ways and Means, House of Representatives,
76th Congress, 3d Session, Vol. 1, p. L98.



27

Commercial Policy should be considered as a part of administrative
organization of the trade agreements program.36 Its major function was
to assist in formulating and coordinating foreign economic policy of

the United States. It was this Committee which assumed chief responsi-
bility for the preparation of the original draft of the legislation
culminating in the Reciprocal Trade Agreements Act of 193, and,
subsequently, for making the initial recommendations regarding machinery

for its administration.
B. Operation of the Program

1, Application of unconditional most-favored-nation clause.

Not only the creation of the rules of procedure for the execution
of the power granted by the Congress were accomplished by letters and
executive orders, but the operation of foreign trade policy were based
on the President!s orders and letters. In order to strive for the goals
set up by the Act, the executive orders and President's letters were the
instruments in the execution of the law and in meeting practical diffi-
culties and problems in the administration of the reciprocal trade
agreements program.

One difficulty which had faced the administration of the program

was the fact that the application of the unconditional most-favored-nation

363ee p. 10. It was created by Executive Letter of November 11,
1933, contirnued by B. 0. 6656 of March 27, 1934, E. O. 7260 of December
31, 1935, Executive Letter of April 5, 1944, and was abolished by E. O.
9461 of August 7, 1944, Under its jurisdiction was the Committee for
Reciprocity Information until July 5, 1939, when it was placed under the
State Department.
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principle resulted in the automatic granting of the same concessions to
all other nations with which the United States had treaties including
the unconditional most-favored-nation clause, This made difficulties
in two ua.ys:37

(1) It meant that in some cases the extension of the concessions to
nations which were, under preferential tariff policies s discriminating
against this country.

(2) To the extent that concessions in a pending agreement were on
the same commodities, it tended to reduce the stimulus for the negotiating
country to ratify the agreement, since it would receive some of the
concessions anyway, as alleged in the case of Brazil.

Therefore it was amnounced on February 27, 1935 and May 25, 1935
that the uncondltlona.l most~favored-nation treatment would apply among
the nations according to a threefold classification: 3

(1) Nations which were discriminating against American trade, but
with which trade negotiations for a trade agreement were in progress,
were granted the concessions of the existing pacts provisionally for a
specified period, namely, until October 1, 1935 °

(2) Nations discriminating against American trade in spite of exist-

ing treaties would receive the benefits of the concessions in existing

37 James G. Smith, "Development of Policy Under the Trade Agreements
Program," Quarterly Journal of Economics, February 1936, p. 301.

38The ammouncement was made when Belgian and Swedish trade agree-
ments were proclaimed.,

39This was extended to Jamiary 1, 1936 by a Treasury decision under
the direction of the President on September 18, 1935, When the trade
agreements with Canada and Brazil were proclaimed, the date was further
extended to February 1, 1936.
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trade agreements in accordance with United States treaties with them.
But the State Department would give notice of termination of the exist-
ing treaties with these nations in order to clear the way for satis-
factory treaties or agreements assuring equality to American trade.

(3) Nations which were not discriminating against American trade
would receive the benefits of the concessions according to the most-
favored-nation principle.40

The most-favored-nations pledges contained in many existing
treaties and agreements were worded broadly and did not deal as explicitly
with the newer forms of trade control as would have been desired. In view
of the multiplication of new forms of trade restrictions, particularly
exchange controls and import quotas, new provisions were included in the
trade agreements with foreign countries. Thus in the various trade agree-
ments signed with Canada, Colombia, Brazil, Belgium, Haiti, and Sweden
there was a complete uniformity in the inclusion of provision for uncon-
ditional most-favored-nation treatment with respect to tariffs. But
there were also fairly consistent explicit provisions for the application
of the same principle to: (a) internal taxes imposed on any product of
either country imported in the territory of the other, (b) the import
prohibitions or quotas which could arise, and (c¢) to the allocation of

41
exchange where the threat or actuality of exchange control existed.

4O0Proclamation of the President on July 8, 1935 and proclamation of
April 1, 1935 pursuant to the provision in section 2(a) of section 1
(Sec. 350) Reciprocal Trade Agreements Act of 193L.

4ljames G. Smith,"Development of Policy Under the Trade Agreements
Program,"” op. cit., p. 303.
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2. Application of protective devices.

Some of the techniques applied in the trade agreements for the
protection of the interests of the domestic producers, were as follows:
(1) Imposition of strict quota limitations as on cattle in the

Canadian trade agreement.

(2) Use of tariff quota or customs quota. In some special situ-
ations, there were set up limitations on the amount of goods which could
be imported at a reduced rate of duty. This type of quota was usually
used to permit the restoration of a reasonable flow of trade rather
than, as in the case of fixed quota, to place an arbitrary limitation on
the amount of trade to be permitted.

(3) Use of an escape clause which has reference to imports coming
in from other countries greater than those from the country with which
a trade agreement was made. The following clause, for example, was in-
cluded in the trade agreement with Canada:

«+.The Government of each country reserves the right to with-

draw or modify the concession granted on any article under this

agreement or to impose quantitative restrictions on such arti-

cle if, as the result of the extension of such concession to

third countries such countries obtain the major benefit of such

concession, and in consequence thereof an unduly large increase

in imports of such article takes place...%?

The escape clause in the treaty with Venezuela permitted "remedial
action whenever special circumstances" rendered it necessary or advisable

to do so. The clause permitted such action with respect to petroleum

or any other product included in the agreement.

4%Hearings, Committee on Finance, Senate, 75th Congress, 1lst
Session,. pp. 108-109.
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Through the escape clause, if any mistakes were made, the injured
party could have a hearing to show wherein he was injured and thus any
injurious effect of the trade agreement could be remedied.43

Another type of escape clause, which was included in most of the
trade agreements signed since 1940, provided for consultation with the
foreign govermment in case of any circumstances which would be prejudicial
to domestic industry or commerce.“ If the two governments would not
arrive at a mtually satisfactory adjustment, the agreement might be
terminated, either entirely or in part on short notice.

The type of escape clause which was included in the trade agreement
with Mexico of December 23, 1942, as Article XI reserved the right to
both governments to take remedial action, after consultation with the
other governmment. This clause was applicable with regard to any con-
cession granted in the agreement in the event that unforeseen develop-
ments in the future would prove such action to be necessary to protect
domestic producers from injury through excessive imports resulting from
the concession. The concession could be withdrawn entirely or the re-~
duced rate of duty might be made to apply to a limited quantity of

45
imports.

43Congressional Record, Volume 82, Part 2, 76th Congress, 3d Session,
p. 1632, '

44Hearings, Senate Committee on Finance, 78th Congress, lst Session,
pp. 15-1 (]

45ppplication of this clause was incorporated in the Act of 1951,
See p. 56 and p. 156,
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(L4) There was a provision included in many trade agreements which
provided that if there was a wide variation in the money rates, action
might be taken to make adjustments, or to negotiate some new rate, or
in some way to remedy the situation.46 The provision was not mandatory.
The criterion used was whether the variation in currency rates had been
harmful to United States economy by causing an inundation of imports
into the country.

(5) The scope of concession was narrowed by limiting it to speci-
fied seasons of the year, or by setting up special tariff classifications
within the classification in the tariff act. This method or reclassifi-
cation, or subclassification has been used in various trade agreements.

(6) Temporary and provisional concessions‘granted on certain
products in trade agreements negotiated during World War II were granted
for the emergency period only. The government reserved the unqualified
right to withdraw these concessions at the end of the war.

(7) Discretionary powers of the Department of Agriculture to impose
any sanitary regulation. wWere used to restrict imports from foreign
countries.

. (8) The provisions of section 22 of the Agricultural Adjustment
Act were applied for the protection of the agricultural producers.

(9) Concessions were given only to the chief or principal suppliers

of the commodities concerned.

(10) Free List was used for bargaining purposes. In most of the

4Hearings, Committee on Ways and Means, House of Representatlves,
76th Congress, 3d Session, p. 798.
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trade agreements with Latin American countries the concessions granted
by the United States consisted largely in guaranteeing that certain

products, such as coffee, would continue to be on the free list.

3. Criteria for the determination of tariff rates.

It is obvious that not all changes that have been made in the
reciprocal trade treaties have been distinctly beneficial to all
industries. In fact, some of the reductions in duties have not been
intended to be beneficial to American in&ustry; they have been made to
help increase United States export trade with the least injury to
American industry.47 The criterion by which rates were determined was
as follows:

(1) The first yardstick was the degree of competitiveness of a
domestic and imported article. The more competitive the item was, the
less the cut.

(2) The second problem was to find out in what areas competition
was the keenest--was it centralized in the East or was it pretty well
dispersed.

(3) To weigh all competitive factors, cost of production, cost
trends, prices, wages, and seasonal factors.

From the time the Reciprocal Trade Agreements Act of 193 went into
effect until the beginning of 19L5 there were concluded twent&-eight

48
trade agreements with twenty-eight different countries; fifteen of

47Tbid., p. 557.

48Hearings, Committee on Ways and Means, House of Representatives,
79th Congress, lst Session, p. 318. The first agreement was signed with
Cuba in 193L.
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these were American republics. New developments in international co-
operation which took place during the war, received enthusiastic

support in the early postwar pericd and resulted in new approaches in
the field of international commerce. These developments are discussed

in the next chapter.



CHAPTER IT
RECIPROCAL TRADE AGREEMENTS ACT OF 1945

I. WAR-TIME ACTIVITIES BY THE UNITED STATES LOOKING TOWARD
RECONSTRUCTION OF WCRLD TRADE

In the economic sphere the United States, from the earliest days
of the war, had recognized that there would be a great postwar need,
first, for relief and rehabilitation and then for longer-term economic
development and stabilization. The government was particularly anxious
that postwar restoration should not bring with it a return to the local
economic and financial barriers which had wiped out liberal trade prac-
tices in Europe during the 1930's. It had also been clear that the
United States, as the only great power to emérge from the war economic-
ally stronger than when it entered, would have to give major support to
this effort.

In the face of these problems, there was an obvious unity of purpose
and interest of the United States and the rest of the world. What the
United States and the rest of the world needed was expanded production,
employment, exchange and consumption. In other words it meant more
goods produced, more jobs, more trade, and higher standards of living
for all. To the United States it meant real peacetime employment for

those who would return from the war and for those at home whose wartime

35
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work would end. It also meant orders and profits to greatly expanded
industries and farmers. It was obvious, therefore, that the United
States needed prosperous markets in the world to ensure its own pros-
perity, and many goods the world would sell to it.

Now the time had come for the United States to lead the world in
peace 5y establishing an economic principle of economic cooperation as
the foundation for expanded world trade. Fortunately, the United States
had a good deal of experience in this direction derived from ten years
experience under the Reciprocal Trade Agreements Act of 1934. Though
the results were satisfactory, they were not as good as they could have
been because between the world wars, especially during the depression,
practically all governments applied rigid foreign-trade-controls. Such
trade practices as exchange controls, bilateral and discriminatory trade-
balancing agreements, tariffs and other trade preferences, excessively
high import duties and export subsidies to dump surplus goods abroad
amounted to an international trade war. All those practices minimized
the beneficial effects of the reciprocal trade agreements program.

In order to make the reciprocal trade agreements program work more
successfully there was a need to avoid the mistakes of the past inter-
national trade warfare and to substitute international cooperation.
Two fundamental conditions were required under which the commerce among

1
nations could once more flourish:

1H. Morgenthau, Jr., Secretary of the Treasury, Closing Address to
the Bretton Woods Conference on July 22, 15Ll.
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(1) There had to be a reasonably stable standard of international
exchange to which all countries could adhere without sacrificing the
freedom of action necessary to meet their internal economic problems.

(2) Long-term financial aid had to be made available at reasonable
rates to those countries whose industry and agriculture had been
destroyed. Long-term funds had to be made available also to promote
sound industry and increase industrial and agricultural production in
nations whose economic potentialities had not yet been developed.

Therefore, early in the war, efforts were made by the United States
to supplement the reciprocal trade agreements program with new devices
of international cooperation. These new devices were established in

the Bretton Woods Agreements.
A. International Monetary Cooperation
White and Keynes Plans

As the war progressed, discussion of international financial
objectives and procedures to be inaugurated after the war was taking
place. In the United States Dr. Harry White of the Treasury Department
prepared a plan for an international stabilization fund and an investment
bank which he presented confidentially early in 1942 to a small group in

2
Washington.

%For further discussion and preliminary work see Hearings, Committee
on Banking and Currency, House of Representatives, 79th Congress, lst
Session, H. R. 2211 on Bretton Woods Agreements Act, 1945, pp. 66-69.
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Discussions had also been under way in England, and soon thereafter
Lord Keynes offered a proposal for an "International Clearing Union."
The British govermment printed this proposal as a secret document with-
out Lord Keynes! name and copies were made available to the United
States govermment officials. These two proposals became known as the
White Plan and the Keynes Plan. They were actively discussed in govern-
ment circles both in Washington and London. Beginning about the middle
of 1942, and early in 1943, they were commnicated, confidentially, to
other United Na.tions.3

On April 7, 1943 the two plans were made public. The United States
government released to the press the "Preliminary Draft Outline of
Proposal for a United and Associated Nations Stabilizing F‘und."4 This
draft was sent by the Secretary of the Treasury to the Finance Ministers
of the Allied Nations and the countries associated with them with a
request that it be studied by their technical experts.

At the same time there was a release of a British White Paper present-
ing "Proposals for an International Clearing Union."™ Both proposals
pointed out that each was the work of government technical experts.

Although the original White Plan provided for the creation of an

investment bank as well as a stabilization fund, the material made public

300n£erence at Bretton Woods Prepares Plans for International
Finance, Department of State Publication 2213, Conference Series ;7,
T9DI: P. L.

4Three months later, i.e., July 10, 1943, it was revised and pub-
lished as "Preliminary Draft Outline of a Proposal for an International
Stabilization Fund of the United and Associated Nations."
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on April 7, 1943 did not include the proposal for a bank. Attention was
concentrated on the stabilization fund. The British proposal referred
to the need for other institutions, including a Board of International
Investment, and mentioned the services which the Clearing Union might
perform for such a Board.

Thirty-seven nations which had received copies of the White Plan
were invited by the Secretary of the Treasury to send technical experts
to Washington to make suggestions and to discuss the proposal. Accord-
ingly, about the middle of 1943 informal discussions were held with
experts from a large mumber of countries at Washington. Many valuable
changes and additions developed from these discussions. Shortly after-
ward the Canadian experts offered a plan which presented their views,
and a little later China and France came forward with their proposals.
Following these discussions between American and foreign technical
experts a revision of the so-called White Plan was published in July
1943.°

In the fall of 1943 British economic and financial experts came to
the United States to discuss various topics. The financial discussions
dealt almost entirely with currency-stabilization proposals and only to
a small extent with plans for a bank. The British and American experts

found themselves in substantial agreement on the major principles of

B3ee footnote L, p. 38. The Joint Statement of the experts had
been published in Washington, London, Moscow, Chungking, and in the
capitals of other countries. It was a document representing only the
views of the technical experts of the Allied and Associated nations.
No government was in any way bound by the Joint Statement.
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stabilization, so that the prospects of designing a plan agreeable to
both countries appeared bright. Later the discussions were continued
by correspondence, and there was prepared a so-called joint statement
of principles on which there was an agreement.

Meanwhile, in November 1943, the Treasury department had published
a draft of the bank proposal. Russian experts came to Washington early
in 194}y and engaged in extended discussions with respect to both pro-
posed institutions--the Fund and the Bank. These discussions were
undertaken with considerable interest in view of the differences between
the Russian economic system and the systems prevailing in most other
countries, It soon developed that agreement with Russia on both the
Fund and the Bank was possible at that time.6

Out of these various discussions there developed a document known
as the Joint Statement of Experts on the International Monetary Fund.
This document represented the common area of agreement among the nations
that had participated in the discussions. It was published on April 22,
1944 simultaneously in Washington, London, Moscow, Chungking, Ottawa,
Rio de Janeiro, Mexico City, Habana, and in full or abbreviated form in
many other countries. It represented the views of the experts of
approximately thirty-seven countries and constituted a basis for the

development of the subsequent detailed plan.

€Although the Soviet Union participated in all preliminary dis-
cussions and even subscribed her quotas to the International Monetary
Fund, and the International Bank for Reconstruction and Development, she
did not sign the Bretton Woods Agreement and did not participate in the
International Trade Organization.
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B. International Financial Cooperation

1. Preliminary draft outline of a proposal for a Bank for Reconstruction
and Development of the United and Associated Nations.

When the tentative proposals for an International Stabilization
Fund were published in April 1943, the Secretary of the Treasury stated
that the technical staffs of the Treasury and of other Departments were
studying means of encouraging and facilitating international investment
in the postwar period. The draft of "Preliminary Draft Outline of a
Proposal for a Bank for Reconstruction and Development of the United and
Associated Nations" published in November 2L, 1943, was prepared by the
technical staff of the United States Treasury in consultation with the
technical staffs of other Departments of the United States Government.7
The proposal was sent by the Secretary of the Treasury to the finance
ministers of the Allied Nations and the countries associated with them
with the request that it be studied by their technical experts. It was
in an outline form, touching on the more important points, and was in-
tended only to stimulate thoughtful discussion of the problem in the hope
that such discussion would call forth constructive eriticism, suggestions,
and alternative proposals for possible later submission to the appropriate
authorities and to the public.

A United Nations Bank for Reconstruction and Development was designed

as a companion agency to an International Stabilization Fund. Each

7Preliminary Draft Outline of a Proposal for a Bank for Reconstruc-
tion and Development of the United and Associated Nations, published by
the Treasury Department, November 2L, 1903, p. 111.
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agency could stand and function effectively without the other; but it
was thought that the establishment of such a Bank would make easier the
task of the Fund, and the successful operation of such a Fund would

enhance the effectiveness of the Bank.

2. Bretton Woods Conference.

In May 194l the President issued invitations to the forty-four
United and Associated Nations to attend a conference to be held at
Bretton Woods, New Hampshire, in July 194Li. The Conference was to dis-
cuss the proposed Monetary Fund within the terms of the Joint Statement
and it was also to consider if possible the Bank proposal.8

Prior to the formal conference there was a preliminary conference
held in Atlantic City, for some three weeks, to which representatives
of sixteen major countries sent delegates. At this preliminary confer-
ence the British experts presented proposals for the Bank which involved
some changes from the earlier plan but which met with almost immediate
approval of the experts of the other nations, including the United
States.

When the conference began at Bretton Woods, there was before it a
skeleton proposal of the International Bank and International Monetary
Fund, together with scores of alternative provisions dealing with various

aspects of the problem. There the matter was discussed from July 1 to

July 22, 194 and there was drafted the final formulation of the

8Conference at Beetton Woods Prepares Plans for International
Finance, op. cit., p. 6.

~
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Bretton Woods Proposals--the establishment of an International Monetary
Fund and an International Bank for Reconstruction and Development. The
articlee; of agreement were submitted to the respective governments for
consideration. No government was bound by these articles of agreement
until its legislature had approved them and until they had been signed
officially by a govermment.

It took a year before a bill to provide for United States partici-
pation in International Monetary Fund and the International Bank for
Reconstruction and Development was passed by Congress and approved by
the I’resident.9 The Fund and the Bank were established and began oper-
ations in April, 1946. The work on the world trade problems now became

an ultimate objective of the United States Government.

C. State Department's Trade Proposals

1. Background.
Even before the end of hostilities in World War II, the Government

of the United States and other governments were laying plans to secure
international agreement on trade policies designed to avoid the economic
conflicts of the inter-war period. In the Atlantic Charter of August
1941, the President of the United States and the Prime Minister of Great
Britain emunciated the principle of equal access to the markets and the
raw materials of the world. Similar principles were adopted in the

Lend-Lease Agreements between the United States and the recipients of

®Public Law 171, signed on July 31, 19L5.



Lend-Lease aid. Beginning with the agreement signed with Great Britain
in February 1942, the Parties agreed to work together for arrangements,
open to all countries of like mind, for the expansion of production,
employment and exchange and consumption of goodsj the reduction of
tariffs; the elimination of tariff preferences, and for the removal of
other barriers to the expansion of international trade. The same
principles were extended to other countries which were recipients of
Lend-Lease aid.

When the Bretton Woods Conference concluded its deliberations with
agreement on the structure of the International Bank and International
Monetary Fund, the delegates called upon member nations to continue to
work to reduce obstacles to international trade and to facilitate by
cooperative efforts the harmonization of national policies designed to
promote and maintain high levels of employment and progressively rising

10
standards of living.

2. Proposals.
When Congress accepted membership for the United States in the

Bretton Woods organizations, it expressed its desire that further steps
be taken and stated it to be the policy of the United States

..+t0 seek to bring about further agreement and cooperation
among nations and international bodies as soon as possible on
ways and means which will best reduce obstacles to and re-
strictions upon international trade, eliminate unfair trade
practices, promote mutually advantageous commercial relations,

10Conference at Bretton Woods Prepares Plans for International
Finance, op. cit., p. 20.
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and otherwise facilitate the expansion and balanced growth of
international trade and promote the stability of international
economic relations,1l
On December 6, 1945, therefore, as part of its consistent pursuit
of this objective, the United States published its "Proposals for
12
Expansion of World Trade and Employment." These "Proposals" were
carefully prepared by experts from many interested departments and
agencies of the government. They were published as a basis for dis-
cussion which would lead to a world conference on trade and employment.
In a joint statement with the United States Government, the British
Government stated it was in full agreement on all important points in
the "Proposals"™ and had accepted them as a basis for international dis-
cussions, and that it would use its best endeavors to bring such
discussions to a successful conclusion, in the light of the views
13
expressed by other countries. The "Proposals" suggested that a world
trade charter provide for international agreement:
1l. to reduce trade restrictions and discriminations imposed by
governments;
2. to eliminate restrictions on trade imposed by private
business groups; '
3. to prevent, by govermmental action, disorder in the markets
for certain primary commodities;
4. to seek full employment by cooperative rather than conflict- -
ing nationalistic measures which in the past have failed to

accomplish their employment objectives and have further
restricted international commerce;

1lpyblic Law 171, section 1l, July 31, 19L5.

12Department of State Publication 2411, and the State Department
Bulletin, December 9, 1945, p. 912.

137pid., p. 912.
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5. to establish an international organization--the International
Trade Organization (I.T.0.)--to administer the world trade
charter and to provide an effective forum for future negoti-
ation of problems of international commerce.l4

The "Proposals" were then spelled out and elaborated in the
"Suggested Charter for an International Trade Organization of the United
Nations," also prepared by the United States government experts in the

15
form of an international agreement or convention.

3. Havana Charter for an International Trade Organization.

- At the suggestion of the United States delegation, the Economic and
Social Coﬁncil of the United Nations, during its first meeting in
February 1946, appointed a committee of eighteen nations to prepare an
agenda for an international conference on trade and employment. When
this Preparatory Committee met for the first time in London in October
1946, the United States laid before it a "Suggested Charter for an
International Trade Organization®™ which the Committee adopted as its
basic working document.

This Preparatory Committee opened its work in London in October
1946. A drafting committee of the Preparatory Committee met in New York
during Jamary and February of 1947 and made further modifications in
the proposed charter. Under the auspices of the Executive Committee on

Economic Foreign Policy there were held public hearings on the draft

14pPoreign Affairs Outlines Building the Peace, Department of State
Publication, August 1946, No. 7, p. 2.

18Department of State Publication 2598, Commercial Policy Series 93,
September 1946.
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charter in seven cities during February and March 1947, and the panel
asked for criticisms and suggestions.16 Most of the points raised at
these hearings were incorporated in the final draft completed by the
Preparatory Committee at Geneva in 1947 at which the London draft was
revised, The draft agreed upon at Geneva was then considered by repre-
sentatives of fifty-six nations at the Havana Conference which convened
in the fall of 1947 and completed its work on March 24, 1948. The
result of these deliberations was the Havana Charter for an International
Trade Organization., 17

It was decided that during the deliberations on the Charter for an
International Trade Organization all nations on the Preparatory Com-
mittee would engage in tariff negotiations. The United States Government
invited nineteen foreign countries to participate in4 the negotiation
of a miltilateral trade agreement at Geneva, Switzerland, beginning
April 10, 1947. The Soviet Union did not accept the invitation, but the
other eighteen countries were represented by sixteen "negotiating units"
(Belgium, Luxemburg, and the Netherlands, comprising the Benelux Customs

18
Union, negotiated as a unit; so did the Lebanon and Siria Customs Union).

16The Committee consisted of representatives of the Department of
State, Treasury, Agriculture, Commerce, Labor, and of the Tariff Com-
mission, Hearings were held in Washington, D. C., Boston, Mass., Chicago,
Il1., New Orleans, La., San Francisco, Cal., and Denver, Colo.

17The Charter was not approved either by the United States or other
countries, but two. I.T.0. was never established., See Chapter IV,
pp. 117-121.

185everal changes and additions were made in the composition of
membership during the course of negotiations with the result that 23
countries, representing 19 negotiating units, participated in final
negotiations.
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These negotiations resulted in the conclusion of the General Agreement
on Tariffs and Trade, at Geneva on October 30, 1947, which is considered
as the most comprehensive action ever taken toward reduction of barriers
to world trade.

However, before the "Proposals" were made public and before any
action could have been taken in accordance with the "Proposals," the
United States government faced the problem of the contimuation of the
Reciprocal Trade Agreements Program which expired on June 12, 19L5.

This program had been a basic tool of the United States foreign economic
policy for more than a decade in its efforts to liberalize the trade
relations among nations and to mitigate the burden of various trade
barriers upon the free flow of world trade. After several years of war,
destruction and dislocation of trade channels of the world, in 1945 the
United States was confronted with a difficult problem to lead the world
not only to a peace, but also to the restoration of war damages, economic
recovery and eventual prosperity. This was pointed out in President's
message to the Congress on the Bretton Woods proposals in which he
stressed that there were many economic problems to be solved by the
United Nations after the war, and that proposals would be submitted to
Congress not only on financial and currency-exchange matters, but on

the Food and Agriculture Organization of the United Nations. Among
other matters mentioned in the message to be acted upon by the Congress,
were:

...broadening and strengthening of the Trade Agreements Act of
1934, international agreement for the reduction of trade
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barriers, the control of cartels and the orderly marketing of

world surplusses of certain commodities.1®

II. RECIPROCAL TRADE AGREEMENTS ACT OF 1945

A. Changes in the 1934 Act as Amended

1. Increased power to reduce tariff rates.

The bill, H. R. 3240, which was introduced in Congress by Repre-
sentative Robert L. Doughton, Chairman of the House Ways and Means
Committee, provided not only for a three-year extension of the President's
authority to negotiate reciprocal trade agreements, but also extended
the President!s bargaining power by authorizing tariff reductions by as
much as 50 percent of the rates in effect on January 1, 1945 instead of
50 percent of the rates in effect in 1934 when the original Act was
passed. In other words, the Doughton bill brought the trade-agreements
legislation up to date by basing the President'!s bargaining power upon
the facts present at that time instead of basing it upon the economic
conditions of 193L.

In support of the bill, it was pointed out that most of the
effective bargaining power originally granted to the President had been
exhausted, except on items of a highly competitive character. Since the
beginning of the operation of the Trade Agreements Program duties had

been reduced by one-half on L2 percent of the value of dutiable imports

19The Bretton Woods Proposals, Message of the President to the
Congress, Department of State Bulletin, Vol. X11, No. 295, Feobruary 18,
19E§

, p. 222.
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of the United States, by less than one-half on 20 percent of the value
of dutiable imports and no reductions had been made on 38 percent of
the value of dutiable imports.zo The main argument was that unless this
new power was granted, the trade agreements program, for all practical

purposes, would die and would no longer be an instrument for reducing

trade barriers either in the United States or abroad.

2. Clarifying provisions.

Other innovations in the Act, as proposed by the bill, were limited
to few clarifying provisions for the appliéation of the increased
authority of the Executive in the administration of the Reciprocal Trade
Agreements Program.

First of all, it was explicitly stated that emergency or wartime
reductions in rates of duty were not to be considered as a basis for the
modification of rates of duty as would be authorized by the bill.
Specifically, it was provided that any increases or decreases in the
rates of duty should be computed upon the basis of the postwar or post-
emergency rate carried and not on a rate of duty established for the
duration of war or an emergency. It applied to situations where a return
to a higher rate was automatic.

In those cases, where under a foreign trade agreement the United
States had reserved the unqualified right to withdraw or modify the rate

of duty after the termination of war or an emergency, the rate on a

20Congressional Record, Vol. 91, Part L, 79th Congress, 1lst Session,
p. LB85.
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specific commodity to be considered as "existing on Jamuary 1, 1945" was
to be "the rate which would have existed if the agreement had not been
entered into." It had to be applied where the return to a higher rate
was optional to the United States.

Finally, it was forbidden to restore the suspended trade agreements
by the President.21 War and Navy departments were added to the depart-
ments listed in the Act of 19,3 with which the President had to consult

before entering into trade agreements.

3. Arguments for the extension.

It was emphasized by the supporters of the bill that the reciprocal
trade agreements program was an integral part of this country's economic
and foreign policy based on international cooperation not only in time
of war but also in time of peace. This idea also was expressed by the
President in his message of March 26, 1945 to the Congress concerning

the extension of the Reciprocal Trade Agreements Act of 193l as amended

in 1945:

...When this trade-agreements legislation and the other legis-
lation I have recommended to this Congress is adopted, and when
the general organization of the United Nations and their various
special agencies, including one on trade, have been created and
are functioning, we shall have made a good beginning at creating
a workable kit of tools for the new world of international co-
operation to which we all look forward. We shall be equipped to
deal with the great overriding question of security, and with the
crucial guestions of money and exchange, international investment,
trade, civil aviation, labor and agriculture.22

21This applied to the first trade agreement with Czechoslovakia
before its occupation by Germany.

22Hearings, Committee on Ways and Means, House of Representatives,
79th Congress, 1lst Session, H. R. 3240, p. L.
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Although the President!s message revealed the intention of the
govermment to seek international cooperation on a mich broader scale
than the reciprocal trade agreements program, the Administration was
reluctant to discuss these plans before the end of 1945 when it released
its "Proposals® to the press.23

Regardless of the motives for this cautiousness on the part of the
Administration, it was evident that the Executive branch of the Govern-
ment and the supporters of the bill in Congress viewed the Reciprocal
Trade Agreements Act as a basis not only for the contimation of inter-
national cooperation on trade matters based on the reciprocal trade
agreements program, but also for the expansion of commercial cooperation
as it was envisaged in the "Proposals" and later in the Charter of
International Trade Organization.u The extension of the Reciprocal
Trade Agreements Act, which authorized the President to conclude trade
agreements with other countries, was needed for any planned participation

in an international arrangement for the commercial cooperation.

23During the hearings on the United States! participation in the
Bretton Woods institution conducted by the Committee on Banking and Cur-
rency of the House of Representatives from March 7 to March 23, 1946,
Assistant Secretary of State Clayton tried to avoid any direct answer to
the question concerning an international trade organization and denied
that there was scheduled any international conference on trade. However,
he admitted that the matter had been discussed and that the Bretton Woods
agreements should be adopted first before creation of an international
~trade organization.

W Volume 91, Part L, 79th Congress, lst
Sesgion, p. . Representative Robertson, Va.

WThis power is used as a legal basis for the participation in
General Agreement on Tariffs and Trade.
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L. Arguments against extension.

There was strong opposition in Congress not only to the changes
introduced in the Act, but also to the contimation of the Reciprocal
Trade Agreements program. Many attempts were made to reduce the
effectiveness of the Act by introducing various amendments all of which
were rejected by the majority in both Houses of Congress. However, some
of the amendments, introduced during the debate and eventually rejected
became a part of the law in later years. One of these amendments,
introduced by Representative Bailey, was:

If as a result of unforeseen developments and of the concession

granted on any article emumerated and described in the schedules

annexed to any agreement, such article is being imported in such
increased quantities and under such conditions as to cause or
threaten serious injury to domestic producers of like or similar
article, the Government of either country, party to such an agree-
ment shall be free to withdraw the concession, in whole or in
part, or to modify it to the extent and for such time as may be
necessary to prevent such injury.Z2¢

Another significant amendment was to

Strike out the following sentence: "The provision of sections

336 and 516(b) of the Tariff Act of 1930 shall not apply to any

article with respect to the importation of which...2?

After prolonged debate, the Reciprocal Trade Agreements Act of 193l
. was extended for three more years with all changes introduced by
Representative Doughton. The bill was approved by the President on

July 3, 1945 and became law of the land.

28Congressional Record, Volume 91, Part L, 79th Congress, 1lst
Session, p. 5153.

%7Ibid., p. 5159. In 1951 Reciprocal Trade Agreements Act this
amendment was adopted concerning the section 516(b). See p. 15L.
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ITI. ADMINISTRATION OF THE RECTPROCAL TRADE AGREEMENTS ACT
1943-1948

A. Period Before General Agreement on Tariffs and Trade

1. Changes in the administration of the program.

During the war little activity took place in the operation of the
Reciprocal Trade Agreements program. All economic life, including
foreign trade, was controlled and regulated by governments and most of
the trade channels erected before the war were destroyed or dislocated.

From 1943 until 1948 when the General Agreement on Tariffs and
Trade entered into force, only three trade agreements were negotiated
and concluded by the United States; One of these trade agreements was
with Iceland, signed on August 27, 1943 and made effective on November
19, 1943. Another trade agreement was with Iran, signed on April 8,
1943 which became effective on June 28, 19LL. Only one trade agreement
was concluded under the Reciprocal Trade Agreements Act of 1945 before
the negotiation of the multilateral trade agreement in Geneva in 1947.
This was an agreement with Paraguay, signed on September 12, 1946 and
made effective on April 9, 1947.

Regardless of this limited activity in the operation of the trade
agreements program, several important changes were inaugurated in the
operation and administration of the Reciprocal Trade Agreements Act
during the period under consideration.

In a letter to the Secretary of State on April 5, 1944, and by

gimilar letters to the heads of the other interested departments and
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agencies the President created the Executive Committee on Economic
Foreign Policy.28 The functions assigned to the Committee were to
"examine problems and developments affecting the economic foreign
policy of the United States and to formulate recommendations in regard
thereto for the consideration of the Secretary of State and, in appro-
priate cases of the President,® The Committee was to consist of repre-
sentatives of the Departments of State, Treasury, Agriculture, Commerce,
and Labor, the Tariff Commission, and the Foreign Economic Administration.

On June 30, 194, by Department Order 1280, the Secretary of State
specified the scope of the Secretariat of the Executive Committee on
Economic Foreign Policy, prescribed its functions and its relations to
other offices and divisions.

According to the Departmental Order, the functions of the Executive
Committee were expanded to include many phases of economic policy.
They were divided among several subcommittees such as Committee on
Trade Barriers, Committee on Private Monopolies and Cartels, Committee
on Commodity Agreements, and several other Committees.

Eventually the Executive Committee on Bconomic Foreign Policy
replaced the old Executive Committee on Commercial Policy.29

There were also some changes made in regulations relating to the

giving of public notice and the presentation of views in connection

28The Department of State Bulletin, Vol. X, No. 258, June 3, 19LlL,
p. 511, .

2%9Fxecutive Committee on Commercial Policy was abolished by E. O.
9461 on August 7, 19LL, Federal Register 9879. It had lost some of its
power by E. 0. 8190 on July 5, 1939 which placed the C.R.I. under the
Jurisdiction of the State Department. However, it continued to designate
the members to the C. R. I. (Committee for Reciprocity Information).




56

with reciprocal trade agreement negotiations. The members of the
Committee for Reciprocity Information were to be designated by the heads
of the agencies represented on the Committee.30 On November 9, 1945 the
Executive Secretary of the Committee made slight changes in the rules of
procedure established in June, 1938.31 This revision redefined more
elaborately the functions of the Committee by stating that the Committee
should "accord reasonable opportunity to interested persons to present
their views on any proposed or existing trade agreement or any aspect
thereof."32

In order to facilitate the work of the Committee for Reciprocity
Information, the Executive Secretary of the Committee issued "Suggestions
as to the Method and Charécter of Representations to the Committee for
Reciprocity Information" on September 11, 19&6.33 It specified various

functions of general character, data with respect to import items.

2. Bxecutive Order 9832 concerning the application of the escape clause.

The most significant change took place én February 25, 1947 when

the President issued Executive Order 9832 which was intended to provide

30, 0. 9647, October 25, 1945. It abolished a function exercised
by the Executive Committee on Commercial Policy.

3lcommuittee for Reciprocity Information, Rules of Procedure.
Revised edition, 1945, U. S. Government Printing Office, 19L5. Also in

the Federal Register, November 16, 19L.5, p. 14136.

32Rules of Procedure of 1938 stated that ™the Committee shall
receive the views of any interested person."

33For details see Federal Register, September 11, 1946, pp. 177a-
387.
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for substantial improvements in the procedure of administering the
program and for new safeguards against any possible injury to the
domestic economy as a result of concessions made in trade agreements.34
The order consisted of three parts.

Part I stipulated that an escape clause should henceforth be in-
cluded in every new trade agreement. The purpose was to permit either
the United States or a contracting foreign country to abrogate that part
of any trade agreement which was injuring a producing group in either
country.35 There was formulated a set of criteria under which use of
the escape clause was to be invoked. The basic condition was an
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