Approved For Release 2008/06/09 : CIA-RDP80B01676R004200130038-3

ER 8-1093

Homorabls Joseph M. Dodge /
T™he White House

| Vashington, D. C.

| Deay Joeo:

‘ Thank you very much for making available

‘ to mo George Husmphrey's comamsnte on recent pspers
concerning economic activities in Free World aress.
I found them most interesting.

Sincerely,
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20 March 1956

MEMORANDUM FOR: Deputy Director/Intelligence

SUBJECT: Comments by the Secretary of the Treasury
on Bloc Economic Activities in Free World
Areas

1. Attached please find two coplies of a memorandum
from Secretary Humphrey to Mr. Dodge commenting on recent
bapers concerning Bloc economic activities in Free World
areas.,

2. Mr. Dodge requested that the attached paper be
called to the attention of Mr. Dulles and Mr. Amory.

25X1

Attachment (2)
As noted ebove.

SECGRET
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e have reviewed with keen interest the peterial which you have
sent on Soviet trade with the less-devoloped arens. A1l of this posss
in pangent form the problen we face. 16t me taks advamtage of your
invitation far commante.

We ought to accept at once the faol that Soviet trade with the
rast of the world will inorease. That ought not to panic ue into
foolish competitive moves. ¥e curselves heve certain great sdvantages
in evonomic competition whigh we should not wndersstinate. Let me
suggest what they are:

Pirst, Soviet Bloo trade is on a stute basis. froe warld trade
is primerily on a private cosserclal basis. To aske a poaningful
sanparison of saﬂﬁ end Uestern sconomic relations with the lass-
developed areas it is necessary to look et Wegatern private COoRRITO,
oredit, and long-ters investment as well as governpment activities.
As of now, our trade is overvhelningly larger.

rrivate trade bas the great advantage of tringing to bear the
sourgies and ingenuity of many thousands of Amsrican companies and
individuals. The present situstion offers a test of owr bellef that
trivate snterprise is more efficlient than state trading.

Second, the amount end quality of goods the floe gountries havs
availabls to trade is still muoh below that available to the fres world,

Third, the Bloc countriss have no machinery of ald comparable to
ours with: the Internationsl Bank, ihe Honetary Fund, the Expori-Ixport
sank, P.L. 480, ICA, stc. Vs can offer & rounded rogram of aid they
cannot approsch, the long tera benefits of which bave bean domonstrated,

Fourth, Sovist trade and loans are ascompanied by subvarsion.
This should be increasingly clear to everybody.

While we should never underestimate the Boviet menacs as they
tuwn from throat of war 10 threat of trade, we bave grest strength in
that field -~ much greater than theirs.

Our provlem is how to play up our strength -- to use it to advuntage --
net Lo smurrendsr owr peinciples snd try to play their game,
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How 1o -y our strength 1 mostly a matter i peupls ~
&a*w.:k gﬁ-&g}ﬁzm people == whe understond private enterprise «-
er the job in the field snd in weshinglon.

i ; HEy B G hars
to pubt this anciher wey, -~ When a pood buBiness encoun |
chanp, svund competltion, it does nct cuthid the corpetitien but
suts more snd betier salesmen on the Job to sell quality and lasting
servics, it will mot keep all the business bub will keap the best.
The abttached memorandum develops sore of these ideas furtheXr.

Zincercly yoursy

{Siﬁ’md} Ga Me mw
Sgeretary of the Treammy

sonorable Joseph . lLodge

chalrman, Council on Foreign
seonomic rolity

Joom 200, cxecutive uiflee Tldg.

wao lnpton 25, Ue Ce
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MEMORANDUM
Subject: Notes on "The Nature snd Problems of Soviet Fconomie
Penetration in Underdeveloped Areas.®

The memorandum gives & comprehensive survey of the Soviet seconomie
threat. One important question which may be raised is whether it does
not tend to relate Soviet Govermwent activities to U. 3. Govermment
aotivities and not deal with the ares of private trade and investment,
where the great strength of the United States and the rest of the free
world lies. It seems to match Soviet trade ageinst United States
Government ald,

The Soviet offensive clearly creates resl problems for us, but, if
we are going to deal with it intelligently, we must keep it in perspece
tive. In the first place, we ought to look at the total trade of the
Bloec with the leas developed countries and compars it with the total
trade and investment of the United States snd the other free world nations.
Obviocusly, peaceful trade can take place beitween the Bloc and the less
developed areas with economic advantege to both. Until recently, the
Soviets have been pursuing & policy of economle autarchy and the Bloe

shars of free world itrade has been very small =- only about Z2-1/2 percent.

It now appears that this policy is being relawxed., Whether the move is
being mede primerily for politicel ressons or economic reasons, or both,
we will be in & very difficult position in trylng to prevent free world

countries from golng shead with trade which is economically sdvantagecus

to them. About the only way this could be done would be through unlimited

goverument preemptive buying, snd this is clearly out of the question.
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In any event, the President has said publicly at Geneva that an expan-
sion of trade with the Bloc in nonestrategic goods is much to be deslired.
We can't very well promote such trade for ourselves and for Western
Europe but try to stop 1t for the underdevelonsd aresas,

We need to remember that the Soviets work on & state trading
system, OSovlet Government negotistors do deal with private firms in
soms cases but vhers the government of the other country is willing,
they ususlly desl on a government-to-government besis. This means ithat
they can wrap up ths entire trade, covering 2 period of some years, in
a single package. If it is an ativsctive package, which it may well
appesar to be, the Soviet Oovernment can get a propaganda sdvantage out
of the deal in many ways. One way is to watch what the Sovist Govern-
ment 18 doing with what Westarn Governments are doing and drew an analogy

betwesn Soviet barter trade deals and Unlted States economic aszlstance.

Such ecompsrisons sre, of course, quite errcnecusy not only becauss the
Soviets sre offering nothing comparsble {(except possibly in the technicsl
agsistance field) to Unlted States grant aid, "soft® loans through ICA,
or PL L8O smles, but also because they represent an atbtempt o compare
the whole trade of the country with the activities of the United States
Government, This is difficult to deal with, especially in the initisl
steges when there is no test of Soviet performance,

It is important to understond ealsc that the terms of Soviet irede
of ferz may be highly deceptive. It is not easy to draw an accuraie come

parison with Western trade or with the public financing which is done by

N Eu“ il
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the United States Government. The interest rate attaching to Soviet
credit offers may be the laast important element in the transaction

with the relative prices implied in the barter terms being much more
important, A ocut-rate or discount level of interest charges is not
advantageous if the purchass price is sbove the level at which competle
tive goods could be obtained in free world markets. Furthermore, the
Soviet offers to accept payment for credits in locsl currencies do not
appear to be comparable fo the local currency provisions of United States
loans and PL 480 sales, Acceptance of loesl currencles is the normal
practice in bllateral trading but these currencies can be used to buy
goeds for export, The United States Covernment, in its local currency
arrangements, has generally sgreed to use the greater nart of the local
currencies for the beneflt of the country invelved., In appraising the
credits offered by the Soviet Bloc we need to relate Soviet state credits
to the total volume of credits provided by the free world through private
commerclal credits and longeterm private invesiments, as well as through
goverrment lo&ns, We must avoid a direct comparison batween Soviet state
trade and the foreign sconomic operations of governments in a free enter-
prise systenm,

Over the longer term the disadventages of the Soviet technique
should become more apparent, For one thing, in government-to=governuent
trading under bilsteral itrade agreements there has historically been a
tendeney towsrd over-pricing of merchandise on both sides, For another "
under bilateral trade agreements there ha: to be & balancs of trade both

ways or one country does not gst pald. In order to balance trads =
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country may have to accept goode which it does not particularly need
or which might be available from other socurces on more favorsble terms.
There is even a possibility that goods aecepted in bilateral itrade
arrangements may be resold elsewhere with unfortunate effects upon the
free world itrade of the country involved, (This appears ito have already
happened in the case of Soviet pnrﬁhnaes.af cotton from Egypt. We
understand Egypt has protested to the Soviet about dumping Egypiian
cotton on Western European markets,) Additionally, heavy relisnce on
bilateral trade deals leaves a country vulnersble to the danger of an
abrupt loss of markets or source of supply through terminetion or
fallure to renew an agresment,

The vreat dansers in & growih of East«'fest trade dec not arise out
of the mere exchange of psaceful goods but out of the likelihood that
the Bloc will use such trade and increased contacts as & vehicle for
propaganda, subwversion and political pressure in those areas which are
not alive to the Communist menace and which suffer from political
instability, To date much of our effort in the underdeveloped areas
has gone to develop military forces with the objsotive of deterring
external aggression. It may well be that in the periocd ahead we should
placs relatively greater eiress on police~type forces and covert activitiea
designed to counter subversive activitles.

The Prapident in his press conference of Mareh 7, 1956, put the

Soviet trade problem in proper perspective as follows:
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%I really believe the United States as a whole, and
specifically its Congress and its Executive departments,
must study this matter very, very carefully, so that we
don't get into a position of just responding to speciocus
promises of the other side, and throwing our substance
a1l over the world but, at the same time, have a logical

solidly followed program that our friends can believe in,"
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