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PREFACE 

In an April 6, 1987 edition of The Washington Post (weekly 

edition) two separate public opinion polls revealed that a 

majority of Americans believed foreign aid is a luxury that the 

United States cannot afford. Over 60 percent felt our own 

domestic problems should be solved first before we turn our 

attention to other countries. Only 7 percent believed that 

governmental assistance actually reaches needy people abroad. 

Another poll, the results of which appeared in the 

June 29, 1987 edition of the same magazine, agreed that America 

should preserve jobs by imposing tariffs and quotas on imports 

even if it means higher prices for consumers. Sixty-five percent 

believed that those restrictions should apply to Japan. 

Disillusionment with aid and trade programs is not new in 

America. But with passions on these issues rising to particularly 

high levels over the past year, I felt that a broader historical 

study of American foreign economic policy might be in order. My 

interest in East Asia in general, and Japan in particular, led me 

to focus on American trade and aid policies in the Far East. A 

parallel interest in multinational corporations and the expansion 

of their influence in the 1950s drew me toward an examination of 

the business role in shaping this policy. Those two interests 

converged in this study. Although by no means complete, I hope it 
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does give some sense of the conflicting problems of implementing 

foreign economic policy, even at a time when America enjoyed 

unprecedented prosperity and dominated the world economy. 

I would like to thank the University of Arizona and the 

Department of History for providing me with the financial help 

necessary to complete my master's degree in the field of 

diplomatic history. Dr. Juan Garcia and Dr. Leonard Dinnerstein 

provided solid training in their graduate seminars and essential 

criticisms of the initial drafts of this thesis. Dr. Michael 

Schaller served as my advisor during my two years at Arizona, 

helping to shape my ideas and hone my intellectual skills. I am 

most grateful for his help. 

Finally, I would like to dedicate this work to my wife 

Suzanne and my son James who surrendered most of their summer with 

me so that I could write this thesis. Their patience and love 

sustained me. 
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ABSTRACT 

American foreign economic policy in the 1950s was shaped 

by the demands of the industrial nations for raw materials and 

market access, and by the ideological imperatives of the cold war. 

The Eisenhower Administration sought to create a liberal 

capitalist world order in keeping with the historic policies of 

the United States in the twentieth century. It sought to create a 

large role for U.S. multinational corporations, who could provide 

a significant amount of the capital needed for trade expansion and 

industrial growth. This policy became known as "trade not aid." 

The trade not aid policy reflected both the fiscal 

conservatism and ideological beliefs of the Eisenhower 

Administration. Unfortunately, this program did not sufficiently 

meet the needs of the underdeveloped nations of Asia and Africa 

because private investors hesitated to risk large amounts of 

capital in unstable, poverty-stricken areas. The Soviet economic 

offensive of the mid-1950s was seen as a threat to American 

interests in the Third World. By 1957 Eisenhower shifted to a 

policy of trade and aid. 

This study examines three foreign economic policies in the 

context of American-East Asian relations. It focused primarily on 

Japan, since that country served as the center of the American 

regional "workshop economy" concept in Asia. Tracing the 
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development of the trade/aid program, this thesis then compares 

and contrasts governmental policies with business activity and 

opinion during the 1950s. It concludes that the foreign economic 

policy of the Eisenhower Administration contained serious flaws, 

served the needs of only a few countries in the region, and was 

weighted heavily toward a military support role rather than 

economic development. 



CHAPTER 1 

INTRODUCTION 

In July, 1953 President Dwight D. Eisenhower was troubled 

by "the shortsightedness bordering on tragic stupidity of many who 

fancy themselves to be the greatest believers in and supporters of 

capitalism (or a free competitive economy), but who blindly 

support measures and conditions that cannot fail in the long run 

to destroy any free economic system." Democracy and capitalism 

were threatened by a principal contradiction in the system: "the 

inability of men to forego immediate gain for a long-time good." 

Although he disagreed with Lenin that such conflict was 

inevitable, Eisenhower did feel the danger was real. American 

trade policy was one of the best examples: despite the fact that 

postwar circumstances made trade liberalization an important 

interest of the United States, "we do not yet have a sufficient 

number of people who are ready to make the immediate sacrifice in 

favor of long-term investment." He criticized those industries 

which were 

so concerned for their own particular immediate market and 
prosperity that they utterly fail to see that the United 
States cannot continue to live in a world where it must 
. . . export vast portions of its industrial and 
agricultural products unless it also imports a 
sufficiently great amount of foreign products to allow 
countries to pay for the surpluses they receive from us. 

1 



If the free world was to contain communism, raise world living 

standards and guarantee access to vital resources, world 

cooperation was essential. The alternative—maximum immediate 

gain regardless of the consequences— was "suicide. 

President Elsenhower, like most internationalists, saw a 

connection between a liberal trade and aid policy and a prosperous 

America. As an ardent cold warrior, he also felt it was an 

essential corollary to a vigorous anticommunist program. Woodrow 

Wilson enunciated the goals of such an internationalist policy 

during and after World War I. These goals included access to 

markets and raw materials for industrialized nations (the Open 

Door), the creation of liberal democratic regimes friendly to 

American interests, and the containment of atavistic threats from 

the Left and the Right to such an order. Wilsonian-style 

multilateralism would allow the United States and her allies to 

"laugh at the other so-called 'contradictions' in our system, and 

. . . be so secure against the communist menace that it would 

gradually dry up and wither away."2 The Eisenhower administration 

continued the postwar search for an open door world under American 

protection. It tried to convince American business to overcome 

its immediate preoccupation with profit and cooperate on long-term 

market access through overseas trade and investment. This proved 

^Robert J. Ferrell, ed. The Eisenhower Diaries (New York: 
W. W. Norton, 1981), July 2, 1953 entry, pp. 242-245 passim. 

2Ibid., p. 243. 



to be a difficult job in those areas where strategic importance 

and business interests did not coincide. 

In East Asia, policymakers and businessmen faced an almost 

unimaginable array of problems. Japan seemed to be the only 

stable country that could be counted on to participate in a 

liberal capitalist free world, and even that nation suffered from 

economic uncertainty and political unrest. The rest of the area 

was poor, overpopulated, underdeveloped and wracked by civil war. 

Nationalism and communism seemed to threaten the entire region. 

While the Eisenhower administration rushed in to try to prop up 

and befriend these nations, businessmen were more likely to take a 

step back and invest elsewhere, or just keep their dollars home. 

Private trade and investment hesitated to follow the flag into 

Asia. 

This is not to say that there were no American economic 

interests in the Far East. Certain industries were quite active 

there, and key raw materials for the booming postwar economy—oil, 

rubber, tin, foodstuffs—came from Asia in significant 

percentages. A map appeared in The New York Times shortly after 

the Korean war began to show the economic stakes in Asia: 47 

percent of world rice production, 96 percent of its rubber, 85 

percent of the tea crop, 53 percent of the world's tin, and of 

course the growing manufacturing power of Japan.3 Japan was the 

only significant buyer of U.S. goods, but Asia represented a vast 

^The New York Times. October 29, 1950, p. 3. 



potential market. Yet, economic necessity alone did not drive 

America into one Asian war and deepen involvement in another 

during the 1950s. Foreign economic policy in Asia was driven by 

the broader perceptions of policymakers who believed that economic 

and strategic security of the United States depended upon a 

liberal capitalist world order. 

The American quest for a multilateral free trade economic 

system has been a goal of U.S. foreign policy since the beginning 

of this century. An open door world served the nation's interests 

because it guaranteed access to markets (in which American 

comparative advantage could dominate) and to raw materials 

(necessary for future growth). Economic interdependence would 

form the basis for prosperity and a stable political environment 

in which democratic institutions might thrive.^ The collapse of 

Wilsonianism in the 1920s and the advent of the Great Depression 

were inexorably linked in the minds of postwar presidents and many 

key policymakers. The lessons of the past convinced the Truman 

and Eisenhower administrations that peace and prosperity were 

dependent upon an American-led world economic and political 

structure. As Dean Acheson put it: there was "wide recognition 

^1 am here acknowledging my indebtedness to several 
scholars who have traced this theme, particularly N. Gordon Levin, 
William Appleman Williams, Joy-e and Gabriel Kolko and Walter 
LaFeber. See Levin's Woodrow Wilson and World Politics (New York: 
Oxford Press, 1968); Williams' The Tragedy of American Diplomacy 
(New York: Dell Publishing, 1972, 2nd ed.); the Kolko's The 
Limits of Power: The World and United States Foreign Policy, 
1945-1954 (New York: Random House, 1972); and LeFeber's America, 
Russia and the Cold War (New York: Wiley, 1980, 4th ed.). 



that peace is possible only if countries work together and prosper 

together. That is why the economic aspects are no less important 

than the political aspects of peace."^ Victory in World War II 

had given the United States the power and determination to try and 

construct such an open door world. 

Americans soon learned that there were significant 

obstacles in the path toward liberal-capitalist multilateralism. 

Initially, faith had been placed in international institutions— 

the United Nations, the World Bank (IBRD), the International 

Monetary Fund (IMF), and other organizations established as a 

result of the Bretton Woods conference of 1944—but they quickly 

proved themselves inadequate in the face of postwar nationalism 

(at home and abroad) and huge global economic problems. The 

advent of the cold war and the forced withdrawal of the Soviet 

Union, Eastern Europe and eventually China from world trade turned 

multilateralism into capitalist-bloc multilateralism and 

compounded difficulties in resuming world commerce. The United 

States had hoped the Bretton Woods system would help promote trade 

and investment in underdeveloped nations in exchange for access to 

raw materials, but political struggle in the emerging nations and 

justifiable bitterness after decades of colonial rule prevented 

the resumption of those trade patterns as well. At home, Congress 

jealously guarded its remaining tariff and trade power and 

^Quoted in Robert A. Pollard, Economic Security and the 
Origins of the Cold War 1945-1950 (New York: Columbia University 
Press, 1985), p. 8. 



presented a formidable obstacle course of its own if trade and aid 

programs were to be enacted. Finally, there was the paradox of 

global instability as a result of American domination of the world 

economy in virtually every area. 

American businesses and banks held almost complete control 

of world commerce. Demands for U.S. exports overwhelmed other 

nation's abilities to pay for them, creating a deficit in foreign 

purchasing power—a "dollar gap"—which would prevent expansion 

and keep trade at depressed levels. If uncorrected, policymakers 

believed it would drive other free world nations toward the Soviet 

bloc in a desperate search for trade. The dollar gap therefore 

blended into cold war competition. 

The liberal-capitalist ideal was threatened by a variety 

of "isms"—communism, protectionism, nationalism. The realities 

of the world economy forced American leaders to accept several 

compromises and depart from established free-trade policies. What 

was required was something unprecedented in modern history: the 

unilateral transfer of massive amounts of capital to the 

devastated European and Japanese economies. 

This huge capital shortfall required the United States to 

finance the reconstruction of the "sparkplug" economies of Great 

Britain, West Germany and Japan. It involved a combination of 

programs: increased U.S. imports; reestablishment of free world 

ties with commodity-producing areas; tolerance of discrimination 

against U.S. exports; and a significant aid program through either 



public or private institutions. It also implied acceptance of 

colonialism in certain areas, an idea repugnant to American 

ideology. In order to achieve the long-range open door goal, a 

short-term aid and trade policy which included these elements was 

necessary. Public capital transfer would be temporary, lasting 

only until private investment assumed this duty. 

In order to implement such a plan, however, the Truman and 

Eisenhower administrations had to convince several groups of the 

necessity of such a radically different foreign economic policy. 

Trade liberalization could occur only if a parochial Congress 

granted sufficient power to the executive branch, and if business 

and labor groups could be persuaded that the benefits outweighed 

the threat of competition and loss of comparative advantage. As 

we shall see, group members did not universally share the 

internationalist outlook of these administrations. Economic and 

military outlays required a consensus on overseas aid priorities. 

Not everyone agreed on the strategic importance of a particular 

nation, its potential for growth and independence, or th eproper 

level of aid for that country. This problem was compounded by the 

fact that aid legislation quickly became the means by which 

Congress could influence foreign policy. »• The House of 

Representatives gained particular power because of the funding 

process. 

The cold war did not appreciably alter the need to correct 

the postwar world trade imbalance. However, it did give the 



Executive branch a powerful tool with which to extract monies "from 

Congress and build a foreign aid constituency. The communist 

shibboleths—"scaring hell out of the American people"—were never 

far from the debates on foreign economic policy. It proved to be 

a more effective prod than the dry arguments of economic self-

interest. But invoking the Soviet threat did present some 

problems. Maintaining momentum for any aid program became 

difficult except in a crisis atmosphere. In the absence of 

powerful military arguments, funding became unpredictable. 

Selling aid as an anticommunist tool also introduced rigidities 

into the program which were incompatible with foreign policy 

goals. This became especially true as the Soviets began competing 

with the United States for influence in the newly emerging states. 

Many of these nations were fiercely nationalistic and eager to 

steer a neutralist course even at the risk of antagonizing their 

benefactor. And although military containment served as a 

convenient rationale for continuing economic aid under the pretext 

of "defense support", it altered the bureaucratic channels by 

which aid decisions were made and programs were implemented. Aid 

tended to follow the currents of an increasingly militarized cold 

war. 

The Korean war refocused American attention on Asia, and 

aid levels adjusted to reflect U.S. concern for the containment 

arc that stretched from Pakistan through Southeast Asia and around 

toward Japan. The basic objectives of our trade and aid policies 



in Asia were to: 1) increase these nation's capacities to remain 

independent and present a viable alternative to communism; 2) 

provide military support for external defense, internal control 

and budgetary relief purposes; and 3) promote economic stability 

and integration into the free world economy. This study will 

focus on the Eisenhower Administration's efforts to attain that 

last goal. 

President Eisenhower and his Secretary of State, John 

Foster Dulles, faced certain problems in trying to implement U.S. 

foreign economic policy in Asia. They were locked into an 

ideological cold war perception that placed paramount importance 

on countering the Sino-Soviet threats and tended to obscure the 

internal social, political and economic needs of the nations in 

that region. They were constrained further by a Republican party 

that had been carried back into power in part because of its "who 

sold out China?" rhetoric and was purging the very advisors who 

could offer alternatives on Asian policy. Many in the GOP were 

also suspicious of any continued "New Deal giveaway" of economic 

aid. This made economic assistance to Asia difficult for an 

administration dominated by fiscal conservatives and businessmen 

and determined to restrain spending. Only the fear of Soviet 

inroads in aid competition led to a loosening of the pursestrings 

for purely developmental purposes. Economic aid became a cold war 

weapon. 



Besides the regional problems already mentioned 

(neocolonialism versus nationalism, neutralism, etc.)* there was 

the weakness of Asian economies themselves. They were extremely 

capital-poor with little of the infrastructure or technical skills 

that might attract investment. Many countries depended on one or 

two commodities for export earnings and were therefore 

economically vulnerable to price swings and foreign demand. Most 

were suspicious of Western investment and hostile to Japanese 

reconstruction. Their governments were reluctant to disperse aid 

to private enterprise, preferring state control of industry. This 

made them unattractive to a Congress reluctant to fund socialistic 

enterprises. Private enterprise shared this wariness of Asia. 

Private trade and investment had to help carry the load if 

the foreign economic policy goals were to be met. The needs were 

too vast for any government, let alone a budget-conscious one, to 

satisfy all of the requirements of Asia and still maintain the 

containment perimeter elsewhere in the world. The Eisenhower 

Administration's emphasis on "trade not aid" reflected this 

belief. Perhaps increased commerce within a regional economy 

centered around Japan offered the solution. This idea originated 

in the Truman administration; Eisenhower would attempt to 

implement it. Japan was to anchor the capitalist economic sphere 

in East Asia, while the United States supplied the defense dollars 

and strategic umbrella for its protection. American private 



capital and trade liberalization would bind the region together by 

providing the rest of the funds necessary for development. 

The blueprint was perceived as a failure by 1956. 

American business, continuing to act on short-term profit motives, 

was not providing the development dollars. Asia was too unstable, 

too resistant to private enterprise, or too marginally profitable 

to merit the huge capital investment deemed necessary for growth. 

Japan still lacked a solid regional trading base because hopes for 

integration with other Asian economies were frustrated by wartime 

memories and economic nationalism. The Japanese looked toward 

American rather than Asian markets, but here too they ran into 

protectionism. The competitive strains of capitalism stalled 

trade liberalization. Finally, Sino-Soviet economic overtures 

threatened to undermine the entire U.S. containment strategy. 

These perceptions pushed the Eisenhower administration 

toward a "trade and aid" policy. It launched a belated 

development program in the belief that public capital could 

fulfill the economic requirements of its Asian containment policy. 

Private investment had failed to provide enough funds. As a 

result, the American stake in East Asia increased; so did United 

States determination to protect its investment. 

Chapter 1 of this study will present an overview of U.S. 

aid, trade and investment levels in East Asia. Chapter 2 will 

briefly recap the evolution of foreign economic policy under the 

Truman administration. Chapters 3 through 8 will chronicle the 



development of the Eisenhower administration's trade and aid * 

policies as they related to East Asia, and examine the role of 

American business in those policies. Trade relations and 

investment development will be highlighted. Chapter 9 will 

present some conclusions. 

Although this study focuses primarily on East Asia, 

particularly Japan, it will occasionally venture outward to try 

and paint a broader picture of American foreign economic policy 

and business activity along the entire Asian crescent. The 

creation of that policy began soon after the atomic bomb brought 

an end to the Pacific War, and it is there that we begin our 

study. 



CHAPTER 2 

AMERICAN TRADE AND INVESTMENT IN EAST ASIA, 1950-1960 

The United States dominated the world economy from 1945 to 

1960. American goods and services constituted half of the total 

global Gross National Product (GNP) for most of this era. U.S. 

national income was six and one-half times greater than that of 

the next largest market economy. America's trade volume (exports 

plus imports) constituted roughly one-sixth of total world trade 

volume. In 1949 our economy ran trade surpluses in virtually 

every statistical category.* 

By 1960 that preeminence had begun to erode. Still the 

largest economy in the world, American supremacy in key industrial 

sectors was being challenged by Western Europe and Japan. U.S. 

trade was still running an overall surplus, but sectoral deficits 

now existed in important categories: petroleum, raw materials, 

and basic manufactured goods. Technologically older industries, 

particularly textiles and footwear, were hit hard by import 

competition. 

Much of this erosion was self-induced by the American 

government. Policymakers who subscribed to an internationalist 

^-United Nations, U.N. Yearbook of Trade Statistics, 1961, 
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view of foreign economic policy believed that continued prosperity 

for the United States depended upon trade liberalization and a 

large transfer of capital abroad. Imbalances in the world economy 

had to be corrected in order to attain the long-sought-after goal 

of a liberal capitalist economic order under American leadership. 

The forced withdrawal of the communist bloc from the industrial 

world trade arena made the reconstruction of profitable free trade 

patterns a cold war imperative lest other nations reject American-

sponsored restrictions and resume trade with the communist 

nations. Capital formation was essential if these countries were 

to meet the economic and military requirements of the U.S. 

containment strategy. 

Policymakers realized that there were three major methods 

of accomplishing this capital transfer: increasing private 

investment abroad; increasing public investment through overseas 

grants, loans and assistance; and boosting imports through a 

liberalization of U.S. trade policies which would reduce foreign 

trade imbalances and encourage currency convertibility. Foreign 

countries must also be encouraged to adopt internal policies 

conducive to capital formation. Austerity budgets, forced savings, 

and investment laws would help provide a "favorable climate" for 

foreign investment. This was seen as an important option in 

economic diplomacy, given the potential strength and ability of 

the United States to influence their behavior. 



All of these methods were interrelated and somewhat • 

dependent upon each other if they were to succeed. For example, 

American private capital was reluctant to go abroad unless it 

could be guaranteed a more profitable return than simply investing 

in the huge and lucrative domestic economy of the 50s. 

Profitability, in turn, was dependent upon a variety of factors: 

U.S. and foreign tax rates, investment guarantees, quality and 

quantity of the foreign workforce, rules and licensing of 

investment within a particular country, etc. Often public 

investment in infrastructure (roads, power plants, shipping 

facilities, and so forth) would be a necessary prerequisite to 

establishing production there. This often required U.S. grants or 

loans. 

The complexity of coordinating trade, aid and investment 

required the creation of a large bureaucracy to deal with both the 

domestic and international aspects of foreign economic policy. 

Both the Truman and Eisenhower administrations would struggle to 

create a comprehensive program that would serve American interests 

while facilitating the reconstruction of a viable free world 

capitalist economy. 

United States Aid Programs 

American economic assistance was launched at Bretton Woods 

in 1944. The World Bank and the International Monetary Fund were 

created to provide reconstruction capital to member nations and 



act as stabilizing influences on world credit markets. Although 

they were multilateral institutions, the United States would 

heavily influence their loan policies throughout the 1950s.2 They 

combined with the American-controlled Export-Import (EXIM) Bank to 

provide some economic assistance before 1948. In addition, the 

U.S. government made several bilateral loans and grants 

immediately after the war, the largest being the $3.75 billion 

loan to Great Britain in 1947. The total amount of economic aid 

authorized between 1946-48 was $12.5 billion, plus $2.09 billion 

in EXIM bank loans and $512.8 million in loans from the World 

Bank. Military aid amounted to only $481 million.3 

The Truman Administration had hoped this would augment 

private trade and investment to stimulate recovery, but the 

imbalance proved to be much sharper than had been anticipated. As 
i 

cold war fears grew, anti-communism combined with internationalist 

economic imperatives to launch the next phase of American aid: 

regional and bilateral assistance under the Marshall Plan and 

Point Four programs. The specific goal of the European Recovery 

Program (ERP), as the Marshall Plan was officially called, was to 

rebuild Western Europe and stimulate trade in order to boost 

^David Baldwin, Economic Development and American Foreign 
Policy 1943-62 (Chicago: University of Chicago Press, 1966), 
p. 32. 

^Agency for International Development, U.S. Overseas Loans 
and Grants 1945-1965 (Washington: Government Printing Office, 
1966), p. 5. 



American and European exports and investments. The general goal 

was to stabilize pro-Western European governments in order to 

prevent the perceived spread of communism there. Point Four was a 

technical assistance program for underdeveloped nations. It was 

intended to stimulate production of raw materials and foodstuffs 

that would be used to fuel the recovery of Europe and Japan and 

foster triangular trade with the United States. 

Over $12 billion in assistance was provided to Europe 

during the four years of the EBP, almost all of it direct grants. 

Economic aid globally totalled $18.6 billion from 1949-52. EXIM 

bank loans declined to $900 million, while World Bank loans 

increased to $830.4 million. Military aid, however, provided a 

large chunk of American foreign assistance as the Korean war 

served as the catalyst for "military Keynesian stimulation of the 

world economy.(Keynesian economics meant the federal 

government would utilize deficit financing to trigger expansion.) 

Intervention in Korea allowed implementation of global 

rearmament plans that had been coalescing in national security 

circles since 1947 and were outlined most forcefully in NSC-68. 

After the war began, the entire nature of U.S. aid abroad shifted 

toward military assistance. Appropriations for foreign aid in 

1950 had been at about a 3:1 ratio of economic to military 

^William Borden, The Pacific Alliance: United States 
Foreign Economic Policy and Japanese Trade Recovery (Madison: 
University of Winsconsin Press, 1984), p. 12. 



assistance; that ratio was almost exactly reversed in 1951. 

Military and defense support aid remained a sizeable part of aid 

appropriations for the rest of the decade (approximately 40 

percent). Total military grants and loans reached $2.8 billion 

for 1949-1952, almost all of it" appropriated after the war began.5 

Much of this assistance went to areas outside the battle zone, 

serving as. a forjn of economic stimulus. It relieved other nations 

of the budgetary burden of maintaining defense forces (thereby 

allowing those domestic funds to be diverted to other purposes) or 

permitted the construction of roads, bridges, harbors and other 

infrastructure items under the loosely designated defense support 

allocations. 

In 1953 the Mutual Security Program (MSP) became the chief 

vehicle for foreign aid. Later, two new loan agencies were 

created as the United States shifted its focus from the developed 

to the underdeveloped world. The International Finance 

Corporation (IFC) was formed in 1956 as an affiliate of the World 

Bank to provide additional financing in cooperation with private 

investors. The Development Loan Fund (DLF) became a part of MSP 

in 1957 and provided "soft" loans to developing nations. Soft 

loans are loans that carry preferential interest rates, repayment 

terms, or allow repayment in local currency. 

In addition, the "Food for Peace" program (PL 480) was 

established in 1954 as a means of disposing of agricultural 

-'AID, U.S. Overseas Loans and Grants, p. 5. 



surplus. It became an important tool for aid purposes because of 

the system under which these commodities were sold. Basically, 

these surpluses were sold to various countries who paid for them 

in local currencies. This money was then lent back or given as a 

grant to the foreign country for development purposes.^ 

To boost the availability of economic assistance, the 

Eisenhower administration also increased contributions to the EXIM 

Bank and World Bank. EXIM bank loans amounted to $3.65 billion 

between 1953-61, World Bank loans totalled $4.25 billion, and 

other international organizations loaned over $829 million. 

United States grants and loans for this period reached over $43.3 

billion ($24 billion was economic, $19.3 billion was military). 

Clearly, there was a massive aid transfusion from American or 

American-influenced agencies to foreign nations during the 1950s.? 

Although these aid figures look considerable, it is 

helpful to place them within the context of American GNP and as a 

portion of the federal budget. In constant dollars, total aid 

averaged 1.5 percent of GNP from 1953-57 and declined slightly 

thereafter. It constituted between 2.9-3.8 percent of the federal 

budget for the same period. As aid studies in the 50s would point 

^See Baldwin, Development, pp. 131-132; Borden, Alliance, 
p. 182. 

^Loans and Grants, pp. 5, 49. 



out, larger amounts could have probably been appropriated without 

unduly taxing the American economy or the taxpayer.® 

Private Overseas Investment 1950-60 

The value of American direct investments abroad nearly 

tripled during this decade, growing from $11.79 billion in 1950 to 

$32.77 billion in 1960. American business was earning $3.55 

billion on these investments by the end of the decade. After 

•i 
starting out slowly, net capital outflow accelerated in the last 

half of the 1950s and averaged $1.55 billion annually. Most of 

this investment was in two sectors: petroleum and manufacturing.9 

Foreign activity by U.S. banks was much more limited. 

Only eight private banks had overseas branches by 1960, and their 

assets totalled only $3.5 billion, or a mere 1.3 percent of total 

assets in all U.S. commercial banks. Because most European 

currencies did not become fully convertible until 1958, the great 

boom in private overseas lending did not occur until the 1960s.^ 

Estimates of all private investment abroad (long- and 

short-term, including stock portfolios) are difficult to make, but 

^Baldwin, Foreign Aid and Foreign Policy (New York: 
Praeger, 1966), pp. 26-28. 

9u.S. Department of Commerce, Office of Business 
Economics, Balance of Payments (Washington: Government Printing 
Office, 1963), Tables 58-60. 

^Stephen Krasner, "U.S. Commercial and Monetary Policy: 
Unravelling the Paradox of External Strength and Internal 
Weakness," International Organization 31 (4) 1977: 654-655. 



the best estimates place total private investment abroad at $19 

billion in 1950. This figure increased by over $30 billion during 

the decade, a jump of 259 percent. In 1958 private overseas 

investment surpassed governmental investment abroad for the first 

time since 1935.H 

Levels of Trade 

American trade policy was administered under two 

legislative agreements, one national and one international. The 

Reciprocal Trade Agreements Act (RTA) of 1934 authorized the 

president to negotiate bilaterally most-favored-nation agreements 

with other nations in order to reduce trade barriers. RTA allowed 

the internationalist forces under Roosevelt and Truman to bring 

down tariff rates from the protectionist levels of the Hawley-

Smoot Tariff (average tariff: 52 percent) to a liberalized, free 

trade level by 1947 (average tariff: 13 percent). Of course, 

these averages are somewhat deceiving because actual duties on 

selected items (particularly agricultural products) were much 

higher. 

The other trade program was administered under the General 

Agreement on Trade and Tariffs (GATT). Established in 1947, it 

opened the door to periodic multilateral reductions in tariffs and 

HInternational Transactions and Foreign Aid, Statistical 
History of the United States (Washington: Government Printing 
Office, 1979) Series U26-39, p. 869. 



quotas between member states. GATT was to be administered under 

the International Trade Organization (ITO), but American 

nationalism combined with protectionism in Congress to force its 

indefinite postponement. 

The ITO and RTA extension battles of the late 40s and 50s 

were bound up in several larger issues: whether or not America 

should pursue an internationalist course in foreign affairs, 

partisan politics, antipathy toward the New Deal, and special 

interest group pressures. RTA was renewed in 1948, 1949, 1951, 

1954, 1955 and 1958. But the content and tone of the trade 

legislation was cautious and conservative. Eisenhower was given 

some additional authority to cut tariffs, but the "escape clause" 

and "peril point" provisions were restored in 1951. These allowed 

relief for domestic industry hit hard by foreign competition. In 

addition, pressures by oil and mineral groups and defense-related 

industries led to additional quotas and tariffs on selected 

imports. Domestic pressures continued to restrain the general 

promotion of a liberal international trade system during the 

decade. 

On the whole, however, there was a considerable expansion 

of trade because of the sheer size, commodities requirements and 

comparative advantage of the American economy. Exports grew from 

a level of $9.95 billion in 1950 to an all-time high of $19.55 

billion in 1960, Imports increased from $8.85 billion to $14.65 

billion. The U.S. merchandise trade surplus rose upward from 



$1.42 billion (1950) to a peak of $7.87 billion in 1957 during the 

Suez crisis before dropping down to $2.43 billion in 1959. 

Trade as a percentage of U.S. GNP fluctuated at around an 

average of 4.2 percent for exports and 3.0 percent for imports. 

Manufacturers of moveable goods sent 8.5 percent of their products 

abroad on average annually, while farmers depended upon exports 

for between 9-15 percent of their income. Even.though the'United 

States was never as dependent upon exports for its economic 

survival as other capitalist nations, certain industries relied 

heavily on exports for sales and profits. America was slowly 

being immersed in the international economy. 

The large trade surplus America enjoyed could not exist by 

itself, of course. Without the other transfers of dollars abroad 

through aid and investments, foreigners would not have had the 

money to buy U.S. exports and trade would have decreased. Concern 

for this "dollar gap" in trade persisted throughout the decade, 

many fearing it might be permanent. However, the American balance 

of payments deficit deepened at the end of the decade, when the 

dollar gap abroad became a dollar surplus abroad. American 

military and economic aid programs, no longer driven by an 

economic imperative, continued to grow despite the weakening 

position of the U.S. dollar. 

^Balance of Payments. Tables 6, 18. 

13"Foreign Commerce," Statistical History of the United 
States, Series U2Q1-206, p.887. 



East Asia's Slice of the Pie 

Trade and aid levels to the Far East flowed at 

considerably different speeds and to differing locations. 

Governmental economic and military aid shifted with the cold war 

to Asia, so that by fiscal year 1954 it received over 38 percent 

of MSP appropriations; the next year that figure was ov-?r one-

half. Until 1957 forty percent of those dollars went to three 

nations: Taiwan, South Korea and South Vietnam. Economic and 

strategic policy merged almost completely in East Asia. Aid 

became a means to offer general support for containment instead of 

serving a more specific reconstruction and development 

rationale.^ 

Trade with East Asia, on the other hand, was growing 

substantially with only one nation—Japan. Almost all of the 

other countries were single commodity producers vulnerable to wild 

swings of the international market (and American domestic 

politics). All of the Far Eastern states ran trade deficits with 

the United States for almost the entire decade (Indonesia and 

Malaysia/Singapore were notable exceptions). The Far East was 

primarily a producer of raw materials and other commodities for 

the American market. Japan, India, and later Hong Kong provided 

most of the textile and manufactured exports. Total trade with 

l^David Gordon, "United States Foreign Aid in 
Perspective," Current History 77 (448) 1979: 3. 



Asia amounted to 16.7 percent of U.S. world exports and 16.4 . 

percent of U.S. general imports by 1960.15 

In 1954 Japan surpassed the Philippines as the biggest 

exporter of East Asian goods to the United States By 1957 Japan 

shipped over half of the East Asian total; in 1960 this percentage 

was up to 55 percent. Overall, four nations dominated trade with 

the United States: Japan, Malaysia/Singapore, Indonesia and the 

Philippines. Together they accounted for almost 90 percent of 

East Asian imports to America (and received 95 percent of U.S. 

exports). 

United States aid to Asia shows quite a different pattern 

of dollar dispersion. Post-WWII assistance was mainly for 

reconstruction and flowed to three countries: China, Japan and 

the Philippines. Total aid to East Asia was $2.3 billion out of a 

total of $15.1 billion. After the communist victory in China, aid 

shifted to the small containment nations on her borders: South 

Korea, Taiwan, and French Indochina. • The Philippines and occupied 

Japan also received sizeable military and economic grants. Aid 

jumped considerably during and after the Korean war: by 1954 

thirty-eight percent of the funds administered by the Mutual 

Security Program (MSP) went to the Far East and Pacific regions. 

By 1956 fifty-two percent of MSP funding went there. In 1960 the 

l^See Appendix, Tables 3 and 4. 

16Ibid. 



portion was atill approximately one-third of the total MSP budget, 

almost all of it for military assistance and defense support.^ 

Individual East Asian countries consistently remained at 

or near the top of those individual countries receiving the most 

U.S. "nonmilitary" aid ("nonmilitary aid" is all aid except that 

spent for military hardware or troop training. It does include 

defense support.). For example, in 1955, South Korea topped the 

list ($269 million), Vietnam was third ($196 million) and Taiwan 

sixth ($107 million). These three countries accounted for 26 

percent of the total nonmilitary aid allocated in that year. 

Very little of this substantial dollar aid flow to East 

Asia was for economic development. In 1957, for example, $1.8 of 

the $2.0 billion allocated by the Eisenhower administration for 

Asia was for military assistance or defense support. Of course, 

much of the defense support aid served economic purposes. 

Japan 

Japan formed the center of the U.S. trade and aid sphere 

in East Asia. Japan was one of America's top three trade partners 

for most of the decade, and was second only to France as the major 

offshore procurement source. American forces pumped over $4 

billion into the Japanese economy from 1953-1960. Another $1 

billion in overseas grants and loans went there from U.S. aid 

l^See the President's Report on. the Mutual Security Act, 
1953, 1954, and 1961 (Washington: Government Printing Office, 
various years). 



institutions during the same period. Multilateral agencies, tnost 

of whom were under American influence, contributed another $338 

million to the Japanese economy. By 1960 U.S. private direct 

investment in Japan was valued at $254 million. The size of this 

capital outflow dwarfed the American business relationship with 

all other Asian nations. 

This dollar infusion helped to finance Japan's industrial 

modernization and eventually close her sizeable trade deficit (not 

until 1965 did Japan finally achieve balanced trade). Much of 

that deficit was with the United States, and it was here that 

Japan concentrated her efforts. In 1959 Japan actually ran a 

brief trade surplus with the United States, and although trade 

slid back on the deficit side the following year, never again 

would trade between the two countries reach the gross imbalances 

of earlier years (until of course the deficit recently mushroomed 

on the American side). 

Given the volume of trade between the two countries, 

investment levels were fairly low. American investment was larger 

in the Philippines than in Japan. This resulted from a variety of 

factors: stringent regulations, licensing and ownership 

requirements in Japan; cultural differences; tax rates and lack of 

convertibility on earnings; and the attractiveness of other 

overseas areas. Most importantly, few companies seemed to want to 

^See Appendix, Tables 6, 9 and 10. 



gamble on Japan's future—it was remote, offered a poor domestic 

market, and required a considerable investment in time and money. 

It became much easier to simply license technology to a Japanese 

firm and have an assured return on an investment already written 

off. This technology transfer was essential to Japan's growth, 

but it made later U.S. entry into the Japanese market considerably 

difficult.19 

Still, several major U.S. corporations were involved in 

joint ventures in the Japanese market. Standard Oil, Texaco, 

Exxon, General Motors, Sperry, Bendix, Coca-Cola, Monsanto, IBM, 

ITT and NCR all had joint ownership companies there during the 

1950s.20 Despite continual Japanese worries about an invasion of 

U.S. capital, however, few others were willing to participate in 

the coming "economic miracle." 

East Asia remained an afterthought for most U.S. 

businessmen during the early 1950s unless they were part of an 

oil, rubber or mining firm. As the decade wore on, however, more 

manufacturers began to look at Asian labor as a cheap, hard

working and reliable group for textile, electronic or consumer 

^Chalmers Johnson, MITI and the Japanese Miracle 
(Stanford: Stanford University Press, 1982), pp. 239-243; Mira 
Wilkins, "American-Japanese Foreign Investment Relationships 1930-
52," Business History Review 51(4) 1982: 497-518. 

^^Wilkins, "Investment"; James Abegglen, The Strategy of 
Japanese Business (Cambridge: Ballinger Publishing Company, 
1984), p. 130. 



good production. Increasing numbers of U.S. retailers were 

sending their buyers to take advantage of Asia's low-cost goods. 

The resulting competition touched more and more U.S. firms and 

produced conflicting desires for those who had favored free trade 

but now worried about losing their markets—or their jobs. 



CHAPTER 3 

LAYING THE FOUNDATION: AMERICAN FOREIGN ECONOMIC 

POLICY AND EAST ASIA, 1945-1952 

It is important to place the role of American business 

activity into the larger framework of United States foreign 

economic policy as it functioned in Asia. Since the Eisenhower 

Administration continued in modified form some of the basic 

policies laid down by its predecessor in Washington, one needs to 

understand the general trade and aid program of the Truman 

Administration in the Far East. Fortunately, several scholars 

have recently completed important new work in this area.l 

Truman and his foreign policymakers were much more 

concerned with European reconstruction than Asian developments. 

Nevertheless, a considerable amount of thought and planning (if 

not yet dollars) was directed toward postwar planning in the Far 

East, particularly as the prospect of Communist expansion became 

lln addition to specific citations, this chapter relies on 
the following works for much of its content: William Borden, The 
Pacific Alliance (Madison: University of Wisconsin Press, 1984); 
John Dower, "The Superdomino In Postwar Asia," Pentagon Papers, 
Gravel Edition, Vol. 5 (Boston: Beacon Press, 1972), pp. 101-142; 
Andrew Rotter, "The Big Canvas: The United States, Southeast Asia 
and the World 1948-1950," unpublished Ph.D. Dissertation, Stanford 
University (1981); Michael Schaller, The American Occupation of 
Japan (NY: Oxford Press, 1985). 
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inevitable. Containment in Asia would be forged amidst a series 

of crises and the spectre of a Sino-Soviet strategic bloc. 

Both American strategic and economic policy in the Far 

East began with the reconstruction of Japan. As early as 1947 

administration officials knew that containment required putting 

Japan "back to work."^ Occupation policies slowly turned away 

from reform and focused on stabilizing the Japanese economy. 

American Occupation authorities restored many of the conservative 

wartime business and bureaucratic elite who then directed the 

industrial recovery program for Japan. By 1948 U.S. policies 

there would, in the words of George Kennan, push "stability over 

uncertainty.Yet internal reconstruction was not enough; the 

dynamics of the Japanese economy were such that some sort of 

regional economic integration had to occur. 

This presented a series of problems for the Truman 

Administration. Japan's former trade partners in Asia were in 

turmoil: By 1949 communist victory in China was imminent, Korea 

was divided and simmering with unrest, and there was civil war in 

Burma as well as anti-colonial wars in Indonesia and Indochina. 

Great Britain still controlled Malaya and worked tenaciously to 

limit Japan's sterling bloc trade. The Philippines and Thailand 

were independent but poor. Moreover, Asian nationalism and 

^Schaller, American Occupation, p. 78. 

3Ibid., p. 133. 



bitter wartime memories led most of these nations (as well as-

Australia and New Zealand) to resist any scheme which would give 

Japan any economic advantage. The American view of a multilateral 

trade world based upon comparative advantage and division of labor 

clashed sharply with Asian nationalism and hopes of self-

sufficiency. Anti-Japanese discrimination in trade and investment 

was common among the newly emerging Asian states and among her 

British Commonwealth rivals. This competition in commerce was 

also fueled by the desperate needs of Great Britain, France and 

Japan for dollars with which to finance their huge trade 

imbalances with the United States.^ Trade resumption was 

essential for stability among the non-communist Asian states, but 

economic recovery seemed impossible in a region torn by 

nationalist upheaval and factionalism. And hanging overhead was 

the American fear of Sino-Soviet inroads in the Far East through 

trade, subversion and blackmail. "Domino theory" concerns were 

beginning to form.5 

Japan clearly faced monumental difficulties: though it 

had the internal elements necessary for eventual prosperity, it 

had to find export markets to pay for the huge import bill that 

resulted from a resource-poor, industrializing economy. It 

somehow had to balance a one billion dollar trade deficit despite 

^Borden, Pacific Alliance, pp. 97-98. 

^Dower, "Superdomino," p. 



the global dollar shortage, British/sterling bloc preferences," 

tariffs and discrimination, an inconvertible currency and Asian 

nationalism,6 George Kennan commented on this problem during a 

round table discussion among academic, business and government 

experts over China policy. Kennan felt there was a "terrific 

problem of how then the Japanese are going to get along unless 

they reopen some sort of empire toward the South. Clearly we have 

got ... to achieve opening up of trade possibilities, commercial 

possibilities for Japan on a scale very far greater than anything 

Japan knew before."? The alternative to export expansion would be 

the imposition of a severe limitation on imports and other painful 

internal changes which would be politically unacceptable if 

required for any length of time. 

The Truman Administration tried this alternative under the 

"Dodge Line," named after Joseph Dodge, the Detroit banker who 

implemented the austerity plan in Japan during the Occupation. 

Dodge and other "classical economics" practitioners believed the 

only possible way Japan could become the export "workshop" for 

Asia was if it first slashed costs (including wages) and balanced 

its budget, forgoing internal consumption for markets abroad. Yet 

by 1950 the plan had failed to revive the Japanese economy to any 

^Borden, Pacific Alliance, p. 99. 

?U.S. Department of State, Transcript of Round Table 
Discussion on American Policy Toward China, October 6-8, 1949 
(declassified), p. 25. 



appreciable extent and that country faced widespread unemployment 

and the threat of a depression.® 

If Japan was going to serve as the economic and strategic 

cornerstone of the Asian containment crescent, it would need help 

in recreating its ties with the region. Assistance would have to 

be provided both to Japan directly and to the other, mostly 

underdeveloped nations of Asia in order to create the economic 

conditions necessary for growth, trade and interdependence. This 

view sprang from a growing awareness that all of the 

industrialized nations would require some help in reestablishing 

ties with former trade partners in Asia and Africa if world 

recovery, launched by the Marshall Plan, was to continue. The 

Truman Administration accepted neocolonialism in parts of the 

globe as one option of achieving this goal. Now it began to think 

about a massive aid program for the non-developed nations in order 

to develop new markets and spur production of desperately needed 

non-dollar commodities for use by the rest of the industrial 

world. 

In January, 1949 President Truman began to respond to this 

need. His inaugural address called for a technical assistance 

program—Point Four—which he hoped would be the first step toward 

increased aid and investment in underdeveloped but strategically 

important countries. In Asia, this meant grants to Taiwan, South 

®Ibid., pp. 101-102. Schaller also makes this point. 



Korea, the Philippines, and Southeast Asia in particular. 

Truman's speeches in that year outlined the need for expanded U.S. 

investment in the Far East in order to guarantee a sound, 

expanding world economy essential to American security. Aid was 

not a "charitable enterprise" but a necessary tool to expand 

global trade.9 

The President .identified here another problem that faced 

American policymakers: how to convince Congress and the public 

that funding an aid program for countries outside Europe was 

essential to American interests. The first piece of that policy, 

the Point Four program, had not fared well on Capitol Hill. The 

Administration's request for $45 million was not even introduced 

until early 1950, then was promptly trimmed by $10 million before 

becoming Title IV of the Foreign Economic Assistance Act of 1950. 

During actual appropriation, the program barely survived an 

attempted cut in the Senate, and did not actually receive funding 

until September 1950. Worse still, the investment guarantee 

measures Truman felt should accompany the Point Four program ran 

into business opposition and were eventually killed in the Senate. 

Not until late in 1951 would some limited protection for private 

investment be enacted into law. 

The President's proposals envisioned the use of private 

capital to assist in the development of Third World (nondeveloped) 

^Rotter, "Big Canvas," pp. 276-77. 

10Ibid., p. 36. 



nations. This investment would raise living standards, help . 

provide raw materials to the industrialized economies, and 

generate wages and profits which would provide markets for 

manufacturers. In this way, private capital would spur 

international specialization, increased production and world 

trade. 

Unfortunately, leading business groups were unmoved, U.S. 

corporations had lost $1.7 billion to expropriation between 1945 

and 1950. Private corporations had little interest in investing 

in the underdeveloped world unless extraordinary measures were 

taken to protect their investments. Most underdeveloped nations 

were also politically unstable, lacked purchasing power, and 

tended to overburden foreign enterprise with regulation. 

Opportunities were too profitable elsewhere, either in the booming 

domestic market or in other industrialized nations, to risk 

sizeable capital in Third World economies. Only extractive 

industries (out of necessity) were looking to invest abroad at 

this time, and much of their capital was concentrating in the oil-

rich Middle East and not in those areas deemed essential to 

Western security. The Asian rim ranked at the bottom of the 

investment chart. Here was a critical problem: if triangular 

trade among the underdeveloped world, Europe and Japan, and the 

United States was to revive, some'"pump priming" had to occur. If 

private dollars would not do the job, then what was the solution? 



Dean Acheson lamented In April 1950 that the European • 

Recovery Plan had suceeded too well: productive capacity was 

outstripping market demand and raw material access. Other 

advisors were saying the same thing about Japan. Most began 

urging, in Acheson's words, "a far higher degree of coordination 

between our domestic and foreign economic policies." This involved 

increasing U.S. imports through trade liberalization while 

conceding some trade restriction on U.S. expenses abroad, domestic 

stockpiling, and (most importantly) increasing economic aid.^ 

The trick would be to maneuver such a program through Congress, 

knowing that it would threaten American labor and certain 

businesses with increased competition. The Administration had 

already run into heated opposition in its attempts to increase 

rubber imports to the detriment of the synthetic rubber industry, 

and textile manufacturers were already complaining about Japanese 

imports.*2 As an earlier State Department policy paper had noted, 

these solutions for ending the dollar gap "will be a major 

undertaking of the United States Government and will undoubtedly 

involve legislative and administrative problems of the greatest 

difficulty."13 Somehow, foreign policymakers had to convince 

HSchaller, American Occupation, p. 241; Rotter, "Canvas," 
p. 272. 

l^Rotter, p. 291; Borden, Pacific Alliance, pp. 129-30. 

l^Borden, p. 38. 



business and Congress that the open door had to swing both ways. 

As Assistant Secretary of Commerce Thomas Blaisdell noted at the 

April 1950 Tokyo Economic-Commercial Conference, "Our problems 

here are the problems of American business. They are problems 

which, if we solve them adequately, will result in the benefit of 

American business."^ in June of 1950 the Korean war provided a 

solution. 

Intervention in Korea freed the Truman Administration from 

the fiscal and political constraints it faced in Congress and 

allowed large amounts of aid to flow to Europe and Asia under the 

rhubric of military rearmament. Domestically, it provided the 

economic stimulus necessary to increase imports and drive up 

prices. Procurement orders improved dollar reserves abroad and 

temporarily balanced U.S. trade with the rest of the world in 

1950. No other country benefitted more from American military aid 

than Japan. 

An estimated $624 million in military procurement and $243 

million in "non-military" net grants flowed into Japan in 1951. 

An estimated $3 billion in military expenditures occurred there 

during the course of the war. Korea provided the "divine aid" 

necessary to stimulate production, plant modernization and 

economic expansion. American aid and commodities purchases helped 

the rest of Asia as well, allowing Japan to gain dollars through 

14Ibid., p. 132. 



trade with these areas. Japanese exports more than doubled to .the 

United States and grew by 63 percent with the rest of Asia in 1950 

cutting her trade deficit almost in half.*5 This growth occurred 

despite trade restrictions imposed on mainland China in late 1950 

under the China subcommittee of the Paris Coordinating Committee 

on Export Controls (CHINC0M/C0C0M), of which both Japan and the 

United States were members. CHINCOM export controls would 

continue throughout the Eisenhower Administration despite 

intermittent calls for revision (mostly by Japanese 

businessmen). 

The Korean war allowed the Truman Administration to 

substitute public capital in the form of military aid for private 

investment in East Asia. Economic aid was sold to the Congress as 

defense support essential to the security of the free world. 

This, of course, was nothing new: Truman had used similar cold 

war arguments in gaining approval for the Marshall Plan. Even 

before the outbreak of the Korean conflict, policymakers had 

considered offshore procurement as a solution to the dollar gap 

and trade problems. Merging economic assistance and military 

^Statistics taken from Economic Survey of Japan in 
Borden, Table 6, p. 230; Borden p. 146, and U.S. Department of 
Commerce, Balance of Payments Supplement (Washington: Government 
Printing Office, 1961), p. 169. 

l^See Nancy B. Tucker, "American Policy Toward Sino-
Japanese Trade in the Postwar Years: Politics and Prosperity," 
Diplomatic History 8 (3) 1984: 183-208. 



production would turn Japan into the supplier for American 

containment programs across the Asian crescent, assist Japan 

recovery while saving taxpayer dollars on aid, and strengthen the 

security of the free world. 

Yet this approach had some fundamental drawbacks. First, 

it implicitly admitted that economic and technical aid alone could 

not ultimately counter Asian communism. Military assistance would 

assume a dominant role in any public aid program. The lessons 

learned in China during and after World War II receded into the 

background and were forgotten after the Korean invasion. There, 

large amounts of military and defense-related support had not been 

able to stabilize a weak and corrupt economy. Military assistance 

came to be viewed as a substitute for and not a complement to 

economic development. 

Second, Congressional support for Asian aid was based upon 

the crisis atmosphere of the Korean War. As the war settled down 

into a stalemate and an armistice seemed near, support for this 

economic warfare receded. Congressional leaders had to be 

convinced of the longevity of the communist threat and therefore 

the need for continued (even increased) aid. The argument for 

supporting our East Asian client states depended on external 

military threats rather than internal economic need, and budgets 

would flow out of that perceived threat. Both American and 

l^Schaller, American Occupation, p. 231; Borden, 
pp. 48-49. 



Japanese officials feared economic chaos if military procurement 

would taper off. 

Finally, the Truman Administration had subsumed complex 

economic arguments into a simplified cold war strategic argument 

where the magic elixir was military support. Unfortunately, many 

policymakers knew that this tonic alone would not cure the ailing 

economies of Asia even if Congress maintained 'spending levels for 

defense support. Somehow, it would have to resell Congressional 

and business leaders on a trade and economic aid package. 

This would not be easy to do given growing animosity 

between the legislative and executive branches on a number of 

issues. The apparent success of the Marshall Plan led many to 

believe that economic aid could be scaled back if not eliminated 

entirely. Protectionist pressures were growing in a Republican-

controlled Congress which was skeptical of the reciprocal trade 

agreement program. Republicans had traditionally favored higher 

tariffs to protect business, and in the 1951 Congress 

protectionists controlled both trade committees (Eugene Millikin 

chaired the Senate Finance Committee and Daniel Reed headed the 

House Ways and Means Committee.). In 1951 it reinserted the 

"escape clause" and "peril point" provisions into the act. The 

escape clause allowed the federal government to exempt certain 

products from most-favored-nation-tariff provisions. The peril 

point established a floor for certain tariff levels. 



That same year the aid programs were reorganized under -the 

Mutual Security Act (MSA). The old Economic Cooperation 

Administration (ECA) was abolished and its foreign aid function 

assumed by MSA. However, Congress also passed the Battle Act 

which limited MSA dollars to those countries who conformed to U.S. 

trade restrictions prohibiting commerce with the Soviet bloc. The 

Truman Administration had become trapped by its cold war rhetoric 

into a restricted aid program. 

U.S. contributions to international lending institutions 

also fared poorly in 1951-52. Those contributions were cut in 

half in 1951 (from $89 million to $44 million) and kept at a 

moderate level ($60 million) in 1952. Given the instability of 

the region during the war, private lenders and investors refused 

to make up the difference. Net new direct investments in Japan 

rose in an initial wartime spurt from $24 million to $26 million 

in 1952, then declined in 1953 to $23 million.18 

In 1950, 1951 and 1952 the Truman Administration received 

special reports which outlined the need for increased capital 

investment in Asia and the rest of the underdeveloped world in 

order to raise living standards and strengthen their economies. 

This in turn would guarantee a continued flow of raw materials to 

the industrialized nations while preventing Communist expansion. 

^Statistics calculated from U.S. Department of Commerce, 
Survey of Current Business and Balance of Payments Supplement. 



The Gray Report, composed by Presidential aides Gordon 

Gray and Edward Mason, noted that private investment was the most 

desirable means of financing development. The problem was that 

American overseas investment concentrated mainly in other 

industrialized countries; therefore, public financing through the 

World and EXIM Banks and some grants would be necessary. A later 

report, written by Nelson Rockefeller, agreed that economic 

development in the Third World could "best be carried out under 

private auspices." It specifically mentioned five ways private 

foreign investment could be steered toward these areas: (1) 

exemption from U.S. taxes; (2) insurance against currency 

inconvertibility; (3) commercial treaty promotion; (4) assignment 

of a special administrator within the aid program bureaucracy to 

promote private enterprise; and (5) creation of a new institution, 

the International Finance Corporation, to make joint equity 

investments with private investors or offer guaranteed loans 

outside the World Lank framework. It also advocated increased 

public loans for those projects too risky for private investment, 

perhaps under a new branch of the World Bank, called the 

International Development Authority, The Paley report in 1952 

confirmed the need for private investment in mining and oil 



production abroad if the resource needs of America were to be met 

in the future.19 

Both reports implied the need to shift private foreign 

investment away from Canada, Latin America and Europe to the more 

strategically important areas along the Asian crescent. Aid, 

trade and investment had to expand into these areas if they were 

to be cemented into the American orbit. Yet despite these 

implications, no development or trade programs materialized in the 

last year of the Truman Administration. Although the State 

Department began arguing for a "trade not aid" policy in 1952, the 

incoming Republican administration would have to address the 

problems of implementing such a policy.20 

^Burton Kauffman, Trade and Aid: Eisenhower's Foreign 
Economic Policy 1953-61 (Baltimore: Johns Hopkins Press, 1982), 
pp. 5-6; Information on Paley Report in Mira Wilkens, The Maturing 
of Multinational Enterprise (Cambridge: Harvard Press, 1974), 
p. 290. 

^See State Department Bulletin for May 12, 1952, June 9, 
1952 and October 20, 1952 for speeches on the case for "trade not 
aid." 



CHAPTER 4 

"TRADE NOT AID" IN ASIA, 1953-1954 

President Eisenhower's foreign economic policies would be 

shaped by his conservative ideology and several important external 

forces. The new executive was a firm believer in domestic and 

international cooperation. His hopes for the creation of a 

"corporate commonwealth" depended upon the ability of government 

to resist pressure groups and mediate between vested interests and 

help organize business, labor and professionals into an integrated 

order. Eisenhower counted on his politics of the "middle way" to 

appeal to enough of the members of these groups so that he could 

forge such a consensus.1 

This belief extended into the President's ideas on foreign 

affairs. An internationalist who was also an ardent cold warrior, 

Eisenhower believed that a Wilsonian-style world order would 

foster interdependence and cooperation among the free world 

nations and help guarantee economic prosperity. Foreign economic 

policy, he wrote in 1951, should also be based upon "the need for 

the United States to obtain certain raw materials to sustain its 

'•Robert Griffith, "Dwight D. Eisenhower and the Corporate 
Commonwealth," American Historical Review 87 (February 1982): 87-
122. . 
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economy and, when possible, to preserve profitable foreign markets 

for our surpluses." Communism presented both a military and 

economic threat that could close off American access to imports 

and cripple U.S. export trade.2 

Eisenhower's trade and aid policies would also be affected 

by his belief in limited governmental involvement in the economy, 

his classical economic faith in balanced budgets, and his hopes 

for limited defense spending. That he compromised on these goals 

frequently did not mean he lost faith in them, and they 

'undoubtedly impacted his policies. In addition to these factors, 

his notion that the executive branch should not unduly infringe 

upon the budgetary process in Congress meant that the Eisenhower 

did not strongly resist reductions in his aid budgets. On the 

average, appropriation requests for aid were trimmed 23 percent 

during his eight years in office.3 Eisenhower also did not 

involve himself heavily in the inside battles in Congress over 

trade extension or aid programs. He preferred to cajole 

legislators as more of an observer than as a lobbyist. As we 

shall see, this often hurt efforts to ensure passage of 

administration proposals without numerous amendments. 

2Ibid., p. 94. 

^Burton Kaufman, Trade and Aid: Eisenhower's Foreign 
Economic Policy 1953-1961 (Baltimore; Johns Hopkins Press, 1982), 
pp. 12-14. 



The best method to advance American objectives within "this 

conservative commonwealth ideology was to push for a policy that 

became known as "trade not aid." Foreign aid would be scaled back 

from the Marshall Plan/Korean War levels and redistributed among 

those nations deemed critical to U.S. security interests. The 

bulk of this assistance would be for military armament and defense 

support. Essential economic aid would be put on a loan (not 

grant) basis. The balance would be replaced with increased trade 

volume, private investment and technical assistance. In order to 

accomplish this shift, a coordinated policy of trade 

liberalization, customs reform, loan guaranties and tax incentives 

for overseas investment would be implemented. Eventual currency 

convertibility would help speed the free flow of capital abroad. 

"Trade not aid" would be a more efficient and economical way to 

spur trade recovery and development in the Third World. Crucial 

to the success of the plan was the cooperation of businessmen and 

bankers in expanding overseas. 

The Eisenhower Administration faced a plethora of 

international problems when it assumed office. European recovery 

was still unassured. The Korean War continued as a stalemate. 

The French were tottering in Indochina and reliant on American 

aid. Southeast Asia continued to struggle with the problems of 

emerging nationhood: political turmoil, poverty, and economic 

weakness. Taiwan, despite pledges to "unleash" Chaing Kai-shek, 

remained more of a liability than an asset. Japan, the one bright 



spot in East Asia, had been signed to a mutual defense treaty but 

remained economically dependent on Korean war procurement. Over 

the entire region loomed the perceived threat of Sino-Soviet 

expansion. This area would not easily fit into the "trade not 

aid" doctrine because of its considerable military and economic 

needs. 

There were domestic difficulties facing implementation of 

this foreign economic policy as well. Eisenhower had to cope with 

the vendetta politics of the McCarthy era and the China Lobby 

(strong Congressional supporters of Taiwan) within his own party. 

These factions were decimating the State Department's Far Eastern 

branch, restricting debate on Asian policy and presented a serious 

roadblock to any hope of cracking the communist monolith,4 

Aid programs faced rough handling by a Republican Congress 

that was skeptical of what it perceived to be another New-Deal 

style "giveaway." Protectionists, nationalists and economy 

seekers within Eisenhower's own party controlled critical 

committee chairs through which aid and trade bills would pass. 

The Republican Party had committed itself to reducing government 

expenditures and reversing twenty years of public sector growth. 

Lenders such as William Taft (R-OH) and William Knowland (R-CA) 

believed strongly that foreign aid was a good place to start 

cutting the budget. There was division within the executive 

^See David Mayers, Cracking the Monolith (Baton Rouge: 
Louisiana State University Press, 1986). 



branch itself between those who favored quick attainment of a 

balanced budget, lower taxes and shrinking government and those 

who were willing to accept some Keynesian deficit spending and 

larger governmental programs in order to stimulate world economic 

growth. This split presented some real problems because the 

"economizers" (foremost among them, Treasury Secretary George 

Humphrey) controlled key parts of the foreign aid bureacracy. 

Eisenhower sought to strike a balance between these interests as 

he and his policymaking team forged U.S. foreign economic policy.5 

The President outlined the "trade not aid" plan in his 

inaugural address and State of the Union speech. He called for a 

three year extension of the Reciprocal Trade Act and additional 

authorization to negotiate tariff reductions. While not ignoring 

"legitimate safeguarding of domestic industry, agriculture and 

labor standards," he urged Congress to act on customs revision, 

incentives for private investment, and increased imports of raw 

materials. He also reminded America's allies of their duty to 

provide a favorable climate for trade and investment by 

liberalizing their own tariff laws and moving toward convertible 

currencies.^ 

^Mira Wilkins, The Maturing of Multinational Enterprise; 
American Business Abroad from 1914-1970 (Cambridge: Harvard 
University Press, 1974), pp. 209-210. 

fyj.S. Department of State, State Department Bulletin. 
February 9, 1953, p. 208. 



Clearly, the Eisenhower administration banked on the 

willingness of the private sector to help implement this new 

policy. Policymakers believed that "the day of the big government 

grant is passed, that private business must play a bigger role in 

strengthening the economy of the free world.U.S. corporations 

had to help provide capital necessary for world growth; the job 

was too large and too complex for public funding alone. 

Incentives could shift the burden to multinational businesses, 

allowing the government to balance its budget and cut taxes. This 

in turn would stimulate further growth. Ideally, political 

realities and conservative philosophy woud converge nicely under 

the trade not aid policy. 

However, it would be difficult to implement such a plan in 

the area deemed most essential to U.S. containment strategy and 

most dependent on American largesse. East Asia simply could not 

provide the "favorable climate" for investment. The area was poor 

and underdeveloped, with little of the public infrastructure 

necessary for large-scale investment in manufacturing. 

Nationalism was a potent force behind regulatory discrimination 

against foreign business. Internal and external threats seemed to 

exist in virtually every nation. Given the attractiveness of the 

domestic investment market and the higher business 

^Business Week, "Spreading the Flow of Private Aid 
Abroad," January 17, 1953, p. 136. 



'comfort factor' with Canada, Europe and even Latin America, 

extraordinary measures would be necessary to divert capital flow 

toward the Far East. 

The first order of business was to create a strategic 

umbrella under which trade and investment could flourish. No one 

realized this more than the new Secretary of State, John Foster 

Dulles. In one of his first speeches, Dulles outlined the domino 

theory for a national audience. The Soviets were "making a drive 

to get Japan" through an arms buildup on the Kirile islands, 

support for North Korea and activities in Indochina. "If they 

could get this [Southeast Asian] peninsula . . . they would have 

what is called the rice bowl of Asia. . , And you can see that, if 

the Soviet Union had control of [it] that would be another weapon 

which would tend to expand their control into Japan and into 

India."® The author of the Japanese•Peace Treaty clearly saw the 

need to protect the workshop of Asia and its economic supply 

lines. 

Dulles would move on to complete the defense framework 

after the end of the Korean war, signing bilateral pacts with 

South Korea and later Taiwan, and establishing collective security 

systems through Australia-New Zealand-United States Defense Treaty 

(ANZUS) and then the Southeast Asian Treaty Organization (SEATO). 

By the end of 1954 there was some hope that this treaty network 

®State Department Bulletin, February 9, 1953, p. 213. 



would provide some stability along the Asian rim. Only parts of 

South Asia (most notably, India) had resisted U.S. pressure to 

join into the containment crescent.9 

Aid to East Asia would follow these alliance patterns. 

Under the Mutual Security Act of 1953, assistance dollars began 

their shift to the Far East, most of them going to South Korea, 

Taiwan, Vietnam and Japan. The State Department agreed to 

continue funnellng procurement orders to Japan after the Korean 

war ended. Asian nations also began receiving higher priority for 

government loans, beginning with a $40 million Export-Import Bank 

credit to Japan for the purchase of cotton.By the end of 1953 

an additional $60 million credit was granted. 

Meanwhile, foreign policy spokesmen kept up the steady 

drumbeat for regional trade development and access to the U.S. 

market. Special attention was given to Japan: her $1.1 billion 

trade deficit was alarming. In National Security Council meetings 

in April and June of 1953, discussion centered on the "desperate 

state" of the Japanese economy. Both the President and Secretary 

of State Dulles pointed out that substitution of imports from 

trade with the nondollar region for current Japanese imports of 

^Wayne Wilcox, "American Policy toward South Asia," Asian 
Affairs 60 (2) 1973: 128; see also Dennis Merril, "Bread and the 
Ballot: The United States and India'n Economic Development (1947-
1961)" Unpublished Ph.D. Dissertation, University of Connecticut, 
1986. 

lOwilliam Borden, The Pacific Alliance (1984), pp. 173-
175; State Department Bulletin. May 11, 1953, p. 681. 



U.S. supplies was one way to correct this imbalance.H 

Undersecretary of State Walter Bedell Smith urged resumption of 

ties between the Japanese, Korean and Southeast Asian economies in 

a speech in May. Dulles and Harold Stassen, soon to be head of 

the Foreign Operations Administration, both stressed that Japan 

would benefit from trade agreement extension in their testimony 

before the House Ways and Means Committee. Others emphasized the 

need to help Japan lest she be tempted to resume trade with 

China.12 

Pressure was placed on other nations to open their markets 

to Japan. Dulles continued to seek Japanese membership in GAIT. 

In a trip to South Korea, he also tried to convince a recalcitrant 

Syngman Rhee to cooperate with Japan. "Coordinated" aid with 

Southeast Asia and Japan also continued; these tied dolar grants 

in the former to trade with the latter. Privately, Dulles 

expressed his frustration with the Japanese who to him had 

"squandered the windfall from [the] Korean war rather than 

practice[d] austerity" and were "constantly asking for more and 

U-U.S. Department of State, Foreign Relations of the 
United States 1952-1954 (Washington: Government Printing Office, 
1984) 14 (2): 1406, 1438. 

Instate Department Bulletin, May 18, 1953, p. 705; 
Bulletin, May 25, 1953, pp. 744-745; Congressional Digest. January 
1954, p. 18. 



more without feeling any obligation themselves to do what is 

necessary to promote security in Asia."13 

The State Department encouraged American business to 

overcome its nervous suspicions of Asia and recognize the "dangers 

of a negative American attitude toward Asia." Policymakers 

stressed that aid had its limitations, and so private capital had 

to assume part of the burden of economic development there. 

Business should overcome its fears of cheap labor and competition 

and support trade liberalization with the Far East. Only the 

Soviets benefit from protectionism: "In our attitude toward trade 

with Japan may be found the acid test of whether we intend to 

combat communism with howls and imprecasions or with effective 

action." Eisenhower himself seldom missed a chance to emphasize 

American dependence on foreign trade and its benefits to American 

business.An article appeared in the April edition of Foreign 

Affairs, written by Willard Thorp, a former State Department 

official, that stressed the need for increased private foreign 

investment abroad. A related article entitled "Rice Politics" 

emphasized the desperate need to improve Asian living standards 

with public and private assistance.^ Private investment 

l^FRUS 14 (2): 52-54; Borden, Alliance, p. 202. 

l^See State Department Bulletin, July 6, 1953, pp. 4-5; 
October 19, 1953, pp. 521-522; December 14, 1953 pp. 814-818; 
October 26, 1953, pp. 539-541. 

1^Harvard Business Review 31 (3) 1953: 392-417. 



continued to be seen as the catalyst for ending the dollar gap and 

developing stronger East Asian economies. 

Others were not so sure. Samuel Waugh, Assistant 

Secretary for Economic Affairs, admitted in a July 1953 speech 

that "[n]o matter how successful we may be in encouraging American 

private investment to go abroad, this investment will be only a 

small portion of the amounts of capital the free world requires." 

Public loans would remain vital to the development of those 

conditions necessary for private enterprise.16 jn September, the 

U.S. Ambassador to Japan, John Allison, responded to a Dulles 

request for feedback on the foreign response to the United States 

programs. Among Allison's comments and suggestions was a call for 

economic aid to "supplement the deficiencies of self-help in the 

development of wider trading areas" in Asia. He argued that 

American assistance had so concentrated on military build-up in 

the region that it had failed to lay the groundwork for economic 

and political integration. Asia threatened to become 

compartmentalized unless some sort of regional aid program which 

might "capture the imagination of the East and break through the 

logjam which threatens the existence of each of the new states" 
t 

was implemented. So far, U.S. efforts had been "unrelated, too 

exclusively national, and too largely particularized in terms of 

separate problems or specific emergencies."*7 

Instate Department Bulletin, August 3, 1953, p. 145. 

17FRUS 14 (2): 1495. 



Despite these concerns, the Eisenhower administration * 

continued to push military assistance and the "trade not aid" 

economic plan in Asia and the rest of the world. However, 

problems in Congress would continue to plague the trade 

liberalization half of the equation. 

After the initial rhetoric on trade provisions in early 

1953, Eisenhower was forced to retreat in the face of determined 

protectionist opposition. House Ways and Means Chairman Daniel 

Reed (R-NY) sat on the trade bill. The Senate offered little 

consolation: Eugene Millikin (R-CO), also a protectionist, 

chaired the Finance Committee. Moreover, another Ways and Means 

member, Richard Simpson (R-PA) had introduced a competing bill 

which sought import quotas on petroleum and could potentially 

raise tariff barriers. Thus the administration was put in the 

awkard position of trying to defeat a bill from the very group on 

which it had to rely on to pass an extension of the Reciprocal 

Trade Act. After some backstage horsetrading, the administration 

was able to defeat the Simpson bill in exchange for a simple one-

year extension of the Act, leaving intact the peril point and 

escape clause provisions. Eisenhower also agreed to forestall any 

new tariff negotiations until a study was completed by a new 

Commission on Foreign Economic Policy established under one of the 

bill's provisions. 



In another concession to the protectionists, the President also 

named a high-tariff man to the U.S. Tariff Commission. 

The Administration hoped that it could use the study group 

to build a consensus for trade liberalization in Congress and 

among businessmen. Eisenhower named Clarence Randall, former 

president of Inland Steel Corporation and a confirmed free trader, 

as chairman. In addition to six other appointees, ten members of 

Congress served on the commission, including Millikan, Reed and 

Simpson. Their report was scheduled to come out in early 1954. 

Other problems related to "trade not aid" surfaced as the 

executive branch awaited the Randall Report. Treasury Secretary 

Humphrey sought to place the EXIM bank under his department's 

exclusive control. He wanted to tighten up its loan policy and 

discourage "political loans" which he felt were not justifiable. 

Dulles and Stassen opposed Humphrey's move, contending that the 

EXIM bank was essential to promote devlopment abroad. Eisenhower 

sided with Humphrey, and the bank was reorganized under Treasury's 

control. Despite the fact that a survey of businessmen indicated 

that the bank needed to increase its lending activity, development 

loans quickly dried up. Until 1955 private trade finance would be 

a subordinate objective of the EXIM bank.19 

^Raymond Bauer, et al. American Business and Public 
Policy (Mew York: Atherton Press, 1964), pp. 30-34. 

^Kauffman Trade and Aid, p. 29; Business Week October 31, 
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Other signs indicated trade liberalization would have a 

difficult time in Congress. A bevy of speeches by protectionist 

Congressmen occurred in the summer and fall of 1953. Senator 

George Malon (R-NV) claimed that it was "not a question of a high 

tariff or a low tariff. It is a question of establishing trade 

with foreign countries on an equal man-hour basis—on a fair-trade 

basis." Congressman Russel Mack (R-WA) stated that for "the past 

seven years the American Congress has spent more than $30 billion 

of American taxpayers' money to carry on giveaway programs in 

foreign countries." One representative specifically singled out 

Japanese plywood and tuna imports as threatening West Coast jobs. 

A new protectionist organization, the Committee on Export-Import 

Policy, was formed and soon began agitating for tariff relief for 

certain industries suffering from the deepening economic 

recession. The administration countered by helping to form a free 

trade lobbying group, the Committee for a National Trade Policy. 

The trade debate headed into an election year struggle.20 

If Eisenhower had hoped that the Randall Report would help 

create cooperation on trade liberalization, he was mistaken. The 

report was widely attacked by protectionists and even disappointed 

some free traders. The report's program fell short of promoting 

an open door: it recommended customs simplification, modification 

(but not repeal) of the Buy American Act, and extension of the 

^Congressional Digest, January 1953, pp. 12-32; Bauer, 
Business, pp. 40-41. 



Trade Agreements Act for three years. It left intact the escape 

clause and peril point provisions and gave the president 

authorization for a mere five percent annual reduction in present 

tariff levels. Despite these rather tepid recommendations, 

minority reports vere filed by Milliken, Reed and Simpson opposing 

the measure. It was clear that this trade program would face 

considerable opposition in Congress.21 • 

Protectionism and. election-year politics effectively 

killed any chance for even the Randall Report's modest 

recommendation. After an inexplicable delay, the Eisenhower 

administration finally sent to Congress its proposal on foreign 

economic policy which endorsed the Randall recommendations. The 

Ways and Means Committee promptly sat on the bill, and despite the 

earlier importance attached to the issue, there was little 

pressure brought to bear on Congress to move on the proposal. In 

May, The New York Times reported Eisenhower would accept a simple 

one-year extension.22 in June, Congress suddenly pushed this 

compromise through without hearings in less than three weeks. One 

reason for this rather dramatic volte face was the worsening 

crisis in East Asia. 

At approximately the same time the Randall Report was 

issued, a consolidated National Security Council paper was 

^^Kauffman, pp. 21-24. 

22The New York Times. May 21, 1954, p. 1. 



approved that outlined U.S. goals in East Asia. NSC-5405 stated 

that the potential loss of Southeast Asia would have "serious 

economic consequences for many nations of the free world" and 

could "result in such economic and political pressures in Japan as 

to make it extremely difficult to prevent Japan's eventual 

accomodation to communism." One solution to this problem was for 

the United States to "encourage the countries of Southeast Asia to 

cooperate with, and restore and expand their commerce with each 

other and the rest of the free world, particularly Japan, and 

stimulate the flow of raw material resources of the area to the 

free world."23 

The weakness of the Japanese economy and the worsening 

situation in French Indochina preoccupied Asian policy in 1954. 

The two became linked together in the minds of policymakers. A 

February speech by Assistant Secretary of State Walter Robertson 

reflected administration thinking. Japan was vital to the entire 

Asian strategy and desperately needed to meet her food and raw 

material needs. U.S. aid had covered the shortfall but it could 

not go on indefinitely; Japan had to "sell much more abroad." 

Southeast Asia had to be a part of that trade network since China 

was ruled out, but artificial devices to tie their economies 

together would be self-defeating in the long run. Japan's goods 

had to "compete for markets on their merits." The United States 

23FRUS 12(1) (Government Printing Office: 1984): 368. 



would instead take the lead in knocking down trade barriers to 

Japanese products and boost purchasing power in Southeast Asia. 

The administration preferred incentives to private investors, but 

would use public assistance "where substantial economic aid is 

necessary in our interests and cannot be provided by private or 

international sources."24 United States, already paying for 

78 percent of the Indochina war, seemed ready to move toward an 

even larger role in the region. 

The 1954 report on the Mutual Security Program from FOA 

noted that the strategic focus was on the Indochina war, but the 

chief economic concern was falling commodity prices which 

threatened the stability of Southeast Asia. Japan's continued 

economic malaise also "assumed new urgency." The United States 

faced a difficult problem in the area because of its diverse 

nature, which seemed to preclude a regional economic or defense 

system. While anti-communism dominated the list of U.S. 

objectives in the Far East, development of "self-supporting 

economies under independent, representative governments with a 

..pro-Western orientation" must also be a priority. Economic 

stability for East Asia depended upon Japan assuming the role of 

"principal supplier of consumer goods and principal consumer of 

raw materials. . . U.S. interest demands that all possible steps 

be taken to further the integration of the Japanese economy with 

Estate Department Bulletin. February 15, 1954, 
pp. 229-233. 
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the rest of free Asia." The end of the report noted, however,* 

that "United States objectives are not fully coincident with the 

aspirations of the leaders of several countries in the area."25 

The belated message urging Reciprocal Trade Act extension 

contained language urging action to shore up the Japanese economy. 

In his letter to Congress, Eisenhower emphasized that renewal of 

the trade act would allow new negotiations with Japan, urgently 

needed "in view of the economic problems of that country." The 

State Department had urged the President to make an even stronger 

plea for Japan in his message.26 Meanwhile, U.S. negotiators 

agreed to increase procurement orders for Japan as one way of 

stimulating her economy. 

State Department Undersecretary Robert Murphy emphasized 

in a speech before the Japan Society of New York the "necessity 

for Japan to sell goods in the American market ... I recognize 

that there are many serious problems involved in this question, 

but the fact remains that we must buy more Japanese goods in this 

country—and that means lower tariffs." . Other speeches and 

articles appeared stressing that increased Japanese exports were 

the key to the entire East Asian economic problem. The 

25FRUS 1 (1): 685. 

26FRUS 1 (1): 58. 



alternative was a weakening or collapse of the Asian containment 

arc.27 

The most important step the administration took was to 

press ahead with its plans for tariff reduction talks with Japan 

despite the tenuous condition of the trade extension bill in 

Congress. To protectionists, nothing could be more alarming than 

to allow cheap Japanese imports to flood the U.S. market. To 

break the deadlock, the Administration exclaimed the urgency of 

the situation in Indochina, and events suddenly lent credence to 

their position. 

The fall of Dienbienphu on May 7, 1954 where French forces 

in Vietnam suffered a disastrous military defeat which crushed any 

hope for restoration of their colony in Indochina, alarmed 

Congress and the Executive branch alike. But it worked to the 

administration's advantage in this case: Congressman Reed 

submitted the one-year extension bill himself on June 7, and as 

Bao Dai's regime tottered and fell, the House passed the measure 

overwhelmingly. In calling for support of the bill, both Reed and 

Congressman Simpson cited that these events had made the situation 

in Japan critical. The latter stated that he would not stand in 

27]3orden, p. 175; State Department Bulletin. April 5, 
1954, pp. 513-517; Foreign Affairs 32 (4) 1954; 577-87; Bulletin 
June 28, 1954, p. 972. 



the way of legislation which will help "prevent the spread of war 

in Asia."28 

Eisenhower voiced his concern over Congressional attitudes 

toward Japan at a legislative leadership meeting as the bill 

headed over to the Senate. Congress could not demand "no trade 

with China," refuse to support Southeast Asia, and prevent further 

liberalization of trade or the West would lose Japan to communism, 

"be out of the Pacific, and it would become a communist lake."29 

Even after passage of the trade extension, Japan continued to be a 

"top priority" of the Administration. 

State Department pronouncements continued to link the 

Southeast Asian and Japanese problems. At an August press 

conference, Dulles stated that Southeast Asia was an ideal market 

for "the kind of things which Japan makes so well." He continued 

to think that American markets offered little immediate help: "In 

the United States there is no enthusiasm for Japanese goods. We 

don't need or want many of their items since they are really cheap 

imitations of our own goods, so in the long run the future of 

Japan must be found in the markets of the underdeveloped world."30 

For Dulles, the solution revolved around the vision of Japan as 

the workshop of Asia. 

^Congressional Record, June 11, 1954, p. 8078. 

29FRUS 14 (2): 52-54. 
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Dulles took the initial step of creating such a regional 

network when he helped found the Southeast Asian Treaty 

Organization (SEATO) in Manila in September 1954. In November, 

Japanese Prime Minister Yoshida Shigeru visited Washington, and 

although he failed to gain American commitment to a "Marshall Plan 

for Asia," he did receive some assurances that integration efforts 

with Southeast Asia would continue. More importantly, renewed 

commitments were made to further trade liberalization and gain 

GATT membership for Japan.31 

A progress report at the end of the year sounded some 

notes for optimism about the Japanese recovery effort. Her 

balance of payments status was improving, several million dollars 

worth of World Bank and EXIM bank loans had been secured for 

Japan, and her chances for GATT admission seemed good. Although 

problems remained, hopes for stability were improving.32 

The rest of East Asia was another matter. As one State 

Department official put it, "In Southeast Asia we have a military 

objective which can be obtained only if certain basic economic 

adjustments take place," including higher living standards and 

increased trade with the industrial nations, particularly Japan. 

^Borden, p. 181. 

32FRUS 14 (2): 1761. 



This same theory applied to Korea and Taiwan. Somehow, economic 

growth had to be stimulated.33 

The overall record by the Eisenhower Administration in 

moving toward that goal using its "trade not aid" philosophy had 

not been good. Aid to the region had not been replaced by rising 

trade and investment; policymakers had done well to hang on to the 

Reciprocal Trade Act despite a sizeable (if uneven) lobbying 

effort. Instability in the region threatened to exterminate 

development necessary to attract capital. Protectionism 

threatened trade with the lucrative American market. The 

administration even backpedaled somewhat when it approved higher 

tariffs on import watches in the interest of "national defense 

preparedness." 

The one "victory," if it could be called that, for the 

trade and aid program was the passage of the Agricultural Trade 

and Development Act in July 1954 (commonly called PL 480). 

Initially reluctant to support the measure, the administration 

eventually favored the program as a way to rid the country of 

expensive surplus commodities and at the same time add another 

tool to its foreign aid kit. Strong farm support for the measure 

led to swift Congressional passage, despite worries that sale of 

huge surpluses might destroy commercial markets and harm other 

agricultural nations. 

^State Department Bulletin, September 20. 1954. dd. 409-
417. 



Foreign policymakers saw PL 480 as a means to supply 

foodstuffs to Europe and Japan that they might otherwise be 

tempted to get from the Sino-Soviet bloc. Proceeds from these 

sales could then be loaned back to recipient countries for 

development purposes. Other provisions of the bill allowed these 

commodities to be donated for famine relief or bartered for 

strategic materials.34 

Although included as part of foreign economic policy, PL 

480 was really an agricultural disposal program more than a true 

aid vehicle. Sometimes it did more harm than good; it destroyed 

the farm market in India by undercutting domestic suppliers, and 

damaged sales by Australia to the rest of Asia. The Japanese, 

however, benefitted from the program thanks to some skilled 

bargaining that allowed a significant amount of the PL 480 funds 

to be loaned to Japanese industry. American agriculture also 

benefitted as the subsidy program turned Japan into our country's 

largest agricultural export market. Ironically, Japanese textile 

manufacturers would end up paying less for American raw cotton 

than U.S. textile firms.35 

Overall, however, the new foreign economic policy of the 

Eisenhower administration failed to achieve the successes hoped 

for two years earlier. As the textile factories had discovered, 

^Kaufman, pp. 28-29. 

35]Jorden, pp. 183-185. 



there were many contradictions in the "trade not aid" philosophy 

that had to be reconciled if business was to play its critical 

role in the success of that policy. 



CHAPTER 5 

BUSINESS AND FOREIGN ECONOMIC POLICY, 1952-1954 

In the January 1952 edition of Fortune magazine a special 

editorial appeared entitled "The Cost of Being an American." 

Complete with a global projection map, the article described the 

"infernally expensive" U.S. global commitment. It estimated that 

87 percent of the $70 billion federal budget was tied directly or 

indirectly to past, present and future defense requirements. "To 

bring all this down from rarified billions to the figures that 

really hurt, one reckoning of the cost of being an American is 

simply the per capita share of the 1952 defense budget—$400, or 

approximately $1500 per family." What was frustrating for most 

Americans was the fact that "the nations taking our dollars and 

our guarantees do not rejoice in the relationship." It was time 

U.S. foreign economic policy shifted away from "donation 

diplomacy" and pushed loans and private investment as the correct 

way to finance world economic recovery.1 

The Fortune article summarized the prevalent business 

opinion regarding American aid policy at the end of the Marshall 

Plan. Business leaders, like the public at large, were tiring of 

l"The Cost of Being an American," Fortune, January 1952, 
pp. 53-55. 
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what was perceived as "giveaway" programs for economic assistance. 

While military aid should continue, economic aid should be put on 

a "businesslike" basis. They advocated what we might today call 

the "privatization" of development aid: relying on corporate 

investment and commercial loans, with government involvement 

limited to technical assistance and monetary policy. 

Like the federal government, business was divided on the 

questions of trade and aid policy during the 1950s. A study by 

MIT found that business viewpoints were much more complex than 

previously believed. More than simply a matter of what a 

particular business produced, attitudes and opinions were shaped 

by ideology, travel and communication, size of the firm, and 

political connections. In general, the business community of the 

50s leaned toward lower tariffs and free trade. However, 

protectionists were more active politically in the trade debate. 

The study also suggested that institutional structures rather than 

self-interest or ideology played the most important role in 

determining business communication and action on foreign economic 

policy. For example, a firm that had sizeable domestic and 

overseas divisions might opt to remain quiet about a certain piece 

of trade legislation rather than create a split within its own 

management.2 

^Raymond A. Bauer et al., American Business and Public 
Policy (New York: Atherton Press, 1964). pp. 224-230, passim. 



Business media tended to lean towards the free trade 

position to various degrees. Business Week and The Wall Street 

Journal held probably the most liberal trade views, followed 

closely by Fortune and Forbes. In general news magazines, 

Newsweek and Time were moderately free trade, while U.S. News was 

more reserved. Newsweek and Time both had strong ties to the 

Japan and China lobbies, respectively, through their publishers. 

The latter, composed of businessmen, Taiwanese officials, 

politicians and others who were sympathetic to Chaing Kai-shek's 

cause, became an important if somewhat uneven voice for continued 

isolation of mainland China and the maintenance of the fiction 

that Chaing represented the legitimate Chinese government.^ 

Magazines like the Saturday Evening Post were protectionist (and 

anti-Japanese). Academic journals of business, such as the 

Harvard Business Review, were usually the most liberal on trade 

and aid policy. 

There was much greater division on American aid policy. 

Business Week tended to be more sympathetic to the need for public 

investment through grants and loans. Fortune and the Wall Street 

Journal were much more critical of U.S. aid programs. All of them 

favored more assistance and incentives for private investment. 

Yet many businessmen also realized this was probably an 

unattainable goal for the immediate future given the continued 

^See Howard Schonberger, "The Japan Lobby in American 
Diplomacy, 1947-1952," Pacific Historical Review 54 (3) 1977: 327-
359. 



imbalance in the world economy. An October cover story in 

Business Week outlined the policy dilemma. If the United States 

pursued a "live-within-your-means" solution by cutting economic 

aid it could lead to a serious decline in American exports (33 

percent of all exports were paid for with aid dollars). This in 

turn would lead to a cutback in domestic demand for raw materials 

that would cripple the economies of the underdeveloped world. It 

noted already the effects on tin and rubber prices once U.S. 

stockpiling ended in 1951. Ending aid could lead to disastrous 

political consequences. 

An alternative approach would be to rapidly build trade 

volume through trade liberalization and resource development. 

This too has problems: the reluctance of private investment to go 

overseas, emerging nationalism which favors public control of key 

industries, and protectionist fears at home and abroad. Still, 

"the only real alternative [is] a drastic change in U.S. trade 

policy—a shift to an almost complete free trade system. That, 

plus a big development program in the backward areas, might solve 

the dollar problem." Such a solution, however, was labeled 

"unlikely."4 

Another article in Harvard Business Review talked about 

business responsibilities in development of the free world, 

particularly Asia. Capitalism was locked in a "battle for men's 

^"Foreign Aid: What Comes Next?" Business Week. 
October 11, 1952, pp. 106-123. 



minds" with communism in which the West must operate on the level 

at which people live. Businessmen must be able to allay the 

suspicions o£ Indians, Filipinos, even the Japanese, about free 

enterprise. "Let us admit that one of the main reasons Communism 

has been making such progress is that a great deal of what 

Communists say about capitalism is true: it has been exploiting 

the masses for profits to a few in too many cases." The need for 

development requires American investors to move beyond their safe 

boundaries and pursue "enlightened management" abroad that is 

willing to share ownership, contribute to building public 

infrastructure, even tolerate state control if business can be 

granted a.long-term contract. Most importantly, it has to "live 

with the people" and demonstrate its interest in development 

there.5 

Most businessmen welcomed the change to a Republican 

administration in Washington. To them, Elsenhower represented a 

return to more fiscally responsible programs: lower taxes, a 

balanced budget, a pro-business approach to labor and anti-trust 

issues. There was more uncertainty, however, over the new 

administration's trade and aid policies. Except for his "trade, 

not aid" statements, Eisenhower's foreign economic policy was an 

"unknown quantity." The inaugural address and State of the Union 

speeches seemed to reflect a liberal trade approach, but 

^Saville Davis, et al. "Struggle for Men's Minds," 
Harvard Business Review 30 (4) 1952: 121-132. 



reassurances that there would be "legitimate safeguarding" of • 

domestic industry were interpreted as meaning there would probably 

be little immediate change in trade policy.® 

Most business journals felt 1953 would be a transitional 

year until the 'trade not aid' program could be put into place. 

The free trade forces endorsed the positions of the Detroit Board 

of Commerce and other organizations that called for decreased 

tariffs, an end to quotas and abolition of the Buy American Act. 

Led by Henry Ford II, the Detroit Board's recommendations set the 

tone for the internationalist wing of American industry.^ A 

member of this group, John Coleman (President of Burroughs 

Corporation), later headed the principal free trade organization, 

the Committee for a National Trade Policy. He believed trade 

liberalization could replace economic aid. As a Business Week 

editorial put it, "In the long run, the only way to escape more 

aid, in one form or another, is by giving trade an opportunity to 

flourish."8 Yet accomplishing that goal would not be easy. That 

same issue noted current battles in Congress over oil imports, 

wheat quotas and renewal of the Reciprocal Trade Act. 

Protectionism seemed to be forestalling any additional tariff 

revision. 

^Business Week, February 7, 1953, p. 100; February 14, 
1953, p. 124. 

?Ibid., November 15, 1952, p. 146. 

®Ibid., February 28, 1953, p. 172. 



Eisenhower administration and business support for 

multilateralism. The Trade Act rested on a weak political 

foundation, not enjoying strong support within either party. 

Trade liberalization resulted from pressure by agricultural, labor 

or industry interest groups, and "as long as any two of these 

interests predominately support either a high tariff or low tariff 

policy, it will be enacted." Currently, labor and industry were 

inclined toward freer trade while agriculture, long the most 

ardent supporter of reduced tariffs, seemed to be wavering. All 

of these groups were not committed to low tariffs on principle and 

would be influenced by protectionists fighting "ruinous free 

trade."9 

The most vocal of the protectionist organizations was the 

Committee on Import-Export Policy led by Oscar Strackbein, a 

former labor organizer and a skilled propogandist. This group 

drew its primary support from the textile, chemical, fruitgrowing, 

coal, dairy and fishing industries. It was endorsed by the United 

Mine Workers, the National Coal Association and the Manufacturing 

Chemists Association as well as a slew of smaller trade groups. 

Although it lacked some of the big-name support of the free trade 

organizations, it did include such corporations as DuPont, 

Monsanto, and several large coal companies. The other major 

^Howard R. Smith, "Tariff Policy," Harvard Business Review 
31 (3) 1953: 17-30, 146-152. 



protectionist group was the American Tariff League, an 

organization that had existed since the 1880s and represented 

primarily textile manufacturers, cotton and sugar producers, wood 

growers and small domestic oil producers. It also had ties to the 

chemical industry.^0 

As trade legislation moved its way through Congress, these 

opposing forces inevitably clashed. The trade and tariff issue 

became one that "could conceivably split the Republican Party wide 

open," according to Fortune. All of the major business journals 

lined up behind the administration proposal for extension of the 

trade act, and urged repeal of the Buy American Act and customs 

simplification. Fortune also urged a renewed push for currency 

convertibility as a way to stimulate capital investment and end 

"donation diplomacy." Trade liberalization was presented as an 

'either-or' proposition: the United States must take the lead in 

tariff reduction or it faces the prospect of "more aid, or reduced 

exports and unemployment, or both; and perhaps a breakdown in 

Western unity. "H 

At an early meeting of Jacob Javits' House Foreign 

Relations Subcommittee on Foreign Economic Policy, several of the 

lOBauer, American Business, p. 326. This is also gleaned 
from my review of the various committee hearings on the Reciprocal 
Trade Agreements Act. 

11"Free Trade is Inevitable" Fortune, March 1953, pp. 96-
99, 204-206; "Currency Convertibility—Now," ibid., pp. 106-107. 



large business associations spoke out in favor of trade 

liberalization and investment incentives. The U.S. Chamber of 

Commerce, import councils, retailers and the National Association 

of Manufacturers all endorsed free trade. The National Foreign 

Trade Council suggested a variety of incentives for private 

overseas investment, and urged the government to "make it clear, 

* 

by word and action, that American public funds will not be made 

available for projects which, under proper conditions, could be 

financed by private capital." Strackbein led the opposition 

forces, arguing that his organization's five million members 

depended on adequate protection from cheap imports.^ 

The opposing sides carried their fight into the committee 

hearings on extension of the Trade Act. There, protectionists 

received support from Congressmen sympathetic to their cause. 

Ways and Means chair Daniel Reed allowed Strackbein to be the 

first witness, and he railed against a U.S. trade policy that 

"bears in it the seeds of disaster as great as the China policy, 

if not greater." Protectionists favored substitution of the 

Simpson Bill that would guarantee quota protection (it was of 

course under consideration at the same time). The domestic 

petroleum and coal industries lobbied particularly hard for the 

l^U.S. Congress: House of Representatives, Subcommittee 
on Foreign Economic Policy, Hearings, 83rd Congress 1st Session, 
March-May 1953. 



Simpson Bill.13 noted earlier, the Simpson Bill was defeated 

but it proved to be an effective tool for wrangling concessions 

out of the Eisenhower Administration. Free traders felt 

disappointed. As one Congressman put it, the administration "has 

been talking one way and acting another" on the trade issue. 

Business Week feared a tariff increase soon.l^ Nation's Business 

was particularly bitter: in one of a series of editorials stating 

the free trade case, it labelled protectionism as a "righteous 

disregard of the economic and political facts of life" that led to 

"impoverishment, friction and retaliation." More trade and less 

aid meant more jobs and lower taxes. "We need not give away our 

cake—then pay for it too" the article concluded. A Fortune 

editorial urged business to convince Congress that "there has been 

a shift . . . away from protectionism and toward a liberalization 

of foreign-trade policy."15 

For the remainder of 1953, the free trade business organs 

continued to build the case for trade expansion. They strongly 

supported Clarence Randall and those members of his Commission who 

battled protectionists and sought to create a blueprint for trade 

l^U.S. Congress: House of Representatives, Committee on 
Ways and Means, Hearings, Trade Agreement Extension of 1953 83rd 
Congress 1st Session, 1953, p. 21. 

l^New York Times. June 15, 1953, p. 1; Business Week. 
May 15, 1953, pp. 97-101. 

^Nation's Business. May 1953, pp. 36-37, 76-79; Fortune. 
July 1953, pp. 67-68. 



expansion. They applauded the creation of the Committee for a 

National Trade Policy in October whose membership included 

Coleman, George Meany, Walter Reuther, Richard Bowditch (U.S. 

Chamber of Commerce President), Henry Ford II, John McCloy (then 

chairman of Chase National Bank) and Paul Hoffman (former director 

of the Marshall Plan). Business Week's special report on "The 

World in 25 Years" emphasized the need for huge raw material 

imports and overseas investment and the prosperity of three 

interacting spheres of trade: Japan in Asia, Europe, and the 

United States in the Western Hemisphere. Nation's Business ran a 

feature article entitled "Imports Are Vital to You" and later one 

called "We're Blockading Ourselves" in which it stressed that 

American prosperity depended on free trade.^ A year-end article 

in Harvard Business Review emphasized the need for private 

investment to replace foreign aid and urged governmental steps to 

allow rapid amortization of these investments. "Private 

investment alone will give [the world] the benefit of the American 

executive's managerial skills, his energy and imagination, and 

most significant of all, his modern business philosophy,"1? 

Not everyone was sold on the "trade not aid" philosophy. 

The same week Henry Ford II helped launch the Committee for 

-^Business Week, October 31, 1953, pp. 97-110; Nation's 
Business, October 1953, pp. 32-33; ibid., November 1953, pp. 34-36. 

c. Conick, "Stimulating Private Investment Abroad," 
Harvard Business Review 31 (6) 1953: 104-112. 



National Trade Policy (the Coleman Committee), Calvin Campbell'of 

Dow Chemical was speaking for protectionism before the American 

Tariff League. Campbell felt "aid, not trade [was] the only 

effective way to help our allies resist communism." Monsanto 

threatened to resign from the National Association of 

Manufacturers because of its liberal trade stand and forced NAM to 

modify its pronouncement. General Electric and Westinghouse 

endorsed a National Electrical Manufacturers Association 

resolution in favor of moderate protectionism.^ Business seemed 

divided over the trade issue heading into 1954. 

Throughout 1953 the "trade not aid" advocates often cited 

Japan as the primary beneficiary of such a policy. Yet the 

conflict between international cooperation and national 

competition could not have been sharper than over U.S.-Japanese 

trade. As early as 1951 American tuna and textile producers were 

protesting Japan's modest imports here. Japan seemed to draw more 

fire from domestic manufacturers than any other nation. The March 

1952 Nation's Business outlined the dilemma. America needed Japan 

to help rebuild Asia and defend Western interests. Korean war 

expenditures had given the Japanese a boost while cushioning U.S. 

business from competition here. As that ended, however, friction 

would increase in the fields of glass and tableware, optics, 

^Business Week, November 7, 1953, p. 160, November 21, 
1953, p. 170, December 19, 1953, p. 140. 



fishing, and textiles. In heavy industry and machinery, however 

"there can be no competition between the two countries under 

present world conditions" and this meant opportunities for those 

industries in Japan. "What is poisonous competition to one 

American businessman may be the meat of expansion for another."19 

The business media was also aware of the strategic 

implications of the debate. A February Business Week article 

noted that "Either we permit [Japan] to trade with Red China along 

with the rest of the Far East, or we let her sell in the Western 

world. If we don't do one or the other, Japan might slide over 
1 

politically into the Red orbit." Harvard Busine'ss Review also 

stressed that the United States must increase imports from Japan— 

"We cannot make our allies politically strong by keeping them 

economically weak."20 There seemed to be a general sense that the 

Japanese economy was in serious trouble, kept afloat only by U.S. 

aid, and that trade and private investment were essential. A 

November story in Business Week praised "business-style aid for 

Japan" and the 130 companies that had made investment or technical * 

assistance contracts with Japanese firms (the list included Willys 

Jeep, DuPont, Union Carbide, RCA, and Monsanto). Still, 

investment levels were quite small and almost all of the contracts 

were for technical assistance. "U.S. business still regards 

^Nation's Business, March 1952, pp. 36-38, 62-64. 

^Business Week, February 28, 1953, pp. 25-26; "Half a 
Foreign Policy," Harvard Business Review 31 (4) 1953: 113-116. 



investment in Japan as risky" because of geographic factors, lack 

of raw materials, and a "distrustful" climate for investment.21 

Several other articles criticized the lack of fiscal restraint in 

Japan and the need for Japanese business to give up on trade with 

China and concentrate on Southeast Asia and American markets. A 

U.S. News report complained about the high tariff and customs 

roadblocks in Japan.22 

Several American industries wanted to keep Japan out of 

the United States as she began competing in textiles, 

shipbuilding, bicycles, ceramics, optics, and tuna. At the Trade 

Act hearings in Congress both sides used Japan as an example for 

their arguments. One protectionist witness claimed he was 

"mystified" by the export argument: "Do they really believe . . . 

the Japanese earning 15 cents are going to buy as many American 

automobiles or vacuum cleaners or cigarettes as the American 

worker averaging $1.60 per hour?" Cotton growers supported 

extension but cotton textile manufacturers opposed it, and both 

cited the Japanese as an example of why it would help or hinder 

American business. A Harvard Business Review report argued that 

"great chunks of the [U.S.] economy" would be unaffected by a 

complete suspension of quotas and exports, but when it listed 

21"Business Style Aid for Japan," Business Week, November 
14, 1953, pp. 169-170. 

22u.S. News and World Report, July 10, 1953, pp. 52-54. 



those products that would suffer, many would do so as a result* of 

Japanese imports: earthenware, tuna and oysters, watches, 

motorcycles and bicycles, cutlery and clothing (to name a few). 

Business attitudes toward Japan remained somewhat ambiguous.23 

Despite these uncertainties, trade and investment in East 

Asia did slowly rise. Access to raw materials was essential for 

certain industries: the United States was dependent on imports 

from Asia for over 90 percent of its copra, tea and rubber, 60-80 

percent of its jute and hemp, over half its tin, and 38 and 29 

percent of its manganese and tungsten, respectively. The Asian 

share of total U.S. exports was 33 percent for cotton, 24 percent 

for grains, and 10 percent for machinery. Twenty-one percent of 

U.S. textiles and exports and 13 percent of U.S. chemicals went 

there as well during 1954 despite protectionist sentiment in these 

industries. Japan surpassed Mexico as the United States second 

most important trading partner in 1953 and remained third in 

1954.24 

The issuance of the Randall Report in January 1954 gave an 

added push to the trade liberalization movement, even though its 

recommendations fell somewhat short of the "bold action" called 

2%.S. Congress: House of Representatives, Committee on 
Ways and Means, Hearings, Trade Agreement Extension of 1953 83rd 
Congress 1st Session 1953, p. 364; Harvard Business Review 31(6) 
1953, pp. 95-103. 

^Department of State Bulletin, April 9, 1956, p. 614, 



for by some free traders. Eisenhower's endorsement was seconded 

by all of the major business journals, but support from business 

seemed weakened by the economic recession and protectionist groups 

who were particularly active in this election year. As the trade 

extension bill languished in Congress, Business Week urged 

businessmen to "rally behind" the bill as a "sensible, middle of 

the road" approach. This did not happen. By May, the 

administration consented to the one-year "as is" extension in 

exchange for giving the trade issue priority in the 1955 session. 

The wrangling over the negotiations with Japan held up approval 

until events in Indochina broke the deadlock. 

Although most businessmen felt the fall of Indochina would 

have more immediate political than economic implications for the 

country, they did believe that a victory by the Vietminh 

threatened the flow of rice, rubber, and oil vital to certain 

industries and to Americafs allies, particularly Japan. There 

appears to have been widespread acceptance of the domino theory: 

U.S. News felt the loss of China would seriously damage Japanese 

recovery and make the "Red bloc" more self-sufficient. Business 

Week felt that the loss of Southeast Asia would "tip the power 

balance so heavily against the free world that ... it would set 

off the hydrogen war." Its defense would require a "heavy 

sacrifice in money, men and guns." Defense spending in Indochina 



would also give a boost to the U.S. economy, the magazine somewhat 

sheepishly noted on another page.25 

Passage of the Reciprocal Trade Act was met with relief. 

A last-minute push by Senator Albert Gore (D-TN) to amend the bill 

and restore the three-year extension was supported by the Coleman 

Committee but failed to win Republican support. The issue of 

trade liberalization with Japan threatened passage of the bill. 

Protectionists opposed liberalization of imports from Japan, 

listing such "key" items as costume jewelry, pens, pencils and 

cigarette lighters as worthy of tariff consideration.26 Still, 

the threatened loss of Indochina temporarily worked its magic on 

the pro-tariff forces as it had on the general trade agreements 

debate. 

Throughout 1954 American business had begun to worry about 

increasing competition abroad and the need to gain governmental 

support for export and investment abroad. Business was frustrated 

with impediments to investment in Japan. Although optimistic that 

trade would revive after the post-Korean slump, many recognized 

that the direction and volume of trade was also being 

redistributed in the current buyer's market. Fortune, which added 

its "business globe" and "notes from abroad" sections in mid-1954, 

25u.s. News, May 14, 1954, pp. 36-37; Business Week, 
May 15, 1954, p. 25. 

^Business Week, June 19, 1954, pp. 146-148. 



argued that U.S. foreign economic policy lacked motivation and -was 

not pushing doors open for new markets or access to raw materials. 

Trade was not keeping pace with growth in the domestic economy as 

a result. But it also chastized business leaders for not 

expanding abroad as the U.S. market became saturated: "Those who 

wait for the advent of free trade and full currency convertibility 

may find they have passed up some juicy opportunities" for profits 

.abroad.27 A U.S. News article claimed foreign firms were now 

underselling Americans abroad, and that the United States was 

"losing the fight for the world market." Japan was labeled a 

particularly tough competitor who had won bids for three 

government contracts. Foreign competitors benefitted from lower 

wages and offered easier credit terms and were beginning to 

threaten the machine tool and electrical equipment industries, 

even steel production. Business Week complained that U.S. 

exporters "go it alone" and needed help from the EXIM bank in 

order to compete.28 

If trade was to expand in Asia, those markets would need 

some help. There was a slow realization throughout the fall and 

winter of 1954-1955 that trade could not substitute totally for 

aid in the Far East. The Indochina crisis seemed to refocus 

^Fortune, March 1954, pp. 81-82. 

28u.S. News, August 27, 1954, pp. 63-64; Business Week, 
March 13, 1954. 



business attention on the area. SEATO was applauded as a sound 

way to begin stabilization. But a "bold new economic plan" might 

be needed for the underdeveloped world in order to create markets 

for American and Japanese goods. Development assistance began to 

be seen as necessary despite the desire to reduce aid and channel 

the remainder "for the benefit of American pockets." Business 

Week offered support for the ideas of Harold Stissen and Japanese 

Prime Minister Yoshida Shigeru as one way to raise living 

standards and keep free Asia out of Red China's hands.29 

As 1954 drew to a close, the outlook of business toward 

trade or investment in Asia was unsettled. The Japanese economy 

was contracting and appeared in crisis, Indochina was threatened, 

and both Korea and Taiwan remained utterly dependent on U.S. aid. 

A Harvard Business Review article urged the government to boost 

the Japanese economy and encourage development in Indochina and 

Indonesia where Japan's commodities needs might be met. It must 

also prevent Chinese expansion into Southeast Asia because this 

might tempt Japan to join into communist bloc trade and help a 

"Chinese bloc of superpower importance" emerge that would threaten 

world security.30 With another battle beginning in Congress over 

tariff concessions with Japan, the need to create a regional trade 
•*« 

area seemed as important as ever. 

^Business Week, September 18, 1954, pp. 166-167; 
October 23, 1954, p. 192. 

^George Waldstein, "Showdown in the Orient," Harvard 
Business Review 32 (6) 1954: 113-120. 



CHAPTER 6 

CROSSROADS: TRADE AND AID FOR ASIA, 1955-1957 

Congressman Eugene McCarthy: Mr. Secretary, the 
preliminary hearings and conferences with regard to the 
possible Japanese Treaty are now underway, is that 
correct? 

Secretary Dulles: I believe that hearings are still being 
held . . . 

Congressman McCarthy: Is it safe to assume that we hope 
to exchange principally agricultural commodities for 
Japanese manufactures, and an increased exchange will be 
the result of this treaty? 

Secretary Dulles: I would say that what we hope from this 
negotiation, Congressman, is to find, if we can, markets 
for Japanese goods primarily outside the United States, 
[which] will promote our trade and commerce, but primarily 
through triangular, multilateral operations, rather than 
by direct operations. There is not much in the way of 
Japanese manufactured goods that we really want in this 
country. . . I see the future of that, or the success of 
it, as resulting more from the possibility of developing, 
broadly speaking, the world market for Japanese goods 
rather than upon our creating a market here to take more 
of the Japanese manufactures.111 

At the very time Secretary of State Dulles was outlining 

Administration plans for expanding trade with Japan, the Japanese 

government decided to make the United States their primary export 

market. Realizing that Asian development would be a slow process 

lU.S. Congress: House, Committee on Ways and Means, 
Hearings: Trade Agreements Extension 84th Congress 1st Session, 
January 10, 1955, p. 89. 
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and offer only long range trade possibilities, Japan turned to the 

world's richest market to meet its immediate trade needs. As 

Prime Minister Yoshida Shigeru put it: "one does not get rich 

trading with beggars." This meant shifting export production into 

high-quality consumer and manufactured goods, as well as 

continuing to expand heavy industry. Japan received an estimated 

30 percent of its industrial capital during the mid-1950s from 

U.S. grants or loans. By the end of 1957, she was poised to begin 

an unprecedented "economic miracle. 

The Eisenhower Administration made one final push for its 

"trade not aid" policy during the winter of 1954-55. For the 

first time, policymakers mapped out a coherent strategy for 

pushing bills through Congress and restructured the bureaucracy to 

administer the new program. Ironically, the multilateral trade 

policy began to succeed at the very time some officials 

reevaluated the program in light of changing global events. Much 

of their concern focused on East Asia. As a result, the 

Eisenhower Administration moved from a strategy of "trade not aid" 

to one of "trade and aid."^ 

In late 1954 the White House began a series of steps to 

expand trade. The EXIM bank received authorization to resume 

^Borden, Pacific Alliance, p. 182; Chalmers Johnson, MITI 
and the Japanese Economic Miracle, pp. 208-209. 

^Kaufman, Trade and Aid, pp. 34-35. 



long-term development loans, and its credit reservoir was 

expanded. The Agriculture Department stepped up overseas 

promotion of PL 480 sales. Foreign economic policy was organized 

under a new executive agency, the Council on Foreign Economic 

Policy, composed of the director of FOA and the secretaries of 

State, Commerce, Treasury and Agriculture. Eisenhower named 

Joseph Dodge, his former budget director and author of the famous 

"Dodge Plan" in occupied Japan, as the organization's head.4 

Most importantly, the administration organized itself for 

an early battle over extension of the Reciprocal Trade Act. It 

lined up substantial support in the new Democratic-controlled 

Congress. Eisenhower persuaded the new chair of the Ways and 

Means Committee, Jere Cooper (D-TN), to introduce the bill on 

January 5, the first day of the new session. Speaker of the House 

Sara Rayburn (D-TX) promptly gave it the honorary designation of 

HR1, usually reserved for the most important piece of legislation 

the leadership wanted the House to consider for that year. Five 

days later, Eisenhower sent up his message on foreign economic 

policy to Congress. He called for a three-year extension of the 

Trade Act, retaining the peril point and escape clauses. He 

sought establishment of an International Finance Corporation to be 

affiliated with the World Bank that would aid private development. 

Finally, he asked for tax incentives for overseas investment. The 

4Ibid., pp. 35-37. 



Administration offered a moderate but comprehensive program that 

would "add immeasurably to the security and well-being of the 

United States and the rest of the free world."5 

The President's bipartisan allies in the House moved 

quickly. Cooper began the hearings on January 17. Virtually 

every cabinet official came and spoke in favor of HR1. In 

addition, all of the major pro-trade business associations 

testified in favor of the bill. The multinational oil lobby and 

farm organizations were particularly visible. 

Nevertheless, there was also considerable protectionist 

sentiment expressed in the 2600 pages of testimony. Many who were 

trying to defeat HR1 resorted to "Japan-bashing" in their 

statements, particularly the textile, optical, earthen and 

glassware, fishing and electrical supply industries. 

Protectionists on the committee (led by Congressmen Phillip Reed 

and Richard Simpson) frequently warned Japanese imports would 

flood these markets should the bill pass/* 

The new Southern textile Industry helped lead the 

opposition to HR1. As the result of their coordinated lobbying 

campaign, Southern Democrats (habitual voters for free trade) 

^Bauer, et al., American Business and Public Policy, pp. 
59-60; State Department Bulletin. January 24, 1955, pp. 119-123. 

fyj.S. Congress: House, Committee on Ways and Means, 
Hearings: Trade Agreements Extension 84th Congress 1st Session, 
January 17, 1955. 



found themselves deluged in mail urging defeat of the measure. 

Southern coal and oil interests also pressured representatives: 

their efforts helped convince the entire West Virginia 

congressional delegation to oppose the bill. Typical of Southern 

opposition, Congressman W. J. B. Dorn (D-SC) gave these comments 

before the Ways and Means Committee in urging protection for 

textile manufacturers against Japanese imports: 

For thoe.s who say fwe can outproduce the Japanese, we have 
the know-how, we are superior in the field of 
manufacturing' let me say to you this. . . the Yamato 
[was] the greatest battleship ever built . . . the Zero 
was a very, very good airplane .... It was a generation 
or so ago that Japan was a backward country and in that 
time, by adopting our methods and the methods of other 
people, they came near conquering the world.® 

Despite this pressure, Cooper fended off amendments to the bill 

and was finally able to report HR1 out of committee without 

substantive changes. The report accompanying the bill called it 

essential for the "peace and security of the other nations of the 

free world." The minority report, written by Simpson, Reed and 

Noah Mason (R-CT), specifically cited unfair Japanese labor 

competition as a reason to oppose the bill. They pointed out in 

their minority report that "it is unfair to American workers in 

the United States to say that labor in Japan at 10 or 11 cents an 

^Bauer, pp. 358-374. 

^U.S. Congress: House, Committee on Ways and Means, 
Hearings: Trade Agreements Extension 84th Congress 1st Session, 
1955, pp. 2203-2204. 



hour, is "fair" competition simply because it is not substandard 

in Japan." The battle shifted to the House floor.9 

Cooper and Rayburn faced wavering support in their own 

party for HR1 as protectionists stepped up their lobbying attack. 

Protectionists won an early vote to open the bill up to amendment; 

Rayburn was able to reverse that decision by winning a roll call 

vote by a majority of one. It was the closest House vote in 

fourteen years. In the end, the bill was adopted thanks to 

Rayburn's strong-arm tactics.10 

The Senate debate was somewhat less dramatic but more 

successful for the opposition. Consistent concern was voiced 

again over Japanese competition, which, in the words of Senator 

Walter George (D-GA), "is growing keener and keener and keener in 

this country already, and will constantly increase. The one 

ultimate long-range hope is that Japan may get into the markets 

she formerly occupied and relieve some pressure on our markets 

here." The administration's case was poorly presented and 

prompted many complaints from the Democrats. Protectionists, on 

the other hand, were able to persuade the Senate Finance Committee 

to amend the bill. The amendments gave the president authority to 

fix quotas on imports if they injured industries vital to national 

^U.S. Congress: House, Committee on Ways and Means, Trade 
Agreements Extension. House Report 50, February 14, 1955, p. 32. 

l^Bauer, pp. 62-66. 



security, and strengthened the escape clause provision. It passed 

the Senate on May 5.H 

At a critical moment, the Eisenhower Administration had 

seemingly dropped the ball on trade liberalization. It was now 

faced with a bill sent to conference which Senator J. William 

Fulbright (D-AR) called a "watered-down version of a modest piece 

of legislation." In announcing his acceptance of the bill before 

the Senate vote, Eisenhower simply held the line against 

protectionism. Although he called HR1 a "tremendous victory" at 

the signing of the bill into law, it was in fact a setback to 

freer trade and had encouraged the protectionist lobby. At least 

the battle would not have to be fought again until 1958. 

Negotiations could continue on tariff reductions for Japan.12 

Other parts of the President's foreign economic policy 

proceeded forward. The IFC, recommended by the Rockefeller 

Committee back in 1951, was created in August 1955. Senator 

Fulbright expressed Congressional sentiment when he stated that 

the IFC would help .cut foreign aid grants and spur U.S. trade 

overseas. Significantly, however, the IFC funding request was 

trimmed from $100 million to $35 million. The program was a 

uIbid., pp. 68-72; U.S. Congress: Senate, Committee on 
Finance, Hearings: Trade Agreements Extension 84th Congress 1st 
Session, March 2, 1955, p. 15. 

12Raufman, p. 45. 



modest first step toward increased public-private cooperation "in 

meeting the development needs of the emerging Asian and African 

nations.*3 

Loan sources for Asia got another boost from the creation 

of the Asian Development Fund (ADF). The 1955 Mutual Security 

Act, although still heavily weighted toward defense and defense 

support, would make $100 million'available through the fund for 

long-term soft loans. The proposal survived both Congressional 

opposition and dissent within the executive branch: Clarence 

Randall, Secretary Humphrey and Dodge opposed the ADF. "Progress 

grows from within," said Dodge. "It cannot be imposed from 

without, cannot be imported like a finished industrial product, or 

supplied merely by massive injections of dollars." Despite this 

opposition, Eisenhower approved the fund in order to meet what he 

felt was a growing economic threat in Asia.Congress cut his 

request in half before approving the fund. 

Eisenhower's concerns reflected a growing uneasiness about 

Sino-Soviet activity in Asia. The 1954 Bandung conference and 

statements coming out of the July 1955 Geneva summit seemed to 

indicate a growing willingness by the communist powers to compete 

on economic terms with the West. The President and Secretary 

Dulles feared a Soviet economic offensive was beginning in the 

13Ibid., p. 48. 

l^Ibid., pp. 54-55. 



underdeveloped parts of the world. Loans to India and Indonesia 

alarmed Washington and accelerated the rethinking of the "trade 

not aid" philosophy. 

NSC 5440/1, written in March 1955, hypothesized that for 

the next five years the communists would not risk war with the 

United States in Asia but rather use "limited but persistent means 

to dislodge American influence" there. Chief among these methods 

would be economic assistance to neutral nations.*5 Dulles, 

outlining the results of his two-week trip in Asia in a speech to 

the nation on March 8, emphasized that the United States must 

continue to stem the communist advance by increasing trade and 

capital development. "There is a particular need for a larger 

exchange of goods and services between the countries of South and 

Southeast Asia and the Wester Pacific. Japan ... is an 

important element in this situation."^ A week later, 

Undersecretary Robert Murphy encouraged an audience at the Seattle 

International Trade Fair to increase trade and private investment 

in Asia, which was the "best means yet devised of producing and 

distributing goods and services for the benefit of all." Although 

he (like Dulles) discounted the need for a "Marshall Plan for 

Asia," he did state that the administration was stepping up its 

l^Mayers, Cracking the Monolith, p. 139. 

^State Department Bulletin, March 21, 1955, pp. 459-464. 



technical assistance and supplemental loan programs. Murphy also 

stressed Japan's role in Asian development. 

Perhaps the most visible admission that U.S. aid policy 

had to pay more attention to Asian development came in 

Eisenhower's proposal to Congress for the 1955 MSA budget. It 

contained the Asian Development Fund proposal. The Soviet threat 

dictated not only an American military response, but also an 

economic one. Asian nations were "far short of capital for even 

modest improvement of plants or public services . . . political 

hazards, remoteness, internal insecurity and a general lack of 

consumer purchasing power in combination have held private foreign 

investment to a trickle." The president admitted that "Under 

present conditions, private capital availability is not sufficient 

to eliminate the need in Asia for initial public financing 

measures, through long-term loans where feasible and through 

grants where necessary, which would put critically needed 

development'projects into motion."1® A change in U.S. foreign 

economic policy was underway. 

For the remainder of 1955, administration activity 

reflected confusion over which direction to proceed. Voluntary 

oil import quotas and a decision to increase bicycle tariffs 

indicated backpedalling on free trade. Congressional failure to 

^State Department Bulletin. March 28, 1955, pp. 522-523. 

•^State Department Bulletin. May 2, 1955, p. 717. 



consider U.S. membership in the new Organization for Trade 

Cooperation (OTC) seemed to confirm that trend. There was also 

more frequent invocation of the Buy American Act by the Defense 

Department. Yet the administration moved vigorously to gain 

acceptance of Japan into GATT in August, It supported tariff 

concessions on 40 percent of all items exported by Japan. 

Unfortunately, it could not stop 14 of the 33 member countries 

from invoking the GATT escape clause and forestalling lower 

tariffs on Japanese goods. Most of these nations (particularly 

Great Britain) feared textile competition. The United States 

complained that such wholesale discrimination "destroyed the whole 

concept of GATT" and did little to help Japan's immediate trade 

needs. In retaliation, the United States igned 14 trilateral 

agreements with other nations granting tariff concessions for that 

country's exports here in exchange for tariff concessions to 

Japan. In October U.S. negotiators again failed to get all GATT 

nations to accept equality for Japan; not until the mid-60s would 

19 
this finally occur. 

Progress in Asian trade and development was uneven in 

1955. The Commerce Department called prospects for the Far East 

"spotty" in its mid-year report on trade, with almost all 

countries running a large dollar gap. Later reports noted 

l^Borden, p. 187; Kaufman, pp. 40-41; The New York Times. 
October 29, 1955, p. 1. 



progress was being made to stabilize the Korean economy, PL 480 

shipments were up, and that a new trade agreement with the 

Philippines should improve trade there. A State Department 

official saw the overall economic picture at year-end as better 

than previous years, but with "many pitfalls." One bright spot 

was the improved balance of payments situation in Japan: by the 

end of 1955 that country was running an overall surplus, allowing 

for gradual accumulation of gold and dollar reserves.20 The 

changing attitudes within the Eisenhower administration seemed to 

reflect a growing belief that efforts had fallen short of the 

goals hoped for under "trade not aid." In 1956 a fundamental 

reorganization got underway. 

Talk of a shift toward increased developmental aid can be 

traced back to Harold Stassen's ideas for a Marshall type plan for 

Asia. As outgoing director of FOA, he consistently agitated for 

more grants for Asia if the United States was to stem the 

communist tide there. Others, particularly C. D. Jackson (an 

advisor and close friend of the president), also advocated . 

increased assistance to underdeveloped nations. As we have seen, 

the administration did move toward a larger aid program there in 

1955. Although the fiscal conservatives within the White House 

circle opposed any large-scale plan, the CFEP did recommend in 

20u.S. Department: of Commerce Foreign Commerce Weekly, May 
30, 1955, p. 12; State Department Bulletin. February 21, 1955, 
p. 297; September 19, 1955, p. 464; and November 21, 1955, 
pp. 843-845; see also Borden, pp. 186-187. 



March 1955 that soft loans be increasingly used as a development 

tool. It suggested another loan "window" be opened that would 

"further the foreign policy objectives of the United States."21 

If Eisenhower wanted to move toward a larger economic aid 

package, he had to convince an increasingly suspicious Congress. 

The President's 1956 request for MSA funding sought an increase of 

$2 billion, much of it for military aid. It received a 

surprisingly hostile reception on Capitol Hill from conservatives 

and liberals alike, Despite strong lobbying efforts before both 

foreign affairs committees, the administration request was slashed 

by almost $750 million. The Asian Development Fund was 

eliminated, and the bill required that 80 percent of all 

development assistance now be in the form of loans and not grants. 

The rationale behind these reductions flowed out of a deepening 

frustration in Congress over the ends and means of foreign aid. 

There was particular opposition to giving aid to India. Most of 

the cuts came from the defense half of the budget because many 

Congressmen felt aid had become too oriented toward military 

spending. In Asia, for example, $726 of the $760 million in 

"nonmilitary" aid obligated in 1956 had been for defense support. 

While Congress, like the executive branch, recognized the growing 

threat from Khrushchev's aid push, "there is little evidence that 

the Administration has shown the flexibility to meet these fresh 

^Kaufman, p. 57. 



changes." Despite the misgivings, the 1956 MSA appropriation," 

$3.7 billion, was an increase of $1,2 billion over 1955,22 Half 

of it would go to Asia. 

The Senate decided in April and May 1956 to commission a 

series of studies to evaluate foreign aid policy. Not to be 

outdone, the House also began a study of its own. By August, 

President Eisenhower added another committee to the review 

process. Benjamin Fairless, retired president of U.S. Steel, was 

named as chairman. Yet another committee was formed by the 

International Development Advisory Board (IDAB). Disenchantment 

with the Mutual Security program had spawned a political tussle 

over how best to meet U.S. obligations around the world. As one 

disgruntled cabinet member told James Reston of the New York 

Times; "We don't have a foreign economic policy. We have forty-

nine foreign economic policies."23 

Other setbacks occurred for the President. Protests by 

New England textile manufacturers led to an introduction of a bill 

(supported by 60 senators) to curb Japanese textile imports. The 

administration was forced to seek voluntary quotas from Japan in 

order to stave off passage of the bill. Once again, the State 

22congressional Quarterly Almanac 12 (1956): 418-431; 
State Department Bulletin, April 2, 1956; see also Congressional 
Digest. November 1956. 

23Congressional Quarterly Almanac 12 (1956): 641-642; 
Kaufman, p. 72; Robert Pastor, Congress and the Politics of U.S. 
Foreign Economic Policy, p. 339. 



Department had to take to the lectern to reassure domestic 

industry and emphasize the importance of trade with Japan.^ The 

administration was also unable to gain reconsideration of American 

membership in OTC in 1956. Control of foreign economic policy 

appeared to be slipping away from the executive branch. 

Eisenhower's victory in the 1956 presidential compaign 

reinforced his prestige with a Congress that remained controlled 

by Democrats. He moved forward in 1957 with a new emphasis on 

developmental loan aid thanks to the recommendations of reports 

now streaming in to Congress. 

The Senate study commissioned 11 separate analyses of the 

aid program. The most influential paper came from a Massachusetts 

Institute of Technology study under the direction of Walt Rostow 

and Max Millikan. Although their view was not new (the NSC had 

been sent a similar report in 1956), the Rostow/Millikan thesis 

added weight to those arguing for long-term assistance to the 

Third World. Couched in cold war terms, their study outlined a 

need for up to $10 billion in economic aid over a decade in order 

to produce the liberal capitalist world order that American 

leaders sought to create. Feeling that the military emphasis in 

aid programs has "been progressively put in question," it tried to 

demonstrate that the United States "lack[s] in the underdeveloped 

Z^State Dept. Bulletin, December 26, 1955, pp. 1065-1066; 
U.S. Department of Commerce, Survey of Current Business, October 
8, 1956, pp. 11-12. 
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areas an equivalent to the balanced economic-military approach 

represented in Europe." With respect to Asia, the Millikan/Rostow 

paper urged continued support for military allies while expanding 

economic support there and in other "neutralist" countries.25 

Some of the other Senate studies looked more closely at 

aid to the Far East. A University of Chicago study was critical 

of the private investment approach because in Asia it was likely 

to be quite inadequate. Investment guarantees and trade treaties 

did not address the root problem keeping business from expanding 

into these countries—the daily antagonisms of doing business 

there. "Tax exemption will do little to encourage private 

investment" since current profits are often already higher on 

foreign investments under current law. "What discourages 

investment is not tax on profits, nor any threats of direct 

confiscation, or inability to convert profits into dollars, but 

the numerous uninsurable risks of a bad investment climate." 

Private investment will always flow toward stability, the study 

concluded. What would help Asian countries most would be a 

further liberalization of trade in order to earn dollars to pay 

off loans.26 

2^U.S. Congress: Special Committee to Study Foreign Aid, 
Foreign Aid Program: Compilation of Studies. 85th Congress 1st 
Session, Senate Document 52, July 1957; Kaufman, p. 98; see also 
Millikan and Rostow, A Proposal: Key to an Effective Foreign 
Policy (New York: Harper, 1957). 

^Foreign Aid Program; Compilation, pp. 206-208, 227-228. 



Two other studies, one by U.S. Chamber of Commerce 

Chairman Clement Johnson, emphasized the threat of communism as a 

primary motivation for increasing U.S. aid. Both admitted that 

the opportunity for private investment was limited given the 

unstable economies of the region. Johnson also added that private 

enterprise in Southeast Asia was neglected because "it is 

politically more popular to create state-owned . . . monopolies 

which afford encouragement for patronage and special favors."27 

In general, both House and Senate reports agreed that 

there needed to be a shift away from military aid toward long-term 

developmental aid on a soft loan basis. This should be coupled 

with added incentives to private investment and continued 

technical assistance. The House, however, felt that this could be 

accomplished while reducing the total aid budget. Both were 

critical of the uncoordinated nature of aid dispersal. They also 

noted the political imperative of U.S. aid changes: the Soviets 

were succeeding with their aid efforts.28 

Interestingly, the presidential commissions returned with 

the most conservative of the aid studies. The Fairless Committee 

recommended few changes in the "trade not aid," private investment 

27Ibid., pp. 1365-1388; 1429-1464. 

28u.S. Congress: Special Committee to Study Foreign Aid, 
85th Congress 1st Session, Senate Report 300, 1957; House: 
Special Committee on Foreign Policy and Mutual Security, 85th 
Congress 1st Session, House Report 551, 1957. 



philosophy. More should be done to induce private capital to go 

abroad, but grant aid should be curtailed and foreign economic 

assistance should go first to "those countries which have joined 

the collective security system." The Fairless report did 

recommend two new organizational changes: the segration of 

military and economic aid (with defense support placed in the 

Defense budget) and biennial appropriations of aid in order to 

give more stability and flexibility to the program.29 

The IDAB report, written under the direction of Eric 

Johnson (head of the Motion Picture Association and a friend of 

the president) also favored soft loans but did not exclude grant 

aid. It tended to focus more on the needs of the underdeveloped 

nations than the external communist threat. It called for a 

"substantial increase in capital investment and technical 

assistance programs."30 

In response to this thorough review of its foreign 

economic policy, the Eisenhower Administration moved quickly to 

forge a new consensus on the Mutual Security Program. Secretary 

of State Dulles was able to convince the president that a "bold 

approach" to development was necessary. Despite opposition from 

Humphrey, the administration advanced a program for 1958 which 

29Kaufman, P- 99. 

S^See H. Field Haviland, "Foreign Aid and the Policy 
Process: 1957," American Political Science Review 52 (September 
1958): 689-724. 



followed along the lines of the IDAB report. Dulles proposed "the 

creation of a Development Loan Fund to the Senate Foreign 

Relations Committee, emphasizing that long-term development 

assistance could be "significant and even determining" in the cold 

war economic struggle. He also suggested adoption of the two 

Fairless ideas of splitting military and economic budgets and 

moving toward multiyear appropriations.31 

Congress was cool to these proposals. Already engaged in 

a budget battle with the president, the MSA became a target for 

Congressional opponents from both parties. For example, three 

Senators published blistering minority reports when the bill 

emerged from the Foreign Relations Committee.32 Despite vigorous 

lobbying before House and Senate committees by Dulles and other 

State Department officials and speeches and meetings by 

Eisenhower, the aid package was pruned by half a billion dollars. 

DLF funding was approved for a two-year basis but its 

capitalization was reduced by $125 million. The administration 

33-State Department Bulletin, April 29, 1957, p. 677. 

32u.S. Congress: Senate, Committee on Foreign Affairs, 
Mutual Security Act of 1957, 85th Congress 1st Session, Senate 
Report 247, 1957. 



was lucky in obtaining even that since the House version of the 

bill had been more restrictive.33 

During the actual appropriation process the 1957 act fared 

even worse. In the face of vigorous executive opposition 

(Eisenhower even threatened a special session) Congress trimmed 

another $600 million including $200 million from the DLF. One 

administration official argued that these reductions would fall 

heaviest on America's Asian allies, making "illusory any hope of 

doing more than the barest minimum for a limited number of 

countries." Eisenhower's new trade and aid approach was off to a 

rocky start. One Senator termed it a "devastating defeat."34 

The failure to substantially increase economic aid to 

developing nations despite the weight of opinion favoring such 

action (outlined in most of the 1957 studies) reflected the fact 

that basic contradictions existed in American foreign economic 

policy. First, the earlier "trade not aid" policy had placed an 

emphasis on trade and investment over public aid. This program 

was widely supported by most policymakers, fiscal conservatives 

and free traders for different reasons: the Eisenhower 

33state Department Bulletin. June 10, 1957, p. 915; July 
1, 1957, pp. 3-8; Congressional Quarterly Almanac 13 (1957): 
608-610; see also Haviland. "Foreign Aid," and Congressional 
Digest August/September 1957. 

3^State Department Bulletin. September 2, 1957, pp. 371-
373 and September 9, 1957, pp. 411-418; Congressional Quarterly 
Almanac 13 (1957): 612. 



administration felt it would strengthen free world interdependency 

and help obtain the goals of multilateralism and a liberal 

capitalist world order; budget cutters wanted to shift the dollar 

burden to the private sector.; and free traders felt it would lead 

to a lessening of tariff barriers and expanded opportunity for 

profits. 

As the president entered his second term, however, the 

trade not aid philosophy had not been implemented to the extent 

desireable. Even if it had been fully put into place, 

policymakers realized that the policy would do little to help the 

underdeveloped nations (particularly in Asia) which were poor 

Investment risks but were deemed vital to the strategic interests 

of the United States. The administration began shifting to a 

trade and aid program as a result. But some internationalists 

felt it was more military than economic in nature, went to the 

wrong nations, was insufficient for true economic development 

and/or lacked coordination, fiscal conservatives argued it busted 

the domestic budget, was at a level too high to be absorbed 

efficiently, created dependency or was a giveaway that ran against 

the grain of American free enterprise beliefs. Some businessmen 

feared aid deprived them of market opportunities, added to their 

tax burden, or encouraged "statism" (and therefore discouraged 



private sector control). These divisions existed within the 

Eisenhower administration itself.35 

As 1958 began, Eisenhower sought to forge a new consensus 

to replace "trade not aid" with "trade and aid." He had managed 

to hang on to the DLF, founded the IFC, shifted the aid budget 

toward.Asia and won acceptance for long-term soft loans. He now 

faced another battle over extension of the Reciprocal Trade Act, 

remaining questions about his aid program and a growing balance of 

payments problem which threatened to unravel his entire foreign 

economic policy. 

Policies in Asia reflected this muddle. By 1957, over 

half of all ICA funds were going to East Asia. Of that, almost 

two-thirds went to two countries: Korea and Vietnam, Almost all 

of those funds were for defense support. In other words, these 

two clients of the United States received half of all defense 

support monies obligated worldwide for 1957. These figures 

excluded direct military aid under another part of the overall MSA 

program. By contrast, only 5 percent of the total nonmilitary aid 

for East Asia was allocated for development assistance or 

technical support. Cold war concerns continued to overwhelm the 

need for development in this region despite all of the rhetoric in 

Congress and from the White House. 

This was not the only source of aid, of course. EXIM bank 

loans, offshore procurement, multilateral loans through the World 

^Business Week, September 21, 1957, pp. 175-178. 



Bank, IPC or IMF, or PL 480 loans and grants also made capital 

available to Asia. Yet the overwhelming amount from those sources 

went to Japan end India, the two countries deemed most able to 

absorb this investment. It is important to note that the first 

DLF loan went to India (despite Congressional disenchantment with 

her neutralism and outspokenness). The goal was clearly to 

restore the workshop concept in Asia?** 

That workshop continued to exclude China. Great Britain 

violated the CHINCOM trade restrictions in May 1957 and put the 

People's Republic on equal footing with the U.S.S.R. Japan, 

China's largest trade partner despite the ban, hoped the United 

States would also seek a relaxation of export controls. There was 

even some sentiment in Congress for moving in that direction: 

Senator Warren Magnuson (D-FL) told Business Week that "we can't 

keep 600 million people behind an economic bamboo curtain forever 

just because we don't like the policies of their government." The 

report claimed several representatives were under "steady pressure 

from businessmen" to consider some modifications.37 

The administration and the China Lobby soon 

counterattacked. Secretary Dulles termed any concession to 

mainland China "folly" and a "gamble with national security." The 

Committee of One Million, as the China lobby was officially 

Estate Department Bulletin. February 10, 1958, 
pp. 222-226. 

3'^Business Week. June 8, 1957, pp. 117-120. 
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called, ran a full-page ad in The New York Times that screamed' "to 

all free men—no trade with the enemy" and was signed by 176 

businessmen, Congressmen and civic leaders. The Commerce 

Department revoked the licenses of a British bank and four other 

firms because of their "illegal" trade with China. The murmerings 

favoring an end to the trade embargo quickly died out.38 

Despite this continued frustration, Japan's trade 

situation was slowly improving. Thanks to aggressive marketing, 

the United States was proving to be a much better export area than 

China could ever have been. As the 1956 textile dispute showed, 

Japanese imports were begining to compete—and win—shares of the 

rich American market. Businessmen who had once eyed the mythical 

China market now scrambled to keep Japan out of the United States. 

38china and the U.S. 1955-63 (New York, Facts on File, 
1973), p. 65; Congressional Quarterly, China; U.S. Policy Since 
1945 (1980), p. 113; Stanley Bachrack, The Committee of One 
Million: "China Lobby" Politics (New York: Columbia University 
Press, 1976), p. 136. 



CHAPTER 7 

CUTTING BOTH WAYS: BUSINESS AND THE ASIAN TRADE/AID 

DEBATE, 1955-1957 

In the January 1955 edition of Foreign Affairs there 

appeared an article by Raymond Vernon, a former State Department 

official, entitled "Foreign Trade and National Defense." The 

author pointed out that liberal trade policy, once justified in 

terms of increasing U.S. exports, was now "based on the contention 

that it built up defense strength." Yet this argument could cut 

both ways: "what was sauce for the [trade liberalization] 

program's proponents was sauce for protectionists as well." In 

the name of "defense," lace manufacturers, glove makers, cutlery 

manufacturers and even the dairy industry were now claiming their 

products needed protection. Vernon emphasized that both military 

and economic security were collective in nature; trade autarky 

would undermine that security. In the nuclear age, the timeline 

for mobilization had shortened and made protectionism on defense-

related grounds highly suspect. In fact, international dispersion 

of resources would probably contribute to the security of the free 

world. "The political and military elements of our defense are 
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now irreversibly multinational. The economic aspects of our ' 

defense must fit the same pattern."* 

Vernon touched on almost every one of the problems facing 

the "trade not aid" policy of the Eisenhower Administration: the 

reliance on a cold war rationale to sell the program, the tension 

between domestic and offshore production, disagreement over the 

relationship of free trade to strategic security, and the division 

among business groups over the benefits of trade liberalization 

and international comparative advantage. 

Protectionist forces made a formidable challenge to the 

Reciprocal Trade Act extension in 1955. Under the direction of 

the protectionist Strackbein Committee and several key lobbying 

groups in the textile, coal and domestic oil industries, the 

opposition concentrated on swaying the votes of Southern 

legislators who now represented these interests in their states 

yet still held traditional Southern free-trade sentiments. Japan 

became the favorite target in their lobbying efforts. 

In December of 1954 hearings were held by a House Ways and 

Means subcommittee on the upcoming tariff concession talks with 

Japan. Over 100 witnesses testified against granting any major 

concession to the Japanese. Textile, sewing machine, aluminum, 

fishing and toy interests feared that granting 

Raymond Vernon, "Foreign Trade and National Defense," 
Foreign Affairs 34 (1) 1955: 77-88. 



"most-favored-nation" status would permanently damage their 

industries. Business Week noted that many of these businessmen 

"still smartfed] from Japanese prewar cutthroat trading tactics." 

Those few proponents for tariff concessions argued that, since 

Japan imported double the amount she exported to the United 

States, free trade would have a salutary effect on business.2 

The "Japan bashing" continued during the House hearings on 

extension of the Reciprocal Trade Act. Bausch and Lomb, 

Westinghouse, Monsanto, Dow, Allied Chemical, American Cyanamid 

and a host of smaller corporations from fishing, glassblowing, 

earthenware and glassware industries used Japan as an example of 

the import threat. 

U.S. News reported in January 1955 that "free trade [was] 

losing support" because "[m]any who favor freer trade in principle 

are worried about foreign competition for their local industries." 

Textiles, sugar, oil, minerals, chemicals, light bulbs, optics, 

electrical machinery and fishing were listed as the chief products 

under pressure from foreigners. The article noted that the farm 

bloc and unions were both backing away from their earlier freer 

trade stance. Confusion over administration actions (despite its 

rhetoric) also contributed to the erosion of support.3 

^"Battle Rages Over Tariffs," Business Week. 
December 18, 1954, p. 32. 

%.S. News. January 7, 1955, pp. 69-71; U.S. Congress: 
House, Committee on Ways and Means, Hearings, Reciprocal Trade 
Extension 84th Congress 1st Session, 1955. 



Nevertheless, a strong group of free trade business groups 

also organized to support HR1. Powerful supporters like the U.S. 

Chamber of Commerce, Committee for Economic Development, Detroit 

Board of Commerce, American Farm Bureau, Tobacco Assocation, AFL, 

CIO, United Steelworkers, and of course the Coleman Committee all 

sent representatives who argued for extension of the trade act. 

Most newspapers and all of the major business media also supported 

passage. 

While the protectionists also sent people to the 

Congressional hearings, they concentrated on working through their 

state delegations in the hopes that peers might more easily sway 

their colleagues. As a result, over 20 House members testified in 

front of the Ways and Means Committee to oppose part or all of 

HR1. The protectionists also continued a tactic that had been 

pioneered by GE and PPG in the last trade act battle: getting 

workers to write and demand protection of their jobs. 

Westinghouse, Dow, Monsanto, and Southern textile groups were able 

to generate an avalanche of mail favoring defeat of HR1. The 

American Cotton Manufacturers Institute was particularly effective 

in reversing Congressional votes as a result of this intense 

lobbying effort: in every one of the so-called "textile 

districts" in Georgia and the Carolines, representatives switched 

over from supporting liberal trade in 1954 to supporting 

protectionism in 1955. The Foreign Oil Policy Committee, 

representing a coalition of coal, domestic oil and railroad 



interests, was also quite effective in garnering opposition 

votes.^ 

Protectionists frequently used Japan as the model when 

demanding higher American tariff barriers. The Japanese worked 

for slave wages, produced shoddy goods, and practiced unethical 

trade tactics. Using an argument that would become increasingly 

common, one industrialist proposed that tariffs be negotiated on 

the basis of wage standards, with adjustments made "[w]henever 

American producers are faced with unfair foreign competition.M 

One textile study compared New England and Japanese production 

head-to-head and concluded that aid, not trade was the solution.^ 

Despite the prominence of the pro-trade lobby, it seemed 

less effective in influencing Congressional opinion. This was 

probably due to several factors. Many of the national 

organizations had to moderate their position given the diversity 

of their members (the National Association of Manufacturers' 

dispute with Monsanto was an early example of this). Individual 

corporations might have competing interests between home and 

foreign divisions. The very nature of multinational corporations-

-diffuse holdings, interlocking directorates, reluctance to 

^Ibid; see also Bauer, American Business and Public 
Policy, pp. 358-374; U.S. Congress: House, Committee on Ways and 
Means, Reciprocal Trade Extension 1957, House Report 50, 
pp. 50-61. 

^U.S. Congress: House, Committee on Ways and Means, 
Hearings: Reciprocal Trade Extension 84th Congress 1st Session, 
1955, pp. 1678-1694. 



antagonize consumers—tended to dilute the intensity of their • 

lobbying effort. Although polls showed that 38 percent of 

business executives favored lower tariffs, 31 percent wanted them 

to stay the same (5 percent argued for higher tariffs). Caution 

seemed to prevail: only 1 in 10 of the businessmen surveyed who 

classified himself as a free trader had contacted his Congressman 

or Senator on the issue, while 1 in 6 protectionists had done so. 

There was not the vocal support for liberalized trade policies 

that proponents hoped would materialize. As one State Department 

official put it, "[s]upporters of expanded world trade are often 

passive head-nodders rather than crusaders."6 Although the 

Reciprocal Trade Act survived the onslaught of the protectionists, 

it now left the door open for tariff and quota restrictions and 

did little to advance the hope for freer trade. David McDonald, 

president of the United Steelworkers of America and a Randall 

Commission member, called it "the weakest trade legislation that 

we have had in the last 20 years. 

Business opinion offered lukewarm support for other 

aspects of Eisenhower's foreign economic policy. Business Week 

and U.S. News reported that the PL 480 program "can't satisfy 

anybody." Complaints were registered by farm groups who felt it 

^Fortune, April 1955, pp. 107, 237-238; State Department 
Bulletin, June 13, 1955, pp. 958-963. 

^U.S. Congress: Senate, Subcommittee on Foreign Economic 
Policy, Hearings, November 9-17, 1955, p. 280. 



did not dispose of surplus fast enough, exporters who felt it was 

disrupting world markets, and from our allies abroad. The 

National Foreign Trade Council opposed U.S. membership in the IFG 

as "wrong in principle and dangerous in practice." A Harvard 

Business Review editorial sharply criticized the "simplistic" 

notion of trade not aid and complained that little was being done 

to promote private investment overseas in order to overcome the 

"purist" attitude of businesses which demand a more perfect 

climate for investment. -The article noted that "little clamor has 

been heard ... to enter Indochina or Korea." Business Week was 

the only major business journal to endorse U.S. membership in the 

OTC.8 

There was also frustration in the free-trade camp over the 

contradictory actions of the Eisenhower Administration. Decisions 

to increase tariffs on bicycles and watches, impose quotas on a 

number of agricultural products, and exercise the Buy American 

provisions in awarding electrical contracts to GE and Westinghouse 

despite lower bids by British firms led to protests in the pages 

of Fortune, Business Week and The Wall Street Journal. These 

decisions "reflected & protectionist trend, despite the high-

sounding talk of liberalizing U.S. foreign economic policy." 

^Business Week, January 22, 1955, p. 112; Kaufman, Trade 
and Aid, p. 48; Harvard Business Review 33(2) 1955: 25-30; 
Business Week. June 25, 1955, p. 184. 



Multinational oil companies expressed discontent with the 

voluntary oil import quota, and several refused to comply fully 

with the proposal.9 

Despite this pessimism, U.S. trade and investment in East 

Asia expanded in 1956-1957. Standard-Vacuum enlarged its oil 

holdings in Indonesia. American Cyanamid, Bow, Otis Elevator and 

Sperry cracked the Japanese Investment market. Coca-Cola moved 

into Oceania, Malaya and Indonesia. Australia was becoming a 

springboard to the rest of Asia; over 30 major U.S. corporations 

initiated plans to start production there, most of it geared 

toward regional export. Although trade activity with individual 

countries was mixed, U.S. exports to the Far East grew by 25 

percent in 1956 and another 25 percent in 1957.10 Japan continued 

to be America's second best customer. This growth in trade and 

investment reflected a growing willingness by business to take 

advantage of foreign market opportunities. 1957 was the first 

year that sales from U.S. subsidiaries overseas outpaced American 

exports, with several Fortune 500 companies gaining large chunks 

of their earnings from offshore operations. The flood of 

inquiries regarding the increased availability of EXIM loan monies 

^Business Week. September 3, 1955, p. 121; September 8, 
1957, p. 93. 

^Fortune, April 1955, pp. 104-107; November 1955, pp. 84-
86; Business Week, August 31, 1957, p. 127; Foreign Commerce 
Weekly. April 29, 1957, pp. 23-27. 



furthered Commerce Department confidence in Asian market growth." 

Retailers also pushed foreign goods, giving imports a boost in 

1957. "Trade not aid" appeared to be slowly gaining momentum at 

the very time it was being reevaluated.H 

As the 1957 trade boom receded with the end of the Suez 

crisis, renewed fears of a dollar gap appeared in Fortune and 

Business Week editorials. Both emphasized the need to liberalize 

trade further as competition increased in the domestic and world 

markets. As the world's bank and primary investor, the United 

States "cannot fully discharge its responsibilities as world 

leader and creditor unless U.S. trade policy is liberalized 

further than it has been. 

There was a corresponding awareness that Japan would be a 

new force in trade competition. By 1957 Japan was the world's 

largest shipbuilder and had its most modem steel plants. Its 

trade was growing with Oceania, the Philippines and Thailand, due 

in part to reparations agreements which allowed for payment in 

goods and services and offered favorable loan terms. Economic 

production levels reached record highs. The reemergence of many 

of the prewar zaibatsu meant that "U.S. exporters and 

^Fortune. January 1958, pp. 125-128; Business Week. 
October 15, 1955, pp. 166-167 and November 2, 1957, p. 106; 
Foreign Commerce Weekly. January 21, 1957, pp. 17-20. 

^Business Week, October 19, 1957, pp. 126-130; Fortune, 
October 1957, pp. 121-127, 293-300. 



manufacturers soon may feel the pinch of increasing Japanese 

competition.Imports levels from Japan rose significantly in 

1955 and continued upward the following years. Fortune felt this 

was healthy for U.S.-Japanese relations and might even "give U.S. 

consumers a break." In 1957 both Fortune and Business Week ran 

feature articles outlining Japan's economic growth and its efforts 

to expand trade around the Pacific basin.^ 

At the same time, there was increasing frustration with 

Japan's obstructionism in allowing increased foreign investment. 

As early as 1954, the State Department received complaints from 

Studebaker, Schaeffer Pen and Coca-Cola about their inability to 

establish branch production facilities in Japan. An April 1955 

Fortune article added Singer, Parke-Davis, Monsanto and NCR to the 

list of those U.S. companies having difficulties there. Japanese 

exports were shifting toward chemicals, metals, and manufacturing, 

and MITI took an increasingly hard line in evaluating foreign 

investment proposals.^ 

l^David Halberstam, The Reckoning (New York: William 
Morton and Company, 1986) p. 275; Foreign Commerce Weekly, October 
29, 1956, p. 3. 

•^Business Week. August 13, 1955, pp. 62-68 and June 22, 
1957, p. 126; Fortune. April 1955, p. 89 and July 1957, pp. 107-
113, passim. 

l^FRUS 14(2) pp. 1623-1627; Nation's Business. April 1955, 
pp. 70-81. 



It was in the trade arena where problems really erupted. 

Congressional demands for textile quotas in the wake of the 

"dollar blouse" dumping controversy forced Japan to initiate its 

own quota restrictions in 1956. By April several Southern states 

had passed laws discriminating against Japanese goods. South 

Carolina and Alabama required clothing merchants to post a sign 

reading "Japanese goods sold here." Mississippi considered a 

similar measure before backing off out of fear of retaliation 

against U.S. cotton. Greenwood, South Carolina passed a city 

resolution encouraging a boycott of Japanese textiles. Alabama 

Governor James Folsom claimed America had "created a Frankenstein 

monster by sending money to help build the Japanese textile 

industry." Fortune urged Japan to follow the example of its 

camera industry, who was "proving [that] the 'Made in Japan* label 

does not have to mean shoddy goods." A trade mission to Japan in 

May urged export diversification as a means to distribute the 

impact of U.S."Japanese trade among several sectors and price 

levels. The issue had become so heated that both political 

parties tried to soft-peddle their support for free trade in their 

1956 election-year platforms.^ 

The Commerce Department statements on Asian trade 

reflected a mixed outlook. In its annual forecast for regional 

^Business Week. April 21, 1956, p. 172; Fortune, April 
1956, p. 85; Foreign Commerce Weekly, May 21, 1956, p. 10-11; U.S. 
News, September 14, 1956, pp. 65-67. 



trade, it noted that although trade was growing, the U.S. share of 

the Asian market had remained static at around 21 percent. 

Claiming that "There is no lack of opportunity for U.S. trade and 

investment—for U.S. enterprise—in the Far East" it urged 

American business to "work at the job of selling their products." 

Too often they passed up trade or investment opportunities which 

were often seized upon by other nations.^ 

Undersecretary of Commerce Walter Williams urged Japan to 

end its unfair trading practices and infringement on American 

patents. Claiming that the United States had not restricted 

Japanese products yet, he nevertheless defended the "obligation to 

American industry to protect it from ruinous and unfair 

competition." Japan could forestall such a move in part by 

seeking to carve out long-term markets where little or no American 

competition existed.18 

The competitive strains of world marketing seemed to be 

sharpening by the end of 1957, inhibiting cooperation in Asian 

economic foreign policy. "Trade not aid" was working almost too 

well in the case of Japan; yet the rest of Asia lagged far behind. 

Trade liberalization seemed to be stalled by protectionism. The 

Eisenhower Administration's moves toward increased public 

^Foreign Commerce Weekly. September 16, 1957, p. 22. 

18Ibid.( November 18, 1957, pp. 18-19. 



financing of East Asian development also met with mixed business 

reviews. 

By 1955 most businessmen felt European recovery was 

complete and that aid should cease there. In Asia, however, a 

considerable amount of industrial construction would be necessary 

to create growth. Up to that point, aid levels did not coincide 

with the requirements for recreating a regional economic sphere 

centered around Japan. Many of the East Asian countries "will 

insist on rapid modernization of their economies and , . . will do 

it through slave labor, Communist-style, if they can't find the 

capital to do it in the West." Flexible, long-term aid appeared 

to be a cold war necessity given the slow growth of private 

investment in Asia.^9 

Business journals reacted with alarm to the Soviet 

economic offensive in Asia. Business Week felt 1956 was "no time 

to reduce foreign aid." A later editorial expressed the hope that 

Americans would recognize the "common concern for economic 

development" that it shared with the Third World and overcome its 

unwillingness to help neutral Asian nations. Business Week 

continued to support increased aid in editorials throughout 1956 

and 1957.20 

^Business Week. April 30, 1955, p. 32. 

^Business Week. December 31, 1955, p. 88, January 28, 
1956, p. 70, and September 22, 1956, pp. 150-154. 



Fortune did not believe that greater amounts of aid were 

needed in the Far East. Espousing the more conservative view, it 

argued that the key to development was greater incentives to 

private enterprise. Taxpayers could not afford a "Marshall Plan 

for Asia." Businessmen were still the most effective missionaries 

for development. Government action should be confined to the 

parameters outlined in the "trade not aid" philosophy. Its 

energies would be better spent on ending global protectionism than 

on trying to gain increased aid appropriations. Although Fortune 

agreed that the United States must counter Soviet aid it felt the 

best way to do that would be to "beat them with our own game." 

Government aid was a "sideshow [to] to the real source of 

America's strength"—private enterprise. Dollars would flow into 

Asia once the countries there gained a "respect for private 

property and the sanctity of contract."21 

Other journals also joined in the trade versus aid 

dispute. By early 1957, as the various reports on foreign 

economic policy were released, the unanimity of the free trade 

business group had been broken over the development aid issue. 

Different organizations that had cooperated on the trade act now 

opposed one another over administration plans to expand assistance 

to Asian economies. 

^Fortune, April 1956, pp. 107-108. 



Predictably, these groups found the Fairless Commission' 

report the most desireable since that commission was dominated by 

businessmen. Many were highly critical of the MIT study; Fortune 

called it "quite out of keeping with the principles of the free 

competitive market to which the United States stands committed." 

One academic business journal felt that billions would be wasted 

under the Millikan/Rostow proposal.22 in response to Clement 

Johnson's recommendations on Southeast Asia, the U.S. Chamber of 

Commerce and the National Assocation of Manufacturers both 

advocated a reduction of up to 50 percent in foreign aid. The 

American Enterprise Institute called for complete privatization of 

aid.23 

As the battle over the DLF and MSA budgets heated up in 

Congress, those business groups who advocated a role for economic 

assistance latched on to the Fairless recommendations as a 

possible middle course. Although Business Week expressed 

"disappointment" with the report, it endorsed it as a first step 

toward meeting development goals. The Committee for Economic 

22Ibid., March 1957, pp. 79-82; Business Horizons 1 (4) 
1958: 48-50. 

^Business Horizons 1 (4) 1958: 43. 



Development and American Assembly also endorsed the Fairless 

findings.24 

In a series of articles and editorials from March-June 

1957, Business Week stepped up its support for the 

administration's aid program. One article (outlined in red) 

tallied the economic profits Americans received from producing and 

exporting goods under the foreign aid programs. Another editorial 

claimed that without aid support "our annual foreign busines would 

not be more than half the present figure—not to mention what the 

political complexion would be in most of the outside world."25 

Opponents kept up the attack on that same proposal. A 

businessman writing in Harvard Business Review argued that 

The blunt fact—like it or not—is that United States 
managerial capitalism is the one democratic 'force in 
being1 that can take the measure of Sino-Soviet capitalism 
in the drive for international capital formation. And it 
cannot do so if its participation in this vital mission is 
frustrated by a climate inhospitable to foreign 
investment, encouraged or tolerated by an uninformed anti-
capitalist attitude in the middle management of our 
government, supported in turn by a host of misguided 
American intellectuals strategically situated in the 
universities and influential organs for the molding of 
public opinion.26 

^Business Week. March 9, 1957, pp. 123-124 and 
May 11, 1957, p. 133. 

2^Business Week. April 6, 1957, pp. 136-140 and 
June 15, 1957, p. 200. 

26"a Businessman's Philosophy for Foreign Affairs," 
Harvard Business Review 35 (2) 1957: 52. 



An article in Foreign Affairs by two businessmen (one had been an 

advisor to the Fairless Committee) argued that the estimates of 

U.S. private foreign investment had been seriously understated, 

and urged further incentives to business. It also warned that a 

large aid program could undermine opportunities for private loan 

activity.27 

The debate did not end after passage of the 1957 MSA 

program. In opposing December editorials, Fortune argued that in 

meeting the Soviet challenge "it scarcely follows that the U.S. 

should commit itself to a huge expansion in economic aid." It 

again urged increased promotion of private trade and investment 

through incentives. Nation's Business argued that the aid program 

was itself a "revenue producer" that earned profits for merchants, 

shippers, and bankers. By "building goodwill for America," aid 

programs also "better[ed] our prospects for sales in that 

country."28 

It is difficult to say just how much of an effect this aid 

debate had on the Eisenhower Administration and Congress. In 

accepting basically the Fairless report's position, the government 

had indeed steered a middle course between the trade and aid 

emphasis. The debate had disrupted the free trade consensus, 

27"Private Investment and Economic Development," Foreign 
Affairs 35 (4) 1957: 631-645. 

^Fortune. December 1957, pp. 113-114; Nation's Business, 
December 1957, pp. 14-15. 



dividing those who strictly adhered to the "trade not aid" 

philosophy and those willing to push both halves of the foreign 

economic policy equation. As the administration headed into 

another renewal battle over the trade act, It would have to 

reconcile these differences. 



CHAPTER 8 

AID VERSUS TRADE? • FOREIGN ECONOMIC POLICY 1958-1960 

"I do not disagree with those who contend that it is in the 
economic field that we may face our most severe challenge in the 
Far East in the coming years. I would like to emphasize, however, 
that our concern over the economic challenge should not prompt us 
to take actions which would weaken our military programs. 
Security is the essential backdrop before which economic progress 
must be made." 

- J. Graham Parsons, Assistant Secretary for 
Far Eastern Affairs 

July, 1959 

"Viet-Nam must have a reasonable degree of safety now—-both for 
her people and her property. Because of these facts, military as 
well as economic help is currently needed in Viet-Nam. . . . But 
some uninformed Americans believe that we should turn our backs on 
these people, our friends. Our costs and taxes are very real. . . 
. But the costs of continuous neglect of these problems would be 
far more than we must now bear—indeed more than we could afford. 
The added costs would be paid not only in vastly increased outlays 
of money but in larger drafts of our youth. , 

- President Dwight Eisenhower 
April 19591 

By the end of 1957 the Eisenhower Administration 

transformed American foreign economic policy into one emphasizing 

trade and aid. While not abandoning its efforts to entice private 

capital abroad and channel it into development, policymakers 

^Department of State Bulletin, August 10, 1959, p. 203, 
and April 27, 1959, p. 581. 
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realized that public grants and loans were essential to the 

furtherance of America's political and strategic goals in Asia and 

the rest of the underdeveloped world. Several events in 1957-1959 

added momentum to the changing course of Eisenhower's aid program. 

The Soviet launch of sputnik in October 1957 embarrassed 

the administration and led many Third World leaders to believe 

that America was losing her once-formidable technical superiority. 

A study published in early 1958 outlined the Soviet economic 

offensive in Africa and Asia and concluded that the U.S. position 

was threatened in several key countries. And a series of events 

reinforced the perception that China constituted a dangerous 

threat to Asian security; the Taiwan straits crisis, growing 

tension along the Sino-Indian border and civil war in Laos were 

all seen as attempts by the People's Republic to "subvert and 

dominate free Asia."2 

If these factors compelled the administration to expand 

trade and aid in East Asia, other domestic forces were 

constraining it. The recession of 1957-1958 hurt industry and 

renewed calls for protectionism. A growing balance of payments 

problem worried fiscal conservatives and led many of thera to argue 

for a reduction in foreign aid. A series of exposes highlighting 

waste and mismanagement of assistance dollars damaged the 

^Department of State, The Sino-Soviet Economic Offensive 
in Lesser Developed Countries. Publication #6632 (Washington: 
Government Printing Office, 1958). 
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credibility of the administration's program. In his last two 

years, President Eisenhower continually juggled these opposing 

factors as he mapped out foreign economic policy. 

The first item on the trade and aid agenda was the renewal, 

of the Trade Agreements Act. Eisenhower included trade extension 

as one of eight "imperatives for security and peace" in his State 
• # 

of the Union speech, then reiterated the importance of the trade 

act in his budget request and in a special message to Congress in 

January. The 1958 request sought a five-year extension of,the 

program, and presidential authority to reduce tariffs by 25 

percent over the life of the agreement. The president also called 

again for U.S. membership in the OTG. Eisenhower and his cabinet 

members decided to emphasize the Soviet threat rather than the 

economic benefits that would accrue from liberalized trade. "The 

[cold war] challenge in the economic field cannot be ignored 

without the gravest risk to our way of life," said Eisenhower. 

Secretary of State Dulles, Secretary of Commerce Sinclair Weeks, 

and Undersecretary of State Douglas Dillon also emphasized the 

communist economic threat in their testimony before Congress. 

Increasingly, the needs of the underdeveloped countries were lost 

amidst anticommunist rhetoric.3 

^Burton Kaufman, Trade and Aid, p. 122; Congressional 
Digest, April 1958, pp. 106-128; U.S. Congress: House, Committee 
on Ways and Means, Hearings: Renewal of Trade Agreements Act 85th 
Congress 2nd Session, 1958, pp. 2782-2783, 



Part of the reason for the shift in tactics was a 

realization by the administration that RTA was headed for serious 

trouble in Congress. From late 1956 through the end of 1957, 

intermittent Congressional hearings had been held on the foreign 

trade issue. The committee reports reflected considerable 

division among businessmen and political leaders over the benefits 

of freer trade. Representative Wilbur Mills (D-AR), the new 

chairman of the House Ways and Means Committee, introduced the 

bill to extend the trade act but commented that Congress had 

become concerned about providing relief to industries injured from 

imports. Senate Majority Leader Lyndon Johnson noted that the 

bill "is in very serious trouble in the House." The Wall Street 

Journal predicted passage of a bill that would be "one of the 

severest setbacks of [Eisenhower's] White House career." 

Reflecting Congressional dissatisfaction, three competing trade 

bills which gutted reciprocal trade were introduced in the House 

by protectionists.^ 

During hearings on the Mills bill, a growing number of 

business and labor spokesmen targeted unfair labor competition 

from Japan as one reason tariff relief was necessary. Karl 

Helfrich, president of the American Tariff League, tried to punch 

holes in the administration argument that freer trade was 

^U.S. Congress: House, Committee on Ways and Means, 
Hearings: Foreign Trade Policy 85th Congress 1st Session, 1957; 
Congressional Digest, April 1958, p. 107. 



essential for the security of Japan. "The most important stone in 

the economic arch of the free world is the economic well-being of 

the United States. If our economy falters, if our strength is 

unduly sapped, the cold war will he lost." Helfrich concluded 

that if imports are displacing industries "merely because their 

foreign counterparts have a lower standard of living and receive 

lower wages, then we are weakening our economy at a most critical 

time in our history." There was also sharp criticism from the 

lumber industry on Japan's use of Russian timber to make plywood 

that undersold American producers.^ 

The administration spokesmen defended Japan in their 

testimony. Dulles used Japan's vulnerability to communism as a 

prime example of why extension of the trade act was so desperately 

needed. Secretary Weeks, feeling it was either "trade or trouble" 

for the United States, cited the Japanese voluntary export quota 

on textiles as the proper way to approach a trade problem. 

Undersecretary of State Christian Herter urged trade 

liberalization with Japan, already "America's second-best 

customer," or risk a possible Japanese turn toward the communist 

bloc. Several other speeches echoed this theme.® 

^Congressional Digest, April 1958, p. 123; U.S. Congress: 
House, Committee on Ways and Means, Hearings: Renewal of Trade 
Agreements Act 85th Congress 2nd Session, 1958. 

6Ibid.t pp. 432-445, 731-734. 



Protectionism apparently had more impact on the Ways and 

Means Committee than did these communist shibboleths. A series of 

amendments were attached to the trade bill giving Congress an 

override power to override presidential reversals of escape clause 

cases and import curbs as recommended by the Tariff Commission. 

The five-year extension and rate reduction schedule was kept 

intact. It was a mixed victory for the administration.' 

Despite these concessions, the minority report to the 

Trade Agreements bill dissented strongly from the majority report. 
L 

Japan was again singled out as threatening several industries: 

cameras, ceramics, china and pottery, tuna, textiles, even 

cigarette lighters. The report claimed the Eisenhower 

Administration had ignored the tariff laws in reaching voluntary 

agreements with Japan on textiles and flatware, and that these 

quotas went unenforced.® The Democratic leadership beat back an 

attempt by Congressman Richard Simpson to drastically reduce 

presidential authority over trade and limit tariff reduction. The 

bill limped along to the Senate. 

In the upper chamber, Eisenhower lacked the support of his 

own party's leadership. Despite efforts by Senator Johnson to 

protect the bill, the Finance Committee cut the extension period 

^Kaufman, pp. 124-125. 

®U.S. Congress: House, Committee on Ways and Means, Trade 
Agreements Extension Act of 1958 85th Congress 2nd Session, House 
Report 1761, May 1958. 



to three years, reduced the presidential tariff authority to only 

15 percent, and added a ninety day "trigger" for Tariff Commission 

recommendations which would put them into effect automatically 

unless a presidential override was upheld by Congress. It also 

attached a series of minor amendments which boosted protection for 

domestic industry under the escape clause, peril point and 

national security provisions. Senator Paul Douglas (D-IL) called 

it "a virtual abandonment of the reciprocal trade program."9 

The Eisenhower Administration was able to reclaim some of 

its original power on the Senate floor and in conference 

committee. Johnson was able to defeat the "trigger" feature of 

the Senate bill, and in conference Congressman Hills cut a deal 

that restored tariff reduction authority to 20 percent, made the 

life of the extension four years, and restored the override 

provision for Congress in exchange for dropping other 

restrictions. The president signed the conference bill on 

August 20. 

Although Eisenhower claimed the 1958 Trade Agreements Act 

"furthered our own nation's domestic interests," it certainly did 

little to further free trade. Despite another massive effort by 

the administration, it had been forced to accept several 

protectionist amendments in order to win passage of the bill. 

^Kaufman, pp. 126-127; U.S. Congress: Senate, Committee 
on Foreign Relations, Trade Agreements Extension Act. 85th 
Congress 2nd Session, Senate Report 1838, July 1958. 



Even then, it was the Democratic leadership which mustered the" 

support needed to gain acceptance of the act. The new provisions 

effectively froze tariff levels and market access to the United 

States, introduced the threat of Congressional override, and made 

relief for domestic industry much easier and quicker to obtain. 

Free traders had little to be optimistic about; the Coleman 

Committee called it the "most highly protectionist measure 

[passed] since 1934."10 

Other trade efforts also had mixed results. Congress 

turned down OTC membership for the fourth consecutive time. It 

also strengthened the enforcement provisions of the Anti-Dumping 

Act. Despite protests from Australia and the new Common Market, 

authorization, for the Public law 480 program was expanded to a 

record $6.25 billion for fiscal year 1959. Thirty-five percent of 

all U.S. agricultural exports were now financed through this 

program. In January 1959 agricultural exports would grow further 

under the "Food for Peace" program. Capitalist-bloc 

multilateralism also cracked a bit. Over White House objections, 

Western Europe and Japan reduced the list of embargoed items to 

the Soviet Union. American businessmen argued for comparable 

reductions on U.S. items, and the Eisenhower administration 

finally agreed to join the new embargo agreement in July 1958. 

^Business Week. August 9, 1958, pp. 29-30, 75; Kaufman, 
p. 129. 



Trade to China, North Korea and North Vietnam remained under the 

total embargo policy.^ 

By the end of Eisenhower's final battle over the Trade 

Agreement Act, internationalists complained that the United States 

had "slipped from a position of clear leadership in international 

trade matters to one of moderate participation or passive 

observation." The contradictory policies eminating from 

Washington depressed free traders and confused other nations. 

Trade policy did little to rectify the problems of the 

underdeveloped world, and in some cases (PL 480 dumping, high 

tariffs on commodities) actually hurt efforts to boost economic 

growth. A Harvard "study found that commodity prices had actually 

declined since 1955, with trade terms about the same as they had 

been during the Great Depression. Japan, Hong Kong and Taiwan 

trade levels were rising in East Asia while other lesser-developed 

nations had wide trade fluctuations. Few measures were designed 

to boost imports or help find markets for Asian commodities. The 

"trade" side of the trade/aid growth engine was stalled. Not 

until 1960 would American policymakers reenergize their efforts to 

expand trade because of a worsening balance of payments problem.*2 

The foreign aid process between 1958-1960 was similar to 

the struggle to extend the trade act: a great deal of emphasis 

^U.S. Department of Commerce, Current Business. April 
1959, pp. 18-20; Kaufman, p. 130. 

•^Kaufman, pp. 93, 131; See also Appendix, Table 4. 



placed upon the communist menace, Congressional opposition to the 

size and scope of the program, and a resultant bill that was less 

than the administration had deemed necessary but more than many 

representatives thought was possible. Eisenhower depended upon 

the Democrats for passage of these programs as well, and continued 

his appeals to businessmen for support. 

The administration mounted a considerable public relations 

campaign in the corporate community for its aid proposals. It was 

kicked off by the National Conference on Foreign Aspects of U.S. 

National Security, an all-day affair involving 1200 political, 

business and civic leaders (including baseball star Stan Musial, 

although the relationship of baseball to foreign aid was not quite 

clear). President Eisenhower and former President Truman both 

gave opening speeches appealing for support for the Mutual 

Security Program. The president claimed that MSP funds played an 

"indispensable role in thwarting the communist advance" in 

Vietnam. "The result: once more, freedom saved at a highly 

critical point, Communist imperialism checked." 

The Committee on Economic Development, Business Advisory 

Council and several heads of major corporations all lent support 

to the aid legislation in 1958. They persisted in claiming its 

long-term goal was to "encourage shifting to the use of private 



capital sources as soon as possible," in the words of the 

president. 

In a speech to the Philadelphia Chamber of Commerce, 

Undersecretary of State Douglas Dillon resurrected the open door ' 

arguments of the late nineteenth century in seeking support for 

the Mutual Security Program. He told the audience that "Your 

constant search for new products and larger markets will be 

facilitated by [government] measures to expand trade and encourage 

economic development. Consider, for example, the markets that 

would be created by greater employment among the teeming millions 

of Asia and Africa and by a modest increase in their purchasing 

power. American business can participate in those expanding 

markets providing it supports the principle of the 'open door.'"^ 

Secretary Dulles and Undersecretary Dillon emphasized the 

domestic benefits of MSP in their testimony on Capitol Hill, and 

both reassured conservatives on the Senate Foreign Relations 

Committee that private investment still had a prominent role in 

development. However, Dulles claimed that Soviet efforts were 

helped by American reliance on private capital alone. Government 

assistance must step in or there would be a "breakdown in what 

have been the normal and historic means of developing lesser 

l^Kaufman, pp. 135-136; State Department Bulletin, January 
27, 1958, p. 119. 

Instate Department Bulletin, January 27, 1958, 
PP. 142-14?: 



developed countries—a breakdown which would put great victories 

within the Communist grasp." Dillon also expressed the need for 

American efforts to match the communist economic offensive in 

"areas of the world where history, economic and popular feeling 

have combined to make Soviet aid offers attractive to a degree not 

well understood by Americans." He was particularly concerned 

about Indonesia and India. 

The House trimmed $339 million from the almost $3 billion 

request. In its report, the House Foreign Affairs Committee 

emphasized MSP's relationship to business, which accounted for 

600,000 jobs and a "substantial volume" of purchases ($11.5 

billion since 1948). Although there was some strong opposition, 

the Democratic leadership pushed the bill through virtually 

unchanged. In the Senate, the bill ran into Republican opposition 

(as had the trade bill). Led by Minority Leader William Knowland 

and China lobby supporter Styles Bridges (R-NH), the Republicans 

sought to block an amendment to the bill as reported out of the 

Foreign Relations Committee that would have allowed some aid to 

flow to Eastern bloc countries. Knowland convinced the Senate 

leadership to back away from support for this provision and the 

amendment was deleted on the floor votes. After this maneuvering, 

however, supporters were able to gain bipartisan approval at a 

level higher than that authorized by the House. A conference 

Instate Department Bulletin, March 17, 1958, pp. 463-470. 



committee set the final aid level at $3.03 billion for fiscal -year 

1959.16 

Daring the appropriations process the bill fared even 

better. Claims by Eisenhower that a lower funding level would 

weaken security in Vietnam, Taiwan and Korea, helped persuade 

Congress to pass an appropriation higher than the original 

authorization. Almost all of these additional funds were for 

economic assistance, including $100 million more for the DLF. 

Although less than the original request, it represented a victory 

for the Eisenhower Administration, 

Despite the rhetoric favoring increased overseas 

investment by business, the administration actually opposed action 

that might have encouraged such a capital outflow. A series of 

reports had been written in 1958 which emphasized the need for tax 

incentives to business for foreign investments. Representative 

Hale Boggs (D-LA) incorporated these ideas into a bill giving tax 

breaks to offshore investors. Major exporters such as Coca-Cola, 

Singer, Standard Oil of New Jersey and Minnesota Mining and 

Manufacturing testified in favor of the act. The Treasury 

Department, however, opposed the Boggs measure because of its 

potential for decreasing revenues. The State Department wanted 

Ifyj.S. Congress: House, Committee on Foreign Affairs, 
Mutual Security Act of 1958 85th Congress 2nd Session, House 
Report 1696, May 1958; Congressional Quarterly Almanac 14 (1958): 
185-190. 

l^Kaufraan, pp. 140-141. 



the bill restricted to those companies that invested solely in-

underdeveloped areas. This occurred at same time that Eisenhower, 

Dulles and Dillon emphasized the role of private enterprise in 

development at the 10th annual Colombo Plan meeting in Seattle. 

Without executive branch support, the bill languished in 

committee throughout 1959. Boggs and others sharply criticized 

the administration for its lack of support. At an investment 

conference at the end of 1958, one State Department official could 

only offer this weak excuse: "Our basic problem is that we really 

do not know what is holding investment back.u18 

The increased emphasis on public aid appeared to be 

motivated by cold war concerns in the Third World. By the end of 

1958, however, policymakers believed multilateral rather than 

bilateral assistance might be preferable given the increasing U.S. 

balance of payments problems coupled with the economic recession. 

Although the Eisenhower Administration had been cool to the 

passage of a July 1958 amendment calling for study of a new 

International Development Agency (IDA), it now looked upon that 

idea more favorably. The administration soon called for increased 

U.S. contributions to both the IMF and World Bank. But the 

Eisenhower Administration rejected the so-called SUNFED proposal 

in the UN that would have created another economic development 

1®U.S. Congress: House, Committee on Ways and Means, 
Hearings: Foreign Investment Incentive Act 86th Congress 1st 
Session, July 1959; State Department Bulletin. December 1, 1958, 
pp. 853-860 and December 15, 1958, pp. 967-970. 



fund. Multilateralism might be one way of distributing the aiil 

burden among the Western nations, but policymakers wanted to still 

retain U.S. control.*9 

This new move toward multilateralism worried Senate 

Democrats who had just supported the 1958 MSP appropriation. Led 

by Senator J. William Fulbright, a group of eight members of the 

Foreign Relations Committee (including John F. Kennedy) sent 

Eisenhower a letter lambasting his aid program as "inadequate, 

outmoded and misdirected." They were particularly concerned about 

aid to underdeveloped nations, which was still heavily weighed 

toward military assistance. The Senators felt the threat to the 

Third World was primarily political and economic. "Overdependence 

on military assistance has tended unavoidably to involve the 

United States in situations in which our aid may have contributed 

to the maintenance in power of regimes which have lacked broad 

support within the countries we have assisted." This perpetuated 

a "militaristic image" which might "endanger the very values of 

individual freedom which we seek to safeguard." In calling for 

increased economic development assistance, Fulbright urged the 

administration to end its stereotyped view of the world.20 

l^Kaufman, pp. 142-146. 

2C>State Department Bulletin, October 6, 1958, pp. 547-548; 
New York Times, August 7, 1958, pp. 5-6. 



Certainly the MSP pattern in the Far East mirrored these 

concerns. In 1958 East Asian nations received $418.2 million in 

military aid and $693.6 million in "nonmilitary" aid. Of the 

latter, almost three-fourths was for defense support. Although 

South Korea and South Vietnam were the two largest single economic 

aid programs administered under the 1958 act, very little of that 

money was purely developmental aid. The State Department's report 

on the Mutual Security Program in the Far 'East focused almost 

exclusively on the military threat there. It pointed out that 71 

percent of the 1959 defense support authorization would go to East 

Asia, 60 percent to Korea, Vietnam and Taiwan alone.21 

In response to Senate complaints, Eisenhower formed a 

committee under the leadership of William Draper, former 

Undersecretary of the Army and chairman of Mexican Light and Power 

Company, to study the mutual security program. The Draper report, 

issued in March 1959, reaffirmed the cold war imagery that the 

Eisenhower administration had tried to construct over the last 

several years. Claiming that "the Soviet military threat is 

greater than ever" the committee urged that a minimum of 

21u.S. Department of State, Report to Congress on the 
Mutual Security Program for June. 1958 (Washington; Government 
Printing Office, 1959); State Department Bulletin. April 28, 1958, 
pp. 698-700. 



$400 million be additionally appropriated for defense (primarily 

for NATO). The president called it a "top flight document."22 

The 1959 Mutual Security Act was already in trouble before 

the Draper report was finalized. Despite another concerted effort 

by the executive branch to make the case for increased aid (while 

still paying lip service to the role of private investment), 

Congress slashed the aid request by over $700 million, half of 

that from the military aid program. In addition, Eisenhower was 

put in the embarrassing position of having to oppose a Fulbright-

sponsored plan to put the DLF on a long-term financial basis with 

monies coming through the Treasury. The president was forced to 

choose between fiscal restraint and support for a program he had 

fought hard to establish two years earlier. Business Week 

commented that Eisenhower's administration ironically got what it 

wanted at the very time it took a "sharp turn to the right on 

fiscal policy." In the end, a compromise was reached which gave 

the DLF a two-year appropriation totalling $1.5 billion. Clearly, 

the Fulbright position made more inroads than that of Draper and 

others who hoped for increased military aid. Still, almost $2 of 

the $3.2 billion appropriated for the MSP in I960 was for military 

assistance or defense support.23 

22state Department Bulletin. June 1, 1959, pp. 796-800; 
Kaufman, pp. 169-170. 

23congre3sional Quarterly Almanac 15 (1959): 182-194; 
State Department Bulletin, February 1, 1960, p. 164; Business 
Week. June 20, 1959, p. 36. See also Congressional Digest. May 
1959, pp. 130-160. 



The trend toward increased public loan assistance was -

quite clear by the end of 1959. Policymakers had expanded EXIM 

authorizations by $2 billion, increased Developmental Loan Fund 

authority by almost $1 billion over two years, and upped 

contributions to the IMF by $1.3 billion and to the World Bank by 

$3.2 billion. Undersecretary of State Dillon summarized 

administration feeling in his testimony before the Senate Foreign 

Relations Committee. While ultimately it is trade and private 

investment which helps provide "the magnitude of capital and 

skills needed for rapid development," government assistance was 

essential to counter the Immediate threat of communist expansion. 

"We can hope that private investment will flow in the amounts 

needed. But meanwhile progress cannot be delayed." In other 

words, the trade not aid program had not responded quickly enough 

to the perceived threat to American interests in the developing 

nations. 

For the remainder of 1959, administration calls for 

increased private investment abroad had a vacuous quality to them. 

They emphasized the need to thwart the "fanatic conspiracy" of the 

Soviet Union (in the words of the Draper Committee) rather than 

the benefits that would accrue from cooperation in the Third 

World. Eisenhower's foreign economic policy did not take action 

^Kaufman, pp. 167-168; State Department Bulletin, 
February 9, 1959, pp. 206-211. 



to spur private investment until balance of payments problems led 

it to reconsider the mixture of public and private dollar flow 

abroad.25 

American policymakers believed as late as 1957 that the 

"dollar gap," or shortage of dollars in other countries, might be 

a permanent feature of the world economy. Indeed, "trade not aid 

and "trade and aid" policies had been partially based upon this 

assumption. The United States filled that "gap" by exporting 

goods and services through its foreign, military and private aid 

programs as well as by overseas investment. By 1958, however, 

rapid expansion of trade and aid led to a drastic outflow of U.S. 

gold reserves as the dollar gap became a dollar glut. In an 

administration as fiscally conservative as Eisenhower's, this 

development was thought to be alarming and dangerous. 

A combination of factors contributed to America's 

worsening payments balance: the long-delayed but unexpectedly 

rapid expansion of the European and Japanese economies after the 

end of the Suez crisis; the falling U.S. export surplus, down from 

$6.1 billion in 1957 to $1 billion by 1959; and of course the 

growth of private investment and public aid overseas. Ironically, 

the dollar glut produced two long-sought-after goals of American 

foreign economic policy— currency convertibility and trade 

25gtate Department Bulletin. February 16, 1959, 
pp. 242-243; June 22, 1959, pp. 908-911. 



balance. Yet from the administration's perspective at that time, 

steps had to be taken to correct this situation.26 

Certain measures had already been taken. The emphasis now 

on multilateral and regional assistance was one way to share the 

burdens of aid programs. The cooled attitude toward helping 

business investment overseas might also have been influenced by 

the balance of payments problem. Ultimately, however, the 

president and his staff had to look at two factors:. U.S. export 

levels and American competitiveness, and the nature of foreign aid 

spending» 

At the annual meeting of the Board of Governors for the 

World Bank and IMF, Eisenhower stated that, given the improved 

economic position of the other industrialized nations, "they can 

better do their part in assisting development elsewhere, both 

directly and through international institutions." At that same 

conference, Treasury Secretary Robert Anderson and Undersecretary 

of State Dillon both called for larger contributions by other 

Western countries to multilateral institutions. Dillon noted that 

"the period of postwar economic reconstruction has drawn to a 

close."27 

Two weeks later, the administration imposed restrictions 

on DLF loans which in essence tied them to the purchase of U.S. 

^Kaufman, pp. 178-180; Congressional Digest, June/July 
1960, pp. 168-192. 

^Congressional Digest, June/July 1960, p. 168. 



goods. The president claimed that "This is not a turnaround, a 

reversal, or a going in another direction. It is simply to point 

out that when we are making [DLF] money available, it's dollars 

that's being made available." Nevertheless, Congressional critics 

claimed it was another step back from free trade.28 

By early 1960, policymakers belatedly moved toward 

addressing the need for increased exports as a primary means of 

stemming the gold and dollar outflow. The president's economic 

report of January 20 admitted that the changing world economy 

dictated a course of export promotion. Competition was 

increasingly threatening not only the United States' share of 

overseas markets but also the domestic market as well. In April, 

the administration launched a "national program for the expansion 

of export trade." Eisenhower encouraged business to make a 

"vigorous effort" to expand trade and promised government support. 

His departments would fully cooperate in this endeavor, but "U.S. 

business and industry must bear the principal responsibility" for 

commercial growth.29 During the remainder of his term, the 

president and his cabinet encouraged trade and aid expansion while 

28lbid., p. 192; Kaufman, p. 181. 

Estate Department Bulletin. February 22, 1960, pp. 301-
303 and April 11, 1960, pp. 560-565. 



responding to criticism that it had not done enough to knock down 

barriers to American goods.30 

As the White House entered into its final struggle with 

Congress over the Mutual Security Act in 1960, many expected 

drastic reductions in aid because of the balance of payments 

deficit. Instead, the Eisenhower administration actually proposed 

a larger assistance package and organized itself for what would be 

a successful fight to extend foreign aid. 

Much of this commitment stemmed from perceptions of 

problems in Asia. Since the Taiwan straits crisis of 1958, 

policymakers had increasingly put mainland China ahead of the 

Soviet Union as the most likely military threat to the region. 

The Mutual Security Program reports for 1958-59 highlighted the 

military and defense-related needs of East Asia in light of 

perceived Chinese aggression. In a speech in April of 1959, 

Eisenhower urged public support for continued funding of the 

foreign aid programs. He used two examples to illustrate that 

need: Vietnam and Japan. The president felt U.S. aid needed to 

help Vietnam accomplish the primary tasks of self-defense and 

economic growth. Otherwise, it risked "enslavement ... by the 

new overlords of Red China." Although private investment and 

public grants were helpful, only military aid "can preserve 

30state Department Bulletin. May 30, 1960, pp. 870-888; 
October 10, 1960, pp. 563-567; and October 10, I960, pp. 703-706, 



freedom." Outlining the domino theory for his audience, 

Eisenhower reached the "inescapable conclusion that our own 

national interests demand [helping] sustain in Viet-Nam [sic] the 

morale, the economic progress, and the military strength necessary 

to its continued existence in freedom. . . No matter what areas 

of Federal spending must be curtailed—and some—should—our 

safety comes first."31 

In Japan, the president continued, American strategic 

interests dictated assisting the Japanese in finding markets. 

"One of Japan's greatest opportunities for increased trade lies in 

a free and developing Southeast Asia. The two regions complement 

each other markedly. So, by strengthening Viet-Nam and helping 

insure the safety of the South Pacific and Southeast Asia, we 

gradually develop the great trade potential between this region 

[and Japan]." In the meantime, Japan must have other outlets. 

Therefore, America must keep its own market open (while still 

"guard[ing] against a flooding of our own markets"); otherwise, we 

injure our second-best customer and "risk the free world stake in 

the whole Pacific."32 The President's two trips to Asia in 1959-

60 reinforced these views. 

Other speeches by administration officials emphasized the 

defense-development relationship in East Asia. Ambassador Douglas 

^Bulletin, p. 580. 

32Ibid., pp. 581-582. 



MacArthur II noted that American, Japanese and Southeast Asian 

economies were becoming intertwined thanks to aid and development 

programs. Assistant Secretary Walter Robertson claimed the "tide 

was turning" in Asia thanks to U.S. aid and military support. 

Undersecretary Dillon highlighted Taiwanese development in another 

speech in late 1959.^3 One State Department official even argued 

that a "reverse domino effect" was possible as model economies in 

Japan, Taiwan and Hong Kong demonstrated the benefits of U.S. aid 

and trade te-the rest of Asia.34 

Significantly, a study commissioned by Fulbright's Senate 

Foreign Relations Committee was reaching some similar (and one 

very different) set of conclusions. The Conlon report, compiled 

by some University of California academicians in November, also 

praised U.S. efforts to assist the development of Asian economies. 

But it also recommended an effort to seek some sort of 

accomodation with the People's Republic, since it was "here to 

stay" and would play a significant role in long-term Asian 

development. A limited trade agreement might be one way of 

opening a dialogue,35 Needless to say, that point was never 

considered seriously. 

^Bulletin. April 20, 1959, pp. 559-563; November 30, 
1959, pp. 779-781j and July 6, 1959, pp. 5-8. 

^Bulletin. March 21, 1960, pp. 445-453. 

35u.S. Congress: Senate, Committee on Foreign Relations, 
United States Foreign Policyi Compilation of Studies 87th 
Congress 1st Session, Senate Document 24, March 1961, pp. 391-551. 
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As a partial result of coinciding opinions in Congress- and 

the White House that overseas aid was building "islands of 

development" in Asia, the Mutual Security Act received more 

support than it had at any time since the end of the Korean war. 

The MSP bill moved smoothly through both foreign affairs 

committees; only $90 million out of a total aid package of $4 

billion was trimmed from the administration's request. Although 

further cuts were made in the appropriation process (final 

appropriation: $3.78 billion), it was still the smallest aid cut 

in any request since Eisenhower took office.36 Despite some 

protest, foreign aid had been solidified as the paramount tool in 

foreign economic policy. Unfortunately, East Asian aid was still 

overwhelmingly military in nature. 

^Congressional Digest. June/July 1960; Kaufman, pp. 200-206. 



CHAPTER 9 

CLIENTS AND COMPETITORS: AMERICAN BUSINESS VIEWS 

EAST ASIA, 1958-1960 

"Mr. Nelson Stltt [Director, U.S.-Japan Trade Council]: . , . 
these imports from Japan are useful and actually help to 
strengthen our economy because of the dollars that the Japanese 
pick up by selling us toys, they are able to buy our products, 
which probably provided more employment . . . 

Congressman Simpson: Yes, we are especially confronted with 
individuals in some industry, who are actually out of work . . . 
who say, for example, that if those Japanese-made gloves were not 
on sale in the department store, we would be making them . .. It 
is pretty tough to say to that neighbor, well, in order to keep 
Japan from trading with China, you, the unemployed man, you will 
have to pay the cost of that national political obligation, which 
ought to be borne, in my opinion, by all the people of the 
country. 

Mr. Stitt: I think it should be, sir. 

Congressman Simpson: In other words, if Japan must have trade to 
keep her from Communist China, then the cost should not rest upon 
the shoulders of the unemployed textile worker or unemployed 
camera manufacturer. It should be a burden on the general trade 
group, 

Mr. Stitt: What you are suggesting in lieu of trade is that we 
should provide Japan with aid. 

Congressman Simpson: I certainly say that the substitution of 
unemployment on the part of the American worker in order to help 
maintain the peace of the world is not desireable and I am opposed 
to that.11* 

^U.S. Congress: House, Committee on Ways and Means, 
Hearings: Renewal of the Trade Agreements Act. 85th Congress 2nd 
Session, Feb-rMarch 1958, p. 944. 
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American business was sharply divided over extension o'f 

the Trade Agreements Act of 1958. Large multinational 

corporations, businesses dependent on exports, banks and the large 

trade organizations endorsed freer trade; smaller businesses, 

older, less competitive industries and many product-specific 

groups opposed it. Virtually all of the major business magazines 

endorsed trade extension as did many newspapers. The 

protectionist Strackbein Committee and National Tariff League 

competed against them in the verbal war over trade liberalization. 

The Eisenhower administration encouraged the free trade 

forces to mobilize support early, as they had in 1955. Under the 

leadership of Charles Taft (brother of Senator Robert Taft), 

William Batt (the new director of the Committee for a National 

Trade Policy) and Eric Johnston (President of the Motion Picture 

Association), supporters based their arguments on two aspects of 

freer trade: business/consumer benefits resulting from trade 

expansion, and the role of trade in anticommunism. They also 

endorsed a much farther-reaching position on the trade act, 

calling for a ten-year extension, revision of the Buy American 

Act, and U.S. membership in the OTC. Batt noted in testimony 

before the House Ways and Means Committee in 1957 that America was 

now "first among equals, not first without peers" and therefore 

trade liberalization was essential for Western prosperity.2 

^Business Week, December 7, 1957, p. 38; Congressional 
Digest, April 1958, p. 107. 



When the trade act legislation was introduced in Congress, 

several major groups testified in favor of extension. The United 

States and International Chambers of Commerce, Committee on 

Economic Development, American Bankers Association, U.S.-Japan 

Trade Council, American Farm Bureau, National Grange, Tobacco and 

Cotton Growers Associations, and many others all urged approval. 

Protectionists opposing the Trade Act included familiar 

industries: textile, fishing, tableware, chemical, tool, toy and 

watch producers, as well as coal and independent oil interests. 

National labor unions supported free trade, but local affiliates 

often opposed it.3 

The trade liberalization forces realized that resistance 

to further trade liberalization was considerable and that 

protectionism was on the rise. As a result, much of their energy 

was directed into an extensive public relations campaign designed 

to sway public opinion in an election year. The Johnston-

organized conference was a glitzy, Hollywood-style affair 

involving a wide variety of personalities. Over 350 businesses 

were represented, including Ford, RCA, General Foods and several 

major banks. Many of the speakers deplored the "head in the sand" 

protectionist approach and cited sputnik as yet another example of 

the growing Soviet threat to American industry and technology. 

^U.S. Congress: House, Committee on Ways and Means, Trade 
Agreements Extension Act of 1958, 85th Congress 2nd Session, House 
Report 1761, May 1958, pp. 110-115; Congressional Quarterly 
Almanac (14) 1958: 168-176. 



Speaker of the House Sam Rayburn told businessmen that he felt 

protectionists were "anti-capitalists [who] are potentially more 

dangerous to us than Communists."^ 

The cold war theme continued to be the more prominent echo 

in the free trade argument. Advocates of the Trade Agreements Act 

discovered that arguing economic benefits of trade to Congressmen 

worried about the recession and five million unemployed Americans 

backfired. Magazine and newspaper editorials tended to support 

extension for strategic security reasons and not economic self-

interest. For example, the Birmingham News claimed that "Nikita 
j 

Khrushchev would be exceedingly happy" if the Trade Act failed. 

The Kansas City Times argued that destruction of RTA would 

"seriously shackle America in the cold war." Even The New York 

Times expressed the opinion that "A whole shipload of Russian 

agents and Russian propogandists couldn't do more damage to 

American interests and American security than the scuttling of the 

reciprocal trade program." Business Week felt this was the "worst 

time to reverse the trend to freer trade" and it urged Congress to 

throw off "the ghost of Hawley-Smoot" and enact the 

administration's proposal or "the Communists could chalk up a cold 

war victory. 

^Business Week. March 1, 1958, p. 16; Congressional 
Quarterly Almanac (14) 1958: 175. 

^U.S. Congress: House, Committee on Ways and Means, Trade 
Agreements Extension Act of 1958. 85th Congress 2nd Session, House 
Report 1761, May 1958; Business Week. March 8, 1958, p. 140. 



Fortune called for a "clean sweep" of all obstructions to 

free trade. In somewhat of a change, it made a persuasive 

economic argument for trade liberalization, linking it to other 

benefits such as currency convertibility, increased private 

investment and the reorganization (and presumably reduction) of 

foreign aid. It also chastized executives like Phillip Reed, 

chairman of the board of General Electric, for "mouthing free 

trade" but then seeking protection for electrical equipment under 

the defense provisions of the Buy American Act. "Mr. Reed has 

lent .both his own well-deserved prestige and General Electric's to 

encourage what amounts to a serious and dangerous protectionist 

drift on the part of U.S. business."6 

Several other major corporations now supported varying 

degrees of protectionism: Dow, Reynolds Metals, PPG, Monsanto, 

DuPont, Allied, Burlington Industries, Cascade Woolens, even 

Fuller Brush. Industries, like the unions, divided into 

protectionist and free trade camps. As in 1955, these divisions 

were most prominent in the oil, electrical, and mining fields.? 

Protectionists based their arguments on parochial 

interest, "fair trade" and Constitutional issues. Stackbein's 

organization churned out local impact reviews to combat Commerce 

^Fortune. June 1958, pp. 133-136; and May 1958, pp. 101-
102. 

?Ibid.; Concessional Quarterly Almanac (14) 1958: 
168-176. 



Department studies evaluating the impact of free trade in over 100 

Congressional districts. It argued that the United States gained 

few trade concessions in return, and "The result is that we now 

find ourselves almost out of bargaining ammunition while the trade 

barriers ringing other countries are nearly as formidable as 

ever." Playing on Congressional sensitivity to usurpation of its 

power, protectionists also claimed that free trade "bench[es] 

Congress on the sideline and [enthrones] State Department 

judgement above the will of Congress in the regulation of this 

country's foreign trade."® 

The result of this lobbying battle was, in the words of a 

CNTP member, passage of a bill which was a "barely adequate 

holding-line operation which does not advance our trade policy." 

In addition to the protectionist measures noted in the previous 

chapter, specific industries also benefitted from provisions in 

the bill. A mineral subsidies program, increased stockpiling of 

domestic copper, and tightened quotas on oil Imports were all 

included in the final version of the trade act. Protectionism 

scored some important (if hidden) successes,9 

In a January 1959 article, Business Week claimed fear of 

imports was the "greatest single problem" on the minds of 

^Congressional Quarterly Almanac (14) 1958: 175; 
Congressional Digest. April 1958. 

9lbld. 



businessmen. Today, many businessmen would just as soon dump the 

whole idea of 'Trade, Not Aid.'" Many firms now argued that 

quotas were necessary to fight the "growing flood" of imports, 

particularly from Germany and Japan. That same issue ran another 

story which highlighted the growing migration of U.S. business 

abroad. Sales from overseas operations now exceeded revenues from 

exports, giving industry "a new and direct interest in political 

and economic stability abroad." Ninety-nine of the top 100 

American firms now had overseas plants, including a growing number 

in Asia. 

Business Week had highlighted the two forces driving the 

multinational corporate economy that began to flourish at the end 

of the 1950s. American overseas operations and the resurgent 

economies of Europe and Japan were utilizing the comparative 

advantage of lower wages, rebuilt plants and inexpensive shipping 

to sell their products to the world's richest markets. There were 

increasing fears that domestic industries were pricing themselves 

out of the marketplace.H 1958 was the first nonwar year since 

the 1930s that exports had declined while imports increased. Even 

the automobile industry, long a staunch supporter of free trade, 

expressed some concern over the 66 percent increase in foreign car 

^Business Week, January 3, 1959, pp. 41-42 and 28-32. 

^U.S. News, April 27, 1959, pp. 54-58 and December 19, 
1958, pp. 78-80. 



sales that year (Imports claimed almost 10 percent of the U.S. 

market). Protectionist pleas began flowing into Washington as 

organized labor began to shift toward a more protectionist stance. 

The Senate Subcommittee on Banking and Currency held hearings in 

mid-1959 to solicit opinion on the declining trade balance and the 

rapidly expanding outflow of private investment. The Wall Street 

Journal observed the departure of capital and factories was 

multiplying at an accelerating rate" and wondered whether "the 

United States is building future prosperity by following policies 

that spur an exodus of both capital and jobs."12 

An October 1959 editorial in Business Week linked the 

trade and aid problems together. American export expansion lagged 

behind because "the economic cards are stacked somewhat in favor 

of Western Europe and Japan." U.S. military expenditures and 

procurement orders gave dollars away to them, while our allies 

"and chief trading rivals" also benefitted from triangular 

commerce between Third World nations who received our aid dollars 

and spend them elsewhere. It was time to modify our aid policy, 

shift some of the defense burden, and demand an end to 

discrimination against U.S. goods.13 

l^Buainess Week. April 25, 1959, p. 72 and June 13, 1959, 
pp. 41-42; U.S. Congress: House, Subcommittee on Banking and 
Currency, Hearings: United States Private Foreign Investment 86th 
Congress 1st Session, July 1959. 

l^The Wall Street Journal. May 12, 1959, p. 16; Business 
Week, October 17, 1958, pp. 28-30. 



American businessmen were divided on the question of 

United States foreign aid policy. While virtually all of them 

agreed that the Soviet "menace" had to be countered by military 

and economic assistance, there was little consensus on the size, 

type and mixture of aid programs. Few corporate leaders felt 

military reductions should occur in a time when "New Look" defense 

spending had kept budgets down already, but many felt that these 

arms should go primarily to underdeveloped client states and not 

to the resurrected European nations who should now assume that 

defense responsibility. There was wide agreement that economic 

aid be put on a "business-like" basis of loans and not grants, but 

considerable disagreement over the overall amount and terms that 

should be made available. Many believed that economic aid was not 

being used to advance free enterprise and an improved living 

standard but was instead promoting socialism (even communism) in 

these countries. These concerns heightened as the American 

payments balance worsened. Finally, there was a growing 

disenchantment with the administration of aid programs in the wake 

of charges of corruption and mismanagement. 

Business Week led those favoring a larger developmental 

loan program. It enthusiastically, endorsed the expansion of the 

DLF in 1958 and 1959, claiming it was "as important to the Free 

world as the Marshall Plan," Agreeing with experts who felt that 

the United States had "relied too heavily . . . on a foreign aid 

concept that had been developed to meet the reconstruction needs 



of Western Europe and not the development needs of the newly 

emerging nations," the journal also supported the larger 

subscriptions to the IMF and World Bank. Business Week frequently 

justified its position using a cold war rationale, and other 

journals agreed. An article in Business Horizons supported growth 

in the aid program, urged business to "meet the challenge of 

communism abroad" and stop waiting "until 'ideal' investment 

conditions appear." Harvard Business Review echoed those 

sentiments. 

Fortune and The Wall Street Journal typified the opposing 

view, which felt economic aid was wasteful, unnecessary and bad 

business. A Fortune article in 1958 sharply criticized the 

Millikan/Rostow approach which it felt led to state planning and 

communism. America should instead "promote economic systems based 

on limited government and on re-establishment of a decent 

international order." Ultimately, economic progress "depends on 

what peoples do for themselves." A later editorial agreed that 

"many [economic] difficulties have little to do with world 

conditions and almost everything to do with domestic policies of 

the countries concerned." The Wall Street Journal argued for an 

aid program which did not endanger the domestic economy, went only 

to reliable allies, and was based on "promoting specific American 

^Business Week. June 7, 1958, p. 94 and 
September 6, 1958, p. 164; Daniel Spencer, "Dare We Renege?" 
Business Horizons 1(4) 1958: 38-47; Peter Drucker, "Realities of 
Our World Position," Harvard Business Review 37 (3) 1959: 41-45. 



national interests [not] scattered far and wide in line with the 

vague, loose idea that this will win us an international 

popularity contest with the Soviet Union."*5 

During 1959 those opposing a large aid program began to 

gain the upper hand. Even Business Week backed off of its pro-aid 

stance in the face of the rising balance of payments deficit, 

calling for an adjustment in "dollar gap diplomacy." The 

president's advisory committee on world economic practices again 

called for renewed emphasis on private trade and investment. It 

claimed Washington "seems to have lost sight of" the relationship 

of economic aid levels to absorptive capacity of underdeveloped 

nations in creating an aid structure "filled with inefficiency, 

ineffectiveness and delay." An anti-foreign aid lobbying group 

"with some business backing," the Citizens Foreign Aid Committee, 

sought a 50 percent cut in foreign aid and a phasing out of the 

remainder within three years. The Wall Street Journal urged 

Congress to reappraise the entire program: "We must re-ask the 

basic questions about whether we should give any aid at all, and 

if so to whom and how?" Judging by the letters to the editor, 

most readers agreed.16 

^Fortune, May 1958, pp. 142-143, 194-198, and August 
1958, p. 47; The Wall Street Journal, March 27, 1959, p. 8. 

^Business Week. May 16, 1959, p. 192 and March 21, 1959, 
p. 132; The Wall Street Journal. March 11, 1959, p. 10 and May 7, 
1959, p. 12. 



One of the Journal's favorite topics in 1959 was the waste 

and corruption surfacing in the Southeast Asian aid programs. 

Claiming waste is endemic in a "giveaway framework outside 

business discipline," it gleefully reported the findings of a 

House Foreign Affairs subcommittee on waste in foreign aid. The 

Laos aid scandal reflected the fact that "graft now takes its 

place in the list of objections to the foreign aid program." The 

newspaper also criticized the Thai and Burmese assistance.plans. 

A special report in April 1959 on the Southeast Asian situation 

found those countries to be anti-Chinese and fiercely 

nationalistic. What was ironic, the author noted, was that these 

positions "would have come without all the billions of U.S. aid or 

the millions of propoganda words. One can almost say it came in 

spite of the frequent ineptness of these programs." Other media 

reports, such as the widespread attention paid to publication of 

William Lederer's The Ugly American and Albert Colegrove's 

sensationalist expos£ on "Our Hidden Scandal in Viet-Nam" also 

weakened support for foreign aid in 1959. Both of these literary 

works pointed out mismanagement in foreign aid programs and 

questioned their value to the recipient nation.^ 

It was the growing alarm among conservative businessmen 

over the payments deficit which seemed to have shifted many 

l^The Wall Street Journal. January 30, 1959, p. 8, March 
25, 1959, p. 12, and April 21, 1959, p. IS; see also John D. 
Montgomery, The Politics of Foreign Aid (New York: Praeger, 
1962), pp. 225-235. 



opinions on the size of the American aid program. A feature . 

article in Business Week traced the deterioration of the U.S. 

payments position and identified rising overseas investments and 

continued increases in government transfers abroad as the main 

reasons. A companion editorial urged a new policy before Congress 

reacts with an "ill-advised remedy." The Wall Street Journal 

urged cuts in the 1959 aid budget in an effort to close the dollar 

deficit: "We are clearly getting to the point where neither we or 

our friends can afford foreign aid on so lavish a scale that it 

undermines our currency." Fortune encouraged Congress to 

"practice what it preaches" to Japan and others—boost exports, 

balance its budget and help business meet import competition. All 

of these journals advocated what amounted to a return to the 

"trade not aid" policy. As Fortune put it, "Certainly there are 

many places in the world where direct aid from the United States 

government ... is both commendable and effective. But there are 

probably just as many places where private funds could do an even 

more effective job, but are not now employed because public 

investment is available on a low-cost or gift basis. It implied 

there was a causal relationship between the fact that over half of 

all U.S. aid went to Asia and that it ranked near the bottom of 

preferred areas for private investment.^ 

^Business Week. June 6, 1959, pp. 110-113; The Wall 
Street Journal. September 14, 1959, p. 14; Fortune. September 
1959, pp. 105-106 and November 1959, pp. 95-96. 
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Business opinion followed three intertwining levels by 

1960. First, there was the feeling that the "giveaway programs in 

the Near East and Asia" must end. A Business Week cover story on 

the world economic outlook felt that the "U.S. can no longer 

afford to play benefactor to all the free world." Second, 

American corporations faced increased competition at home and 

abroad, and needed governmental assistance in meeting that 

challenge. No longer can business afford to "export at our 

convenience," according to one General Electric executive. 

Whether the response would be protectionism, overseas investment, 

or renewed marketing efforts was unclear. Regardless of what 

mixture of these policies the administration settled upon, it must 

use "the full weight of its economic and diplomatic strength" to 

open overseas markets, break down barriers and shift the defense 

burden. Finally, the balance of payments problem had to be 

addressed in order to preserve the stability of the dollar. The 

first two issues, of course, related directly to this. A 

conservative business ideology simply could not tolerate 

unbalanced budgets, deficit spending or gold outflow. 

Business groups (unlike the administration) responded 

favorably to the investment incentive bill introduced by 

Congressman Boggs. One speaker felt that "if we don't make a 

l^The Wall Street Journal, January 18, 1960, p. 8; 
Business Week. January 2, I960, pp. 17-19, 96 and 56-57. 



start before long, we will be out of a lot of those [overseas] 

markets in my opinion." In a rare show of unity, the Strackbein 

Committee joined the Chamber of Commerce in supporting the-bill 

(albeit with a fair labor standard provision included to prevent 

re-import of products to the United States). Business Week felt 

the new corporate focus would be "produce wherever the cost 

factors are most advantageous, sell wherever you can , , . 

Industry has kept quiet on the subject because it would stir a 

hornet's nest among employees . . . But—if forced by competition-

-the big companies will do it."20 

Reaction to the administration's export promotion scheme 

was more mixed. One businessman attending the Commerce 

Department's inaugural meeting on the new program believed 

business simply needed to "pay less attention to gimmicks and 

phony advertising and more attention to producing good products . 

. . at competitive prices, [and] there wouldn't be any problem." 

Another executive felt the "simple, old-fashioned way" to cut the 

payments deficit was to "stop imports made with slave labor [and] 

cut out the giveaway programs." Others feared it was simply too 

little, too late.21 

20U.S. Congress: Senate, Committee on Finance, Hearings: 
Foreign Investment Incentive Act of 1960. 86th Congress 2nd 
Session, June-August 1960; Business Week, January 2, 1960, 
pp. 66-69. 

^Business Week. March 11, 1960, pp. 26-28; 



Nation's Business urged U.S. business to get into foreign 

markets by taking advantage of the new program and loan 

opportunities with the EXIM bank and DLF. "A customer is a 

customer is a customer whether he lives across town or across the 

sea" the article concluded. Two articles in Harvard Business 

Review claimed American product design and marketing were to blame 

for falling shares of overseas markets and domestic import 

competition. The challenge was "restoring public confidence in 

this country's ability to produce quality goods at reasonable 

prices." They also urged a new business philosophy for trade and 

investment, one that went in "for keeps" despite the political 

environment and with the recognition that no country will long 

permit an important economic source to be tinder total foreign 

control. It also urged corporations to avoid political 

interference.22 

Other magazines warned that export expansion alone would 

not rectify the payments balance. Business Week felt "Some 

readjustment is also needed in the military burdens this country 

carries in Europe and Japan." U.S. News complained that Japan was 

"doing little to help the backward countries of Asia" or pay for 

her own defense. The Wall Street Journal claimed that "exports 

are not the villain of the balance of payments deficit. 

^Nation's Business, August, 1960, p. 92; Harvard Business 
Review 38(5) 1960: 41-46, 166-172 and 107-114. 



Extravagant and misguided foreign aid is the cause." The United 

States was foolish to think that it "will buy stability in an 

unstable world."23 

Every business journal commented on the rise in 

protectionism in 1960. The Tariff Commission was overloaded with 

cases from a widening cross-section of business, with electronics, 

toolmaking and steel industries the latest to drift toward a 

protectionist stance. Business Week reported that "the 

hinterland's howls for protection get louder each month." U.S. 

News listed 18 industries as seriously threatened by imports. The 

Wall Street Journal urged protectionists to demand deflationary 

steps as a real solution to their competitive difficulties. In 

July, over 450 witnesses from 300 companies testified before the 

Tariff Commission as part of an election-year drive to whittle 

down the GATT list of reduced tariff products. Both parties 

pledged themselves to "fair trade" policies in their 1960. 

platforms.24 

Business hostility toward the trade and aid situation 

inevitably led it to focus on where a majority of U.S. aid dollars 

^Business Week. April 23, 1960, p. 160; U.S. News, 
December 5, 1960, pp. 84-87; The Wall Street Journal, March 18, 
1960, p. 8. 

^Business Week, March 19, I960, p. 143; U.S. News, June 
27, 1960, pp. 62-63; The Wall Street Journal, April 19, 1960, 
p. 14; Business Week, July 16, I960, p. 36. 



went and where surprisingly competitive products were now coming 

from: Asia. Corporations began to take another look at a region 

which was supposedly backward and unstable but was now producing 

quality goods at low prices. 

Trade levels with East Asia remained significant 

throughout this period. Although there was a decline in 1958 

because of the U.S. recession and post-Suez downturn, trade 

rebounded in 1959 and continued upward in 1960. The American 

share of the Asian market remained somewhat stagnant, however, 

leading the Commerce Department to run a series of articles 

promoting trade in the Far East and encouraging business to 

"strongly endeavor to improve their competitive position." One 

story in late 1958 documented the increased competition in the 

area and listed some "pointers" to improve sales. Another 

entitled "The Exciting Future of the Pacific Rim" claimed Asia was 

the '"promised land' of the present for those who wish to 

adventure [sic] into economic opportunity." In mid-1960 another 

article appeared which traced the stagnation of U.S. sales in the 

region and urged firms to enter the market using "intelligent 

aggressive merchandising."25 

Trade levels followed somewhat different paths. The 

"workshop" economies of Japan and Hong Kong enjoyed rapid export 

25u.s. Department of Commerce, Foreign Commerce Weekly 
(Washington: Government Printing Office) December 1, 1958, 
pp. 3-4; May 4, 1959, pp. 3-7, and July 25, 1960, pp. 3-4, 27. 



growth, while the commodity-producing states of Malaysia, 

Indonesia and the Philippines showed much more uneven performance. 

Tight restrictions on U.S. goods entering East Asian countries 

aggravated businessmen, but despite these obstacles U.S. exports 

continued to grow. Leading the way was American trade with Japan, 

which jumped considerably in 1960. Elsewhere, trade expansion was 

due "in large measure to increased economic assistance from the 

U.S. government."26 

For the first time in the postwar period, Japan and Hong 

Kong ran trade surpluses with the United States. Japanese 

industry had moved into export production of higher quality 

consumer goods: tools, motorcycles, radios, electronic goods and 

other items. In 1958 the first automobiles from Japan entered the 

U.S. market. Business Week believed "the Japanese auto industry 

isn't likely to carve out a big slice of the U.S. market for 

itself" because "few [Americans] wholly believe that Japan can 

produce an automobile" worth buying. Apparently the Defense 

Department believed it could produce a truck: over $46 million in 

procurement orders were placed with Toyota and Nissan in 1958-

1959.27 

^Foreign Commerce Weekly, February 29, 1960, pp. S2-S21 
and May 1, 1961, pp. 7-10, S37-S48. 

27Buslness Week, October 4, 1958, p. 93 and December 27, 
1958, p. 71; August 2, 1958, pp. 69-70; The Wall Street Journal, 
January 9, 1959, p. 10. 



In 1959 both Fortune and Business Week ran feature stories 

on the Japanese economic miracle. Fortune noted that the Japanese 

hopes for Southeast Asian trade had floundered, and that the 

United States was now her key market. Business Week agreed that 

Japan had not yet regained her old Asian markets, but that the 

goal of linking Japan's "independent workshop" to Southeast Asia 

was still "a cardinal principal of foreign economic policy." In 

the meantime, Japanese zaibatsu (or large conglomerates, of which 

Mitsui and Mitsubishi are the most famous) sought to close their 

trade gap with sales to the Western Hemisphere. As one automaker 

put it, "Right in the United States we can find several thousand 

Americans who will buy our car just to say they own a Japanese 

automobile. Have you ever tried to sell a thousand cars in 

Southeast Asia?"28 

By 1959 Japanese competition created an explosion of 

articles about the "invasion" of her goods into American markets. 

Complaints about textile competition (which soon widened to 

include Hong Kong) were frequent and loud. The Amalgamated 

Clothing Workers Union threatened a boycott of Japanese garments 

by mid-1960 if additional quotas were not imposed. A camera 

manufacturer claimed that he "can live with the German 

competition. It's serious, but it's nothing like the competition 

^Fortune„ June 1959, pp. 79-80; Business Week, April 18, 
1959, pp. 103-130. 



with the Japanese." An umbrella manufacturer was particularly 

bitter: "We have been forgotten by Washington. I had two sons in 

World War II and one son in Korea. Two of them fought the 

Japanese. They are now in otir business, discouraged. We feel we 

are again being attacked, Pearl-harbor fashion." Many small 

businessmen expressed anger over the continued economic and 

technical aid that flowed to Japan from the federal government.29 

Tensions were so high that when President Eisenhower's 

trip to Japan was cancelled in June 1960 after Japanese, 

demonstrations over the new mutual security pact between the two 

countries, protectionists used the incident to stage an anti-

Japanese protest. Orders for bicycles, radios, tape decks, toys 

and shoes were cancelled. Southern textile cities and Boston 

appeared to have been the sites of a brief boycott. Business Week 

cautioned its readers to resist the temptation to shut off 

Japanese exports because this would "play smack into the 

Communist's hands." It emphasized that the real question brought 

on by the unrest was whether the Pacific defense perimeter could 

be maintained, and whether or not the United States could "hold 

together the economic relationship that is essential to the 

survival of its worldwide political and military alliance."30 

29u s. News, August 24, 1959, October 5, 1959, and 
June 13, 1960; Business Week, January 30, 1960, p. 94; U.S. News. 
March 7, 1958, pp. 42-47; 

3Qu.S. News, June 27, 1960, p. 41; Business Week. 
June 25, 1960, pp. 27, 184. 



What made the Japanese import boom difficult to accept for 

most businessmen was the additional perception that Japan refused 

to reciprocate and open up her own domestic market. An executive 

of Singer Sewing claimed that "A more classic example of one-way 

trade would be difficult to find." The Commerce Department noted 

that the U.S. share of investment in Japan was almost all loans 

and very little stock or management ownership. Japan should be 

liberalizing its restrictive trade and investment rules given the 

improved economic position, but instead it was "being more 

selective now than in earlier years toward foreign investment, 

including technical assistance arrangements." A U.S. trade 

mission emphasized to Japanese officials the need for "some 

relaxation of Japan's rather stringent import regulations and 

investment policies" in order to "enhance the opportunity for 

additional American participation in the economic development . . 

. of Japan." Another Commerce Department story outlined the 

favorable trade expansion between Japan and the United States, but 

noted that restrictions on Japanese investment had resulted in 

"the anomalous situation of having Japan's equity investment in 

the United States reaching a total more than four times as large 

as U.S. investments in Japan since 1958."31 

31Fortune, February 1959, pp. 105-108 ; Foreign Commerce 
Weekly, May 11, 1959, pp. 2, 9; June 22, 1959, pp. 19-20 and June 
6, 1960, pp. 5-6. 



Yet the American investment position in Japan and the-rest 

of East Asia vas not as bad as the rhetoric painted it to be. 

American banks, either directly or through government operations, 

held a commanding investment interest in much of the area 

(National City Bank dominated the Philippine monetary system). 

Eight hundred forty-five technical contracts had been signed with 

Japanese firms through 1959, and joint operations involving Caltex 

and Stanvac oilt General Electric, ITT, Westinghouse, RCA, and 

Motorola had been established there. DuPont and other chemical 

companies also had substantial interests in Japan. American 

steelmakers signed several contracts for joint production and 

technical assistance in 1960.32 

Australia continued to be one of the favorite investment 

sites for U.S. multinationals, with 900 firms doing business there 

by 1959 including General Motors, Dodge, Dow, Standard-Vacuum Oil 

and NBC. Investment totalled over $750 million, more than the 

U.S. level in Japan, India, Indonesia and New Zealand combined.33 

Other countries were also being touched by U.S. corporate 

expansion: Firestone, Goodrich and Goodyear built plants in the 

Philippines. Dow opened a plant in India, and several 

^^Foreign Commerce Weekly, May 11, 1959, pp. 2, 9; 
Business Week. September 26, 1957, pp. 58-67 and December 31, 
1960, pp. 68, 98-99; The Wall Street Journal. January 28, 1960, 
pp. 1, 6. 

Estate Department Bulletin. October 19, 1959, 
pp. 556-559; Fortune. July 1959, p. 68. 



pharmaceutical firms also opened facilities there. Pepsi, Coca-

Cola, IBM, Colgate-Palmolive and Foremost Dairies expanded into 

Thailand. Both Stanvac and Caltex expanded operations in 

Indonesia, and, despite being nationalized by the Indonesian 

government in 1960, continued to operate those facilities until 

1969. Hong Kong was also becoming a favorite entrepot for U.S. 

trading and investment firms.^ 

At the end of 1960 the United States and Japan had 

established their control over East Asian trade. America did 18 

percent of her export trade and 18 percent of her import trade 

with the Far East. Japan sent approximately 30 percent of her 
/ 

exports to the United States and received 34 percent of her 

imports from America. Between them, they accounted for almost 

three-quarters of Taiwan's imports, over 60 percent in the 

Philippines, 58 percent in South Korea, and 40 percent in 

Thailand. They were the two primary markets for virtually all of 

East Asia. Behind the statistics, however, economic development 

continued to be greatly uneven. More importantly, this economic 

domination was having little effect on the stability of the 

^Fortune, April 1958, pp. 128-132, 228-232; Mira Wilkins, 
The Maturing of Multinational Enterprise (Cambridge: Harvard 
University Press, 1974), p. 367; Foreign Commerce Weekly. November 
21, 1960, pp. 3-4. 



region. Despite the huge influx of American aid, East Asia's . 

problems continued to elude an economic solution.35 

Most of the major business journals were disappointed in 

the election of John F. Kennedy to the presidency in 1960. The 

Wall Street Journal had criticized the 1958 Kennedy/Cooper 

resolution calling for more aid to India, believing it was helping 

to develop a socialist society which "is a close relative to 

Communism.11 The Journal continued its attack on Kennedy's aid 

position right up to the election. U.S. News feared the Kennedy 

administration would be protectionist because of its obligations 

to the Southern wing of the Democratic party. Fortune expressed 

its uneasiness with the new president and his "liberal statism." 

But it was Business Week that pointed out the primary challenge 

facing the new administration as it moved in to wrestle with 

foreign economic policy: "At issue is whether the U.S. is in a 

position today to provide enough economic aid to the 

underdeveloped countries to offset Soviet bloc competition—and do 

this without overloading U.S. government expenditures abroad to 

the point where confidence in the dollar collapses." Noting that 

the challenge would be difficult even if the United States enjoyed 

the economic supremacy it knew during the Marshall Plan, given the 

present payments deficit that problem would be doubly difficult. 

35Matsumura Yutaka, Japan's Economic Growth (Tokyo: Tokyo 
News Service Ltd., 1961), p. 366; Mark Selden, "American Global 
Enterprise and Asia," Bulletin of Concerned Asian Scholars April-
June 1975, p. 22. 



Protectionism also limited Kennedy's maneuverability. Somehow', 

the United States had to break out of its old policies, meet the 

"staggering" investment needs of the Third World and still close 

the dollar gap. It would not be easy.36 

The Kennedy Administration built upon the trade and aid 

policies of Eisenhower and continued to focus on the developing 

nations. Under the guidance of Walt Rostow (who became national 

security advisor for the new president), Douglas Dillon (who 

transferred over to serve as Secretary of the Treasury) and Dean 

Rusk, the United States increased its aid programs under the 

"Alliance for Progress," AID and other regional agencies. Kennedy 

successfully pushed through another extension of the trade act in 

1962, leading to the so-called Kennedy round of GATF tariff 

reductions. Most importantly, the new administration shared 

Eisenhower's view that poverty bred communism and that military 

preparedness must accompany economic development. As a result, 

defense assistance continued to dominate aid allocations to East 

Asia. American public investment in Southeast Asia grew, while 

private interests there lagged behind. 

36rhe Wall Street Journal. December 11, 1959, p. 14, 
August 19, 1960, p. 4, November 4, 1960, p. 12, and October 24, 
1960, p. 12; U.S. News, December 12, I960, p. 105; Fortune, 
December 1960, pp. 117-118; Business Week. December 3, 1960, pp. 
15-19. The Journal called the Peace Corps "a global lark at the 
taxpayer's expense" and felt "in our zeal to save the world for 
democracy, let us not begin dispatching our draft dodgers." 



CHAPTER 10 

CONCLUSION 

President Eisenhower's foreign economic policy was based 

upon the compatibility of trade and aid programs in fighting 

communism and developing a liberal capitalist world order. Policy 

shifted from "trade not aid" to "trade and aid" in response to the 

cold war fear that the Sino-Soviet bloc was wooing important, 

strategically-located nations away from Western control. The 

arguments for both trade liberalization and economic aid rested on 

the assumption that defense support and dollar investments would 

raise living standards and protect against communism. In turn, 

aid would also guarantee access to raw materials, keep Third World 

markets linked to the West, and ensure a favorable attitude toward 

the United States. It also provided an economical defense posture 

by shifting part of the military burden of a global containment 

policy onto nations with lower standards of living, and part of 

development assistance to the private sector. 

There were several major flaws in this policy. First, the 

belief that poverty bred communism was accepted as an article of 

faith by the Eisenhower Administration. It circumscribed much of 

the trade and aid debates and channelled economic and military aid 

toward security rather than developmental needs. Very little time 
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was ever spent analyzing the internal needs of East Asian nations, 

the effect massive military and defense-related assistance might 

have on their economies, or the fact that neither public or 

private investment could solve many of the political and social 

problems of these new nations. Both trade/aid policies viewed 

these countries as anticommunist bulwarks rather than desperately 

weak non-Western states. Foreign economic policy reacted to the 

short-term requirements of a constantly shifting cold war rather 

than follow a long-term development plan. American policymakers 

responded more to Soviet activity than the needs of its clients in 

the region. 

Japan, of course, was the biggest winner in the trade and 

aid policies of the Eisenhower Administration. There can be no 

doubt that Japanese business benefitted greatly from the billions 

of dollars of procurement orders, GI expenditures and loans pumped 

in by the American government. Policymakers went to a 

considerable effort to gain GAIT membership for Japan and lower 

U.S. trade barriers. Yet Japan also paid a price for this 

beneficence: the CHINCOM restrictions cut off the mainland 

Chinese market, denying her a historically important market. As a 

result, the Japanese turned to the United States for export 

volume. Few nations were as dependent upon American consumers as 

were the Japanese. But the success of Japan's efforts were met 

with rising protectionism and hostility among a small but vocal 

domestic business group. Japan was continually singled out for 



criticism on its trade policies, much more than any European • 

nation. Although occasional racial or wartime hatred crept into 

American objections, it seemed to be based more on a resentment of 

the way in which Japan achieved export success: hard work, low 

wages and continual emphasis on volume over price. To Americans, 

like most Westerners, Japan didn't seem to play "fair". 

Policymakers seemed to rely on a "trickle down" effect for 

economic progress rather than addressing the growing needs of 

Asian nations. This was particularly true in the case of 

infrastructure development, where U.S. aid monies and private 

investment refused to assist in the construction of state-owned, 

socialist industries. As one contemporary observer noted in 

examining the Vietnam aid program, "aid has been for defense 

rather than economic development. . . This problem of security 

tends to conflict with the development of democratic institutions 

in South Vietnam" and kept aid "from flowing into major economic 

projects. South Vietnam does little to improve the real base of 

its economy."1 Containment, not poverty, motivated American aid 

policy. As a result, the success of the program was .markedly 

uneven: nations such as Japan and Taiwan benefitted from having a 

preexisting industrial base on which to rebuild strong economies. 

No such foundation existed in the single-commodity nations of 

Indochina, Malaysia, Indonesia or the Philippines. Korea's 

1Business Week. July 18, 1959, p. 36. 



industrial development was delayed by war. It is also significant 

that the lion's share of aid went to those same countries with a 

head start in industrialization. Thus, Southeast Asia became 

trapped into a cycle where American governmental assistance did 

not reach the levels necessary for infrastructure development, 

which in turn discouraged private investment, which then led to 

further deterioration in their economies and more stopgap U.S. 

aid. The contrast can hardly be sharper than to compare Tokyo, 

Taipei or Seoul to Manila, Hanoi or Jakarta today. 

The classical economic law of comparative advantage formed 

the basic premise of a multilateral free world, but this belief 

clashed directly with Asian nationalism and hope for economic as 

well as political independence. The East Asian perception of 

"multilateralism" was one of colonialism and dependency. As a 

result, short-term regional integration became difficult and 

disjointed. The trade not aid philosophy simply would not work in 

the areas outside Japan (and later Taiwan and Korea). 

Even if the Far East had been totally receptive to U.S. 

policies, aid levels were never in the amounts most experts felt 

were necessary. Despite the dramatic shift of aid from Europe to 

Asia, overall assistance fell by 40-50 percent from the 

Marshall Plan era. A fiscally conservative administration did not 

want to "bust" its budget with a large aid program. Even when a 

belated shift towards economic development occurred, Congress 

never appropriated the amount requested, and what was approved for 



East Asia was heavily skewed toward defense support. 

The process of allocation was the next problem with 

foreign economic policy in the 1950s, Weaknesses within the 

decision-making process itself allowed for considerable 

modification of administrative objectives. Commercial and foreign 

aid policies were decided in the Congressional arena, where 

parochial interests, partisan politics and ideological differences 

changed or even reversed trade/aid policies. 

Neither political party was united on either the trade or 

aid policies to the extent that it could ramrod a major alteration 

in foreign economic policy through Congress. Compromise, 

concession and compartmentalization were the orders of the day. 

Despite efforts to link trade and aid policies together, the 

Eisenhower Administration never really succeeded. The president's 

own party, divided over foreign policy since World War II, 

remained split between those who favored an internationalist 

approach and a vocal minority that remained wedded to a more 

nationalist view. That group, led by Senator Robert Taft and 

later Senator William Knowland, opposed any large aid program 

because they viewed foreign aid as dangerous to American self-

interest. To them, it was foolish to rebuild economies that would 

turn around and undersell American business. Aid either created 

competition or, worse still, dependency that inevitably dragged 

the United States into longer-term commitments. Thus aid levels 
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never reached the level of the Marshall Plan era during the rest 

of the 1950s. 

There was also little attempt to consider tariff policy 

and aid in any comprehensive legislative fashion. Although the 

administration talked of free trade, it accepted protectionist 

provisions as a political reality. There was enough opposition 

from the nationalist wing of the GOP and later from Southern 

Democrats to force compromise on Eisenhower. Given his 

predilection toward consensus politics, the president was not 

going to expend all of his political capital on this issue. As a 

result, it was the Democratic leadership that in fact played a key 

role in amassing support for the trade and aid program. However, 

they too faced difficulty with Southern textile and oil interests 

promoting protectionism and a liberal wing (led by Fulbright) that 

favored more economic aid and less overseas defense.buildup. 

Thus, foreign economic policy was factionalized into competing 

interests over trade policy and foreign aid. Modifications came 

slowly and incrementally. 

Eisenhower's own advisors were divided over the 

trade/aid policies. Various competing bureaucracies established 

conflicting agendas with respect to foreign economic policy. < 

Treasury wanted budget reduction; Defense sought military 

preparedness and overseas bases. State worried about the Soviets; 

Commerce longed for an open door world. Eisenhower himself became 

entrapped by his own rhetoric occasionally when low-tarriff or 

economic aid goals conflicted with other administration priorities. 



such as balanced budget targets or tax revenues. Free trade was 

therefore a general principal but never an absolute goal. In 

part, the transformation to a "trade and aid" policy reflected not 

only cold war and Third World concerns, but also the simple fact 

that further trade liberalization was difficult and unpopular. 

The United States, already a low-tariff nation, found further 

reductir.>:: too politically sensitive among wide-ranging groups. 

Finally, the trade/aid program contained a large role for 

the corporate commonwealth that Eisenhower envisioned in America. 

But there was not an exact coincidence between the broad strategic 

goals of the administration and the motivations of multinational 

corporations. The postwar concerns of American business tended to 

focus on domestic demand. Foreign investments filled a market 

need or provided access to raw materials. Business decisions were 

based upon profit motives, not cold war requirements. American 

capital was unwilling to play the huge role U.S. foreign economic 

policy envisioned it would in the strategic equation of Asian 

development. The billions called for by Walt Rostow and others 

would hardly come from American businessmen concerned not about 

superpower rivalry but return on investment. 

This is not to say that corporations did not have a 

considerable interest in the Far East. On the contrary, Asian 

trade grew in importance and certain key commodities (rubber, tin 

and other minerals) were essential for domestic production. 

Moreover, the emerging military-industrial complex had a vested 



interest in larger defense expenditures in East Asia. American' 

financial institutions had an increasing stake in loans to these 

nations. But investors were unwilling to risk large investments 

in plants or equipment in an area it viewed as a poor market 

(Asian annual per capita income was about $250), politically 

unstable, wracked with inflation, and liable to nationalize 

private enterprise. The "comfort and fit" factor played an 

important role in guiding global multinational corporate 

expansion. 

Asia was always viewed as a commodity supplier, long-term 

market and longer-term investment priority. Moreover, a variety 

of domestic factors often dictated the pace of overseas 

investment: the business cycle, company growth, profit margins, 

and government trade and antitrust policies all affected corporate 

decision-making. U.S. companies enjoyed a flexibility in choosing 

locations in the 1950s that foreign policymakers did not. 

The American business community was also never unified in 

its opinion on trade policy. The basic conflict between aid for 

reconstruction of potential foreign competitors and U.S. trade 

advantage had a significant impact on Congressional opinion. 

Small business clashed with Wall Street, multinational 

corporations with domestic producers. Free trade sounded fine in 

principal, but not when it cut into your profit margin, lost you a 

lucrative government contract, or threatened your job. 



Aid policies also gained mixed support. Conservative 

business leaders opposed Keynesian spending and were alarmed by 

the balance of payments deficit. They did not favor what they 

perceived as "giveaway" loan programs to Asia, despite the fact 

that much more aid had been granted (not loaned) to Europe 

earlier. They argued that Asian nations could not even absorb 
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such-sums* or would mismanage such large sums. Given such 

differences over trade and aid philosophy, private support did not 

fulfill its role in East Asia. Policymakers continued to rely 

upon military expenditures as the primary means of bolstering East 

Asian economies and linking those nations to the West. 

Hindsight affords us an opportunity to point out several 

ironies in the foreign economic policy of the United States in 

East Asia. In a sense, the original "trade not aid" program 

proved to be a long-term economic success for Japan, Taiwan and 

South Korea, Fueled by large military expenditures that financed 

much of their defense burden and funded plant modernization, these 

nations have become a key part of the Pacific Basin (and now 

world) economy. Indeed, that policy was too successful: 

protectionist sentiment is now reaching a fever pitch. The 

rumblings of protectionism in the 1950s have an uncannily familiar 

sound today. Then, as now, Japan was the favorite target of 

protectionists. One senses disbelief at the ability of such a 

resource-poor, non-white nation to enjoy such phenomenal growth 

rates and coordinate its trade policy so well. 
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The smug confidence in American economic domination 

provides another irony. Productivity levels and technological 

superiority seemed to indicate perpetual competitive advantage in 

a free trade environment. It allowed Americans to believe that 

Asian nations had to adapt to Western methods rather than business 

making adaptations to Third World conditions. It created a false 

sense of control, and an arrogance about the infallability of the 

"American way". 

Finally, the trade and aid program increased the stakes in 

East Asia and drew the United States into a war in Southeast Asia 

that damaged the American economy and destroyed the cold war 

rationale on which that policy was based. Problems of development 

eluded a quick economic or military solution. Outside the 

Japan/Korea/Taiwan triangle, it was extremely difficult for 

East Asian nations to modernize given the persistence of military 

unrest, racial and religious differences, and endemic poverty. 

Locked into single-or-double-commodity economies, many nations 

found themselves saddled with large debts and little hope for 

improvement. A Wall Street Journal editorial in 1959 summarized 

the fateful flaw of demanding the world be reamde in the 

American image: 

What is disturbing about [U.S. policy in Southeast Asia] 
is that the U.S. still seems to misread the real forces at 
work in the area, misjudge the factors that strengthen the 
West's position while weakening the Communists, and so is 
in danger of applying mistaken policies. The U.S. seems 
to stick stubbornly to the view that the only way we can 
'save' this area and these peoples for the West is in 



effect to remake these countries into what we think they 
ought to be. . . Wars, hot and cold, are games of errors. 
The Communists have already made many. By trying to do 
too much we also multiply our chances of faulting 
ourselves.2 

2fhe Wall Street Journal. April 21, 1959, p. 18. 



APPENDIX 1 

STATISTICAL SURVEY OF TRADE, AID AND INVESTMENT 

IN EAST ASIA 

The following tables show American trade, aid and 

investment levels in East Asia and the Pacific during the 1950s. 

They reflect the growth in trade in the region, the high 

percentage of military assistance given to countries in the area, 

and the relatively low level of U.S. investment there. Japan 

clearly emerges as America's key partner in Asian development. 

The statistical material was gathered from Department of 

Commerce data, annual reports from the Agency for International 

Development (AID), and United Nations statistical surveys. Please 

see the exact source noted at the bottom of each page. 
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Table 1. U.S. Exports by Regional Destination, 1951-1960* 
(in billions of dollars) 

Area 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 

Europe 4.13 3.38 2.90 3.40 4.19 5.17 5.70 4.47 4.50 6.28 

Latin America 2.60 2.81 3.01 2.78 3.23 4.02 3.91 3.42 3.73 3.70 

Canada 3.67 3.41 3.00 3.27 3.23 3.77 4.57 4.08 3.51 3.45 

Asia & Pacific 2.19 2.11 1.96 1.93 2.04 2.62 3.25 2.47 2.63 3.61 

Africa .61 .60 .53 .59 .61 .68 .68 * . .61 .68 .76 

Near East .30 .31 .28 .29 .35 .40 .41 .42 .44 .48 

"Soviet bloc" ** ** ** .01 .01 .01 .09 .11 .09 .19 

TOTAL2 13.97 13.20 12.26 12.86 14.29 17.33 19.46 16.37 16.39 19.55 

^Includes reexports; totals exclude communist countries which are on separate line. 

^Totals do not add due to rounding and exclusion of some countries. 

**Less than $50 million 

Source: U.S. Department of Commerce, World Trade Information Service, Statistical 
Reports. Part 3: #58-14 (1958) and #61-4 (1961) 



Table 2. U.S. Imports by Source, 1951-1960 
(in billions of dollars) 

Area 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 

Latin America 3.35 3.41 3.44 3.29 3.33 3.63 3.77 3.59 3.60 3.53 

Europe 2.05 1.98 2.30 2.04 2.39 2.90 3.07 3.30 4.52 4.18 

Canada 2.28 2.39 2.46 2.38 2.65 2.89 2.90 2.68 3.04 2.90 

Asia & Pacific 2.27 1.90 1.62 1.43 1.78 1.89 1.94 1.86 2.60 2.67 

Africa .59 .60 .59 .60 .61 .60 .59 .56 .59 .53 

Near East .17 .15 .20 .20 .27 .30 .26 .35 .35 .31 

"Soviet Bloc" .01 ** ** ** .01 .01 .01 .01 .01 .01 

TOTAL1 10.97 10.72 10.87 10.21 11.38 12.62 12.98 12.83 15.21 14.65 

^Totals do not add due to rounding and exclusion of some countries. 

**less than $50 million 

Source: U.S. Department of Commerce, World Trade Information Service, Statistical 
Reports. Part 3: #58-14 (1958) and #61-4 (1961) 



Table 3. U.S. Exports to Asia and the Pacific, 1951-1960 
(in millions of dollars) 

Area 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 

Asia1 1927.3 1869.5 
South Asia2 526.5 471.6 
East Asia3 1389.7 1385.6 
Japan 598.4 628.3 
Korea 45.4 93.7 
Hong Kong 29.0 26.8 
Taiwan 41.7 63.1 
Philippines 366.5 295.0 
Malaya 

Singapore 
Thailand 
Vietnam 
Laos^ 

Cambodia^ 
Indonesia 168.0 139.6 

Oceania 253.0 236.5 

59.5 37.9 

1780.7 
264.7 
1502.7 
680.0 
96.8 
34.6 
84.1 
366.7 

32.5 

50.7 60.4 59.0 

30.5 40.8 40.9 

108.1 
173.2 

1680.2 1768.5 2379.5 2960.7 2227.8 2307.5 3140.4 
205.7 
1452.7 
682.2 
87.7 
41.3 
95.5 
337.7 

53.7 

74.0 
239.8 

254.6 
1487.6 
648.5 
127.3 
49.9 
109.7 
353.3 

423.7 
1921.4 
901.9 
192.9 
68.4 
106.2 
331.8 

33.8 77.0 

77.5 
261.4 

142.7 
232.6 

562.3 
2359.6 
1230.5 
276.9 
78.0 
106.1 
369.1 

31.5 36.4 47.7 42.6 

44.1 51.2 52.8 68.2 

78.9 

109.3 
266.1 

445.6 
1745.7 
843.8 
215.7 
72.0 

102.2 
291.5 

8.0 

27.5 
52.3 
61.9 
2.4 
7.2 
61.2 
233.5 

463.2 
1811.3 
965.1 
135.8 
96.0 
107.3 
275.4 
8.7 

30.2 
62.7 
56.4 
2.7 
5.6 

65.4 
314.3 

822.6 
2275.3 
1328.4 
153.5 
122.5 

110.2 
294.8 
18.0 

41.3 
61.6 
53.1 
1.6 
7.1 
83.2 
461.0 

TOTAL1 

Percent of 
World Total 

2187.9 2113.5 1961.6 

16 16 16 

1927.8 2038.1 2624.1 3239.9 2471.2 2630.1 3614.2 

15 14 15 17 15 16 18 

totals do not add due to exclusion of certain countries ^Data from 1958-1960 #61-26 1961 
2Does not include Afghanistan or Nepal ^Does not include Pacific Island 
3Does not include Burma territories 

Source: U.S. Department of Commerce, World Trade Information Service, Statistical 
Reports, Part 3: #58-14 (1958) and #61-4 (1961) 



Table 4. U.S. Imports from Asia and the Pacific, 1951-1960 
(in millions of dollars) 

Area 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 

Asia1 1815.9 1658.8 1421.9 1266.9 1607.4 1689.0 1725.2 1646.5 2257.5 2408.7 
South Asia^ 390.2 336.1 286.6 252.1 287.6 273.4 283.2 245.0 277.4 302.6 
East Asia^ 1351.5 1272.8 1100.5 990.2 1293.4 1387.1 1412.5 1380.2 1952.0 2077.5 
Japan 204.9 229.3 261.5 279.0 431.9 557.9 600.5 670.8 1028.7 1148.6 
Indonesia 266.2 276.3 214.7 166.7 211.9 190.9 203.3 173.1 190.4 216.1 
Malaya 93.4 159.4 156.3 

425.9 382.2 211.3 168.7 235.1 226.3 192.3 
Singapore 32.5 29.2 19.0 
Philippines 283.7 236.1 276.5 262.2 253.1 257.0 261.4 274.0 312.2 306.4 
Hong Kong 9.2 12.3 13.1 11.8 15.3 19.9 34.0 51.8 99.8 138.9 
Taiwan 6.0 5.7 6.8 5.5 6.4 7.9 8.9 10.8 14.1 20.5 
Korea 3.7 18.5 29.9 19.7 6.1 9.7 3.9 2.4 4.0 5.2 
Thailand 137.4 98.6 70.0 54.3 104.7 96.6 85.6 57.2 90.6 55.5 
Vietnam^ 4.9 10.7 4.4 
Laos^ 14.5 13.8 16.7 22.3 28.9 20.9 22.6 - .1 
Cambodia^ 9.3 12.8 6.6 

Oceania^ 447.3 238.5 196.2 162.1 170.0 200.1 211.9 205.3 332.6 261.0 

TOTAL1 2266.5 1901.8 1623.1 1432.0 1781.2 1891.9 1941.5 1855.5 2595.1 2674.7 

Percent of 21 18 15 14 16 15 15 14 17 18 
World Total 

^Totals do not add due to exclusion of certain countries ^Data from 1958-1960 #61-26 1961 
^Does not include Afghanistan or Nepal ^Does not include Pacific Island 
^Does not include Burma territories 

Source: U.S. Department of Commerce, World Trade Information Service, Statistical 
Reports, Part 3: #58-14 (1958) and #61-4 (1961) 
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Table 5. U.S. Balance of Trade with Asia and the Pacific, 1951-1960 
(+ millions of dollars) 

Area^ 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 

South Asia +136.5 +135.5 -21.9 -46.4 -33.0 +150.3 +279.1 +260.6 +235.8 +520.0 

East Asia +38.2 +112.8 +402.2 462.5 +194.2 +534.3 -182.0 -365.5 -140.7 +197.8 

Japan +393.5 +399.0 +418.5 +403.2 +216.6 +344.0 +630.0 +173.0 -63.6 +179.8 

Malaya -85.4 -150.7 -133.3 
-366.4 -344.3 -178.8 -137.2 -198.7 -178.6 -149.7 

Singapore -5.0 +1.0 +22.3 

Indonesia -98.2 -136.7 -106.6 -92.7 -134.4 -48.2 -94.0 -111.9 -125.0 -132.9 

Philippines +82.8 +58.9 +90.2 +75.5 +100.2 +74.8 +107.7 +17.5 -36.8 -11.6 

Oceania -194.3 -2.0 -23.0 +77.7 +91.4 +32.5 +54.2 +28.2 -18.3 +200.0 

TOTAL -78.6 +211.7 +338.5 +495.8 +256.9 +732.2 +1298.4 +615.7 +35.0 +939.6 

^See footnotes, Table 4 regarding geographical restrictions 

Sources: See Tables 3 and 4. 
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Table 6. Value of U.S. Private Direct Investment in Asia, 1951-1960 
(in millions of dollars) 

Area* 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 

Asia 371 440 496 544 603 713 881 954 1024 1152 

Indonesia 66 66 79 55 75 100 169 196 163 178 

Japan 48 75 101 112 129 140 185 181 209 254 

Phillipines 163 179 189 219 231 270 306 341 387 414 

Oceania 319 386 404 477 590 645 698 786 879 994 

Australia 255 308 324 389 492 545 583 655 742 856 

TOTAL Asia & 
Pacific 

690 826 900 1021 1193 1358 1579 1740 1903 2146 

% of U.S. 
worldwide 

5 6 6 6 6 6 6 6 6 7 

Source: Department of Commerce, U.S. Balance of Payments (GP0:1963) Table 57 
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Table 7. Investment Levels by Type: Asia and the Pacific, 1951-1960 
(in millions of dollars) 

Year Totals-
Mining & 

Petroleum Manufacturing 
Public 
Utilities Trade Other 

1951 690 (5)2 24 (2) 272 (7) 211 (5) 53 (4) 75 (9) 55 (4) 

1952 826 (6) 27 (2) 352 (8) 243 (5) 56 (4) 81 (8) 68 (5) 

1953 900 (6) 29 (2) 381 (8) 274 
* 

(5) 58 (4) 82 (8) 76 (5) 

1954 1021 (6) 36 (2) 422 (8) 325 (5) 63 (4) 91 (8) 84 (5) 

1955 1193 (6) 43 (2) 504 (9) 381 (6) 67 (4) 104 (8) 95 (5) 

1956 1358 (6) 48 (2) 575 (8) 430 (6) 70 (4) 126 (8) 109 (6) 

1957 1579 (6) 37 (2) 750 (9) 490 (6) 77 (4) 117 (7) 107 (6) 

1958 1740 (6) 40 (2) 812 (8) 564 (7) 86 (4) 126 (7) 111 (5) 

1959 1903 (6) 48 (2) 847 (8) 636 (7) 93 W 155 (8) 125 (5) 

1960 2146 (7) 57 (2) 908 (8) 753 (7) 100 (4) 188 (8) 139 (5) 

^•Figures derived from Table 6; total may vary slightly due to rounding. 
^Figures in parentheses represent percent of U.S. total overseas investment in that category. 

Source: See Table 6. 
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Table 8. U.S. Overseas Grants and Loans to East Asia, 1946-1961 
(in millions of dollars) 

Area 1946-48 Ap 1948-52 1953-57 1958 1959 1960 1961 
Econ Mil Econ Mil Econ Mil Econ Mil Econ Mil Econ Mil Econ Mil 

East Asia 2103 214 3169 406 4620 3295 866 747 913 746 730 587 773 562 
Japan 980 — 1221 — 219 408 68 131 25 147 22 86 48 67 
Korea 181 — 475 12 203 528 290 331 272 191 214 190 258 192 
Taiwan1 536 141 468 48 530 1179 100 162 99 240 121 140 111 95 
Vietnam^ 

7282 
823 275 188 53 207 42 181 71 145 65 

Laos^ 8302 7282 134 32 31 5 25 7 42 13 30 33 
Cambodia^ 120 45 28 8 26 4 23 3 23 5 
Hong Kong — — — — 11 — 3 — 3 — 5 — 6 — 

Malaysia — — — — 2 — — — 21 — 1 — 1 — 

Philippines 257 73 588 79 156 119 2921 21 111 21 23 20 88 24 
Thailand 6 — 17 16 132 205 26 20 59 19 26 25 24 24 
Burma 5 — 10 — 28 — 43 — 9 -3 — 1 — 

Indonesia 67 — 207 4 113 — 27 — 56 11 67 5 31 8 
Regional 71 — 126 2 43 18 36 27 — 74 8 35 8 49 
& Other 

Total (econ/mil 2317 3575 7915 1613 1660 1317 1335 
combined) 

% of Total 15 16 27 30 29 26 24 
U.S. Overseas 

^Aid before 1949 to mainland China ^Individual aid shown is only after FY 1955 
2Inc. aid up through 1954 

Source: Agency for International Development, Statistics and Reports Division, 
U.S. Overseas Loans and Grants and Assistance from International Organizations, 
Special report prepared for the House Committee on Foreign Affairs (Washington, D.C.: 
March 18, 1966). to 
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Table 9. U.S. Military Expenditures Abroad for Goods and Services in Selected 
Countries in East Asia, 1953-1960^- (in millions of dollars) 

Area 1953 1954 1955 1956 1957 1958 1959 1960 Total 1953-60 

Japan 771 570 502 499 465 418 381 405 4011 

Korea 62 44 r 62 37 58 88 94 90 535 

Philippines 40 39 46 50 57 53 47 41 373 

Ryuku Is. 51 47 53 61 68 64 63 74 481 

Taiwan 8 9 15 14 12 19 26 24 127 

Thailand 1 1 1 2 5 5 7 6 28 

Indochina 1 1 1 1 2 4 7 6 23 

line, troop expenditures, contractual services, offshore procurement under MAP, 
special material and equipment purchases, construction 

Source: U.S. Department of Commerce, Balance of Payments (GPO: 1963), Table 41 

to 
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Table 10. Assistance from International Organizations* to 
Selected East Asian Countries, 1949-1961 
(in millions of dollars) 

Area 1949-1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 

Burma .2 .4 .5 .6 20.1 .9 .9 .9 .9 15.6 
Cambodia * .1 * .1 .2 .3 .2 .5 .4 .5 
Taiwan .1 .2 .4 .3 .3 .4 .4 1.0 .4 14.3 
Hong Kong * * * * * * * * * * 

Indonesia .1 .6 .8 .7 1.0 1.0 1.2 1.3 1.6 1.4 
Japan * * 37.5 * 12.8 24.2 75.0 104.1 84.2 105.2 
Korea * .1 * * * .1 .1 .1 .2 1.3 
Laos — * * * .1 .2 .2 .3 .3 .8 
Malaysia * .1 .2 .3 .4 .4 .4 29.0 .5 2.9 
Philippines .1 .4 .3 .3 .4 .5 19.0 1.0 1.0 1.0 
Thailand 25.7 .6 .6 .5 12.6 4.0 66.8 2.1 2.1 17.2 
Vietnam .1 .1 * * .1 .2 .3 .3 .3 .4 
Other & .1 .9 .4 .5 .7 .7 1.3 1.3 10.8 5.8 
Regional 

165.8 141.3 103.9 153.1 

23 18 13 15 

^Organizations include IBRD, IFC, IDA & UN funds 

•Less than $50,000 

Source: See Table 9. 

TOTAL 26.4 3.3 40.7 3.4 48.7 32.8 

% Worldwide 3 2 12 1 12 ' 8 



Table 11. Regional Distribution of U.S. Aid, Fiscal Years 
1946-61 (in percents) 

Latin Near East and 
Fiscal Year International Europe America South Asia Far East Africa Ocean 

1946-48 7 69 2 6 15 a a 

1949-52 3 69 3 9 16 a a 

1953-57 4 45 7 "* 16 27 1 a 

1958 4 26 8 30 30 2 a 

1959 5 22 11 29 29 3 1 

1960 2 22 8 38 25 4 1 

1961 4 15 18 31 23 8 a 

aLess than 1 percent 

Source: Agency for International Development, Statistics and Reports Division, 
U.S. Overseas Loans and Grants and Assistance from International Organizations, 
Special report prepared for the House Committee on Foreign Affairs (Washington, D.C.: 
March 18, 1966). 
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APPENDIX 2 

LIST OF ABBREVIATIONS 

The following is a list of abbreviations and/or acronyms 

as used in the text. 

AID Act for International Development 

CEA Council of Economic Advisers 

CED Committee on Economic Development 

CFEP Council on Foreign Economic Policy , 

DLF Development Loan Fund 

ECA Economic Cooperation Administration 

EXIM Export-Import Bank 
bank 

FOA Foreign Operations Administration 

GATT. General Agreement on Tariffs and Trade 

IBRD International Bank for Reconstruction and Development 

ICA International Cooperation Administration 

IDA International Development Association (Authority) 

IDAB . International Development Advisory Board 

IFC International Finance Corporation 

IMF International Monetary Fund 

ITO International Trade Organization 

MSP Mutual Security Program 
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NAC National Advisory Council for International Monetary 
and Financial Affairs 

NAM National Association of Manufacturers 

NSC National Security Council 

GTC Organization for Trade Cooperation 

PL 480 Public Law 480 

SEATO Southeast Asian Treaty Organization 

SUNFED Special United Nations Fund for Economic Development 



APPENDIX 3 

GEOGRAPHIC DEFINITIONS 

I have tried to employ the following geographic 

restrictions to the terms listed here and found in the text. 

Communist countries in Asia are not included (China, Soviet Union, 

North Korea, and North Vietnam). Their definitions are: 

East Asia—Japan, South Korea, Taiwan, Hong Kong, Philippines, 
Thailand, South Vietnam, Laos, Cambodia, Burma, 

Malaysia/Singapore, Indonesia 

Southeast Asia—Burma, Thailand, South Vietnam, Cambodia, 
Malaysia/Singapore, Indonesia 

South Asia—India, Pakistan, Nepal, Afghanistan, Ceylon 

Oceania/Pacific—Australia, New Zealand, Pacific Trust Islands 

Asia/Far East—East Asia and South Asia 
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