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CHAPTER TEN

Creating a Multilateral Trading
System, 1943-1950

Ithough Congress delegated trade-negotiating powers to the execu-

tive branch through the Reciprocal Trade Agreement Act of 1934, the
bilateral agreements reached during the 1930s had only a modest effect in
reducing import duties. During World War II, the State Department began
making ambitious plans for a multilateral agreement to reduce trade bar-
riers and eliminate discriminatory trade policies around the world. The
result was the negotiation of the General Agreement on Tariffs and Trade
in 1947. Despite some concerns about this executive action, Congress rec-
ognized that a system of open world trade broadly served the nation’s eco-
nomic and foreign-policy interests, although lack of Congressional sup-
port ended the attempt to establish an International Trade Organization.

A NEW ORDER FOR WORLD TRADE

Shortly after winning reelection in November 1940, President Franklin
Roosevelt started to move away from a policy of neutrality and began
helping Britain in the war against Nazi Germany. Britain did not have
the financial resources to pay for military and civilian supplies, but the
president was determined to provide some form of assistance. The idea of
making loans to Britain, as had been done during World War I, was rejected
on the grounds that debt repayments had contributed to the instability of
the interwar world economy.' In December 1940, the president unveiled
Lend-Lease, a program of economic and military assistance for Britain and
others fighting the Axis powers. Under Lend-Lease, the US government
would purchase military supplies and provide them to the Allies under
the fiction that they would be “returned” after the war, thereby eliminat-
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ing the need for repayment. After intense debate, Congress approved the
Lend-Lease program in March 1941.

Although recipient countries were not expected to pay for the goods,
the United States was not prepared simply to give them away without get-
ting something in return. The legislation required the recipients to pro-
vide a “direct or indirect benefit which the president deems satisfactory”
as compensation for the assistance.? This unspecified benefit became
known as “the consideration” and was the price that Britain, in particular,
would have to pay for American support.

The decision to supply Lend-Lease goods without providing loans or
asking for payment meant that the State Department, rather than the
Treasury Department, was given responsibility for handling the consid-
eration.? While the Treasury Department would have primary authority
for dealing with postwar monetary and financial issues, the State Depart-
ment would take the lead in most other postwar arrangements. At the top
of the State Department’s list of priorities was the reconstruction of the
world trading system. Secretary of State Cordell Hull and his followers
believed that efforts to promote growing world trade were needed to help
lay the groundwork for a lasting peace.

In a radio address in May 1941, Hull set out his vision of the postwar
world, stating that it was “none too early to lay down at least some of the
principles by which policies must be guided at the conclusion of the war.”
The overarching goal for the postwar period was “the task of creating ul-
timate conditions of peace with justice.” This would require “a broad pro-
gram of world economic reconstruction” in which “the main principles, as
proven by experience, are few and simple.” Among these principles were
that “non-discrimination in international commercial relations must be
the rule, so that international trade may grow and prosper” and “raw ma-
terials must be available to all nations without discrimination.” Further-
more, “extreme nationalism must not again be permitted to express itself
in excessive trade restrictions.” Hull concluded by saying that, “in the fi-
nal reckoning, the problem becomes one of establishing the foundation of
an international order in which interdependent nations cooperate freely
with each another for their mutual gain.”

The outbreak of another war in Europe convinced almost everyone that
America’s failure to provide leadership after World War I had contributed
to the outbreak of World War II, and government officials were determined
not to repeat the mistakes of the past. A key goal was simply to free world
trade from the destructive trade policies that had arisen during the 1930s
and help the world economy flourish once again. As the dominant world
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power, the United States was in a strong position to help put world trade
on an open and non-discriminatory basis. American officials saw an “un-
paralleled opportunity to obtain a large and world-wide reduction of trade
barriers” after the war and believed that “every possible measure should
be explored to take advantage of the present unique opportunity to pre-
serve and strengthen the free-enterprise basis of world trade.”s In addition
to reducing tariffs, eliminating quotas, and dismantling discriminatory
trading blocs, American policymakers were deeply concerned about how
state trading and state-owned industries had begun to crowd out private
US firms in world trade. In such a world, the United States, with its largely
private enterprise economy, would operate at a competitive disadvantage
in foreign markets.

In May 1941, State Department officials began drafting a formal Mu-
tual Aid Agreement. In exchange for Lend-Lease assistance, State De-
partment officials believed that Britain should cooperate with the United
States in establishing an open, multilateral trading system, the corner-
stone of which would be non-discrimination. Britain’s participation was
critical to the success of this endeavor. Although its global power was se-
verely diminished, Britain still played a leading role in international trade
and finance, and led a large number of Commonwealth countries, includ-
ing Australia, Canada, India, South Africa, New Zealand, and Ceylon. If it
rejected the American proposals, Britain could create its own formidable
trade bloc based on the preferential tariffs in the Ottawa agreements and
the sterling-centered payments system, leaving the United States out-
side that important sphere. As a result, the State Department under Hull
wanted to abolish imperial preferences and significantly reduce other trade
barriers. Because Britain now desperately needed American assistance, the
State Department was in a much stronger position to make demands on
Britain than it had been in 1938, when a reciprocal trade agreement failed
to accomplish much.¢

In June 1941, the British government dispatched John Maynard Keynes,
the brilliant economist and influential adviser to the UK Treasury, to
Washington to discuss the terms and conditions of the mutual aid agree-
ment. Keynes was the famous author of the General Theory of Employ-
ment, Interest, and Money (1936), which made a case for activist govern-
ment policies to maintain economic stability and ensure full employment.
At this point, Keynes believed that economic planning would be needed to
ensure full employment after the war. Such planning, in his view, would
involve controls on international trade, including import quotas and state
trading. Keynes was also pessimistic about the prospects for a postwar
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agreement to ensure open world trade and worried that his country would
face severe balance of payments problems after the war. Therefore, he went
into the negotiations convinced that Britain would long be dependent
upon its privileged bilateral trade relationships within the sterling bloc to
conduct its foreign trade.

When Keynes was sent to Washington, Britain’s main objective was
simply to postpone any specific commitments on postwar economic pol-
icy.” But American officials were not easily diverted from their goal, and
Assistant Secretary of State Dean Acheson presented Keynes with a draft
aid agreement in July 1941. In exchange for assistance, article 7 of the draft
stated that postwar arrangements “shall be such as to not burden com-
merce between the two countries but to promote mutually advantageous
economic relations between them and the betterment of world-wide eco-
nomic relations; they shall provide against discrimination in either the
United States or the United Kingdom against the importation of any prod-
uct originating in the other country; and they shall provide for the for-
mulation of measures for the achievement of these ends.”® Keynes asked
whether this implied that imperial preferences, exchange controls, and
other trade measures would be restricted in the postwar period. Acheson
replied that it did, but assured Keynes that “the article was drawn so as
not to impose unilateral obligations, but rather to require the two coun-
tries in the final settlement to review all such questions and to work out
to the best of their ability provisions which would obviate discriminatory
and nationalistic practices and would lead instead to cooperative action to
prevent such practices.”?

This exchange produced a long outburst from Keynes, who was dis-
mayed at what he perceived to be an attempt to force unilateral obligations
on Britain when it wanted to keep imperial preferences and might need
various trade controls to survive in the postwar world.'® Keynes made no
promises and told Acheson that the British government was divided over
postwar trade policy; some wanted a return to free trade, another group (in-
cluding Keynes) believed in the use of import controls, and a third group
wanted to preserve imperial preferences.!!

In fact, Keynes was shocked by the State Department proposals and
privately dismissed the draft of article 7 as the “lunatic proposals of
Mr. Hull.”?2 To him, the Americans seemed to believe in an outdated ide-
ology of limited government intervention that ignored the new reality
that governments would need extensive trade controls to ensure economic
stability. Keynes (1980, 239) rejected one State Department memo on trade
as “a dogmatic statement of the virtues of laissez-faire in international
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trade along the lines familiar forty years ago, much of which is true, but
without any attempt to state theoretically or to tackle practically the dif-
ficulties which both the theory and the history of the last twenty years
[have] impressed on most modern minds.”3

The clash between Keynes and Acheson over imperial preferences
would be repeated at nearly every bilateral meeting over the next six years.
For example, a few weeks later, in August 1941, President Roosevelt and
Prime Minister Winston Churchill met off the coast of Newfoundland,
Canada, to issue a joint declaration on the purposes of the war against fas-
cism and the guiding principles to be followed after the war. Churchill pre-
sented a first draft of what became known as the Atlantic Charter, which
included a pledge that the two countries would “strive to bring about a fair
and equitable distribution of essential produce around the world.”** Under-
secretary of State Sumner Welles tried to introduce tougher language that
called for the “elimination of any discrimination.” Roosevelt softened this
to say that mutual economic relations would be conducted “without dis-
crimination,” but Churchill insisted that discrimination could be elimi-
nated only “with due respect for existing obligations.”!5

Over the strong objections of Welles, Roosevelt accepted this compro-
mise language. As a result, the final version of the Atlantic Charter stated
that the countries “will endeavor, with due respect for their existing ob-
ligations, to further the enjoyment by all States, great or small, victor or
vanquished, of access, on equal terms, to the trade and to the raw mate-
rials of the world which are needed for their economic prosperity.” Hull
(1948, 975-6) was “keenly disappointed” with this language because the
“with due respect” qualification “deprived the article of virtually all sig-
nificance since it meant that Britain would continue to retain her Empire
tariff preferences against which I had been fighting for eight years.” Hull’s
State Department would not give up its attack on imperial preferences,
which in their view “combined the twin evils of discrimination and politi-
cization of foreign trade.”'

At the same time, Roosevelt urged Churchill to conclude the mutual
aid agreement soon, telling him that there was no specific obligation to
eliminate imperial preferences, just a commitment to negotiate in good
faith over the issue.” This assurance helped Churchill to persuade his
Cabinet to approve the Mutual Aid Agreement, which was signed in Wash-
ington in February 1942. Article 7 stated that, in exchange for American
assistance, the countries agreed “not to burden commerce between the
two countries, but to promote mutually advantageous economic relations
between them and the betterment of world-wide economic relations,” and
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they also agreed to action, “open to participation by all other countries
of like mind, directed to the expansion, by appropriate international and
domestic measures, of production, employment, and the exchange and
consumption of goods, which are the material foundations of the liberty
and welfare of all peoples; to the elimination of all forms of discrimina-
tory treatment in international commerce, and to the reduction of tariffs
and other trade barriers.” Unfortunately, article 7 continued to be inter-
preted differently by American and British officials. The State Department
viewed it as an implicit promise to abolish imperial preferences, whereas
the British government viewed it merely as a pledge to discuss the issue.!8

The signing of the Mutual Aid Agreement allowed both sides to fo-
cus on bringing the article 7 obligation into effect. British policymakers
wanted to come up with their own trade-policy proposals before Ameri-
can officials became wedded to their own plan. In July 1942, James Meade,
an economist with the Economic Section of the War Cabinet Secretariat,
wrote a short memorandum entitled “Proposal for an International Com-
mercial Union.”"” Meade proposed a multilateral trade convention with
three key features: (1) open membership to all states willing to carry out
the obligations of membership, (2) no preferences or discrimination (with
an exception for imperial preference] among the participants, and (3) a
commitment to “remove altogether certain protective devices against the
commerce of other members of the Union and to reduce to a defined maxi-
mum the degree of protection which they would afford to their own home
producers against the produce of other members of the Union.” Meade’s
proposal circulated in the British government and generally received ap-
proval, with the reservation that Britain would retain the right to impose
import quotas if it faced balance of payments difficulties. Meade’s pro-
posal formed the basis for the country’s negotiating position with respect
to article 7.20

Meanwhile, US proposals for the implementation of article 7 were de-
layed through 1942 because of America’s entry into the war after the at-
tack on Pearl Harbor. The delay continued into 1943, when the State De-
partment was focused on getting Congress to renew the RTAA (discussed
in chapter 9). Finally, in September 1943, a British delegation arrived in
Washington to meet with their American counterparts to discuss trade
matters. Officials from the UK Board of Trade and the War Cabinet’s Eco-
nomic Section, including economists James Meade and Lionel Robbins,
met with Harry Hawkins of the State Department and officials from other
federal agencies on commercial policy issues. In parallel discussions, John
Maynard Keynes and other UK Treasury officials met with Harry Dexter
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White of the Treasury Department on postwar financial and exchange rate
issues.?! These officials represented the staff level, not the political level,
of their governments, meaning that these were exploratory discussions to
prepare the ground for higher-level negotiations.

The main issues in the commercial policy discussions were tariffs and
preferences, quantitative restrictions, investment, employment policy,
cartels, commodity agreements, and state trading. With respect to tariffs
and preferences, the United States favored bilateral negotiations to reduce
duties on a selective, product-by-product basis, in order to avoid reductions
on sensitive products, as had been the practice under the RTAA. Britain
strongly favored multilateral tariff reductions on an across-the-board basis
in order to free up international trade to the fullest extent possible. British
officials thought that the more cautious American approach, coupled with
the insistence on safeguards and escape clauses, would limit the potential
for tariff reductions to expand international trade. As the discussions pro-
gressed, the British representatives began to persuade their counterparts
about the merits of a broader multilateral approach. US officials did not
rule out such an approach, and Hawkins himself seemed to favor it, but it
ran counter to the traditional bilateral negotiations that had been pursued
under the RTAA.?>? The two sides had a wider gap on preferences and mat-
ters such as quantitative restrictions: the United States opposed them, but
Britain wanted the option of using them for balance of payments purposes.

Still, the discussions were fruitful, and both sides agreed that they had
a solid basis for moving forward. As a result, the interagency Special Com-
mittee on Relaxation of Trade Barriers issued an interim report in De-
cember 1943 that began with a succinct statement of the prevailing view
among American officials:

A great expansion in the volume of international trade after the war
will be essential to the attainment of full and effective employment in
the United States and elsewhere, to the preservation of private enter-
prise, and to the success of an international security system to prevent
future wars. In order to create conditions favorable to the fullest pos-
sible expansion of international trade, on a non-discriminatory basis,
it will be necessary for nations to turn away from the trade-restricting
and trade-diverting practices of the inter-war period and to cooperate
in bringing about a reduction of the barriers to trade erected by govern-
ments during that period. International trade cannot be developed to
an adequate extent unless excessive tariffs, quantitative restrictions on
imports and exports, exchange controls, and other government devices
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to limit trade are substantially reduced or eliminated. Moreover, if this
is not done, there may be a further strengthening of the tendency, al-
ready strong in many countries before the war, to eliminate private en-
terprise from international trade in favor of rigid control by the state.??

The report stated that “the most promising means of reducing, elimi-
nating, or regulating these various types of trade restrictions, on a world-
wide basis, is the negotiation among as many countries as possible of a
multilateral convention on commercial policy” and noted that the United
States was the only country that could lead the world in this direction. It
proposed “a substantial reduction of protective tariffs in all countries”; the
abolition of import quotas, which “are among the devices most destruc-
tive of international trade and least conformable to a system of private
enterprise”; “the elimination of all forms of discriminatory treatment in
international trade,” particularly imperial preferences; the establishment
of principles for state trading; the elimination of export subsidies; and the
creation of an international commercial policy organization as “essential
to the successful operation of the proposed convention.”

However, plans for postwar trade arrangements materialized slowly,
because priority was given to establishing the United Nations (at Dumbar-
ton Oaks, Washington, DC) and the international monetary system (at
Bretton Woods, New Hampshire). Only by October 1944 was a sketch of a
multilateral commercial convention circulating within the government.
The draft suggested that the United States propose a 50 percent horizon-
tal tariff reduction, subject to a 10 percent floor, and the elimination of
tariff preferences and import quotas, with some exceptions. The proposed
convention would also deal with foreign exchange controls, state trading
(ensuring equality of treatment), and subsidies (both export and domestic
subsidies would be phased out, with some exceptions). President Roosevelt
himself specifically instructed Hull to include provisions on restrictive
business practices.?*

To this point, Congress and the public were largely unaware of the am-
bitious plans that the Roosevelt administration had been developing with
respect to postwar trade policy. In November 1944, Acheson testified be-
fore Congress in one of the first public discussions of the administration’s
postwar commercial policy proposals. Acheson (1944, 660) began by warn-
ing that “the pre-war network of trade barriers and trade discrimination, if
allowed to come back into operation after this war, would greatly restrict
the opportunities to revive and expand international trade. Most of these
barriers and discriminations are the result of government action. Action
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by governments, working together to reduce these barriers and to elimi-
nate these discriminations, is needed to pave the way for the increase in
trade after the war, which we must have if we are to attain our goal of full
employment.” With the approaching transition from war to peace, he con-
tinued, the world was “presented with a unique opportunity for construc-
tive action in cooperation with other countries. . . . We therefore propose
to seek an early understanding with the leading trading nations, indeed
with as many nations as possible, for the effective and substantial reduc-
tion of all kinds of barriers to trade.”

Acheson described the US objectives as the elimination of discrimina-
tory treatment in trade, the abolition of import quotas and prohibitions,
the reduction of tariffs, and the establishment of rules with respect to
government monopolies and state trading. In addition, he anticipated the
creation of an international organization to study world trade problems
and recommend solutions. “We propose, in other words, that this Govern-
ment go on with the work which it has been doing during the last 10 years,
even more vigorously, with more countries, and in a more fundamental
and substantial way,” Acheson (1944, 660) concluded. Even though no spe-
cific policy actions were imminent, Acheson set the stage for the renewal
of the RTAA in 1945: “In order to achieve this, we need to continue and to
extend the efforts that we have made, through the reciprocal trade agree-
ments program, to encourage an expansion of private foreign trade on a
non-discriminatory basis.”

THE 1945 RENEWAL OF THE RTAA

By the presidential election of 1944, the end of World War II was in sight,
and political attention shifted away from the military campaign and to-
ward postwar foreign policy. The Democratic platform stated that “world
peace is of transcendent importance” and pledged to “extend the trade
policies initiated by the present administration,” but provided no specif-
ics.?> The Republican platform revealed a further, if highly qualified, step
toward accepting the trade agreements program and the possibility of fur-
ther tariff reductions negotiated by the president:

If the postwar world is to be properly organized, a great extension of
world trade will be necessary to repair the wastes of war and build an
enduring peace. The Republican Party, always remembering that its
primary obligation . . . is to our own workers, our own farmers and

our own industry, pledges that it will join with others in leadership in
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every co-operative effort to remove unnecessary and destructive barri-
ers to international trade. We will always bear in mind that the domes-
tic market is America’s greatest market and that tariffs which protect
it against foreign competition should be modified only by reciprocal

bilateral trade agreements approved by Congress.

This suggested that the Republicans accepted the idea of reciprocity but
still rejected the unconstrained delegation of authority to the president.
If this caveat was not enough to hamper the program, however, the party
also pledged to “maintain a fair protective tariff on competitive products
so that the standard of living of our people shall not be impaired through
the importation of commodities produced abroad by labor of producers
functioning upon lower standards than our own.”2¢

The 1944 election kept the Democrats in control of Congress and Roo-
sevelt as president. With the election settled, the State Department began
preparing for the renewal of trade-negotiating authority under the RTAA,
which was due to expire in June 1945. For the first time, this renewal
would take place without Cordell Hull. After serving as Secretary of State
for eleven years, Hull retired from public life in November 1944. Hull had
championed the reciprocal trade agreements program from its inception,
and this transition could have marked a setback for the program within
the State Department and administration. Yet Hull’s immediate succes-
sors continued to believe that the program served the national economic
interest and furthered the country’s foreign-policy goals. In fact, the new
assistant secretary of state for economic affairs, Will Clayton, embraced
the cause of non-discriminatory trade liberalization with even greater zeal
than Hull. A successful cotton broker, Clayton came from the Southern
Democratic tradition in favor of freer trade. As Clayton (1963, sor) later
put it, “I have always believed that tariffs and other impediments to inter-
national trade were set up for the short-term, special benefit of politically
powerful minority groups and were against the national and international
interest.” In December 1944, Clayton wrote to the retired Hull, “The first
letter I sign on State Department stationary is to you. I want to assure you
that your foreign policy is so thoroughly ingrained in my system that I
shall always work and fight for it.”?

The political conditions for the 1945 renewal were favorable: Roosevelt
had just won an unprecedented fourth term as president, the Democrats
still controlled Congress with large majorities, and public opinion favored
America’s global leadership to ensure a lasting peace. A Gallup poll found
that 75 percent of those questioned supported continuing the trade agree-
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ments program, and just 7 percent were opposed, with 18 percent express-
ing no opinion. When asked if the program should be used for further tariff
reductions, 57 percent answered yes, 20 percent no, and 23 percent had no
opinion.?$

Yet the 1945 renewal of the RTAA was unlike any previous one be-
cause it would provide the statutory basis for postwar tariff negotiations.
There were two sensitive features to the administration’s proposal: the
magnitude of the tariff reduction allowed and the method of tariff reduc-
tion permitted. The State Department decided to ask for authority to re-
duce import duties by up to 5o percent from their 1945 rates, not from the
1934 rates, as in previous renewals. This new tariff-cutting authority was
sought because the 50 percent maximum reduction in tariffs specified in
the original 1934 act had been made on about 42 percent of dutiable im-
ports in previous reciprocal trade agreements, leaving little room for ad-
ditional tariff cuts under the old authority.?

State Department officials also debated whether to stick with reducing
tariffs on a selective, product-by-product basis or to propose reducing tar-
iffs on a horizontal (across-the-board) basis. The selective basis granted in
previous RTAA renewals had been designed to avoid reductions that might
harm certain politically powerful, import-sensitive industries. As a result
of discussions with Britain and Canada, however, officials had been per-
suaded that a horizontal tariff reduction would be a more efficient method
of reducing import duties. This approach was written into the draft RTAA
renewal legislation that the administration circulated for congressional
consideration.

In early March 1945, senior State Department officials conferred with
key Democratic leaders on Capitol Hill. The initial reaction of House
Speaker Sam Rayburn, Ways and Means Committee Chairman Robert
Doughton, and others was reported to be “very discouraging.” While the
Democratic leadership saw no problem with a three-year renewal of the
negotiating authority under section 1 of the draft legislation, or even with
the new 5o percent tariff reduction authority in section 2, they regarded
section 3, permitting a horizontal as opposed to selective tariff reductions,
as problematic. While congressional leaders “seemed to like the objective
of the section,” a State Department memo reported, “they were fearful
that its inclusion would complicate and prolong Congressional consider-
ation” of the new 50 percent authority and “make it very difficult, if not
impossible, to get section 2 unqualified by some form of Congressional
approval.” The congressional leaders “did not close the door to section 3
but Departmental officers who met with them came away with the feeling



466 CHAPTER TEN

that the leaders felt very strongly that it should be dropped.”?° This left ad-
ministration officials pondering whether to seek authority to reduce tar-
iffs by up to 50 percent on a selective basis, or to reduce them by a smaller
amount on a horizontal basis. State Department staff who had worked on
trade matters during the war pressed to keep both, but given the reaction
on Capitol Hill, Acheson and Clayton decided to ask for the authority to
reduce tariffs by up to so percent on a selective basis only.3!

Late that month, Roosevelt formally requested the renewal of the
RTAA for three years. In making the request, the president stated that “we
cannot succeed in building a peaceful world unless we build an economi-
cally healthy world” and that “trade is fundamental to the prosperity of
nations.” Therefore, he continued,

The reciprocal trade agreement program represented a sustained ef-
fort to reduce the barriers which the Nations of the world maintained
against each other’s trade. If the economic foundations of the peace
are to be as secure as the political foundations, it is clear that this ef-
fort must be continued, vigorously and effectively. . . . The purpose of
the whole effort is to eliminate economic warfare, to make practical
international cooperation effective on as many fronts as possible, and
so to lay the economic basis for the secure and peaceful world we all
desire.?

Roosevelt died a month later, making this his last statement on trade
policy. But his death did little to change US policy, because his successor,
Harry Truman, assured continuity. As a Democratic Senator from Mis-
souri, Truman had always faithfully supported the RTAA. In his first press
conference as president, just days after taking office, Truman affirmed, “I
am for the reciprocal trade agreements program. Always have been for it.
I think you will find in the record where I stood before, when it was up
in the Senate before, and I haven’t changed.” At the same time, Truman
did not understand all the details of the negotiations or even the issues
at stake. After Clayton briefed him on the status of the postwar plans for
commercial policy, Truman sighed, “I don’t know anything about these
things. I certainly don’t know what I'm doing about them. I need help.”3

The stakes in the 1945 RTAA renewal were much greater than in any
previous renewal. The Ways and Means Committee began hearings in mid-
April and heard from eighty-nine witnesses, thirty-three of whom favored
the renewal (seven were administration officials). Clayton testified that
without American leadership, an open multilateral trading system would
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likely be supplanted by economic blocs and government barter arrange-
ments, both of which distorted trade and were “contrary to our deepest
convictions about the kind of economic order which is most conducive to
the preservation of peace.”** Among the groups that testified in favor were
the American Farm Bureau Federation, the Congress of Industrial Orga-
nizations (United Automobile and Aircraft Workers), and the Chamber of
Commerce, groups that saw the advantages of larger export markets in
the postwar world. The witnesses against the bill included representatives
from some labor groups and small- and medium-sized producers from spe-
cific industries, such as glass and pottery, wool growing and processing,
textiles and shoes, lumber, cattle, and sugar.

In favorably reporting the bill, the Democratic majority stressed the
opportunity to create a new system for postwar world trade. The Repub-
lican minority denied that they were economic isolationists but worried
about imports harming domestic industries. They accused the Democrats
of having “bowed to the demands of the State Department” and claimed
that they had “been overreached by the soft talk of world planners and
globocrats who, we believe, would put the American worker, the Ameri-
can farmer, and the American businessman on the international auction
block.”35

Robert Doughton (D-NC)J, who had been the Ways and Means chairman
in 1934 when the original RTAA had been passed, began the debate on the
House floor by stating that “the whole idea of the Reciprocal Trade Agree-
ments Act is to find a better market for our surplus products in a world
freer from economic barriers, which means fuller employment, larger
profits, and a higher standard of living.” He argued that “opponents of the
bill admitted that they had not been hurt by the reductions in tariff rates
already made, but expressed fear that sometime in the distant and uncer-
tain future they might suffer because of duties lowered under trade agree-
ments. Fear was the text, the sermon and the song of the opposition.”3¢

Some Republicans stated that they would support a renewal, but only
if the new tariff-cutting authority allowed for in section 2 was removed.
Leading the opposition, Harold Knutson (R-MN) warned against deep tar-
iff cuts on employment grounds: “The chairman spoke eloquently about
wanting to provide jobs for the returning veterans. Please tell me how
you are going to provide jobs if you transfer our payrolls to Czechoslova-
kia, France, the United Kingdom, China, Germany, Russia, and India?”
Charles Plumley (R-VT) said, “I feel very strongly that now more than
ever the United States needs reasonable barriers in the nature of protec-
tive tariffs against the flood of goods from destitute and devastated areas,
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manufactured and produced at starvation wages supporting a standard of
living we will not tolerate and with which we cannot compete.” He added,
“America can best help the world by being prosperous and strong, and we
can remain neither if we surrender our home market to the pauperized
labor of all the world.”?’

Dean Acheson was unimpressed by the Congressional debate, which
speculated more about the potential impact of imports on domestic indus-
tries than it focused on the foreign-policy goal of strengthening the free
world through cooperative measures to expand trade. Acheson (1969, 107)
wrote that he found it “a dreary and wholly unrealistic debate. Few of the
claimed virtues of the bill were really true and none of the fancied dan-
gers. The true facts lay in a different field from that where the shells from
both sides were landing.” On the third day of the debate, Acheson (1969,
107) wrote, “I have had a day of frenzied lobbying on the Hill. We are in
real trouble and may or may not come through tomorrow. We are trying
to get a letter from the president in which he lays his political head on the
block with ours. It will be interesting to see if he signs it.”

On the final day of the House debate, Knutson proposed deleting all of
section 2 of the proposed bill, the new 50 percent tariff-cutting authority,
which was “the crux of the whole fight.”?® Anticipating this motion, House
Speaker Sam Rayburn took the unusual step of addressing the House from
the floor, warning that “there is a big chance here to make a big mistake.”
Rayburn argued that the trade agreements program had to be strengthened
to ensure postwar cooperation on economic matters. He then read a letter
from President Truman pledging that American industry and labor would
not be sold out in any trade agreement. The president wrote,

I assume there is no doubt that the act will be renewed. The real ques-
tion is whether the renewal is to be in such a form as to make the act
effective. For that purpose the enlargement of authority provided by
section 2 of the pending bill is essential. I have had drawn to my at-
tention statements to the effect that this increased authority might be
used in such a way as to endanger or “trade out”’ segments of Ameri-
can industry, American agriculture, or American labor. No such action
was taken under President Roosevelt and Cordell Hull, and no such
action will take place under my presidency.’

The proposed amendment to eliminate section 2 was narrowly rejected by
a vote of 197-174. A swing of just twelve members of the House could have
reversed the outcome of this crucial vote and brought down the plans for
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significant trade liberalization after the war. Galvanized by the president’s
appeal, the Democratic leadership helped defeat the remaining amend-
ments that would have given Congress veto power over any agreement,
reduced or eliminated the new authority, or otherwise eviscerated the bill,
with close but somewhat larger majorities.

At about 6:30 p.m., on May 26, 1945, the House voted 239-153 to renew
the RTAA for three years. As usual, the final vote was largely along party
lines: Democrats voted 203-12 in favor, and Republicans voted 139-33
against. Although the final margin was comfortable, Acheson (1969, 107)
noted that “this does not tell the true story. It was very close on the criti-
cal amendments which would have killed the bill. Our toughest one was
an amendment to strike out the additional authority given the President
to reduce tariffs.” Figure 10.1 shows the House vote, with support mainly
coming from the Democratic South, as usual, but with some new support
also coming from the Northeast, where manufacturing industries hoped
to benefit from expanding postwar exports.

The renewal then moved to the Senate, where it faced more dangers.
In the Finance Committee, Democrats defeated Republican amendments
to reduce the authority to two years and require congressional approval of
trade agreements, but Robert Taft (R-OH) persuaded the committee, in a
10-9 vote, to eliminate section 2 of the bill, and three of eleven Democrats
voted against the president. Acting Secretary of State Joseph Grew criti-

. Yea
l Nay

D Did not vote

Figure 10.1. House voting on the RTAA renewal, May 26, 1945. (Map courtesy
Citrin GIS/Applied Spatial Analysis Lab, Dartmouth College.)
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cized the committee’s action and told the press that, without section 2, the
renewal would be “an empty symbol of our hopes for cooperation with the
rest of the world in an economic field.”*

On the Senate floor, the Democratic leadership insisted that unless the
new 5o percent negotiating authority were reinstated, the renewal would
be meaningless. Taft said that he agreed that the Smoot-Hawley rates were
too high and supported the trade agreements program, but opposed the au-
thority to reduce tariffs by an additional 5o percent because the existing
tariff cuts had not been tried under normal conditions. “If we reduce the
rates by 50 percent, . . . the country will be hurt,” he worried. “We have
the responsibility of doing all we can to prevent our people being driven
out of work.”" The Democratic majority managed to save section 2 of the
bill by a 47-33 vote and then defeated another six hostile amendments,
including a requirement that the Senate ratify all trade agreements, a pro-
hibition on any cuts in duties on agricultural commodities, and the impo-
sition of import quotas on textiles.

On June 20, 1945, “after what seemed like a millennium of talk” in
Acheson’s (1969, 108) view, the Senate approved the extension by a 5421
vote. Democrats voted 38—5 in favor, along with one Progressive, while
Republicans voted 16-15 against. Thus, at this critical juncture, 15 of 31
(48 percent) Senate Republicans broke ranks and supported the renewal,
even though some had voted for the limiting amendments. As Edward
Johnson (R-CO) said, “I don’t know how it happens, but somehow it always
seems that a day or two before you come to voting on reciprocal trade you
always have enough votes to beat it, but then when you vote somehow all
your votes disappear and it passes.”*

The Republican split on trade policy in 1945 was driven largely by
a swing of Northern Republicans behind the RTAA, particularly in the
northeast, whose states had an above-average concentration of export-
oriented producers.*® A simple comparison of Senate Republican voting in
1934 and 1945 makes this point. The propensity of Midwest Republicans
to vote for the RTAA was unchanged: six of fourteen Midwest Republicans
voted for the RTAA in 1934 (the only Republicans to do so) and eight of
twenty Midwest Republicans voted for the renewal in 1945. However, the
propensity of northeastern Republicans to support the RTAA increased
dramatically: in 1934, not one of the fifteen Northern Republicans favored
the RTAA, but six of nine Northern Republicans did so in 1945. With the
Republicans dropping their pledge to repeal the RTAA and ending their
attacks on its constitutionality, some cross-party support for the program
was beginning to emerge, at least in the Senate. Indeed, if the RTAA was
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to survive, it would need some cross-party appeal at some point, because
eventually the Republicans would return to power.

Harry Hawkins later wrote that the 1945 renewal “marks the high
point in the legislative basis of the trade-agreements program.”** How-
ever, he noted, “this enactment took place when the war was drawing to
a close—at a time when there was a shortage of goods rather than seri-
ous market competition, when the creation of a permanent peace was still
widely regarded as an attainable goal, and when peaceful trade among na-
tions was widely recognized as an important foundation for international
peace.” These unique circumstances facilitated its passage. Even so, secur-
ing Congress’s support for the RTAA had not been easy, and changing con-
ditions would only make its renewal more difficult in the future.

TOWARD A MULTILATERAL TRADE AGREEMENT

Just days after Congress renewed the RTAA, Hawkins, now posted at
the US Embassy in London, informed his British counterparts that Con-
gress had approved legislative authority to undertake significant tariff
reductions, but only on a selective basis, with no horizontal tariff cuts.
Therefore, the United States proposed going ahead with a “multilateral-
bilateral” approach, wherein countries would negotiate bilaterally on a
product-by-product basis with the principal supplier of a good in question
and then generalize the resulting tariff reductions to other participating
countries via the unconditional MFN clause.* British officials were sorely
disappointed at this news, which was a blow to their hopes for a large,
across-the-board multilateral tariff reduction. The British were also pes-
simistic about the length of time it would take to negotiate bilaterally,
citing the protracted 1938 trade negotiations between the two countries.

The United States also briefed Canadian officials on this development.
Norman Robertson, Canada’s Undersecretary of State for External Af-
fairs and a staunch supporter of an open, multilateral trading system, was
“deeply disappointed and dismayed” by the news that a horizontal tariff
reduction would be impossible. Selective tariff reductions, the Canadians
emphasized, would “emphasize the sanctity of protectionism” and make
countries “adopt the same careful and cautious attitude toward the reduc-
tion or removal of tariffs” and “obscure the truth that trade barrier reduc-
tion is also of benefit to the country doing the reducing.”*¢

Yet Canadian officials also made a suggestion that soon took on enor-
mous consequence. If the multilateral-bilateral approach had to be taken,
they thought it would be undesirable to have many countries at the bar-
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gaining table. In Canada’s view, “a general conference of all countries
might be dangerous, since the views of the many small countries might
unduly weaken the bolder measures which the large trading nations might
find it possible to agree upon. . . . judging from past experience, the pres-
ence at a general international conference of the less important, and for
the most part protectionist-minded, countries, would inevitably result in
a watering-down of the commitment which a smaller number of the major
trading nations might find it possible to enter into.”# Therefore, Canadian
officials suggested that a small “nuclear” group of eight to twelve coun-
tries that were deeply committed to reducing trade barriers be convened
first. Until Canada’s suggestion, the State Department had envisioned a
single, large multilateral gathering that would negotiate tariff reductions,
establish rules about trade policy, and create an International Trade Or-
ganization (ITO). Canada proposed moving in two steps: a smaller group
would negotiate a reduction in trade barriers first, and then a larger group
would finalize the text of an agreement creating an ITO.

This idea had an immediate impact on American policy. In July 1945,
the Executive Committee on Economic Foreign Policy recommended aban-
doning the multilateral-bilateral approach and adopting instead a “selec-
tive nuclear multilateral-bilateral” approach.*® Under this approach, about
a dozen countries would negotiate bilateral agreements for selective tariff
reductions and reach informal agreement on rules dealing with tariff and
non-tariff barriers to trade. This agreement would then be presented to a
larger international conference that would create the ITO. Thus, by July
1945, the United States had a rough conception of the process by which it
could move from draft proposals to negotiated agreements through a two-
track procedure that would lead to a General Agreement on Tariffs and
Trade as distinct from an International Trade Organization.

Despite protesting the limitations on US negotiating authority, Brit-
ain was still a reluctant partner, especially as a new Labour government
confronted the country’s severe economic problems. What rekindled the
stalled discussions between the two countries was President Truman’s
abrupt decision in August 1945, after Japan’s surrender ended World War II,
to terminate Lend-Lease aid to Britain and the allies. The decision stunned
the British government, which still lacked the ability to pay for critical
imports of food, fuel, and raw materials. Keynes (1979, 410) warned that,
without financial assistance, Britain was facing a “financial Dunkirk.”
He was immediately dispatched to the United States to secure a loan that
would help finance Britain’s balance of payments shortfall.

The British loan negotiations took place in Washington in September—
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November 1945, with parallel discussions over article 4 and commercial
policy. The US trade negotiators handled the contentious issue of impe-
rial preferences clumsily. Assistant Secretary of State Clayton implied
that Britain had agreed to abolish imperial preferences in the Mutual Aid
agreement, which was not the case, and implicitly threatened to deny Brit-
ain financial assistance if it did not eliminate them, a stand the British
viewed as blackmail. When Britain resisted, American officials backed
down and accepted the position that elimination of preferences was not a
condition for financial assistance.

Despite this friction, these Anglo-American commercial policy dis-
cussions proved to be a critical breakthrough that ended two years of in-
action. By November, the two sides issued a joint statement that “action
for the elimination of preferences will be taken in conjunction with ad-
equate measures for the substantial reduction in barriers to world trade on
a broad scale” and that existing commitments would not stand in the way
of actions to reduce preferences.* More importantly, the two sides agreed
on the outline of a trade-policy charter that would be presented to other
governments for consideration.

In December 1945, the State Department published its “Proposals for
Expansion of World Trade and Employment,” the first public disclosure
of the administration’s plans. The proposals sought to address the four
factors held responsible for the diminished volume of world trade: gov-
ernment trade restrictions, private trade restrictions (cartels and combi-
nations), disorderly markets for primary commodities, and irregularity
in domestic production and employment. Regarding the first factor, the
proposals stated that “barriers of this sort are imposed because they serve
or seem to serve some purpose other than the expansion of world trade.
Within limits they cannot be forbidden. But when they grow too high, and
especially when they discriminate between countries or interrupt previ-
ous business connections, they create bad feeling and destroy prosperity.
The objective of international action should be to reduce them all and to
state fair rules within which those that remain should be confined.”*® The
proposals called for an international conference on tariffs to be held “not
later than the summer of 1946” and noted that “no government is ready
to embrace ‘free trade’ in any absolute sense. Nevertheless, much can use-
fully be done by international agreement toward reduction of governmen-
tal barriers to trade.”

The United States then did two things. First, the State Department
invited fifteen countries to participate in a meeting of “nuclear” coun-
tries that would negotiate tariff reductions. However, domestic politics
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intruded. In April 1946, Truman was asked to sign off on the list of items
contemplated for duty reduction, while also being warned that “experi-
ence has shown that once this list is published, minority interests will
put strong pressure on the Administration for commitments that partic-
ular tariff rates will not be cut.”s' This request triggered alarm bells at
the White House and higher levels of the State Department because of the
upcoming midterm elections. As a result, Truman and Secretary of State
James Byrnes decided to postpone the negotiations among the “nuclear”
countries until early 1947. The rationale was that the administration
wanted Congress to pass the British loan before the State Department gave
the required ninety-day public notice about the tariff items that would
be subject to negotiation. If Congress approved the loan in mid-1946, as
anticipated, then the public notice and public hearings on the potential
tariff reductions would come uncomfortably close to the congressional
elections. To avoid stirring up political controversy over the trade propos-
als, Truman and Byrnes decided to issue the public notice immediately af-
ter the election, meaning that the negotiations could not begin until early
1947. Clayton sent an impassioned memo asking to adhere to the original
schedule; he wanted to accelerate the process, supposedly quipping that
“we need to act before the vested interests get their vests on.”>> However,
the decision had been made, and this plea failed.

Second, in February 1946, the United States proposed convening a gen-
eral United Nations conference on trade and employment. The goal of the
conference was not to engage in tariff negotiations, but to prepare a charter
for an International Trade Organization, although the committee drafting
an agenda would work in concert with the smaller nuclear group that was
exchanging tariff concessions. The first meeting of the UN Preparatory
Committee for the International Conference on Trade and Employment
convened at Church House in London during October-November 1946.5
This preparatory meeting was the first one in which other countries (in-
cluding Australia, India, China, Ceylon, Lebanon, Brazil, Chile, and sev-
eral others) could help shape the multilateral convention on commercial
policy. The main goal of the developing countries was to ensure that the
rules did not prevent them from using import quotas to promote objec-
tives related to employment and economic development. As a result, new
chapters of the draft ITO charter were included on both issues.

At the landmark London meeting, the participants agreed on most of
the provisions of a draft charter for an ITO, although the draft was not
yet binding on governments. The participants agreed to limit the use of
quantitative restrictions, exchange controls, and export subsidies, except
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under specific circumstances. Other chapters set out broad rules regard-
ing state trading, economic development, restrictive business practices,
intergovernmental commodity agreements, and the structure of the ITO.
The Preparatory Committee recommended a process to implement “cer-
tain provisions of the charter of the International Trade Organization by
means of a general agreement on tariffs and trade” among a smaller group
of countries, perhaps the first mention of a general agreement separate
from the ITO.>*

In November 1946, shortly after the midterm elections, President Tru-
man approved the plans for the meeting to negotiate tariff reductions, sign-
ing off on the publication of the list of goods on which the United States
was prepared to offer concessions. The State Department announced that
the tariff negotiations would take place in Geneva in April 1947, with at
least eighteen countries participating. The public hearings on the proposed
tariff reductions were not nearly as contentious as officials had feared. But
the outcome of the November election was stunning: a Republican sweep
gave them control of Congress for the first time since 1932, temporarily
ending a long era of Democratic political dominance. Given the past Re-
publican support for protective tariffs and hostility toward the RTAA, this
electoral shift threatened the impending Geneva negotiations. Although
the Republicans could not revoke the negotiating authority granted in
1945 (they could not override a presidential veto of such a measure), the
new majority in Congress could severely complicate the negotiations.

Indeed, conservative Republicans immediately called for postponing
the April meeting and repealing the RTAA in the future. In December
1946, Senator Hugh Butler (R-NE) wrote a forceful letter to Clayton argu-
ing that the voters had repudiated the administration’s tariff-reduction
program, and therefore the Geneva negotiations should “be temporarily
suspended until the new Congress shall have an opportunity to write a
new foreign trade policy.” As Butler put it, “The attempt to use the author-
ity of the Trade Agreements Act, previously wrested from a Democratic
Congress, to destroy our system of tariff protection, seems to me a direct
affront to the popular will expressed last month.”

Clayton refused to postpone the Geneva meeting and countered every
point in Butler’s letter, maintaining that

far from intending “to destroy our system of tariff protection,” our
Government is entering into the projected trade negotiations for the
purpose of insuring that tariffs, rather than discriminatory import
quotas, exchange controls, and bilateral barter deals, shall be the ac-
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cepted method by which nations regulate their foreign trade. If it were
not for the initiative which our Government has taken in this matter,
the world would be headed straight toward the deliberate strangula-
tion of its commerce through the imposition of detailed administrative
controls. I need hardly tell you that such a development would be seri-

ously prejudicial to the essential interests of the United States.

Clayton also shot back, “We are fighting for the preservation of the sort
of world in which Americans want to live—a world which holds out some
promise for the future of private enterprise, of economic freedom, of ris-
ing standards of living, of international cooperation, of security and peace.
The trade agreements program is an instrument whose aid we need if we
are to achieve these ends.”>¢

In January 1947, Thomas Jenkins (R-OH) introduced a resolution to
postpone the Geneva negotiations until the Tariff Commission could
report on the impact of lower tariffs on domestic industries. Given the
length of time it would take the commission to undertake such a study,
the Jenkins resolution would delay the Geneva conference indefinitely. To
prevent a serious rift from developing between Congress and the adminis-
tration, Senators Arthur Vandenberg (R-MI) and Eugene Millikin (R-CO),
chairmen of the Foreign Relations and Finance Committees, respectively,
met with Acheson and Clayton. A former isolationist who had become a
strong proponent of a bipartisan foreign policy, Vandenberg had opposed
the RTAA in the 1930s but now supported multilateral cooperation to re-
duce trade barriers.5” However, he feared that the State Department put too
much weight on foreign-policy considerations and discounted the poten-
tial harm to domestic producer interests when it negotiated tariff reduc-
tions. The Senate leaders wanted to limit the executive’s authority over
tariff matters without jeopardizing the entire trade agreements program.

These discussions produced a compromise that allowed the Geneva
conference to go forward. In February 1947, Vandenberg and Millikin is-
sued a statement arguing that it would be “undesirable” to postpone the
April conference in view of the extensive preparations for it. They also
suggested that legislative changes to the RTAA would be “made more
appropriately” in 1948 when it was up for renewal. However, they noted
“considerable sentiment for procedural improvements leading to more cer-
tain assurance that our domestic economy will not be imperiled by tariff
reductions and concessions.” In particular, they requested five procedural
changes to address the fear that a “tariff adequate to safeguard our do-
mestic economy may be subordinated to extraneous and overvalued dip-
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lomatic objectives.”?® These included allowing the Tariff Commission to
determine the point beyond which import duties should not be reduced
for fear of harming a domestic industry, something that became known
as “peril points.” More importantly, Vandenberg and Millikin wanted the
mandatory inclusion of an escape-clause procedure that would make it
easier for domestic industries to receive temporary protection if they were
faced with injury as a result of imports.

A few weeks later, President Truman issued an executive order em-
bracing most of these recommendations. The order established an admin-
istrative process for considering and acting upon complaints from domes-
tic firms about the harmful impact of foreign competition as a result of
negotiated tariff reductions. It required that, in all future trade agree-
ments, the United States could withdraw or modify concessions “if, as a
result of unforeseen developments and of the concession granted by the
United States on any article in the trade agreement, such article is being
imported in such increased quantities and under such conditions as to
cause, or threaten, serious injury to domestic producers of like or simi-
lar articles.”?® The process would work as follows. Any domestic producer
that felt harmed by foreign competition could petition the government for
relief from imports. The Tariff Commission would investigate the com-
plaint and make a recommendation to the president “for his consideration
in light of the public interest.” If the Tariff Commission found grounds
for restricting imports to prevent injury, the president had the option of
restricting imports or doing nothing.

In announcing the new procedures, Truman insisted that “the provi-
sions of the order do not deviate from the traditional Cordell Hull prin-
ciples,” but “simply make assurance doubly sure that American interests
will be properly safeguarded.” The executive order did not incorporate all
of the senators’ suggestions, in particular one in which the Tariff Com-
mission would recommend tariff limits (or “peril points”) below which a
negotiated reduction should not go. While Butler rejected the president’s
action as inadequate, Vandenberg and Millikin welcomed it as “a substan-
tial advance in the legitimate and essential domestic protections which
should be part of an equally essential foreign trade program.”s®

The compromise was one of several critical moments in the process
of forging a bipartisan consensus in favor of creating a system of open
trade after World War II. The agreement avoided a repeat of the conflict
between a Democratic president and a Republican Congress that occurred
after World War I. This particular compromise established an important
component of US trade policy—the “escape clause”—which provided that
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domestic interests could be safeguarded against the possible adverse ef-
fects of trade liberalization.®' Such a safeguard was essential in addressing
the concerns of some Republicans about the trade agreements program and
helped win their acquiescence to the Geneva conference, though not nec-
essarily their support for it.5? It also proved to be a politically useful device
for Congress to channel protectionist pressures away from the legislature.

In March 1947, Truman threw his support behind the upcoming Ge-
neva meeting in a speech at Baylor University in Texas. The president
stressed the importance of reaching an international agreement on trade
policy:

If the nations can agree to observe a code of good conduct in interna-
tional trade, they will cooperate more readily in other international af-
fairs. Such agreement will prevent the bitterness that is engendered by
an economic war. It will provide an atmosphere congenial to the pres-
ervation of peace. As a part of this program we have asked the other na-
tions of the world to join with us in reducing barriers to trade. We have
not asked them to remove all barriers. Nor have we ourselves offered to
do so. But we have proposed negotiations directed toward the reduction
of tariffs, here and abroad, toward the elimination of other restrictive
measures and the abandonment of discrimination. These negotia-
tions are to be undertaken at the meeting which opens in Geneva next
month. The success of this program is essential to the establishment of
the International Trade Organization [and] to the strength of the whole
United Nations structure of cooperation in economic and political af-

fairs. . . . The negotiations at Geneva must not fail.®

A month later, Dean Acheson, Will Clayton, and Winthrop Brown (chair-
man of the Committee on Trade Agreements) met with the president to re-
view the tariff concessions that the State Department was prepared to of-
fer at Geneva and discuss the political sensitivities involved, particularly
in the case of zinc, woolen goods, and cotton textiles. When told that he
could expect strong political protests from some special interests, Truman
replied “I am ready for it” and approved the recommendations.®*

THE GENERAL AGREEMENT ON TARIFFS AND TRADE

In April 1947, at the Palais des Nations in Geneva, Switzerland, representa-
tives from eighteen countries met to conclude an agreement on the prin-
ciples for the conduct of trade policy and to negotiate tariff reductions.
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The United States was anxious to reduce tariffs, ban import quotas, and
modify or eliminate imperial preferences. Meanwhile, Western European
countries were facing huge balance of payments deficits and wanted the
maximum tariff concessions from the United States so that they could in-
crease their exports and earn the precious dollars they needed to purchase
the imports. These imports were vital for their economic reconstruction,
but they also wanted to retain the right to use trade controls to limit
spending on imports because of their balance of payments difficulties.

The negotiation of the proposed General Agreement on Tariffs and
Trade (GATT) proceeded smoothly due to extensive preparatory work.%
The preamble to the agreement stated that trade relations “should be con-
ducted with a view to raising standards of living, ensuring full employ-
ment and a large and steadily growing volume of real income and effec-
tive demand.” These objectives could be achieved in part “by entering into
reciprocal and mutually advantageous arrangements directed to the sub-
stantial reduction of tariffs and other barriers to trade and to the elimina-
tion of discriminatory treatment in international commerce.”%

Many provisions of the GATT were taken from the reciprocal trade
agreements of the 1930s. Article 1 set forth the unconditional most-favored-
nation (MFN) clause, which stated that “any advantage, favour, privilege
or immunity granted by any contracting party to any product originat-
ing in or destined for any other country shall be accorded immediately
and unconditionally to the like product originating in or destined for the
territories of all other contracting parties.” Exceptions were granted for
preexisting preferences, such as imperial preferences and the special trad-
ing relationship between the United States and Cuba. Article 2 was the
(annexed) schedule of tariff concessions produced by the Geneva negotia-
tions. Article 3 called for national treatment (non-discrimination) in in-
ternal taxes and regulations by declaring that they “should not be applied
to imported or domestic products so as to afford protection to domestic
production.” Article 11 introduced a general ban on import quotas, with
exceptions for countries experiencing balance of payments difficulties or
when agricultural imports interfered with domestic measures (article 12).

Other provisions in the GATT allowed countries to reimpose trade
barriers otherwise prohibited by articles 2 and 11 of the agreement. Ar-
ticle 6 concerned dumping, defined as the selling of goods at “less than the
” and set out procedures for imposing antidumping duties
in cases where the dumping “causes or threatens material injury to an

normal value,

established industry . . . or materially retards the establishment of a do-
mestic industry.” Article 19 adopted the US language regarding the escape
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clause. Other articles contained further qualifications to the principle of
non-discrimination and the objective of reducing trade barriers. Article 18
permitted developing countries to impose trade restrictions to foster eco-
nomic development. Article 20 allowed trade interventions to safeguard
public health and safety. Article 21 covered action to protect national se-
curity. Many other articles dealt with mundane issues such as marks of
origin, customs valuation, goods in transit, the publication and adminis-
tration of trade regulations, state trading enterprises, and governmental
assistance for economic development.

Along with finalizing these rules, the participating countries also
negotiated tariff reductions on a bilateral, product-by-product basis. The
tariff negotiations were much more contentious than finalizing the text
of the general agreement had been. Going into the conference, State De-
partment officials faced the choice of revealing all of the tariff reductions
authorized by the president, showing the maximum degree to which the
US delegation could reduce duties and thereby minimizing strategic bar-
gaining, or holding some concessions back in the hopes of striking a better
deal. As an act of good faith, Clayton decided to put all of the American
offers on the table from the start. Other countries professed not to be im-
pressed, held back their offers, and the stalemate began.’

One commodity, wool, took on critical importance. Owing to domes-
tic political sensitivities, the US delegation had no authorization to reduce
the wool tariff. As the Geneva conference began, the new Republican Con-
gress was even in the process of enacting legislation that would further
tighten restrictions on imported wool in an effort to support domestic
prices.®® The House passed the measure in May 1947 by the sizable ma-
jority of 151-65, with many Democrats voting in favor. The Senate had
already passed similar legislation and, despite strong objections from the
administration, the conference committee not only kept the import fee
but allowed the president to impose import quotas as well. Though they
accounted for just 1 percent of total farm income, wool producers had his-
torically been one of the most politically powerful agricultural groups in
Congress.®

The wool legislation could have jeopardized the entire Geneva negotia-
tion. Australia was a major wool exporter, and it was the main commod-
ity on which they sought a US tariff reduction. Outraged that the United
States was unwilling to make any concessions on wool and might even re-
strict imports further, the Australian delegation threatened to walk out of
the conference, taking other members of the British Commonwealth with
them. This threat was viewed as credible. Clayton flew back to Washing-
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ton to intervene at the highest political levels. The president granted Clay-
ton and Secretary of Agriculture Clinton Anderson, who supported the
bill, fifteen minutes each to make their case. Clayton urged the president
to veto the bill, arguing that it would wreck the ongoing negotiations. An-
derson urged the president to sign the bill, saying that the Geneva meeting
was doomed to failure, and the legislation would help rural farmers. Clay-
ton apparently had the better argument: Truman vetoed the bill on the
grounds that it “contains features which would have an adverse effect on
our international relations and which are not necessarily for the support of
our domestic wool growers.””°

Truman did more than just veto the legislation. He immediately gave
Clayton the authority to reduce the wool tariff by 25 percent. The presi-
dent’s approval of a significant reduction in the wool tariff after Congress
had just approved an increase was “the greatest act of political courage
that I have ever witnessed,” Clayton (1963, 499) later said. Although Aus-
tralia grumbled about the small size of the tariff reduction, Truman and
Clayton saved the conference with their quick and decisive action. Once
the authorization to reduce the wool tariff was made official in August,
the stalemate over tariff reductions was broken, and more offers were
forthcoming.

With the wool problem resolved, the Geneva negotiations turned to
address the largest obstacle to a successful agreement: Britain’s imperial
preferences. The elimination of these discriminatory preferences had been
a key US objective since the Ottawa Agreements were reached in 1932. Yet
the Geneva conference began on an inauspicious note. At an opening press
conference, when asked if a 50 percent US tariff reduction would be suffi-
cient incentive to eliminate imperial preferences, the lead British negotia-
tor, Stafford Cripps, replied with a terse “no.”” Cripps stubbornly defended
imperial preferences, partly due to the extreme economic difficulties that
Britain faced after the war. He also gave a speech that harshly criticized
the United States and disparaged the importance of tariff negotiations and
the ITO charter.

The sour British attitude cast a pall over the whole conference.”” In
a key meeting in July 1947, Clayton and Cripps clashed over preferences.
Clayton insisted that the time had come for Britain to eliminate them,
a demand Cripps dismissed out of hand. A US cable described Cripps as
“marked by complete indifference bordering on open hostility toward the
objectives of the Geneva conference” and that the “vested interests that
have been built up under the preferential system are strong, and the United
Kingdom has shown no willingness to take the political risks involved
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in reducing or removing the protection afforded them by the preferences
which they enjoy.””® Clayton was furious over Cripps’s “callous disregard
of their commitment on preferences,” and the American team was flab-
bergasted when Cripps suggested that the United States should withdraw
some of its offers if it believed it had not received adequate concessions.”

Fears about the foreign-policy ramifications of a breakdown in the Ge-
neva negotiations, and concerns about Britain’s evident economic weak-
ness, played a key role the negotiation’s end-game. In late August, with
the GATT text finalized but the tariff negotiations still deadlocked, Clay-
ton cabled Undersecretary of State Robert A. Lovett in Washington and
outlined four options: (1) conclude an agreement without a substantial
elimination of preferences; (2) conclude an agreement without a substan-
tial elimination of preferences by withdrawing some US offers on tariff
reductions, as twice suggested by Cripps; (3) discontinue negotiations with
Britain and seek to conclude agreements with others on multilateral basis;
(4) adjourn the tariff negotiations indefinitely.” Clayton was so upset with
the British negotiating stance that he recommended the third option, al-
though his staff strongly disagreed.

Lovett discussed the alternatives with Truman in the Oval Office. The
president rejected options 1 and 4 and favored option 2 over 3, and the two
agreed that option 2 was the lesser of two evils. In explaining the decision,
Lovett made it clear to Clayton that foreign-policy considerations were
paramount. In particular, the president and senior State Department of-
ficials were worried that a failure at the conference would further weaken
Britain’s economic and political position and strengthen that of the Soviet
Union.” The president’s decision, overriding Clayton’s advice to abandon
an agreement with Britain because of imperial preferences, brought the
Geneva negotiations to a conclusion. To Clayton’s disappointment, Brit-
ain’s imperial preferences remained largely intact, as margins were un-
changed on 70 percent of Britain exports to the Commonwealth, but he
accepted the “practical necessity” of compromise.””

On October 29, 1947, President Truman welcomed the conclusion of
the Geneva conference as “a landmark in the history of international eco-
nomic relations. Never before have so many nations combined in such
a sustained effort to lower barriers to trade. Never before have nations
agreed upon action, on tariffs and preferences, so extensive in its cover-
age and so far-reaching in its effects, . . . [and] it confirms the general ac-
ceptance of an expanding multilateral trading system as the goal of na-
tional policies.”’® Other world leaders also hailed the result. Max Suetens
of Belgium, the chairman of the Geneva meeting, praised the meeting as
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“the most comprehensive, the most significant, and the most far-reaching
negotiations ever undertaken in the history of world trade.””® In Canada,
Prime Minister Mackenzie King praised the result as “the widest mea-
sure of agreement on trading practices and for tariff reductions that the
nations of the world have ever witnessed. . . . For Canada, the importance
of the general agreement can scarcely be exaggerated. The freeing of world
trade on a broad multilateral basis is of fundamental importance for our
entire national welfare.”8° By contrast, British officials were muted in not-
ing the conclusion of the conference.

In the United States, the retired Cordell Hull issued a statement not-
ing his “profound gratification” at the conclusion of the Geneva confer-
ence, stating that “the nations which participated in the negotiations have
made a long stride toward the goal of economic betterment and world
peace.”®! The public also seemed to be pleased with the agreement. At the
conclusion of the Geneva negotiations, Gallup (1972, 1:695) reported that
only 34 percent of those surveyed had heard of the GATT; of those who
had heard, 63 percent approved of the agreement, 12 percent opposed, and
25 percent expressed no opinion.

However, Republicans in Congress were critical of the outcome and
made it clear that they would soon attempt to restrict the president’s fu-
ture authority over trade policy. Millikin worried about the future conse-
quences of the tariff reductions: “In anything resembling normal times,
some of the cuts would be catastrophic. For example, they made substan-
tial reductions in the raw material productions of the West which would
not be borne in normal times. Copper, livestock, livestock products such
as hides and wool, numerous metals, agricultural products—all of these
things can be produced cheaper abroad than here.”®> He predicted that Con-
gress would seek to implement the “peril points” provision that Truman
had rejected earlier in the year. And Harold Knutson (R-MN), the chair-
man of the Ways and Means Committee, attacked the Geneva agreement
and complained about “the do-gooders who have traded us off for very du-
bious and nebulous trade concessions that may never be realized.”s?

The GATT was an achievement of the State Department and White
House, but would not have been possible without the tacit support of key
Republicans, particularly Arthur Vandenberg. The GATT also put into
practice three long-standing Republican ideas: the notion of reciprocity,
the unconditional MEN policy, and the opposition to quantitative restric-
tions on trade. The RTAA had started the process of trade agreements and
tariff reductions; the GATT was a more formal multilateral mechanism
that bound import tariffs at lower levels (for three years, later extended
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indefinitely) and raised the political costs of any attempt to raise them.
But what really ensured the preservation of the lower tariffs into the fu-
ture was that enough Republicans, even after having won control of Con-
gress in the 1946 election, now accepted the trade agreements program and
allowed the Geneva negotiations to proceed. Of course, the GATT was
neither a treaty nor an organization, but simply a trade agreement put into
effect by executive order. As a result, participants were “contracting par-
ties” (not “members”), and the agreement was an interim arrangement to
be applied provisionally until Congress approved the ITO Charter.

THE DECLINE IN US TARIFFS

During World War II, the average tariff on dutiable imports was largely
unchanged, standing at 33 percent in 1944. Just six years later, it had fallen
to almost 13 percent, a decline of 6o percent, as figure 10.2 shows. What
accounts for this enormous drop? How was it politically possible for Con-
gress to have allowed tariffs to fall to their lowest level since 17912

The obvious explanation for the decline in tariffs is the 1947 Geneva
negotiation. In fact, however, these negotiated reductions in tariff rates
were responsible for only a fraction of the decline. The main reason for
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the postwar decline was the sharp increase in import prices after the war.
About two-thirds of the tariffs were specific duties, and rising import
prices reduced the ad valorem equivalent of those duties, just as deflation
increased the ad valorem equivalent during the Great Depression. In this
case, import prices rose 41 percent between 1944 and 1947, and this in-
crease was largely responsible for the sharp decline in the average tariff in
the immediate postwar period.®*

Which was more responsible for the lower tariff: the negotiated reduc-
tions in 1947 or higher import prices? The Geneva negotiations reduced
the average tariff about 21 percent, while the higher import prices reduced
the tariff by about 40 percent.’> Thus, in the crucial postwar period, the
six years after 1944 when the average tariff fell from 33 percent to 13 per-
cent, about two-thirds of the reduction was due to higher import prices
and one-third to negotiated tariff cuts. In fact, in 1948 alone, the year that
the Geneva tariff reductions took effect, higher import prices accounted
for one-third of the tariff reduction.?

The Tariff Commission (1948, 19—20) also sought to determine the rela-
tive importance of reciprocal trade agreements and higher import prices in
reducing the average tariff over the longer horizon from the early 1930s to
1948. They concluded that “it seems probable that they have been not far
from equal in their effects.”%” Over a slightly longer period from the early
1930s until the early 1950s, the cumulative impact of higher import prices
dominated the sporadic, negotiated rate reductions in bringing about a
lower tariff. Between 1932 and 1954, the average tariff on dutiable imports
fell from 59 percent to 12 percent. About two-thirds of this reduction can
be attributed to higher import prices and one-third to the reciprocal trade
agreements and the Geneva negotiation. Over the postwar period from
1945 to 1967, about three-quarters of the tariff reduction can be attributed
to higher import prices.

Neither Congress nor import-sensitive interests anticipated the
inflation-driven reduction in tariffs. In fact, it was widely believed that
the deflation of the early 1930s could return after the war because previ-
ous wars—the War of 1812, the Civil War, and World War I—all had been
followed by deflation. The Tariff Commission (1948, 20) thought it “impos-
sible to forecast, even roughly, the prices of imported goods a few years
hence.” Yet import prices rose 56 percent in the five years after 1945, mak-
ing the lower average tariffs an accomplished fact by 1950. While the Tru-
man administration’s handling of the Geneva tariff negotiations generated
some controversy, no one seemed to notice the quiet but gradual erosion of
specific duties that made up most of the tariff schedule.
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Still, the Geneva negotiations were critical in establishing the GATT
and demonstrating that international cooperation to reduce trade barri-
ers was possible. In this first multilateral round, the twenty-three partici-
pating countries made no fewer than 123 agreements to reduce duties on
45,000 tariff items constituting about one-half of the value of world trade.s®
In the case of the United States, about half of dutiable imports were sub-
ject to tariff reductions, and the average reduction was 35 percent. Since
many duties were not cut, the average reduction in all tariffs was 21 per-
cent. Table 1o.1 shows the negotiated reductions by tariff schedule, which
were not symmetric across products or countries. These tariff reductions
became effective on January 1, 1948, by executive order and did not require
congressional approval. If they had, they would have encountered opposi-
tion by special interests in Congress, and the Republican Congress might
not have approved them.

The degree to which foreign countries reduced their tariffs in this
negotiation is difficult to know because foreign tariff data is not readily
available. The GATT did not report any calculation of the reduction, and
the Tariff Commission only reported the value of foreign imports that
were affected by the tariff concessions, with no indication about the depth
of the reduction in duties. The average tariff on dutiable imports for core
European countries (Germany, France, and Britain) was about 22 percent
prior to the 1947 Geneva conference. If these countries had reduced their
tariffs as much as the United States did in the negotiation, their average
tariff would have fallen to about 17 percent.®

The immediate impact of these tariff reductions on trade flows was al-
most surely limited, given the dislocations of the war and the widespread
use of foreign exchange controls, but they promised to be greater in the
future as normal economic conditions returned. Yet some studies point
to the success of the GATT agreement in stimulating world trade, even
at this early stage. Goldstein, Rivers, and Tomz (2007) found that bilateral
trade among GATT participants increased by 136 percent, on average, in
the first two years of the agreement’s existence, compared to trade among
nonparticipants. Other studies also indicate that the GATT promoted the
postwar expansion of world trade that helped foster economic recovery
around the world.”

While the multilateral tariff reductions gave some stimulus to world
trade starting in 1948, import tariffs were not the most important con-
straint on trade at the time. European currencies were not freely convert-
ible into dollars, and official exchange controls gave governments enor-
mous discretion in how they allocated foreign exchange. Britain and
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Western European countries were running large trade deficits with the
United States and sought to conserve their scarce dollar resources. The
“dollar shortage” prompted Britain and its sterling-area partners to use
various administrative mechanisms, such as import licensing, to divert
imports away from the United States, because dollar reserves were so valu-
able. With these foreign exchange restrictions, tariff reductions as a result
of the Geneva negotiation did not immediately translate into much addi-
tional access to European markets for US exporters.

This led to some complaints in Congress that the negotiations were a
one-sided giveaway by the United States. “The notion that we are operat-
ing a trade system governed by true reciprocity is fantastically erroneous,”
Eugene Millikin argued. “While under the guise of reciprocity, we have
opened our markets to the world’s exports, in many instances at close to
free trade levels, the foreign nation beneficiaries have circumvented their
concessions by various devices, such as state trading, import quotas, bi-
lateral agreements, preference systems, import licenses, and exchange re-
strictions.”®! At the same time, Britain and Europe were more comfortable
making tariff reductions knowing that import controls were in place to
guard against excessive imports from the United States.”? Once the con-
vertibility of European currencies into dollars was fully established in
1958, trans-Atlantic trade could take place more freely with the lower Eu-
ropean tariffs in effect.

Surprisingly, given how much anxiety it had caused US negotiators,
the dispute over imperial preferences largely disappeared after the Ge-
neva conference. They were never again a major issue, removing what had
been a major problem in Anglo-American commercial relations. The tariff
preferences of the Ottawa agreements, which had been made in specific
rather than ad valorem duties, were eroded by inflation. With about half of
Britain’s exports and imports covered by preferences, the average margin
of preference on trade between Britain and the Commonwealth had been
about 11 percent in 1937, but dropped to 6 percent by 1953.2 The prefer-
ences were phased out when Britain joined the European Economic Com-
munity in 1973, and they were completely abolished in 1977.

EXPLAINING THE SHIFT IN US TRADE POLICY

The early postwar period brought about the most momentous shift in US
trade policy since the nation’s founding. The objective of US trade policy
shifted from restriction to reciprocity, from using protective tariffs to
shield domestic industries from foreign competition to using trade agree-
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ments to reduce trade barriers around the world. The early postwar period
witnessed one of those rare first-order changes in which the basic goals of
trade policy were altered. A unique conjunction of factors account for this
radical change.

This regime shift in US trade policy was initiated by the executive
branch with the acquiescence of Congress. Scholars have debated whether
the RTAA by itself was responsible for this discontinuity in policy. The
RTAA was clearly an important institutional change that altered the pro-
cess of trade policymaking, but the RTAA did not have a large, immediate
impact on trade-policy outcomes. As we have seen, average import duties
only declined modestly during the 1930s. And the political foundation of
the RTAA during this period was not secure. Even by the end of the 1930s,
it was not obvious that the RTA A would be a permanent feature of US trade
policy: the Republicans were no closer to supporting it in 1940 than they
had been in 1934, and even many Democrats voted against the renewal in
that year. Of course, the RTAA was a necessary ingredient to the changes
that occurred in the late 1940s. As such, it proved to be an important and
lasting institutional change, but only after the unique circumstances after
World War II made it a vital part of US foreign economic policy.

The change in the Republican party’s position after the war was criti-
cal to the survival of the RTAA and to making the shift to reciprocity
politically secure. In 1936 the Republicans vowed to repeal the RTAA. In
1948, the party’s election platform announced their conditional support
for it: “At all times safeguarding our own industry and agriculture, and
under efficient administrative procedures for the legitimate consideration
of domestic needs, we shall support the system of reciprocal trade and en-
courage international commerce.”** There was always some risk that the
Republicans would abolish the act after the war, but this would have been
more difficult than it appeared. The Republican Congress elected in 1946
could not strip President Truman of his negotiating authority, because it
could not override a presidential veto of such legislation. The key develop-
ment was the softening of the Republican opposition to the RTAA. The
Republican party had become split on the matter between the eastern in-
dustrial and financial interests that supported it and the western interests
that still clung to protectionism.®

Although some Republicans still complained that Congress had lost
its constitutionally granted authority over tariffs by delegating too much
power to the executive branch, few members of Congress wanted to re-
sume direct responsibility for setting tariff rates again. As Arthur Van-
denberg reminded his colleagues, “Tariff-rate making in Congress is atro-
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cious. It lacks any element of economic science or validity. I suspect the
10 members of the Senate, including myself, who struggled through the
11 months it took to write the last congressional tariff act, would join me
in resigning before they would be willing to tackle another general con-
gressional tariff revision.”?

Even Robert Taft (2003, 228-29), the influential Republican senator
from Ohio who opposed the reciprocal trade agreements extension in 194s,
wrote, “I was not in favor of returning to the fixing of tariff rates by Con-
gress, which inevitably brought about a serious logrolling procedure, but
I favored a tariff board authorized to fix tariffs according to some stan-
dard prescribed by Congress having some relation to difference in the cost
of production in the United States and abroad.” Thus, most Republicans
were disinclined to scrap the whole system, but were unlikely to pursue
trade agreements with the enthusiasm of Democratic administrations and
wanted more checks on the process.

By getting itself out of the business of setting individual tariff rates and
putting it in the hands of the executive branch, Congress took a more lim-
ited role in determining trade policy. This delegation of authority clearly
made a difference to trade-policy outcomes. Given its past sensitivity to
import-competing interests that opposed significant tariff reductions un-
der any circumstances, it is almost impossible to believe that Congress
would have voted to slash tariffs by 8o percent on its own initiative. Yet
Congress took no action to offset the decline in the average tariff on du-
tiable imports from 59 percent in 1932 to 12 percent twenty years later.
This dramatic reduction, which would have been unthinkable in previ-
ous decades, took place without much political controversy. There is little
evidence of any Congressional concern that inflation was eroding the ad
valorem equivalents of specific duties, as might be suggested by proposals
to convert specific duties into ad valorem duties or increase the specific
duties themselves. The erosion in tariffs was permitted to run its course
without any Congressional interference.

This raises the question: had there been no import-price inflation,
would the United States have arrived at the same low-tariff point by dou-
bling or tripling the size of its tariff reduction in the GATT negotiations?
Given the strong political resistance in Congress to granting further un-
conditional trade-negotiating powers to the president after 1947, it is clear
that there were binding political constraints on the depth of negotiated
tariff cuts. The sharp reduction in actual tariffs was to some degree a his-
torical accident brought about by import-price inflation and the prevalence
of specific duties.
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Why did Congress stand by and allow tariffs to decline by such a large
amount? The most important reason is that the lower tariffs had almost
no immediate impact on imports and had almost no adverse consequences
for domestic industries. There was no import surge after World War II, just
as there had been none after World War 1. After 1945, imports rose slowly
from about 2 percent of GDP to about 3 percent of GDP, where they re-
mained for most of the 1950s. This was unusually low: even during the
high tariff period of the 1920s, imports amounted to about 4-5 percent
of GDP.

The import share was low not because of high US trade barriers, but
because of the destruction of production capacity in the rest of the world
as a result of the war. This economic dislocation meant that Western Eu-
ropean and East Asian countries simply could not produce enough goods
for export. Hence, import competition was not significant enough to dis-
place many American workers from their jobs, and thus falling tariffs had
few political costs for members of Congress. Millikin grumbled that the
GATT negotiations had cut tariffs to an extent that “in anything resem-
bling normal times would be catastrophic,” but the times were anything
but normal. The lower tariffs came at a unique period in history when
foreign countries were unable to export a large volume of goods; hence,
changes in import policy generated virtually no constituent pressures
to which politicians would have to respond. With few complaints from
import-competing industries, Congress did not have a “trade problem”
that it was forced to address.

The counterpart to the low level of imports was the high level of ex-
ports. The Truman administration had a strong interest in preserving a
high level of employment through a continued high level of exports into
the postwar period. The nation emerged from World War II as the world’s
dominant economic power, the only major industrial nation with its pro-
duction capacity not only intact but enlarged as a result of the conflict.
The US share of world trade in manufactured goods was 17 percent in 1937
and stood at 26 percent in 1954.”” With the European economy in ruins, the
United States ran large export surpluses in every major industrial group—
machinery and equipment, motor vehicles, chemicals, and miscellaneous
manufactures—except metals. Some key sectors were more dependent
on exports than they had been before the war. In 1947, for example, the
United States exported 32 percent of its wheat output (versus 10 percent in
1938), 11 percent of its coal output (3 percent in 1937), 39 percent of its ma-
chine tools (23 percent in 1937), 21 percent of its agricultural machinery
and implements (14 percent in 1937).8
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Behind these exports were jobs. The export surplus directly accounted
for 1.33 million jobs in 1946 and 1.97 million jobs in 1947.°° Although
this was a small fraction of total civilian employment, which was about
58 million, this growth in export-related employment accounted for al-
most half of private-sector employment gains in those two years. At a time
when many Americans feared the return of double-digit unemployment
rates and another depression after the war, the creation of jobs through
exports was welcomed. Maintaining a high level of exports was a way of
keeping America’s enormous productive capacity in use.

One way of sustaining these exports was for the United States to in-
crease its imports, which would enable foreign countries to earn the dol-
lars they needed to buy American goods. And reducing US import re-
strictions was one way of increasing imports. Large manufacturers, farm
representatives, and labor unions supported the Truman administration’s
efforts to reduce import tariffs as a way of promoting exports. These busi-
ness groups included the Chamber of Commerce, the American Farm Bu-
reau, and the American Bankers Association. (The president of Ford Motor
Co., Henry C. Ford II, even called for eliminating the tariff on imported
automobiles.] They were joined by major labor groups, such as the Con-
gress of Industrial Organizations (representing more than 6 million work-
ers), the United Automobile and Aircraft Workers, the Textile Workers’
Union of America, and the Amalgamated Clothing Workers of America,
all of whom supported the 1945 RTAA extension. The official policy of
major unions, such as the American Federation of Labor and the Congress
of Industrial Organizations, was to support trade liberalization, except in
cases where a member union felt threatened and only with the qualifica-
tion that it desired trade “in accordance with fair labor standards.”1%0

Most Americans were not well informed about the trade agreements
program—a Gallup poll in 1945 found that only one in ten people surveyed
was familiar with it—but three-quarters of those who knew about it sup-
ported it.'%! Virtually all public opinion surveys in the late 1940s and early
19508 showed a clear majority in favor of lower tariffs in the context of
the reciprocal trade agreements program. A large majority of all newspaper
editorials also supported the policy.!%?

This favorable sentiment would have been almost completely missed
if one only studied the testimony given at congressional hearings. Such
hearings were dominated by small- and medium-sized business interests
that generally sold in the domestic market alone and had little or nothing
to gain from access to foreign markets. The industries most actively op-
posed to tariff reductions were glassware, pottery and tiles, textiles and
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apparel, bicycles, watches, paper and pulp, cutlery, coal, ball bearings, cop-
per, lead and zinc, milk, mushroom, umbrellas, and wool.1% Despite their
complaints about imports, few industries sought relief through the escape
clause. From 1947 to 1951, only twenty-one applications for import relief
were received, most of which were dismissed after a preliminary inves-
tigation by the Tariff Commission. President Truman only faced three
escape-clause decisions: he accepted the commission’s recommendation
for higher tariffs on women’s fur felt hats and hat bodies and on hatters’
fur, while rejecting relief for watches.!%4

Congress still proved to be sensitive to the complaints of these import-
competing interests. Empirical studies of congressional voting behavior in
the early postwar period, such as those by Fordham (1998a; 1998b), show
that these interests influenced votes against freer trade but that export-
oriented interests do not explain many of the votes in favor of open trade.
Either export production was not geographically concentrated enough,
or support for open trade was so widespread that this producer influ-
ence could not be detected. This is consistent with other factors, such as
foreign-policy considerations, influencing congressional votes in favor of
open trade.

This asymmetry in political influence between specific import-
competing interests and diffuse export interests became known as the
“birdcage” phenomenon. This referred to the example of New York’s fif-
teenth district, which included Staten Island and the shipping piers in
New York City. Despite the fact that billions of dollars in exports and im-
ports passed through his district every year, supporting the employment
of thousands of longshoremen, Rep. John Ray (R-NY) voted against trade-
negotiating authority because a birdcage factory employing fifty workers
in his district felt threatened by imports. The congressman defended his
decision by stating that he had heard from almost every one of those fifty
workers, whereas he had not heard from any workers whose jobs depended
on trade. Therefore, he felt obligated to vote against the RTAA.%5 As Sena-
tor Paul H. Douglas (D-IL) put it, “It is not the intelligence of the House
and the Senate which I doubt; it is their ability to withstand the concen-
trated pressure of industries demanding protection, in view of the fact that
the general interest is imperfectly represented, is diffused, and is, thereby,
relatively weak.”106

And yet the relationship between small domestic producers and their
congressional representatives had changed as a result of the RTAA. Mem-
bers of Congress were now in a better position to ignore import-competing
interests in voting for reciprocal trade agreements. There were export,
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employment, and foreign-policy reasons for doing so. Drawing on Lowi’s
(1964) notion that trade policy had been transformed from a “distributive”
issue to a “regulatory” issue, Nelson (1989, 90) notes that trade policy in
Congress was no longer about the “accommodation of discrete, individual
interests” through tariff logrolling, but instead focused on “the determi-
nation of two general rules: one regulating the degree of tariff-cutting
authority available to the executive; and the other regulating the ease of
access to an administered protection mechanism and the conditions nec-
essary for accommodation within that mechanism.” Rather than lobbying
Congress over the rate of duty in a specific line in the tariff schedule of
interest to a few specific producers, those domestic industries that were
sensitive to imports had to lobby over the generic set of legislative guide-
lines governing administrative procedure (such as the escape clause) for
the imposition of higher tariffs. This diluted the incentive for such firms
to make demands on Congress, since their efforts could no longer directly
impact the import duty in the specific line of the tariff schedule of interest
to them.

In sum, with imports at artificially depressed levels and causing no
problems for domestic producers, with American producers exporting vast
amounts of agricultural produce and manufactured goods to other coun-
tries, and with public opinion broadly supporting existing policies, the
trade agreements program was able to survive into the postwar period.

This favorable domestic economic context was strongly reinforced by
foreign-policy concerns. Indeed, foreign policy was arguably a crucial fac-
tor behind the political support for the postwar trade agreements program.
After the war, the dominant US foreign-policy objectives were promoting
economic recovery in Europe and containing the spread of Soviet Com-
munism—two goals that were closely linked. As the Central Intelligence
Agency concluded in mid-1947, “The greatest danger to the security of the
United States is the possibility of economic collapse in Western Europe
and the consequent accession to power of Communist elements.”!” This
meant that administration officials and members of Congress did not view
trade policy in isolation, but in the context of a dangerous foreign-policy
situation. This context significantly weakened the influence of those
seeking to preserve the country’s old policy of high tariffs.'®® We have al-
ready seen the interplay between economic policy decisions and foreign-
policy concerns at the conclusion of the Geneva tariff negotiations in 1947.
Economic reconstruction in Western Europe was viewed as a necessary
part of the defense against Communism, a factor that weighed heavily on
the minds of US officials.
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In this regard, the immediate economic problem confronting Ameri-
can policymakers after the war was the enormous foreign demand for US
goods and the insufficient capacity of foreign countries to pay for those
goods. The United States supplied food and manufactured goods that were
essential to feed Europe’s people and resurrect its industry, but Europe
was unable to produce sufficient exports to pay for these critical imports.
Having also depleted their gold and foreign-exchange reserves, European
countries faced enormous difficulty in financing their imports. The “dol-
lar gap”—the difference between the hard currency dollars that Europe
earned on its exports and had to pay to keep up its imports—ran in the
billions of dollars.

There were three ways of addressing the situation. The first option
would be for the United States to continue offering loans, grants, and as-
sistance in dollars that would enable Europe to continue buying American
goods. This was not a long-run solution, because Congress was not going
to appropriate billions in foreign aid indefinitely. (The Marshall Plan was a
particular response to a specific European crisis that had national security
overtones.)

The second option would be for Europe to slash its spending on im-
ported goods. In fact, most European countries already imposed strict ex-
change controls and quantitative restrictions to conserve dollar resources
and shift purchases toward countries but did not require dollar payment,
such as the sterling area in the case of Britain. But slashing spending on
imports was unattractive to both Europe and the United States. From the
US perspective, that would mean lower exports and hence lower employ-
ment on the farm and in the factory at a time when officials wanted to
keep exports at a high level. From Europe’s perspective, they desperately
needed large imports of food to avoid starvation, fuel to heat houses and
provide power for industry, and capital goods to rebuild infrastructure.®”
If austerity forced these countries to reduce their imports even more, it
would exacerbate existing shortages and further hamper the process of
recovery and reconstruction, creating fertile ground for leftist political
parties.

The third option would be for the United States to open its market to
foreign goods and allow European countries to earn more dollars by ex-
panding their exports. By keeping its market open to imported goods, and
by helping to reduce trade barriers around the world through tariff nego-
tiations, the United States could promote Europe’s economic recovery and
enhance its own national security. This policy of restoring world trade at
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high levels seemed like the most sensible long-run solution to the “dollar
shortage” problem and economic reconstruction.

The trade-offs among these options were well understood at the time.
Not surprisingly, the Truman administration chose financial assistance
(the British loan and Marshall Plan) in the short run and open trade
(through GATT negotiations) in the long run. “If a severe shrinkage in the
flow of dollars abroad occurred, it would not only reduce our exports now,
but would also force other countries to try to save dollars by making dis-
criminatory trading arrangements that would adversely affect the long-run
future of our foreign trade,” Truman warned. “Moreover, it would set back
recovery and reconstruction abroad, and might precipitate developments
which would have serious consequences for world political stability”!©

Critical decisions about America’s foreign economic policy had to be
made shortly after the end of the war. As noted earlier, Britain faced severe
balance of payments problems with the abrupt termination of Lend-Lease
in 1945, and Congress reluctantly approved a loan in 1946. The next year
was one of crisis. Although the European recovery had begun, the brutally
cold winter of 1946-47 exhausted coal supplies, reduced export earnings,
and diverted precious foreign exchange to the purchase of imported fuel.
This was followed by a long, dry summer in 1947 that curtailed agricul-
tural production throughout Europe. These ongoing shortages and auster-
ity measures generated social unrest in France and elsewhere.!!!

In May of that year, while traveling in Europe during the GATT ne-
gotiations, Will Clayton reported to Washington, “It is now obvious that
we grossly under-estimated the destruction of the European economy by
the war; . . . without further prompt and substantial aid, . . . economic,
social, and political disintegration will overwhelm Europe.”!> In re-
sponse to Clayton’s gloomy report from Western Europe, Secretary of State
George C. Marshall proposed new economic aid to the region in what be-
came known as the Marshall Plan. A majority of the Marshall Plan funds
were spent on food, fuel, and raw materials that relieved the resource con-
straints at the time, not on investment or infrastructure.!’® In Clayton’s
view, the Marshall Plan made the Geneva trade negotiations “more impor-
tant than ever because without [a] sound permanent program of reciprocal
multilateral trade, no temporary emergency program could possibly have
any permanent worthwhile results.”!4

These economic problems coincided with the onset of the Cold War
and the fear of Communist expansion in Western Europe. A sense of crisis
and urgency pervaded the Truman administration in the spring of 1947.
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Government officials believed that unless quick action was taken, the Eu-
ropean recovery might unravel, generating popular unrest, political tur-
moil, and the possible election of a leftist or authoritarian regime. The
economic difficulties had enormous implications for national security.

The 1947 Geneva negotiations took place with this backdrop. American
officials wanted to assist Europe’s ability to import from the United States
not simply because it would help maintain exports, but because anything
that jeopardized the European recovery and risked economic collapse, po-
litical chaos, and possible Communist takeovers would be detrimental to
America’s national security. The national security consequences of allow-
ing the European economy to continue to flounder seemed frightening. As
Clayton warned, “If the countries of Western Europe must resist Commu-
nism in conditions of cold and hunger and economic frustration, they will
almost certainly lose the battle.”!'5

Thus, promoting a system of freer world trade seemed to serve US eco-
nomic, foreign-policy, and national security interests all at the same time.
For the first time, Cordell Hull’s belief that flourishing international trade
was a necessary part of a durable peace actually seemed to resonate with
policymakers and the public. The United States did not fight World War II
against fascism, it was commonly said, to see a Communist takeover of
Western Europe. As late as 1958, Deputy Undersecretary of State C. Doug-
las Dillon said, “When the free world is menaced as never before by an
over-all economic, political and military threat from international com-
munism, it is essential that this process of opening up the channels of
trade which link the free world should not grind to a halt.”!¢ This is one
reason why Republicans abandoned their attempts to terminate the trade
agreements program: they opposed Communism more than they feared
growing imports, and they were not willing to take actions that might
jeopardize the weak European recovery and risk pushing some countries
into the Communist bloc.

World War I and World War II were similar for the United States in that
they increased exports and diminished imports, and turned the country
into a major creditor nation. Yet the outcomes for trade policy were dif-
ferent: the country opted for economic isolationism after World War I and
economic openness after World War II. One reason for the difference is
that the Democrats were in power after World War II, whereas Republi-
cans were in power after World War I. Congressional Democrats broadly
supported the foreign-policy objectives of the Roosevelt and Truman ad-
ministrations, whereas congressional Republicans were skeptical about
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the Wilson administration’s plans for the postwar order. Because World
War II had been much more devastating than World War I had been, there
were almost no fears about a surge of imports after the war, and the United
States was expected to have large trade surpluses for many years to come.
Furthermore, the decade of the 1930s and the outbreak of World War II
undermined the credibility of those advocating isolationism. Just as isola-
tionism in foreign policy had been thoroughly discredited as a result of the
interwar experience, isolationism in economic policy had been similarly
discredited. It was even now viewed as dangerous.

Policymakers and the public were very conscious of the similarities
between the end of World War I and World War II. In reporting the bill to
renew the RTAA in 1945, the Ways and Means Committee wrote,

The committee is struck with the parallel which exists between the
situation in which we find ourselves now and the situation at the end
of the last war. Then, as now, we had an opportunity to embrace liberal
commercial policies, which we rejected with disastrous consequences
known to all. . .. Unless the United States gives an unequivocal indica-
tion that its tremendous economic power and prestige will be thrown
in the balance on the side of liberal and enlightened trade policies there
will be no other country capable of offering effective leadership in the
conditions of economic disorganization and uncertainty which will
prevail. In failing to provide such leadership, this country would not
escape any of the dangers implicit in the uncertain state of the post-war
world. Rather, by such failure, we would merely make it doubly certain
that all our worst fears would become realities. By serving notice that
the United States will press forward with its established policy of trade
liberalization and expansion, this country can take a long step toward
eliminating in advance many of the most disturbing uncertainties of
the coming period of reconstruction and readjustment.!”

For administration officials and most members of Congress, these enor-
mous foreign-policy concerns overshadowed the seemingly trivial con-
cerns about a handful of import-competing industries.

Despite all of these factors, the shift to a new trade policy after 1947
was not easily accomplished. It would be erroneous to conclude that Con-
gress, by delegating trade authority to the president, abdicated any role in
trade policy. While Congress never again revised the duties in the tariff
schedule, it continued to influence trade policy by limiting the president’s
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authority and enacting various procedural escape clauses that were ex-
panded over the postwar period. It also refused to support a new interna-
tional trade organization.

THE RTAA FLOUNDERS, THE ITO FADES AWAY

Having completed the GATT in October 1947, the Truman administra-
tion’s next goal was to conclude the negotiation of the ITO charter and
secure its ratification by Congress. Attended by representatives from more
than fifty countries, the United Nations Conference on Trade and Employ-
ment met in Havana, Cuba, from November 1947 to March 1948 to final-
ize the charter and create a new international organization. (There were
no tariff negotiations at the Havana meeting.) The charter had grown con-
siderably in length from its inception as the “Proposals” released by the
State Department in December 1945. It was now a large document that
went well beyond the GATT, having 106 articles covering a wide range of
issues, such as employment, economic development, restrictive business
practices, commodity agreements, and foreign investment, as well as com-
mercial policy.''8

The Havana meeting did not begin well. As Clair Wilcox (1949, 47),
who led the US negotiating delegation, recalled, “The conference opened
with a chorus of denunciation in which the representatives of thirty
underdeveloped nations presented variations on a single theme: the Ge-
neva draft was one-sided; it served the interests of the great industrial
powers; it held out no hope for the development of backward states. Some
eight hundred amendments were presented, among them as many as two
hundred that would have destroyed the very foundations of the enterprise.
Almost every specific commitment in the document was challenged.”

Latin American countries, many of which did not participate in the
1947 Geneva conference, now had their chance to react to the proposed
charter. They demanded sweeping exceptions to the rules limiting tariff
preferences and quantitative restrictions, and insisted on being able to
restrict production and trade in primary commodities. They argued that
governments should have broad discretion to impose import quotas and
other trade restrictions to protect infant industries, promote economic de-
velopment, and safeguard the balance of payments.'”®

Because the conference included many different countries at many dif-
ferent stages of economic development with many conflicting views on
policy, the amended Havana charter became enormously complex. Many
of the articles were written so broadly as to be devoid of content, while
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others with substance were loaded with exceptions. The US attempted to
include a chapter that would protect investors from expropriation and con-
fiscation, but developing countries equated foreign investment with eco-
nomic imperialism and wanted to be able to regulate it without constraint.

By December 1947, Wilcox was downcast and believed that “it is un-
likely that we will be able to get wide agreement on a Charter which is
close enough to the Geneva draft to satisfy us.” In January 1948, the US
delegation had to decide whether (1) to press for an acceptable charter with
the support of a majority of countries (rather than unanimity), or (2] to
get agreement on major issues and adjourn to resolve the differences at a
later time, or (3) to agree on a purely consultative ITO without substantive
commitments. Clayton decided to press on and do the best they could, al-
though Wilcox thought this was unwise.!20

Finally, in March 1948, the Havana charter was completed and signed
by the United States and representatives of fifty-two other countries. Un-
like previous trade agreements authorized by the RTAA that took effect
by executive order, the ITO charter would establish an international or-
ganization and had to be approved by Congress. That same month, the
Republican majority on the Ways and Means Committee passed a resolu-
tion saying that the signing of the charter should not be “construed as a
commitment by the United States to accept all or any of the provisions
of the proposed charter.”!2! With the Republicans in control of Congress,
the Truman administration chose not to submit the charter to Congress
until after the 1948 election, which they hoped would return the Demo-
crats to power and significantly improving the chance of getting the ITO
approved.

In the meantime, the State Department focused on renewing the
RTAA, which was due to expire in June 1948. President Truman requested
a three-year renewal without new tariff-cutting authority beyond the
5o percent granted in 1945. Truman called the RTAA “an essential ele-
ment of United States foreign policy” and said it was needed to negotiate
with other countries seeking to join the GATT."??> This would be the first
time that the Republicans controlled the RTAA’s fate. Many Republicans
did not want to renew the program and preferred to see it expire quietly.
They were skeptical of the administration’s intentions and especially sus-
picious of the State Department, which they believed had harmed domes-
tic industries in the pursuit of overrated diplomatic objectives.'?3

At the same time, the Republican leadership did not want the party
to be labeled as “isolationist.” Vandenberg and other party leaders ruled
out terminating the program, so they prepared a one-year renewal rather
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than the three years requested by the president. They also introduced the
“peril point” provision that required the president to submit the list of
goods that might be subject to tariff reductions to the Tariff Commission
in advance of trade negotiations. The commission would then report on
the maximum allowable reduction that could be made without inflicting
serious harm on domestic producers in the industry. The House version
would have prohibited any tariff reduction until the commission issued
a report, for which there was no deadline. While the law did not prevent
any tariff from being reduced below the “peril point,” the president would
have to notify Congress and justify any decision to do so. Congress would
then have the opportunity to override any reduction beyond the peril point
if it disapproved. At a minimum, the peril point provision would severely
hamper the negotiating process by introducing delays and uncertainties
into the mix. Democrats called the proposed bill “a sham and typical
protectionist device” and accused Republicans of trying to sabotage the
RTAA.?* In May 1948, the House approved the one-year renewal in a par-
tisan vote.

In the Senate, both Vandenberg and Taft agreed that the peril point
provision should be included, but did not think that its application should
be mandatory or subject to a congressional veto. They modified the bill ex-
tensively, establishing a four-month time limit for the Tariff Commission
report, dropping the congressional veto, and giving the president the dis-
cretion to reduce tariffs below the peril point (but still requiring a state-
ment to Congress in such a case). The Senate bill passed overwhelmingly,
with Republicans voting 47-1 and Democrats split 23-17 in favor. The con-
ference committee adopted the Senate’s less-restrictive version.

Truman was dismayed by the one-year renewal and the “complicated,
time-consuming, and unnecessary” peril point provision. Despite these
“serious defects,” the president signed the bill in the belief that it was “es-
sential that the reciprocal trade agreements program should not lapse.”
Although the one-year renewal was not a major constraint on policy be-
cause no major trade negotiations were planned, Truman wished that the
“defects contained in this year’s extension would be corrected in order
that the act be restored as a fully effective instrument of permanent US
policy.”1?5

The Democrats succeeded in recapturing Congress in the 1948 elec-
tion, which (along with Truman’s unexpected reelection) restored unified
government. In 1949, the Democrats enacted a new three-year (retroactive)
extension of negotiating authority without any peril point provision.!?¢
Surprisingly, the renewal easily passed the House with a bipartisan vote
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of 319—69; Democrats voted 234—6 in favor, as did Republicans 84-63. The
renewal also easily passed in the Senate. The 1949 legislation showed that
the Republicans were split: the extension of negotiating authority with-
out peril points gained the support of 57 percent of House Republicans
and 45 percent of Senate Republicans. The 1948 and 1949 votes demon-
strated that about half of House and Senate Republicans would vote for a
three-year extension without any restrictive provisions, while all of them
would vote for a reciprocal trade agreements program that included the
peril point requirement. Since the Republicans giving unconditional sup-
port to the RTAA could also depend upon the support of most Democrats,
a bipartisan coalition to sustain it was in place.

However, this did not mean the ITO would be welcome on Capitol
Hill. In April 1949, nearly a year after the ITO charter had been completed,
Truman submitted it to Congress and stated, “The Charter is the most
comprehensive international economic agreement in history. It goes be-
yond vague generalities and deals with the real nature of the problems
confronting us in the present world situation. While it does not include
every detail desired by this Nation’s representatives, it does provide a prac-
tical, realistic method for progressive action toward the goal of expanding
world trade.”1?

In fact, the charter was in deep trouble. The basic problem was that
business support for the ITO was nonexistent, even among those groups
that had supported the 1945 RTAA renewal. As early as May 1948, the
Chamber of Commerce decided to withhold its support for the charter.
The Chamber stressed the importance of supporting free enterprise and
market competition in world trade and argued that “the present charter is
not consistent with these principles, and the United States should with-
hold acceptance and seek renegotiation.”!?® This was a huge blow to the
administration’s hopes for enlisting private-sector support for the charter.
The Chamber of Commerce had been a strong advocate of the reciprocal
trade agreements program, and its failure to endorse the ITO was guaran-
teed to cause problems in Congress.

Other usually pro-trade groups joined in the growing chorus against
the ITO. The US Council of the International Chamber of Commerce
called it “a dangerous document because it accepts practically all of the
policies of economic nationalism; because it jeopardizes the free enter-
prise system by giving priority to centralized national governmental plan-
ning of foreign trade; because it leaves a wide scope to discrimination,
accepts the principles of economic insulation and in effect commits all
members of the ITO to state planning for full employment.”’?> Coming
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from an organization that strongly supported America’s economic involve-
ment in the world economy, the National Foreign Trade Council’s rejec-
tion was particularly damaging. It argued that the employment provision
“would operate inexorably to transform the free enterprise system of this
country into a system of planned economy, with consequent initiative-
destroying regimentation, reduction in productive output and standards
of living, and threat to the free institutions and liberties of the American
people.”130 They were joined by the National Association of Manufacturers
and the American Farm Bureau Federation.

Hearings before the House Foreign Affairs Committee in the spring
of 1949 revealed that the charter had few supporters.’3 For rather differ-
ent reasons than the chambers of commerce, but with equal force, the
American Tariff League and small industries that wanted protection—
including chemicals, dairy producers, livestock, glassware producers,
woolen manufacturers, the paper and pulp industry—opposed the charter
on the grounds that it might lead to more trade. The American Bar As-
sociation raised questions about whether it would compromise US sover-
eignty. Thus, the charter failed to receive any significant political support
among key interest groups.

The ITO even seemed to be a low priority for the Truman administra-
tion. The political environment in Washington in 1949 was markedly dif-
ferent from what it had been just a few years earlier. Clayton and Wilcox
had left the government, and the State Department’s commitment to the
charter now seemed half-hearted. The heady optimism of the early post-
war period, with its promise of making the world anew, had given way to
the Cold War. The 1945 RTAA renewal was a distant memory, and the ITO
already appeared to be a relic from a bygone era. As early as January 1948,
British officials reported that “Clayton admitted very frankly that he had
found considerable difficulty in getting United States authorities at Wash-
ington to take any concerted interest in the Charter, their attention being
almost entirely directed to Marshall Aid. This was one of the reasons why
he was, he said, most apprehensive lest [the] Charter would be crowded out
unless completed very shortly.”132

Clayton’s sense turned out to be correct. Far more pressing foreign-
policy concerns and national security issues—the Marshall Plan, the
Berlin airlift, the creation of the North American Treaty Organization
(NATO), the Communist takeover of China—pushed the ITO off the ad-
ministration’s policy agenda. Citing the pressure of other business, the
Foreign Affairs Committee never reported the charter to the House floor
in 1949. Truman reminded Congress of the pending ITO Charter in his



CREATING A MULTILATERAL TRADING SYSTEM 505§

State of the Union message in January 1950. But the outbreak of the Ko-
rean War in June 1950 provided another excuse for the House to postpone
any action.

In November 1950, with the RTAA due to expire in seven months,
State Department staff anticipated that “there will be strong opposition”
to renewal and “a real possibility of defeat. We cannot overcome this op-
position and avoid defeat unless we make it clear that the trade program
is an essential, indispensable part of our foreign policy.” They feared that
“reintroduction of the ITO will engage us in fruitless argument and end
in almost certain defeat or indefinite delay.”'3® In other words, pushing
for the ITO might jeopardize the renewal of the RTAA. As a result, Sec-
retary of State Dean Acheson informed Truman that “the ITO is no lon-
ger a practical possibility.” He recommended that “in order to move our
trade program forward in a positive way, . . . we should drop the ITO and
instead we should seek from Congress, in connection with the renewal of
the Trade Agreements Act, authority to participate in the establishment
of an appropriate international organization under the General Agreement
on Tariffs and Trade.”'3* The president accepted this recommendation.

Thus, the Truman administration bowed to political reality. The State
Department issued a press release in December 1950 stating that “the
interested agencies have recommended, and the President has agreed,
that, while the proposed Charter for an International Trade Organization
should not be resubmitted to the Congress, Congress be asked to consider
legislation which will make American participation in the General Agree-
ment more effective.”3 With other countries waiting for the United States
before approving the ITO Charter, since it would be meaningless with-
out American participation, the organization was dead. The opposition
of the private sector, the reluctance of the Democratic leadership to em-
brace the charter, and the perception within the Truman administration
that the ITO was not worth the fight combined to kill the ITO.!3¢

What accounts for this failure? The biggest problem for the ITO was
the charter itself. The charter was a sprawling document with provisions
to stabilize raw material prices and agricultural markets, end restrictive
business practices, and promote full employment. It was too compre-
hensive in areas where there was little national, let alone international,
consensus, and exceptions were built in everywhere to make the details
acceptable to everyone. The business community thought that the ITO
did not go far enough in removing foreign trade barriers and might even
provide legal cover to foreign governments to strengthen those barriers.
Business groups also decided that the exceptions and escape clauses were
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too numerous, that too many concessions were made to state-owned in-
dustries, that exchange controls could be retained indefinitely, and that
the charter was too soft on quantitative restrictions and too permissive
toward government interventions ostensibly imposed in the name of “full
employment,” which some viewed as a code term for government plan-
ning and state control.'?’

The fact that all of the major domestic interests that supported the
RTAA renewals and the GATT now lined up to oppose the ITO was damn-
ing. No Congress was going to embrace the charter when so many groups
across the political spectrum were actively opposed to it. In retrospect,
the ITO may not have been able to make much of a contribution to free-
ing global commerce from trade barriers, and perhaps even have sanc-
tioned continued interference in trade by governments. The ITO Char-
ter was a complex agreement creating a potentially large and unwieldy
organization—like the United Nations Conference on Trade and Develop-
ment (UNCTAD), established in 1964—and its diverse membership might
have hindered its effectiveness. By contrast, the GATT was a relatively
simple agreement focused on a few key principles and a few simple rules
for merchandise trade alone. It imposed some loose constraints on the pol-
icies of the participating countries, but also gave them enough flexibility
in using discretionary trade policies to encourage further liberalization.

Although it was not a formal international organization, the GATT
continued to function as a small secretariat in Geneva to facilitate fur-
ther trade negotiations and resolve trade disputes. Negotiations at Annecy,
France, in 1949 allowed the accession of eleven countries as new contract-
ing parties to the GATT. The original twenty-three countries did not ex-
change new tariff concessions with one another, but they did negotiate
with the new participants. At Torquay, United Kingdom, in 1950-51, the
original contracting parties exchanged new tariff concessions with each
other, and seven countries, most importantly West Germany, joined the
agreement. The tariff reductions at Annecy and Torquay were slight, as
table 10.2 shows. Still, by 1952, the GATT had thirty-four contracting par-
ties accounting for more than 8o percent of world trade and had clearly
become the main forum for international discussion of trade policy.

Thus, the immediate postwar period was an enormously eventful one
for US trade policy. The main objective of policy had shifted decisively
from restriction to reciprocity. A bipartisan consensus had emerged to
support efforts to take gradual steps to free world trade from government-
imposed trade barriers. The domestic debate was less about whether tariffs
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TABLE 10.2. United States tariff reductions in GATT negotiations
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Percentage of
dutiable imports
subject to tariff

Average reduc-
tion of tariffs
that were re-

Weighted aver-
age reduction
of all duties

reduction duced (percent) (percent)
First round, Geneva, April- 54 35 19
October 1947
Second round, Annecy, April- 6 35 2
August 1949
Third round, Torquay, 1950-51 12 26 3
Fourth round, Geneva, 1955-56 16 15 2
Fifth round, Geneva, 1961-62 20 20 4
Sixth round, Geneva 1964-67 64 35 22

Source: Evans 1971, 12, 281-82.

should be reduced in concert with other countries, but about the particu-
lar ways of helping a few import-competing industries cope with foreign
competition. Furthermore, the US-led efforts to reduce trade restrictions
around the world had borne fruit. Although the ITO had failed, the GATT
largely established non-discrimination and unconditional MFN as bench-
marks for trade policy among a core set of countries. The GATT signaled
that the developed countries were not going to revert to interwar protec-
tionism but would instead promote the expansion of world trade in the
years to come.

In light of the future difficulties that some industries would have with
competition from imports, Alfred Eckes (1995) suggested that the United
States sacrificed its economic interests for foreign-policy or national secu-
rity objectives in the early postwar period. But as Richard Cooper (2000,
148) responded, “It is difficult to sustain that any such economic sacrifice
was either consciously decided or in fact made. The broad trade liberaliza-
tion that has taken place over the past half century has strongly served US
economic (as well as security) interests, in the decisive sense that it has
increased US standards of living far more than would have been the case
if world trade had remained restricted by policies such as those in place in
1945, or 1950, or 1960.” The US economy also flourished in the decades af-
ter World War II, and the reduction in trade barriers helped promote a more
rapid economic recovery from the war in Europe and Japan than would
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otherwise have been possible. The worldwide economic boom after World
War II stands in marked contrast to the dismal two decades after World
War I. While many factors account for the different outcomes over the two
postwar periods, many economists believe that US leadership in helping
reduce trade barriers and create the GATT contributed to the economic
growth that followed World War II.



