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FOREWORD 

The Lyndon B. Johnson School of Public Affairs has established inter
disciplinary research on policy problems as the core of its educational 
program. A major part of this program is the nine-month Policy Research 
Project, in the course of which two or three faculty members from different 
disciplines direct the research of ten to twenty graduate students of di
verse backgrounds on a policy issue of concern to an agency of government. 
This "client orientation" brings the students face to face with administra
tors, legislators, and other officials active in the policy process, and 
demonstrates that research in a policy environment demands special talents. 
It also illuminates the occasional difficulties of relating research find
ings to the world of political realities. 

This study of foreign economic decisionmaking theories and practices 
during the Johnson Administration was conducted during 1981-82. Funding 
for the publication was provided by the Lyndon Baines Johnson Foundation. 

It is the intention of the LBJ School both to develop men and women 
with the capacity to perform effectively in public service and to produce 
research that will enlighten and inform those already engaged in the policy 
process. The project that resulted in this report has helped to accomplish 
the former; it is our hope and expectation that the report itself will con
tribute to the latter. 

Elspeth Rostow 
Dean 
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PREFACE 

The fascination with organization has its roots in substance. The 
Federalist Papers are an example of this. The organization of the U.S. 
Government was thoughtfully conceived in order to protect certain rights 
and achieve certain objectives. Our country would not have had the same 
history if a monarchy had been chosen instead of a republic or if the 
founding fathers had decided on a parliamentary form of government instead 
of one with separation of powers and checks and balances. 

It is simply not true that organization does not matter, any more than 
it is accurate that organization is the main determinant of substantive 
policy. The lines of causation run in both directions, from organization 
to substance and from substance to organization. 

There are many issues which must be dealt with by every administra
tion. Questions of income, employment, taxes, expenditures, and all their 
ramifications require a structure both for comprehension of problems and 
carrying out of decisions. As the complexity of these problems grew with 
the growth of the country, so did the personnel to deal with them, in both 
the executive and legislative branches. All presidents must devise a 
mechanism for conducting foreign policy. Each president chooses that 
structure which he believes will best process substantive questions in a 
way congenial to his habits and personality. The Congress must have a 
counterpart structure. 

The organization of the U.S. Government for the conduct of foreign 
policy has become increasingly complicated by the growing inseparability of 
domestic and international affairs. 1his is particularly true in the eco
nomic sphere. The case studies in this volume abundantly illustrate this 
point. They deal with international trade and the relationship of this is
sue with protection of domestic industry; how the foreign aid program can 
be used to stimulate U.S. production and exports: how U.S. trade should be 
conducted with Communist countries; how to better integrate the U.S. and 
Canadian automotive industries; how to mollify the Europeans over what they 
considered to be a . U.S. technological lead; how to mitigate the foreign
exchange costs of stationing U.S. troops in Europe; how to control capital 
outflows from the United States while not preventing foreign direct invest
ment by U.S. firms; how to deal with U.S. food and agriculture surpluses in 
the interest both of the U.S. farmer and foreign developing countries; how 
best to foster economic growth in Asia, using U.S. resources; how best to 
finance U.S. arms sales to developing countries; the functioning of the 
international monetary system; how much sugar should be imported and how 
much reserved for U.S. growers; how to stabilize prices of coffee imports, 
and with what effect on the U.S. consumer; how much encouragement should be 
given to imports from developing countries; how much gr~wth should be al
lowed in the importation of textiles and apparel, and with what effect on 
competing U.S. industries; and the extent that tariff reductions should be 
negotiated, with an impact both in the U.S. market and in foreign markets 
for U.S. products. 

These are called foreign economic issues, but they clearly are also 
domestic matters. It is this combination that complicates organizations. 
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Those agencies concerned with foreign policy, with the relevant domestic 
policy, and with U.S. policy generally (s.uch as the White House), must all 
be involved in the decisionmaking process. So must the publics who are 
most affected by these decisions. So must the foreign governments whose 
interests are at stake. The various interests are often competing, and the 
organizations must facilitate choices based on reasonably complete informa
tion. 

The objective in undertaking this study was to determine if any 
general patterns or conclusions would emerge from looking at sixteen sig
nificant decisions made during the Johnson Administration. This Adminis
tration was chosen because of the availability of documents in the Lyndon 
B. Johnson Presidential Library in Austin that could provide insights into 
the decisionmaking process not possible from secondary sources. The orig
inal documents were supplemented by conversations and correspondence with 
actors involved in these decisions. The case study technique was used 
because it permitted a great degree of precision and det"ail in the study of 
actual decisions. The study procedure was to examine the theory of orga
nization and decisionmaking, particularly as it pertained to foreign poli
cy; then to study specific cases in the light of the theory; and, finally, 
to interrelate the theory and practice to test the explanatory adequacy of 
the theory. 

What we found was that no set of theoretical models (whether labeled 
bureaucratic politics, multiple advocacy, democratic politics, or shared 
outlooks) fully explained practices during the Johnson Administration, but 
that the theories did provide insights into these practices. We found we 
could generally predict the organizational choice of the Johnson Adminis
tration from the substance of the issue and how it came onto the policy 
agenda. 

As one would expect, actual decisions resulted from an interplay of 
competing interests; of domestic and international politics; of the force 
of personality; and of the predilections of the President, his senior ad
visers (both those in the White House and in the agencies), and strategi
cally placed legislators. Where legislation was required, the role of the 
Congress was important (e.g., in obtaining legislation to implement the 
coffee agreement). This was particularly true in those cases in which 
domestic economic interests were deeply affected by the decisions, such as 
in setting sugar quotas or deciding on agriculture surplus disposal pro
grams. When legislation was not required, the Johnson Administration did 
not go out of its way to inform the Congress (e.g., on technology transfer 
or the gold crisis). When legislation was not controversial, Congress was 
provided the minimum necessary information (e.g., the Asian Development 
Bank). When legislation was highly controversial (as in the East-West 
trade case), the President sought to shield himself from the controversy. 

The Johnson Administration exhibited a combination of organizational 
flexibility in approaching problems and of adherence to repetitive pat
terns. The flexibility was clear in the formation of interagency task 
forces, with the minimum necessary membership, for dealing with issues that 
arose. These ad hoc task forces have been described as a type of floating 
crap game; the game went on, but the players and the chairmanship varied by 
issue. Many of the cases studied in this project were approached using 
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this organizational technique--for example, the gold cr1s1s, additionality, 
the Canadian automotive agreement, and foreign direct investment controls. 
This organizational meth9d permitted the White House staff to play as large 
a role as it desired. sometimes being dominant in the task force~, some
times being just a member, but always controlling the content of memoranda 
and recommendations that went to the President. 

This loose structure--or stated more precisely, this structure tailor 
made for each issue but following an established pattern of organization-
was generally efficient. Agencies which had to be involved were brought 
in, and those which were peripheral to the issue might be consulted at some 
stage but not in the day-to-day consideration of the issue. It is hard to 
know whether this pattern was devised deliberately at the outset of the 
Administration or whether it developed as time went on because it suited 
the personalities and practices of the key people in the White House, in
cluding the President. We say that it worked, because on most issues that 
did not require legislation, or where the legislation did not deeply affect 
entrenched domestic interests, the Administration did achieve its objec
tives. This is discussed in Chapter 4. 

The Administration also employed task forces composed of persons from 
outside the government, often also including officials of the executive 
branch, to deal with issues where broad outside support was needed. The 
East-West trade legislation was handled this way, as was the Asian Develop
ment Bank, and to some extent, the various balance-of-payments and monetary 
issues. In this respect as well, the technique provided for diversity 
within a consistent organizational pattern. 

Where the Administration tended to fall down was in overreaching in 
cases where entrenched congressional interests were involved. These inter
ests came from constituent needs (as with sugar legislation), or the tenor 
of the times (such as the effort to liberalize East-West trade in the midst 
of the Vietnam War or to use the Export-Import Bank to secretly finance 
military sales to developing countries). 'Tile Administration did not 
achieve all its objectives in any of the three issues cited in this para
graph, and in fact achieved none of its goals on the last two cited (East
West trade, and country X loans using the Export-Import Bank). 

As we look back fifteen to twenty years from the vantage of 1982, we 
are struck by how short-term many of the decisions turned out to be, even 
those that were acknowledged at the time to need some longer-term solution. 
There were many decisions that had a long-term effect, such as the .Cana
dian automotive agreement, U.S. assistance in forming and then entering 
into the Asian Development Bank, and the conclusion of the Kennedy round of 
trade negotiations. Others, however, particularly balance-of-payments is
sues, were approached from a short-term perspective. Handling the gold 
crisis, putting controls on capital outflows for foreign direct investment, 
requiring addi tionali ty of exports in the bilateral aid program, dealing 
with sugar quotas, and other non-balance-of-payments cases are all examples 
of this. Immediate issues were involved, but the problems returned a few 
years later, some in more profound form than what the Johnson Administra
tion faced. The explicit attempt to devise a framework for dealing over 
the long term with the important question of East-West trade ended in 
failure. 
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We hesitate to make sweeping organizational recommendations. The 
burial files are overfull with such recommendations. These call, inter 
aHa, for creating new departments to deal with foreign economic poHcy; 
authorizing supercabinet groups to consider these issues; returning more 
authority to the State Department; focusing more power in the White House; 
establishing a separate White House body to deal with foreign economic is
sues, or alternatively, giving the economic function much higher visibility 
in the National Security Council; and merely rearranging authorities in the 
executive agencies (which is done regularly in any event, and then often 
redone to return to the status quo ante) ·' Since even the Johnson Adminis ... 
tration (whose relations with Congress were probably better than those of 
any recent Administration) had difficulty in getting some of its foreign 
economic policy proposals through the Congress, there must be scope for 
improving executive-congressional consultation. The Nixon-Ford-Carter 
Administrations, for example, learned how to effectively involve the Con~ 
gress in multilateral trade negotiations. All problems do not lend them
selves to this same treatment, however. 

Each of these proposals may have some merit in the context of the 
times in which they were suggested. Some may even have more durable valid
ity, but this is debatable. Lasting validity is questionable because it is 
clear from the numerous studies on White House and executive branch organi
zation that what pleases one president and his administration is anathema 
to another. The fundamentals of organization must b.e present in any s~ruc
ture, such as how to bring in those who must be heard, from inside and out
side the government, and how to deal effectively with the Congress, but we 
have concluded that these imperatives can be accomplished in many ways. 
'nle way the Johnson Administration went about its foreign economic policy 
deoisionmaking turned out to be highly effective for most issues. Where it 
was ineffective (East-West trade, sugar legislation, and achieving foreign 
policy flexibility for handling agricultural surplus disposals), we do not 
believe the defects were organization, but rather contextual--that is, they 
were a function of the times or the power of the pressures opposing the 
Administration's preferred outcome. 

The body of this study dealing with decisionmaking theory and practice 
in the Johnson Administration is relatively brief. Our main findings and 
conclusions are contained in this part of the study. The full case studies 
are included in the second part of the book so that the interested reader 
can determine for himself or herself whether we reached the right conclu
sions from our voluminous raw material. 
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INTRODUCTION 

The evolution of an economically interdependent world has demanded 
that more consideration be given to economic interests in the formulation 
and implementation of U.S. foreign policy. Where political and security 
interests once dominated, in recent years foreign economic concerns have 
gained prominence in overall U.S. foreign policy. 

The heightened interest in foreign economic issues has spurred efforts 
to develop and improve upon the decisionmaking process specifically de
signed to handle these issues. The development of such a decisionmaking 
process, however, has been hampered by the inherent division over responsi
bilities for foreign economic policy. On the one hand, foreign economics 
is considered inseparable from domestic economics. As a result, domestic 
political interests do play a prominent role in foreign economic decision
making. On the other hand, foreign economic policy is clearly foreign 
policy, and thus falls into the realm of foreign policy concerns. 

The development of an effective foreign economic decisionmaking pro
cess has been further complicated by the recent assertive role of the Con
gress in foreign policy. Congressional assertiveness has grown steadily 
since the Vietnam War and has had a significant impact on foreign economic 
issues. 

The purpose of this study is to analyze foreign economic decision
making during the presidency of Lyndon Baines Johnson (1963-1969). Using 
original source materials from the LBJ Presidential Library, a case study 
format was adopted to identify and analyze the structures of and factors 
affecting foreign economic decisionmaking. These results were compared 
with existing literature, both theoretical and practical, on foreign eco
nomic policymaking. 

In Chapter 1, the various organizational models are briefly described 
to serve as a framework for analysis of decisionmaking. Chapter 2 sum
marizes the case studies and discusses how these models were used in the 
Johnson Administration. (The full case studies can be found in Part 2.) 

In Chapter 3, the case studies are categorized according to the type 
of political or economic pressure which drove the issue into the forefront. 
The types of pressures include: balance of payments, domestic, foreign, 
and national security. Thus, the issues which fall into the first group 
emerged onto the policy agenda because of the role these issues played in 
the persistent U.S. balance-of-payments deficits. Other issues emerged 
primarily because of domestic political pressures or pressures from foreign 
governments, and these were grouped under "domestic pressures" or "foreign 
pressures," respectively. Our last category consists of those issues which 
were driven primarily by national security concerns. 

Did the Johnson Administration organize itself differently according 
to the source of political pressure? In other words, did any pattern 
emerge in the case studies which would indicate that issues driven by 
pressures from foreign governments were handled differently from issues 
driven by domestic or balance-of-payments pressures? These quest ions are 
dealt with in Chapter 3. 
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In Chapter 4, the foreign economic policy decisionmaking process in 
each of the case studies is evaluated in an attempt to measure the success 
(or failure) of the Johnson Administration in achieving intended objectives 
and to assess the impact, if any, of the organizational structure on the 
outcome of these issues. 

The research team consisted of eighteen graduate students from the 
Lyndon B. Johnson School of Public Affairs, The University of Texas at 
Austin, under the direction of Dr. Sidney Weintraub, Dean Rusk Professor, 
and Hoyt Purvis, then a faculty member at the LBJ School. Two of the stu
dents in the project, Peter Nyren and John Opperman, served as editors
rewri te men to pull together the main body of the study after the close of 
the academic year. 
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CHAPTER 1 
CONCEPTUAL MODELS OF DECISIONMAKING 

One of the inherent drawbacks of a scholarly study of 
how U.S. international economic policy is formulated 
and implemented is that the process is fluid, dis
parate, ad hoc, inconsistent, and just plain messy. 

Stephen D. Cohen 

Analysis of how organizational factors associated with important for
eign economic decisions affected the degree of success of the Johnson Ad
ministration in achieving its policy goals is the major focus of this 
study. As the above quote illustrates, the task is neither simple nor 
precise. The heart of the matter is that international economic policy is, 
in the words of Senator Lloyd Bentsen ( D. Tex.), "a least common denomi
nator • • • a kind of guerrilla warfare among the Departments of State, 
Treasury, Agriculture, the Federal Reserve Board, and a host of other 
Executive Branch agencies."1 Thus, the environment in which foreign 
economic decisions are made does not usually permit orderly structures of 
decisionmaking to be employed. 

There are two main techniques associated with an analysis of govern
mental decisionmaking: the case study approach and model building. We 
used both methods in our research. Each concept has certain weaknesses 
which need to be identified from the outset. Using the case study method 
to explain how foreign economic decisions are made severely limits the 
formulation of any overall pattern or framework of decisionmaking. Although 
recurring patterns in decisionmaking do exist, the ad hoc nature of foreign 
economic issues usually precludes the development of categorical theories 
or inferences concerning the organizational structure used. A random 
sample of ten to fifteen case studies may prove to be very informative, but 
to use such a sample to extrapolate on any scientific basis a comprehensive 
decisionmaking theory is to expect too much. 

The problem with using organizational models to describe how the sys
tem functions also stems largely from the nature of foreign economic policy 
itself. It is virtually impossible to accurately predict which model will 
be relevant for a given foreign economic issue. Moreover, the operational 
decisionmaking organization can be quickly subverted by strong personali
ties in the right place at the right time. Models are never fully precise, 
and policymakers tend to move away from formal constructs quickly when 
bottlenecks or other problems arise. 

Despite these shortcomings, case studies can be used to analyze spe
cific policy decisions, to evaluate the performance of a given administra
tion, and hopefully, to identify some of the factors which contributed to 
the success (or failure) of a given policy decision. In the words of 
George Reedy, a former Special Assistant to President Johnson, the presi
dent "decides what he wants to decide and any student of the White House 
who believes that he is making a contribution to political thought when he 
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analyzes the process is sadly mistaken. At best • • • he can only contri
bute to human knowledge some insights into tl;le decisionmaking process of 
one man."2 

With this warning in mind, we do not offer any general theories appli
cable to all times, and any conclusions that we arrive at will not neces
sarily be applicable to decisionmaking in other administrations. They can 
be instructive, however. The objective of this report is to assess the 
performance of the Johnson Administration on a number of foreign economic 
decisions in an attempt to determine if there was any consistent pattern 
and whether the policy outcome was significantly affected by the organi
zational structure of decisionmaking used. 

FIVE MODELS OF DECISIONMAKING 

Models imply a plan, or structure, which identifies components and ex
plains processes. On this basis, models may then serve as indicators, even 
predictors. However, in decisionmaking processes no one model can ade
quately explain the complexities or nuances of a decision. Often the deci
sionmaking process can more appropriately be considered a phenomenon--a 
phenomenon determined and affected by a multitude of factors. 

In this chapter, we formulate the models/phenomena that are most com
mon to foreign economic policymaking processes. These models/phenomena are 
not presented as structures consciously created to make decisions. Rather, 
they are explanations of how decisions evolved and why they evolved as they 
did. Some of the cases will fit the constructs better than others, while 
others will be more phenomenological. Most cases can only be explained by 
some combination of models and/or phenomena. 

There are five basic models/phenomena that are applicable for the 
purposes of this study: 

1. Bureaucratic politics. This is the most common of the govern
mental decisionmaking models. The locus of decisionmaking in this model is 
the executive branch. In this format, various executive agencies with 
divergent viewpoints are expected to hammer out a consensus on an issue 
through bureaucratic bargaining and debate. Once a consensus is reached, 
the president makes the final determination by accepting or rejecting the 
consensus decision. Generally, the policy stances of the respective agen
cies are determined by their organizational position and vested interests. 
In some cases, one agency dominates the process--for example, when an 
agency's expertise is critical to the resolution of a problem (such as 
Treasury's dominance of most balance-of-payments issues), or when an in
fluential personality is actively involved. 

The bureaucratic politics model is usually characterized by minimal 
presidential involvement. This points to one of the difficulties in ap
plying the mode 1. Al though a president may have little direct involvement 
in an issue, should his preferences be known or suspected, the bureaucracy 
will be significantly influenced in the decisionmaking process. This in
fluence may narrow the spectrum of views and encourage the formulation of .a 
consensus closely aligned with the president's interests. Consequently, 
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presidential preference and initiative are factors that must be considered 
when assessing the impact that bureaucratic politics has on decisionmaking. 

2. Multiple advocacy. This decisionmaking structure requires exec
utive agencies with a real interest in the issue area to develop options 
for the president. These options are then funneled through a "neutral 
broker" (usually a White House aide) who summarizes the divergent view
points for presidential consideration. Thus, the locus of decisionmaking 
is centered in the White House instead of in the bureaucracy, as it is with 
the bureaucratic politics model. 

It has been argued that multiple advocacy is more of an "ideal type" 
than a practical decisionmaking model. Nevertheless, policymaking does oc
casionally approach the multiple advocacy construct. This occurs most of
ten in cases where the president is not actively involved and the bureau
cracy is unable to reach a consensus on its own (the additionality and the 
gold crisis cases in our own study are examples). In addition, multiple 
advocacy is often associated with issues in which speed is essential and in 
which the details are too technical for the president to make the decision 
alone (gold crisis, offset). 

3. Presidential fiat. This is the least complicated of the decision
making models since all that it requires is a highly centralized structure 
in which the president and/or a key adviser dominates the process and dic
tates the decision to the bureaucracy. For the most part, this process is 
affected more by the personality and style of the individuals involved than 
by the organizational structure of decisionmaking. 

4. Democratic politics. This decisionmaking approach is the anti
thesis of presidential fiat. In this case, the White House, executive 
agencies, the Congress, and special interest groups may all be involved in 
the decisionmaking process. This model occurs most often when the issues 
involve legislation (Food for Peace) or treaty ratification (coffee agree
ment), thus preventing the executive from circumventing the Congress. In 
cases associated with democratic politics, the executive branch will usual
ly try to reach a consensus on the issue before trying to persuade the Con
gress and the public. Consequently, many of these decisions reflect a com
bination of bureaucratic and democratic politics decisionmaking. Sometimes 
the president will take the lead in order to bring Congress around to the 
executive branch position (Canadian auto agreement). In cases of low pres
idential involvement, the goal is usually to reach the broadest possible 
agreement (sugar agreement). 

5. Shared mind-sets. This is more accurately a phenomenon than a 
-model. This phenomenon occurs in cases where commonly held beliefs and 
values result in the development of similar or like-minded policy options. 
It is probably encountered most often with issues that deal with maintain
ing previous policies that have been generally accepted (country X loans). 
The shared mind-sets phenomenon will often interact with other decision
making models and be influential in the outcome (Asian Development Bank). 
Despite the political diversity of the U.S. government, the shared mind
sets phenomenon is not uncommon. After al 1, when a president comes into 
office he brings with him many like-minded people to fill advisory and 
politically appointed positions. 
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DECISIONMAKING MODELS AND FOREIGN ECONOMIC POLICY 

It is not surprising that the bureaucratic and democratic politics 
models of decisionmaking are the most common decisionmaking structures 
found in foreign economic policymaking. Because of the complexity of most 
foreign economic issues and/or the president's lack of interest in such 
issues, the bureaucracy usually assumes the primary responsibility for the 
formulation and implementation of foreign economic policy. Since many for
eign economic issues are marked by conflict between domestic and interna
tional interests, and between economic and political priorities, the 
Congress and special-interest groups often have a stake in the process. 
Hence, democratic politics is also a common feature in foreign economic 
decisions. 

Multiple advocacy puts a substantial amount of responsibility on the 
president and his key advisors. Because a president's time and expertise 
are limited, multiple options may not always be desirable. More impor
tantly, most decisions will require compromise which may be reached more 
appropriately through bureaucratic politics, and, in some cases, with less 
political expense to the president. 

Presidential fiat is not usually encountered in foreign economic deci
sionmaking for two reasons. First, a president rarely has the competence 
in foreign economic matters that he does in domestic issues, and therefore 
he relies on others for expertise on international economic policy. Second, 
the diversity of vested interests in many of these issues discourages the 
president from taking too active a role because of the high political risk 
involved. 

The shared mind-sets phenomenon only partially explains the decision
making process for a given issue and, therefore, must be looked at in the 
context of other decisionmaking constructs. In foreign economic policy, 
shared mind-sets is most likely to occur in cases in which the number of 
inputs is limited. Consequently, one would expect shared mind-sets to be 
associated with bureaucratic politics, and rarely with democratic politics. 

Most foreign economic policy decisionmaking can only be explained 
though a combination of models/phenomena. These combinations are deter
mined by the stage of the decisionmaking process (e.g., formulation or im
plementation), the complexity of the issue (e.g., commodity agreements or 
trade policy), the constitutional requirement (e.g., legislation, treaty), 
the preference of the president, and the pressures that brought the issue 
to the point of decisionmaking. Each of these factors must be considered 
when analyzing the decisionmaking structure of an issue. While this should 
give substantial insight into specific decisions, it may or may not indi
cate trends or connections among similar cases or issues. But even when no 
connection can be made, a lack of similarity can also be conspicuous, and 
hence, provide a valuable lesson. 
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Controls on Foreign Direct Investment 

On February 10, 1965, in an effort to achieve equilibrium in the U.S. 
balance of payments, the Johnson Administration launched a new balance-of
payments program. A keystone of the new policy was a voluntary program to 
restrain capital outflows from the United States for foreign direct invest
ment by American businesspersons. The voluntary program was continued, 
under progressively tighter guidelines, during 1966 and 1967. 

The business community, in general, responded favorably to the Pres
ident's request to limit U.S. financing for foreign direct investment. De
spite the Administration's initial success, the balance-of-payments situa
tion continued to deteriorate. The increasing deficit could be attributed 
largely to the growing costs of the war in Vietna:n. The international 
monetary system was disrupted even further when the British pound came 
under attack. This turbulence in international money markets triggered the 
largest gold-buying wave since World War II, with the United States suffer
ing huge losses in its gold reserves. 

In response to the growing deficit and the turmoil in the money mar
kets, President Johnson signed Executive Order Number 11387, "Governing 
Certain Capital Transfers Abroad," on January 1, 1968, establishing man
datory limits on the levels of capital outlays for foreign direct invest
ment. The lead agency for this decision was the Treasury, but the White 
House role was also substantial. The Administration hoped that the strict 
guidelines would lead the U.S. economy back into a position where the na
tion's balance of payments would be in equilibrium. 

The Gold Crisis of 1967-68 

Between November 17, 1967 (when the British announced that they were 
devaluing the pound), and March 14, 1968 (when the Johnson Administration 
decided that the price of gold sold for private purposes should be sepa
rated from the official price of $35 an ounce), the United States and the 
other Gold Pool countries (Belgium, Germany, the Netherlands, Italy, and 
the United Kingdom) lost $2.9 billion in gold. 

Throughout the 1950s and early 1960s, the United States experienced 
balance-of-payments deficits. In the years after World War II, the outflow 
of gold, especially to Europe, was seen as a necessary step to ensure the 
postwar recovery of Western Europe. By the late 1950s, however, U.S. gold 
reserves were getting low and it was concluded that something had to be 
done. 

In June 1965, President Johnson instructed Treasury Secretary Henry 
Fowler to set up a group to formulate ideas for improving the functioning 
of the international monetary system. The main task of this group (which 
became known as the Deming Group, after the Under Secretary of the Treasury 
for Monetary Affairs) was to develop the U.S. negotiating position for the 
creation of a totally new international reserve asset known as Special 
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Drawing Rights (SDRs). SDRs, it was believed, would take the pressure off 
gold in world money markets. By November 1967, when the gold outflow was 
beginning to take on crisis proportions, the details still had not been 
worked out with respect to SD Rs and it was becoming clear that the gold 
crisis would have to be handled with the tools available. 

On Thursday, March 14, 1968, President Johnson, after consulting with 
his advisers, decided on a course of action, as follows: (1) convince the 
other Gold Pool countries to close the gold market on Friday; (2) reaffirm 
the American commitment to maintain the official price of gold at thirty
fi ve dollars; ( 3) invite the other Gold Pool countries to Washington for 
meetings on March 16-17; ( 4) halt all Gold Pool operations and let the 
price of gold sold for speculation and for industrial uses be determined by 
market forces (two-tier price system); and (5) arrange new sterling credits 
and work out methods to offset disorderly money flows through cooperative 
financial actions. 

U.S.-Canadian Automotive Agreement of 1965 

In November 1962 the Canadian government initiated a remission plan 
for automatic transmissions. A year later, remissions were extended to cov
er automobiles and original parts. 1be plan encouraged Canadian automobile 
manufacturers to increase exports by rebating import duties on a dollar
for-dollar basis for increases in exports achieved over the 1962 total. On 
April 15, 1964, the (U.S.) Modine Manufacturing Company filed suit, chal
lenging the remission plan as constituting an illegal grant or bounty. 
Modine wanted the U.S. Government to impose countervailing duties on ex
ports of Canadian automobiles into the United States. nie Johnson Admin
istration encouraged delay in the imposition of countervailing duties, 
fearing that action would set off a trade war with Canada. 

Time was a major pressure on both sides. lbe State Department hoped 
to find a solution by January 1, 1965, to head off the imposition of coun
tervailing duties and to ensure that any necessary implementing legislation 
could be acted on in a nonelection year. Additionally, both sides hoped to 
minimize any damage an agreement might have on their positions at the Ken
nedy round negotiations. 

In April 1964, President Johnson approved the State Department's re
commendation that an interagency task force be established to carry out the 
automotive negotiations with Canada. The State Department dominated this 
task force, which also included the Departments of Labor, Treasury, and 
Commerce, and the Special Trade Representative. 

Representative Wilbur Mills (D. Ark.), Chairman of the Ways and Means 
Committee, was the major congressional supporter of the automotive agree
ment, and he assured the Administration that he would work hard to pass any 
implementing legislation. Senators Albert Gore (D. Tenn.) and Vance Hartke 
(D. Ind.) were the agreement's major critics. They felt it benefitted the 
Canadians at the expense of the United States. Senator Paul Douglas (D. 
Ill.) was also critical, accusing the Administration of presenting Congress 
with a fait accompli. 
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In November 1964, Phillip Trezise, Assistant Secretary of State for 
Economic Affairs, outlined the proposed agreement to President Johnson. 
State had decided on a free-trade approach in which both sides would drop 
to zero tariffs on automobiles and original equipment parts. The Canadians 
agreed to this plan, but only after special conditions were met. 

Wilbur Mills was concerned that protectionists would use the Canadian 
agreement to their advantage to amend the Trade Expansion Act (TEA). Mills 
received assurances from the Administration that it would agree in the next 
legislative session to amend the TEA to make adjustment assistance for all 
workers and firms easier to obtain. 

A Generalized System of Tariff Preferences 

The subject of tariff preferences to less-developed countries was a 
prominent international issue during the early to mid 1960s. The United 
States first opposed preferences because of domestic labor opposition and 
concern over the balance-of-payments effect. However, there was pressure 
on the Johnson Administration from foreign countries for the United States 
to join other industrial countries and institute a system of tariff pref
erences for developing countries. President Johnson acceded to these pres
sures in 1967 and announced that the United States no longer maintained its 
basic reservations on the principle of tariff preferences. 

The preference issue was brought to the forefront at the first United 
Nations Conference on Trade and Development in 1964. A generalized system 
of preferences (GSP) was seen as a way to increase the LDCs export-market 
share to industrialized nations. However, discriminatory trade treatment 
was seen by the United States as a danger which threatened to divide the 
world politically and economically. 

The pressure on the United States to suppo.rt a preferential system 
came primarily from Latin American countries, which were excluded from 
other preferential systems (particularly that of the European Economic 
Community) in favor of selected LDCs. As the United States became more 
isolated internationally on the preference issue, an informal committee was 
set up by President Johnson in 1966 to consider the need of a new compre
hensive trade program which might include preferences. In September 1966 
the State Department announced that it was prepared to modify the most
favored-nation (MFN) principle and accept generalized preferences for LDCs 
in order to prevent the continued growth of partial preferential systems. 

The decision reflected a consensus within the executive branch coor
dinated by Anthony Solomon, Assistant Secretary of State for Economic Af
fairs. President Johnson made the final decision only after Solomon had 
assured him that there was congressional backing for the proposal. Pres
ident Johnson, in a speech at an inter-American conference at Punta del 
Este (Uruguay) in April 1967, said that the United States would explore to 
see if a consensus on preferences could be reached among industrialized 
countries. The statement was carefully drafted based on the expectation 
that the Europeans would not accept a phasing out of partial preferences. 

Consideration was given to including preferences in the 1967 trade 
bill. However, after discussions within the executive branch and with 
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Congress, it was decided not to do so. It was not until 197 4 that the 
preferences were included in trade legislation and passed. 

The Kennedy Round 

The main impetus behind the Kennedy round of trade negotiations was 
the success of the European Economic Community. The U.S. Trade Expansion 
Act (TEA) of 1962 granted the president the authority to seek reciprocal 
tariff reductions by as much as 50 percent in negotiations under the aegis 
of the General Agreement on Tariffs and Trade (GATT). There was much pres
sure in the United States to obtain reductions in trade barriers in agri
culture as well as industry. 

Congress gave the president until 1967 to achieve the goals stated in 
the TEA. The time pressure turned out to be significant because of Euro
pean unwillingness to make significant concessions in agricultural tariffs. 
The Administration had to decide how much to forego in agriculture in order 
to conclude industrial negotiations. 

The chief U.S. negotiator in the Kennedy round was the Special Trade 
Representative (STR), a position created in the TEA because of Congress's 
and the farm community's distrust of the State Department. This effort to 
bypass State was not totally effective, however, because a large portion of 
the STR's staff was made up of State Department employees. 

Pressure from labor also influenced U.S. decisionmaking. To offset 
labor's concern over the impact of lower tariffs on employment, the TEA 
offered more liberal adjustment assistance. In the end, the industrial 
negotiations were generally successful while reductions in agricultural 
trade barriers were minimal. 

Additionality Requirements on AID Grants and Loans 

Recurring U.S. balance-of-payments deficits in the early 1960s put 
pressure on the Johnson Administration to reassess U.S. foreign aid pro
grams. This led to the idea of "tying" foreign aid to procurement of U.S. 
commodities. When this proved inadequate, the concept of "addi tionali ty" 
was developed. Additionality required that a country receiving U.S. aid 
purchase American products with its grant and loan money above and beyond 
its normal commercial purchases. 

To collect information and generate recommendations, President John
son, in 1967, formed an "Addi tionali ty Working Group" within the Cabinet 
Committee on the Balance of Payments. Four agencies were involved: the Ag
ency for International Development (AID), and the Departments of State, 
Treasury, and Commerce. The group reported directly to the President, who, 
ultimately, made the final decision to support additionality requirements. 

Opposition to these restrictive measures came from both U.S. organiza
tions and foreign governments. The State Department and AID were the pri
mary opponents within the Administration. AID officials were especially 
vocal in this regard, stating that addi tionali ty created more problems 
than it cured by reducing the effectiveness of a given level of aid, and by 
undermining the U.S. principle of minimum official interference in 
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international trade. The opponents of additionality requirements believed 
that the policy was merely a means of protecting U.S. industries which were 
no longer competitive in world markets. Latin American nations were the 
staunchest opponents outside the United States. These countries were al
ready net importers of U.S. products. 

Proponents of addi tionali ty included the President, and the Depart
ments of Commerce and Treasury. The steel and chemical industries, which 
stood to reap benefits, also supported the new requirements. President 
Johnson issued several supporting directives throughout the mid-1960s. His 
support of tying and additionality measures was the deciding factor in the 
eventual adoption of the stricter policy. In the end, it was U.S. balance
of-payments considerations that won out over the concerns of AID and State 
about relations with the Third World. 

Constituent pressure alerted some individual members of Congress to 
the issue, but there was no formal congressional involvement until 1969. 

U.S.-European Technology Gap 

A recurring foreign economic issue for the Johnson Administration was 
the need to balance U.S. economic interests with pressures from U.S. allies 
to share scienti fie and technological expertise. The United States main
tained a lead in such "high technology" fields as computer technology as a 
result of large U.S. research expenditures in space and military science. A 
concern arose among the nations of Western Europe that the U.S. lead would 
result in an economic imbalance. Thus European political pressure was the 
primary factor which forced the Johnson Administration to take action. 

The U.S. response came in the form of an interagency task force, under 
the direction of the White House Office of Science and Technology, designed 
to study the issue, calm European fears, and make recommendations to the 
President. In the end the United States took no formal action in resolving 
the "technology gap" issue. The task force submitted a final report to the 
President, but Johnson did not respond to its recommendations. 

Johnson and his foreign affairs advisers perceived the technology gap 
issue as a political problem to be solved over time more by their demon
stration of concern more than by any substantive U.S. action. The task of 
the interdepartmental committee was to defuse and depoliticize the issue. 
Thus, the Administration believed that the problem would eventually disap
pear as long as the United States was perceived as being sympathetic to 
European concerns. 

East-West Trade 

This summary represents a combination of two case studies: "Building 
Bridges to the East~ The 1966 East-West Trade Bill" and "U.S. Economic 
Policy toward Eastern Europe and the Soviet Union." 

The effort to achieve closer relations with the Soviet Union and the 
countries of Eastern Europe through trade and other means was an important 
part of the foreign policy of the Johnson Administration. The task would 
not be easy because a generation of anti-Communist prejudice would have to 
be overcome. 
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Pressure on the Administration to reassess its Eastern polioy was com
ing from several directions. Tite U.S. business co1ftlll.lnity was complaining 
that American restrictions on East-West trade were putting U.S. firms at a 
competitive disadvantage in the potentially lucrative Eastern markets. 1bis 
argument took on added weight in view of the worsening U.S. balance-of
payments situation. It was also becoming clear that the countries of East
ern Europe were eager to expand relations with the United States. 1be 
Johnson Administration saw this as an opportunity to increase U.S. in
fluence vis-a-vis the Soviet Union in Eastern Europe. Expanded trade ties 
with the Soviet Union was also seen as a way to convince Moscow to use its 
influence to bring about a favorable solution in Vietnam. 

President Johnson created a special committee (the Miller Committee} 
comprised of representatives from business, academia, and labor to study 
the possibilities of expanding East-West trade. nie committee report was 
favorable, and it specifically recommended that legislation be passed 
granting the president discretionary authority to extend most-favored
nation (HFN) status as the most meaningful way to expand trade with the 
East. Tile State Department was assigned the task of writing up a bill re
flecting the recommendations of the committee, and in his 1966 State of the 
Union message, President Johnson announced his intention to send an East
West trade bill to Congress. 

After testing the political waters, Johnson developed misgivings about 
the bill. nie President's legislative advisers warned him that the East
West trade bill stood little chance of passage that year. Johnson, not 
wanting to go back on his State of the Union promise, decided to let Secre
tary of State Dean Rusk submit the bill, thus minimizing the political risk 
to himself. Congress, as expected, was not willing to increase trade with 
the Soviet Union while U.S. forces were fighting Soviet allies in Vietnam. 
The bill quickly died in committee. 

"Country X" Loans by the Export-Import Bank 

During the summer of 1967, a major conflict developed between the Con
gress and the Johnson Administration over the sale of U.S. arms to devel
oping countries (less-developed countries, or LDCs). The focal point of 
the conflict was the so-called country X loan program of the Export-Import 
Bank (Exim). The country X program provided credit assistance to LDCs for 
the purchase of military hardware. 1be loans were administered by the De
partment of Defense (DOD) in such a way that the purchasing countries did 
not know who was financing the loans, and Exim did not know to whom it was 
lending. Because Exim preferred not to be directly associated with arms 
sales to LDCs, DOD arranged for the arms agreements to be made secretly. 

1be country X issue involved two separate decisions: the initial de
cision within the executive branch to begin Exim financing of arms sales; 
and the eventual decision made by the Johnson Administration, under pres
sure from Congress, to terminate Exim financing of arms sold to developing 
countries. 

Initially, President Johnson tried to resist congressional pressure 
to terminate the country X program. The Administration's staunch defense 
of the program proved futile, however, as Congress retaliated by delaying 
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passage of foreign aid legislation. When compromise measures failed, the 
Administration acceded to congressional wishes on the country X program in 
order to obtain more favorable treatment on other aspects of the military 
assistance program. The result was the Administration-sponsored Foreign 
Military Sales Act of 1968, which limited arms sales and set guidelines for 
arms sales policy. In addition, new legislation expressly forbade the Exim 
from financing arms sales to LDCs. 

Establishment of the Asian Development Bank (ADB) 

On April 7, 1965, President Johnson, in a speech at Johns Hopkins Uni
versity, called for a $1 billion U.S. investment in a plan of cooperation 
for increased economic and social development in Southeast Asia. At that 
time Eugene Black was recruited as a Special Advisor to the President on 
Southeast Asian Economic and Social Development. His assignment was to 
consult with U. N. Secretary-General U Thant to determine what steps the 
United States could take to signal its interest in promoting regional co
operation. U Thant suggested that the United States should become actively 
involved in the proposed ADB. 

The decision for the United States to become engaged in the establish
ment of the ADB was not controversial within the Administration. An inter
agency task force and working group was formed primarily to work out the 
U.S. negotiating strategy. Shortly after presenting the Administration's 
bill to Congress, Johnson met with Speaker of the House John McCormack to 
ensure prompt congressional consideration. The bill quickly passed through 
both the House and the Senate with virtually no opposition. It was signed 
into law on March 16, 1966, less than one year after the Johns Hopkins 
speech. The United States matched the $200 million subscription of Japan 
and received a 16.7 percent share of the vote in the ADB. 

The 1965 Sugar Act Amendments 

The domestic sugar market in the United States has been regulated and 
controlled by a complex system of federal quotas since the passage of the 
first sugar act in 1934. The central feature of this system at the time of 
the Johnson Administration vas a quota arrangement which divided the Amer
ican market among the various domestic and foreign producers. 

The sugar debate in 1965 resulted from the need to extend the pro
visions of the 1962 amendments, which were expiring. Policymakers had to 
balance pressures from politically strong domestic interests with foreign 
policy concerns, especially as they affected Latin America. For many for
eign countries, sugar exports provided a significant portion of export 
earnings. 

American sugar policy worked reasonably smoothly until the rise to 
power of Fidel Castro in Cuba. Up to that time the United States imported 
one-third of its total sugar needs from Cuba. Following the confiscation 
of American property in 1960, the Cuban quota was suspended. This action, 
along with subsequent dumping of Cuban sugar on world markets, caused mas
sive disruptions in world sugar prices and resulted in demands from both 
domestic and foreign producers for larger quotas. Both these groups were 
partially appeased in the 1962 amendments. But the new arrangements were 
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in effect for only a year before a new wave of price shocks hit the indus
try, this time caused by world shortages. 

Domestic sugar refiners sided with foreign producers in seeking to 
maintain or increase foreign quotas. The divided interests within the U.S. 
sugar industry were reflected among the executive agencies of the federal 
government. The Bureau of the Budget, the Council of Economic Advisors, 
and the Department of Agriculture tended to support an increase in the 
domestic quota. The Department of State advocated maintaining the current 
foreign quota levels. All the agencies agreed that there was a need to 
settle on an objective formula for setting individual country quotas. The 
agencies all wished to limit the power of the Congress in setting sugar 
quotas, especially the actions of Representative Harold Cooley {D. N.C.), 
Chairman of the House Agriculture Committee. 

The legislation was formulated in the executive branch by an inter
agency commit tee. President Johnson approved this committee's recommen
dations calling for increased domestic quotas, an objective formula for 
quotas, and a moderate import fee. Chairman Cooley's committee reworked 
the bill, setting quotas as it saw fit. 

The International Coffee Agreement Act of 1965 

The· signing of the International Coffee Agreement {!CA) in 1962 
brought over fifty coffee-producing and -consuming nations together in an 
effort to minimize fluctuations in coffee prices. Several key events 
helped to stimulate the ICA. During the early 1960s, the Kennedy Adminis
tration initiated the Alliance for Progress. In addition, the Administra
tion wished to have means of promoting Latin American development other 
than through an aid program. The !CA was a result of these efforts. The 
purpose of this commodity agreement was to aid the economies of coffee
producing countries, especially those of Latin America. Since the United 
States was the world's leading consumer of coffee, its participation was 
essential to the success of the agreement. 

The !CA was negotiated as a treaty and, therefore, required Senate 
ratification. The Senate ratified the treaty in Hay 1963, but U.S. partic
ipation also required implementing legislation. The House held up this 
legislation because of sharp price increases in coffee in the fall of 1963. 
Tile price increases became a major concern of the Congress. a point height
ened by the fact that 1964 was an election year. Tile Administration argued 
that the agreement was necessary to limit price fluctuations, curb the in
fluence of Castro in Latin America, and help prevent chaos in the economies 
of nations that relied heavily on coffee exports. Tile Administration also 
argued that the price increases were the result of crop damage in Brazil, 
and not the result of the ICA. 

'nle coffee agreement generated a heated debate in the Congress, and it 
was only after a strong lobbying effort by the White House and State De
partment that the implementing legislation was passed in Hay 1965. Never
theless, the Congress was able to include amendments to the legislation 
that provided for more congressional oversight of U.S. participation in the 
agreement. 
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Long-Term Cotton Textile Arrangements 

The Long-Term Arrangement on Cotton Textiles (LTA) was a multilateral 
agreement that distributed market shares and provided for controlled growth 
of imports of fibers, textiles, and wearing apparel. The Johnson Adminis
tration was faced with making two decisions on the LTA: first, whether to 
extend it in 1967; and second, whether to include synthetic and woolen fi
bers within the scope of the LTA. 

Both decisions were made under similar conditions. Domestic political 
pressures for restrictive action was growing, and Congress was increasingly 
skeptical about "freer" trade. Within the Administration, agencies were 
divided, sidtng with constituent interests. President Johnson remained 
committed to freer trade but had to balance this against the political ef
fects of opposing the textile industry. 

The Department of Commerce maintained close contact with the textile 
industry throughout the debate. The Departments of Labor, Agriculture, and 
Treasury all supported inclusion of synthetic and woolen fibers in the LTA, 
but their support was more qualified than that of Commerce. The Bureau of 
the Budget, the Council of Economic Advisors, the Special Trade Representa
tive, the State Department, and White House aides all opposed extension of 
the agreement. 

Communication regarding textile policy was enhanced by a Cabinet-level 
committee, the President's Cabinet Textile Advisory Committee (PCTAC). 
PCTAC was designed to build consensus, but that goal was never achieved. 
Ultimately, agency positions were sent to White House aides, who summarized 
them and made recommendations to the President. 

Pressure groups for and against the expanded agreement concentrated 
their efforts on the Congress. The key to congressional/executive inter
action was Wilbur Mills, Chairman of the House Ways and Means Cammi ttee, 
because all tariff legislation originated in his committee. Since Mills 
preferred an administrative solution, such as the LTA, to quotas, he bot
tled up the quota legislation in committee. 

President Johnson ended up by extending the agreement in time but 
dropping plans for expanding the scope of the LTA. · Instead, he opened up 
discussions with Chairman Mills for imple- menting a modest assistance pro
gram for portions of the textile industry. 

The Food-for-Peace Amendment 

On February 10, 1966, the Johnson Administration submitted to Congress 
a proposal to amend the Food-for-Peace program. The legislation was an at
tempt to base Food for Peace (P.L. 480) on need, self-help, and foreign re
lations. The economic conditions in the early 1960s made it necessary for 
policymakers to consider a major revision of P.L. 480. The most compelling 
of these economic factors was that the once large U.S. grain surpluses had 
begun to decline rapidly. The Administration hoped to avoid any specific 
foreign policy restrictions and maintain flexibility in the program. 
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President Johnson created an interagency task force to handle the 
legislative preparations for amending the Food-for-Peace program in 1966. 
Agriculture, AID, and State were the key agencies involved. The inter
agency task force came up with three proposals to amend P.L. 480. First, 
to eliminat~ the requirement that only surplus agricultural foods could be 
used in Food-for-Peace aid. Second, to create a "self-help" program re
quiring recipient nations to take positive steps to increase their own ag
ricultural productivity. Third, the foreign policy restriction was made 
general by requiring the president to administer P. L. 480 in accordance 
with the "foreign policy objectives and national interests of the United 
States." 

The House Commit tee on Agriculture adopted amendments proposed by 
Chairman Harold Cooley which limited shipments to "friendly nations" and 
added a complete ban on sales of food for dollars to nations trading with 
or transporting any goods to Cuba or North Vietnam. The Senate Agriculture 
Committee included a rider calling for the creation of a joint executive
congressional advisory committee which had veto power over the president's 
decisions to waive bans on nations selling and transporting goods to or 
from Cuba or North Vietnam. 

In formulating the amendments, the Administration misjudged the mood 
of the Congress. On balance, the Administration did achieve two major ob
jectives (to base food sales on need and self-help) but failed in gaining 
flexibility in foreign policy. 

German Offset Agreements 

Throughout the 1960s, the issue of how many troops the United States 
would station in Germany, and what share of the foreign-exchange cost of 
those troops should be shouldered (or "offset") by Bonn, was a recurring 
theme in U.S.-German relation·s. The heart of the matter for the United 
States was the need to ameliorate a pressing but secondary economic concern 
without raising doubts about the U.S. commitment to the defense of Europe. 
The problem became acute in the summer of 1966 when the Defense Department 
projected that the gap for the 1967 fiscal year in foreign-exchange outlays 
for military purposes in Germany would reach $800 million. 

The Johnson Administration experienced pressure from three direc
tions: Germany, which with economic problems of its own wanted to offset 
U.S. troop costs by payments and services other than the traditional mili
tary purchases; London, where British foreign-exchange burdens were creat
ing pressure for the Harold Wilson government to pull British troops out of 
Germany; and the Senate, where Majority Leader Mike Mansfield, in August 
1966, introduced a sense-of-the-Senate resolution calling for a substan
tial reduction of U.S. forces stationed in Europe. 

The negotiations were handled by persons from the key U.S. agencies 
concerned, namely, State, Defense, and Treasury, with White House involve
ment. The agreement, signed in April 1967, included the following provi
sions: (1) limited reductions in British and American forces stationed in 
Germany; (2) a reduction in the short-term foreign-exchange outlay, 
achieved primarily through German purchases of medium-term U.S. bonds; and 
(3) a Bundesbank commitment not to convert dollar holdings into gold. 
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CHAPTER 3 
NATURE OF THE ISSUES AND PRESSURES 

FOUR CATEGORIES OF DECISIONMAKING: AN OVERVIEW 

In this chapter, we look at models of foreign economic decisionmaking 
in the context of the nature of the issues and pressures. Within this 
framework, the roles of the president, executive agencies, the Congress, 
and the public are analyzed in each case to determine their impact, if any, 
on the decisionmaking process. From this vantage, we can better assess the 
relative significance · of organizational structure, sources and types of 
pressures, and personality on the policymaking process as practiced by the 
Johnson Administration. 

The basic framework that we employ is that of a large and complex 
input-output model with the source and type of pressure serving as the main 
input factor explaining the elements and structure of the policy formula
tion process. We distinguish here between direct and contextual pressure. 
Direct pressures are those demands exerted on the U.S. government directly 
by a domestic or foreign interest group (either official or nonofficial). 
Contextual pressures, on the other hand, are pressures which arise from the 
context of an existing situation or condition. For example, persistent 
U.S. balance-of-payments deficits resulted in contextual pressure on the 
Johnson Administration to take remedial action. Direct and contextual 
pressures are inextricably linked, and both contribute to the overall 
policymaking environment. Where the pressure is coming from and the type 
of pressure go a long way in explaining why different decisionmaking 
structures were used for different issues. 

The structure of international economic decisionmaking in the Johnson 
years was generally idiosyncratic, depending in each case on the nature of 
the issue. Despite the fact that the process of policy formulation varied 
from case to case, relatively consistent structures emerged among cases 
that had common characteristics. 

We have categorized the case studies according to the origin of the 
pressures on the Administration (see Table 3-1). Within each grouping, 
contextual and direct pressures led to a similar organizational structure 
for policy formulation. The influence of the contending forces within that 
structure depended on the nature of the issue and the source and type of 
pressure involved. The four types of pressures can be categorized as: 

1. balance-of-payments pressures (i.e., pressures to reduce U.S. pay
ments deficits); 

2. pressures from U;S. domestic interests; 

3. pressures from foreign governments; and 

4. pressures due to national security concerns. 

Each category can be characterized by a different organizational in
teraction with identifiable organizational features. The differences are 
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Table 3.1. CATEGORIES OF DECISIONMAKING 

Balance of Payments 

Gold Crisis 
Foreign Direct Investment 
Additionality 
Off set Agreement 

Domestic Pressures 

Sugar Agreement 
Food for Peace 
LTA 

Foreign Pressures 

GSP 
Kennedy Round 
ADB 
Coffee Agreement 
Technology Gap 
Canadian Auto 

National Security 

Country X 
East-West Trade 

MA = multiple advocacy 
BP = bureaucratic politics 
DP = democratic politics 
P = level of presidential involvement 
C = level of congressional involvement 

24 

MA BP DP 

x 
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x 
x 

x 
x 
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x 
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x 
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x 

x 
x 
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x 
x 

x 

x 

x 
x 

p 

H 
H 
H 
H 

L 
L 
H 

c 

L 
L 
L 
H 

H 
H 
H 

M H 
H - H 
H L 
L H 
M L 
M M 

L 
M 

H 
H 

H = high 
M = medium 
L = low 



sometimes subtle. The nature of the issue, to a degree, predicts the level 
of presidential involvement, the role of the White House staff, which exec
utive agencies will exert prominent influence, and the extent of congres
sional in vol vemen t. The pressures and the organizational structures that 
they give rise to have a large impact on the final decision for a given 
issue. 

Those issues driven by U.S. concerns over balance-of-payments deficits 
were typified by strong presidential and White House staff involvement, 
with executive agencies (especially the Departments of State and Treasury) 
also playing a leading role. A vigorous presidential role was vital in 
these types of issues to counterbalance the inordinate influence of the 
Treasury Department. Cases in this category tend to be conducive to a 
multiple advocacy form of decisionmaking. 

Issues falling into the "domestic pressures" category were marked by 
less direct presidential involvement and a more active role for the White 
House staff. White House aides acted as the liaison with executive agency 
representatives and consulted frequently with members of relevant congres
sional committees. Tile President's prerogatives in these cases were 
limited by congressional interest and involvement. The decisionmaking pro
cess followed a pattern of democratic politics, with interest groups, in
fluential members of Congress, and executive agencies struggling to achieve 
consensus. 

The third category of cases involves issues which were primarily 
driven by foreign pressures (al though domestic interests were also in
volved). For example, the impulse for the Kennedy round of trade negotia
tions came mainly from the discrimination against U.S. exports inherent in 
the existence of the European Economic Community, but was fostered by 
domestic interests seeking to lower the degree of discrimination. The de
cisionmaking process for these issues exhibited a high degree of direct and 
indirect presidential participation, a strong coordinating role for the 
White House staff, and domination by the State Department in interagency 
dealings. Cases in this grouping share some characteristics of both the 
"balance-of-payments" and the "domestic pressures" categories. Presiden
tial activism was the most distinguishing feature of the "foreign pres
sures" group. This leadership from the top was particularly crucial as 
deliberations reached the final stages. White House aides also played a 
strong role by mediating interagency disputes and acting as a conduit for 
information to and from the President. The degree of congressional in
volvement was largely determined by the significance of domestic pres
sures. 

The final category consists of cases which emerged primarily because 
of national security considerations. As such, these cases can be consid
ered outliers in the sense that they were more political/strategic than 
economic. Unlike the other categories, the national security grouping does 
not exhibit similar decisionmaking patterns among the cases. Congress was 
heavily involved in both the country X and the East-West trade issues, and 
this, coupled with the political sensitivity of such matters, limited the 
President's direct involvement. Tilese were the only similarities between 
these two issues. 
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BALANCE OF PAYMENTS 

Throughout the 1950s and continuing into the next decade, the United 
States faced a continuing string of balance-of-payments deficits. One sur
plus was recorded during this period in 1957. These deficits were initial
ly regarded as a temporary and necessary phenomenon attributable in part to 
programs of limited duration, such as the Marshall Plan. After 1958, the 
yearly balance-of-payments deficits began to be regarded as a more durable 
condition. 

Government officials and business leaders in the United States were 
fearful that a continuing deficit would weaken the world's confidence in 
the dollar. As the deficit increased in the late 1950s and remained high 
through the early 1960s, discontented forei_gn officials (particularly in 
Europe) converted large amounts of dollar claims into gold bullion, and 
pressure mounted on the United States to take corrective action. 

The Johnson Administration took a series of measures in response to 
these pressures: 

1. Halted gold pool operations and implemented a two-tier price for 
gold (the gold crisis); 

2. required that foreign aid recipients purchase U.S. products with 
the grants and loans provided them above and beyond the normal commercial 
U.S. purchases of these countries (additionality requirements); 

3. curbed capital outflows from the United States for direct invest
ment abroad (controls on foreign direct investment); and 

4. obtained a German contribution to limit the balance-of-payments 
burden of the U.S. military stationed in Germany (offset agreement}. 

All the issues discussed in this section were placed on the Adminis
tration's agenda by contextual pressures (pressures emanating from the con
text of an existing situation or condition) rather than by direct pressure. 
This allowed President Johnson to centralize the decisionmaking process by 
creating small inter agency advisory groups usually chaired by Treasury. 
Although information concerning the specific issues came from a variety of 
sources, it was usually funneled to the President by a close aide. When a 
decision had to be made, the President reviewed the proposals made by the 
interagency group and signed off on the ones with which he was in agree
ment. This pattern of conflicting proposals being funneled through a White 
House aide and presented to the President for final decision is very close 
to the multiple advocacy model. 

Another common feature in these cases was that there was little or no 
congressional involvement in the decisionmaking process. 'nlese issues did 
not require legislation and, therefore, did not fall into the realm of con
gressional jurisdiction. The fact that the issues in this group were 
generally "crisis" issues made congressional leaders willing to accede to 
presidential authority. 
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The need for a timely decision also encourages like mind-sets among 
the top executive decisionmakers. Thus, the gold crisis and the decision 
to establish mandatory controls on capital outflows for foreign direct 
investment were marked by a broad consensus within the executive branch. 
On the issues which did not require as quick a decision (offset agreement 
and additionality requirements), consensus was harder to achieve as agen
cies were more reluctant to sacrifice their interests. When a unified 
stance cannot be achieved, decisionmaking approaches the multiple advo
cacy format and the President (or a high-level White House aide) is forced 
to choose among a number of options generated by the different agencies. 
Thus, the presence of the multiple advocacy model in the Johnson Adminis
tration was less the result of a conscious decision on the part of the 
President than it was the result of the inability to reach a consensus on a 
given issue. 

DOMESTIC PRESSURES 

Since foreign economic issues are frequently difficult to discern from 
domestic economic issues, it is often the origin and significance of pres
sures that determine how these issues will be handled. Where domestic 
pressures are strong, this aspect will usually predominate, although the 
extent of this domination depends on the intensity of foreign concerns 
(pressures). 

Domestic economic issues which also involve foreign pressures invaria
bly signify an important role by the Congress in the final resolution. 
When the public and special interest groups indicate sufficient interest in 
an issue, the Congress is often the most effective means of furthering 
those interests. While direct pressure on executive agencies is important, 
constituent interests are often at the mercy of bureaucratic infighting and 
presidential preferences. In addition, if legislation or legislative au
thority is needed, the Congress will have the final word. 

Within the executive branch, domestic economic issues with strong 
foreign pressures generally lead to a predictable division along lines of 
constituent interests. Domestic-oriented agencies, such as the Departments 
of Agriculture and Labor, will often be pitted against the foreign policy 
agencies, State and AID. When the di vision is pronounced, the president 
must decide whether to intervene and break the deadlock or -leave it to the 
Congress to resolve. 

In our case study analyses, there were three domestic-foreign economic 
issues that were addressed by the Johnson Administration in response to 
domestic pressures. These three were the sugar amendments of 1965, the 
1966 amendments to the Food-for-Peace program, and the extension and expan
sion of the Long-Term Arrangement on Cotton Textiles (LTA) in 1967. 

In each of these cases, direct pressure from constituents was placed 
on executive agencies and the Congress. In the Food-for-Peace and sugar 
amendments issues, the greatest pressure was on the Department of Agricul
ture and the House and Senate Agriculture Committees. nie State Department 
took the main adversarial role, representing U.S. foreign policy interests. 
In the LTA, the Departments of Commerce, Labor, and Agriculture were under 
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direct pressure from constituents, while State again led the opposition in 
representing foreign policy concerns. 

In all three of these cases, President Johnson formed interagency com
mittees to develop a consensus for the official executive branch position. 
In other words, the decisionmaking structure was classic bureaucratic 
politics. This method allowed Johnson to remain detached in the political
ly sensitive decisionmaking process. In both the Food-for-Peace and sugar 
issues, the Departments of State and Agriculture were able to resolve the 
key issues and reach consensus. This decision was then passed along to the 
President for approval and submission to Congress. However, the LTA was 
more complex and involved more "interested" agencies, and they failed to 
reach consensus. As a result, the agencies' positions were forwarded on to 
the White House, where Johnson's aides synthesized the options and passed 
them along with recommendations to the President. Although the interagency 
committee was expected to reach a consensus in the LTA case, the eventual 
outcome of the executive branch decisionmaking process approached multiple 
advocacy. With no consensus, it was up to President Johnson and his aides 
to reach a decision based on the positions (options) :orwarded by the agen
cies. In this case, the role of the White House aides resembled that of a 
broker/advocate. 

The decisionmaking processes in the final resolution of each of these 
issues are prime examples of the democratic politics model. In each case, 
facing intense pressure from special interest groups and requiring congres
sional approval, the President sought to develop an executive branch con
sensus and then submit that proposal to the Congress for approval. The 
wishes of the Congress were considered within the executive branch through
out the debate in the hope of developing a position that the Congress would 
find acceptable. Nevertheless, in the Food-for-Peace and sugar cases, the 
Congress significantly changed the Administration's proposals, and in the 
case of the LTA, the Congress threatened to pass protectionist legisla
tion. 

The Food-for-Peace amendments imposed by the Congress included strict 
restrictions on the President's flexibility in conducting foreign policy 
which the President and executive agencies had hoped to avoid. In this 
case, President Johnson misjudged congressional dissatisfaction with na
tions abetting Communist Cuba and North Vietnam, and with economic aid in 
general. 

In the sugar case, Congress reworked the proposed amendments at the 
direction of House Agriculture Committee Chairman Harold Cooley. In this 
instance, it was the power structure of the committee system in Congress 
that was the most influential factor, enabling Cooley to write the amend
ments more or less as he saw fit. Again, the executive branch was frus
trated to a great extent. 

With the LTA, President Johnson was forced to determine, first, 
whether to extend the LTA in time, and second, whether to expand its scope 
from cotton to synthetics and woolens. In the first decision, that on ex
tending the life of the arrangement, Johnson delayed as long as possible 
before acceding to the pressures from the textile industry and Congress. 
In the second decision, on adding new materials, the President withstood 
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this pressure and opted not to expand the LTA. There were two important 
factors that contributed to this second decision. First, presidential 
preference was a major factor. President Johnson was committed to freer 
trade, which . the LTA violated. In the face of mixed pressure from special 
interests and the Congress, and a divided bureaucracy, the President chose 
to be true to himself. 

A second factor was the power and influence of House Ways and Means 
Committee Chairman Wilbur Mills. Whereas in the sugar case the congres
sional power structure worked to President Johnson's disadvantage, in the 
LTA case it worked in his favor. Representative Mills' committee had con
trol over all tariff and quota legislation in the House, and he agreed with 
the President to handcuff protectionist proposals as much as possible. 
Tilis support allowed Johnson to take his position without excessive fear of 
overruling from the Congress. 

In overview, decisionmaking in cases forced by domestic pressures was 
characterized by bureaucratic politics within the executive branch, and 
democratic pcli tics in the overall resolution. The failure to reach an 
executive branch consensus in the LTA case resulted in a near multiple 
advocacy process. In the . Food-for-Peace and sugar cases, the Administra
tion had to settle for less than had been desired. In the LTA case, the 
President was forced to intervene directly in order to uphold his preferred 
position on syntheti6s and woolens because the executive agencies had been 
unable to compromise their positions during the consensus-building process. 

Overall, President Johnson preferred not to become closely involved in 
these domestic-pressured foreign economic issues because of the political 
sensitivity of these cases. He intervened only when he had to (to lobby 
Congress or to break a deadlock among executive agencies), and chose not to 
confront Congress if at all possible. Only in the LTA case did he inter
vene fully, and only then when there was no recourse--that is, time had run 
out. 

FOREIGN PRESSURES 

Foreign pressures were the most significant factor forcing the Johnson 
Administration to act in the cases discussed in this section. Domestic 
pressures were also a factor in some of these cases, but less so than pres
sures from foreign sources. 

By their very nature, foreign pressures are dealt with differently 
from domestic pressures. Whereas domestic pressures are usually expressed 
through special interest groups or the Congress, foreign pressures are ex
erted either directly on the President or, more often, through the State 
Department. Foreign pressures exerted directly on the Congress are limited 
and are usually linked to domestic issues and/or constituencies (e.g., U.S. 
sugar policy). 

In the Johnson Administration, when legislative authority was not 
needed the President tried to address foreign pressures within the execu
tive branch, although he often consulted with key members of the Congress. 
The less an issue was linked to domestic interests, the more centralized 
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the decisionmaking process was. Jn such cases, the White House and State 
Department usually dominated the process. When domestic interests were 
deeply involved, other agencies were more assertive. 

The Johnson Administration's handling of issues forced by foreign 
pressures reflects the inherent difficulty of creating an organizational 
structure to address such issues. The variety and complexity of foreign 
pressures is further complicated by the level of presidential involvement, 
the degree of domestic pressure, and the significance of the issue itself. 

In our case studies, there were six issues forced onto the agenda by 
foreign pressures. These were the Canadian Automotive Agreement, the 
International Coffee Agreement, support for a Generalized System of Pref
erences (GSP), participation in the Asian Development Bank, the lJ.S.
European tech~ology gap, and the Kennedy round of trade negotiations. The 
decisionmaking · process in all of these cases but one, the coffee agreement 
legislation, was characterized by bureaucratic politics. (In the coffee 
agreement the Johnson Administration had to deal only with implementation 
of the agreement, and, hence, with Congress.) 

In four of these cases, interagency committees were established (Cana
dian agreement, Kennedy round, technology gap, and GSP). In the Canadian 
agreement, the State Department dominated proceedings, and, because of the 
time constraints, helped expedite the consensus-building process. In the 
Kennedy round, the committee was dominated by the Special Trade Representa
tive and State. The primary purpose of the committee was to air agency 
positions and help def~se congressional opposition. In the case of the 
technology gap, President Johnson considered the problem a passing "crisis" 
and used the interagency committee to stall for time. Although the commit
tee was supposed to reach a consensus, Johnson had already made up his 
mind. The real purpose of the committee was to give the appearance of 
attention to European concerns, while its recommendations were of secondary 
importance. In the case of GSP, an informal committee was set up to devel
op new ideas for the 1969 trade program and to determine if GSP should be 
included. State again was the dominant agency. Because of congressional 
opposition, however, it was decided to drop plans for GSP at that time. 

No formal interagency committee was established for the Asian Develop
ment Bank issue, but some interagency coordination was necessary. In this 
case, President Johnson had made up his mind to participate in the Bank, 
and needed the bureaucracy essentially to provide the details for the 
agreement. 

All the cases forced by foreign pressures involved dealing with the 
Congress and/or special interest groups except for the case of the tech
nology gap. Since President Johnson had no intention of taking any sub
stantive actions on that issue, the Congress was not involved. The demo
cratic politics paradigm is descriptive of all the other cases. In both 
the Kennedy round and the GSP, the Congress was involved throughout the 
decisionmaking process. In the GSP case this amounted to consultations to 
determine if congressional approval of GSP proposals was feasible. It was 
not, at least not then. In the Kennedy round there was active congres
sional participation throughout the negotiations. 
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Legislation was necessary in the coffee, Canadian Automotive Agree
ment, and the Asian Development Bank cases. In the coffee case, a sharp 
rise in world coffee prices during the congressional debate jeopardized 
approval by the Congress. A narrow victory was won by the Administration 
only after a strong lobbying effort by the White House. Congressional 
opposition in the Canadian case was less pronounced. Though some of the 
terms of the agreement were not popular, the Congress felt that failure to 
approve the agreement was potentially more harmful than approving it. 
There was little congressional opposition to U.S. participation in the 
Asian Development Bank. 'This was partly due to the strong preference in
dicated by President Johnson, and also to the shared feelings of many 
congressional members with Johnson that participation in the Asian Devel
opment Bank would help detract criticism from the Administration's Vietnam 
policy. 

Overall, decisionmaking in cases spurred by foreign pressures was 
characterized by the bureaucratic and democratic politics models. Within 
the executive branch the bureaucratic politics output was heavily influ
enced by presidential involvement. 'This involvement was most evident in 
the cases of the Asian Development Bank and technology gap issues. In all 
the other cases, the President was less involved, but White House aides 
played active coordinating roles. As stated, and as would be expected, the 
State Department was a dominating force in cases involving strong foreign 
pressures. 

NATIONAL SECURITY 

Al though three case studies in Part 2 (country X loans, East-West 
trade bill, and economic relations with USSR and Eastern Europe) actually 
fall into this category, the similarity of the 'latter two leads us to treat 
them as a single issue. Thus, our analysis in this section is based on two 
cases: country X loans and East-West trade. 

While both cases can be categorized as national security issues, they 
were resolved using different organizational structures. This reflects the 
fact that these two cases were very different. One was an attempt to break 
with a policy which had been in place for more than fifteen years (East
West trade), while the other was designed to maintain a policy which had 
recently been established (country X loans). 

'The pressures which served to put these issues on the Administration's 
agenda came from within the U.S. government: from the Defense Department 
in the country X case, and mainly from the President himself in the case of 
East-West trade. In both cases, the primary task faced by the Administra
tion was to sell the programs to Congress. 

In the case of country X loans, the President wanted to insulate him
self as thoroughly as possible. He took no visible role in the matter; the 
Defense Department was left to champion the Administration's cause when 
Congress began to seriously question U.S. arms sales policy in the wake of 
the 1967 Arab-Israeli six-day war. 
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The situation in Vietnam was the primary obstacle to East-West trade 
liberalization. Despite President Johnson's efforts to disassociate the 
conflict from other foreign policy issues, he could not isolate East-West 
trade matters on Capitol Hill. The White House wag the driving force in 
formulating East-West trade legislation, but by 1966 the political risks of 
too active a presidential role became clear, and President Johnson gave up 
on the bill. 

The main similarity between these two cases is that both were marked 
by a high level of congressional participation. Success hinged on how well 
the Administration could coordinate its efforts with Congress. On East
West trade, Congress was in no mood to expand trade and extend credits to 
countries actively supporting Hanoi's war effort. Legislators had also be
come disillusioned over U.S. arms policy towards developing countries, 
particularly after U.S. arms were used in wars among these countries (e.g., 
India and Pakistan in 1965). The secrecy involved in the country X case 
was also distasteful to the majority of Congress--another reflection of the 
Vietnam experience. 
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CHAPTER 4 
FOREIGN ECONOMIC DECISIONMAKING: 

AN EVALUATION OF THE JOHNSON ADMINISTRATION 

Our task in this chapter is to examine whether organizational struc
ture affected the ability of the Johnson Administration to accomplish its 
policy goals in the field of foreign economic policy. The analysis is 
broken into three parts: 

1. What did the Administration want to achieve in each case, that is, 
what were the immediate policy goals? 

2. Was the Administration successful in achieving its goals? 

3. If not, was it the organizational structure of decisionmaking or 
factors external to the process itself which were the primary reason for 
failure? 

We again separate the cases into the four categories of decisionmaking 
in the hope that a pattern of success (or failure) will emerge. Was the 
Administration more successful in cases driven by foreign pressures or 
domestic pressures? Or did the Administration do better on cases involving 
balance-of-payments pressures? Were the issues in one category easier to 
handle than issues in another group, or was the particular decisionmaking 
setup the key factor in explaining success or failure? 

It should be stressed at this point that we do not wish to overstate 
the role of organizational structure in foreign economic policymaking. 
There is more than a bit of truth in the words of Edward K. Hamilton, a 
former White House aide under President Johnson: 

••• explicit organizational structure is, at best, a 
permissive factor in the policy process; it is never 
more than a necessary condition for effective policy 
and, in the context of any particular configuration of 
personalities, issues, and power relationships, the 
accepted divisions of labor, expertise, and responsi
bility can become largely or even entirely irrele
vant. 3 

BALANCE OF PAYMENTS 

The immediate goal for the Administration in the gold crisis was to 
put a halt to the drain on U.S. gold reserves. In this endeavor the United 
States was successful, at least as far as the two-tier gold system was con
cerned. The longer-term issue of the role of gold in the international 
monetary system was not addressed in this decision. 

In the case of controls on foreign direct investment, the primary ob
jective was to curb capital outflows from the United States. Again, the 
short-term objective was achieved. By establishing mandatory controls on 
such outflows, the outflows were curtailed. Again, however, the Johnson 
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Administration failed to deal with the underlying problem of the U.S. 
balance of payments as a whole. In this case, as with the two-tier gold 
decision, the short-term success was overtaken within a few years by more 
profound problems. 

1be policy of additionality requirements resulted from the desire to 
maintain aid programs (especially to Latin American countries) while mini
mizing the adverse effect such aid programs had on the U.S. balance of pay
ments. Thus at a time when aid programs were becoming unpopular in Con
gress, the Administration needed a plan to convince Congress that U.S. aid 
could actually result in increased U.S. exports. As a legislative tactic, 
the policy worked. As a way to deal with the dual problem of maintaining 
aid levels and promoting U.S. exports, the additionality solution must be 
adjudged a failure. 

The goals behind offset agreements were twofold: ( 1) to take the 
steam out of increasingly vocal demands to pull U.S. troops out of Europe, 
and (2) to provide relief from the high foreign-exchange burden of main
taining these troops overseas. Johnson's primary objective was to maintain 
U.S. troop levels in Europe, and in this regard he was obviously success
ful. The offset agreement also had a short-term cosmetic effect on the 
U.S. balance of payments. However, like the other measures noted abov~, 

this agreement did not address basic balance-of-payments issues, and the 
window dressing had no lasting effect. 

We conclude that the Johnson Administration generally got what it 
wanted in these four cases. The more critical question is whether the Ad
ministration wanted the correct things. 

Balance-of-payments issues were typified by low congressional involve
ment, high presidential interest (although Johnson had to rely heavily on 
aides for expertise), and for the most part a relatively short time hori
zon. The number of participants in the decisionmaking process was limited 
for these issues, and Johnson definitely maintained tight control. Tilese 
factors all contributed to the Administration's success in achieving the 
objectives it defined for itself. 

DOMESTIC PRESSURES 

The goals of the Johnson Administration in the 1966 amendments to the 
Food-for-Peace program were to change the basis of the program to emphasize 
need and self-help, and to avoid specific foreign policy restrictions in 
the legislation. The Administration succeeded in changing the emphasis of 
the program but failed to prevent the addition of foreign policy restric
tions. It is fair to say that the Administration succeeded in the easy 
task but failed to achieve the more basic objective. 

The Administration's goals in the sugar amendments case were to in
crease domestic sugar quotas and to establish an objective formula for set
ting individual country quotas. Again, the final legislation reflected the 
first objective (the relatively easy one) but not the second (the foreign 
policy objective). The House ·Agriculture Committee set the quotas mostly 
as it saw fit, rather than by objective formula. 
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In the Long-Term Arrangement, the Administration sought to mollify the 
domestic textile industry without having to approve excessive additional 
protectionist legislation. For the most part, the Administration accom
plished these goals by agreeing to extend the life of the LTA, but blocking 
efforts to expand the scope of the agreement to synthetics and woolens. 
(The second accomplishment turned out to be short-lived.) 

There was substantial domestic pressure in each of these cases. In 
each case, the Administration developed solutions that it hoped would be 
acceptable to domestic interests. Nevertheless, confrontation with the 
Congress forced still further compromises. This confrontation was not due 
to a failure to consult with the Congress. Rather, it was the reflection 
of different intensities of pressures on each branch (the domestic constit
uency predominating in the Congress and foreign policy playing a large role 
in the executive), and different perceptions of priorities. 

FOREIGN PRESSURES 

The Administration wanted approval for U.S. participation in the Asian 
Development Bank in order to show its concern for Asian development at a 
time when U.S. Vietnam policy was under heavy criticism. President Johnson 
personally promoted the proposed legislation and received approval with 
little opposition from either the Congress or agencies within the executive 
branch. 

President Johnson's purpose in addressing the GSP issue was to keep 
the United States from becoming isolated on the question of tariff pref
erences for LDCs. The task was to bring the U.S. Government (i.e., execu
tive agencies that opposed GSP, and the Congress) around to accepting the 
principle of GSP. This was largely achieved, al though congressional ap
proval was not obtained until the Nixon Administration. 

The intent of the International Coffee Agreement was to satisfy the 
demands of coffee-producing developing countries, especially those in Latin 
America. The Johnson Administration was concerned only with getting the 
necessary implementing legislation passed, which it attained despite some 
strong opposition in the Congress. 

The underlying goal of the Kennedy round was to reciprocally teduce 
trade barriers among participating nations. The stimulus for the nego
tiations was the successful formation of the European Economic Community. 
In addition, the Johnson Administration wanted to satisfy the demands of 
domestic agriculture interests without endangering efforts to achieve trade 
goals in other areas. The Administration had only modest success in satis
fying the demands of agriculture. However, it achieved its overall goal of 
reducing trade barriers in other sectors. 

In the Canadian Automotive Agreement, President Johnson sought to 
avoid a possible trade war with Canada, which would have followed the im
position of countervailing duties on imports from Canada. The strategy was 
to envelop the problem in a larger framework of free trade in the automo
tive sector. With the countervailing suits pending in court, the Adminis
tration moved quickly to reach agreement with Canada and get congressional 
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approval. The result was an unqualified success, and organizational 
structure was a contributing factor. 

Since President Johnson considered the technology gap a -11passing" 
issue, his main goal in that case was to stall for time. He aooomplished 
this by establishing an interagency committee to study the issue aad make 
recommendations. Though Johnson ultimately ignored the committee's report, 
the concerns of the Europeans were mollified in the p.r·ocess. The issue did 
pass away as he had anticipated. 

Overall, the Johnson Administration was succ.essful in achieving it.s 
goals for issues forced by foreign pressures. It was successful in cases 
with a tight time constraint (Canadian agreement), and in case·s with no 
time constrai.nt (GSP). It succeeded in cases with domestic pre·ssure 
(Kennedy round), and in cases with no domestic pressure (technology gap). 
It also succeeded in issues in which it initiated action (Asian D.evelopment 
Bank), and in issues in which its task was to carry out action :(coffee 
agreement). 

By their nature, the Administration's chances of success are greater 
in cases that have little congressional involvement or interest than in 
those cases where congressional interest is substantial. In the former 
types of cases, the procedural task is to deal with foreign pressur.es 
rather than congressional votes. It goes without saying that the former 
turned out to be less formidable than the latter. In all cases of foreign 
pressures we examined, the Administration was able to deal with the foreign 
pressures while not damaging domestic interests. 

NATIONAL SECURITY 

In the case of country X loans, the Administration's goal was to main
tain the existing policy of Exim bank financing of arms sales to developing 
countries. Congressional opposition forced the Administration to reevalu
ate its policy and eventually to agree to prohibit the involvement of the 
Exim bank in such sales. More so than in any other matter, the Johnson 
Administration failed in the country X case due to organizational short
comings. The world situation (wars between India and Pakistan, between 
Israel and the Arabs, and in Vietnam) played a large role in fueling con
gressional opposition, but the lack of effective executive/congressional 
coordination and the lack of coordination within the Administration itself 
were major factors leading to the downfall of the country X program • . 

President Johnson's efforts to liberaliie U.S. trade policy toward the 
USSR and Eastern Europe also ended in failure. The main cause of this 
failure, however, was not any organizational weakness. East~West trade 
was only one of several matters of interest within the Administration's 
legislative program, and not of high priority compared with Great Society 
legislation. The war in Vietnam was also a major factor in the failure. 
In the end, the President was left with no option but to let the bill die. 

The issues in this category were marked by heavy congressional in
volvement, presidential withdrawal, and highly sensitive subject matter. 
These are clearly ingredients for defeat. In the country X case, part of 
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the blame lies with the decisionmaking structure; overly centralized de
cisionmaking and an obsession with secrecy encouraged congressional skepti
cism and mistrust. In East-West trade, the Administration did all it could 
to convince Congress of the merits of increased presidential flexibility 
but failed due to the mood of the times. 

SUMMARY 

We draw several conclusions from this record of success and failure. 
One is that the success of any administration in achieving its foreign eco
nomic policy goals depends on the ability to deal effectively with Congress 
(or to avoid such dealings, when feasible). Where the Johnson Administra
tion failed, it was on issues in which Congress was heavily involved (East
West trade, country X loans, sugar, and Food for Peace). Failure, for the 
most part, did not occur because of organizational problems; the Adminis
tration probably would have failed no matter how it was organized to handle 
these issues (with the possible exception of the country X case). The 
President's failures were generally the result of differences with the Con
gress and were not organizational inadequacies within the executive branch. 
Thus, democratic politics, and not bureaucratic infighting, is more useful 
in explaining policy outcomes. In this sense we agree with Robert J. Art, 
who, in a 1973 study, wrote that "domestic political pressures, much more 
so than any exigencies of bureaucratic politics, affected the substance of 
the decisions made, or shaped the manner in which they were presented to 
the public, or both."4 

A second theme of this report is that presidential preferences were of 
overriding importance in foreign economic decisionmaking. The management 
of foreign economic decisionmaking depends not only (and perhaps not even 
mainly) on formal structure but also on the personal styles, interests, and 
working relations of the president and his senior officials. This notion 
was emphasized by Walt Rostow, President Johnson's Special Assistant for 
National Security Affairs, in his Diffusion of Power. He stated: "In the 
end, the process of deciding is not a battle among bureaucracies, it is the 
weighing in one man's mind of conflicting interests and imperatives; the 
setting of priorites; the allocation of scarce resources. That is the way 
the American Constitution is written; and that is the way it happens."5 

Finally, we are impressed by the pervasiveness of setting objectives 
sufficient unto the day. More often than not, policies were designed to 
address immediate (short-term) needs, often at the expense of long-term 
solutions. This was not true in all the case studies (it was not, for ex
ample, on East-West trade), but it was for the majority of cases. Bureau
cratic horizons do not extend very far into the distance. 
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CHRONOLOGY 

CONTROLS ON FOREIGN DIRECT INVESTMENT 
BY ARTHUR ZIEV 

February 1965 - Johnson Administration launches new balance-of-payments 
program including voluntary controls to reduce the out
flow of capital from the United States to other developed 
countries. 

December 1965 - The Administration announces that the voluntary program 
will be continued for 1966. 

December 1966 - Voluntary controls are again renewed for 1967, but the 
program is tightened in an attempt to save $400 million 
over the 1966 results. 

November 1967 - Secretary of Commerce Alexander Trowbridge announces that 
the voluntary restraint program will be extended another 
year. 

Fall 1967 - Commerce Department estimates that the balance-of
payments deficit for 1967 will reach $3.5-4 billion. 

January 1, 1968 - President Johnson, in a televised message, announces that 
the voluntary program is no longer adequate and will be 
replaced by mandatory controls on capital outflows for 
foreign direct investment. 

THE ISSUE 

Throughout the 1950s the United States faced a balance-of-payments de
ficit, with the exception of one surplus recorded in 1957. These deficits 
were attributed in part to programs of limited duration, such as the Mar
shall Plan, and were seen as desirable for the world economy. After 1958, 
the yearly balance-of-payments deficits began to appear less like a tempo
rary phenomenon, and more like the consequence of permanent incorporation 
of large U.S. Government and private expenditures in the accounts. 1 

The prospect that the deficits might be permanent generated expres
sions of concern at home and abroad. Government officials and business 
leaders were fearful that a continuing deficit would weaken the world's 
confidence in the dollar. As the deficits increased and persisted, foreign 
officials {particularly in Europe) converted large amounts of dollar claims 
into gold, and pressure mounted on the United States to take corrective ac-
tion.2 · 

Official measures to eliminate the balance-of-payments deficit were 
begun during the Eisenhower Administration and were later broadened and 
strengthened by President Kennedy.3 Early measures included: 
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1. tying of foreign aid; 

2. reduced allowance of duty-free imports by American tourists; 

3. reductions in the number of overseas military facilities and 
personnel, and review of military procurement procedures; 

4. development of an export promotion program; and 

5. enactment of the investment tax credit in 1962 to improve the 
investment climate in the Unites States, which would both attract foreign 
investment and provide reassurance about the vigor of the U.S. economy. 

'!be major step taken by the Kennedy Administration was the enactment of the 
interest equalization tax (IET), an excise tax on purchases of foreign 
securities by Americans. 

The programs instituted under Presidents Eisenhower and Kennedy, how
ever, did not significantly improve the U.S. balance-of-payments position. 
The continuing deficits resulted in a drain on monetary reserves and debt 
buildup of a magnitude then unprecedented in international monetary his
tory: $23 billion in fifteen years (1950-1964). 4 This fact led econo
mist Robert Triffin to write in 1966, "The mighty dollar itself is now con
fronting a grave crisis, but one of liquidity rather than solvency."5 

On February 10, 1965, the Johnson Administration launched a new 
balance-of-payments program. A keystone of the new plan was a voluntary 
program to restrain the outflow of capital for foreign direct investment by 
American businesses. Closely tied with the program to reduce direct in
vestment was another voluntary restraint program aimed at reducing the 
level of foreign lending and investment by U.S. banks. In other parts of 
the Administration's voluntary program, businesses were encouraged to: 

1. expand exports in current markets; 

2. develop new export markets; 

3. increase the use of American-flag vessels and airlines; 

4. make greater use of funds obtained abroad to finance projects; 

5. sell equities in foreign subsidiaries to residents of the host 
country; and 

6. accelerate repatriation of income earned abroad.6 

At a February 18, 1965, meeting in the White House, executives from 
550 companies with substantial international business were asked to reduce 
the outflow of funds from the United States for their direct investment ac
tivities and to strive to improve the balance-of-payments ledger for their 
companies by 15-20 percent in 1965 over 1964.7 In January 1966 the pro
gram was revised to set guidelines on capital outflow for direct foreign 
investment in developed countries at 90 percent of the amount over the 
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three-year base period from 1962 to 1964. No restrictions were placed on 
direct investment in developing countries. Another revision, announced in 
November 1966, tightened the guidelines for 1966-1967 to 80 percent of the 
base period. The program was revised again in November 1967 to set the 
limit for 1967-1968 at 66 2/3 of the base period. 

Foreign direct investment responded slowly to voluntary curbs with the 
outflows reaching the highest levels in the first two quarters of 1965, be
fore declining in the succeeding quarters. 8 The outflows of capital in
creased slightly in 1966 before declining in 1967.9 Despite the Adminis
tration's success in reducing the level of outflow for foreign direct in
vestment, the balance-of-payments situation continued to worsen during the 
mid-1960s. The increasing deficit could be attributed, in part, to the 
growing costs of the war in Vietnam. 

In response to the growing deficit and concern in money markets, Pres
ident Johnson signed Executive Order Number 11387, "Governing Certain Cap
ital Transfers Abroad," on January 1, 1968. This Executive Order esta
blished mandatory limits on the level of capital outflows for foreign di
rect investment by individual firms. Annual limits were also established 
for the amount of capital which could be transferred to a particular coun
try. This provision was in keeping with the Administration's policy to not 
interfere with capital flows to developing countries. The overall goal of 
the Administration's mandatory program was to reduce the 1967-1968 direct 
investment outflows to 66 2/3 percent of the base period of 1962-1964. 

CONTENDING FORCES 

The federal government's efforts to eliminate the balance-of-payments 
deficits were centered in the White House, Council of Economic Advisors, 
Federal Reserve, Commerce Department, and Treasury Department. The formal 
organization for discussions on these issues was the Cabinet Committee on 
Balance of Payments, established by President Kennedy on June 22, 1962. 1 O 
The Committee was chaired by the Secretary of the Treasury. Other members 
of the original Committee included the Secretary of Defense, Secretary of 
Commerce, Under Secretary of State, Administrator of AID, Director of the 
Bureau of the Budget, Chairman of the Council of Economic Advisors, and a 
member of the White House staff. Subsequent additions to the Committee 
were the Special Representative for Trade Negotiations (Spring 1963), 
Secretary of Agriculture (Fall 1965), and Secretary of Transportation (Fall 
1967). 

President Johnson was kept abreast of the balance-of-payments situa
tion through weekly reports prepared by the Council of Economic Advisors 
(CEA), beginning on March 5, 1965. 11 However, he left most decisions to 
his staff and Cabinet officials. Former Chairman of the CEA Gardner Ackley 
stated that the President "really didn't show much interest in long-range 
economics." 12 President Johnson was interested, according to Ackley, in 
the problems of this year and the next. 

Although congressional interest in the balance of payments was high, 
members of Congress played a relatively minor role in the decisionmaking 
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processes which led to the voluntary and mandatory programs. nie Johnson 
Administration called on the Congress for support for the President's 
program after the measures had been announced publicly. 

The U.S. business community was the constituency most significantly 
affected by the foreign direct investment programs. However, representa
tives from industry and business were not part of the formal decisionmak
ing process. Tite voice of business was officially heard through the Pre
sident's Balance-of-Payments Advisory Col!DDittee. Following the an
nouncement of the voluntary program, Johnson established this Committee of 
nine business executives to assist the Secretary of Commerce, John T. Con
nor, in developing the specific program policies and regulations. lbe <:om
mittee also advised the Administration on the private sector's response to 
the President's program and helped to garner business support. ~tside of 
the Committee, some business leaders voiced concern over the value of the 
programs. 1bey argued that higher levels of foreign direct investment re
sulted in greater exports and a more favorable balance of payments. 

The balance-of-payments problem was not a prime concern of the public. 
In fact, the Johnson Administration employed the Advertising Council at a 
cost of $30 million in 1965 to enlighten the public as to the problem and 
the remedial measures instituted by the President to curtail the dollar 
outflow. 13 

The decisions made by the Administration to eliminate the deficit were 
also influenced by actions abroad. 1be sale of Canadian bonds in the Uni
ted States and devaluation of the British pound had an impact on the 
Administration's decisions to introduce decisive measures. Probably the 
greatest foreign pressure applied on the United States to eliminate the de
ficit came from the French and their demands to convert large amounts of 
dollars to gold. In addition, the President of France, Charles de Gaulle, 
pointed to the deficits as a sign of weakness and advocated the return to a 
gold standard in order to establish equality between America and Europe in 
the international monetary system. 

THE DECISIONHAKING PROCESS 

The development of the voluntary foreign direct investment program 
took place against a background of a U.S. commitment to freedom of inter
national trade and investment as the proper approach to improving and 
maintaining the nation's standing in the world economy. In his July 18, 
1963, special message to the Congress on the balance-of-payments problem, 
President Kennedy stated, "Al though there is urgent need for further ef
fort, I want to make it clear that, in solving its international payments 
problem, this nation will continue to adhere to its historic advocacy of 
freer trade and capital movements." 14 President Johnson echoed these 
sentiments when he introduced the voluntary program a year and a half 
later. 

When President Kennedy took office, the U.S. economy was just begin
ning to recover from six years of underemployed resources and the experi
ence of two economic contractions within the previous three years. 15 As 
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the economy prospered, the deficits grew larger. The Kennedy Administra
tion was unwilling to institute contractionist fiscal and monetary policies 
to eliminate the deficits. 16 Instead, it aimed at positive measures to 
stimulate the economy, and to reduce the deficit mainly through increasing 
exports. However, the United States already had a surplus in its current 
account. The remedy for the deteriorating balance of payments was seen, 
therefore, to be the contraction of the net outflow of capital by firms 
making direct investments abroad, U.S. bank lending overseas, and the pur
chase of foreign securities by American investors. 

In an internal confidential memorandum written on April 2, 1963, it is 
specifically pointed out that "one of the noteworthy features of the United 
States balance of payments over the past five-year period of heavy deficits 
has been the large size of the outflow of U.S. private capital when com
pared to the size of the gross deficit that we have had to finance."17 A 
major portion of the memorandum discusses five options to limit the outflow 
of capital from the United States and the legal authority to institute con
trols. The options ranged from complete and comprehensive controls over 
all foreign transactions to controls over selected transactions. 

In his July 18, 1963, message to Congress, President Kennedy discussed 
the problem of capital outflows. The focus of his remarks was on the need 
to restrict portfolio investment, not direct investment. President Kennedy 
saw three possible options to restrict the outflow of capital funds: 

1. increase interest rates and thereby induce a recession; 

2. initiate direct capital controls; and 

3. establish an Interest Equalization Tax (IET). 

The · first option was eliminated because it conflicted with the Administra
tion's desire for economic growth. Kennedy told the Congress that the 
second option was inappropriate because "it is contrary to our basic pre
cept of free markets." The third option was the one presented to Congress 
for its approval. 

The !ET proved to be insufficient to significantly improve the U.S. 
balance-of-payments position. In July 1964, an internal CEA memorandum 
noted that the "anticipated !ET induced decline of $600 million in new is
sues of foreign securities, together with larger redemptions and a sub
stantial increase in net sales of foreign equities, is likely to be more 
than offset by a $850 million rise in short-term outflows and a sizeable 
increase in direct investment abroad." 18 Ten days later in a follow-up 
memorandum, the CEA was told that its March projections for total U.S. 
private capital outlfows in 1964 would probably be off by $1.2 billion, and 
that the total would probably exceed the 1963 level by $300 million. 19 

As the U.S. balance-of-payments position continued to deteriorate, the 
Treasury Department began to turn its attention to other types of capital 
flows as the source of the country's payments difficulties. Walter Salant 
wrote in an unpublished paper, "Recent Developments in the United States 
Balance of Payments and Outlook for the Second Half of 1964 and 1965," 
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presented at a meeting of Treasury consultants on September 16, 1964, that 
"the major threat to the IJ.S. balance of payments, as I see it, is in the 
flow of U.S. private capital."20 He did not, however, favor restrictions 
on foreign direct investment; he preferred to leave that step up to Western 
Europe. A Treasury paper written on September 28, 1964, expressed concern 
about bank and nonbank flows to Canada, and the growing number of Canadian 
bonds being floated in the United States.21 

The Cabinet Committee on the Balance of Payments met several times 
during December 1964 and January 1965 to discuss specific measures to rec
ommend to the President to reduce the deficit.22 In weighing the options 
available to help reduce the deficit, Administration officials examined the . 
pros and cons associated with measures to control capital outflows for di
rect investment abroad. Opponents of direct controls argued that direct . 
investment generates a return flow of overseas income that will eventually 
overshadow the outflow. They also argued that such investment promotes 
U.S. exports. Those in favor of controls responded by saying that even if 
direct foreign investment is beneficial over the long run, a temporary 
short-term restriction on capital outflows would not be harmful. In addi
tion, they contended that the transfer of production results in a loss of 
exports. These arguments would be repeated in the coming years as the de
bate continued over the voluntary and mandatory foreign direct investment 
programs. 

During December, the Committee's attention focused mainly on the pos
sibility of extending the IET to direct investment capital transactions 
with developed countries. 23 This idea was eventually rejected. There 
was a technical problem over how to administer the tax and concern that 
submission of legislation would lead the business community to accelerate 
the level of direct investment in anticipation of the restrictions.24 

Meanwhile, the President was being told that the existing balance-of
payments program was producing results and that there was no need for a 
major change in the Administration's approach. The Chairman of the CEA 
told Johnson on December 12, 1964, that "there is surely no reason for pan
ic ••.. We need to keep on doing everything we are doing now, and there 
may be some things we can do better."25 

After the first of the new year the picture began to change. The New 
York Times reported on January 14, 1965, that the deficit for the fourth 
quarter of 1964 was estimated to be more than double the average deficit 
over the previous three quarters. 26 The Times also reported that France 
had decided to convert 150 million in U.S. dollars to gold. In the fourth 
quarter of 1964, private capital outflows rose to an annual rate of nearly 
$9 billion. 27 

Despite the turn of events, the Administration was silent about its 
future plans. In response to a question concerning what actions he might 
be considering Johnson replied, "I have none that I am contemplating at 
this moment. n2~ The "Economic Report of the President" released toward 
the end of January was noncommital on future measures to be imple
mented. 29 The Administration's attempt to keep the proposed measures 
secret was necessary because if word leaked out, business might attempt to 
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increase its foreign direct investment before the controls were implemen
ted. As was later discovered, information about the proposed program did 
leak. One businessman estimated conservatively that the leak cost the Uni
ted States $175 million in outflows.30 

During the. two-month period when the Cabinet Committee was discussing 
the alternatives, John T. Connor was appointed Secretary of Commerce, re
placing Luther H. Hodges. Secretary Connor reinforced the Commerce De
partment's long-standing opposition to any form of mandatory controls on 
foreign direct investment.31 Richard Holton, Assistant Secretary for 
Economic Affairs until January 29, 1965, was given the responsibility for 
developing a vaiable alternative to mandatory controls. Holton was as
sisted by Walther Lederer, Chief of the Balance-of-Payments Division of the 
Office of Business Economics. These two men proposed the idea of a volun
tary program based primarily on direct appeals by the President and the 
Secretary of Commerce to business leaders requesting their cooperation in 
reducing the levels of capital outflows for foreign direct investment by 
their companies. 

The Commerce Department believed that a voluntary program was a better 
alternative than either mandatory controls or the extension of the !ET on 
philosophic and other grounds. 32 For example, a voluntary program could 
be implemented immediately without congressional approval. 

Gardner Ackley ad vi seq the President on February 1, 1965, that the 
time for "prompt and decisive action" had come. In his memorandum to Pres
ident Johnson, he wrote that the fourth-quarter worsening of the deficit 
was a definite source of concern. On the prospect of putting in place a 
voluntary program, Ackley wrote, "This can be quite effective, if it is 
handled right. ·we should make sure, though, that we have some clear rules 
of the game. Most businesses will cooperate if they know exactly what we 
want them to do, and know that all other firms are being asked to do the 
same thing.n33 

In response to Secretary Connor 1 s persistent urging, the Cabinet Com
mittee on the Balance of Payments approved the Commerce Department's pro
posal. In early February, the Committee reported to the President that 

after extensive discussion, there was unanimous agree
ment that, under present circumstances and at the pre
sent time, a strong across-the-board campaign of moral 
suasion over all forms of direct investment and bank 
and nonbank lending will produce as favorable results 
as tax action and would avoid the very real dangers of 
attempting to secure legislation in this area.34 · 

President Johnson accepted the Committee's recommendation. 

Secretary Connor later said in a speech that a voluntary program would 
produce better results in less time than mandatory controls, would allow 
companies more freedom to . develop individual programs, and would induce 
business to join with government to plug rather than to seek loopholes.35 
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President Johnson sent a message to Congress on February 10. 1965. an
nouncin~ a ten-point program to correct the country's balance or pay
ments. 3 The sixth point dealt with the voluntary foreign direct invest
ment program: 

Sixth, to reduce the outflow or business capital, I a• 
directing the Secretary of Commerce and the Secretary 
of the Treasury to enlist the leaders of American busi
ness in a national campaign to limit their direct in
vestments abroad, their deposits in foreign banks, and 
their holding of foreign financial assets until their 
eff orts--and those of all Americans--have restored bal
ance in the country's international accounts. 

President Johnson added that the govern...ent did not intend to interfere 
wl th the freedom of the marketplace: "The government does not vi sh to 
impede the financing of exports, or the day-to-day operation of American 
business abroad. But loans and investments which are not essential llJSt be 
severely curtailed." 

The initial press reports indicated a generally favorable reaction to 
the voluntary direct investment program. In one of the first responses to 
reach President Johnson, Walter F. Carey, president of the Chamber of Co11-
merce, in a letter dated February 19, stated his belief that U.S. companies 
must and would comply. 37 However, Carey thought that business should 
view the program as a challenge to prove the beneficial effects of direct 
investments. Carey urged that it be made clear that the program was a t~ 
porary expedient and that the economy would be allowed to return to basic 
principles at the earliest possible time. Another letter from a business 
laader, W. B. Murphy, Chairman of the Business Council and President of 
Campbell Soup, was more supportive. He wrote that he "did not COiie across 
a single incident of cynicism or disfavor. n38 Despite the general ap
probation, however, President Johnson's advisors noted that much of the 
support was grudging. Secretary of the Treasury Dillon informed the Pres
ident of this general business support but added that it might reflect ~e
lief over the absence of mandatory direct controls.39 

1be President received a comprehensive evaluation of the response to 
his program on February 27 in a memorandum prepared by Gardner Ackley. 110 
Ackley presented a picture of guarded optimism. nie general feeling within 
the European community was one of "let's give the new program a chance to 
see what it will do." More favorable foreign co111111ents expressed the view 
that the United States was finally on the right track in concentrating on 
capital outflows, although there was skepticism about the government's 
ability to curtail corporate outflows by voluntary methods. On the domes
tic side, Ackley reported that business executives he talked to in Oiicago 
accepted the existence of a problem but were concerned about the effect on 
their businesses. Ackley said that he had been assured by the 111e11bers of 
the President's Advisory Committee on the Balance of Payments that business 
would cooperate and the program would succeed. 

Although President Johnson said in his February 10 speech, and secre
tary Connor reiterated on February 18, that the government did not want or 
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plan to impose mandatory controls, business bleieved that the possibility 
did exist. 41 A statement issued by the Chase Manhattan Bank declared: 
"As the proposal now stands, there is an implicit threat that if persuasion 
can't do the job, the government will impose direct controls over U.S. in
vestments. n42 The fear of business that tighter regulations would be im_; 
posed was given as a reason for cooperating in a July 1965 issue of Busi-
ness Week. 43 --

During August 1965, concern was growing in the White House over the 
surprisingly large balance-of-payments deficit. 44 Business Week reported 
that Secretary Connor and the President's Advisory Committee held a secret 
meeting in September to discuss the next steps, but that President Johnson, 
Secretary Connor, and the new Secretary of tne Treasury, Henry Fowler, op
posed mandatory restraints. 45 In a letter to business executives in the 
cooperating corporations, Secretary Connor confirmed the Business Week 
story when he wrote: "Based on the generally satisfactory results to date, 
I see no need to give consideration to any mandatory controls or any ap
proach other than a voluntary one."46 

On November 17 Secretary Connor held an important press conference on 
the subject of the U.S. balance of payments. 47 He said that al though 
direct investment outflow levels declined in the second quarter of 1965, 
the outflow during the first half of the year exceeded $2 billion, compared 
with $2.4 billion for 1964 as a whole. Based on the prospect of a further 
rise in direct investment in 1966, coupled with the increased effort in 
Vietnam, Connor stated that he was convinced that it was desirable to ex
tend the voluntary program through 1966 and to make it more effective. Al
though he did not give specifics, Connor said that targets would be set _and 
formulas for individual companies would be suggested. Within the Adminis
tration, these targets were deemed necessary because projections by busi
nesses indicated that plant and equipment expenditures in 1966 in develop
ing countries would rise considerably if stronger government action was not 
taken. 48 Connor's reference to Vietnam as a source of the growing defi
cits was one of the first comments by a public official on the war's effect 
on the balance of payments. 

At the time of Connor's press conference, the Administration had not 
yet agreed on the details for the 1966 program. The specific guidelines 
and goals came out of a meeting of the Cabinet Committee on the Balance of 
Payments held on December 2, 1965. 49 President Johnson accepted the Com
mittee's recommendations and asked Connor, Fowler, and Chairman William 
HcChesney Martin of the Federal Reserve Board to announce the 1966 pro
gram. 50 They were instructed to point out that the program had been suc
cessful in cutting the 1965 deficit to half of that of 1964, much to the 
credit of American bankers and business executives. 

The balance-of-payments situation and the level of foreign direct in
vestment showed no improvement in 1966. The National Industrial Conference 
Board published a major study on U.S. production abroad designed to demon
strate that the current voluntary program was bad policy in that foreign 
investment was the "goose that lays the golden eggs."51 

Despite the growing criticism from the business community, the Cabinet 
Committee on the Balance of Payments recommended in early December 1966 
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that the President continue the voluntary restraint program. 52 However, 
the President's advisers were split on how tight the program should be. 
Fowler, Secretary of Defense McNamara, and others wanted the program to be 
tightened considerably in order to realize a $400 million savings over the 
1966 program. Secretary Connor dissented, saying that the goal was unreal
istic and that it could break the program. In a memorandum to the Presi
dent, Special Assistant to the President Joseph Califano recommended a com
promise and offered to talk to Fowler and Connor.53 Gardner Ackley wrote 
to Califano to express his opinion that Secretary Connor would not really 
oppose any final decision on the levels for the 1967 program.54 He said, 
"It is even possible that he agrees, but feels compelled to express the 
sentiment of his advisory committee" (President's Advisory Committee on the 
Balance of Payments). 

President Johnson announced his decision to support Secretary Fowler's 
position in a memorandum to the Secretary written on December 12, 1966, 
five days after the disagreement was presented to him.55 In his memoran
dum, President Johnson told Fowler to stress the fact that the Vietnam War 
had taken a heavy toll on the balance of payments, estimated at one billion 
dollars a year, when he announced the 1967 program. 

The Johnson Administration first considered the use of mandatory con
trols in September 1966 when the Justice Department reviewed the Presi
dent's legal authority to impose them. On September 28, 1966, Johnson re
ceived a legal opinion written by Frank M. Wozencraft, Assistant Attorney 
General in the Office of Legal Counsel, which outlined the possible use of 
th~ "Trading with the Enemy Act" to limit the outflow of money from the 
United States. 56 Under this statute the President can institute manda
tory controls if the country is in a declared period of national emergency. 
1he use of capital controls had precedent in President Roosevelt's actions 
taken during the 1933 banking emergency and during World War II, when they 
were used to prevent capital flows to countries either invaded by or sub
ject to Axis influence. Wozencraft indicated that President Johnson could 
announce mandatory controls without declaring a national emergency because 
President Truman's proclamation of emergency of December '6, 1950, was 
still in effect. None of this information was made public. 

On November 16, 1967, the new Secretary of Commerce, Alexander Trow
bridge, announced that the President, on the recommendation of the Cabinet 
Committee on Balance of Payments, had decided to extend the voluntary pro
gram through 1968.57 He stated that the goal for the 1967-68 programs 
(FY 68) was to reduce the level of outflows to two-thirds of the base year 
average. In conjunction with his announcement, Trowbridge sent a letter to 
the chief executive officers of the companies voluntarily report- ing to 
the Commerce Department asking that they reduce their foreign direct 
investment levels by 5 percent during the coming year.58 

1be reason for the extension of the voluntary program through 1968 was 
the sharp deterioration in the nation's balance-of-payments position. The 
Department of Commerce estimated that the deficit, measured on the liquid
ity basis, would reach $3.5 billion to $4 billion in 1967, compared to ap
proximately $1. 3 billion in 1965 and 1966. 59 Ernest Goldstein, Special 
Assistant to President Johnson, stated that by the fall of 1967, "There was 
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a sense of urgency within the government." 60 Hi red into the White House 
staff in September. 1967, Goldstein would come to play a major role in the 
decision to institute mandatory controls on foreign direct investment. 

Lawrence C. McQuade, Assistant Secretary of Commerce for Domestic and 
International Business, in a speech to the Chamber of Commerce on January 
31, 1968, stated that the domestic economic slowdown in the first half of 
1967 made available more capital funds than could be used in the United 
States. These excess funds, he said, flowed overseas in the form of bank 
loans and the purchase of foreign securities. The high cost of the war in 
Vietnam was another cause of the increased deficit, according to McQuade. 
But the greatest cause of concern was the turbulence in the capital markets 
which occurred when the British pound came under attack.61 According to 
Goldstein, "We operated for fifteen out of seventeen years with a deficit 
in our balance of payments, and nobody got very upset about it until the 
British pound was under attack. rr62 The weakness of the pound triggered 
the largest gold-buying wave since World War II, with the United States 
losing one hundred tons of gold a day by the time the British devalued the 
pound sterling on November 18, 1967. 

The graduation of the direct investment program from a voluntary sta
tus to a mandatory one was not anticipated, according to Assistant Secre
tary of the Treasury John R. Petty. 63 He said that the Administration 
felt that a voluntary program would be enough to contain direct investment 
outflows sufficiently. However, the events of 1967 altered this assess
ment. 

Petty listed two other problems with the voluntary restraints. First, 
the growing outflows to developing countries, which were permissible under 
the program, tended to offset the reductions in capital flows to Western 
Europe. Second, equity required that the program be extended to include 
all companies, not just the 700 voluntary firms. Goldstein later said that 
there was also concern that as the guidelines became stricter, the inci
dence of cheating would rise.64 

Various options were considered and rejected. These included (1) ex
tension of the IET to cover direct investments; (2) establishment of a cap
ital issues committee to screen outflows on a case-by-case basis; (3) an 
auction system of selling rights on capital outflows; and (4) a moratorium 
on capital outflows.65 

Goldstein was the first to argue for a mandatory program. Based on 
his experience from working with the French program to control foreign · 
direct investments and his experience in the Office of Alien Property fol
lowing World War II, he suggested at a meeting at the Treasury Department 
that consideration be given to a nonvoluntary or mandatory program. Ac
cording to Goldstein, Secretary Fowler's first reaction to his proposal 
was, "My God, don't even mention it, because this begins to smell of ex
change controls. And as soon as you start getting into the exchange con
trol game, then the run on the dollar will be tremendous, and this should 
not be mentionect.n66 Fowler's response prompted Goldstein to say nothing 
about mandatory controls at the next few meetings. 
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Believing that mandatory controls were the only solution, Goldstein 
asked Fred Smith, General Counsel at the Treasury, to see if the President 
could impose controls without requiring the passage of new legislation. 
Smith responded positively to Goldstein's request with a two-page memo
randum. 

In late November Goldstein brought copies of Smith's memorandum to a 
meeting of the Cabinet Committee on Balance of Payments. Joseph Califano, 
who was presiding at the meeting, told Goldstein to present the memorandum 
and his views at the meeting. Goldstein described what took place: 

And so at that meeting we then surfaced the unthink
able, or the unmentionable, and passed out this thing 
[Smith's memo]. 1bere was much kicking and screaming, 
but it boiled down to the fact that Secretary Trow
bridge said that this was the only way in which you 
could get a billion dollar saving, which was our tar
get. At that meeting the principle was then esta
blished, and the President accepted it.67 

The development of the specifics of the mandatory program then became the 
focal point of Goldstein's activities. A series of meetings was held to 
put the program together. The final product was based on the French model. 

One crucial decision which had to be made was who would administer the 
program. 68 1be most logical choice was either Treasury or Commerce, but 
neither Department wanted it. Treasury argued that its administration of 
the program might be interpreted as the beginning of exchange controls. 
Co111Derce feared that its operation of the program would put the Department 
in bad repute with industry. 

nte attempt to resolve the issue through discussions among Goldstein 
and Secretaries Fowler and Trowbridge proved unsuccessful. Goldstein ad
vised the President of the problem. President Johnson suggested that the 
two Secretaries, plus Attorney General Nicholas Katzenbach and Frank Wozen
craft, present their views to Director of the Bureau of the Budget Charles 
Schultze and Goldstein, who would sit as a court of inquiry and make the 
final decision. 1be President was to have no role in making the final de
cision. Although Goldstein was originally an advocate of having Treasury 
run the program, the group decided that Commerce should administer it. 
Treasury had lent personnel and funds to Commerce for this purpose. 

Goldstein sent a memorandum to Secretary Fowler, Secretary Trowbridge, 
Secretary Rusk, Ackley, Federal Reserve Board Chairman William McChesney 
Hartin, Schultze, and Attorney General Clark asking them to call his office 
between noon and one p.m. on January 1, 1968, to indicate their approval or 
give comments on the proposed executive order instituting the mandatory 
controls. 69 Each of the individuals approved the executive order. Gold
stein then flew the order to Texas for the President's signature, and then 
back to Washington to deposit it with the Archives for publication in the 
January 2 Federal Register.70 

President Johnson publicly announced the mandatory program in a tele
vised message to the nation titled "Where We Stand Today." nie reasons he 
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gave for the deterioration in the balance of payments in 1967 were the fol
lowing: 

1. increased Vietnam costs; 

2. increased private loans and investments abroad; 

3. slower than expected rise in the trade surplus; 

4. more spending by Americans on foreign travel; and 

5. uncertainty about devaluation of the British pound. 

The projected deficit of $3.5-4.0 billion on the liquidity basis, 
warned Johnson, could threaten the stability of the international monetary 
system, the strength of the "entire free world economy," and domestic pros
perity. Therefore, President Johnson announced that "the time has come for 
decisive action designed to bring our balance of payments to--or close 
to--equilibrium in the year ahead .•.. The need for action is a national 
and international responsibility of the highest priority." The mandatory 
program would be established because the reductions required in foreign 
investment outlays "are clearly beyond the reach of any voluntary program." 
The President said that this was the unanimous view of his economic and 
financial advisors, and the Chairman of the Federal Reserve Board. 

Also on January 1, Deputy Special Counsel Larry Levinson and Treasury 
Under Secretary Joseph Barr, with the help of Irvine Sprague, Aid for Leg
islative Affairs, and Joseph Bowman, Jr., Assistant to the Secretary of the 
Treasury, contacted influential members of Congress and were able to gain 
their support for the President's decision. 72 Goldstein notified the 
President on January 4 that "the general impression is that thus far busi
ness and industry have been most understanding. n73 As he had done when 
the voluntary program was first announced, Gardner Ackley prepared a sum
mary of the public response to the new program. He wrote that "the new 
balance-of-payments program has received an overwhelmingly favorable re
sponse from Congressmen, the U.S. press, and foreign governments. But the 
cheers were, of course, not unanimous.n74 

LOOKING BACK 

The voluntary program did reduce the level of capital outflows in 
1965. The deficit in 1966 did not differ significantly from the 1965 
level. However, in 1967 the deficit increased dramatically. The 
implementation of the mandatory controls in 1968, along with other factors, 
helped to totally eliminate the deficit in 1968. Thus, it can be concluded 
that the foreign direct investment programs were successful in accomplish
ing their goal of providing a temporary reduction in the outflow of capi
tal. 

The larger question, however, is the long-term effect of the programs 
on the U.S. economy. Some economists have argued that the net effect was 
to substantially curtail the international activities of U.S. companies. 
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Others have stated that foreign expansions were ·not mate-rially aff-ected :be
cause the companies shifted to foreign sources of capi;taL This ·ma:Y ha.v.:e 
had adverse effects on the competitive position of U. s. financial interme
diaries. 

A major point which must be considered in analyz-ing the effect of ·the 
foreign direct investment programs is that the balance of payment$ defines 
comp;I.~x transactions. An improvement in one area can °be totally :offse:t 'by 
a deterioration in another category. For example, the Vietnam buildup ten ... 
d.ed to negate some of the short-term suc~ess of the d.irect inves·tment pro
grams. The short-term impact of the cont.rols was favorable in that capital 
outflow for investment declined. At the same time., the U..·s. balanc:e-of
payments situation did not improve. The long-term .effects of the programs 
are debatable. 
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THE GOLD CRISIS OF 1967-68 

BY MICHAEL REYNA 





CHRONOLOGY 

1967 

September 

October 

November 1-16 

November 18 

November 21 

November 17-24 

November 26 

THE GOLD CRISIS OF 1967-68 
BY MICHAEL REYNA 

- Agreement reached in Rio de Janeiro on outline for 
creation of Special Drawing Rights (SOR) facility. 

- Gold Pool losses for the month amount to $71 mil
lion. 

- Gold Pool losses for the period are $97 million. 

- Devaluation of the British pound sterling by 14.3 
percent. 

- French statement released confirming it had drop
ped out of the Gold Pool in June. 

- First speculative attack on gold. Gold Pool 
losses for the period amount to $628 million. 

- Communique issued by the members of the Gold Pool 
at the end of their meeting in Frankfurt. 

November 27-December 1 - Gold Pool losses for the period amount to $15 4 
million. 

December 10 

December 11-15 

December 16 

December 18-31 

1968 

January 

January 17 

- Under Secretary of the Treasury for Monetary Af
fairs Frederick Deming attends Gold Pool follow-up 
meeting in Basle, which ·coincides with regular 
monthly meeting of central bankers there. 

- Second major speculative attack on gold occurs. 
Gold Pool losses for the period amount to $548 
million. 

- Statement issued by Henry H. Fowler, Secretary of 
the Treasury, and William McChesney Martin, Chair
man of the Federal Reserve Board. 

- Gold Pool losses for the period amount to $56 
million. 

- President's Balance-of-Payments message outlining 
tough new steps proposed by the Administration. 

- President's State-of-the-Union address in which he 
calls on Congress to remove the legal requirement 
for a 25 percent gold reserve backing U.S. note 
issue. 
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January-February 

Late February 

March 1-14 

March 14 

March 14 

March 15 

March 16 

March 18 

Late March 

THE ISSUE 

- Hearings before the House and Senate concerning 
removal or the gold cover. Gold Pool losses tor 
these two months amount to $227 million. 

- Republican Senator Jacob Javita gives • speeeb 
"advocating a plan to embargo U.S. sale• of gold 
and suspend Gold Pool sales in London•l 

- Third and final speculative attack on gold. Gold 
Pool losses for the first two weeks of March 
amount to $1. 374 billion. ~lati•• Gold Pool 
losses since November 17, 1967, amount to $2.878 
billion. 

- Gold cover legislation passed. 

- After consultation with advisors, President John
son decides to ask the United Kingdoa to close 
the London Gold Market beginning Friday, March 15, 
1968, and approves a meeting to be held in Wash
ington on March 16-17, 1968, to seek agreement on 
a two-tier price system. 

- London Gold Market closes. 

- Washington meeting begins with all members (except 
France) present. 

- Co-..nique issued at the conclusion or the Vau
ington meeting which states the intention ot tbe 
governor• or the central banks to cease further 
Gold Pool operations and separate the official 
monetary price of gold rrOlll the pri•ate price, 
thus creating a two-tier price for gold. 

- Collllllnique issued at the conclusion or a meeting 
or the International Monetary Fund (IJW} held in 
Stockholm, Sweden, on Special Drawing lights. 

The gold crisis was the result of the uncertainty over the ability ot 
the monetary system to provide regular and adequate additions to interna
tional liquidity. International liquidity, defined as total international 
reserves, consisted primarily or gold and reserve currencies. 

Additions of newly mined gold to monetary stocks to provide increaaes 
in liquidity were seen as both inadequate and unreliable. New gold pro
duction in the Western world amounted to $1. 4 billion annually. with ap
proximately one-third of it entering monetary stocks and the rest begin 
used tor industrial, hoarding, and speculative purposes. As early as 1961. 
demand for gold for industrial, hoarding, and speculative purposes beccme 
so great that to relieve the upward pressure on price, the United states 
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and several other countries joined together to form the Gold Pool. The 
Pool's function was to maintain price stability through intervention in the 
London Gold Market to buy and sell gold as needed. 

The monetary system relied heavily on increases in holdings of reserve 
currencies to provide liquidity. Tile most widely held reserve currency was 
the dollar, and increased holdings had been made possible by United States 
balance-of-payments deficits. As the deficits grew larger, other countries 
were less willing to hold more dollars. One reason for this is that during 
the period 1958-67, liquid liabilities held by foreigners exceeded the U.S. 
gold reserves into which they were convertible. Tile unwillingness to hold 
more dollars led to ~ drop in U.S. gold reserves from $20.6 billion in 1958 
to $13.1 billion in 1967, of which approximately $10.7 billion was needed 
to back the domestic note issue. 

The United States was clearly faced with a dilemma. If it achieved 
its goal of balance-of-payments equilibrium, world trade might slow down 
because of a decrease in liquidity. Tile United States, for a variety of 
reasons, was opposed to an increase in the price of gold as the solution, 
"principally because it would weaken not strengthen the s.ystem. n2 Presi
dent Johnson, as well as Eisenhower and Kennedy, had vowed to keep the 
dollar convertible at $35. 00 per ounce, and each was supported by most 
major countries except France. France was an advocate of doubling the 
price of gold. 

In an effort to solve the liquidity problem and strengthen the mone
tary system, the United States had for several years been seeking agreement 
among major countries on the creation of a new international reserve asset, 
which became known as Special Drawing Rights (SOR). SDRs differed from 
existing drawing rights in the International Monetary Fund (IMF) in that 
they would be permanent additions to liquidity on an equal footing with 
gold. Tile SOR plan was agreed to in principle by the IMF members during 
their annual meeting held in September 1967 at Rio de Janeiro. It was 
hoped "that adoption of this plan would keep markets calm and provide time 
for changes to be worked out."3 

This hope was not realized. Even prior to the Rio de Janeiro meeting, 
the gold market had come under intense pressure as a result of the Mid-East 
crisis in May and June, which generated a large and disruptive flow of 
funds. The market was vulnerable when the more immediate cause of the gold 
crisis, devaluation of the British pound, took place on November 18, 1967. 

The devaluation of the pound set in motion the first of three specula
tive attacks on gold. Tile attacks were fueled by rumors that the price of 
gold would not be maintained in the London market. Tile Administration be
lieved the rumors were being fed by leaks out of Paris concerning the oper
ation of the Gold Pool and the French withdrawal from it in June.4 Pres
ident Johnson made a statement on devaluation, but its impact on the gold 
market is difficult to assess. In it he said: 

The nations of the Free World are united in the 
determination to keep the international monetary system 
strong. 
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The United States will continue to meet its inter
national monetary responsibilities. I reaffirm un
equivocally the commitment of the United States to buy 
and sell gold at the existing price of $35.00 an 
ounce.5 

After the rumors had started, it took a combination of events to con
tain the gold losses being suffered by the Gold Pool to speculators. 
First, in the days following devaluation, it became evident that no other 
industrial country would devalue its currency. Credit for this is general
ly given to senior officials of the United Kingdom, who were said to have 
"tested their ground" before deciding on a 14. 3 percent devaluation. 6 
Second, the Frankfurt communique was released on November 26, in which the 
Gold Pool nations pledged to take "specific measures to ensure by coordi
nated action orderly conditions in the exchange markets and to support the 
present pattern of exchange rates based on the fixed price of $35.00 per 
ounce of gold."7 

In the week following the issuance of this ·communique, demand for gold 
dropped to a more normal level. Because of this, the scheduled follow-up 
meeting of the Gold Pool in Frankfurt was postponed one week until December 
1oth. This meant that the Frankfurt meeting would coincide with the regu
lar monthly meeting of central bankers in Basle, which was convenient for 
the participants. Although fearing that the Gold Pool meetings might be
come too closely identified with the regular central bankers meeting, the 
United States reluctantly agreed. As a result, the Gold Pool meetings were 
held in Basle at the conclusion of the regular monthly central bankers 
meetings. 

The f.ears of the United States proved to be correct, and the presence 
of Under Secretary of the Treasury for Monetary Affairs Deming at Basle was 
identified with the regular central bankers meeting rather than with the 
Gold Pool. As a noncentral banker, his attendance was viewed as a highly 
unusual occurrence and revived a crisis atmosphere which was heightened 
even further by the absence of any communique. Press reports during the 
period were quick to lay blame amid all the rumors. The Economist printed 
an article entitled "Mr. Deming Drops a Brick," in which the "rare clumsi
ness of the American Treasury" was discussed. 8 Under Secretary Deming's 
trip reinforced the underlying. fear that there might be a change in the 
price of gold. This uncertainty led to the second speculative attack on 
gold. 

The U.S. response to the attack was again containment and maintenance_ 
of the status quo. Secretary of the Treasury Henry H. Fowler and Chairman 
of the Federal Reserve Board William McChesney Martir. issued a joint state
ment on December 16. The statement reiterated the U.S. determination to 
maintain the gold value of the dollar along with the other members of the 
Gold Pool. It went on to state: 

The operation of the London Gold Market will con
tinue unchanged. 

The United States authorities and the European cen
tral banks concerned endorse this position unanimously 
and are cooperating in the interest or maintaining the 
stability of the international monetary system.9 
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Following the statement, gold demand did drop, although some analysts be
lieved the drop was because the market had absorbed all it could for the 
time. 

For some time, the United States had realized that its larger-than
expected fourth-quarter balance-of-payments deficit might cause renewed 
speculation. This deficit, in conjunction with the heavy gold losses from 
the operation of the Gold Pool, were rapidly depleting gold reserves to the 
amount necessary to back domestic notes. These events, among others, led 
President Johnson to announce his new balance-of-payments program on Janu
ary 1, 1968. He attempted to show that the United States was serious about 
correcting its balance-of-payments deficit and to assure the world that 
"the dollar will remain convertible into gold at $35.00 an ounce, and our 
full gold stock wi 11 back that commitment." To ensure this, Pres id en t 
Johnson asked Congress in his State-of-the-Union message, on January 17, 
1968, to proceed with legislation which would remove the gold reserve re
quirement backing the domestic note issue. He said in part: "We must also 
strengthen the international monetary system. We have assured the world 
that America's full gold stock stands behind our commitment to maintain the 
price of gold at -$35. 00 an ounce. We must back this commitment by legi s
lating now to free our gold reserves." 10 The U.S. efforts had a calming 
effect on the gold market during the rest of January and the first part of 
February, although the Gold Pool losses continued to mount. 

Rumors about the unwillingness of Gold Pool members other than the 
United States to continue to accept gold losses also began to mount. These 
rumors were fueled when the United States settled in gold some of its swap 
drawings. The settlement in gold was seen as an attempt by the United 
States to replenish the gold stocks of Gold Pool countries for losses suf
fered as a result of Pool operations. 

The beginning of congressional hearings on the gold cover in late 
February added another element of doubt to the situation. A variety of 
amendments, which the Administration felt might kill the bill, were being 
offered, along with numerous statements about what the United States should 
do if heavy gold losses continued. The statement some Administration offi
cials regarded as being the most inflammatory was made by Senator Jacob 
Javits (R. N.Y.) in which he called for a possible gold embargo (1968 Con-
gressional Quarterly Almanac, p.787). · 

By the first week in March, conditions in the London Gold Market began 
to deteriorate. Rumors fed on themselves and the result was the most mas
sive hemorrhage to date. It was not until the second week in March, when 
even more severe gold losses occurred, that the Johnson Administration de
cided it would no longer try to just contain gold losses to speculators, 
but end them. On March 14, the President signed the gold cover legislation 
which had just been passed and met with his advisors twice before deciding 
on a course of action. 

The course he chose was to ask the United Kingdom to close the London 
Gold Market on Friday, March 15, to prevent further gold losses and enable 
Secretary Fowler and Chairman Martin to meet with other members of the Gold 
Pool in Washington over the weekend to decide on a common strategy. The 
result was cessation of all Gold Pool operations ·and a split between the 
monetary and private price for gold. 
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Secretary Fowler, Chairman Hartin, and presidential assistant for 
National Security Affairs Walt Rostow, among others, had felt up until this 
point that the best course of action was to continue to supply gold to the 
market in an attempt to show speculators they had nothing to gain from 
their actions, especially since agreement on SDRs was close. However, the 
massive losses made it evident that this course of action was no longer 
tenable. Prior attempts at containment had failed, and there was also lit
tle hope that industrial demand for gold would drop. In fact, at a fixed 
price it had been forecasted to increase at an "annual rate of 10 to 15 
percent over the next decade."11 

CONTENDING FORCES 

The decision to cease Gold Pool operations and to separate the mone
tary price of gold from the private price was made during the Washington 
meeting held March 16-17, 1968. The speculators' "appetite for gold ap
peared endless.n12 This appetite apparently had been fed in part by 
rumors in the French press. 13 

The key international actors attending the meeting were the governors 
of the central banks of Belgium, Germany, Italy, the Netherlands, Switzer
land, and the United Kingdom. Also attending were the managing directors 
of the IMF and the Bank for International Settlements (BIS). Key domestic 
actors included the Secretary of the Treasury and the Chairman of the Board 
of Governors of the Federal Reserve System. 14 The eventual outcome 
closely resembled the United States negotiating position approved by the 
President on March 14. 15 

The U.S. negotiating position was the result of input from a number of 
sources in the Administration over a period of time. In fact, contingency 
planning on policy options available to the Administration had been taking 
place since prior to the British devaluation. 16 

The interagency group primarily responsible for working out the basic 
U.S. position on all international monetary reform ~atters and whose mem
bers gave their advice on a continuing basis was known as the Deming Group. 
Members in this informal group included Frederick Deming: Dewey Daane, a 
Governor of the Federal Reserve Board; Anthony Solomon, Assistant Secretary 
of State for Economic Affairs; Arthur Okun, Council of Economic Advisors; 
and Ed Fried, White House. 17 

The U.S. negotiating position prior to the Frankfurt meeting of Novem
ber 26 was discussed in an expanded version of the Deming Group. Secretary 
Fowler and Chairman Martin, along with other officials, attended the meet
ing. The main topic of discussion at the meeting was how far the United 
States would be willing to go to replenish foreign countries' gold losses 
and what implications that might have in terms of the U.S. domestic gold 
cover. Deming put forth a plan which he and the other members of the 
Deming Group had been working on with Secretary Fowler, known as the Gold 
Certificate Plan. 18 

The idea behind the Gold Certificate Plan was for the United States 
and other members of the Gold Pool to continue to supply gold to the 
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market. In return, each country would receive gold certificates in the 
order supplied which could be used as gold when carrying out transactions. 
The advantages of this plan were that international liquidity would no 
longer suffer from gold losses and the gold certificates could eventually 
be merged with the upcoming issues of SDRs. The other plan Deming put for
ward called for closing the London Gold Market and implementing a licensing 
procedure .for bona fide users of gold.19 

At that meeting, Charles Coombs of the Federal Reserve Bank in New 
York proposed a uniform import duty on gold for nonmonetary use in an ef
fort to make gold more expensive to the private purchaser. Secretary 
Fowler agreed that private purchasers had to be restrained by the risk of 
financial loss, either by margin requirements, restrictions on selling 
gold, or by some combination of these, al though he was fearful that the 
United States "might 'lose the ballgame' to the French by dealing with the 
private purchasers in a way that the result appeared to be a rise in the 
price of gold."20 

Chairman Martin felt that licensing of gold could be explored but went 
on to say, "We have to make the speculators believe that there is no peril 
point for the United States." Governor Daane agreed and suggested putting 
up as much as $2 billion to break the speculation. He also said he "would 
go a long way with the Europeans in making up their gold losses if they 
kept the facade of the Gold Pool. n21 

Fred Smith, General Counsel of the Treasury Department, called for the 
closing of the London Gold Market and the implementation of a plan origi
nally proposed by Italian Governor Guido Carli (known as the two-tier price 
system) to separate the monetary price of gold from the private price.22 
This situation was not unlike that which ex.isted prior to the formation of 
the Gold Pool in 1961. Prior to 1961 there were separate monetary and pri
vate prices for gold; it just happened that both these prices were $35.00 
an ounce. Beginning in 1961, the Gold Pool took upon itself the mainte
nance of parity among the two prices. 

Response to Smith's proposal was negative. Art Okun of the Council of 
Economic Advisors (CEA) stated that in his estimation the record with re
spect to the two-price system was not promising. Deming stated he did not 
favor an official two-price system. Discussion of the two-tier price sys
tem was concluded by Secretary Fowler, who said that in light of the long 
U.S. series of pronouncements on maintaining the gold price, he would be 
reluctant to legitimize a higher gold price.23 

The only other proposal which received attention during this early 
meeting was one made by Gardner Ackley of the CEA, in which he called for 
the transfer of all the U.S. gold to the ·IMF in return for claims at a 
later date. Other countries would have been asked to do likewise and, in 
this way, gold would have been demonetized. It was suggested that William 
Dale, Executive Director for the United States at the IMF, explore the 
"Ackley Alternative," which he later did.24 

At the end of the meeting it was decided that the United States would 
seek agreement among other Gold Pool members on the Gold Certificate Plan, 
but would make no proposals to limit nonmonetary gold demand. If agreement 

73 



could be reached on the Gold Certificate Plan, then the United States would 
announce publicly its intention to remove the domestic gold cover. 

By the time of the Washington meeting held the weekend of March 16. 
1968, the U.S. position had changed substantially. The negotiating posi
tion of the United States in that meeting was drawn up by members of the 
Deming Group to include a two-tier price system for gold as a primary 
feature. At the recommendation of Walt Rostow, these policy options were 
submitted to the Dillon Committee for review before submission to the Prea
ident.25 

The Dillon Committee, made up of distinguished private citizens, 
served as an advisory committee to Secretary Fowler. Its members were: 
Douglas Dillon, Robert Roosa, Walter Heller, Kermit Gordon, David Rockefel
ler, Edward Bernstein, Frazer Wilde, Andre Mayer, and Francis Bator (frOll 
the White House staff). Their conclusions at the March 8, 1968, meeting 
were that (1) the tax bill was a must; (2) they were unanimously opposed to 
an increase in the price of gold; (3) while the existing Gold Pool opera
tions were most favorable, it was doubtful whether continuation could be 
negotiated (more specifically, the Gold Certificate Plan); (4) Gold Pool 
operations should cease and the monetary and private prices of gold should 
be separated; and (5) they were unsure how to limit arbitrage among non
Gold Pool countries.26 

During the crisis, the three men most responsible for keeping Presi
dent Johnson informed as to changes in the gold situation were Secretary 
Fowler, Gardner Ackley, and Walt Rostow. Of the three, Rostow had the most 
contact with the President on the issue. He frequently outlined and sum
marized the gold problem and discussed the pros and cons of various pro
posals for dealing with it.27 On March 14, 1968, he was responsible for 
summarizing the opinions of the President's senior advisors and putting 
forth the decision President Johnson had to make: whether or not to ask 
the United Kingdom to close the London Gold Market. 28 Recommendations 
were also received from Eugene Rostow, Under Secretary of State for Politi
cal Affairs. He submitted a paper entitled "Next Steps in International 
MOnetary Policy," which urged "strong and dramatic international action to 
end the hysteria--a visible mobilization of overwhelming force.n29 

One paper which appears to have had much impact on the Administration 
during the crisis came from economist Barbara Ward Jackson on January 24, 
1968. Her paper noted that the United Kingdom was once again in trouble 
and the risk of a critical deterioration of the world economic situation 
similar to the 1930s was great. 30 It was the only outside paper during 
the crisis that President Johnson circulated among his advisors for com
ment. Administration memoranda after this point frequently alluded to the 
possible critical deterioration of the world economic situation, something 
that was absent in prior memoranda. The same theme was alluded to by Pre
sident Johnson when discussing the gold crisis in his book, The Vantage 
Point. 
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CRITICAL ORGANIZATIONAL FACTORS 

The main vehicle for handling international monetary problems in the 
Johnson Administration was the Deming Group. Prior to the gold crisis, the 
main task of this group was to develop the U.S. negotiating position with 
respect to SDRs. No changes in the structure of this group were needed 
during the gold crisis. Technical questions about different policy options 
were usually sent to Robert Solomon, Director, Di vision of International 
Finance, Federal Reserve System, for comment. Technical questions regard
ing the United States obligation to the IMF were directed to William Dale, 
Executive Director for the United States, IMF. The Dillon Committee, which 
served in an advisory capacity to Secretary Fowler, was asked to provide a 
second opinion and make recommendations on the various policy options open 
to the President.31 

Not all elements of the Deming Group had equal input. The group was 
dominated by the Treasury Department, the White House, and to some extent 
by the Federal Reserve, with both the State Department and the Council of 
Economic Advisors playing lesser roles. This fact was highlighted in a 
memorandum from Walt Rostow to the President in which he stated, "We are 
reviving these and other contingency plans on an urgent basis. F. Deming 
[Treasury], E. Fried [White House], and Dewey Dane [Federal Reserve] have 
started. A. Okun [CEA] and T. Solomon [State] will be brought in as soon 
as the preliminary review is completed."32 

Indications are that Gardner Ackley did not feel he was rece1v1ng all 
the informaion necessary to be a part of the decisionmaking process. In 
his memorandum to the President commenting on the Barbara Ward Jackson 
paper, he stated he had "no way of fully assessing the dangers" because he 
did not receive the most confidential cables. 33 In a later memorandum, 
he repeated his recommendation for "continuing, intensive, and fully co
ordinated contingency planning" and said he would "like to urge that Art 
[Okun] be included in the group doing it." 34 The policy options gener
ated in the Deming Group were later formalized by Ed Fried (White House) 
into a U.S. negotiating position for the Washington meeting.35 

TRADE-OFFS AND COMPROMISES 

By mid-February 1968 the Deming Group and, more specifically, the 
Treasury Department, were intensely studying a number of policy options: 

1. seek approval from the IMF for wider margins on gold, 

2. establish a two-tier price system, or 

3. institute an all-out gold embargo by the United States. 

Each option had legal and operational uncertainties surrounding it along 
with general uncertainties as to what foreign reaction might be. 

'nle first option was to seek a wider margin on gold, in the $33.00 to 
$38.00 range, as a way to ease pressure on the market. This would allow 
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the price to fluctuate within a wider range that the 1 percent above and 
below $35.00. It was thought that the Gold Certificate Plan might play a 
role, although inclusion of it was not a critical factor.36 ntis option 
proved to be impossible to implement. The IMF could not widen the gold 
margins: "Widening the gold margins for official transactions beyond one 
percent would be inconsistent with the one percent currency margins.•37 
This response was in reference to a number of provisions designed by the 
IMF to ensure stability in the par value of various currencies. 

The two-tier price system, which at this time was a proposal ranging 
from individual country licensing to completely freeing the private price 
of gold, was seen as a way of insulating monetary stocks of gold from spec
ulation, and yet allowing the basic system to continue. 38 lbe problem 
with this option was that to be effective, a majority of countries had to 
cooperate with the new price structure. The biggest fear the United States 
had about completely freeing the private price of gold was the possibility 
of arbitrage by noncooperating central banks. Arbitrage in this case was 
the purchase of gold from the United States at $35.00 an ounce and the re
sale of it at the higher free-market price. 

The simple answer would have been for the United States to stop sell
ing gold to countries engaged in arbitrage transactions, which was against 
IMF rules. The United States, though, could not "decide unilaterallf 
whether another Fund member is or is not meeting its Fund obligations.•39 
Only the IHF had "a responsibility to see that the gold policies of its 
members do not undermine or threaten exchange stability.n40 

The two-tier system also had implications for Gold Pool operations. 
Officials were concerned with what, if any, legal obligations the United 
States had with respect to the Gold Pool. It was determined that the ar
rangements for the Gold Pool had "no legal constraints so far as changing 
the rules of the pool operation are concerned or for complete unilateral 
withdrawal if a member so chooses." 41 While there were no legal con
straints for unilateral withdrawal from the Gold Pool, there was certainly 
one of good faith. This rnade it almost mandatory that, before any action 
was taken with respect to the Gold Pool, the United States should consult 
with the other members. 

An all-out gold embargo, under which the United States would suspend 
gold sales indefinitely, was seen as a drastic step to avert complete col
lapse of the monetary system. For the embargo to work, the London Gold 
Market would have had to be closed indefinitely. Tilere was concern that 
the United Kingdom might not have the authority to close the gold market. 
It was later determined that the British could prevent foreign transactions 
under a clause that is similar to the U.S. Trading with the Enemy Act.42 

Of the three policy options available, only two were feasible: the 
two-tier price system and a gold embargo. Tile main difference between the 
two was that the two-tier price system would allow the monetary system to 
continue functioning, whereas a gold embargo would lead to an immediate 
emergency conference in which the countries of the worlj would have to 
"pick up the pieces and create a new system.n43 nius, the two-tier price 
system emerged as the preferred negotiating position for the Washington 
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meeting, with a gold embargo option to be used only if other members of the 
Gold Pool insisted on an increase in the official price of gold.44 

The remainder of the U.S. negotiating position for the Washington 
meeting was concerned with the interim period until SDRs were activated. 
The United States wanted (1) official transactions in gold to continue to 
take place at $35. 00 an ounce; (2) no future additions to the monetary 
stocks of gold; (3) the quick activation of SDRs in which the size of the 
issuance would reflect losses of gold .from world monetary reserves since 
devaluation; (4) the holding of reserves in forms that would minimize con
versions into gold during the period preceding activation of SDRs; and (5) 
participating monetary authorities to urge other monetary authorities to 
also participate and to refrain from buying or selling gold in free mar
kets .~5 

RESOLUTION 

Clearly the Johnson Administration was forced to act because of the 
massive gold losses being suffered. In the four days prior to the close of 
the London Gold Market, the Gold Pool lost approximately $800 million, with 
$372 million lost on March 14, 1968. The President's senior .advisers ap- . 
parently were stunned by the losses. Walt Rostow characterized their feel
ings toward the situation: "We can't go on as is, hoping that something 
will turn up." 46 Rostow also pointed out to the President that "the 
decision for you to· make now is whether the London Gold Market should be 
closed at once. 11 47 

The President met with his advisers twice on the afternoon of March 
14, 1968. Those present at the meetings were: Rostow, Bator, and Fried, 
of the White House staff; Fowler, Deming, and Joseph Barr, from Treasury; 
William McChesney Martin, Federal Reserve Chairman; and Okun and James 
Duesenberry, of the CEA. 48 The decisions reached by the President were · 
(1) to ask the United Kingdom to close the London Gold Market in an effort 
to bring an immediate end to gold losses; (2) to call for an emergency 
meeting in Washington of the Gold Pool members; and ( 3) to approve the 
United States negotiating position for the Washington meeting. 

The Washington meeting yielded its intended result, which was to halt 
the flow of gold from the Gold Pool speculators. The main elements of this 
outcome were embodied in the communique which was issued at the conclusion 
of the meeting. 

The Governors believe that henceforth officially 
held gold should be used only to effect transfers among 
monetary authorities and, therefore, they decided no 
longer to supply gold to the London Gold Market or any 
other gold market. Moreover, as the existing stock of 
monetary gold is sufficient in view of the prospective 
establishment of the facility for Special Drawing 
Rights, they no longer feel it necessary to buy gold 
from the market. Finally they agreed that henceforth 
they will not sell gold to monetary authorities to 
replace gold sold in private markets.49 
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The net effect of the Governor's communique· was to separate the monetary 
price of gold, which was set at $35.0-0 per ounce, from the private price, 
which was to be determined by supply and demand. Separation relieved the 
upward pressure on the monetary price of gold that was the result of specu
lation. Monetary stocks of gold were to be used only to effect transfers 
among monetary authorities. 

The determination of the Gold Pool countries not to supply gold to 
other monetary authorities who were engaged in arbitrage transactions was 
reinforced by a statement issued by Pierre-Paul Schweitzer, Managing 
Director of the IMF. Schweitzer's statement gave implicit recognition to 
the fact that only the IMF could determine whether a country was adhering 
to the Articles of Agreement of the Fund. Schweitzer stated that all mem
ber countries "should continue to conduct gold transactions consistent with 
this undertaking [Gold Pool agreement] and that they should cooperate fully 
to conserve stocks of monetary golct.n50 

The Johnson Administration sought reaction from abroad to the Washing
ton meeting prior to the issuance of the official communique. Telegrams 
calling attention to the Washington meeting had been sent to all U.S. em
bassies in the world. More than fifty telegrams were received in response 
prior to the conclusion of the meeting. Most responses were constructive. 
From Bangkok, Dr. Puey Ungphakorn, Bank of Thailand, and Finance Minister 
Serm Much indicated their . "intention of continuing cooperative policy to 
prevent disorder from spreading and restore confidence in financial mar
kets. n51 Governor Alfonso Calalany, Bank of Ma nil a, said the Bank · did 
not "intend to alter its present gold holdings in any way. n52 Deputy 
Governor Sven Joge of Sweden said, "We could be assured the Swedish gov
ernment would not take any steps which would contribute to disorder or add 
to speculative pressures.n53 South African Prime Minister Balthazar J. 
Vorster speculated that the two-tier price system would be implemented.54 
Governor Jacques Brunet of the Bank of France said, "We were preaching to 
the converted when we spoke of not adding to speculative pressure," al
though he went on to say the French planned to keep the Paris market 
open. 55 In a hearing before the House Subcommittee on International Fi
nance on the SDR proposal, Frederick Deming remarked that as of April 12, 
1968, more than seventy countries had responded to the Washington communi
que. He went on to say that they had "all made constructive remarks," 
al though he was uncertain whether they fully understood all the implica
tions. 56 

Most countries did folow the lead of the United States and other Gold 
Pool countries on this decision, al though not all were pleased with it. 
France was obviously upset that the meeting did not result in a higher 
price for gold. South Africa, the world's leading gold producer• was 
placed in an awkward position as a result of the decision. Close to $3 
billion in gold had been absorbed by the private market in three months. 
After the decision, much of the gold began to come back into the market, 
and it was difficult for South Africa to sell all the gold it was producing 
without causing the price to drop. This price drop was a distinct possi
bility since there was no longer any monetary demand for gold, but a de
cision was reached some time later which allowed South Africa to sell a 
portion of its gold to the IMF. 

78 



Although "conspicuous by their rarity," congressional responses to the 
two-tier system were generally positive. 57 Senator Russell Long ( D. La.) 
said he was personally happy to see the arrangement and believed that it 
made "good sense as a first step in meeting the crises facing a great num
ber of nations with regard to the gold problem.n58 Senator Wallace 
Bennett (R. Utah) also indicated he was happy with the arrangement and went 
on to point out that "we must remember that, as a result of the agreement 
reached over the weekend on gold, we are very definitely now in the hands 
of our friends. n59 Senator John Williams ( R. Del.) was pleased with the 
agreement and believed it emphasized the fact that "there must be congres
sional action at an early date on the two major steps that need be taken" 
before the heart of the problem could be addressed. The two steps he re
ferred to were a reduction in expenditures and an increase in taxes. 60 
Senator Gordon Allott ( R. Colo.) reminded his colleagues he had "proposed 
legislation, introduced it in the Senate, to do exactly what these seven 
'brilliant' nations have finally done ... nine years after the bill was 
first introduced in the Senate.n61 He went on to say that if his legis
lation had been adopted, "it is well possible we would not have been faced 
with the shameful situation .•. of being forced to withdraw the gold from 
behind our currency. n62 Senators John Sparkman ( D. Ala.) and John Tower 
(R. Tex.) and Congressman Henry Reuss (D. Wis.) all "indicated cautious 
approva1.n63 

LOOKING BACK 

·The two-tier price system for gold and the subsequent activation of 
SDRs in an attempt to provide adequate growth in international liquidity 
were overtaken by influences on the monetary system after 1971. In 1971, 
the United States suspended convertibility of the dollar into gold. The 
IMF later sold or distributed some of its gold, and in 1973 the interna
tional monetary system instituted a system of floating exchange rates. 

The role of gold has been downgraded in the international monetary 
system and its future in this respect is uncertain. The role of gold in 
the U.S. system was reviewed by a presidential commission in 1982, but no 
immediate changes ensued. 
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THE U.S.-CANADIAN AUTOMOTIVE AGREEMENT OF 1965 

BY JOHN M. ANDERSEN 





CHRONOLOGY 

THE U.S.-CANADIAN AUTOMOTIVE AGREEMENT OF 1965 
BY JOHN M. ANDERSEN 

November 1962 - Canadian government applies remissions to cover exports 
of automatic transmissions. 

October 22, 1963 Remissions extended to automobiles and original equip
ment parts. 

April 15, 1964 - Modine Manufacturing files suit with U.S. Bureau of 
Customs requesting countervailing duties. 

Apri 1 1964 - Johnson approves of State Department's initiative to 

May 1, 1964 

negotiate an agreement . cautioning that a solution 
should be found which would not involve countervailing 
duties. 

- Meeting of the Joint-U.S. Canadian Committee on Trade 
and Economic Affairs. Canadian officials agree to 
negotiate the issue. 

November 25, 1964 - State's free-trade proposal is submitted to the Presi
dent and approved. State also asks for support from 
Wilbur Mills and other key congressmen. 

January 12, 1965 - Suit filed in U.S. District Court of Appeals against 
the Secretary of Treasury. It requests that a mandamus 
be issued against the Secretary to force him to apply 
countervailing duties. 

January 16, 1965 - President Johnson and Canadian Prime Minister Lester B. 
sign the U.S.-Canadian Automotive Agreement. 

March 31, 1965 - Johnson sends implementing legislation to Congress. 

October 21, 1965 - Implementing legislation passed. 

December 20, 1965 United States obtains GATT waiver. 

THE ISSUE 

Immediate Cause of Eventual Decision 

On January 16, 1965, President Lyndon B. Johnson and Canadian Prime 
Minister Lester B. Pearson signed an agreement instituting free trade be
tween their nations in automobiles and orginial equipment parts.* The 

*Automobiles refers to four-wheeled passenger autos having a seating 
capacity of not more than ten persons. Buses and specified commercial ve
hicles were also covered by the agreement. Parts refers to original equip
ment parts, acces~ories, and parts thereof, not including tires or tubes. 
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formal signing capped approximately nine months of bilateral negotiations 
which had been initiated to find a mutually acceptable solution to a Cana
dian remission plan affecting exports of automobiles and parts. The Cana
dians had been interested as early as 1961 in devising ways to expand 
automobile and automobile parts exports. At that time the Royal Commission 
on the Auto Trade, consisting solely of Professor Vincent W. Bladen, issue<I 
its final report. Although only of his proposals was subsequently adopted, 
his report was significant as it laid the foundation for later ·Canadian 
actions on automobiles. 1 In November 1962 remissions were applied to 
automatic transmissions. The following year they were extended to cove.r 
automobiles and original equipment parts. 

The remission plan was a relatively simple idea, at least in concept, 
to "reduce Canada's imbalance of trade with the United States. n2 The 
plan encouraged automobile manufacturers to increase exports by rebating 
their import duties on a dollar-for-dollar basis for each dollar's increase 
in exports they achieved over their 1962 total. On April 15, 1964, the 
Modine Manufacturing Company of Racine, Wisconsin, filed suit with the U.S. 
Bureau of Customs challenging the remission plan as constituting an illegal 
grant or bounty as specified by the United States Customs Act of 1930 and 
thereby being subject to the provisions of section 303 of the Tariff Act. 
Modine wanted the government to impose countervailing duties on all exports 
of Canadian automobiles into the United States. 

On July 21, 1964, the Automotive Service Industry Association (ASIA)-
representing 5, 000 manufacturers, distributors, and rebuilders of auto
mobile parts--filed a brief with the Bureau of Customs in support of 
Modine's position. When no countervail decision was forthcoming, ASIA and 
four other independent parts producers collectively filed suit in the 
United States District Court for the District of Columbia against the 
Secretary of the Treasury. The suit requested that a mandamus be issued 
against the Secretary to force him to apply the previously requested coun
tervail. Four days later the United States-Canadian Automotive Agreement 
was signed, thus silencing the suit.3 

Initial Response of Administration 

Publicly the Johnson Administration was critical of the rebate pian. 
Privately steps were being taken to arrive at a mutually agreeable solu
tion. On March 31, 1964, the Treasury Department announced that it was 
seriously considering imposing a countervail, although the Administration 
was doubtful that this would satisfactorily settle the issue. First, there 
were doubts about the legality of imposing a countervail; second, there 
were Canadian threats that a countervail could lead to trade war~ third, a 
trade war would have disastrous effects on sales of American automobiles 
and parts to Canada, especially since the United States had a favorable 
balance in automobile trade with Canada; and fourth, the Administration 
feared that a trade war would increase American unemployment. The Cana
dians were equally anxious to avoid imposition of a countervail, but 
insistent that any solution would have to benefit them as much as the re
mission scheme. They threatened that failure to satisfactorily resolve the 
problem would cause them to "act unilaterally to restrict the Canadian 
automobile market to products made in Canada."4 
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The initiative to hold discussions originated on the American side. 
In April 1964, Philip Trezise, Deputy Assistant Secretary of State for Eco
nomic Affairs, wrote to Under Secretary of State George Ball urging that 
negotiations be undertaken to resolve the dilemma prior to any announcement 
on the countervail issue. 5 Later that month Lyndon Johnson gave his 
blessing to the State Department's initiative. He approved of the creation 
of a task force to deal with the issue, cautioning that: 

In view of the difficult economic and political 
issues involved, I think it is essential that we do 
everything possible to find an agreed solution that 
does not require countervailing duties. Before final 
determination of the legal issue on duties, therefore, 
I would appreciate a report on th~ status of the dis
cussions wtth Canada and prospects for a mutually 
satisfactory alternative solution to this problem.6 

The negotiations took place in an environment which can best be de
scribed as hectic. The negotiators' paramount concern was to arrive at an 
agreement before a decision could be handed down on the countervail. 
Secretary of the Treasury Douglas Dillon had been withholding his decision 
in order to allow the staff talks to proceed. Those negotiating the issue 
realized that by early January the Secretary could be forced by writ to 
arrive at a decision. 7 Dillon's stalling had been encouraged by the 
State Department and by Johnson. Indeed, Johnson urged Dillon to put off 
any decision until at least early November, at which time the Administra
tion could "reexamine the matter in light of our experience in the nego
tiations. "8 

Both sides were also eager to reach an agreement as soon as possible 
to minimize any adverse impact that the remission dispute could have on 
their bargaining positions in the Kennedy round. 9 The American nego
tiators hoped to resolve the problem by January 1, 1965. By meeting this 
target date they felt that any implementing legislation would stand a bet
ter chance of passage in 1965 as members of Congress would not be pre
occupied by their reelections. 10 

CONTENDING FORCES 

Opponents 

Modine Manufacturing and the other parts manufacturers were not the 
only opponents to the agreement. Walter Reuther, President of the United 
Automobile Workers (UAW), voiced his displeasure with the final agreement. 
Nevertheless, his opposition was qualified, and one could even say that his 
verbal disagreement contained the formula he felt would be necessary to 
transform mild UAW recalcitrance into active support. Two days after the 
inception of the agreement, Reuther announced: "Much as we would like to 
see the new agreement come into effect, we wil 1, nevertheless, have no 
alternative but to oppose any implementing legislation that fails to pro
vide definite assurance of genuinely adequate protection for the affected 
workers.n11 
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Reuther's statement points out one unique feature of this agreement. 
Canada dropped its tariffs on automobiles and original equipment parts on 
the day the agreement was signed. American reciprocity required the ap
proval of Congress in the form of implementing legislation. But not all 
members of Congress were satisfied with the final product. Senators Vance 
Hartke (D. Ind.) and Albert Gore (D. Tenn.) were the principal opponents or 
the agreement. According to Russell Long (D. La.), their colleague on the 
Senate Finance Committee, the two were "obsessed" with a desire to kill the 
implementing legislation. 12 In fact, Gore repeatedly announced his 
intention to keep the bill from being voted on in 1965.13 

'nleir principal objections centered on the question of who would actu
ally benefit from the agreement. Gore charged that it was one-sided, since 
it would allow the Canadians to continue to expand their exports in auto
mobiles to the United States. "It is," he charged, "the very antithesis of 
free trade.n14 He complained that General Motors, Ford, and Chrysler 
would profit at the expense of small parts producers. He asserted that he 
had been unable to find opposition witnesses because they feared that their 
testimony would result in cancellation of their contracts with the major 
automobile companies. 15 

Senator Paul Douglas (D. Ill.) chastised the President for signing an 
agreement which presented Congress with a fai t accompli, thus placing a 
burden on the Congress to ratify the agreement or be held responsible for 
damag.ing American foreign policy. Members of Congress were also upset by 
the letters of commitment which the Canadian government had the major Cana
dian automobile manufacturers sign. 

Senator Everett Dirksen (R. Ill.) was perturbed by article five of the 
implementing legislation. This article authorized the President to nego
tiate a similar agreement with any other nation seeking such an arrange
ment. Trezise attempted to assuage him by predicting that this feature of 
the legislation would probably never be used, but Dirksen was unimpressed. 
He proposed an amendment which would restrain the President from entering 
into a similar agreement with a third country "until the Congress had by 
concurrent resolution affirmatively approved its implementation.n16 

All the executive departments and agencies backed the agreement with 
one exception. The Chairman of the Tariff Commission, Ben Dorfman, offered 
a vote of no recommendation when the agency heads were solicited for their 
views. He was uf.set principally because his agency had been left out of 
the negotiations. 7 

nie Canadian Parliament had its reservations about the negotiating 
process. Many of its members were upset with the secrecy surrounding the 
talks and were worried that the eventual outcome could lead to a complete 
breakdown of all Canadian protective tariffs, thus creating chaos in Cana
dian business. 18 

Proponents 

The major automobile companies supported the Administration's final 
product. As a vice-president of Chrysler testified: 
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First. it is good for the entire industry because 
it permits operation of Canadian subsidiary on a basis 
which provides for the greatest efficiency on both 
sides of the border. Second, it increases the poten
tial. not only of the automobile manufacturer. but 
of all his suppliers of parts for original equipment. 
Third, it forms not only a firmer base for the assur
ance of jobs, first in the ·United States and concur
rently in Canada, but also an increase in jobs on both 
sides of the border. Fourth. and perhaps even more 
important, it provides an example of considered, 
careful, and wise taking advantage of the right oppor
tunity as it comes along, and is proof of the efficacy 
of undertaking such a plan in the right industry, with 
the right country, at the right time. 19 

The chairmen of Ford, Henry Ford II, ·and of General Motors, Frederick G. 
Donner, voiced similar support. 

It must be noted that the Canadian automobile companies were not 
indigenously owned; rather they were subsidiaries of American-owned auto
mobile companies. As such they often imported· parts from their parent com
panies to manufacture automobiles. Thus the elimination of duties would 
have a positive economic impact on the parent companies. Furthermore. the 
remission scheme had encouraged major investments in Canada by the 
American-owned companies. Six weeks after the remission plan was expanded 
to cover automobiles, Studebaker of South Bend, Indiana, transferred its 
entire operations across the border. In March 1964, officials of General 
Motors announced plans to invest $120 million over a two-year period to 
construct a truck and automobile assembly plant in Canada. General Motors 
had never spent as large a sum in any previous two-year period in Canada. 
Ford representatives announced that they too would shortly unveil a major 
Canadian move. Lynn Townsend, the President of Chrysler, told a Canadian 
audience that within twenty years Canada would probably be manufacturing 
many of the parts and automobiles that both nations would be purchasing. 
The fact that wages in the Canadian automobile industry were roughly 
twenty-five to fifty cents per hour lower than in the United States served 
as a further inducement to lure American automobile companies northward. 

1be major automobile companies went beyond just testifying in support 
of the implementing legislation. The State Department wanted assurances 
from Wilbur Mills, Chairman of the House Ways and Means Committee, that he 
would work for passage of any implementing legislation before they pro
ceeded too far into the negotiations. ~enry Wilson, a presidential aide, 
stated that "State must have considerably more from him than an agreement 
to hold hearings and consider the bill at some point. 11 20 Wilson was 
skeptical of Mills's desire to exert much effort on this issue. To gauge 
Mills' s state of mind, Wilson had Rod Markley of Ford call him. Markley 
told Wilson that he too doubted Mills's willingness to handle any matters 
in the export-import area until after the Kennedy round negotiations were 
over. However, to be sure, Markley said that he would "have Henry Ford 
call Mills immediately to feel him out as a purely private matter. 11 21 
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Representatives of the automobile companies were also used as lobby. 
ists. The Administration had them canvas each member of the Senate Finance 
Committee, as well as Representatives John Byrnes ( R. Wis.), Gerald Fo.rd 
(R. Mich.), Leslie Arends (R. · Ill.), Melvin Laird (R. Wis.), and Thomas 
Curtis ( R. Mo.). They were especially anxious to ensure that the five 
representatives did not go through with their rumored motion to recommit 
the legislation.22 

Wilbur Mills was the bill's chief proponent in the House. while 
Russell Long and most of his colleagues on the Finance Committee backed the 
bill in the Senate. In fact, the State Department was endeavoring to dis
pense with Senate hearings. Russell Long felt that the Finance Committee 
might endorse such a move, and that John Williams (R. Del.) and George 
Smathers (D. Fla.) would back it too.23 Senator Clinton Anderson (D. 
N.M.), who was undergoing medical tests in Albuquerque at the time, assured 
a Johnson aide that he would fly back immediately if his vote should prove 
crucial on any Finance Committee actions.24 When the attempt to dispense 
with Senate hearings failed, the State Department shifted tactics to get 
them held in executive session. Senator Harry Byrd ( D. Va.) had promised 
the Administration that he would "endeavor to dispense with public 
hearings." 25 

TRADE-OFFS AND COMPROMISES 

Administration Actions 

In late April 1964, Secretary of Treasury Douglas Dillon brought up 
the issue of a possible countervail at a meeting of the Joint U.S.-Canadian 
Committee on Trade and Economic Affairs. He suggested that both sides work 
toward a mutually acceptable solution to remissions, without having to re
sort to a positive countervail decision. Canadian Minister of Finance 
Walter Gordon, Minister of Industry Charles Drury, and Secretary of State 
for External Affairs Paul Martin replied that they too wished to work to
ward a compromise, "but that the Canadian public is very interested in the 
current plan and any suggestion that the plan would be significantly 
changed would be political suicide." 26 - The Canadians had not been too 
anxious to begin discussions on resolving the issue. In fact, the Cana
dians "refused to even consider joint working level talks. • • • However, 
when they realized that a public proceeding would soon begin in the U.S., 
they agreed privately that joint technical studies should be undertaken im
mediately by a working party. It is also clear that our decision to pro
ceed with public hearings, under our countervailing duty law, was the only 
reason they agreed to substantive consideration of the matter by a working 
party.n27 

In late November the State Department, which dominated the interagency 
working group, came up with a possible solution. "We have," wrote Trezise, 
"been considering a free trade approach as a way out of the problem. 
Under it, we would enter into an executive agreement mutually to go to zero 
on vehicles and original parts. The Canadians would thereupon revoke their 
rebate scheme and we could thereupon drop the countervailing duty proceed
ing. n28 This approach, Trezise continued, would eventually result in a 
rationalization of production on a continental basis. Thus it would lead 
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to a decrease in costs and prices in Canada, thereby increasing the Cana
dian market for expanded imports of American automobiles. Such an arrange
ment also would result in improved commercial relations. This approach had 
the support of the major automobile companies and "in the case of Ford and 
Chrysler this support is enthusiastic. 11 29 

The Canadians agreed in principle with the free-trade framework. How
ever, they wanted guarantees that increased investment would occur. Thus 
the language of the agreement contained several special provisions bene
ficial to them. First, only automobile manufacturers were to be permitted 
to import duty-free. By definition, a Canadian manufacturer had to have a 
ratio of automobile production to automobile sales in each model year of at 
least 75 percent or no less than it had achieved during the 1964 model 
year. This was to ensure continued acceleration of automobile production 
in Canada. A manufacturer was also required to maintain the Canadian 
value-added in Canadian-produced automobiles at a dollar level equal to 
that of the 1964 model year. This was to protect independent Canadian 
parts producers during the move to integrated automotive trade. 

The Canadian government also insisted on written assurances from the 
Canadian automobile companies stating their intent to increase investment. 
First, the companies consented to produce automobiles in Canada having a 
net factory sales value ·as a ratio of total sales value for the automobiles 
they or their affiliates produced in Canada equal to the ratio of the 1964 
model year. Second, they assented to Canadian demands that they increase 
year by year the Canadian value-added by an amount equal to 60 percent of 
the growth of their automobile markets in Canada and by an amount equal to 
50 percent of the growth of their commercial vehicle markets in Canada. 
The government directed the heads of the four major automobile companies to 
boost their investments in Canada by $260 million in Canadian money over a 
three-year period to achieve these requirements.30 

The American negotiators insisted that these provisions were temporary 
and were to terminate in 1968 when the integration of the automobile indus
try would be complete. Thomas C. Mann, the Under Secretary of State for 
Economic Affairs, testified that these safeguards were only to "increase 
production in Canada- for a short period of time and will then be phased 
out.n31 Yet the Canadians had signed the agreement without agreeing to 
any specific cutoff date; they maintained that this special arrangement 
would remain in effect for an unspecified period of time. Tilis difference 
of opinion remained unresolved when the agreement was signed.32 

The letters of intent served to satisfy the Canadians. Walter Reuther 
also required some tangible reward for the UAW's support. Organized labor 
in general had been critical of the Tariff Commission. In fact, the AFL
CIO had criticized the Tariff Commission for its negative pronouncements on 
adjustment assistance in all five cases brought before it under the terms 
of the recently enacted Trade Expansion Act (TEA). The Labor Department 
argued that the UAW's support for the TEA would depend on "adequate adjust~ 
ment assistance or relief for those adversely affected by imports. . • • 
Its [labor's] continued support for liberal trade depends upon the fulfill
ment of this premise. n33 To obtain the UAW's support, the Administration 
agreed to modify the procedures for making determinations on adjustment 
assistance for automobile companies and workers who would potentially 
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suffer dislocations because of the agreement. Specifically, the Adminis
tration modified the procedures by investing the authority to investigate 
complaints and make final determinations in the President. 34 In 
September 1965, Secretary of Labor Willard Wirtz suggested that Reuther 
send a telegram to the relevant House and Senate committee members to quash 
the rllDOr that the UAW no longer supported the bil 1. Reuther agreed to 
send the telegram.35 

The implementing legislation was not enthusiastically supported by 
every administrative agency. Ben Dorfman, the Cllairman of the Tariff r.om
mission, would not endorse the bill because of his concern with the modi
fication of the procedures for issuing adjustment assistance determina
tions. Charles Schultze, Director of the Bureau of the Budget (BOB), 
supported Dorfman. He pointed out that substituting the President for the 
Tariff Commission was unwise since it would present future problellS bJ 
exposing the President to direct pressure from groups seeking a ruling on 
adjustment assistance. He noted that the Tariff Commission would no longer 
stand between the President and injured parties to take the criticism from 
negative determinations. Additionally, granting an exception for automoile 
workers could lead to pressures from those wishing the President to grant 
an exception to them. Besides, the Tariff Commission had traditionally 
held sway in these matters, and it had the expertise and experience to rule 
on these issues. To place that power in another agency's hands would, he 
argued, lead to a more inefficient handling of adjustment assistance cases. 

Nor was BOB particularly pleased with the bill's changed criteria for 
defining injury. nie TEA required one to prove that the injury was due in 
major part to a duty reduction. The bill on the canadian Auto Agreement 
would allow workers and firms to automatically become eligible for adjust
ment assistance unless the President or his official representative deter
mined that the injury was not caused by the agreement. It thus favored 
those who applied for adjustment assistance. BOB felt that the formula in 
the bill for determining injury used measuring criteria which could fluctu
ate and thus would make it difficult to ascertain whether the injury was 
due to the agreement or was caused by a natural fluctuation. "Neverthe
less," BOB conceded, "we realize that political considerations may require 
another course of action. Representatives of the State Department tell us 
that there is the hard political fact that the United Automobile Workers 
have no confidence in the Tariff Commission and, consequently, will not 
support the bill unless the Commission is supplanted by the President as 
proposed. 11 36 

Congressional Involvement 

Wilbur Hills's assistance was also acquired by a promise of reciprocal 
support. Mills was worried that the House liberals would attempt to use 
the Canadian bill to amend the TEA. He asserted that such a move would 
allow the protectionists to take advantage of the situation and move to 
open up the escape clause in the TEA. According to Phillip S. Hughes, 
Mills wanted Johnson: 

to agree now that next year we will put up legislation 
amending the Trade Expansion~ct to make-rt easier for 
firms and workers to qualify for adjuStiiien~assistanC"e:" 
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Mills feels he can push the Canadian bill through the 
House, holding the line against both the liberals and 
the protectionists--and be tough with the Senate in 
conference--if he can say in public that you have 
agreed to support liberalization of adjustmentasSIS: 
tance for all workers during next session. 3/ [Under
lined in original] 

Congressional critics attempted to change portions of the implementing 
legislation. Senator Dirksen proposed an amendment to section 202(d) (2) 
which would require the ,President to obtain congressional approval before 
entering into simila·r agreements with other nations. The Administration's 
strategy was to delete his amendment . in the conference committee. In fact, 
his amendment caused a· deadlock in conference which was resolved by the 
conferees when they "expressed the hope . • . that before the Pr~sident en
ters into any new agreement, he will voluntarily follow what would have 
been required of him." Tile State Department had assured the conferees that 
the President would assent to their desires.38 

Presidential discretion was further constrained by congressional pro
visions which required an annual report on the implementation of the agree
ment. The conferees also mandated that the President, after August 31, 
1968, was to submit a report containing any information of attempts by the 
Canadian automobile companies to increase the Canadian labor and parts in 
their automobiles "as a result of actions by the Canadian government, above 
the amounts of the undertakings in existence before the date of the enact
ment of this bill."39 

RESOLUTION 

Final Outcome 

The implementing legislation was approved on October 21, 1965. It 
contained several other key provisions and modifications in addition to 
those already outlined. Congress reinserted the Tariff Commission into the 
adjustment assistance process by requiring the Commission to conduct any 
investigations into petitions for adjustment assistance. This change was 
"satisfactory to all concerned." 40 The creation of an Automobile Agree
ment Adjustment Assistance Board (AAAAB) was mandated, to which Johnson ap
pointed the Secretaries of Labor, Commerce, and Treasury. Tile Board was 
required to consult with the President before announcing any final deci
sions on adjustment assistance, as he was to retain overall authority in 
this area. The implementing legislation removed American duties on auto
mobiles and original equipment parts retroactive to January 18, 1965. 
Also, the President was required to make his final report on the operation 
of the agreement on August 31, 1968, at which time the entire agreement was 
to be reviewed by both nations. The liberal adjustment assistance provi
sions for automobile workers and firms were to be ended or extended at that 
time. 
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Response by Interested Agencies 

The Bureau of the Budget; the Departments of State, Commerce, Labor, 
and Treasury; the Office of the Special Representative for Trade Negotia
tions (STR); the Council of Economic Advisors; and the Small Business 
Administration had all supported the enactment of the implementing legisla
tion. The Department of Justice had no objection, and the Tariff Commis
sion had no recommendation on its passage. 41 Some bureaucratic squab
bling occurred over the makeup of the AAAAB. Willard Wirtz, the Secretary 
of Labor, suggested that Labor and Commerce assume joint responsibility for 
making determinations. He noted that Wilbur Mills felt this would be an 
agreeable solution. Wirtz believed that delegating this authority to any 
single agency would leave that agency too exposed to industry or labor 
pressure. Charles Schultze argued that joint responsibility was not good 
administrative practice. 42 Johnson ended the dispute b:f announcing that 
when the time came he would delegate his authority to the Secretaries of 
Labor, Commerce, and Treasury.43 

The agreement required the United States to obtain a waiver from the 
General Agreement on Tariffs and Trade (GATT) as the failure to extend 
these provisions to other automobile exporters was a violation of GATT' s 
most-favored-nation rules. Mann had testified that GATT provided for 
waivers of most-favored-nation status in such exceptional cases as this, 
and that he expected few difficulties in receiving one. To this end, 
Philip Trezise and Phil Claxton of State recommended that Johnson postpone 
his proclamation setting up the AAAAB until after October 19, as there was 
a GATT meeting on that date and State felt it would be politically unwise 
to go through with the proclamation just prior to the GATT meeting. 44 
The United States received its waiver on December 20, 196'5. Canada did not 
apply for a waiver since Canada would allow any importer who could qualify 
under the definition it had set up to import certain products dutl-free 
from any country, and thus Canada was not in violation of GATT rules. 5 

Who Won and Why 

Those who testified in support of the agreement justified it in a 
number of ways. First, they argued that it would eventually lead to the 
creation of rationalized, integrated North American automobile industry 
which would benefit both nations, as it would result in more economical 
levels of investment, production, and trade. Second, they maintained that 
it would help develop good will between both neighbors, thus eventually 
leading to an expansion in Canadian-American trade. Third, Secretary of 
Commerce Connor argued that the Americans would benefit because the agree
ment would protect the U.S. balance of trade with Canad a. He maintained 
that it was "reasonable to project a continuing growth in the Canadian 
automobile market sufficient to absorb the projected increase in Canadian 
production without reducing our net favorable balance of trade with 
Canad a." 46 

The prospect of expanding trade with Canada wc:ts contrasted with the 
grim specter that a refusal to approve the agreement would invoke. Trezise 
told the Finance Commit tee that a failure to endorse the agreement would 
result in reimposi tion of the remission scheme. 47 It seems clear that 
the winning argument was that refusing to implement the agreement would 
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result in the reintroduction of the remission plan and the eventual proba
bility of a trade war between the two nations. Congressional complaints 
against the letters of intent were muted by assurances that they were only 
temporary, and that their deletion would have resulted in Canadian refusal 
to sign the agreement. The witnesses noted that automobile trade had been 
restricted in the past by. high tariff rates, which involved a 17 1/2 per
cent Canadian duty on finished vehicles. With those rates removed, it was 
argued, increased competition would result. 

Organizational Issues 'Tilat Affected the Final Outcome 

Trezise was the chief American negotiator, while George Ball oversaw 
the process. 48 Commerce, Treasury, Labor, and the Office of the Special 
Reprensentative for Trade Negotiations had representatives on the team, 
although they were principally responsible for gathering allies and/or 
assuaging opponents. In particular, Commerce concentrated on easing the 
anxieties of small parts producers, while Treasury concentrated on organ
izing the presentations to Congress on the balance-of-payments aspects of 
the agreement. 49 Labor's role seems to have been assuring UAW support 
for the bill. Both Connor and Wirtz testified in support of the implement
ing legislation; however, the Secretary of the Treasury was unavailable to 
testify, much to the chagrin of several Finance Committee members. 'Tile 
implementing legislation was "prepared by the State Department in consulta
tion with other interested agencies. n50 State also coordinated strategy 
to steer the legislation through Congress. Not only had State attempted to 
dispense with Senate hearings, but the Department also lined up witnesses, 
noting that if public hearings were to be held the Department would "be 
ready with witnesses from State, Commerce, Labor, the four major auto 
companies and (if needed to appear or file statements) several big parts 
companies. n51 

Lyndon Johnson appears to have kept his involvement limited to two 
principal areas. First, in late April 1964 he blessed the idea of working 
toward a mutually satisfactory compromise to the remission plan which would 
result in a dropping of the countervail suit. At this date he also ap
proved the creation of a task force to study this problem, and to keep him 
informed of the group's ideas for an acceptable solution. In late November 
1864 Trezise presented him with the free-trade proposal, which the signing 
of the agreement indicates he accepted. 

The President's second function was that of consensus builder. This 
involved his efforts to gain support for the implementing legislation by 
lobbying Congress. When State had asked for clearance to speak with Mills 
and other key congressional leaders, the Department noted that it wished 
Johnson to pursue this. Mills' s support was cemented by a presidential 
promise to propose an amendment to the TEA. 'Tilat this was a sincere com
mitment is shown by a memo from Larry O'Brien stating that "the Administra
tion has already made a commitment to Wilbur Mills that an amendment on the 
Trade Expansion Act will be considered at next session. 52 The Presi
dent's role as congressional lobbyist is further demonstrated by State 
Department suggestions to him. First, State asked him if he would "mention 
at the Tuesday leadership meeting his wish to have this bill enacted with
out amendments because it is designed to fit a special situation" (under
lined in original). 53 Second, George Ball encouraged him to personally 
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transmit the implementing legislation to Congress to convey his strong de
sires for its enactment.54 

The automobile companies had little direct input into the negotia
tions. Indeed, Thomas Murphy, Vice-Chairman of General Motors. testified 
that the automobile companies had not negotiated the agreement. James 
Roche, the President of General Motors, stated that GM only helped the 
negotiators when asked for advice on any technical problems the companies 
might encounter as a result of the agreement. The automobile companies 
were engaged in separate talks with the Canadian government that eventuallJ 
resulted in the letters of commitment. But these talks were unrelated to 
the direct negotiations, and in fact were a separate undertaking between 
them and the Canadian government. Trezise had flown to Detroit to keep the 
automobile companies abreast of the negotiations, at which time they co11-
municated their views. They told Trezise that if the free-trade solution 
were to be adopted, then it should be a complete free-trade zone since even 
the existence of a miniscule, token duty would create problems with paper
work which they would rather avoid.55 

Two problems resulted from the final agreement. First, the American 
negotiators came up with an unrealistic assessment of the effects that the 
agreement would have for the American economy. In public testimony. the 
Administration insisted that it would result in an overall balance-of
payments surplus vis-~-vis Canada. In private there was some acknowledg
ment that future condition~ might not be so positive. "From the point of 
view of the United States Government," wrote Trezise, "a modest increase in 
Canadian automobile production in an expanding market. over a period ex
pected to be about four years would not be unreasonable.n56 But a modest 
increase did not occur. Rather, the Canadians began to gain marked eco
nomic advantages. That the market did expand is shown by the fact that in 
1964 overall trade in automobiles between the United States and Canada was 
at the $730 million mark. By 1968 it had jumpted to $3.3 billion. How
ever, the United States ex_port surplus declined from $682 million in 196• 
to $439 million in 1968. 57 The failure to provide more reliable short
term projections on the overall balance of trade eventually led to grum
bling about the decline in advantages to the United States. 

A second problem was caused by the time constraints under which the 
negotiations took place. nie Americans insisted that the letters of com
mi tment were transitory, while the Canadians were less specific. The 
agreement was signed without resolving this issue. nie United States rec
ognized that the Canadian conditions would endure for at least the begin
ning three-year period of the agreement. However, in 1968 and beyond. the 
durability of the Canadian conditions did prove to be contentious. 

Problems with the agreement surfaced soon after its inception. Ac
cording to one analyst, the "negotiators had failed to get accurate advice 
on the future economic results of the arrangement they proposed • • • the 
large American trade surplus in the automobile sector began to disappear 
after 1965"58 By 1967, the imbalance in automobile trade between Canada 
and the United States declined from a positive American ration or over 
seven to one to two to one.59 
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Nor were the Canadian$ eager to see their new-found advantage slip 
away. In January 1968 the agreement was up for evaluation. Walter Reuther 
argued for its continuance. He insisted that UAW support for the original 
agreement and for trade liberalization in general was conditioned on a con
tinuance of adequate protection for potentially affected workers. He com
plained that the hoped-for trade integration had not been completed and, 
therefore, that the adjustment assistance provisions should remain in 
place. State and Commerce were opposed to Reuther's assertions. They 
argued that the integration in the automotive sector was indeed complete 
and that it was time for the Canadians to drop their special provisions. 
They felt that acquiescing to Reuther's contention would bolster the Cana
dian argument that it needed to continue with the conditions set out in the 
letters of commitment.60 William Roth, the Special Trade Representative, 
also argued that the evidence seemed to indicate that rationalization of 
the automobile industry was an accomplished fact. However, he noted that 
"if Reuther feels strongly that the special adjustment assistance program 
should be extended, we probably don't have much choice. n61 He also 
mentioned that George Meany was sensitive to the fact that this adjustment 
assistance program was not available to other workers, and that extending 
it in the automobile agreement could make it more difficult to push through 
amendments to liberalize the TEA.62 

Willard Wirtz backed Reuther, and thus by implication, the Canadians. 
He pointed out that there would be continued dislocations of automobile 
workers until a complete integration occurred, and that the planned 
liberalization of the TEA would not cover them. He further detailed those 
groups who supported the extension, including the UAW, the Iron Workers, 
and the Machinists, plus· the AFL-CIO. He also reminded President Johnson 
that labor would support liberal trade only if it was sufficiently pro
tected from any negative effects that liberal trade would have on workers. 
Wirtz recommended that the Administration send up a separate bill to extend 
the automobile agreement adjustment assistance provisions.63 

Rod Markley, Vice-President of Ford, noted that while the major auto
mobile companies were neutral on the issue of adjustment assistance, they 
nonetheless urged that no extension be requested, as this would necessitate 
bringing the entire Canadian agreement before Congress. Markley was par
ticularly concerned that Senators Gore and Hartke would use this as an ex
cuse to withdraw the implementing legislation. However, Markley continued, 
if the agreement were reconsidered by Congress "the Companies would like it 
extended to spare parts for new automobiles.n64 

ORGANIZATION 

Comments on the Organizational Framework 

The lead-agency framework developed by the Department of State to deal 
with the negotiations and coordinate passage of the implementing legisla
tion had several advantages. First, a paramount concern of both sides was 
to complete an agreement as quickly as possible. Only ten months passed 
from the initial decision to seek a negotiated solution and the final 
agreement. The quickness of the negotiating process was facilitated by the 
decision to hold talks in secrecy. It seems doubtful that a larger, more 
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complex organizational framework would have allowed the negotiators to 
proceed as quickly. Second, input from other interested agencies was not 
sacrificed to attain a quick outcome. Commerce, Labor, Treasury, and STR 
had representatives on the negotiating team. While the degree of input 
that these agencies had cannot be clearly documented, they did have some 
influence, or at least access necessary to exert influence. 

A third advantage of the organizational framework was that it allowed 
the Department of State to centralize coordination of the effort to guide 
the implementing legislation through Congress. This centralized coordina
tion ensured that a unified front was presented to Congress, and quite pos.
sibly was the major factor leading to the passage of the legislation in a 
form not very different from the original bill. 

The President's role in this format has been detailed in an earlier 
part of this paper. A fourth advantage of the organizational format is 
that it allowed the President to exercise the role of final arbiter without 
unduly focusing his attention on the process and thus away from more impor
tant matters. In other words, the negotiators carried on with a wide 
degree of discretion, leaving it to Johnson to sanction the most important 
decisions. 

At first glance, congressional input into the negotiations seems to 
have been limited. However, one must remember that early in the process 
Hills and other key members of Congress were consulted to ensure that they, 
and especially Mills, would work hard to obtain passage of any necessary 
implementing legislation. It is true that the vast majority of senators 
and representatives were not piivy to the process; indeed, several were an
gered by the fact that the agreement they were being asked to approve was 
already an accomplished fact, and by the disclosure of the letters. of com
mitment. It must be borne in mind that the Congress of the early-to-mid-
1960~ was more prone than it is today to be dominated by the influence of 
several key members and committees. State recognized this and acted ac~ 
cordingly to obtain the backing of those key individuals. Throughout the 
legislative life of the implementing legislation, State and its representa
tives continued to meet with key members of the Senate Finance Committee 
and Chairman Wilbur Mills of the House Ways and Means Committee. 

The organizational format was flexible enough to allow for interest 
group participation, especially by the major automobile companies. The 
automobile companies had an opportunity to offer technical advice to the 
negotiators concerning the free-trade proposal; also, they were used as 
lobbyists for the agreement. A mechanism to assuage critics of the agree
ment was also set up within the organizational framework. In fact, Com
merce's major responsibility was to calm the anxieties of small parts pro
ducers. It must be concluded that the organizational framework employed in 
this case was a success. 

Shortcomings of Final Agreement 

The American negotiators miscalculated on two counts. While American 
exports to Canada increased by a factor of seven by 1972, the actual auto
motive U.S. trade surplus was less than that which had existed vis-a-vis 
Canada since 1964. Canadian vehicle exports had increased from $36 million 
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in 1963 to $4,625 million by 1972.65 Second, the inability to reach 
agreement on the termination date of the Canadian special provisions 
clouded future American-Canadian relations. 

The second miscalculation can be blamed on the exigencies of time. 
'lbe first was reflection of the difficulties of prediction. Most analysts 
at the time, including the participants themselves, believed that the 
United States would not suffer as a result of the agreement; most even tes
tified to its potentially beneficial trade results for the United States. 
An expert on this agreement, Carl E. Beigie, maintains that those Americans 
who favored the agreement felt that both sides would be better off econom
ically from pursuing this course. 'This belief was based on two premises. 
First, the supporters of the agreement believed that the manufacturers 
would not greatly exceed the provisions of the letters of commitment re
garding increased investments in Canada. Second, they reasoned that Cana
dian automobile purchases, compared with Canadian automobile sales, would 
continue to grow at a pace comparable to recent history. Both these 
assumptions proved to be false.66 

Speculation on a Different_Organizational Format 

Would a more accurate short-term appraisal on the two previously 
mentioned points have significantly altered the final resolution? Proba
bly, but not certainly, because Canadian interests had to be taken into 
account. One must also bear in mind one basis for this agreement--the fact 
that no real alternative short of proceeding with the countervail was 
available. The Canadians had biased any outcome in their favor by insist
ing that no alternative would be acceptable to them save one which would be 
as advantageous to them as the remission plan had been; by requiring the 
letters of commitment as a condition for their signing the agreement; and 
by their threats to unilaterally act to restrict automotive trade within 
their borders. As long as the United States perceived the Canadian threats 
as credible--and the evidence indicates that the American negotiators did 
so perceive them--the United States had little real choice but to resolve 
the issue in the manner eventually chosen. 

The American automobile companies exacerbated the dilemma in the 
United States by increasing their investments in Canada both prior to and 
following the agreement, eventually even going beyond the requirements of 
the letters of intent. In fact, one of the main reasons they had backed 
this agreement was that they were already engaged in the type of financial 
behavior that the agreement would require of them.* 

Nor can the negotiators be harshly criticized for consummating the 
agreement before pinpointing an exact date for terminating the Canadian 
special provisions. Holding the imposition of countervail could not be 
maintained indefinitely. Additionally, the State Department wished to con
clude an agreement by January 1, 1965, in order to ensure its passage 

*Trezise maintains that the American automobile companies would have 
done what they eventually did without the letters of intent. He feels that 
they were drawn up to soothe .Canadian concerns with legality, and that 
American investment would have risen regardless of their existence. (Tele
phone Interview, 11 /20/81.) 
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during the upcoming legislative session. The negotiators were anxious not 
to postpone the resolution any longer than need be. 

There is little basis to argue in this case that improving the deci
sionmaking process in the U.S. Government would have led to any better out
come. Once the Administration decided to finesse the Canadian remission 
plan, there was little choice but to resolve the issue more or less as they 
did. 

LOOKING BACK 

The special provisions endure to this day. The imbalance in automo
bile trade in Canada's favor persisted into the Nixon Administration. From 
1965 through 1972, the United States experienced a net unfavorable balance 
in automotive trade, reaching $2.5 billion in 1972. In fact, prior to 
1973, the United States experienced three successive years of deficits in 
autom_obile trade with Canada.67 On August 15, 1971, Nixon's Secretary of 
Treasury, John Connally, charged that the existence of the special Cana
dian value-added and ratio requirements were responsible for the American 
deficit in automobile trade. He demanded that they be removed immediately. 
Canada insisted that they remain in place even though they were no longer 
affecting production on automobiles, because they symbolized the Canadian 
government's legal right to influence automobile production within Canada's 
borders. The Connally outburst only served to interject the Canadian pub
lic into the issue. The Canadian feeling seems to have been that if the 
maintenance of the special provisions was not important, the United States 
would not be criticizing them so vocally. 'The UAW of Canada sent a tele
gram to the government urging it not to "sell out" to the United 
States.68 

By 1973, the balance of payments in automobiles was again registering 
a surplus for the United States. Thereafter, it was the Canadians who com
plained most about the trade imbalance. Tile U.S. concern with the Canadian 
automobile problem gave way to concern about inroads by the Japanese into 
the indigenous American automobile market. 
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CHRONOLOGY 

A GENERALIZED SYSTEM OF TARIFF PREFERENCES 
BY MICHELE DUNKERLEY 

1964 - United Nations Conference on Trade and Development (UNCTAD) 
calls for a general preferential system for tariffs. 

1966 - Interagency committee stimulated by the State Department be-
gins building consensus for support of GSP. 

1966 - United States initiates talks with European Economic Commun-
ity and Britain to phase out system of special preferences. 

April 1967 - President Johnson announces U.S. support for a Generalized 
System of Preferences (GSP) at Punta del Este, Uruguay. 

1974 - Nixon Administration secures congressional approval of GSP. 

THE ISSUE 

The 1960s were proclaimed the Decade of Development by the United 
Nations. The developing nations' share in the world export markets had 
steadily decreased during the previous decade, while the industrialized 
countries' share had increased. The United Nations agreed to a target of 1 
percent of ~he GNP of industrialized countries for resource transfers to 
less-developed countries (LDCs), of which 0.7 percent of GNP was to be in 
the form of official development assistance, that is, aid on concessional 
terms. The United States did not commit itself to this target. Increased 
trade access to the markets of developed countries uas a major concern of 
developing countries. Trade in primary products was the main source of ex
port earnings for LDCs, but this trade was troubled by overproduction and 
severe competition in industrialized nations' markets from both natural and 
synthetic products. 1 

A Generalized System of Preferences (GSP) was seen by the developing 
nations as a way to increase their exports to industrialized countries, es
pecially of manufactured goods, thereby strengthening their industrial 
structures. A major barrier to the trade was the tariff structures of the 
United States and other industrialized nations, which were designed to pro
tect national labor and hence discourage imports of manufactured goods from 
LDCs. There was also explicit protectionist devices, such as the Long-Term 
Arrangement on Cotton Textiles and its system of quotas.2 These barriers 
had their greatest import on labor-intensive manufactures for which devel
oping nations presumably had a comparative advantage. These issues came to 
the forefront during the first session of the United Nations Conference on 
Trade and Development (UNCTAD) in 1964. 

Since World War II, the central concept of international trade had 
been nondiscrimination in the form of the most-favored-nation (MFN) princi
ple. Discriminatory treatment in trade was seen by the United States as a 
danger which threatened to split the world both economically and 
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politically. Systems of special preferences existed between the European 
Economic Community (EEC) and certain African nations, and between Britain 
and its Commonwealth partners. Tilese arrangements were reciprocal and, in 
addition to discriminating against nonfavored poorer nations in export 
markets, discriminated against such industrialized nations as the United 
States. It was difficult to assess the extent of trade benefits to the 
favored LDCs (or the favored industrial countries) from the preferential 
arrangements, but there was political friction because they excluded many 
nations. 

The case for preferences was partly political, because they involved, 
among other things, a transfer of resources to LDCs. The industrialized 
nations, particularly the United States, argued that preferences would pre
vent worldwide attempts to liberalize trade through the need to constantly 
maintain a preference margin. Tiley also argued that preferences would 
increase LDC dependence on developed-nation markets, be of no benefit to 
the poorest developing nations, and would hurt domestic producers in the 
industrialized nations. 3 An argument for preferences was that many de
veloping countries had gone as far as they could with import substitution, 
and a way to increase exports was desirable. It was argued that prefer
ences would be politically more acceptable in the developed nations than 
foreign aid, although many analysts in developed countr'ies disputed this 
judgment. 

The drain of U.S. resources to finance the Vietnam war, the increasing 
balance-of-payments deficit, and the proliferation of two-way Common Market 
preferences led the United States to question its position in favor of in
creased aid rather than preferential trade for LDCs. However, concern by 
the United States over its balance-of-payments deficit brought a tendency 
to challenge any policy which would lead to increased imports. 4 A re
fusal to grant preferences, however, unless compensated by additional aid, 
would only increase the friction between developing and developed nations. 
This turned out to be an important consideration for the United States. 

On April 13, 1967, President Johnson announced that the United States 
no longer maintained its basic reservation on the principle of tariff pref
erences to less-developed countries. In a statement delivered at the meet
ing of the chiefs of state of the inter-American system at Punta del Este, 
Uruguay, Johnson said: "We are ready to explore with other industrialized 
countries--and with our people--the possibility of temporary preferential 
tariff advantages for all developing countries in the markets of all the 
industrialized countries. n5 The announcement was a change from the un
conditional most-favored-nation doctrine, which was basic to U.S. foreign 
trade policy. While Johnson promised only the possibility of preferences, 
the United States was committed to consult with Congress to help promote 
the exports of the less-developed nations through this technique. 

CONTENDING FORCES 

UNCTAD I met in Geneva in 1964. The conference was initiated by the 
LDCs, with the objective of bettering the economic position of developing 
countries. At UNCTAD I, the LDCs adopted a unifed position on trade mat
ters, including trade preferences. Under the leadership of Dr. Raul 
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Prebisch, an Argentinian economist, the developing countries, referred to 
as· the Group of 77, called for more comprehensive commodity agreements, re
gional arrangements for economic interaction, reduction of tariff and non
tariff barriers, compensatory financing for fluctuations in foreign
exchange receipts from primary commodity exports, and preferential tariff 
treatment of imports of manufactures and semimanufactures by industrialized 
nations. 6 The most controversial proposals were in the commodity agree
ments area and in the call for tariff preferences. 

The tariff preference program was justified as an extension of the 
"infant-industry" argument aimed at enabling developing countries to become 
more competitive in exports of manufactured goods. The emphasis on the 
infant industry argument was evident from an exception requested from the 
General Agreement on Tariffs and Trade (GATT) rules for dealing with in
dustrial protection.7 The developed nations were expected to give 
preferential treatment in the interest of making industries in LDCs more 
competitive. There was some sentiment in favor of making a distinction be
tween "more advanced LDCs" and "least-developed LDCs" based on the margin 
of preference. Prebisch argued in favor of general preferences under which 
all LDCs would be treated alike. The lifting of trade restrictions was to 
apply only to LDCs for a period of ten years, unless a developed country 
could show consequent difficulties in a domestic market.8 

The developed countries were not as unified as UNCTAD I as were the 
LDCs and held openly opposing views among themselves. The United States 
was opposed to tariff preferences, categorically and unequivocally, and was 
regarded by the Asians, Africans, and Latin Americans as the main roadblock 
to obtaining their desired objective. These groups of countries hoped that 
U.S. isolation on the preference issue would lead to more flexibility, but 
the Americans were immovable on the MFN principle. American skepticism 
about any preferential system was also based on the practical view that it 
would probably not be possible to get such a system through Congress, given 
the opposing domestic interests, and hence was not negotiable. Even among 
those who backed the . MFN principle but would have been prepared to compro
mise to meet some of the LDCs' demands, this was not considered for fear of 
congressional opposition.9 

At UNCTAO I, the United States stood for further lowering of tariffs 
along GATT lines and for increasing the supply of public and private capi
tal for development. 10 No industrialized nation other than the United 
States was so strongly opposed to preferences, at least publicly. 

There was some tendency in official U.S. circles to regard the con
ference as little more than a blowing off of steam by the LDCs, egged on by 
the Communist bloc. 11 George Ball, Under Secretary of State, was the 
nominal head of the U.S. delegation at UNCTAD I. In the message delivered 
by Ball .at the opening of the conference, President Johnson pledged strong 
cooperation in the endeavors to bring economic well-being to all peoples of 
the world, but according to an internal memorandum, the message was given 
"not so much because we want to glorify this conference--we do not--as be
cause we want to be sure that we do not have a situation in which Khrush
chev and Mao and de Gaulle and everybody else praise it while the White 
House is silent.n12 
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The U.S. position was also influenced by the fear that regional trade 
preferences would set up spheres of influence. The U.S. strategy was to 
participate in studies of the feasibility of various preference proposals 
but to disavow the merits of preferential treatment, particularly of spe
cial preferences. George Ball was influential in determining that tough 
realism was the best policy for the United States, although a negative re
action to this stance was expected. 13 This strategy, it was felt, would 
present an honest view of the trading situation and would be accepted 
eventually by the LDCs, once the individual interests of the developing 
countries overrode the unified position on which they stood. 14 Ball's 
opposition to preferential treatment was based largely on the grounds that 
congressional support for such a system would be difficult, if not impos
sible, to obtain. 15 

The United States was opposed to. preferences, but other industrialized 
nations offered proposals in response to the LDCs' requests. France and 
Belgium proposed a system of selective preferences, the Brasseur plan, 
which involved negotiating with each developing nation individually on the 
terms of preference. This plan was dismissed by the attending nations as 
being too complex administratively. The British authorities announced that 
they were prepared to accept preferences in principle, and offered an im
precise system of general preferences which was closest to the U.S~ prin
ciple of nondiscrimination. Canada said it was open-minded, and Japan saw 
the preference issue as inevitable and tabled a modest proposal of its own 
in GATT. 16 

By the concluding weeks of the conference, reaching agreement on a 
system of preferences was no longer realistic. Eventually, the developing 
countries withdrew their immediate pressure for preferences because of the 
opposition of the United States and a few other countries, and because of 
the inability of the United Kingdom and the EEC to agree on a preference 
system. The resolution of the conference passed the preference question to 
a committee of government representatives from developed and developing 
countries to be established by the Secretary-General of the United Nations. 
The issue was by no means dead, but the LDCs were looking beyond UNCTAD I 
in their tactics. 

TRADE-OFFS AND COMPROMISES 

It was clear by 1965 that serious trade problems were developing in 
the less-developed countries and in other countries applying primary pro
ducts because of a slowdown in the growth of their exports to industrial
ized countries. This, in turn, was seen as resulting in a reduction of LDC 
imports, which would have a depressing effect on the industrialized coun
tries. At an Organization for Economic Cooperation and Development Eco
nomic Policy Committee meeting in the summer of 1965, many members pointed 
out the emerging weaknesses in the world economy, and most were concerned 
with a world slowdown, particularly with respect to the implications for 
the LDCs.17 

The U.N. Committee on Preferences met in May 1965, and again in 1966. 
The guidelines for the U.S. representative at the first meeting were such 
that the American position in favor of nondiscriminatory world trade would 

118 



be maintained, while at the same time allowing discussion on the relevant 
economic issues involved with preferences. The U.S. views on the issues 
were to be seen in terms of a need for systematic examination, not as as
sertions that U.S. findings were fina1.18 

The U.S. position at these talks was constrained by the basic U.S. 
reservation on the idea of preferences as a matter of principle. While it 
was stated at the meetings that the U.S. policy was to keep issues under 
review, that in itself did not foreshadow a change of policy. It was de
termined that measures might have to be taken to encourage exports of manu
factured goods from the LDCs, but on the technical level the United States 
was not convinced that preferences were the answer. The United States was 
as interested in the LDCs' intentions at the meeting as it was in the re
actions of · some key LDC moderates. The U.S. delegates were warned, how
ever, that during advance discussions, they should "disavow any intent on 
our part to 'split the 77' if officials contacted appear to suspect this is 
our motive; our intent can be described as (a) desire to avoid unnecessary 
confrontations--if LDCs have any new proposals to put forward, advance no
tice can provide opportunity for more careful consideration than normally 
possible in committee sessions."19 

The impression that came out of this meeting was that the United 
States was more open on the preference issue than it had been at UNCTAD I. 
Dr. Prebisch, speaking for the LDCs, did not feel the preference issue had 
been advanced by this first meeting of the committee, but noted that the 
increased awareness of the U.S. position was important because he felt that 
the Americans held the key to the resolution of this matter.20 

At the committee meeting, the U.S. position on preferences was sup
ported by the Japanese, who questioned whether the examination of the pref
erence issue had gone far enough to allow countries to make a sound deci
sion in favor of preferences. The Japanese delegate was reprimanded by his 
superiors for siding with the United States. He said privately that the 
principal advocates for preferences in the Japanese government were in the . 
finance ministry and speculated that this was a reflection of the finance 
ministry's concerns about reducing pressure for additional foreign aid.21 

As a first response to the demands of the LDCs, Australia proposed to 
grant preferences to the manufactures and semimanufactures of all develop
ing nations. The United States viewed this move by the Australian govern
ment as unfortunate because Australia moved without consultation with other 
members of the Western group. Australia's initiative in timing and content 
seemed to increse the tension between the LDCs and the developed countries. 
The Australian plan was the first formal response to the challenge of the 
developing nations on the MFN principle. In order for the proposal to be 
accepted, however, the proposal had to receive a general waiver from GATT 
rules. The United States doubted whether it would support such a waiver. 
'The Australian preference system was far from generous and was based on a 
preferential list of goods subject to .tariff quotas. Once the quotas were 
exceeded, MFN was applied. The waiver request was open-ended in the sense 
that Australia would be permitted to vary the list of goods, the rates of 
duty involved, and the size of quotas. The United States expressed doubt 
that support for a GATT waiver could be justified and charged that the 
Australian proposal seem designed to divert trade at the expense of in
dustrialized nations.22 
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Japan, Sweden, and Norway joined the United States in viewing the Aus
tralian plan as a negative approach to the issue of preferences. It waa 
widely agreed that the plan was poorly conceived and probably would not 
help the developing nations. However, only the United States opposed the 
GATT waiver, and fifty-one countries, including most of America's indus
trialized allies, voted for it.23 

The United States received strong pressure in 1966 from other Organi
zation for Economic Cooperation and Development (OECD) countries and the 
developing countries to consider a system of preferences. Early in 1966, 
the United Kingdom, France, West Germany, and the United States began to 
look at some of the issues involved in trade preferences. nirough inter
agency preparation for meetings of GATT, OECD, and UNCTAD's Trade and De
velopment Board (UNTDB), it became evident that the United States should 
begin developing a longer range and more comprehensive trade program. As a 
first step, an informal committee was set up in 1966 composed of Francis 
Bator for the White House; William Roth, the Special Trade Representative 
(STR); Anthony Solomon for State; and Alexander Trowbridge for Commerce. 
STR was to head the study. The group was to develop the outlines of a pos
sible 1969 trade program and the timetable for carrying it out.24 The 
program was to be submitted in 1969 as a legislative program but was to be 
ready to surface during the 1968 presidential campaign. 1be international 
negotiation of a broadly based trade program clearly was within State's 
jurisdiction, and Solomon, then Assistant Secretary for Economic Affairs, 
seized the initiative. STR had to be involved in any major trade initia
tive to help offset the congressional distrust of State. William Roth, the 
Special Trade Representative, was deeply concerned about the "congressional 
fear of preferences."25 

The State Department took the initiative in acting on the preference 
issue. A number of other agencies were involved, and suggestions from 
staff level officers in many agencies were taken into consideration in the 
development of the program. The Council of Economic Advisors had in 1965 
begun to take the position that the problems of the less-developed coun
tries were such that consideration should be given to stronger expansionary 
measures by the United States, and that existing protectionist and re
strictive measures should be relaxed. 26 The Labor Department was pre
pared to support tariff advantages for the LDCs if "provisions were made 
for the concept of market disruption and adjustment assistance for workers 
and firms. n27 Labor's concerns lay with the employment effects of ex
panded imports of labor-intensive goods from LDCs which might result from a 
system of preferences. 

In preparation for the discussions in the OECD, the State Department, 
particularly Anthony Solomon and his deputy, Joseph Greenwald, Roth, and 
Francis Bator began discussing the pros and cons of accepting a Generalized 
System of Preferences in return for a phasing out of EEC and Commonwealth 
preferences.28 By September 1966, State was prepared to modify the MFN 
princi~le and accept a general preferential system for developing coun
tries. 9 State's rationale for this position was that the United States 
would ultimately be forced to move in the direction of a generalized system 
in order to prevent a further undermining of GATT principles and a further 
growth of partial preferential systems. The goal was to reach a consensus 
on the preference issue in order to have something to present to the LDCs 
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at the UNCTAD II meeting in 1968. George Ball initiated a series of talks 
with the French and British governments to persuade them to phase out their 
special preferential systems and move toward a system of nondiscrimination. 
'The failure of these talks led Ball to believe that the preference issue 
could not be resolved on any doctrinal basis and would have to wait until a 
further proliferation of selective trading systems made the entire system 
untenable.30 

The major policy issue for the United States was what was to be done 
with the existins preferential systems. Growing special arrangements be
tween the EEC and their former African colonies and Commonweal th prefer
ences increased pressures from Latin America for an exclusive trade agree
ment with the United States. Latin America and most of Asia historically 
had no preference system for their exports. After making repeated re
quests to the EEC for equal treatment of its competing products, Latin 
America asked the United States for a system of preferences as a way of 
achieving equal footing with the African nations.31 There were recurring 
suggestions by the Latin Americans and some U.S. government officials for 
the establishment of hemispheric preferences, but these were not accepted. 

Latin America's proposal was seen by some as a creation of a trading 
bloc and a form of "colonial" economic relations. Such arrangements were 
inconsistent _ with the political objectives of liberalized trade policy, and 
U.S. opposition to Latin America's plea was both politically and economi
cally motivated. The U.S. position toward temporary U.S.-Latin American 
preferences was that such an arrangement might amount to retaliation for 
EEC-African preferences and would contribute to an extension of existing 
discriminatory preferen6es.32 

'The establishment of a preference system was conditioned by the United 
States on all other industrialized nations granting preferences, which had 
the automatic benefit of reducing EEC discrimination against nonassociated 
nations in Latin America and Asia. It was also conditioned on other indus
trialized nations not receiving reverse bilateral preferences in LDCs, such 
as those which existed in favor of the EEC in the Associated States, since 
these discriminated against U.S. exports.33 The EEC was criticized by 
the LDCs and other industrialized nations during the Kennedy round as being 
unsympathetic to the needs of the developing world. It was not willing to 
eliminate tariffs on tropical products, because this would have nullified 
existing preferential treatment for its African associate members. Not all 
six members of the Common Market were in favor of the existing system of 
selective preferences. Germany indicated that it would favor a nondis
criminatory system applicable to all LDCs. Given these intra-EEC differ
ences, there existed a chance that regional and special preferences could 
be dismantled. 

The United States expected to be engaged in further trade negotiations 
after the Kennedy round if Britain joined the Common Market, which would 
extend the discriminatory special arrangements. Immediate, that is, un
phased tariff reductions for items on which the LDCs had received conces
sions in the Kennedy roun<l, would soften the practical effects of the 
French and Commonwealth special arrangements. Attention was given to the 

-feasibility of establishing some sort of relationship between temporary 
preferences and the future reduction of trade barriers among the developed 
nations as a whole.34 
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RESOLUTION 

Questions regarding preferences for the United States were: to whom, 
in what form, and against what longer-term objectives should they be given? 
Domestic safeguards were acknowledged as necessary, but there were que3..., 
tions as to how they would affect nonpref erential trade programs and poli
cies. 35 

Politically, it would have been unrealistic to assume that domestic 
producers would accept even nondiscriminatory tariff reductions on labor~ 

intensive products without safeguards. Labor's concerns were taken into 
consideration when negotiating other agreements, such as textiles, and it 
was hard to foresee the United States bargaining without taking market dis
ruption or adjustment assistance into account. At an interagency meeting 
in 1967, George Weaver, Assistant Secretary of Labor for International 
Affairs, made it clear that he wanted sepsitive items, such as textiles, to 
be excluded from preferential treatment.36 Support for LDCs was urged by 
a number of organizations, such as the National Farmers' Union and the 
National Export Expansion Council, as long as domestic adjustment assis
tance from increased imports was available. 

From the congressional viewpoint, the international political advan
tages of a preferential system were not worth endangering U.S. producers' 
interests. 'The congressional attitude was believed to be that there were 
no short-term material advantages from GSP which would outweigh those 
domestic interests. 37 The timing of a proposal for a change in trade . 
policy toward LDCs was considered to be a key factor in obtaining approval 
of any legislation. The Administration had several concerns. There was 
little to be gained by a trade initiative in favor of developing nations in 
an election year ( 1968). There was also concern about delaying too long 
for fear of criticism that Johnson's Administration was a "do-nothing" ad
ministration in response to the needs of the LDCs. Fear of isolation, that 
the other OECD countries would go ahead and grant preferences on their own, 
led the United States to begin moving toward an overall trade bill which 
would encompass and respond to the problems of the developing nations.38 

Key issues became the timing for the President to announce a new and 
more comprehensive trade policy for the LDCs (if any initiative was decided 
upon), and then at what point a bill should be submitted to Congress. The 
Inter-American Conference at Punta del Este, . Uruguay, slated for April 
1967, was considered to be an important opportunity to show U.S. support 
for the principle of preferences by responding to the Latin Americans. To 
pave the way for such a possible shift in trade policy, Joseph Califano 
suggested to the President that a statement by him along such lines might 
be in order for 1967.39 It was decided by the fall of 1966, however, at 
a meeting among Roth, Solomon, Bator, Charles Schultze (Director of the 
Bureau of the Budget) , and Milt Semer of the White House, that no major 
trade policies would be submitted to Congress in 1967. 'The Kennedy round 
would not be finished, and it was agreed that nothing should be submitted 
before the conclusion of those negotiations.40 

As noted earlier, President Johnson's statement at the Inter-American 
Conference in April 1967 committed the United States only to an exploration 
of preferences in order to see whether a consensus could be reached with 
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other industrialized nations. The statement was carefully drafted, based 
on the expectation that the Europeans would probably not accept a phasing 
out of existing preferences, or movement toward a general system. 41 The 
decision to support a Generalized System of Preferences was made by Presi
dent Johnson only after Anthony Solomon talked individually to forty im
portant members of Congress and reported back to the President on the 
political feasibility of passage of a preference scheme. Only then did 
Johnson give his approval for the consideration of preferences.42 

As part of the Punta del Este follow-up actions, the continued explor
ation of a U.S. Generalized System of Preferences for LDCs was assigned to 
Solomon. He was to continue consulting with Congress, business, labor, and 
other industrialized nations in order to develop a generally acceptable 
proposal to be incorporated in the findings of the OECD's Special Group on 
Trade with LDCs. 

Consul tat ion with Congress after the announcement at Punta del Este 
centered primarily on whether to include an advance cut of Kennedy round 
tariff reductions for LDCs in a trade package. Multilateral discussions on 
the preference issue involved three issues: 

1. depth of cut; 

2. insurance that any preference would actually be temporary; and 

3. safeguards for domestic interests in the developed nations. 

Two approaches were proposed to deal with these issues. One involved set
ting a fixed percentage of do- mestic production, which would be imported 
from LDCs on a duty-free basis. This approach would take into account con
cerns of domestic industries but would provide no assurance that the pref
erences would be temporary. The other was to grant an advance cut to the 
developing nations of the tariff reductions which the industrialized na
tions had granted on a MFN basis in the Kennedy round. This would assure 
temporariness.43 

Consideration was given to the inclusion of a prov1s1on for prefer
nces in the 1967 trade bill. A title was to be included which would give 
developing nations the immediate benefit, without staging, of tariff con
cessions granted in the Kennedy round. The preference title was viewed as 
being politically and economically sound in terms of U.S. relations with 
LDCs, but the real question was whether the title would promote congres
sional support for the whole bill. 44 Some members of Congress indicated 
concern about the preference provision, but it was determined that further 
consul tat ion would not be productive unless the Administration had some
thing specific in mind to bargain with, including an analysis of the ef
fects on an industry-by.:..industry basis. Congressional reception to the 
provision was not negative. Representative Wilbur Mills (D. Ark.), Chair
man of the House Ways and Means Committee, favored the inclusion of advance 
cuts in the trade bill. However, William Roth, Special Trade Representa
tive, was uncertain that this should be done unless he could be sure that 
it would help the overall bill.45 

123 



Roth saw the advance cut proposal and the entire issue of GSP as rais
ing trade-versus-aid issues and the possibility of seriously hurting the 
aid bill with liberals in Congress.46 If the tariff cut was given before 
the foreign aid appropriations, it would give the trade-not-aid advocates a 
chance to attack the Alliance for Progress bill. White House aid Lawrence 
O'Brien thought the trade bill would be controversial enough without the 
preference provision. 47 It was decided once again not to include any
thing regarding GSP in the 1967 trade legislative package. 

Tile Subcommittee on Foreign Economic Policy of the Joint Economic Com
mi ttee held hearings on the future of U.S. foreign trade policy in July 
1967. Tile findings of the subcommittee urged the United States to grant 
temporary tariff preferences to imports from LDCs. The subcommittee did 
not foresee a proliferation of special preferences but instead advocated 
dissolving the existing discriminatory preferences.48 Senator Jacob 
Javi ts (R. N. Y.) put forth one of the strongest recommendations for a 
Generalized System of Preferences when he urged the Congress to authorize 
the President to put forth liberalized trade proposals for the LDCs. even 
if it meant a modification of the MFN principle. Tile subcommittee recom
mendations coincided with the Johnson Administration's decision to offer 
LDCs preferential treatment if Congress agreed and other industrial nations 
went along. Tile subcommittee recommendations did not presage widespread 
congressional support for the preference scheme, particularly with the pro
tectionist forces gathering steam in Congress. 

STR 's official position on trade policy toward LDCs was to be set 
forth in a long-range study. In March 1967, President Johnson announced 
that at the conclusion of the Kennedy round, William Roth would conduct a 
study of U.S. trade in order to find some means of improving the U.S. trade 
balance. A number of the issues to be included concerned policies toward 
developing nations. STR's study was printed in 1969. It recormnended that 
the United States should continue to develop a temporary system of general
ized tariff preferences, subject to the enactment of legislation. Accord
ing to Roth, the United States was to continue to insist that existing 
selective preferential arrangements be done away with. If such arrange
ments were not eliminated, the United States was to make it clear that it 
would extend preferences only to those developing nations which did not 
discriminate against U.S. products in favor of other industrialized coun
tries. 49 

Consultation with other industrialized nations on the preference issue 
continued in the OECD. An interagency attempt was made to get a U.S. gov
ernment position in July 1967, which could be presented to other OECD mem
bers in order to get a consensus on trade policies toward LDCs. lbe pref
erence proposal was to appeal to all developing nations because of the 
eventual benefits which would accrue to all. The preferences would not be 
bound in GATT and would not be incorporated into the GATT schedule. that 
is, the United States could withdraw any preferential tariff without pen
alty. 50 It was agreed to keep any U.S. statement as general as possible 
to improve the chances of acceptability. By December 1, 1967, the OECD 
members had agreed to work out a Generalized System of Preferences. The 
preferences were to be temporary, and the developed nations reserved the 
right to set limits on preferential imports in order to prevent domestic 
industrial injury.51 
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ORGANIZATION 

After President Johnson's announcement at Punta del Este, the OECD en
tered a new phase in its examination of the preference issue. The chal
lenge was in devising a system of preferences with a strong economic and 
political benefit for LDCs and a positive impact on international economic 
relations that would be acceptable to all industrial countries. The role 
of the United States was critical in providing leadership for negotiations 
between developed and developing nations, if only because of its premier 
economic position at the time. 

In the early stages of the development of the issue, the U.S. position 
was constrained by official perceptions of unacceptability for domestic 
reasons. While there was not a high level of conflict on the issue within 
the Administration, domestic opposition to preferences led to doubts that 
such a trade policy would have congressional support. The additional fear 
of what further trade restrictions Congress might add on to a discrimina
tory tariff policy appeared to be a major underlying factor in not consid
ering a system of preferences.52 The legislative attitudes toward this 
foreign policy issued were not fully tested and analyzed until later. In
teraction with Congress was mandatory not only because congressional au
thority was needed for a preference proposal, but also because of the role 
of Congress as a voice for the labor constituency. While the President had 
some tariff-cutting authority with which he could respond to the demands 
for preferences, the principle of nondiscrimination embodied in the Trade 
Expansion Act constrained U.S. trade policy and was one basis for the 
stance against a Generalized System of Preferences. 

The international pressures on the United States from the beginning of 
the issue played a role in influencing the decisionmaking process. State's 
handling of the tariff preferences issue was centralized not in the Secre
tary's office, but at the bureau level. Anthony Solomon's access to Presi
dent Johnson, however, expedited the decision process. The turnaround of 
the U.S. position on preferences came about only after Solomon took the 
initiative to bring this about. The decision itself was the result of con
sensus; the moving force, however, was Solomon. President Johnson made the 
final decision only after legislative clearance was assured by Solomon, and 
only after a consensus had been reached within the executive branch. 

In other agencies, responsibility for formulation of policy was mostly 
at the Under $ecretary level. Key roles were played by the Special Trade 
Representative's office and Francis Bator, the Deputy Special Assistant for 
National Security Affairs. The sharing of responsibility led to a consis
tent framework for policymaking which took into account important domestic 
and foreign considerations. Many agencies, such as Labor and Commerce, had 
input into the decision process, but the final decision was centralized in 
the State Department. The formal responsibility for formulating trade pol
icies rested with the Special Representative for Trade Negotiations. Be
cause of the congressional need to see that responsibility for trade 
matters did, in fact, rest in this office, the STR functioned as the ex
ternal leader in the actual decisionmaking process on this matter. 

Summed up, the decisionmaking process was centralized in the State De
partment because of the international and political nature of the issue. 
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Ultimately, it was the Latin American need for a preference system, and 
fear that other industrialized nations would go ahead and grant preferences 
to LDCs, that forced President Johnson to decide on this issue. Wi thaut 
the moving force of Anthony Solomon, however, a change in U.S. trade policy 
in favor of GSP would not have occurred, at least when it did. 

LOOKING BACK 

The United States was one of the last industrialized nations to agree 
to offer some form of tariff preferences to imports from developing na
tions. The Nixon Administration finally implemented this shift in U.S. 
trade policy by calling for a system of generalized preferences. GSP was 
incorporated in the Trade Act of 1974, which Anthony Solomon helped write 
as a special consultant to Representative Wilbur Mills.53 

What emerged from the legislation and most other industrialized na
tions' systems was a granting of preferences which was limited in a number 
of ways. There were two competitive need provisions in the U.S. legisla
tion: 

1. a limit of $25 million, rising annually with GNP, for GSP imports 
under any tariff item; and 

2. a limit on preferences for any LDC on any item of 50 percent by 
the value of U.S. imports of that item. 

The GSP provision in the 197 4 legislation excluded Communist coun
tries, countries that granted special reverse preferences to other indus
trialized nations, members of the Organization of Petroleum-Exporting 
Countries (OPEC), and other cartels which took action to raise world prices 
unreasonably. The President was authorized to exclude preferences for 
countries that failed to adequately control the illegal flow of narcotics 
to the United States, and countries that expropriated the property of U.S. 
nationals without adequate compensation. 54 President Nixon also called 
for regional pref- erences for Latin America alone if a Generalized System 
of Preferences could not be achieved. 

The protectionist forces in Congress, which gathered steam during 
President Johnson's last years in office, appeared to have a major impact . 
on the legislation. The apparent readiness of the industrialized nations 
to extend a GSP to help the economic position of LDCs occurred only with 
adjustments made for domestic industries, and with a number of provisional 
exclusions. The LDCs' strong desire for preferences led the industrialized 
nations to offer, and the LDCs to accept, a reasonable arrangement. The 
Johnson Administration's willingness to consider a major change in foreign 
trade policy demonstrated its responsiveness to less-developed countries' 
economic development, and its political responsiveness to pressures from 
LDCs and from other industrialized nations. 
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THE KENNEDY ROUND 

BY WAYNE HINTON 





CHRONOLOGY 

October 1962 

May 4, 1964 

THE KENNEDY ROUND 
BY WAYNE HINTON 

- Congress enacts Trade Expansion Act, giving the Pres
ident authority to seek tariff reductions by as much 
as 50 percent. The Act also creates the Office of the 
Special Trade Representative. 

- Kennedy round of trade negotiations begins in Geneva 
under the auspices of the General Agreement on Tar
iffs and Trade (GATT). 

September 16, 1965 - All countries are to table their agricultural offers. 

June 29, 1966 

July 24, 1966 

August 1966 

June 30, 1967 

THE ISSUE 

European Economic Community (EEC) fails to make of
fers. 

U.S. Senate adopts a resolution urging the Johnson 
Administration not to bargain away the American Sell
ing Price (ASP) system of customs valuation. 

- EEC adopts a Common Agriculture Policy (CAP). 

EEC makes agricultural offers that the Johnson 
Administration considers poor. 

All countries sign the Final Act of the Kennedy 
round. 

On June 30, 1967, Michael Blumenthal, Deputy Trade Representative for 
the United States, signed the Final Act of the Kennedy round of trade nego
tiations in Geneva. This marked the end of a long and frequently chaotic 
process to reduce barriers to international industrial and agricultrual 
trade. The Johnson Administration's purpose was defined in the Trade Ex
pansion Act of 1962 (TEA), in which Congress, motivated by a concern for 
the polarization of American and European trade markets, consented to give 
the President authority to pursue substantial reciprocal trade liberaliza
tion. 1 

The other contracting parties of the General Agreement on Tariffs and 
Trade (GATT) accepted the guidelines given to the U.S. Administration in 
the TEA by deciding to seek a 50 percent cut in tariffs on industrial pro
ducts. 2 Furthermore, rather than negotiating these cuts on an item-by
i tem basis, the GATT members agreed to a linear approach under which all 
products of each nation were assumed to be subject to the 50 percent tariff 
reduction. Each country was allowed an "exceptions list" of products that 
it thought should not be subjected to the 50 percent cut. Countries were 
expected to defend the items on their exceptions list, and it was 
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understood that indefensible exceptions 
withdraw previously conceded items.3 

could lead other countries to 

The negotiating process in agriculture was less clearcut. Agricul
tural products would not be negotiated by the linear approach, although the 
United States preferred that they would have been.4 The basic difficulty 
emanated from the common socioeconomic status held by agriculture in the 
individual GATT-member countries.5 Historically, industrial countries 
have acted to protect domestic agricultural producers. Negotiations on 
reducing barriers to agricultural trade would involve significant change in 
domestic agricultural policies. The reluctance to make this change created 
a constant threat to a successful Kennedy round, as it had in prior rounds. 
It also created problems for the decisionmaking of the Johnson Administra
tion, which was charged with succeeding as much in agriculture as in 
industry. 

There were several factors in the Administration's decisionmaking pro
cess. The first of these was the Special Trade Representative (STR), a 
position created by the TEA of 1962. The first holder of the STR position, 
Christian Herter, had prior experience in international affairs, having 
served as Secretary of State under President Dwight D. Eishenhower. As STR 
he continued to work closely with the State Department, and many members of 
his staff for the Kennedy round were on loan from State.6 Herter's depu
ties for the trade negotiations were William Roth (in Washington), who 
became the STR after Herter' s death in 1966, and Michael Blumenthal (in 
Geneva). The TEA of 1962 also created the Trade Expansion Act Advisory 
Committee, which was composed of the federal agencies usually involved in 
trade matters. These included the Departments of Agriculture, Commerce, 
Defense, Interior, Labor, State, Treasury, and the Tariff Commission. 

John Schnittker, Under Secretary of Agriculture, frequently repre
sented his Department in the negotiations, although Secretary of Agricul
ture Orville Freeman was involved in the negotiations.7 The State 
Department was represented by Under Secretary George Ball, and Assistant 
Secretary for Economic Affairs Anthony Solomon. Secretary of State Dean 
Rusk played a lesser role. 

Francis Bator was Deputy Special Assistant to the President for 
National Security Affairs ( 1964-67). Bator was, after the STR, the most 
active White House member in the negotiations. Bator and Roth, both 
liberal traders, developed a close working relationship that served the 
advocates of liberal trade well. Several aides, through whom much trade 
information was channeled often submitted their own opinions to the Presi
dent. Harry McPherson and De Vier Pierson were influential in the deci
sionmaking process because of their access to the President and their roles 
as summarizers of the opinions of the several departments. 

The TEA also created a procedure for congressional input. There 
were to be "two delegates each from the House Committee on Ways and Means 
and the Senate Committee on Finance" to act as advisers to the Administra
tion. 8 Thomas B. Curtis (D. Mo.) and Cecil King (R. Cal.) were from the 
House, and the Senate was represented by Herman Talmadge (D. Ga.) and Frank 
Carlson ( R. Kan.). Congressional participation, however, was by no means 
limited to this arrangement. Various interest groups stimulated additional 
congressional involvement. 
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CONTENDING FORCES 

Discussion of each detail of issues, conflicts, and strategies in
volved in the five years of the Kennedy round would be excessive for this 
case study. A look at three episodes, however, offers a synopsis of the 
Administration's decisionmaking process. The three episodes are: the 
Administration's reaction to poor agricultural offers by the European Eco
nomic Community (EEC); its desire to prove the e,xtent of the U.S. devotion 
to liberalizing trade; and its response to a domestically controversial de
mand placed on the United States by other GATT members. These episodes 
exemplify the complexity of the negotiations and the Administrations's de
cisionmaking. 

Agriculture 

A constant question for the Administration was to decide how far it 
would push the EEC into making significant agricultural concessions. Each 
push by the United States could harm or totally destroy industrial nego
tiations, and a trade-off point was needed. It was evident early in the 
negotiations that agriculture would be a difficult area. McGeorge Bundy, 
National Security Advisor ( 1960-66), informed President Johnson in 1965 
that since agriculture would be unsuccessful, the most important strategy 
for the Administration would be "to prevent it [the miscarriage] from being 
a failure that is marked as our fault."9 

The source of the early "crisis" in agriculture was the disparity of 
farm prices within the EEC--especially between "Germany on the one side and 
France, Italy, Belgium, the Netherlands, and Luxembourg on the other." 10 
The six nations that comprised the EEC had to all agree on the results of 
the negotiations since they acted as one unit in Geneva. 

On September 16, 1965, all countries were to table their agricultural 
offers in Geneva. The Administration had to decide whether the United 
States would go ahead with its offer absent EEC tabling. Secretary Freeman 
wanted the Administration to take a hard approach and not table in that 
event. 11 Freeman wanted an agreement in which the EEC promised the 
United States and other exporting nations a share of Europe's agricultural 
markets at least as great as their 1964 shares. The Community persistently 
rejected any such formulation. 12 Herter was among those in the Adminis
tration willing to take a more lenient stance toward the EEC and agricul
ture. 

As for the tabling issue, Herter proposed that the United States make 
agricultural offers on the preset date, but that the offers should exclude 
agricultural i terns likely to benefit the EEC. In ad di ti on, even these 
offers would be withdrawn, ultimately, if the EEC did not table offers. 13 
Freeman warned that the Herter approach would be politically detrimental to 
the relationship between the Administration and domestic agriculture 
groups. The groups, according to Freeman's analysis, would read Herter's 
approach as a sellout of the agricultural TEA goal. Bator countered the 
Freeman argument by asserting that failure to table any agricultural items 
was just as politically dangerous as the tabling of some. Bator argued 
that Freeman's approach would restrain the United States in later nego
tiations and risk the possibility of failure of the entire Kennedy 
round. 14 
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Freeman and the Department of Agriculture stood alone on this issue--a 
position not unique during the negotiations. Agriculture, possibly struck 
by the same realization of ultimate agricultural failure that concerned 
Bundy, "maintained what we [USDA] considered a tougher stance towards the 
European Economic Community, the Common Agricultural Policy; and generally 
we lost those fights there." 15 The tabling issue was no exception. All 
other departments supported the Herter approach. 16 

The departments aligned themselves similarly in August 1966 when a re
lated issue arose. Although the internal EEC agricultural crisis was some
what mitigated in July 1966 when a Common Agriculture Policy (CAP) was 
accepted, 17 the Administration was faced with the problem of poor EEC 
offers at a time when pressure from farm groups was mounting. ntese groups 
suggested that perhaps the United States should totally pull out of the 
talks absent adequate EEC offers. 18 Bator laid out for the President the 
possible responses to the EEC's offers: 

1) make full 50j initial offer on agricultural items of 
no interest to the Common Market, making it clear that 
we will withdraw if and as necessary to achieve a 
balanced bargain? (this is the strategy we followed in 
September on agricultural products not of primary in
terest to the EEC, and earlier on the full range of 
industrial i terns); 2) just match the EEC' s very poor 
offers?; 3) compromise a medium offer of, say, 25S 
cuts?19 

Roth, Bater explained, preferred the first solution, believing that it 
placed the most pressure on other countries to act. He believed that out 
of fear of losing U.S. agricultural concessions, other countries would 
pressure the EEC into making better offers. 

Theoretically, the linear process of negotiating allowed the Admin
istration to make industrial concessions in exchange for agricultural 
gains. The Agriculture Department's Geneva representatives were assertive 
on this point. The White House's response to this assertiveness was not 
favorable. Bundy expressed the White House's attitude in a memorandum that 
he sent to Johnson in August 1965. Bundy introduced Blumenthal. whom the 
President had yet to meet, in the following: 

Mike Blumenthal is the negotiating linchpin of the 
whole Kennedy Round. He is a professional economist 
with a sound and sensible sense of economic bargaining. 
He is much more likely to get something for Agriculture 
than Freeman's stiff-necked subordinates--an opinion 
which the Vice President emphatically shares.20 

The Administration was legitimately interested in success in agricul
ture. As iate as April 1967 Roth was threatening Jean Rey (EEC' s major 
negotiator) that the lack of adequate Comlll.lnity concessions could cause the 
collapse of the entire Kennedy round. 21 Rey argued, and Roth agreed 

\ 

(privately to the President and Bator) that liberalizing agricultural trade 
was not as easy for the EEC as making industrial concessions.22 It was 
unreasonable, Rey contended, to think that agricultural protection could be 
drastically reduced. 
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One issue that arose near the end of the negotiations related to the 
U.S. duty on canned ham. Freeman described the issue as a final test of 
the extent to which agriculture would be included in the Kennedy round by 
the United States in the absence of reciprocity from other countries. Roth 
felt that canned hams did not constitute a significant issue from the trade 
liberalization perspective since the U.S. duty on imported canned hams was 
already low. The issue was important because the duty on this product was 
not bound in the GATT and, therefore, the "U.S. would not have to pay 
[i.e., compensate exporting countries] for any substantial increase in 
protection" that might be made in the future. 23 Freeman did not want 
canned hams to be bound in the final Geneva bargain. He did not believe, 
as others in the Administration did, that if hams were excluded from the 
concessions, the Nordic bloc (especially Denmark, which in 1966 had an ex
port of canned hams to America of $83 million) would seek the unraveling of 
the entire negotiations.24 

Watches and Glass 

The Administration's consideration of duty reductions for watches and 
glass began in 1965, and fi"nal decisions were not made until 1967. The 
Swiss were especially interested in the watch tariff since watches then 
made up 15 percent of Switzerland's exports. The Swiss let the Administra
tion know that an unfavorable decision on watches would have repercussions 
on other aspects of the negotiations. 25 Bator understood that the watch 
tariff was a political issue in Switzerland that would be used in that 
country's electoral campaigns. The American watch industry wanted a 
similar status for the issue in the United States. 

Special protection had been awarded to the watch industry by President 
Eisenhower in 1954. The major argument for extending the protection ten 
years later was that the horological industry was important to the coun
try's national security. Supporters of the duty extension argued, as they 
had more than ten years before, that a reduction would cripple the indus
try and would, therefore, make extinct the needed skills for the develop
ment and maintenance of horological-type defense mechanisms.26 

The Tariff Commission issued an economic analysis of the effect of the 
duty reduction on the industry in April 1965. The Commission concluded 
that al though some parts of the industry would be hurt, others would be 
left intact. 27 The Administration, however, did not make a decision at 
this point. Harry McPherson warned the President that for his own pro
tection he should request a study to determine the defense industry's re
action to a duty reduction. 28 Secretary of Defense Robert McNamara saw 
no validity in the "harm to defense" argument. His opinion was countered 
by that of General Omar Bradley. 29 Several law firms were also attempt
ing to pressure the Administration in favor of the watch industry. The 
most persistent was Sellers, Conner and Cuneo, representing General Time. 
Other organizations supported a reduction in duty, which effectively · 
countered the watch industry.30 

There was no dissent among the executive departments on this issue. 
Bator explained that "Herter, Connor and Wirtz (as well as McNamara, 
Fowler, Udall and Freeman) all recommend that you terminate the [escape] 
clause action [which was the basis for the protection]."31 Bator 
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assured the President that this was an important matter for U.S.-Swiss re
lations. Also, Bator said that Congress would probably react favorably to 
a decision to reduce the duty. He said that even Wilbur Mills, who had a 
U.S. Time plant within his district, would not object to such a decision if 
Secretary of Labor Willard Wirtz could assure him that the effects on em
ployment there would be minimally negative. 32 President Johnson still 
refused to decide. 

Glass was another escape-clause. The protection in this case was im
posed in 1962 by President Kennedy mainly to win that industry's support 
for the TEA. The State Department and Herter believed that eliminating 
this protection was important because of the signal that would be sent to 
Geneva, and not because of the effect that a reduction might have on 
domestic employment. 33 The duty would automatically end in June 1967. 
But McPherson and others argued that by that time the impact to be gained 
from early reduction would be lost. 

1be glass industry employed about 7,300 workers, half of whom were in 
the Appalachia area working for one of four major companies in the indus
try. Herter's plan for duty reduction would fall heaviest on the big three 
companies--Pittsburg Plate Glass, Libbey-Owens-Ford, and American-Saint 
Gobain--and less on the Applachian company--Fourco, Inc.34 Representa· 
ti ves of the big three companies unsuccessfully attempted to persuade 
McPherson that protection was necessary, offering Fourco's situation as an 
industry-wide situation. 35 House Ways and Means Chairman Mills was not 
opposed to the Administration's approach of an early end to the escape
clause protection. One concern that Mills had was that if the duty were 
rescinded before the November 1966 elections, it could become an unfavor
able political issue in the campaign. 36 Again, Johnson did not act 
immediately. 

American Selling Price 

Congressional opposition to U.S. rec1s1on of the American Selling 
Price (ASP) technique for duty assessment was far more pervasive than it 
was for the watch and glass issues. The recision of ASP was one of the 
major demands that other GATT members placed on the United States. The ASP 
applied previously to the negotiations in the chemical sector; it was first 
introduced in 1922 to protect America's young chemical industry.37 Under 
ASP, duties were assessed on imports according to the American Selling 
Price of the product at the time that the imports entered the U.S. market. 
It was, however, applied to only a small segment of United States imports: 
"benzoid chemicals, rubber footwear, canned clams, and low-value knitted 
woolen gloves. 11 38 The sticky point about the ASP was that the President 
was not authorized by the TEA to tamper with nontariff barriers to trade. 
1berefore, he did not have the power to rescind the ASP without congres
sional approval. Some in the Administration saw advantages in other coun
tries' interest in the ASP. Bator asserted that tha Administration could 
"buy with it (the eradication of ASP] much more than it's really 
worth."39 

Congress's first reaction to the Administration's position was hos
tile. The Senate adopted a resolution on June 29, 1966, urging the Presi
dent to order the U.S. negotiators in Geneva not to exceed the authority 



granted in the TEA. 40 Later in 1966, 183 congresspersons wrote letters 
to the President and the Tariff Commission protesting the discussion of the 
ASP in Geneva; and in May 1967, 12 memb'ers of the House Ways and Means Com
mittee "cabled U.S. negotiators, asking them not to make any commitments on 
the ASP.n41 

TRADE-OFFS AND COMPROMISES 

nie several agricultural decisions that the Administration had to make 
could easily anger domestic agricultural groups. In order to minimize this 
displeasure, the Administration kept in touch with these groups. In the 
final week of the negotiations, Herschel Newsom, Master of the National 
Grange, was dispatched to Geneva on behalf of the President. 42 nie De
partment of Agriculture believed that Newsom was the Administration's best 
hope for "holding together a coalition of farm organizations in support of 
the agriculture bargain, especially the grain agreement which must go to 
the Senate for approval. n43 Schnittker was explicit about the usefulness 
of involving a person who could serve as a liaison to farm groups. 44 
Newsom let it be known that he did not blame the European countries for 
their attempts to protect their farm interests, and added that he would 
fight for the same benefits in America. Newsom also condemned the Farm 
Bureau and its attempts to make the U.S. agricultural market a free market, 
without government interference.45 

nie Administration was equally skilled at dealing with complaints that 
came from the labor sector. Although the TEA had a provision for adjust
ment assistance, labor and business had little success in drawing the al
lowed benefits. The Tariff Commission was granted the right to determine 
eligibility, based upon damage to a firm or workers from an increase in 
imports that resulted from a tariff reduction. In March 1966 Herter stated 
that "since the enactment of the Trade Expansion Act of 1962 • • • about a 
dozen petitions for adjustment assistance have been brought by workers and 
firms asserting that they have been injured as a result of tariff conces
sions. None of these petitions have been found by the Tariff Commission to 
meet the very rigorous test of eligibility now contained in the TEA."46 

Chairman Mills and others who supported the liberal trade philosophy 
were greatly concerned by this. Herter urged the President to seek an 
amendment to the TEA which would create a more liberal eligibility test for 
adjustment assistance. The new test would require firms and workers to 
prove that imports were a "substantial cause" of harm rather than the 
"major cause. n47 Herter believed that Congress and the AFL-CIO would 
support such an amendment. Industry, with the exception of larger firms 
that supported the amendment, took a neutral stance.48 

The early introduction of this suggestion led to some softening of 
labor's objections to tariff reductions. No such success was apparent on 
the ASP issue. Congress was steadfastly against bargaining away the ASP. 
nierefore, the Administration, in an attempt to keep the other GATT members 
happy, began to consider the possibility of a two-package agreement. 
nirough this approach, concessions could be exchanged with the other coun
tries who would make their concessions contingent on congressional approval 
to eradicate the ASP. 
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RESOLUTION 

With respect to the failure by the EEC to table agriculture offers in 
September 1965, and again after the EEC tabled poor offers in August 1966, 
the President adopted the approach espoused by the White House staff. 'lbe 
United States would "table" agricultural offers even in the absence of EEC 
tabling, but withhold those that were beneficial to the EEC; and, after the 
EEC tabling, if the EEC offers were not improved, the United States would 
withdraw all agricultural offers. ~9 The congressional advisers to the 
Kennedy round and Chairman Mills agreed to this approach to the prob
lem. 50 They, like most of the executive departments, did not want to 
sacrifice the entire round for what the Agriculture Department considered 
inadequate concessions. 

The President's decision on canned hams was more of a compromise be
tween the White House staff's approach (which was to bind the product in 
the Kennedy round agreements) and the Agriculture Department's preference 
to exclude the product totally from the negotiations). The President de
cided to bind canned hams in the Kennedy round but not to cut the tariff 
protecting the product. The Agriculture Department and the STR office 
summed up the debate on the canned hams issue. Freeman asserted that 
agriculture was again being sacrificed if canned hams were a part of the 
U.S. Geneva offers. Roth found this an inaccurate assessment of the re
lationship between agriculture and industry in the negotiations. He 
maintained that the "offers the U.S. has been able to get in agriculture 
and those we would expect in the future are only in part paid by our 
agricultural offers. To a significant extent industry has helped to pay 
the bin.n51 

Bundy's early prediction seemed to bear itself out, though the actual 
failure was not as grim as he implied that it could be. In the end, the 
Department of Agriculture supported the final agreement as vigorously as 
other executive departments. Most of the agricultural sector, however, was 
not totally pleased with the outcome. But many of its leaders believed 
that nothing better could have been achieved.52 

The President signed the resolutions reducing watch and glass duties 
on January 11, 1967, the last day to act. Had the President not acted by 
then, the industry would have been eligible to request new Tariff Com
mission studies, preventing the President from acting until after their 
completion. The late resolution of these issues gave the decisions great 
impact in the final months of negotiations. Press reactions to the de
cisions was mostly favorable. The Washington Post and the New York Times 
hailed them as brave moves and excellent contributions to trade liberaliza
tion. Congressional reaction was similar, but not unanimous.53 Congress
man Ed Edmondson of Oklahoma was concerned about the harm that might come 
to his district. McPherson suggested that the congressman write a letter 
to Roth, who would argue that the companies failed to present strong cases 
before the Tariff Commission. This letter would help protect Edmondson 
from political heat that would develop if the duty reduction caused lay
offs. 54 The foreign reaction was especially good. Since Switzerland 
could put pressure on the Common Market countries during the final months 
of the negotiations, the United States did not wish to alienate Switzerland 
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at this crucial time.55 Belgium's interest in sheet glass tariffs of
fered that same incentive for the Administration's decision. 

The Congress remained defiantly opposed to eliminating the ASP. The 
Administration therefore adopted the two-package solution. Even though the 
Europeans had expressed dissatisfaction with this npproach earlier, they 
saw no alternative to it near the end of the negotiations. The content of 
the first package was a cut in duties by the United States on 95 percent of 
all chemical imports by an average of 43 percent. The Europeans recipro
cated with duty cuts on United States exports, averaging 26 percent. The 
second package 6onsisted of a U.S. promise to seek legislation to eliminate 
the ASP. If Congress eliminated the ASP, then the EEC would cut tariffs on 
its American chemical imports by another 25 percent. 56 The Administra
tion's battle with Congress would come after the end of the round. 

CRITICAL ORGANIZATIONAL FACTORS 

The most important organizational factor for the Administration's de
cisionmaking was the creation of the Office of the Special Trade Represen
tative to administer the negotiations. Congress let it be known that the 
State Department would be an unacceptable lead-negotiator in the trade 
talks because of fear of the Department's sympathy to a foreign consti t
uency. The STR, Congress felt, would avoid this problem. 

Former Secretary of Commerce Alexander Trowbridge viewed Roth's role 
as "more or less of a caretaker and a mopper-upper.n57 Trowbridge argued 
that Roth's fairness diminished the problem of STR's tendency to side with 
the State Department on most issues.58 

The State Department's influence on the Administration's decision
making remained substantial. The first STR, Christian Herter, was formerly 
Secretary of State, and most members of the STR staff were on loan from the 
State Department. The influence of other departments was also diminished 
by the creation of the STR. They did not have direct access to the Presi
dent on most issues. Usually their viewpoints were channeled through the 
STR and then through the White House staff. For the most important 
issues--for example, the Administration's decision whether to sign the 
final Kennedy round agreement--the Cabinet was called on. 

The interagency committee provided by the TEA allowed the departments 
to express their opinions on issues. The TEA' s arrangement for congres
sional input was also useful in that Congress did not involve itself with 
the day-to-day negotiations. Congress's real strength in the negotiations 
came from what it provided in the TEA and what it could do after the 
negotiations--for example, on ASP. On most decisions only the congres
sional advisers' and Chairman Mills's opinions were sought by the Adminis
tration. There was not much day-to-day lobbying of Congress by the White 
House during the negotiations. 

In the three episodes presented here, the Administration failed com
pletely only on one, to bargain away the ASP. The Administration achieved 
its broader goal of bringing the Kennedy round to a successful conclusion. 
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LOOKING BACK 

The Johnson Administration's consideration of the issues presented in 
this report was not final. 1be debate would continue, especially for agri~ 
cultural trade with the EEC. 

The watch industry expressed great concern about horological-related 
skills and the ramifications that the obsolescence of these skills would 
have. Huch of the industry's argument was soon made moot by the emergeno~ 
of the digital watch boom. 1be argument made by the watch industry disap. 
peared from public discussion as time passed. 

The ASP issue resurfaced during the Tokyo round of trade negotiations, 
where it was eliminated. Adjustment assistance has since been liberalized 
further beyond the Johnson Administration's suggestions, although its surp 
vival remains doubtful in the atmosphere of budgetary cuts of the Reagan 
Administration. 
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CHRONOLOGY 

ADDITIONALITY REQUIREMENTS ON AID GRANTS AND LOANS 
BY BARBARA WILLIAMS 

1967 - President Johnson forms an Addi tionali ty Working Group of the 
Cabinet Committee on the Balance of Payments to collect infor
mation and generate recommendations. 

Late 1967 - President Johnson issues a presidential directive establishing 
additionality requirements. 

June 1969 - President Nixon, after meeting with Colombian President Carlos. 
Lleras Restrepo, issues a directive to rescind additionality. 

THE ISSUE 

The U.S. balance-of-payments deficit dur.ing the Johnson Administration 
brought about a new constraint on the foreign-aid program which did not ex
ist at its inception. The large transfers of capital to Europe during the 
post-World War II reconstruction period were seen as a means of correcting 
the international economic disequilibrium caused by the war. However, by 
1959, it was felt that measures were needed to stem the outflow of U.S. re
serves and slow the increase in U.S. external liabilities. Recurrent defi
cits led to the development of "tying" foreign aid to procurement of U.S. 
commodities. This was an effort to reduce the adverse impact of foreign 
assistance transfers on the balance of payments. 

As balance-of-payments problems persisted, more stringent tying tech
niques were sought for the U.S. foreign-aid program and "additionality" re
quirements were developed. These required that a recipient country pur
chase U.S. products with the grants and loans provided above and beyond its 
normal commercial purchases. The requirements were designed to promote 
U.S. exports and not just to minimize the adverse impact of foreign aid on 
the U.S. balance of payments. Additionality measures were in effect from 
1964 to 1969. 

Throughout these years, there were severe problems in the administra
tion of the foreign-aid program. Disagreement existed over the effective
ness of aid-tying techniques generally and additionality requirements in 
particular. The measures had a significant effect on the lending tech
niques employed by the Agency for International Development (AID). 

AID lending at that time could be divided into two categories: pro
gram and project loans. The balance-of-payments cost to the United States 
was not necessarily higher under program than project lending. Differences 
between the two usually depended on each particular situation. 

At one extreme, any loan, even if fully tied in nominal terms, may not 
h$ve produced additonal U.S. exports. It was surmised that there would be 
no additionality when a program loan was used to finance commodity imports 
that would have been purchased from the United States in any event. The 
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expectation was that the recipient would then use its own free foreign ex~ 
change for imports of non-U.S. goods. 

Similarly, the funds for a project loan could be used to finanoe a 
project which would have been undertaken in any case, using material which 
would have been purchased in the United States. The recipient country 
might, again, use the freed foreign exchange for imports of non-U.S. goods. 
In either instance, there would be no additionality for U.S. exports. 

Actually, instances of zero additionality were hard to find. In most 
countries, receipt of even one untied additional dollar led to some portion 
of that dollar being spent for .U.S. goods. However, this spending seemed 
to be determined by existing trade relationships, rather than by the type 
of U.S. lending.1 Some of the AID dollars that did flow overseas unques
tionably found their way back when a country bought comtnodi ties in the 
United States without being forced to do so. 'This reflow would also per
tain to dollars spent by an aid recipient in a third country that in turn 
purchased goods in the U.S. market. It is also true that U.S. goods pur
chased with AID loans specifically tied to U.S. procurement did free other 
reserves for spending anywhere, inside or outside the United States. Ir 
the latter, this merely substituted one dollar for another with adverse 
effects on the U.S. balance of payments. The full effects of aid tying, or 
of nontying, are hard to sort out. Much of the analysis at the time pro
ceeded from assertion, or anecdotal evidence, rather than from solid 
proof. 

AID developed techniques for trying to reduce the balance-of-payments 
risk. AID emphasized to aid recipients that the continued capacity of the 
United States to maintain assistance levels was related to lowering the 
payments deficit. AID argued that subtraction of loan repayments from 
total AID spending overseas projected a reasonably accurate measure of its 
net impact on the balance of payments. 2 The net impact could be in ... 
fluenced. or so some AID officials argued, by tying or by additionality. 
One AID citation to this effect was: "Financing either the .equipment for a 
project which would not have been undertaken at all without tied U.S. aid, 
or a list of commodities which the country would otherwise not have im
ported from the U.S.," created the presumption that tying was fully effec~ 
tive.3 'This was not the general AID viewpoint. However, AID preferred 
tying and even additionality if these techniques were needed to preserve 
the aid program itself. 

With respect to the additionality of project lending, there was the 
nagging problem of identifying projects which would not otherwise be under• 
taken, or for which the equipment would not have been supplied primarily 
from the United States unless AID financing was available. This distinc
tion was usually accomplished by choosing among a list of priority pro
jects developed by the recipient. The validity of this judgment depended, 
of course, on both the willingness and the ability of the recipient to 
honestly inform the United States of its intentions. 

There was little inducement for the country to be candid about its 
plans, since tying of the aid would reduce its flexibility. For example, 
the Indian government tended to allocate its requests for project as ... 
sistance so as to minimize the adverse price impact of tying policies. 
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Therefore, the United State·s may have financed projects which, because of 
price advantages, would have been purchased in the United States in any 
case. Other projects, more cheaply acquired from other donor (European) 
countries, formed part of India's project list submitted to the Interna
tional Development Association for procurement under competitive bid
ding. 4 

Difficulty also existed in achieving additionally in program lending. 
The technique was to obtain some indication of a recipient's total import 
program. AID could then choose for its financing those imports that held 
the best promise of adding to U.S. sales (a positive list), or exclude from 
AID eligibility those items in which the United States already was competi
tive (a negative list). However, there was little effective additionality 
in situations where the United States could obtain only limited .information 
about the recipient's import program. This was the case when officials 
were not able to make accurate forecasts, or when they were unwilling to 
reveal the requested information. This was the normal situation. 

Sweeping judgments, applicable to all countries, could not be made 
about the balance-of-payments costs attributable to the two types of AID 
loans. An assessment was meaningful only within the context of each coun
try and its particular situation. There were wide differences in the pro
jected effectiveness of addi tionali ty from one country to another. In 
other words, it was better to consider each individual country than to 
focus on the type of loan used. 

In general, it was believed that substantial additionality would re
sult from tying both program and project lending in countries where U.S. 
lending was high relative to normal U.S. commercial exports. For example, 
in Jordan, U.S. commercial exports were very low. Therefore, tied exports 
financed by any type of aid lending tended to be additonal.5 

Program loan commodities were distributed more widely throughout the 
recipient's economy than items bought under project loans. Yet the basic 
similarity between the two forms of aid remained. Such products as steel, 
machinery, and fertilizer were common to both project and program loans. 

In effect, AID would achieve project addi tionali ty primarily by se
lecting projects far down the recipient's priority list, or projects for 
which U.S. supplies wer·e not competitive. Similarly, effective addition
ality under program lending limited the approved commodity lists to those 
items in which the United States was not competitive. This is a peculiar 
concept--to improve the U.S. trade position by pushing noncompetitive U.S. 
goods. This means of selecting commodities hardly made for any long-term 
viability. 

CONTENDING FORCES 

All of these arguments were debated at length during the Johnson 
Administration. To collect information and generate recommendations on 
this subject, President Johnson, in 1967, formed an "Additionality Working 
Group" of the Cabinet Committee on the Balance of Payments. Four agencies 
were primarily involved: AID, and the Departments of State, Treasury, and 
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Commerce. 
Committee. 

The group reported directly to the President and the Cabinet 
The President then made the final decision to install ad-

di tionali ty requirements. The bureaucracy generated the information and 
knew the shortcomings of what was being done. President Johnson possessed 
the ultimate decisionmaking power. 

This interagency group was responsible for compiling "positive" lists, 
or lists of goods which could be purchased with AID funds. 6 These in
cluded some items in which the United States was internationally competi
tive yet poorly represented in the aid recipient's market. Also included 
were those goods which were noncompetitive and would not otherwise have 
been procured in the United States. 

To ensure absorption in the recipient's market, AID advocated the re
moval of any discriminatory barriers to the importation of U.S. commodi
ties. It also favored the reduction of tariffs and more lenient credit 
terms for importers of U.S. goods.7 In other words, AID sought discrim
ination in favor of U.S. goods. 

Throughout its existence, the Additionality Working Group had strong 
opposition to additionality. Within the group, two major factions emerged: 
AID and State joined in opposition, while Treasury and Commerce were sup
porters. AID felt that additionality created more problems that it cured 
and placed undue restraint on the agency's activities. AID officials be
lieved that the more stringent the tying technique, the less effective a 
given volume of aid because of the reduction of the real (competitive) 
value of the goods transferred. Forcing a recipient to use aid money to 
purchase U.S. goods at inflated (noncompetitive) prices was also believed 
to reduce the degree of influence which the United States might have over 
the recipient country's policies, which tended to nullify the very purpose 
of program lending. Putting together a positive list would also lead to 
interminable haggling. 

In addition, it was believed that stringent addi tionali ty measures 
would invite retaliation from other aid donors since positive discrimina
tion in favor of U.S. goods was involved. This would cancel the intended 
balance-of-payments savings and would lead to a less efficient use of for
eign aid on a worldwide basis. 

AID and State Department officials also argued that additionality 
would reduce the rate at which aid could be absorbed by recipients. Coun
tries which did not have extensive import controls would have to institute 
them to make addi tionali ty effective. The whole procedure would promote 
inflexibility, which ran contrary to the stated U.S. position of trade 
liberalization. 

Opponents of addi tionali ty requirements were not convinced that AID 
loans contributed significantly to the balance-of-payments deficit. 'They 
argued that tourism expenditures, private capital outflows, and defense 
spending represented a much greater drain of dollars.8 Additionality op
ponents also asserted that recipient countries would normally purchase cOll
modi ties in the United States without such restrictions. David E. Bell, 
AID Administrator, stated that "less-developed countries have severe 
shortages of dollars, and need more goods from the U.S. than they can 
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afford, even with the addition of aid."9 This is a form of the feedback 
effect. 

Opposition to additionality also came from foreign countries. Latin 
American nations, particularly the recipients of program loans, were the 
most vocal and indignant foreign opponents. These countries already tended 
to be major importers of U.S. products and resented what was thought to be 
unwise U.S. influence forcing them into trade restrictionism. They, like 
other opponents, felt that additionality was merely a means of protecting 
U.S. industries which were not internationally competitive, and that it had 
nothing to do with foreign aid. 

Proponents of additionality included the President, Treasury, and Com
merce. President Johnson issued several supporting directives throughout 
the 1960s. His decision to uphold tying and additionality measures nulli
fied the objections raised and became the deciding factor in the issue. 

Buoyed by presidential support, Treasury viewed additionality as a vi
able way to improve the U.S. balance of payments. It took the lead role in 
advocating strict tying techniques. Commerce saw its support as furthering 
its main function of expanding U.S. exports throughout the world. It saw 
these measures as an expansion of the "Buy American" campaign. 

Also lending support were various industries, such as steel and chemi
cals, which stood to reap many of the benefits. These and other interest 
groups formed a strong constituency. They forced some·members of Congress, 
such as Congressman Thomas (Tip) O'Neill (D. Mass.) to become involved in 
the issue. O'Neill pointed out that additionality, and tying in general, 
was the best way to promote U.S. exports. 10 However, there was no formal 
involvement of Congress until 1969. 

Opponents within Congress spoke out against the requirements but had 
relatively little impact until 1969. During a speech on a foreign aid mon
ey bill, Representative Otto Passman (D. La.), chairman of the apppropria
tions subcommittee dealing with foreign assistance, expressed his doubts on 
the merits of the program. He felt that t~e tying of aid was a "gimmick" 
used to sell the aid program to the taxpayer. He believed that it should 
be pointed out that the taxpayer was already financing the cost of U.S. 
procurement, and that tying only increased the cost of the aid program. A 
wall was being built around the U.S. manufacturer, insulating it from in
ternational competition. Thus, tied procurement was merely an aid policy 
for U.S. industry and not aid to the developing nations. 11 

Despite protests, President Johnson decided that addi tionali ty was a 
useful way to ease the balance-of-payments deficit. Additionality was just 
one component of a series of measures designed to strengthen the dollar. 
Additionality requirements were installed in response to pressure to give 
aid in the form of goods, not just financing. Alleviating the balance-of
payments deficit was believed necessary to assume the continuation of for
eign aid. 12 
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THE DECISIONMAKING PROCESS 

The decisionmaking process tended to be informal, marked by heated de
bate and strong dissenting opinions. Much of the process hinged on infor· 
mal conversations and meetings among the actors involved.13 AID, State, 
Treasury, and Commerce provided input through actors on the Balance-of ... 
Payments Committee and departmental aid and trade representatives. 

Information and analysis of options worked up through the bureaucratic 
levels of the various departments and White House staff. President John
son, considering the available options, issued a presidential directive 
installing additionality requirements. Once in effect, AID, Commerce. and 
Treasury traveling groups visited various countries to explain and promote 
the President's decision to install additionality. U.S. embassies, espe· 
cially those in recipient nations, worked with individual countries to 
promote U.S. goods. Progress reports on the implementation of addition
li ty measures were periodically provided by the U.S. organizations in• 
vol ved .· 

LOOKING BACK 

The election of Richard Nixon in 1968 marked a significant change in 
additionality policy. On January 14, 1969, William S. Gaud, the departing 
AID Administrator, testified before a congressional committee on the prob
lems related to foreign aid and the U.S. balance of payments. He expressed 
AID's long-standing opposition to additionality requirements. 14 This was 
the first time that Congress had been formally involved in the issue, open
ing the subject to public scrutiny. At the same time, the debate continued 
within the executive branch. 

President Nixon was directly exposed to the foreign resentment of ad
ditionality measures. The political environment surrounding additionality 
was thus one of interagency disagreement and increasing foreign pressure. 
Foreign lobbying efforts were led by Carlos Llera~ Restrepo. President of 
Colombia, and Gabriel Valdes, Foreign Minister of Chile. 15 

In May 1969, the Special Commission for Latin American Coordination 
(CECLA) called for [the following] measures to be undertaken by the United 
States: 

1. elimination of "tied" loans and an overall easing of the terms of 
loans; 

2. trade preferences for Latin American products; 

3. stabilization of primary product markets; 

4. expansion of Latin American exports; 

5. lower shipping costs; and 

6. greater access to advanced technology. 
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This list was presented by Gabriel Valdes to the President, Secretary of 
State William Rogers, Assistant Secretary of State Charles Meyers, and 
National Security Advisor Henry Kissinger on June 11, 1969. 16 

On June 12 and 13, President Carlos Lleras Restrepo met with President 
Nixon to discuss additionality and other matters. Immediately after the 
final meeting, President Nixon issued a directive rescinding additionality. 
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U.S.-EUROPEAN TECHNOLOGY GAP 

BY JOHN P. CAMPBELL 





CHRONOLOGY 

October 1963 

January 1966 

Spring 1966 

April 1966 

June 1966 

U.S.-EUROPEAN TECHNOLOGY GAP 
BY JOHN P. CAMPBELL 

- First Science Ministers' Conference is held at the Orga
nization for Economic Cooperation and Development (OECD) 
in Paris. 

- Second Science Ministers' Conference. 

- Newly created OECD Committees on Science Policy and Re
search Cooperation begin systematic reviews of the "tech
nology gap".issue. 

- Chase Manhattan Bank publishes estimates that the United 
States spent twice as much on science and technology as 
did Europe. 

- The Atlantic Institute calls for attempts to narrow the 
technology gap between the United States and Europe in 
certain science-based industries. 

September 1966 - Italian Foreign Minister Amintore Fanfani issues a pro
posal calling for a ten-year technological agreement 
which would allow Europe to attain a higher level of 
technological and scientific knowledge. 

November 1966 - President Johnson issues National Security Memorandum 357 
setting up an Interagency Committee to study the tech
nology gap issue. 

December 1967 - The Interagency Committee submits its final report to the 
President. 

THE ISSUE 

During the 1960s, the United States had an international lead in "high 
technology" fields, such as computer technology. This was largely the re
sult of U.S. research expenditures in space and military science. Concern 
arose among the U.S. allies in Western Europe that the U.S. lead would re
sult in a permanent economic imbalance between them and the United States. 
European political - pressures and news media at tent ion forced the Johnson 
Administration to respond to this concern. 

European fears were first indicated to U.S. officials during the first· 
Science Ministers' Conferences held at the Organization for Economic Coop
eration and Development (OECD) in Paris in October 1963. As a result, an 
interim OECD science committee was appointed to examine national trends in 
science policy and present proposals for international collaboration. 
Throughout these committee sessions, highly political charges began to 
dominate the proceedings, primarily directed against the United States. 1 
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By the second Science Ministers' Conference in January 1966, European 
leaders directly confronted the issue of a "technology gap" between the 
United States and Western Europe. The U.S. delegation (led by Donald 
Hornig, the President's Science Advisor, with Leland Hayworth, Director, 
National Science Foundation; Herbert Hollomon, Assistant Secretary of Com
merce for Science and Technology; Philip Trezise, U.S. Ambassador to the 
OECD; and Herman Pollack, Science Advisor, State Department) heard a suc
cession of European speakers present data regarding the large U.S. expen
ditures in military and space science, the large American markets for new 
products, and the greater number of Americans who receive advanced science 
degrees. The European delegates expressed the fear of the European nations 
that they would be "reduced to colonial states."2 

Belgian Premier Pierre Harmel was particularly concerned about the 
smaller European nations' industrial capacity and suggested that European 
companies establish research facilities in Belgium. 3 The French were 
distressed by the U.S. preeminence in computers and U.S. restrictions on 
export licenses to France in computers and atomic technology.4 In a sub
sequent visit to Bonn, Hornig learned that German scientists generally 
viewed their technology lag as a result of the agreement under which Ger
many purchased arms and materials from the United States to offset U.S. 
expenditures in support of U.S. forces in Germany. The German scientists 
maintained that, as a result, German industry participated less fully than 
they otherwise would have in military research and development.5 

Hornig told the OECD conference participants that, in addition to re
search and development, industrial innovation required new education poli
cies, availability of risk capital, and the existence of adequate markets. 
Furthermore, he stated that while the Europeans themselves had the power to 
close the "gap," the United States might consider making some transfers of 
technology with the conditions that Europe would (1) make significant pro
gress toward economic integration; (2) move ahead with the Kennedy round of 
tariff negotiations; and (3) arrive at satisfactory international currency 
arrangements.6 

Upon his return to Washington, Hornig reported to the President the 
concerns of the Europeans regarding the "technology gap," describing the 
issue as a dilemma for the United States: while U.S. technology exports 
had a positive impact on the U.S. balance of payments, the United States 
also needed Europe as a strong trading partner. Hornig advised that the 
U.S. Government "press the Europeans to take the necessary steps to 
strengthen their own position. n7 He also told the President that Amer
ican preeminence in science and technology "can be used as a powerful po
litical force at little cost."8 

By the spring of 1966, the newly created OECD Committees on Science 
Policy (CSP) and Research Cooperation (CRC) began systematic reviews of the 
"technology gap." The issue posed a sensitive political problem for U.S.
European relations because the initial studies presented the topic as a 
"U.S. problem." The U.S. Government sought to deflect the issue. Under 
the direction of Ivan Bennett, Deputy Director of the Office of Science and 
Technology (OST) and U.S. representative to the OECD-CSP, the OST "took the 
lead in presenting U.S. thinking on the complex problems and in channeling 
the OECD study of the technological gap in a rational unbiased direction, 
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attempting to identify the conditions for success in technology-based 
industries in all OECD member countries.9 

'nle technology gap issue, however, could not be contained within an 
OECD committee and began receiving press attention. In April 1966, the 
Chase Manhattan Bank published estimates that the United States spent twice 
as much on science and technology as did Europe. 10 In June 1966, the 
Atlantic Institute of business executives, chaired by David Rockefeller, 
President of Chase Manhattan Bank, called for attempts to narrow the tech
nology gap between Europe and the United States in certain science-based 
industries. The Atlantic Institute termed the gap one of the "real and 
lasting problems" in contrast to the superficial or transitory problems 
raised by the influx of American investment in Europe. 11 

At the White House a different view prevailed. On June 7, 1966, at 
the request of Walt Rost ow, Hornig reported to the President that he and 
Dean Acheson had reviewed the problem and "agreed that the basic problem of 
the 'technology gap' relates to such fundamental issues as the size of Eu
ropean markets, European management procedures, and policies toward capital 
investment in industry, research and development and education, and that 
these problems could not be cured by any package of technological proposals 
that we might offer.n12 Hornig further noted that his office was explor
ing specific proposals that would "point the Europeans in the right direc
tion toward solving these problems, would have a unifying effect on Europe, 
and would help remove the widespread impression in Europe that the United 
States was trying to perpetuate the 'technological gap.n13 Hornig of
fered two proposals, a NATO Computer Center and a NATO Technological Infor
mation Service, and concluded: "! think that it will be possible to . put 
together a reasonably good package that would ease the political tensions 
resulting from the 'technological gap' problem even though it would not 
solve it.n14 

By the fall of 1966, various European leaders began to ·exert pressure 
directly on the President to deal with the issue. During a September 27, 
1966, visit to Cape Ken~edy, German Chancellor Ludwig Erhard expressed to 
President Johnson his concern over the disparities in research and devel
opment between the United States and Europe. In reply, Johnson indicated 
that he was "ready to hear any proposals from the Europeans for sharing the 
fruits of technology.n15 

The most ardent attention to the "gap" came from the Italians, appar
ently as a result of internal debates concerning the role of government in 
industrial research and development, as well as disputes within the Italian 
scientific community over the propriety of certain research endeavors. 16 
In May 1966, Italian Foreign Minister Amintore Fanfani raised the "gap" 
issue at the Brussels NATO Ministers meeting, at which time the Italian 
dele,ation was commissioned to explore the matter and present propos
als. 7 On September 29, 1966, Fanfani se,nt the completed secret Italian 
study to all NATO members. The document called for a major multinational 
science effort: 

The main, first and immediate aim of the "Technological 
Agreement" should be studying and carrying out, through 
an "International Institution," a Ten-Year Plan to 
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allow Europe, in ten-years time, to attain a level of 
technological and scientific knowledge adequate in re
spects to that of the United States, and thus lead 
European industry to the attainment of productivity 
levels equal to those of the latter nation. 18 

Fanfani further suggested that the Warsaw Pact nations be eventually in
cluded in the agreement after Western Europe had attained technological 
parity with the United States. 19 · The Fanfani proposal, presented to the 
NATO Ministers Conference on October 7, 1966, was immediately dubbed in the 
press as a "Technological Marshall Plan" for the 1960s.20 

President Johnson personally responded to the Fanfani proposal by in
serting a last-minute addition to a scheduled speech.21 The talk was in 
New York before the National Conference of Editorial Writers: "We are ex
ploring how best to develop science and technology as a common resource. 
Recently, the Italian Government has suggested an approach to narrowing the 
gap between the United States and Western Europe, and that proposal, we 
think, deserves very careful study and consideration. The Uni t.ed States 
stands ready to cooperate with all of the European nations on all aspects 
of this problem.n22 

The technology gap issue was difficult for the United States to nego
tiate because it belied the faster European GNP growth rate, the easy Eu
ropean access to American technology, and the fact that 60 percent of U.S. 
science dollars were spent for defense and space, not civilian industrial 
purposes.23 Yet the issue had become a public symbol and symptom of anx~ 
iety within the Atlantic Alliance following the departure of France from 
NATO and the American economic boom of the early 1960s. As Vice-President 
Hubert Humphrey described the problem, "The technology gap has eluded both 
a simple definition and solution. But it is imposing a strain on U.S.
European relations. Unless we' re careful, our concept of the Atlantic 
partnership can be eroded by fear and concern about American capital and 
technology.n24 

In November 1966, Averell Harriman, having returned from discussions 
with several European leaders, urged President Johnson to designate a 
fact-finding group to discuss the issue with Europeans and make recom
mendations. 25 Thus on November 25, 1966, President Johnson issued Na
tional Security Memorandum 357, setting up an interdepartmental committee 
to examine the technology gap issue, and appointed Donald Hornig as chair
man. 26 

The establishment of the Interdepartmental Committee to study the 
"gap" was reported in the press as the first concrete response by the U.S. 
Government to the Fanfani proposal. 27 However, the Administrative His
tory of the OST gives this description of the Committee's purpose: 

[to] bring about a common understanding within the U.S. 
Government of the nature of the problem, develop new 
initiatives and a strategy for carrying them out 
through new modes of cooperation as well as through 
various agency contacts with European governments and 
international organizations so as to mitigate European 
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concerns and offset the possibility of restrictions 
against U.S. direct investments in Europe and dis
crimination against U.S. firms and products.28 

In announcing the creation of the Committee, Bill Moyers, White House 
press secretary, responded to a reporter's question regarding the possibi
lity of economic assistance to European competitors: 

Moyers: I don't see any inconsistency. There is concern 
over the growing disparities that exist, but the 
effort of a committee like this is not necessarily 
or primarily to close the gap, but to find ways to 
speed up their progress without slowing ours down. 

Q: Is it possible, if they want us to help them on this 
technology, that we won't help them, that we will 
say "No"? 

Moyers: Well, as Dr. Hornig points out, we have been trying 
for a number of years to build a strong Atlantic 
Alliance. One aspect of building· that kind of com
munity is to discuss problems ltke this in a coher
ent and rational and constructive way and not to 
ignore the problem. 

Q: It may then turn out to be just a discussion group? 

Moyers: I wouldn't want to say how it may turn out at all. I 
don't think anyone knows at this time. At least the 
problem is being looked at from an i~telligent and 
rational viewpoint rather than being ignored or 
swept under the carpet.29 

The week following the announcement of the Hornig Interdepartmental 
Committee, the Soviet Union announced its position regarding the technology 
gap. In Paris, Soviet Premier Aleksei Kosygin ridiculed the idea of U.S. 
superiority in technology and offered a technological alliance between the 
Soviet Union and Western Europe. 30 In February 1967, he reoffered the 
proposal, without success, during a London visit to British Prime Minister 
Harold Wilson.31 

On February 2, 1967, Hornig presented to the President the preliminary 
findings of the Interdepartmental Committee. The report indicated that (1) 
European concerns stemmed from "U.S. superiority in sophisticated elec
tronics, military and space systems, and from increasing U.S. private 
investment in Europe in high technology industries"; (2) the "European 
problem resides more in the application of new technology than in its 
generationtion"; (3) Europe must take the initiative to solve the problem 
in markets and managerial techniques; (4) educational disparities exist 
between Europe and the United States; and (5) the United States would stand 
to lose enlarged market opportunities resulting from a widening of the gap. 
Hornig continued: "The Cammi ttee has mapped a strategy for dealing with 
Europeans to promote a better mutual understanding of the underlying causes 
of the Gap and its possible remedies, utilizing the several existing 
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international organizations in Europe: through discussions in the OECD, 
cooperative projects and actions in NATO, and bolstering the U.K.'s tech* 
nological arguments for entry into the Common Market.n32 

The White House strategy to promote "understanding" .of the issue was 
complicated by the often conflicting European definitions of the problem. 
Yet this confusion served to depoliticize the issue for the United States 
by preventing a unified Europe from demanding a specific solution. 

In Europe, the technology gap had taken on many meanings: 

1. the inability to mar shall resources for large-scale industrial 
projects; 

2. the emigration of European scientists to the United States; 

3. the need to make major changes in educational traditions, social 
hierarchies, and economic practices; and 

4. fears of huge U.S. investment in Europe, or the U.S. corporate use 
of European money markets at the expense of European investment needs.33 
Even phenomenological disputes arose among Europeans regarding the nature 
of technology: Is technology the knowledge of industrial arts or the ap
plication of scientific technique to industrial arts?34 

The tangential issue of the European "brain drain" to the United 
States was also a focus of attention. In 1966, one out of twenty European 
science and engineering graduates emigrated to the United States. Robert 
Marjolin, Vice-President of the European Economic Community, commented that 
"if the six Common Market countries remain the principal world importers of 
discoveries and the exporters of brains, they will condemn themselves to 
cumulative underdevelopment which will soon render their decline irremedi
able." 35 Following a remark by Robert McNamara, Secretary of Defense, 
that the "brain drain" was a product of a weak European educational system, 
the British Minister of Education, Anthony Crosland, responded, "If brains 
are moving to the United States it's only because the United States can pay 
more for brains.n36 

The official U.S. response to the "brain drain" issue was a two-year 
study of the problem by the U.S. Interagency Council on International Edu
cation and Cultural Affairs. The Council concluded in May 1967 that the 
issue had been overstated. The Council's chairman, Charles Frankel, Assis
tant Secretary of State for Educational and Cultural Affairs, commented: 
"The brain drain has become one of those steady, trying, troublesome diplo
matic issues confronted by our government.n37 

The New York Times revealed a June survey of European leaders which 
showed that little substantive action had been taken by the Europeans re
garding the technology gap issue. The survey revealed that (1) the French 
were most agitated by the gap and desired technological research indepen
dence; (2) Britain and Sweden were more calm, believing that they did not 
lag far behind the United States in technology; (3) the Germans and Swiss 
were confident about long-term prospects for closing the gap; and (4) the 
Italians had accepted dependence on the United States in technology, with 
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no progress on the Fanfani proposal. The survey concluded that the "Great 
Gap debate seems to have temporarily exhausted itself in Europe--but 
brought about greater understanding of the European economy. Management 
skills and investment lie at the heart of the matter, not science and 
technology.n38 

Similar ·conclusions were reached by Hornig following his discussions 
in Europe during June 21-July 7, 1967. As part of the White House strategy 
to define the technological gap issue, Hornig held discussions with Euro
pean science ministers and industrialists in England, France, Germany, 
Italy, Belgium, and the Netherlands. Upon his return, he stated in an 
interview: "There was a notion that we could hand them equality by handing 
them such thfngs as instruction manuals and patents. That view of things 
has entirely disappeared. What we found on this trip was a realistic ap
proach, a realization that most of these things are basic problems, ones 
they have to tackle themselves." He viewed this situation as a reduction 
in the "mystical importance of the gap," and a "closing of the understand-
ing gap."39 · 

Another aspect of the White House technology gap strategy was bolster
ing the technological arguments for the admission of Great Britain into the 
Common Market. That strategy was assisted in March 1967 when fears of the 
gap prodded the European Economic Community (EEC) to actively explore coop
erative science and technology efforts. The British Government suggested 
that British entry into the Common Market would greatly narrow the gap by 
creating an integrated European economy. Accordingly, as time drew nearer 
to the November 1967 EEC vote on British admission, British Prime Minister 
Harold Wilson became increasingly publicly "concerned" about the technology 
gap.40 

In March 1967, Wilson stated that the consequences of inaction in nar
rowing the gap would be "an industrial helotry under which we in Europe 
produce only the conventional apparatus of a modern economy while becoming 
increasingly dependent on American business for the sophisticated apparatus 
that will call the industrial tune in the 1970s and 1980s.n41 In Septem
ber 1967, Wilson stated, "Europe faces the possibility of industrial hel
otry under which in the 1970s and 1980s, the United States alone will pro
duce the world's sophisticated apparatus, leaving the rest of the world 
hewers of wood and drawers of water.n42 And by October 1967, his public 
line had become, "United States economic domination of Europe would put the 
Europeans on a par with the serfs of ancient Sparta.n43 

Prior to the November 1967 EEC meeting, Wilson offered to share Bri
tain's technology with the Common Market countries, but qualified the offer 
by stating that co"W,uter technology would be shared only upon British ad
mission to the EEC. 4 French President Charles de Gaulle agreed with the 
need for technological integration, but not at that price. Great Britain 
was denied membership. Thus ·one facet of the White House strategy was 
unsuccessful. 

The U.S. Interdepartmental Committee on the Technological Gap soon 
concluded its work and submitted a one-hundred-page report to President 
Johnson on December 22, 1967. The cover memorandum inforLned the President 
that ( 1) the problem was primarily due to psychological, political, and 
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social factors; (2) the Europeans lagged behind the United States only in a 
few technologies--those related to military, space, and atomic science: and 
(3) any "gap" is a result of the lag in European utilization of technologi
al know-how, due to long-standing social and economic structural factors. 
lbe Connittee concluded: "In our view, the technological gap problem is a 
current manifestation of the historical differences between Europe and the 
United States in aggressiveness and dynamism, reflecting the American fron
tier past and its restless quest for progress and change." lbe Committee 
advised the President that because the gap issue was one aspect of the dis
pari tes between the United States and Europe, friction would continue in 
different political and economic forms into the foreseeable future. As a 
consequence, the United States 1111st be on guard to deter European atte9')ts 
to restrict U.S. trade. The United States, the Committee advised, could 
( 1) continue long-range cooperative programs and (2) promote the "self
interest of European nations and their firms in maintaining the flow of 
American technology and management skills.n45 

nie report concluded that although there was "little the United States 
can or should do by way of direct assistance," cooperative efforts under
taken by federal agencies should be encouraged by the President. Specific 
recommendations were made for each department that could engage in such 
cooperative activities with the Europeans. Furthermore, the Committee re
quested of the President that he authorize the Committee's Senior Interde
partmental Group to coordinate and review federal agency efforts at imple
menting the Committee's recommendations.n46 

On January 11, 1968, Hornig led a U.S. delegation to a "Confrontation 
Meeting" in Paris held by the OECD Science Policy Committee, which had con
cluded its review of U.S. national science policy. The U.S. delegation 
included U.S. Representative George P. Miller, Chairman of the House Com
mittee on Science and Astronomies; William Carey, Assistant Director, 
Bureau of the Budget; Herman Pollack, Director, Bureau of International 
Science and Technological Affairs, State Department; Phillip Handler, 
Chairman of the National Science Board; and James Shannon, Director of the 
National Institutes of Health.47 

In response to questions regarding the technology gap, the U.S. dele
gation responded that while the United States Government was prepared to 
"participate cooperatively in seeking mutually beneficial acts," most solu
tions lay in the private sector through the "conduct of foreign subsidiar
ries and corporate decisions dictated by the play of the market.• Yet the 
United States was "anxious to cooperate in all the ways that we can iden
tify specifically as being to our mutual benefit." The United States 
Government publicly served notice that no major unilateral transfer of 
technology would take place.48 

However, even a major expansion of cooperative efforts by federal 
agencies was doubtful because President Johnson made no response to the 
December 1967 Interdepartmental Committee report. On March 16, 1968, 
Hornig sent a follow-up memorandum to the President noting that he had not 
responded to the report and furthermore that the report itself was nowhere 
to be found in the White House. Hornig thus resubmitted the report to the 
President. 49 By May 2, 1968, still no response had been received from 
the President, so Hornig sent another copy of the report to the White 
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House. 50 Hornig never received either a verbal or writ ten response from 
the President.51 

RESOLUTION 

The technology gap issue had been perceived by the President and his 
foreign affairs advisers (the National Security Council staff among them) 
as a political problem to be solved over time, not through substantive ac
tion but by their demonstration of concern. The task of the interdepart
mental committee was to defuse and depoliticize the issue. Thus the deci
sion regarding the technological gap was made prior to the formation of the 
interdepartmental committee. The committee implemented that decision. 

By December 1967, the United States had a serious balance-of-payments 
problem and was discouraging U.S. direct investments in Europe. The recom
mendations of the interdepartmental committee on the technological gap is
sue were inconsistent with the current foreign economic policy objectives 
of the Johnson Administration because they proposed efforts to aid European 
technological advances and discourage European restrictions on U.S. invest
ments. 52 The President did not respond to his science adviser's propos
als because the issue had become moot and the recommendations were per
ceived as inconsequential, not requiring presidential imprimatur.53 

DECISIONMAKING PROCESS 

The Kennedy Administration, seeking scientific and technological solu
tions to the economic and military problems facing the United States, had 
created the Office of Science and Technology (OST) in the White House and 
upgraded departmental science advisers to bring scientific expertise to the 
highest levels of decisionmaking. This transferring of the scientific ad
visory function from the National Science Foundation to the White House 
necessarily politicized the work of the scientific advisory staff--not only 
did they advise on scientific aspects of policy development, but they 
helped to implement the foreign and domestic decisions. As a result, a 
presidential science adviser was often confronted with a role conflict for 
being both an "objective scientist" and a White House "team player." Dur
ing the Johnson Administration, the White House inner circle generally ex
cluded the Office of Science and Technology from important decisionmaking 
due to the perception that the OST scientific advice was often not essen
tial to decisionmaking. 

However, the White House Office of Science and Technology did prove 
useful to the President in improving diplomatic relations with both 
friendly and hostile nations. These opportunities to contribute to the 
President's foreign policy objectives allowed the OST to demonstrate its 
ability to serve the President. Toward the end of the Johnson Administra
tion, OST' s role in international relations provided the occasions for 
meetings between the President and his science adviser. OST was useful to 
the Administration as a "nonpolitical" agent in diplomacy. 

The OST was useful in these efforts due to its location in the Exe
cutive Office of the President and the restraints placed upon other federal 
science agencies. The Agency for International Development was restricted 
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by legislation and administrative practice to dealing with only a limited 
number of developing countries and technical issues. Internal programs in 
primarily domestic agencies were given low priority. Al though the State 
Department's Bureau of Cultural Affairs and the National Science Foundation 
were congressionally authorized to promote international scientific ef
forts, no funds for these purposes were appropriated during the Johnson 
Administration. Thus the OST played an ad hoc role in the decisions to 
transfer technology to other nations for economic development. 

Foreign policy issues involving science and technology are especially 
complex due to the difficulty of integrating political objectives and tech
nical possibilities, the "parallel foreign policies" of the public and pri
vate sectors, and the institutional fragmentation of science policymak
ing. 54 U.S. international science and technology transfer efforts during 
the Johnson Administration differed according to the economic and political 
status of the recipient nation. Government decisionmaking took place with
in many federal agencies, including the Departments of State, Commerce, and 
Defense, and the Atomic Energy Commission. 

LOOKING BACK 

During the Nixon Administration, the role of the Office of Science and 
Technology continued to diminish due to the strengthened science advisory 
components in the Bureau of the Budget and the National Security Council. 
OST lost any real function in the White House. In an effort to streamline 
or solidify control over the governmental scientific establishment, Nixon 
abolished the Office of Science and Technology in 1973, disbanded the Pres
idential Science Advisory Council, and eliminated the position of presiden
tial science adviser. 

From 1973 to 1976, scientific input into White House decisionmaking 
was sought through the Nation~l Science Foundation's Science and Technology 
Policy office, with the Director of the National Science Foundation serving 
as the presidential science adviser (through the Secretary of the Trea
sury). Issues of international science policy would surface through the 
National Security Council and the State Department Bureau of Oceans and 
International Environmental and Scientific Affairs. Reflecting interna
tional security concerns and the foreign policy of the Nixon Administra
tion, bilateral science and technology agreements were negotiated with the 
Soviet Union, Poland, Rumania, Yugoslavia, Egypt, Saudi Arabia, Spain, 
Mexico, and Brazil. These agreements included many separate agreements 
between these nations and federal departments and agencies.55 

In 1976, a White House science unit was reestablished with the signing 
by President Ford of the National Science and Technology Policy, Organiza
tion, and Priorities Act (P.L. 94-282). 1his Act created an Office of Sci
ence and Technology Policy (OSTP) in the Executive Office of the President; 
a Federal Coordinating Council for Science, Engineering, and Technology 
(FCCSET); an Intergovernmental Science, Engineering, and Technology Advi
sory Council (ISETAC); and a President's Committee on Science and Tech
nology (PCST). 

In 1979, the Congress further specified responsibility for interna
tional scientific policy in Title V of the FY 79 Foreign Relations 
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Authorization Act ( P. L. 95-426). Overall responsibility for coordinating 
governmental international science and technology activities was given to 
the Department of State, which was required to submit to Congress an annual 
report detailing all U.S. science and technology bilateral and multilateral 
agreements and activities with reference to foreign policy implications and 
benefits to the United States. 

The Department of . State has used the Committee on International Sci
ence, Engineering, and Technology (CISET)--a subsidiary body of the 
FCCSET--as the interagency mechanism for coordinating this responsibility. 
The State Department Bureau of Oceans and International Environmental and 
Scientific Affairs (OES) has established an Office of Science and Tech
nology Support (STS) which provides the executive secretariat for CISET. 
Although the State Department is mandated by Congress to coordinate U.S. 
bilateral and multilateral scientific agreements, during the Carter Admin
istration the OSTP and the President's science adviser played an instru
mental role in developing new international scientific agreements. In 
pursuit of Carter foreign policy objectives, Presidential Science Advisor 
Dr. Frank Press led delegations to sign science and technology agreements 
with the African nations of Kenya, Nigeria, Senegal, and Zimbabwe; the 
People's Republic of China; and the Andean Pact nations of Bolivia, Colom
bia, Ecuador, Peru, and Venezuela.56 Thus the Carter Administration 
utilized the OSTP in much the same manner as the Johnson Administration 
utilized the OST for achieving foreign policy objectives. 
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BUILDING BRIDGES TO THE EAST: THE 1966 EAST-WEST TRADE BILL 
BY DOUG MAINS 

CHRONOLOGY 

May 23, 1964 

January 1965 

February 1965 

March-April 1965 

April 29, 1965 

May 7, 1965 

May-June 1965 

December 1965 

January 1966 

- President Johnson del~vers "Building Bridges to the 
East" speech. 

President mentions East-West trade in State-of-the
Union message. 

President announces creation of Miller Committee. 

- Miller Committee meets. 

- Miller Committee presents its report to President. 

- President releases Miller Committee Report. 

- Legislative proposals for 1966 include East-West 
trade bill. 

- Push for East-West trade legislation from within 
State Department. 

- President announces intention to submit East-West 
trade bill to Congress in State-of-the-Union mes
sage. 

February-April 1966 - Debate ensues on method of presenting East-West 
trade legislation to Congress. 

May 7, 1966 

May 23, 1966 

October 7, 1966 

THE ISSUE . 

- Secretary of State Rusk submits East-West trade 
legislation. 

East-West trade bill is reported to be dead--no 
hearings will be held. 

President gives speech announcing series of determi
nations for East European countries and the Soviet 
Union. 

On May 23, 1964, President Johnson delivered his "Building Bridges to 
the East" speech, which advocated expanded U.S. relations with East Euro
pean countries and the Soviet Union in the cause of peace. The reasons 
given for the President's policy were: 

1. to open new relationships with countries seeking increased inde
pendence, but unable to risk isolation~ 

2. to open the minds of a new generation of the values of the Western 
civilization; 
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3. to give freer play to the powerful force of legitimate national 
pride as the strongest barrier against the ambition of one country to donti• 
nate another; and 

4. to demonstrate that the prospects for progress for Ea.stern Europe 
lie in more extensive economic interaction with the West. 

The Administration's position was that of advocating trade within the lim
its of current laws. 1 McGeorge Bundy, Special Assistant to the President 
for National Security Affairs, supervised preparation of the speech. The 
first draft was prepared by Richard Goodwin, Special Assistant to the Pres
ident.2 

Prior to his speech, the President had received a message from the 
President of Romania, Gheorghe Gheorgiu-Dej, via a personal friend, in 
which the Romanian President expressed his wish for increased commerce be
tween the United States and Romania. 3 The United Hungarian Societies of 
Cleveland had requested the President to speak at the annual Hungarian Day 
in Cleveland, and to discuss the possibility of most-favored-nation (HFN) 
trade status for Hungary. 4 In a March 7, 1964, memorandum to the Presi
dent from Bundy about possible questions and answers for a press confer
ence, the U.S. position on trade with the Soviet Union was stated as one of 
favoring peaceful trade and readiness to examine possibilities for expand
ing trade.5 In an April 6, 1964, memorandum to the President, Bundy 
stated that while there should be a general review of controls on exports 
to the Soviet Union, 1964 was not the year for such a change. 6 These 
suggestions and comments reflected the questioning of the extant conduct of 
trade with Communist countries. 

CONTENDING FORCES 

The effort to expand East-West trade was supported by many groups and 
individuals, both inside and outside of government. Other groups opposed 
expansion of trade. The contending forces who participated in the debate 
can be divided into three groups: the President and his White House staff, 
including special study groups; executive branch agencies; and groups and 
individuals outside the U.S. Government, including individual members of 
Congress. Congress as a body did not become actively involved until the 
resolution process, and the congressional role will be discussed in that 
context. 

The President 

In his 1965 State-of-the-Union message, the President stated his de
sire to seek peaceful understandings with the Soviet Union. The President 
said that the Government, assisted by leaders in labor and business, was 
exploring ways to increase peaceful trade with the Soviet Union and Eastern 
Europe. He asked the American people to choose the course of action, which 
he would then carry forward. 7 To help educate, and no doubt influence, 
the public, the President created the Special Committee on U.S. Trade Rela• 
tions with East European Countries and the Soviet Un ion on February 16, 
1965. The Committee was asked to explore all aspects of expanding peaceful 
trade with East European countries and the USSR in support of the 

186 



President's policy of constructing broader relationships to promote peace 
and understanding. The President, on February 18, named J. Irwin Miller to 
head the Committee, and the Committee came to be called the "Miller Commit
tee. "8 

Miller was at first hesitant to chair the Committee, but agreed after 
setting two conditions. First, in order to get a full representation of 
views, other members of the Committee could not be committed to a position 
regarding East-West trade. The second condition was that the Committee re
port must present both sides of the issue. 9 By February 22, the members 
of the Committee had been selected. The Committee consisted of people from 
business, academia, and labor: Eugene R. Black, Chairman, Brookings Insti
tution; William Blackie, President, Caterpillar Tractor Co.; George R. 
Brown, Chairman of the Board, Brown and Root, Inc.; Charles W. Engelhard, 
Jr., Chairman, Engelhard Industries; James B. Fisk, President, Bell Tele
phone Laboratories; Nathaniel Goldfinger, Director of Research, AFL-CIO; 
Crawford H. Greenewalt, Chairman of the Board, E. I. du Pont de Nemours and 

·co.; William A. Hewitt, Chairman of the Board, Deere and Co.; Max F. Milli
kan, Professor of Economics and Director, Center for International Studies, 
MIT; Charles G. Mortimer, Chairman, General Foods Corp.; and Herman B. 
Wells, Chancellor, Indiana University. Edward R. Field, a veteran Foreign 
Service Officer in the State Department, was appointed to serve as Execu
tive Secretary to the Committee. 10 

This collection of individuals was hardly representative of the man
in-the-street. The majority came from powerful positions in big business. 
The President had the final say in their selection, and it is likely that 
he chose those whom he thought would support the Administration. Some of 
the Committee members enjoyed personal relationships with the Presi
dent. 11 

Before the Committee met, Miller interviewed several high-ranking of
ficials from the executive branch in order to become acquainted with the 
East-West trade issue. During the period between February 16 and March 3, 
Miller solicited views on U.S. trade with the Soviet Union and Eastern 
Europe, and ideas about what the focus of the Miller Committee should be, 
from: Secretary of Commerce John Connor; Secretary of State Dean Rusk; 
Under Secretary of State for Political Affairs W. Averell Harriman; Under 
Secretary of State for Economic Affairs Thomas Mann; Under Secretary of 
State George Ball; Secretary of the Treasury Douglas Dillon; Secretary of 
Agriculture Orville Freeman; Secretary of Defense Robert McNamara; Harold 
Linder and Walter Sauer, President and Vice President of the Export-Import 
Bank; and Interior Secretary Stewart Udall. 12 

Most recommendations regarding expansion of East-West trade were posi
tive. The reasons given were: to achieve political gains for the United 
States; to lessen Eastern Europe's trade dependence on the Soviet Union; 
and to allow U.S. business executives to compete with their counterparts in 
Western Europe and Japan. The general feeling was that expanded trade with 
East European countries was more promising than trade with the Soviet 
Union. Some doubts were expressed about the reliability of the Soviet 
Union in respect to patent and other technology agreements. Generally, the 
idea of creating the Committee was praised. 13 
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The Miller Committee met ten times (five two-day periods) in March and 
April 1965. The members of the Committee were briefed by agency represen
tatives who presented reports on the state of trade with the East and the 
pros and cons of increased East-West trade. Llewellyn E. 'nlompson, Ambas
sador-at-Large, assisted by Philip H. Trezise, Deputy Assistant Secretary 
of State for Economic Affairs, and Richard H. Davis, Deputy Assistant Sec
retary of State for European Affairs, presented a series of briefings to 
the Commit tee based on reports of the National Security Counci 1. These 
reports stated the opportunities and obstacles involved in increased U.S. 
trade with the East and gave country-by-country briefings on trade plans. 
These presentations included current relations of the country with the 
United States and recommendations for future trade. 14 The briefings cov
ered the more liberal trade policies of U.S. NATO allies and Japan toward 
the Soviet Union and Eastern Europe. 15 They also dealt with the impact 
of increased East-West trade on developing countries (LDCs), which was not 
expected to be significant.16 

Secretaries Rusk, McNamara, and Connor met with the full Committee to 
discuss the relationship of trade and U.S. foreign policy. 17 Additional 
briefings were given by the Department of Agriculture and the Central In
telligence Agency. 18 

The Hiller Committee requested input from fifteen private organiza
tions. 19 Eleven replied, and additional views came unsolicited from ten 
other organizations. Of the twenty-one replies, only four opposed expan
sion of East-West trade.20 The Committee files also included extensive 
background information, letters, and press clippings about the Firestone
Romania rubber plant agreement. 21 (See case study by Peter Nyren, "U.S. 
Economic Policy toward Eastern Europe and the Soviet Union.") Many con
gressional documents were also available to the Committee.22 Host of the 
material, especially from the executive branch and private organizations, 
was weighted in favor of expanding trade with the Soviet Union and Eastern 
Europe. 

The Committee prepared drafts of their report as the meetings progres
sed. In mid-April, Fried, Executive Secretary to the Committee, met with 
McGeorge Bundy to provide him with a progress report. Fried told Bundy 
that the report would be ready by April 26, 1965, on which date the Com
mittee members planned to meet with Francis Bator, economic specialist on 
the National Security Council, for preparation of a written briefing paper 
for the President. Fried also proposed a meeting between the President and 
the Committee, and suggested that it would be useful to have the cabinet 
members of the Export Control Review Board present at the meeting.23 

By this time, Miller had begun lobbying with members of Congress and 
others on behalf of the Commit tee's findings. 'nle April 15 appointment 
schedule showed Miller slated to see Senator Walter Magnuson (D. Wash.), 
Chairman of the Senate Commerce Committee; Senator J. W. Fulbright (D. 
Ark.), Chairman of the Senate Foreign Relations Committee; and Attorney 
General N. de B. Katzenbach; and to dine at the home of Assistant Secretary 
of Defense for International Security Affairs William Bundy. 24 On April 
26, Miller met with McNamara, Rusk, Ball, Mann, Connor, and the Director of 
Public Relations for Firestone, Mr. A. E. Brubaker.25 
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While Miller was lobbying for the report, other persons were planning 
strategy for its release. In an April 23 memorandum to Bator, Fried 

;ed that the release date was still uncertain, but that the Committee's 
!ting with the · President would probably be on April 29, a Thursday. 
Led stated that he felt the timing of when to release the report was an 
~ortant political decision, but that an early release date would be bene
cial for U.S. foreign policy. Fried suggested as reasons for an early 
lease: 

1. the possibility of a leak; 

2. the scheduled release on May 7 of a Committee for Economic Devel
ment (CED, made up of large business corporations) statement on East-West 
ade, which should be preceded by the Miller Committee Report so as not to 
ssen the latter's importance; and 

3. the probable release of the third volume of the Senate Foreign Re-
1tions Committee's hearings and background study on East-West trade by the 
td of April. 

·ied also suggested that adequate publicity, possibly a presidential 
1eech, following the release of the report would add credence to the re
>rt and help set forth the Administration's policy.26 

The Committee members met with the President on April 29 to present 
ieir report. The final product of the Committee, entitled the "Report of 
le Special Commit tee on U.S. Trade with East European Countries and the 
>Viet Union," bears that date. The report outlined the findings of the 
>mmittee in detail and culminated in a list of recommendations for U.S. 
~ade policy with the Soviet Union and Eastern Europe. The committee rec
nmended that political considerations take precedence over economic or 
>mmercial matters in determining trade policies, and that policies should 
e flexible. The report went on to suggest how to deal with trade re
~rictions, how the United States should negotiate, and what goals the 
~ited States should have while trading. The report advised granting the 
resident discretionary authority to grant or withdraw MFN tariff status, 
nd authority to impose or remove trade restrictions in pursuit of foreign 
olicy objectives. Finally, the report called for continual review of U.S. 
rade policy toward Communist countries to ensure that trade policy re
ained in line with foreign policy objectives.27 

Nathaniel Goldfinger, the Committee member from the AFL-CIO, submitted 
separate statement of comment, which was attached to the report. Gold

inger emphasized the political aspects of trade more than did the report 
tself, and he recommended that technology exports should be examined more 
arefully than stated in the report. He stressed the difficulty of actual
Y changing Soviet behavior by increasing trade, and argued that the United 
tates should give concessions to Communist countri~s only on a quid pro 
uo basis. Gold finger concluded that it was necessary to be realistic 
bout East-West trade and to base decisions on national security and inter
ational political objectives.28 

The decision to release the report had still not been made. Miller 
ontinued his lobbying effort on May 3 with visits to Representative Wright 
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Patman (D. Tex.), Chairman of the House Banking and Currency Committee, and 
Senator Russell Long (D. La.), Chairman of the Senate Finance Commit
tee. 29 In a May 3 letter to the President, Miller wrote that he, along 
with others he had visited, urged release of the report in order to pre
serve momentum by disseminating the report to the· American people.30 
Bator summarized the Miller letter in a memorandum to the President, noting 
that no one called upon by Miller had opposed release of the report. Bator 
noted that the Business Council would be meeting on May 7, a Friday, and 
that occasion would be a good time for release of the report.31 

The report was released officially on May 7, 1965. In a letter to 
Miller of the same date, the President stated that the report would be re
viewed by the Secretaries of State, Defense, and Commerce, and by McGeorge 
Bundy, an that these people would report back to him within thirty days to 
advise what steps to take in light of the Committee's recommended ac
tions. 32 

Executive Agencies 

Among executive branch agencies, the Departments of State and Commerce 
played larger roles than the others. The State Department began urging a 
policy change at an early date. Robert B. Wright, Director of the Mutual 
Defense Control Staff in the State Department, gave speeches in July 1963 
and October and November 1964 that advocated expansion of East-West trade 
to promote political goals. 33 Secretary of Commerce Luther Hodges sent 
the President reports of Occidental Petroleum President Armand Hammer's 
June 1964 meetings with Soviet leaders and officials .of the USSR Foreign 
Trade Ministry.34 

Both departments contributed to the President's 1965 State-of-the
Union message. The State Department's suggestions included: 

1. continue to "build bridges" to the Soviet Union and Eastern 
Europe; 

2. bring the East European countries into closer and more positive 
relationships with the Western world; 

3. use increased trade as a tool to accomplish the above; 

4. pursue a flexible and diversified policy in East-West trade rela
tions; and 

5. provide a legislative framework for U.S. business executives re
garding the above.35 

The Commerce Department also recommended that the President strive to build 
stronger bridges of understanding with the countries of Eastern Europe 
through an increase in peaceful trade.36 

Following release of the report of the Miller Committee, gears started 
meshing to produce and promote an East-West trade bill. The preliminary 
checklist of legislative proposals for 1966 from the Bureau of the Budget 
(BOB), dated May 14, 1965, included a suggestion for an East-West trade 
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11. Comments stated that such legislation, if passed, would provide a 
luable tool for the President in relations with the East, and that sup
rt for the bill on the Hill would involve the State Department, the Spe
al Trade Representative (STR), and other agencies with an active inter
t. The specific proposal involved a follow-up of the Hiller Committee 
commendations. A final comment was that the degree, of opposition was un
own, but that it could be high, as it was an emotional issue.37 

The June 3 report on legislative proposals for 1966, submitted by the 
IB, Council of Economic Advisors (CEA), and Office of Science and Tech-
1logy (OST), again included the proposal for an East-West trade bill. The 
·oposal asserted that the political benefits of the bill would outweigh 
le commercial benefits. This proposal also noted that it would be an emo
.onal issue, and that the anti-Communist hard-liners in Congress would 
·obably oppose the bill. These agencies recommended the establishment of 
group, with McGeorge Bundy in charge, to come up with a specific proposal 

J a follow-up to the recommendations of the Miller Committee.38 

A June 17, 1965, memorandum from Thomas Mann of the State Department 
> HcGeorge Bundy recommended a course of action to follow up the Miller 
>Inmittee Report. The memorandum called for East-West trade legislation to 
~ presented during the current session of Congress, followed by hearings 
~d prompt enactment of the bill at the beginning of the 1966 session. The 
resentation of an East-West trade bill was to show the "two-track policy" 
r the United States regarding Communist countries: constructing peaceful 
elations on one hand, and using military deterrence on the other. The 
emorandum made a strong case for a separate East-West trade act rather 
han seeking desired goals through expansion of other related acts, noting 
hat such i terns as discretionary MFN tariff authority for the President, 
ximbank credit guarantees, and other interrelated issues might be more 
asily considered by Congress if kept together. The memorandum went on to 
iscuss the possibility of getting changes in the Export Control Act, which 
as coming up before the Senate Banking and Commerce Committee in June, and 
o suggest a tentative action program for relations with specific East 
uropean countries and the Soviet Union.39 

In December 1965, Walter J. Stoessel, Jr., Deputy Assistant Secretary 
f State for European Affairs, and Anthony Solomon, Assistant Secretary of 
tate for Economic Affairs, sent a proposed memorandum for the President 
egarding the East-West trade bill through Mann to Rusk, for Rusk's signa
ure. This memorandum included a draft East-West Trade Relations Bill, a 
ummary and analysis of the bill, and a copy of the Mann-Bundy memorandum 
f June 17. The Stoessel-Solomon memorandum recommended that the President 
ive the proposed bill priority treatment in his 1966 legislative program 
nd promote it in his State-of-the-Union address. The memorandum included 
emarks about the effect the conflict in Vietnam would have on relations 
·i th Eastern Europe and the Soviet Union, and about congressional and 
·Ublic attitudes toward the question of East-West trade. Opposition was 
·xpected in Congress, but a preliminary screening had shown Senators Hike 
lansfield (D. Mont.), Long, Fulbright, George Aiken (R. Vermont), and 
.lbert Gore (D. Tenn.); and Representatives Wilbur Mills (D. Ark.), Tilomas 
Iorgan (D. Penn.), and Clement Zablocki (D. Wis.) to be in favor of the 
1ill or not voicing strong opposition to it.40 
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The memorandum went up the hierarchy through Mann, and Mann added his 
own advisory memorandum to Rusk. Mann voiced his opinion that an East-West 
trade bill would probably encounter opposition in Congress if the conflict 
in Vietnam continued, and that, if necessary, a postponement of legislative 
action on East-West trade for one or two years would not be out of charac
ter with the "bridge-building" program. Mann noted that the proposed memo
randum from Stoessel and Solomon seemed to "put the President somewhat .on 
the spot," and he recommended that Rusk discuss the matter personally with 
the President.41 

Secretary Rusk made his own recommendations to the President in a 
memorandum dated January 7, 1966. The President had already received all 
of ·the aforementioned memoranda and the drafts and summary of legislation. 
Rusk felt that the United States should maintain the position of favoring 
an improvement in relations with Eastern Europe and the Soviet Union, but 
did not desire to present legislation on East-West trade if there was a 
chance of it being defeated. Rusk recommended that the President mention 
the continuance of "building bridges to the East" in his State-of-the-Union 
message, but did not feel that the President should get full force behind 
the passage of legislation, due to Vietnam. Rusk suggested that it might 
be better to have "the rest of us" work with congressional committees to 
see what could be worked out despite the Vietnam conflict. Rusk said that 
his caution regarding an East-West trade bill was based on the harm a nega
tive vote in Congress could have on international relations.42 

Outside Forces 

Outside forces which helped influence the East-West trade policy de
cision consisted of individuals, businesses, business groups, and other 
interested private organizations. In addition to Armand Hammer, who sent 
reports of his June 1964 meetings with Soviet leaders and trade officials 
to the Commerce Department, which forwarded them to the President, encour
ag~ment also came from E. J. Albright, President of Albright Sales Inter
national of Chicago. Albright advocated extending his firm's "Hands Across 
the Sea" program to East European countries. The program was designed to 
establish new markets for U.S. agricultural products by setting up new type 
outlets worldwide.43 

Trade and business delegations gave reports to the President in early 
1965. A report about an Edison Electrical Institution delegation noted 
that the Romanian Deputy Minister of Foreign Affairs expressed his coun
try's great desire for increased trade with the United States.44 A group 
of U.S. business executives who visited Moscow as participants in Business 
International's Moscow Roundtable told the President that Moscow wanted in
creased trade; that they, the business executives, wanted increased trade; 
and that both Moscow and the U.S. business executives wished the U.S. Gov
ernment to encourage it.45 The business executives recommended: 

1. settlement of Soviet lend-lease debts from World War II to pave 
the way for extending normal commercial credit on exports to the Soviet 
Union; 

2. limiting the restriction of exports under the Export Control Act 
to prohibit only products which would benefit the Soviet Union militarily; 
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3. restoration of MFN tariff treatment for U.S. imports of Soviet 
goods; and 

4. increased exchange with the Soviet Union to promote greater un
derstanding of economics and trade.46 

Another report advocating increased East-West trade came to Vice
President-Elect Hubert H. Humphrey in early January 1965, probably from 
Karl F. Landegger, President of Parsons and Whittemore, Inc.-Lyddon Organ
izations, and an experienced expert in East-West trade. The report was 
entitled: "Proposed Presidential East/West Trade Advisory Council to 
Report to the President on How to Expand Trade with the East Bloc 
Nations.n47 The paper generally addressed how trade expansion could 
occur, without addressing the question of whether it should. The report 
may have been one of the stimuli behind the creation of the Miller Commit
tee. 

Three business organizations opposed expansion of trade, and they were 
quite specific in their opposition. The American Petroleum Institute op
posed expansion of exports in oil technology and equipment. The Fur Farm 
Organizations oppo~ed the lifting of the "Seven Fur Embargo" on the Soviet 
Union. (Lifting the embargo was favored by the American Fur Merchants As
sociation, Inc., and the American Fur Brokers Association.) ITT (Interna
tional Telephone and Telegraph) opposed trade expansion because some of its 
East European subsidiaries had been nationalized. The AFL-CIO issued a 
general statement against expanded trade with the Soviet Union and Eastern 
Europe.48 

All the other organizations which submitted views to the Miller Com
mittee favored expansion of trade, some to a greater degree than others. 
Those in favor of expanded East-West trade were: San Francisco Area World 
Trade Association; Chamber of Commerce of the United States; American Fur 
Brokers Association; American Fur Merchants Association, Inc.; U.S. Council 
of the International Chamber of Commerce; Machine.ry and Allied Products In
stitute; Committee for Economic Development; Amalgamated Clothing Workers 
of America; United Auto Workers; International Affairs Associates; Economic 
News and Research-FNS, Inc.; Continental Grain Company; Business Interna
tional; American Farm Bureau Federation; the National Grange; National 
Farmers Union; Universal Oil Products; and Scheurer and Company (Sidney H. 
Scheurer). 49 

Letters of opposition to East-West trade came to the White House from 
private citizens. The common theme of protest was that the United States 
should not fight Communism in Vietnam on one hand, and trade with the Com
munists of Eastern Europe and the Soviet Union on the other. Many of the 
letters were from people who had a son or a husband fighting in Viet
nam. 50 

TRADE-OFFS AND COMPROMISES 

More proposals concerning East-West trade appeared near the end of the 
,Year when the President solicited ideas for his 1966 State-of-the-Union 
message. White House Fellow C. M. Maguire proposed that the President 
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should come out strongly in support of increased East-West trade in his 
State-of-the-Union message, and added that the business community needed 
the support of the Administration. 51 Work was already being done within 
the Administration on an East-West trade bill. In a January 8, 1966, memo
randum to Joseph Califano, Special Assistant to the President in charge of 
coordinating the development of the legislative program, McGeorge Bundy 
stated that a muddled recommendation from the State Department had been 
sent to the President, and that the President would probably decide on the 
matter in the context of his State-of-the-Union address.52 This "muddled 
recommendation" was the aforementioned Stoessel-Solomon memorandum. 

The President recommended in his State-of-the-Union message that Con
gress make it possible to expand trade between the United States and East
ern Europe and the Soviet Union. 53 The President cited the support of 
national independence as a principle of U.S. foreign policy and stated that 
the United States could do this by "building bridges to Eastern Europe." 
The President announced that he would ask Congress for authorization to 
remove special tariff restrictions which acted as a barrier to increased 
East-West trade.54 

A January memorandum from Califano to Rusk assigned to the State De
partment the duty of preparing legislation and a draft message on expanding 
East-West trade. The memorandum indicated that the decision giving this 
responsibility to the State Department had been made at the January 13 
Cabinet meeting. Instructions regarding the task were that: 

1. the message should be submitted to Califano's office no later than 
noon on February 6; 

2. it was desirable that the legislation go to the Hill the same day 
as the message; and 

3. the legislation was to be sent to the Budget Bureau a week prior 
to the time the message was due. 

Califano noted that the tight schedule was due to the President's objective 
of submitting his legislative program to Congress as soon as possible. Ad
ditional copies of the memorandum were sent to Bator and Phillip S. Hughes, 
Deputy Director of the BOB.55 

Murmurs of dissent concerning the expansion of East-West trade were 
again heard from Nathaniel Goldfinger, labor's representative on the Miller 
Committee. Commerce Secretary John T. Connor met with Goldfinger following 
delivery of the State-of-the-Union message in order to discuss the Presi
dent's speech. Goldfinger recommended that AFL-CIO President George Meany 
be contacted before the Administration submitted legislation on East-West 
trade. Connor suggested that the President himself should talk with 
Meany. 56 A subsequent memorandum indicated that Secretary of Labor W. 
Willard Wirtz had been assigned to deal with Meany regarding East-West 
trade legislation.57 

Assistant Secretary of State for Congressional Affairs Douglas Mac
Arthur II met on February 4 with Wilbur Mills, Chairman of the House Ways 
and Means Committee, to discuss the proposed East-West trade legislation 
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MacArthur reported that Mills thought it better if the Administration 
waited until the end of February or the beginning of March to submit the 
legislation, as it would not stand a "ghost of a chance" if voted on ear
lier. Mills felt that it would be difficult for him personally to intro
duce the legislation, and suggested either Representative Cecil King (D. 
Cal.) or Eugene Keogh ( D. N. Y.) for the task. After advising MacArthur 
about some substantive changes and suggesting a format which would make the 
bill more palatable to Congress, Mills stated that he would support the 
legislation.58 

Following preparation of the East-West trade legislation, a strategy 
for presenting the bill to Congress was put together. After a March 23 
meeting with Larry O'Brien, Special Assistant to the President in charge of 
legislative liaison activities, and the "legislative people," Califano re
ported to the President that most of them felt the bill did not stand a 
chance of getting passed that year. Califano listed the legislative op
tions: 

1. have the Secretary of State send it up; 

2. have the President send it up; 

3. send no bill that year. 

Califano and 0 'Brien believed that Rusk should do it. The President 
checked this option with a mark of approval on the memorandum. 59 How
ever, the legislation was not immediately presented, so the planning about 
its presentation continued. 

On April 21, Bator sent the President his recommendations. After 
stating the pros and cons of the same three options which Califano had 
noted, Bator indicated that to have the President submit the bill was his 
first choice, with Rusk second. The President's reply to this memorandum 
was that he wished to speak with Bator.60 Further discussion among pres
idential aides was reflected in later Califano memoranda to the President. 
On April 30, Califano told the President that although he (the President) 
had decided to have Rusk submit the bill, Bator and Press Secretary Bill 
Moyers felt the President should do 1 t. He added that 0' Brien, Henry 
Wilson (principal legislative liaison for the House), and Mike Manatos 
(principal legislative liaison for the Senate) felt that the bill should 
not go up at all, but that if it was submitted, it should be done by 
Rusk. 61 A May 2 memorandum from Califano again indicated that the for
eign policy experts chose the President, and the legislative experts chose 
Rusk because they felt the bill would not get out of committee. Califano 
said that the congressional leadership was expecting the bill to come from 
Rusk. 62 

The President clarified the dilemma about who would submit the bill to 
Congress in a May 3 speech at the Polish Christian Millenium Anniversary 
and signing of a proclamation in the White House Rose Garden. The Presi
dent announced his intention to have Secretary of State Rusk present the 
East-West trade legislation to Congress. 63 Public comment following the 
President's suggestion in the May 3 speech to give the President authority 
to extend MFN tariff treatment to certain countries in Eastern Europe was 
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reported as favorable. The proposal's potential for peace was cited as a 
major reason. 64 The Administration now hoped that Congress might also 
react favorably. 

A May 4 article in the New York Times reported that the White House 
had delayed submission of East-West trade legislation because of a feeling 
that the "political climate" on Capitol Hill, particularly in view of the 
Vietnam conflict, was not right for the proposal. 65 A New York Times 
editorial of the same date listed three measures needed for increased East
West trade: 

1. ending of discriminatory tariff barriers; 

2. removal of legal obstacles blocking the extension of commercial 
credit; and 

3. revision of U.S. strategic export controls. 

The editorial was favorable to the Administration's proposa1.66 

RESOLUTION 

In his May 16 report . on current legislation, Douglas MacArthur II 
stated that Rusk had submitted the bill to Congress on May 11. MacArthur 
reported that Senate Majority Leader Mike Mansfield was scheduled to intro
duce the bill in the Senate, but that no one had been found to introduce 
the bill in the House. MacArthur noted that Representative Wilbur Mills 
and Senator Russell Long opposed the proposal. Mills had stated his op
position to the bill and announced that, due to the press of other matters, 
the Ways and Means Committee would not hold hearings on the bill that ses
sion. MacArthur reported Senator Long to be opposed to the discretionary 
MFN tariff authority for the President which the bill would provide.67 . 

A New York Times editorial following Representative Mills' declaration 
of opposition noted that it was one man, Mills, blocking the legislation 
from consideration. The editorial stated that a more spirited demand from 
the President would be necessary for bridges to be built and that the Pres
ident should be able to get hearings scheduled. The editorial asserted 
that chances for passage of the East-West trade legislation in the Senate 
were better because sentiment was strong for going beyond the Administra
tion's proposals. The editorial stated that the national interest would 
suffer if Mills succeeded with his veto on the hearings.68 

MacArthur reported on May 23 that Commerce Committee Chairman Warren 
Magnuson had introduced the bill in the Senate, and that Representative 
Keogh was going to do so in the House. Following the introduction of the 
bill in the Senate, Senators Jacob Javits (R. N.Y.) and George McGovern (D. 
S. D.) gave statements of support. 69 In the May 27 report on pending 
legislation (the last to mention the East-West trade bill), MacArthur re
ported that Representative Keogh had introduced the bill in the House on 
May 24. MacArthur noted that despite favorable press comment and support 
from other members of Congress, the chairmen of the concerned committees 
declined to schedule hearings for that session. 70 Additional editorial . 
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comment from the New York Times on May 23 said that current U.S. policy was 
a hindrance to U.S. business. The editorial called the Administration's 
policy enlightened and expressed the idea that because of Vietnam, the 
United States should improve relations with Communist countries willing to 
do so. 71 Final comment on the 1966 attempt to pass East-West trade leg
islation was contained in a Califano memorandum to the President dated 
September 21. Califano stated that the bill would not pass as submitted, 
and that it must be reshaped, with efforts made to obtain passage in the 
future.72 

However, this did not mark the final resolution of the East-West trade 
issue in 1966. The President and others in the Administration still wished 
to show progress in East-West trade and relations in general. Henry Owen 
and Zbigniew Brzezinski, of the Policy Planning Council in the State De
partment, collaborated on a draft speech for the President. 73 Brezezin
ski, in an oral history interview, claimed that the basic idea of the 
speech was his, and that he got the speech into the White House, where Na
tional Security Advisor Walt Rostow and his assistant, Francis Bator, re
fined it. Brzezinski reportedly telephoned someone in the White House and 
said he was told that Robert Kennedy was going to deliver a speech critical 
of the President~~ European policy. Brzezinski suggested that the Presi
dent use the speech he prepared with Owen in order to upstage Kennedy.74 

An October 6 memorandum from Presidential Assistant Robert Kintner to 
C. M. Maguire noted "off the record" that the President had an idea of pre
senting a speech on Europe sometime around the anniversary of the signing 
of the Nuclear Nonproliferation Treaty. Kintner mentioned that Bator had 
put a copy of the proposed speech into the President's night reading on Oc
tober 5, and that Nathaniel Davis, assistant to Rostow, was to send a copy 
to Kintner. At that time, Kintner reported that he did not know when or 
where the speech would be presented.75 

The President gave the speech the following day in New York City be
fore the National Conference of Editorial Writers. A copy of the speech 
contained the note that it had been prepared by Bator and Rostow in con
junction with the President. Later to be referred to as the President's 
"October 7 determination," the speech outlined several steps to be takeri in 
regard to the Soviet Union and Eastern Europe: 

1. reduce export controls on East-West trade on hundreds of non
strategic items: 

2. allow the Eximbank to guarantee commercial credits to Poland, 
Hungary, Bulgaria, and Czechoslovakia; 

3. review measures available for easing Polish debts to the United 
States, to be done by the Secretary of State; 

4. prepare the Eximbank to finance U.S. exports for a Fiat plant in 
the Soviet Union; 

5. negotiate a civil air agreement with the Soviet Union; 

6. liberalize travel to Communist countries; and 
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7. exchange cloud pictures from weather satellites between the United 
States and the Soviet Union.76 

The President had the authority to make these decisions without the 
approval of Congress. The Commerce Department had already prepared a list 
of about four hundred i terns to be removed from the Export Control List. 
The President used the occasion of the speech to announce the action pub
licly. 77 

CRITICAL FACTORS 

Looking back at the approximately two-year period of action in the 
area of East-West relations, it can be seen that decisions to promote East
West trade were made at many points, with input coming from a variety of 
actors. The State Department and the Department of Commerce were the most 
active and influential of the executive agencies. The State Department 
sought increased trade primarily for political reasons, and the Commerce 
Department pressured for expanded trade in order to give the American busi
ness community more freedom in trade with the Soviet Union and Eastern 
Europe. 

Pressures also came from outside the executive branch. Private busi
nesses and organizations lobbied for an expansion of trade, as did some 
foreign governments. The lobbying took place mostly with the executive 
branch, including the President and the Miller Committee. The Miller Com
mittee was created primarily for the purpose of publicizing the East-West 
trade issue, and for stimulating public support for a more flexible trade 
policy. The Administration hoped that the Miller Committee Report would 
help deflect the anti-Communist feelings in Congress and the public from 
trade issues. 

However, Congress was not willing to support expanded trade with Com
munist countries while the Vietnam conflict was escalating. The responsi
ble congressional committees would not even hold hearings on the bill, 
particularly in the election year of 1966. 

In order to limit political damage to the President, it was decided 
that the East-West trade bill would be submitted to the Congress by the 
Secretary of State. Submission of a bill made no difference; congressional 
hearings were not held. The main reason for the failure of the 1966 East
West trade bill was that the Vietnam war made it too controversial. 

LOOKING BACK 

On October 18, 1972, the United States signed a trade agreement with 
the Soviet Union calling for providing that country most-favored-nation 
tariff status. Its implementation required congressional action giving 
the President discretionary power to grant MFN status. 'The Congress acted 
favorably, but the extension of nondiscriminatory tariff treatment to Com
munist bloc countries was tied (by the Jackson-Vavik amendment) to their 
maintenance of a liberal emigration policy. As a result, only two nations 
(Romania and Hungary) have been granted MFN status under this provision. 
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CHRONOLOGY 

August 26, 1966 - President Johnson delivers speech in Arco, Idaho, prom
ising to "search for every possible area of agreement 
that might conceivably enlarge • • . the prospect for 
cooperation between the United States and the Soviet 
Union." 

October 10, 1966 - House Foreign Affairs Committee holds hearings on re
cent developments in East-West relations. 

October 20, 1966 - House of Representatives attaches amendments to Export
Import Bank Act removing presidential discretion in ex
tending credit guarantees to Communist nations. 

November 4, 1966 - President signs Civil Air Agreement between United 
States and the Soviet Union. 

November 11, 1966 - Congress amends Food-for-Peace Act to prohibit food 
sales to any nation which gives aid to or trades with 
North Vietnam. 

March 9, 1967 

March 13, 1967 

March 1 6 , 1 9 6 7 

April 25, 1967 

March 13, 1968 

May 9, 1968 

THE ISSUE 

- U.S. Council of the International Chamber of Commerce 
issues statement calling for governement action to ex
pand East-West trade. 

- Congress prohibits use of Eximbank funds to set up the 
proposed Fiat automobile plant in Soviet Union. 

- Senate consents to ratify U.S. -USSR Consular Treaty. 
President signs on May 31. 

- Senate consents to ratify the U.S.-USSR Treaty on the 
Peaceful Uses of Outer Space. President ratifies on 
May 24. 

- Congress amends the Export-Import Bank Act to prohibit 
Eximbank participation in financing exports to or for 
use in any country· which is engaged in armed conflict 
with U.S. armed forces. 

- Senator Walter Mondale and fourteen other senators in
troduce Senate Joint Resolution 169 to indicate Senate 
support for East-West trade in peaceful goods. 

While the focus of this study is on economic relations between East 
and West during the Johnson years, economic policy is just one tool of a 
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larger strategy to encourage (or discourage) political detente. President 
Johnson saw increased trade as a means of easing cold war tensions. He re
ferred to this in his memoirs: 

As Congressman, Senator, and Vice President I had lived 
through every major Cold War crisis. • • • This long 
record of tension gave me little reason to feel confi
dent that Moscow would forego the use or threat of 
force to back its foreign policy if opportunities 
seemed advantageous. I expected no miracles in terms 
of U.S. -Soviet relations during my Presidency, but I 
felt strongly that the two most powerful nations in the 
world had several things in common--above all, the need 
to avoid confrontations that lead to disaster for all 
mankind as well as for each other. 1 

Following the Cuban Missile Crisis in October 1962, the actions of 
both Moscow and Washington were marked by prudence. During the next twelve 
months a number of specific measures were taken to "help establish historic 
ties of friendship between the United States and the peoples of Eastern 
Europe. n2 In June 1963 President Kennedy, in his now-famous American 
University speech, called for a reconciliation with the East. "We can seek 
a relaxation of tensions without relaxing our guard," he stated, but to en
sure peace, it would "require increased understanciing between the Soviets 
and ourselves .•. increased contact and communication."3 

Later in 1963, President Kennedy put these words into action by an
nouncing that agreement had been reached on a limited test ban treaty be
tween Washington and Moscow and that the United States was now willing to 
grant licenses to sell wheat to the Soviet Union. In October, Secretary of 
State Dean Rusk, using what was to become a familiar metaphor of the John
son Administration, told a group of American business executives of the 
need to "discover whether bridges might not be thrown across, along which 
some elements of peace can be gradually built."4 

The Johnson Administration articulated its policy toward international 
Communism early when Secretary Rusk, in a speech to the Electrical Workers' 
World Affairs Conference on February 25, 1964, outlined three objectives of 
such a policy: 

1. To prevent the Communists from extending their domain; and to make 
it increasingly costly, dangerous, and futile for them to try to do so; 

2. To achieve agreements or understandings which reduce the danger of 
a devastating war; 

3. To encourage evolution within the Communist world toward national 
independence, peaceful cooperation, and open societies.5 

Rusk went on to say that the best way to carry out such a program was 
to adjust "our policies to the differing behavior of different Communist 
states--or to the changing behavior of the same state." The Secretary was 
expressing the familiar theme of past administrations, that the executive 
branch should be given greater flexibility in trade policy toward the East. 
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Rusk emphasized this point three weeks later in a statement before the Sen
ate Committee on Foreign Relations: "Since the Communist countries no 
longer form a completely monolithic bloc in political terms, it follows 
that we should not treat them as a monolith in trade terms. Our trade 
policies should be custom-tailored to fit the need--designed to differen
tiate among countries in accordance with the conditions and behavior of in
dividual countries and our specific objectives toward each."6 

President Johnson, a few months later, in his well-known "building 
bridges" speech, pointed out that since the countries of Eastern Europe 
were "beginning to reassert their own identity" the United States would 
take advantage of this emerging independence by building "bridges--bridges 
of trade, travel, and humanitarian assistance--across the gulf that divided 
us from Eastern Europe. n7 Johnson was surprised at the absence of outcry 
from the right in response to his Administration's efforts to dispose of 
the myth of a Communist monolith, and declared his intention to intensify 
his bridge-building endeavors--after the election.8 

The policy of trade liberalization with Communist countries was an 
issue in the 1964 presidential campaign. The Republican Party platform 
adopted at the July 1964 convention in San Francisco included the following 
principle: "We hold that trade with Communist countries should not be di
rected toward the enhancement of their power and influence but could only 
be justified if it would serve to diminish their power. n9 Senator Barry 
Goldwater was quoted in September on the issue of East-West trade: "Why 
should we not have demanded the dismantling of that hateful Wall before we 
rushed to help solve our balance-of-payments problems by the cynical sale 
of wheat to the Soviets?" 1 O 

Two general conclusions, however, can be drawn from the election. 
First, it showed that mainstream Republicans still adhered to a cold-war 
trade mentality. Second, it also illustrated the reverse, that mainstream 
Democrats believed that trade discrimination was not an efficient cold-war 
weapon. 

CONTENDING FORCES 

Business 

In a milestone of changing private-sector opinion, the Chamber of Com
merce of the United States, in April 1964, adopted a resolution urging the 
government to reduce its list of items barred from sale to the countries of 
Eastern Europe. The Chamber pointed out that these U.S. restrictions only 
served to increase the sales of Western European producers and did not de
prive Eastern Europe of goods. 11 

'lllere were risks in the mid-1960s for any firm seeking increased ex
ports to the East. Adverse publicity and an effective consumer boycott or
ganized by the ultra-conservative Young Americans for Freedom convinced the 
Firestone Tire and Rubber Company in early 1965 to drop its plan to con
struct a $40 million synthetic rubber plant in Romania. A similar case 
arose later that year when six tobacco companies, which had been threatened 
with boycotts by right-wing groups unless they stopped using Yugoslav 
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tobacco in their cigarettes, appealed directly to the government for help. 
In a strongly worded letter, jointly signed by the Secretaries of State, 
Defense, and Commerce, the "harmful" and "irresponsible" attempts by pri
vate groups to organize boycotts against American companies trading with 
Communist nations were condemned. 12 

But the damage was done. As one businessman put it, "Official state
ments of policy cannot in the end protect an individual company from the 
economic consequences of boycott campaigns organized by pressure 
groups.n13 One observer of American business put the problem as 
follows: 

To my judgment, these boycotts are probably the great
est obstacles to East-West trade. That there exists 
this strong body of American opinion at the grassroots 
level makes it easier to understand why the legislative 
branch of our Federal government sees East-West trade 
in one light, while the executive branch, led by our 
President, sees it in quite another. It is a safe pre
diction to make that the several roadblocks . . • which 
are represented by laws enacted by our Congress, cannot 
be eliminated until there is a basic change of public 
opinion at the voter level regarding the wisdom of in
creasing trade with the Eastern European countries. 14 

Despite these pressures, much of American big business supported 
Johnson's bridge-building policy. In May 1965, the U.S. Committee for 
Economic Development (CED) issued a report supporting increased East-West 
trade. 15 In January 1966, the New York Times' specialist on the Soviet 
Union, Harry Schwartz, stated that "East-West trade appears to be entering 
a new era," and that attempts by President Johnson to liberalize trade 
would have the support of many American business leaders.16 

The Administration's sensitivity to demands from the business com
munity was evident in the following remarks of a Commerce Department of
ficial made before a House Foreign Affairs subcommittee in October 1966: 

If you look to the years ahead, perhaps two or three 
decades, there may be substantial volumes of trade be
tween ourselves and Eastern Europe as there is current
ly between ourselves and Western Europe. The President 
is saying it is in our interest to encourage this eco
nomic ferment and the direction of that economic fer
ment and that we should better enable our businessmen 
to compete for the business in Eastern Europe. The 
volume of trade between Eastern and Western Europe is 
in the neighborhood of about $8 billion a year. This 
contrasts with our total trade with Eastern Europe of 
$250 million. Our businessmen are asking the question 
why can't we be in a better position to compete for 
this substantial volume of trade?17 

Business leaders did not press the issue too hard during the mid-
1960s, partly out of fear of public or private reactions, and partly 
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because East-West trade was not of overriding importance to them since much 
of the business could be handled by "back-door" trade in Europe through 
subsidiaries or third countries. 

Labor 

One of the staunchest opponents of a more liberal East-West trade pol
icy was the Executive Council of the AFL-CIO. Tile White House was aware of 
this when AFL-CIO President George Meany was asked to serve as labor's rep
resentative on the Miller Committee (see separate case study on "Building 
Bridges to the East: The 1966 East-West Trade Bi 11"). Meany refused but 
permitted Nathaniel Goldfinger, Director of Research of the AFL-CIO, to 
serve. When the committee completed its report in April 1965, Goldfinger 
issued a lengthy dissent in which he stated: "In my opinion, there should 
be no expansion of trade, extension of government guaranteed credit or 
most-favored-nation tariff treatment without political quid pro quos from 
[the Communists].n18 

In contrast to the harsh line taken by the AFL/CIO leadership, two 
major union groups voiced support for the President's "State-of-the-Union 
sentiments for expanding East-West trade." 19 A letter to the President 
from Walter P. Reuther, President, International Union, United Auto Workers 
(UAW), informed Johnson of a resolution adopted by UAW's International Ex
ecutive Board on March 26, 1965, which asserted in part: 

An expansion of economic relations with [the Soviet 
Union and other Communist countries in Europe] offers 
the United States a useful means of relaxing tensions, 
and of signalling the genuineness of our will to find 
an honorable basis for peaceful coexistence which is 
the only sane alternative to collision and catastrophic 
conflict. 

East-West trade should be seen . . • as a process 
which seeks mutual advantage and accommodation despite 
deep-going differences.20 

The Amalgamated Clothing Workers of America also supported increased 
trade. In a letter to Senator Fulbright (later passed on to the White 
House), Jacob S. Potofsky, General President of the union, expressed his 
view that "the United States and other free nations have everything to gain 
from any loosening of ties between the Soviet Union and its satellites." 
Freer East-West trade "may prove to be a step, however small, in reducing 
friction and tension and thereby fostering in some measure peace in the 
world. n21 In a memorandum attached to the Potofsky letter, Francis M. 
Bator, the President's chief adviser on international economic matters in 
the White House, told Johnson that "the Amalgamated Clothing Workers posi
tion in favor of peaceful trade will be a useful counter-weight to 
Meany.n22 

Foreign Governments 

In 1963, Premier Niki ta Khrushchev, seeking to purchase wheat, ap
pealed to the United States not to discriminate against the Russian people 
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on matters of food because of ideological differences.23 Also in 1963. 
Romania began to resist attempts by Moscow to directly determine its pat
tern of economic development through the Council for Mutual EconOllic Assis
tance (COHECON). This was the subject of an expanded National SecuritJ 
Council meeting in April 1964. Afterwards, the President announced that 
the United States would welcome new trade ventures from Eastern Europe.2-

Events in 'Western Europe were also forcing the United States to re
examine its trade policies. To the dismay of the American business c<>111a1n
ity, Western Europe and Japan were expanding potentially lucrative F.astern 
markets. Efforts to discourage these countries from extending long-tena 
credits were unsuccessful. 

Congress 

nie ultimate success of Johnson's policy of building bridges to the 
East hinged on the ability of East European countries to earn hard currency 
with which to buy U.S. goods. The Administration realized that in order 
for the United States to have any influence over events in Eastern Europe, 
Congress would have to give the President discretionary authority to grant 

· as well as withdraw most-favored-nation tariff treatment (MFN). This 
authority was an iq>ortant item of statutory discretion in the conduct of 
East-West trade policy which Congress had not granted to the President. 

Not only did the Congress fail to grant the President MFN authority, 
but it actually began to remove some existing powers over trade long held 
by the President. In the fall of 1966, Congress added restrictions which 
denied foreign aid and Food-for-Peace sales to any country which dealt with 
North Vietnam. lbe House of Representatives took action to prohibit use of 
Eximbank funds to promote trade with CoDID.lnist countries. ntis provision 
was later dropped in conference with the Senate, but it reemerged in 1968 
when the Export-Import Bank Act of 1945 was amended to prohibit any use of 
Bank funds covering sales to any country which furnished •goods, supplies, 
military assistance or advisors" to a nation which is engaged in armed con
flict with the United States. 

lbus, the Administration's efforts after 1966 to build bridges of 
trade to the East did not find a responsive Congress. As a result, the 
Administration was forced to lower its goals. President Johnson shifted 
from a short-term goal of obtaining MFN legislation to a long-term educa
tional strategy with the rewards, if any, going to a future administration 
not shackled by the problems of Vietnam. 

RESOLUTION 

President Johnson announced, in October 1966, that he was reducing ex
port controls, allowing extension of credit guarantees to four additional 
East European countries, and that his Administration was negotiating a 
civil air agreement with the Soviet Union. He did not need congressional 
approval for these actions. He did require legislation to abolish discri11-
inatory tariffs and credit restrictions. ntis was the goal when, on MaJ 
11, 1966, the Secretary of State proposed an East-West Trade Relations Bill 
to liberalize U.S. trade in nonstrategic goods with Eastern F.urope. 
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Actually, only one important new piece of legislative authority was deemed 
necessary. The Mill Committee, in its final report in April 1965, con
cluded that "vesting discretionary authority in the President to grant as 
well as withdraw MFN tariff treatment [to selected Communist countries], 
would be the single most important step in permitting the government to use 
trade more effectively as an instrument for shaping our relations with 
these countries."25 

The fact that the Secretary of State and not the President presented 
the bill to Congress was evidence of the President's lack of confidence in 
its eventual approval. The President was convinced that the bill would 
never even get out of committee as a result of a meeting he had with the 
congressional leadership at the White House in early April 1966. 26 It 
was during this meeting that Johnson made the decision to let Secretary 
Rusk deliver the bill to Congress instead of risking direct presidential 
sponsorship.27 Despite this, the President, in May 1966, launched an 
"intensive effort to educate the public and members of Congress on the 
advantages of the bill."28 

This intensive campaign continued for almost a year. These renewed 
efforts of 1966-67 were motivated by two factors. The first was the desire 
of NATO countrie~ for the United States to modify its policies toward the 
East. The danger of not achieving more harmony within NATO was outlined by 
the U.S. Ambassador to NATO on November 11, 1966: "It is obvious that fif
teen unrelated, and conceivably competitive, approaches to East-West rela
tions would put the Soviet Union and the East European Communist States in 
a fine position to play us off against each other--to tempt groups of West
ern nations to gang up against the interests of others.«29 

The second factor was the deterioration of Sino-Soviet relations, 
which showed that the Communist Bloc was not monolithic. The importance 
placed on this factor was illustrated in a State Department memorandum to 
Senator John L. McClellan (D. Ark.) of March 13, 1967: "The Sino-Soviet 
split and the continuing trend among the East European countries to strive 
for greater independence within the Communist system are major developments 
affecting not only our own security but world peace and stability. Our re
sponse to these developments must be positive and, at the same time, com
patible with our objectives and .efforts in Vietnam."30 

A further elaboration of this theme came in a speech by Anthony 
Solomon, Assistant Secretary of State for Economic Affairs, to the Sales
manship Club of Dallas in late 1965. Solomon contended that the Sino
Soviet split afforded the nations of Eastern Europe more opportunities to 
exercise their feelings of nationalism and independence from Moscow.31 

The failure to gain congressional approval of the bill was primarily 
because of the escalating hostilities in Vietnam. The argument of congres
sional hard-liners can be summarized by the following statement made in 
January 1968: "So long as the United States is confronted with Soviet in
dulgence in aggression by proxy through the Soviet role in extending finan
cial aid and material supplies--military and non-military--to our enemy, 
there can be no logical consideration of East-West trade expansion.n32 
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Emotionalism dominated the East-West trade debate on Capitol Hill. 
This was explained by Anthony Solomon, Johnson's "action officer" on the 
trade bill: 

It [East-West trade] is put on .a purely emotional ba
sis. Tile press of the country has tended to be quite 
sympathetic to trade •••• But individual congressmen 
have felt that they would be vulnerable in the next 
election campaign when their opponent would accuse them 
of being "soft on Communism" . • • if they went along 
with this kind of approach. It is very unfortunate 
that this is one of the situations that crops up where 
people react purely on an emotional basis and not on 
one of analyzing the rational components of the prob
lem. 33 

Under the press of the Vietnam situation, Congress enacted several 
pieces of legislation which increased the restrictiveness of U.S. East-West 
trade policies. The Export Control Act was amended in 1965 to increase the 
penalties for violations of its provisions, and to restrict the export of 
goods which would make a significant contribution to the economic and mili
tary potential of nations threatening U.S. national security. Presidential 
discretion with respect to concessional sales of surplus agricultural com
modities to the Communist countries was effectively removed by Congress in 
the Food-for-Peace Act of 1966. This Act amended P. L. 480 to exclude "for 
the purposes of sales of agricultural commodities under Title I of this 
Act, any nation which sells or furnishes or permits ships or aircraft under 
its registry to transport to or from Cuba or North Vietnam ••. any equip
ment, materials, or commodities so long as they are governed by a communist 
regime.n34 As a result, Poland and Yugoslavia became ineligible for P.L. 
480 sales. 

Finally, Congress in 1967 removed the President's discretion with re
spect to Eximbank credit support for exports to the East. From 1964 
through 1966, the Johnson Administration had differentiated among Eastern 
European countries in permitting Eximbank support. In October 1966 the 
President announced that the Eximbank was prepared to guarantee credits for 
the export of $50 million worth of American machine tools, which Fiat of 
Italy required in connection with its construction of an auto plant in the 
Soviet Union. Opposition on Capitol Hill to this proposal proved strong. 
In August 1967 Congress succeeded in amending the Export-Import Bank Act to 
prohibit the proposed credit guarantees, putting American suppliers at a 
disadvantage relative to foreign competitors. 

Further amendments to the Export-Import Bank Act were enacted in March 
1968 which effectively prohibited all Eximbank support for exports to all 
Communist-controlled countries except Yugoslavia. This move was signifi
cant because it provided for no presidential discretion. 

After 1966, the Administration's strategy began to shift from a policy 
of building bridges to one of damage limitation. In the words of Ed Fried, 
the staff director of the Miller Committee: "! think that in 1967 [the 
bill] was raised again as possible legislation; in 1968 it was hopeless. 
. • • There was nothing to do . . • because you do all you could to fight 
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off more and more restrictions on bill after bill; the Export-Import Bank 
bill, the Foreign Aid bill were containing restrictions on credit, re
strictions on shipping, restrictions on something else. [It was an accom
plishment] just to hold your position.n35 

Fried was convinced that the Johnson policy, if Congress had gone 
along with the President, would have had a beneficial impact on the Vietnam 
situation. Events in 1966, according to Fried, demonstrated that 

the bill was all the more useful because of Vietnam 
rather than less; that giving the President authority 
to negotiate with individual Communist countries in the 
trade field under conditions and at a time of his own 
choosing would advance foreign policy, would give him 
an instrument, small it may be, but an instrument in 
shaping policy not only toward the Soviet Union, but in 
that sense toward all Communist countries, and with a 
marginal effect on Vietnam. But a Congressman facing 
an election at home would find this damned difficult to 
explain apparently, and I can understand it.36 

SPECIFIC ISSUES 

The Wheat Deal 

On September 16, 1963, Canada and the Soviet Union signed an agreement 
providing Moscow with approximately $500 million worth of Canadian wheat. 
A few days later Senator Hubert Humphrey attacked the U.S. East-West trade 
policy as "antiquated," and the American Farm Bureau Federation promised to 
review its . long-standing policy opposing the sale of surplus wheat to the 
Soviet Union. 37 Rumors were also circulating that a big U.S. deal with 
Moscow could be made, and in fact such a deal was secretly being negotiated 
by Under Secretary of State George Ball and Ambassador Llewellyn Thomp
son. 38 In early October, Czechoslovakia, Hungary, and Bulgaria made for
mal requests for purchases of some $60 million worth of wheat, and it was 
reported in the press that President Kennedy sought Republican support for 
a sale also to the Soviet Union.39 On October 9, 1963, President Kennedy 
announced that the U.S. Government would approve export licenses for pri
vate grain traders seeking to sell wheat, feed grains, and other agricul
tural commodities to the Soviet bloc. Kennedy's only condition (granted as 
a result of intense pressure put on by maritime unions) was that 50 percent 
of the wheat should be shipped on American-flag ships. A condition made 
earlier by the farm organizations that the Soviets should be required to 
pay the much higher U.S. domestic price was quietly dropped. 

The result of this policy was that U.S. wheat was provided to the 
Soviet Union at world market prices and at world freight rates. The higher 
cost resulting from the use of U.S. vessels was absorbed by the United 
States. The fifty-fifty requirement led to a dispute in February 1964 when 
the maritime and longshore unions boycotted the loading of grain ships des
tined for Soviet ports. This dispute was caused by successful efforts of 
grain dealers to obtain waivers to reduce the participation of American 
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vessels below the 50 percent level on the grounds that no U.S.-flag ships 
were available. 

1be cargo preference requirement remained controversial into the John
son Administration. In January 1966 the National Export Expansion Council 
passed a resolution urging the President to remove the cargo preference re
quirement in order to take advantage of Communist grain shortages. 1be 
mood of the council was expressed in a letter to the President from Council 
Vice Chairman, Richard F. Dwyer: 

The best information we can obtain indicates that pre
sent shipping restrictions on wheat sales to Soviet 
Bloc countries are now blocking exports of about 2 mil
lion tons. Furthermore, I have been advised by the 
Russian Commercial Counselor that these countries with
in the next 60 days will make commitments for meeting 
their grain needs for the current year. If you can au
thorize removal of these restrictions at an early date, 
U.S. grains will be able to compete for this business. 
• . . Prompt action on this resolution should enhance 
our gold reserves by about $100,000,000.40 

A similar notion had been brewing in Congress, and in September 1965 the 
Senate attempted to pass a resolution declaring the 50 percent requirement 
void by virtue of the fact that it violated the spirit of the Export Con
trol Act. 

In a memorandum to the President, Harry C. McPherson, a White House 
aide, revealed the Administration's stance on the issue and so111e of the 
pressures which were being exerted: 

nie only reason I can think of that might make us favor 
such a Congressional resolution is, that we want a le
gal and political way out from under the 50 percent re
quirement ••.• [George] Meany told [Senator McGovern] 
that he, Meany, was not responsible for the imposition 
of the requirement and "would not object" to its remov
al. He could not, however, give assurances about 
Gleason, Curran, and Hall [leaders of the major long
shoremen's and maritime unions]. 

Orville Freeman says that were the requirements to 
be lifted we could sell some wheat if we could get it 
loaded. 1be problem of a refusal to load by the long
shoremen remains.41 

On March 11, 1964, a memo from Johnson's Maritime Administrator, Nicholas 
Johnson, warned that sticking to the fifty-fifty requirement would be "rub
bing the [grain] exporters the wrong way.n42 

Johnson did not remove the cargo preference provisions. During con
gressional hearings in 1968-69, Administration spokesmen cited three rea
sons for this decision: 
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1. removal of the requirement (which was admitted to be restrictive 
with respect to wheat and feed grain exports) would not necessarily in
crease U.S. exports of these commodities to the East, since their demand 
for these products is also a function of erratic harvests, bilateral clear
ing arrangements, and other considerations; 

2. the strong opposition of the maritime industry to any removal of 
the requirements; and 

3. the feeling that rejecting the maritime industry's position on 
this point would limit the President's flexibility in arranging deals in 
the future similar to the massive 1963-64 transaction with the Soviet 
Union.43 

President Johnson was clearly not willing to fully test the will of 
the maritime unions by revoking the cargo preference provisions. At the 
same time, he was not ready to ignore the farmers and the grain exporters 
who were claiming that the restrictions were costing the United States 
valuable export earnings. As a result, Johnson tried to please both 
groups. The President kept the provisions on the books, but he attempted 
to keep peace with the exporters by approving waivers to the 50 percent re
quirement whenever politically possible. 

The wheat deal with the Soviet Union in 1964 was an important event. 
The sheer size of the transaction was enormous by postwar standards, being 
greater than the total U.S. exports to the entire Communist world in all 
but two years since 1948. In addition, President Kennedy's (and later 
President Johnson's) close identification with the sale gave East-West 
trade a form of high-level blessing which had mostly been missing in the 
past. 

U.S. Credit Policy 

The Export-Import Bank was established in 1934, shortly after the 
United States recognized the government of the Soviet Union in order to 
facilitate trade between the United States and the USSR. Thus, even though 
the Bank had never extended assistance to the Soviet Union, there were no 
restrictions imposed on the Bank's authority to do so during the period 
from its creation until 1963. In 1963, Congress adopted a rider to the 
Bank's appropriation as a result of the debate over the proposed sale of 
wheat to the Soviet Union. The rider stated that no credits or guarantees 
were to be extended to the USSR or to any of the other Communist countries 
of Europe unless the President found it to be in the national interest to 
do so. 

President Johnson made such a finding in February of 1964 with regard 
to the sale of agricultural products to the USSR and the other Eastern 
European countries except East Germany. The United States used this find
ing to finance the sale of $25 million worth of wheat and corn to Romania, 
and about $5 million worth of feed grains to Poland. Moscow never ap
proached Washington for assistance and thus credits were not granted. The 
President also found it to be in the national interest to finance sale of 
many products to Yugoslavia. 
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In June 1964, the President, in a letter to the President Pro Tempore 
of the Senate (Senator Carl Hayden, D. Ariz.) made a second finding with 
respect to Romania covering all types of U.S. products and services. 44 
This finding was used to guarantee the financing (about $20 million) for a 
petroleum plant in Romania. The issuance of these credit guarantees came 
two weeks after negotiations were completed in Washington on a "U.S.
Romanian Agreement on Steps for Further Improvement in Mutual Rela
tions. 45 In this agreement, the United States, among other things, 
agreed to alter export control policy in order to permit a wide range of 
exports of "peaceful" goods to be shipped to Romania under general li
censes. In addition, the United States agreed to issue export licenses for 
a number of specific industrial facilities--chemicals, petrochemicals, 
electric power, the production and processing of petroleum, and glass manu
facturing. 

As a result of these initiatives, Romania was brought into the same 
favored position as Poland under U.S. trade policy toward Eastern Europe. 
This liberalization was undertaken for the same reasons as the earlier 
actions in regard to Poland: a reward for Romania's increasingly indepen
dent behavior within COMECON and as a possible encouragement to internal 
liberalization.46 

The Romanian delegation pressured the United States during the nego
tiations to consider the matter of most-favored-nation tariff treatment, 
which was then accorded only to Yugoslavia and Poland among Eastern na
tions. Such treatment was prohibited by an act of Congress in 1951. The 
time was not ripe for the Administration to press too hard for changes, and 
Bucharest was forced to rely on credit, instead of on earnings from its own 
exports, to purchase U.S. items. 

In October 1966 in a speech outlining U.S. policy on East-West rela
tions in Europe, President Johnson listed several "new steps" being taken 
by the U.S. Government to achieve "a shift from the narrow concept of co
existence to the broader vision of peaceful engagement" with the East. In
cluded in these "new steps" was a presidential determination authorizing 
the Export-Import Bank to guarantee commercial credits to Bulgaria, Czecho
slovakia, Hungary, and Poland. Also included was the possible Export
Import Bank financing of American exports for the Soviet-Italian Fiat auto 
plant.47 

These overtures to the countries of Eastern Europe became the subject 
of debate in Congress in October 1966, two weeks after LBJ's "building 
bridges" speech. Hearings were held by the Subcommittee on Europe of the 
House Foreign Affairs Committee to help ascertain the reasons for this re
laxation of trade with Eastern Europe. Representative Edna Kelly (D. 
N.Y.), head of the subcommittee, noticed a "new tone of urgency" in the 
President's speech. The subcommittee wanted to know the cause of this ur
gency and why was it coming at this particular time.48 

The best answer (although it still failed to satisfy most subcommittee 
members) came from Robert L. McNeill, Deputy Assistant Secretary for Trade 
Policy in the Department of Commerce, who summarized the Administration's 
policy toward the East in the following terms: 
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There is ••• a great ferment of a political nature in 
the bloc itself. There is equally great ferment in the 
economies of the various Eastern European countries and 
the Soviet Union. The ferment is taking the form of an 
increased attention to the consumer goods area; that 
is, the consumer is beginning to come into his own. 
Because many of the industries in the Eastern European 
countries are oriented not toward the consumer, but to
ward the necessities of the state, we believe it is in 
the interest of the U.S. to encourage this economic 
activity aimed in large part at the consumer.49 

The Problem of Credit 

The role of official credit in East-West trade was (and is) a major 
problem dividing the United States from its allies in Western Europe and 
Japan. The controversy is grounded in the general tendency of Western 
governments to compete with one another in offering state-guaranteed 
credits to facilitate sales. 

As early as 1934, governments recognized that the threat of "credit 
wars" demanded some sort of international cooperation. In that year the 
Berne Union was established in an effort to provide some voluntary regu
lation of state-guaranteed credit. In 1958, under pressure from Washing
ton, members of the Berne Union agreed to limit commercial credits to the 
Communist nations to five years. This "gentleman's agreement" was never 
seriously honored. Japan, not a member of the Union, extended credits for 
more than five years. Tilis example was soon emulated by state-owned Ital
ian institutions. Competition for Eastern business in plant and equipment 
proved much too brisk for the gentleman's agreement, and in 1964, both the 
French and British guaranteed much-longer-term credits. 

In 1964 the United Kingdom granted a twelve-year credit to Czechoslo
vakia for the purchase of fertilizer plants, and a fifteen-year, $300 mil
lion credit to the Soviet Union for chemical factories. France followed 
Britain's lead by signing a commercial agreement on October 30, 1964, which 
provided for similar credit conditions. Other Western nations soon fol
lowed suit. 

The U.S.-Western European debate centered on the issue of what effect 
long-term credits would have on internal Soviet economic policy. Specific
ally, the United States argued that the denial of such credit would compel 
Moscow to divert money from military to consumer programs. The Western 
European view was that. the Soviet Union had a fixed level of military 
spending and would not cut into this sum to divert it to consumer items. 
Secretary Rusk summarized U.S. objections to the extension of long-term 
credits in a statement before the Senate Foreign Relations Committee early 
in 1964 when he said: 

While short-term credits are a normal facility in con
nection with international trade transactions, long
term credits raise different problems. They amount to 
an extended advance of resources to the purchasing 
country and, in that sense, they have some of the 
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characteristics of foreign aid. • • • If the USSR is 
indeed interested in maintaining or expanding its im
ports from the West, it should be forced to face up to 
the internal adjustments that its foreign exchange 
stringency requires. ntese adjustments would include a 
greater emphasis on the civilian sector of the economy 
and a shift of resources to consumer and export indus
tries. Long-term credits from the West would make it 
easier for the USSR to avoid or postp<>ne these deci
sions and to shift the burden of adjustment to Western 
capital markets.50 

On February 12-13, 1964, President Johnson met with Sir Alec Douglas
Home, the British Prime Minister, in an attempt to dissuade Britain fro• 
extending long-term credits to Moscow, and to voice displeasure over the 
recent sale of British buses to Cuba. The Prime Minister resisted all 
overtures from the President, maintaining that British tradition and opin
ion were opposed to boycotts and trade discrimination.51 

The difficulty confronting President Johnson in trying to persuade 
West European leaders to go slower in their Eastern trade policies was un
derlined by a quote from Zbigniew Brzezinski, one of the President's ad
visers in the field of East-West relations: "It will not do to view East
West trade • • • as merely an opportunity for profit-making, the more so 
because once the gates have been opened it becomes increasingly difficult 
to control economic appetites. w52 As the 1964 debate over long-ter• 
credits clearly demonstrated, the "economic appetites• of the Western 
European business comlillnity were now definitely beyond any U.S. control. 

Export Controls 

U.S. trade policy toward the Soviet Union and Eastern F.urope in the 
postwar period has been characterized by restrict! ve trade legislation. 
Export controls began to emerge in late 1947 and early 1948. 'Dils coin
cided with the policy of containment of the Soviet Union. The reasoning 
behind the containment policy was provided by a leading expert in the field 
of foreign economic policy: 

Our main objective was the economic equivalent of po
litical "containment": to minimize our own and our 
allies' trade contacts with the bloc in order to deny 
to the Soviet Union and its presumed satellites the 
major benefits of an international division of labor. 
East-West trade, we reasoned, was of 111Jch greater im
portance to the Communists than to ourselves. Hence, 
correct or not, it seemed possible for us to enhance 
our own national security at relatively little cost to 
ourselves in terms of income foregone.53 

nie policy of economic containment was given its legislative underpin
ning in the Export Control Act of 1949. TI1is legislation prescribed the 
use of export controls to the extent necessary: 

1. to protect the domestic economy from the excessive drain of scarce 
material; 
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2. to further the foreign policy of the United States and to aid in 
fulfilling its international responsibilities; and 

3. to exercise the necessary vigilance over exports from the stand
point . of their significance to the national security of the United 
States. 54 

In 1962 the Export Control Act of 1949 was amended, making economic 
coercion an explicit aim of American policy by declaring "that it is the 
policy of the United States to use its economic resources and advantages in 
trade with Communist-dominated nations to further the national security and 
foreign policy objectives of the Unites States." "Goods of economic sig
nificance" were added to the list of goods which "may adversely affect the 
national security of the United States." Now, in exercising its export 
control responsibilities, the Commerce Department had to decide whether 
technology under consideration for export would make a significant contri
bution not only to the military but also to the economic potential of one 
of the defined Communist nations.55 

Two points are worth mentioning in assessing U.S. regulations on ex
ports to the Communist bloc. First, U.S. licensing procedures were becom
ing increasingly complex. Items continuously moved on and off the commod
ity list, and the red tape of implementation became more and more of a 
problem. Second, the U.S. embargo list had grown much faster than the em
bargo list maintained jointly by the Western allies. Relations among the 
allies, principally between the West European countries and the United 
States, were subjected to considerable strain over disagreements about what 
exports to control and how to control them. 

Extraterritoriality was another significant problem, one usually as
sociated with the Trading with the Enemy Act, under which the United States 
has attempted to impose on the subsidiary of a American company doing busi
ness abroad a policy which was not accepted by the government of the coun
try in which the subsidiary was doing business. These problems were most 
severe with respect to France and Canada. 

President Johnson's speech to the National Conference of Edi tori al 
Writers in October 1966 reflected the Administration's concern over the 
growing (and carefully concealed) conflict which was besetting the Atlantic 
Alliance. "Our first concern," he stated, "is to keep NATO strong, and to 
keep it modern and to keep it abreast of the times in which we live. n56 
Administration decisionmakers increasingly realized that a closer alignment 
with West European export control policy was necessary. 57 To this end, 
the President declared in his speech that the United States would "reduce 
export controls on East-West trade with respect to hundreds of non
strategic items." The thinking behind this statement was set forth during 
the ensuing hearings held by the House Foreign Affairs Committee. 

Walter J. Stoessel, Jr., Deputy Assistant Secretary of State for 
European Affairs, explained why the President believed it was necessary to 
improve relations with the East: "There is some questioning in some cir
cles of our commitment to Europe, to NATO, [but] I think the President felt 
it was desirable to reaffirm at this time our interest in a strong NATO and 
our commitment to Europe. He also, I feel, wanted to make clear that we 
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favor better relations with Eastern Europe, but on a basis of unity in the 
West.n58 Later in the hearings, Stoessel added: 

['The Administration] feel[s] that the best way to ac
complish the changes we would like to see in the Soviet 
Union and Eastern Europe is to make sure that we are 
strong ourselves in the West, and that the nations 
stand together and take a common stand on these things, 
that if we are fragmented • • • this could encourage 
just those elements in the Soviet Union which we don't 
want to encourage, and that the progress which we have 
made, and we feel there has been progress in encourag
ing these evolutionary developments, has come about 
just because NATO has been strong.59 

Joseph Greenwald, from the State Department's Economic Bureau, pointed 
to another aspect of the problem: 

ANALYSIS 

The trade controls if not agreed on internationally are 
not effective. What we are doing • • • is penalizing 
some of our own businessmen who cannot compete with the 
Western Europeans for this trade and we are penalizing 
ourselves because we could earn gold or convertible 
currencies. • Rather than being related to any 
specific NATO crisis the President's speech was an ef
fort to try to meet a concern that had been expressed 
by our NATO allies, to show that we were still inter
ested in Europe and still had these policies very much 
in mind.60 

Any effort to break with the established cold war trade policies re ... 
quired a strong commitment from the President to be successful. In addi
tion, any change required a,special bureaucratic stimulus. In the words of 
one student of the subject, "A change of organizational focus would not 
have been meaningful had not competent individuals been present in non
traditional positions. • • • The central actors had a wide range of exper
ience and none came from within the East-West trade mi lieu. n61 The 
Administration's strategy was to rely on a small group of actors to es
tablish a foundation for policy change within the executive branch and in 
Congress upon which the President could later build. By 1966 a consensus 
existed within the Administration, especially at the cabinet level, on the 
need for greater flexibility in U.S. trade policy toward the Communist 
world. 

One problem was to convince the bureaucracy of the wisdom of using 
trade to encourage detente. This was especially true in the Commerce De
partment, where twenty years of commitment and experience administering the 
extensive export controls of the cold-war period had fostered a strong bias 
toward trade controls. 
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The effort to change U.S. trade policy was also complicated by the ex
port control process itself, which was designed to implement the restric
tive policies put into place during the Korean War. The procedures were 
poorly suited for the new task of building bridges. The export-control 
organization was slow and "incapable of resolving policy differences at 
appropriately low levels of debate.n62 

It was only after the assignment of a few key individuals to high
level positions, mostly in the State Department, that effective counter
pressure could be applied against these ingrained forces of inertia. These 
individuals (George Ball, Under Secretary of State; Philip Trezise, Deputy 
Assistant Secretary for Economic Affairs; and Edward Fried, who joined the 
Poliqy Planning staff at State) were located at key pressure points in the 
State Department. They were "high enough in the bureaucracy to be in per
sonal contact with the most senior policy-makers, yet low enough to be 
fully conversant with the substance and political complexities of East-West 
trade.n63 

The policy of building bridges did not fail due to any organizational 
inadequacy within the executive branch. One reason for the failure was the 
question of priori ties. This is summarized in the following passage by 
Edward Skloot: "East-West trade was only one of several matters of inter
est within the Great Society legislative program, and one not of the high
est priority. The President, who very much needed Wilbur Mills on Kennedy 
Round legislation, was continually pruning and sharpening his Congression
al program. East-West trade became one of the prunings. n64 The inter
national scene was an even larger stumbling block as hostilities in Vietnam 
continued to harden congressional resistance. 

By the summer of 1967, the President realized that it was no longer 
possible to use the trade tool to improve U.S.-Soviet relations. Eugene V. 
Rostow, Under Secretary for Political Affairs in the State Department, sum
marized the philosophy of the Administration after 1966: "The only_ thing 
to do is to keep on sticking to [the policy of building bridges] as a poli
cy even if you can't make much progress, because the alternative is pretty 
grim."65 

LOOKING BACK 

Looking back on the efforts of the Johnson Administration to modify 
U.S. trade policy toward the East, it is fair to conclude that little was 
accomplished beyond opening the subject of East-West trade for public de
bate. This accomplishment should not be taken lightly, however. Until the 
watershed U.S. -USSR grain deal in 1963-64, both government and business 
leaders were reluctant to risk the political and economic consequences of 
advocating expanded commerce with the East. The real accomplishment was in 
creating a new climate which made it respectable for business executives 
and members of Congress to openly call for government action to expand 
trade with Eastern Europe. 

East-West trade progress has been mixed since the 1960s. Congress has 
been hesitant in granting MFN status to Eastern nations (only Romania and 
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Hungary received MFN during the 1970s). Eximbank credit support is limited 
to a maximum of $300 million by the 1974 Stevenson amendment to the Export
Import Bank Act. 

East-West trade grew rapidly from 1970 to 1975. Since that time, how
ever, trade has leveled off and in some cases has even declined. This phe
nomenon can be explained by the fact that East-West trade remains. a hostage 
to the overall political climate in U.S.-Soviet relations. This is evident 
in mid-1982, as this is written. 
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CHRONOLOGY 

"COUNTRY X" LOANS BY THE EXPORT-IMPORT BANK 
BY JOHN OPPERMAN 

1962 - Eximbank begins financing of arms sales to developed countries. 

1964 - Congress extends authority to Defense Department to guarantee fi
nancing made by Exim or private banks for arms sold to developing 
countries. 

1965 - Exim begins financing arms sales to developing countries (country X 
loans). 

1965 - Congress extends authority to Defense Department to allow it to put 
up just 25 percent of contractual liability of any guarantee. 

1966 - Exim financing of arms to developing countries increases thirtyfold 
in FY 1965. 

1967 - House Banking and Currency Committee delays extension of Exim Char
ter because of Bank's activity in arms sales. 

1967 - Foreign Assistance Act held up in Senate until amendment abolishing 
the Defense Department guarantee authority is accepted. 

1967 - Conference committee recommends termination of the country X loans. 

1968 - Administration introduces Foreign Military Sales Act, which prohib
its Exim involvement in arms sales to developing countries, ending 
the country X loan controversy. 

THE ISSUE 

On February 27, 1968, Congress completed action on the Administration
sponsored bill S. 1155, "To Amend the Export-Import Bank Act of 1945, as 
amended." The final action on the bill came thirteen months after Presi
dent Lyndon B. Johnson first requested the measure in his economic message 
to Congress in January 1967. Passage of the bill had been expected to be 
routine, and indeed the bill was reported out by the House Banking and Cur
rency Committee as early as May 1967. 1 However, growing concern over 
some activities of the Export-Import bank (Exim or Eximbank) led to lengthy 
debate over the portion of the bill that dealt with the Eximbank and con
tributed to the problems of the Administration in securing passage of for
eign aid legislation that year. 

The primary source of congressional concern was the Bank's involvement 
in sales of military equipment to developing countries (less-developed 
countries or LDCs). The Bank facilitated financing of such loans through 
its so-called country X loan program. These loans were made to LDCs by ar
rangement with the Department of Defense (DOD) for the purchase of military 
hardware. The loans were guaranteed by Defense through its Military 
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Assistance Revolving Fund. They were referred to as country X loans be
cause Exim officials did not know the identity of the borrowing countries, 
nor did the countries involved know who was financing their loans. Only 
DOD knew the complete details of the sales, since it negotiated separate 
agreements with Exim and the purchasing country.2 

The country X program began formally in 1965 and had financed just 
over $600 million in military equipment to fourteen developing countries 
when the controversy surfaced in 1967. Tite country X loans comprised less 
than 25 percent of Exim' s total financing of arms sales; the remaining 
armament loans were for financing sales to the developed countries of 
Europe, Japan, and Oceania. 

The concern of Congress over the country X arms sales was instigated 
by a staff report of the Senate Foreign Relations Committee in 1967. Die 
report revealed that arms sales had grown at a rapid rate over the period 
1961-66, reaching a volume of $2 billion a year in 1966. nie initial im
pact of the report was negligible. Senator Eugene McCarthy CD. Minn.) was 
one of a few members of Congress who addressed the issue publicly, and his 
concern at that time was that the Administration's arms sales policy ran 
counter to efforts in the field of disarmament. 3 The issue gained impe
tus in April 1967 when President Johnson sent requests to Congress for ap
proval of military spare parts shipments to India and Pakistan. nie impact 
of U.S. arms sales to those countries on the Kashmir War in 1965 was still 
fresh in the minds of members of Congress, and served as a reminder of the 
U.S. role in other arms races among developing countries. With the out
break of the Arab-Israeli Six-Day War in June 1967, notice was served by 
Congress that U.S. arms sales policy would be investigated. nie charge was 
led by Senator Frank Church (D. Idaho) with a fiery speech on the floor of 
the Senate on June 26; Church had the endorsement of eight other 
Senators.4 

The backlash resulted in delay of House action on the Exim bill (S. 
1155) and a "freeze" on the Foreign Assistance Act {S. 1872) which was 
under consideration by the Senate Foreign Relations Committee. Hearings on 
the arms sales issue were conducted in six different congressional colllllit
tees over the following three months. A series of delays and amendments to 
S. 1155 and S. 1872 culminated in a complete restructuring of the arms 
sales program by the Administration in order to keep within guidelines rec
ommended by Congress. The restructured program was embodied in the Foreign 
Military Sales Act (HR 15681), which was introduced in January 1968 and 
subsequently approved by Congress (P.L. 90-629).5 

CONTENDING FORCES 

Executive Agencies 

The key executive branch actors in the country X issue were the Exim 
Bank and the Department of Defense. nie Department of State and the White 
House played secondary roles, while AID, the Bureau of the Budget, and the 
Department of the Treasury were peripheral actors. 
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The Eximbank was. of course, at the center of the country X contro
versy. Its role in arms sales began in 1962, prior to the creation of the 
country X loan program. The decision to begin Exim financing of arms sales 
was made during the Administration of President John F. Kennedy. Harold 
Linder had only recently been named President of the Export-Import Bank and 
had shown an interest in expanding its operations. Linder noted later that 
the decision to make loans for arms sales was made by Exim authorities in 
consultation with other government officials. 

The 1966 Exim Report to Congress was the first public report to men
tion arms-sales financing. It included this explanation of how the policy 
was adopted: "In preparing these changes Eximbank sought the counsel of 
its own Advisory Committee and weighed carefully the views and recommenda
tions of the Action Cammi ttee on Export Financing of the National Export 
Expansion Council. The Bank also benefi tted from discussions within the 
Government as well as ·. the financial community" (p. 7). 

Linder argued that there was no need for financing of arms sales prior 
to 1962 because arms were often provided on a grant basis to our allies. 
He pointed out that it was Congress that pressed the Eisenhower and Kennedy 
Administrations to move away from arms "grants" to arms "sales." That move 
was formalized in 1961, and Linder considered Exim assistance in supporting 
the move to arms sales entirely appropriate. "Our authority was very 
clear, it seemed to me, and my associates agreed. Finance exports and im
ports of the U.S., you really need say no more than that."6 

The role of the Department of Defense in the issue can be traced back 
to 1957. Congress had passed legislation in 1957 establishing the Military 
Assistance Revolving Fund. The Revolving Fund provided authority to DOD to 
finance credit arrangements for the purchase of military equipment. This 
was the first step in moving away from arms grants. Because of the finan
cial limit on the Fund ($383 million), only small sales to developing coun
tries were financed by DOD. Larger sales to industrialized countries were 
made on a cash basis or by credit arrangement with private banks. Defense 
officials testified before Congress at the time that the desire of the ex
ecutive branch was to use ~inancing by private banks to the fullest extent 
possible.7 

Two obstacles emerged in 1962-63 that discouraged private banks from 
participating in lending for arms purchases. The first was the political 
sensi ti vi ty of some of the transactions. The banks. were unwilling to incur 
the financial risks of lending to LDCs; this had been expected and had been 
provided for in the DOD Revolving Fund. However, private banks also were 
unwilling to finance loans to certain industrialized countries for similar 
reasons. Both Austria and Italy were in this category. For Austria the 
problem was its position in East-West relations, which made the transac
tions sensitive for private banks. For Italy the problem was a combination 
of political and economic factors. B Not coincidently, the first arms 
sales financed by Exim were for Austria and Italy. 

The second obstacle to private financing was the size of some of the 
loans. Many arms deals involved jet aircraft, which required large sums of 
money. Most private banks were unwilling to commit that many resources to 
an arms sale, and again Exim was considered the only alternative. 9 Exim 
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financing of the sale of F-111s to the United Kingdom was a prime example 
of this. 

ibe state of the U.S. economy also discouraged commercial banks from 
financing arms sales. U.S. money markets grew increasingly tight from 1964 
to 1966, and Exim frequently used to help finance arms sales to developed 
countries. Such sales jumped from $35 million in 1964 to $574 million in 
1965, and then to $885 million in 1966 (see Appendix). 

During this same period Congress cut appropriations for military as
sistance grants. Several Defense officials expressed concern that the 
United States would be unable to fulfill its defense obligations to Allies 
that could not afford cash purchases of military equipment unless new fi
nancing arrangements were made. ibese officials were concerned primarily 
with the defense of "forward-based" U.S. allies--that is, Greece, Turkey, 
Iran, South Korea, and Nationalist China (Taiwan). These countries were 
the key elements of the "umbrella" defense against the Communist bloc. 

The most vocal official on the arms issue was Secretary of Defense 
Robert McNamara. McNamara felt that the Military Assistance Program (MAP) 
was a victim of the dissatisfaction of Congress and the public with foreign 
aid in general. His desire was to remove military assistance from foreign 
aid legislation and transfer it to the Defense budget. This effort was 
subsequently suppressed by congressional leaders who feared that foreign 
economic aid would suffer irreparable damage. 10 

Having failed to transfer MAP to DOD, Defense officials sought alter
natives to maintain military commitments to allies, especially LDCs. 1be 
result was a proposed amendment to the Foreign Assistance Act of 1964 which 
would allow DOD to use funds in the revolving fund to guarantee credit ex
tended by any "individual, corporation, partnership, or other association 
doing business in the United States" for the purchase of military equip
ment. 11 

In April 1964, Henry Kuss, Deputy Secretary of Defense for Interna
tional Logistics Negotiations, testified before the House Foreign Affairs 
Committee on the proposed amendment. He noted that he had consulted with 
Exim, Morgan Guaranty, Chase-Manhattan, and First National banks on pros
pects for arms sale financing. In its report to the House on the proposed 
legislation, the Foreign Affairs Committee endorsed the proposal, stating 
that "there is every reason to facilitate the financing of military sales 
by banks and the Eximbank in a manner comparable to the financing of other 
export transactions.n12 

The new provision for financing credit sales gave birth to Exim' s 
country X loans. In fiscal year 1965, Exim provided just $9 million in 
credit to LDCs for arms pu~chases, while priv~te banks extended almost $49 
million. This seemed to be in line with what the Administration set out to 
do, specifically, to have private banks finance arms credit sales to the 
fullest extent possible. However, by the end of the year the money market 
situation had grown so tight that commercial banks were unwilling to fi
nance arms sales. Exim seemed to be the only alternative, and an in
creasingly attractive one because of its lower-than-market interest rates. 
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While the guarantee authority allowed more participation by Exim in 
arms sales to LDCs, the volume of such loans did not increase significantly 
at first. Discussions between DOD and Exim led to another proposal for 
inclusion in the foreign aid legislation of 1965. 13 Because of the Re
volving Fund limits, DOD sought to expand the guarantee authority by re
quiring that only 25 percent of any credit extended by Exim or other banks 
be guaranteed by DOD. In other words, a $10 million loan by Exim would re
quire DOD to provide a guarantee of just $2.5 million, instead of the full 
$10 million. This would have the effect of increasing the guarantee credit 
sales fourfold, without an increase in appropriations. After Congress ap
proved the authority, credit sales increased from $68 million in FY 1965 to 
$289 million in FY 1966. For Exim, credit for arms sales increased from $9 
million in FY 1965 to $281 million in FY 1966. 

The White House 

White House officials did not become actively involved in the country 
X problems until the summer of 1967, when efforts were made to resolve the 
controversy with Congress. However, guidelines for arms sales policy had 
been set as early as 1963 by President Johnson. Defense officials argued 
throughout the country X debate that these guidelines were followed close
ly, but in fact that was not the case. 

Just four days after the assassination of President Kennedy and Lyndon 
Johnson's succession to the presidency, the Director of the Bureau of the 
Budget, Kermit Gordon, sent a memorandum to Secretary of State Dean Rusk 
discussing a proposal by · McNamara to transfer military assistance to the 

' Defense budget. McNamara had also proposed that supervision of arms trans
fers be removed from the Secretary of State. 14 A week later, President 
Johnson sent a memorandum to McNamara commenting on the proposal. This 
memorandum was particularly significant in light of the controversy that 
later developed over the country X loans. 

Johnson gave McNamara approval to pursue with Congress the transfer of 
MAP to DOD. However, he modified the original proposal by explicitly stat
ing that all military assistance should remain under the supervision of the 
Secretary of State. He also stated that guidance for arms transfers was to 
be exercised by U.S. embassies at the country-team level under the author
ity of the U.S. ambassador, as well as in Washington. Johnson further in
structed that "the Secretaries of State and Defense and the AID Administra
tor continue to consult . closely and effectively on all military assistance 
activities, however funded, and to develop more suitable machinery for this 
purpose if required." Finally, Johnson cautioned McNamara: "The submis
sion to the Congress should make clear that this is the manner in which the 
Executive Branch means to operate.n15 

The Congress 

The role of the Congress in the country X issue was not prominent un
til the summer of 1967. Prior to that time, little was known of the secret 
loans by most members of the Congress. Harold Linder of Exim asserted that 
he had consulted with the chairmen of both the House and Senate Banking 
Committees before Exim had begun financing arms sales in 1962. 16 How
ever, both these chairmen had left office by 1967. 
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Although it was Congress that had provided the legislative authority 
for the country X loans, the details of the program were so obscure that 
most members of Congress did not know the extent of the authority. In the 
original amendments to foreign aid legislation proposed by DOD in 1964, the 
express purpose of the DOD guarantee authority was to allow lending insti
tutions to finance arms sales to high-risk countries, that is, developing 
countries. However, there is nothing in the congressional testimony on the 
legislation that indicates that this was the purpose, and Secretary of De
fense McNamara admitted later that perhaps DOD had not made that clear. 

The amendments proposed by DOD the following year sought to expand 
that guarantee authority. Henry Kuss of DOD testified on behalf of the new 
provision for the 25 percent guarantee. Kuss did not elaborate specifical
ly on the purpose of the proposal, and there is nothing in his or Secretary 
McNamara's testimony to indicate the impact that this authority would have 
on arms sales. Kuss did inform the Congress that Exim preferred that DOD 
handle all the negotiations of the arms sales agreements in order to mini
mize the Bank's involvement. However, he made no specific reference to the 
country X loans and did not indicate that Exim did not even know to whom it 
was lending. 17 

The first congressional opposition to Exim's involvement in arms sales 
came in 1966 during consideration of foreign aid legislation. Senator 
Allen Ellender (D. La.) questioned the use of Exim financing in these mat
ters and challenged McNamara on that point. Ellender's opposition was ap
parently spurred on by the events of the Kashmir crisis and by evidence of 
an escalating arms race in Latin America. (U.S. sales of fighter aircraft 
to Argentina had led to arms purchases by Chile from the United Kingdom and 
by Peru from France.) Ellender did not know the extent of Exim financing 
at that time but considered any such financing improper within the context 
of the Bank's charter. McNamara defended the financing policies, again 
pointing to the desire of Congress to move away from arms grants to arms 
sales. He also stressed the political risks to private banks in financing 
arms deals and, as a result, the need for Exim financing. 18 

Senator Ellender was mostly alone in his criticism. Other members of 
Congress raised questions, but their primary concern in 1966 seemed to be 
Exim's involvement in East-West trade. Tilat was also the preoccupation of 
Exim officials who were dealing with the upcoming legislation extending the 
life of the Bank. Harold Linder voiced his concern on this issue to White 
House officials in late 1966, but they assured him that the Exim legisla
tion was not in jeopardy. 19 When President Johnson presented the Exim 
bill to the Congress in January 1967, the role of the Bank in financing 
arms was not expected to be a problem. 

While the Senate Foreign Relations Committee staff report of January 
1967 heightened interest in the Administration's arms sales policies, it 
was not until the outbreak of the Arab-Israeli War in June 1967 that mem
bers of Congress moved to scrutinize them. Tile country X loan program be
came the first subject of scrutiny. Congress's main objections to the 
program were threefold: the clandestine nature of the loans, the impact of 
arms sales on regional arms races around the world, and the concern that 
LDCs were diverting capital from needed economic development in order to 
purchase military equipment.20 
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The first of these objections, the clandestine nature of the loan pro
gram, became the center of the controversy. Several members of Congress 
expressed surprise that Exim had any involvement at all in financing arms 
sales, and questioned the authority of the Bank to do so. Their criticism 
was not limited to the country X loans but included arms sold to indus
trialized countries as well. They cited the basic purposes of the Export
Import bank as stated in Section 2(s) of the Export-Import Bank Act of 
1945, "to aid in financing and facilitate exports and imports and the ex
change in commodities between the U.S .••• and any foreign country or the 
agencies or the nationals thereof."21 A Senate report on the arms sales 
issue in August 1967 further asserted that there was no explicit authority 
for Ex im financing of arms sales anywhere in its charter or legislative 
history. Senator Ellender supported this contention by alluding to a 1940 
congressional declaration forbidding Exim to participate in financing arms 
because of concerns over the war. 22 (Deputy Secretary of Defense Paul 
Nitze later disputed this claim by citing 1954 legislation which approved 
Exim financing of the sale of a submarine to Peru.)23 

Another concern of some members of Congress was that major arms sale 
policy decisions were being made at middle levels of government. Senator 
Stuart Symington (D. Mo.) was the first to voice this concern, and directed 
it at DOO. The chief target was DOD's Henry Kuss, who was in charge of all 
arms sales negotiations for DOD. The main source of concern was the pub
licity Kuss had received in December 1966 and January 1967 on the booming 
arms trade business and, in particular, Kuss's role in bringing this about. 
Kuss was described in these articles as DOD's "super-salesman," and he was 
quoted as saying that U.S. arms sales would soon reach $2 billion a year, a 
level he expected to maintain until the year 1975.24 

The concern of Congress was that Defense had become too closely in
volved with arms manufacturers, and that the two together were directing 
arms sales policy. As noted earlier, the authority for the supervision of 
arms transfers belonged to the Secretary of State, but the words and ac
tions of Administration officials indicated that this was not the case. 

The Senate was told in hearings on disarmament in January 1967 that 
arms sales were coordinated by the "Senior Interdepartmental Group" (SIG). 
This group was made up of officials from State and Defense, with occasional 
attendance by officials from AID, Treasury, the Arms Control and Disarma
ment Agency (ACDA), and the Bureau of the Budget (BOB). When Senator 
Albert Gore (D. Tenn.) questioned the role of the SIG in specific country X 
sales to Iran, Morocco, Argentina, and Jordan, it was found that the group 
met on only one of these sales (Morocco), and that Treasury, ACDA, and BOB 
did not meet with the group in that instance.25 

The Chairman of SIG, Deputy Assistant Secretary of State for 
Political-Military Affairs Jeffrey Kitchen, indicated that his job was to 
coordinate arms sales with DOD a~d ensure that all sales agreements were 
made with "State Department leadership and guidance." Nonetheless, on 
questioning by Symington, Kitchen admitted that he knew very little about 
the country X loans, and in fact seemed to know less than staff members of 
the Senate Foreign Relations Committee. Secretary McNamara tried to clear 
up the confusion in his testimony before the same committee. He explained 
that Defense had the primary responsibility for arms sales decisions and 
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that State was often "less informed" on those matters as a result. 26 
1bis situation was contradictory to the directive of President Johnson in 
1963 that the Secretary of State be responsible for all arms transfers--a 
position that the President had reiterated in a message to Congress on 
foreign policy in 1966.27 

According to the established procedure, the Secretaries of State and 
Defense were directed to approve any individual arms sale. McNamara qual
ified that to indicate that some arms sales were approved by the Under 
Secretary of State or the Deputy Secretary of Defense. He also noted that 
some sales required a presidential determination.28 (The only sales 
known to require such a determination were to India and Pakistan,29 
Peru,30 and the Middle East.) 

As to the role of Exim, Harold Linder said that each loan was subject 
to a "conscious decision" by the Board of Directors of the Bank. McNamara 
supported this statement, indicating that Exim could deny any request for 
financing made by DOD. However, he acknowledged that Exim had never turned 
down such a request. Linder also said that his understanding was that all 
country X loan requests required a presidential determination.31 

RESOLUTION 

When the country X loans became an issue in the summer of 1967, Con
gress made clear that any future role of Exim in arms sales would need con
gressional approval. The Administration agreed to this in principle, but 
found it increasingly difficult to carry out as events unfolded. 

Senator Church's speech criticizing the Administration's arms sales 
policy in June 1967 set off a flurry of action within the executive branch 
to counter the charges. White House officials began working immediately on 
a reply and received help from Henry Kuss's office at DOD. The initial re
ply was rejected by presidential aides when it was discovered that State 
Department officials had not been involved in the drafting. 32 On July 
18, a formal statement on arms sales policy was forwarded to the President. 
It was supported by five different bureaus at State, top officials at De
fense, and several aides to the President. 33 The only definite voice of 
dissent was the President's National Security Advisor, Walt Rostow. Rostow 
advised the President not to make a statement at that time because of the 
sensi ti vi ty of the Middle East situation. 34 Apparently, Ro stow' s argu
ment won out and no statement was made. 

1he first concerted effort by the Congress to compel the Administra
tion to modify arms sale policy was led by Representative William Widnall 
(R. N.Y.) and Henry Reuss (D. Wis.). As members of the House Banking and 
Currency Committee, the two sought to include riders to the Exim bill (HR 
6649) to prevent the Bank from financing country X loans. Committee Chair
man Wright Patman (D. Tex.) led the opposition to the riders. The result 
was the acceptance of a Reuss amendment that included an important presi
dential waiver. The amendment called for the discontinuance of Exim fi
nancing of arms sales to LDCs, but it also empowered the President to 
approve such financing if it were necessary for "national security.n35 
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The Exim bill faced stiffer opposition in the Senate for more com
plicated reasons. An amendment to the bill (S. 1155) by Senator Edmund 
Muskie (D. Maine) had the same qualifications as the Reuss amendment and 
was backed by the Administration. When the bill reached the Appropriations 
Committee, however, the riders multiplied. An amendment was included that 
limited the amount of annual Exim financing of arms sales. Other amend
ments were added that required presidential determination for Exim credit 
extended to Eastern European countries (Senators John Tower, R. Tex., and 
Bourke Hicken looper, R. Iowa) , prohibited financing of an Italian Fi at 
plant to be built in the Soviet Union (Senator Karl Mundt, R. S.D.), and 
prevented extension of credit to countries that traded with nations with 
which the United States was at war--that is, nations trading with North 
Vietnam (Senator Robert Byrd, D. W.V.).36 

The full Senate approved S. 1155 with all riders intact. In the House 
. an effort by Widnall to strike the presidential waiver was defeated, but 
only after a rare appeal by House Speaker John McCormack (D. Mass.). Never
theless, the bill was bottled up in the House Appropriations Committee be
cause of questionable support from the full House. 

The Administration was forced to set aside its efforts to secure pas
sage of the Exim bill because of a growing conflict over foreign aid legis
lation. In the House, Widnall was holding up funding for the Inter
American Development Bank because of the arms sale issue. In the Senate, 
the Foreign Relations Committee cut military assistance by $205 million and 
called for the gradual abolition of the DOD Revel ving Fund. 37 Elimina
tion of the revolving fund would have the effect of terminating the country 
X loans since that provided the basis for the guarantees. 

A strong lobbying effort was mounted by the Administration as the 
foreign aid legislation neared voting by the full House and Senate. Admin
istration officials argued that elimination of the country X loans would 
threaten the security of Israel, and several members of Congress acknowl
edged they had been lobbied by American Jewish organizations to support the 
country X program. 38 In addition, the Chairman of the Joint Chiefs of 
Staff, General Earle Wheeler, warned the Senate Armed Services Commit tee 
that cuts in military assistance would invite Soviet and Chinese aggres
sion. This resulted in an amendment to restore military assistance spon
sored by Senators Henry Jackson (D. Wash.) and John Tower.39 

On the day of the vote on foreign aid by the full Senate, several 
senators met in the office of Majority Leader Mike Mansfield (D. Mont.) to 
discuss the Jackson-Tower amendment with Administration officials. The 
Administration was represented by Paul Nitze of Defense; William Gaud, AID 
Administrator; and Nicholas Katzenbach, Under Secretary of State. It was 
discovered during the discussion that there was a provision in the amend
ment that, in effect, not only kept the DOD Revolving Fund intact but also 
allowed it to be replenished through a discounting mechanism with Exim. 
Several senators saw this provision as an attempt by the Administration to 
"hoodwink" them, and stormed out of Mansfield's office. Before the final 
vote, Senators Fulbright and Symington claimed the Senate had been "duped" 
by the most intense lobbyin~ they had seen since they had been in the Con
gress. Fulbright also accused Jackson of collusion with the Pentagon and 
arms suppliers. The Jackson-Tower amendment was subsequently defeated by a 
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46-45 vote. At least five Democratic senators switched their vote because 
of the episode in Mansfield's office.40 

It was discovered that part of the Jackson-Tower amendment was written 
by Pentagon officials in Henry Kuss' s office. White House congressional 
aides were enraged over the Pentagon's actions, leading one aide to de
scribe DOD's performance as "frightening.n41 

When the foreign aid bill was forwarded to the conference committee, 
the Pentagon began a new lobbying effort. 'Th.e hope was to get the con
ferees to approve a transfer of the DOD loan authority to the President. 
House conferees supported the proposal, but Senate members balked, insist
ing that the proposed measure would change nothing. As a result, the bill 
remained deadlocked in the conference committee. 

'Th.e central issue of the controversy remained the country X loans. In 
an effort to break the deadlock on the foreign aid bill, members of the 
House Appropriations Committee introduced a rider to the Export-Import Bank 
Act (HR 6649) that would prevent the sale of sophisticated weapons to all 
LDCs except Greece, Turkey, Iran, Taiwan, South Korea, and the Philippines. 
The Administration opposed this amendment and enlisted the support of Com
mi ttee Chairman George Mahon ( D. Tex.) to block it. 'Th.e Mahon effort 
failed, and Administration officials hoped that these new restrictions on 
Exim activities would satisfy the Senate conferees on foreign aid. 

'Th.e foreign aid bill remained tied up until November 2, when the House 
conferees acceded to the demands of the Senate. The turning point in the 
decision apparently came when reports surfaced of impending purchases of 
sophisticated weapons by several Latin American nations. 'Th.e final version 
of the bill abolished the DOD Revolving Fund as of June 30, 1968. 'nlis ef
fectively ended the country X loan program. From June 30 on, all military 
credit sales would have to be made by direct appropriation.42 

lbe Administration was not pleased with the final foreign aid legisla
tion. Nevertheless, executive agencies affected by the legislation en
couraged the President's approval. The one exception was William Gaud of 
AID. Gaud considered the military assistance cuts "premature" and warned 
that U.S. influence over foreign military policies would diminish. He also 
argued that LDCs would be forced to pay cash for military equipment, which 
would increase demands for economic assistance. 43 'Th.e Gaud arguments 
were not enough to keep President Johnson from signing the bill. Johnson 
let his displeasure be known upon signing the bill by stating that the leg
islation reduced "the margin of hope to the danger point." 

With the country X issue resolved, the Administration and the Congress 
turned their attention to the Exim legislation. 'Th.e complications of the 
Tower-Hickenlooper and Byrd amendments kept the bill tied up in conference 
into 1968. The arms sales issue was not completely moot either. Exi11 
still had authority to finance sales to developed countries, a provision 
that most members of Congress supported. However, some rtnnblings were 
heard when word surfaced that the Administration intended to seek "devel
oped" country status for such oil-rich nations as Iran, Saudi Arabia, and 
Libya. Consequently, assurances were sought to limit "developed" nation 
status. 44 Once these assurances were given, the conference committee 
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reported out the bill, which was signed by President Johnson on February 
27, 1968. 

THE DECISIONMAKING PROCESS 

Critique 

It was an internal decision by Exim officials to begin arms sales fi
nancing in 1962. The basis for that decision went beyond the desire to 
aid the U.S. balance-of-payments position, and was partially due to pres
sure from DOD to provide financing for arms purchases. The program was 
originally intended to finance arms sold to certain industrialized coun
tries for which private financing involved some political and/or economic 
risks. Exim involvement in arms sales was not expected to go much beyond 
this. It did, however, after the DOD received authority from Congress to 
guarantee loans made by private banks to the LDCs, and in 1966 when the 
U.S. money market si tuatiori forced private banks out of arms financing. 
The loss of private bank financing left Exim as DOD's only alternative for 
financing arms sold to LDCs. Indeed, Eugene Rostow, Under Secretary of 
State for Political Affairs, contended at the time that the Departments of 
State, Defense, and Treasury looked for alternative means of financing 
loans to LDCs and failed to find anything better than Exim.45 

In addition to the extent of Exim's involvement in arms sales to LDCs, 
the role of the Department of Defense in that process was controversial. 
Despite presidential guidelines authorizing the supervision of all arms 
sales policy by the State Department, DOD played an increasingly indepen
dent role in such decisions. The secrecy of the country X program contrib
uted to this by preventing other executive agencies from learning the de
tails of the agreements. With regard to the role of DOD, it is interest
ing to note that when President Johnson submitted the Foreign Military 
Sales Act in 1968, explicit language was included to verify responsibili
ties for arms sales. The new Secretary of Defense Clark Clifford explained 
that the purpose of the language was "to prevent possible fragmentation of 
the management of sales activities . . . [by placing] full responsibility 
in the Secretary of State to integrate military sales with other U.S. 
activities abroad to assure that the foreign policy of the U.S. is best 
served. 11 46 Clifford went on to say that this would prevent "free
wheeling" by DOD or any other agency in arms sales. When Representative 
Peter Frelinghuysen (R. N.J.) pointed out that this implied that DOD may 
have been guilty of past improprieties, Clifford declared himself unqual
ified to answer since he was new on the job. 

The secrecy of the country X program also resulted in the exclusion of 
the Congress from arms sales policy decisions. Clearly, Defense officials 
did little to inform Congress of the purposes for the guarantee authority 
it had requested in 1964 and 1965. The Congress assumed that the authority 
fell within the guidelines set by the President and thus saw no need to 
scrutinize the requests of DOD. It was not until the staff report of the 
Senate Foreign Relations Committee was published in January 1967 that some 
of the details of the country X loans were revealed. The Congress began to 
pursue an active role in arms sales policy after the Arab-Israeli Six-Day 
War in June of that year. 
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By 1967, the conflict between the Congress and the Administration over 
foreign policy had sharpened considerably because of the Vietnam War. 'Ibe 
impact of the country X controversy only added fuel to the fire. Conflict
ing views on defense commitments to allies, the extent of U.S. arms ex
ports, and the impact these policies had on developing countries resulted 
in a protracted struggle between the two branches of government. 'Ibe solu
tion was to accept congressional demands for termination of the country X 
loan program. However, more significantly, the new legislation submitted 
by the Administration to govern arms sales policy (the Foreign Military 
Arms Sales Act) recognized an enhanced role by the Congress in foreign pol
icy decisions. The purpose of this legislation was to provide for more 
effect! ve coordination within the executive branch, and also between the 
Congress and the Administration. Coordinating policy between the legisla
tive and executive branches of government has never been a simple task, as 
was noted by Eugene Rostow during the country X controversy: "The rela
tionship between the Congress and the Executive on foreign policy matters 
is a problem I suppose that nobody has really been able to describe very 
exactly since 1789."47 

Organizational Factors 

Had the agencies of the executive branch adhered to the decisionmaking 
structure set by President Johnson in 1963, it is possible that the country 
X controversy could have been avoided. It is not surprising that the Con
gress became suspicious of DOD' s motives given the secrecy in which the 
country X loans were shrouded and the fact that Secretary McNamara had pre
viously sought to remove the authority for arms transfers from the State 
Department. A more prominent role by State might have alleviated some of 
the pressures on Exim to provide the country X financing. 

Another significant aspect of the President's 1963 guidelines was the 
expectation that the Congress be kept informed of arms sales policy devel
ment. The subsequent failure to keep the Congress informed on these mat
ters was at the heart of the controversy that ensued. 

Not surprisingly, many of the points made by President Johnson in his 
1963 internal memorandum were developed in more detail in the Foreign Mili
tary Sales Act of 1968. Under this legislation, all arms sales policy 
would be under the jurisdiction of the Secretary of State. Tile Secretary 
of State would approve arms sales agreements only after consulting with 
DOD, AID, and the Bureau of the Budget (and in some cases with the Treasury 
Department and the Arms Control and Disarmament Agency). Once a consensus 
was .reached among the executive agencies, the President would forward leg
islation to the Congress for the necessary appropriation. 

'nlese guidelines provided a more detailed approach to arms sales poli
cy decisionmaking, although they were not radically different from guide
lines that had been set earlier. The fact that these new guidelines were 
embodied in special legislation approved by the Congress signifies the ex
tent of the mistrust that had developed between the executive and legisla
tive branches. 
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LOOKING BACK 

Congressional opposition to Exim financing of arms sales to developing 
countries persists to this day. So does congressional oversight on arms 
sales. The Foreign Military Sales Act of 1968 assures congressional in
volvement in arms sales by requiring a direct appropriation by the Congress 
on request by the President. The legislation maintains provisions for DOD 
guarantees of private banking loans, but again only by appropriation and 
request of the President.48 

243 



APPENDIX 

Total Arms Sales Financed (by Credit Arrangement) 
(millions of dollars) 

FY 63 FY 64 FY 65 FY 66 FY 67 

Credit Orders financed by Exim 
with DOD guarantee 9.0 281.4 314.1 
(underdeveloped)(country x) 

Credit Orders financed by commercial 
banks with DOD guarantee 49.0 .8 12.0 
(underdeveloped) 

Credit Orders financed by DOD 10.0 45.6 49.7 64.9 17. 7 

Credit Orders financed by Exim 161.4 J.5.0 573.8 885.4 164.2 
(developed) 

Total 171.4 80.6 681.5 1232.5 508.0 

Source: U.S., Congress, Senate, Committee on Foreign Relations, Hearings 
on the Foreign Assistance Act of 1967, June 1967, pp. 252-53. 

Total Lending under Country-X Loan Authority (by Country) 
(millions of dollars) 

Iran 
Saudi Arabia 
Israel 
Brazil 
Argentina 
Venezuela 
India 
Malaysia 
Taiwan 
Jordan 
Morocco 
Pakistan 
Chile 
Peru 

Total 

Source: New York Times, July 31, 1967, p. 12. 
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210 
143 
88 
43 
32 
29 
18 
11 
10 
9 
4 
3 
1 

_3 
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CHRONOLOGY 

April 7, 1965 

April 20, 1965 

October 1965 

ESTABLISHMENT OF THE ASIAN DEVELOPMENT BANK 
BY JEFF HARDEE 

- President Johnson delivers his Johns Hopkins speech 
calling for expanded cooperative effort for development 
in Southeast Asia. Appoints Eugene Black to be Special 
Advisor on Southeast Asian Economic and Social Develop
ment. 

- Administration issues press release expressing U.S. 
support for the formation of the Asian Development 
Bank. 

- Draft Agreement Establishing Asian Development Bank is 
unanimously adopted by thirty-one nations in Bangkok. 

December 4, 1965 - The Agreement Establishing the Asian Development Bank 
is signed by the United States and twenty-one other 
nations in Manila. 

March 16, 1966 - President Johnson signs the Asian Development Bank Bill 
(P.L. 89-369) into law. 

August 22, 1966 - The Agreement Establishing the Asian Development Bank 
is ratified following approval by fifteen nations. 

THE ISSUE 

On August 22, 1966, the Agreement Establishing the Asian Development 
Bank was ratified following its approval by the governments of fifteen 

· countries. The beginning of the Asian Development Bank (ADB) can be traced 
back to Far East (ECAFE) in 1963, at which a resolution was passed calling 
for accelerated measures of regional economic cooperation. 1 U Nyun, Ex
ecutive Secretary of ECAFE, gathered a group of experts to make "recommen
dations on practical measures for promoting ECAFE regional economic coop
eration. n2 The group met in August and September 1963 in Bangkok and 
produced nine major recommendations. One of these recommendations was the 
establishment of a regional development bank. 

At the First Ministerial Conference on Asian Economic Cooperation held 
under the auspices of ECAFE in Manila in December 1963, the proposal for 
the establishment of a regional bank was endorsed in a resolution calling 
for further studies. 3 To carry out these studies, U Nyun formed the Ad 
Hoc Working Group of Experts on the ADB. This group met in October 1964 in 
Bangkok, under the chairmanship of N. M. Uquali, managing director of the 
Pakistan Industrial Credit and Investment Corporation. An important member 
of this group was the eventual president of the ADB, Takeshi Watanabe, a 
prominent Japanese financial consultant. The group prepared a comprehen
sive report that was made available to governments at the end of 1964. 4 
The report was concerned primarily with the bank's capital structure 
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and contained guidelines on subscriptions and voting rights. A draft 
charter, prepared by the ECAFE secretariat, resembled that of the Inter
American Development Bank and the World Bank. "What was emerging was a 
fairly straightforward financial institution, in which the developed 
countries would be dominant."5 

The draft charter was presented to the twenty-first session of ECAFE, 
held in Wellington, New Zealand, in March 1965. Despite some reluctance by 
the developed countries, ·most delegations were in favor of the proposed 
bank. The three developed countries of the region--Australia, New Zealand, 
and Japan--expressed interest in principle in the bank. Japan's represen
tative stated that "the cooperation and participation of developed coun
tries outside the region was essential." 6 Representatives of France, 
Britain, and the United States remained in the background during the dis
cussions. "The United States delegation [from the Treasury Department] 
took the position that our government would cooperate, but probably would 
not join. n7 Accordingly, U Nyun formed a Consultative Committee drawn 
from nine Asian nations to consult with the governments of developed coun
tries outside the region to determine their interest in participation. 

On April 7, 1965, President Johnson gave a speech called "Peace with
out Conquest" at Johns Hopkins University. Johnson said, "The first step 
is for the countries of Southeast Asia to associate themselves in a greatly 
expanded cooperative effort for development."8 He went on to say: 

The United Nations is already actively engaged in de
velopment in this area. As far back as 1961 I conferred 
with authorities in Vietnam in connection with their 
work there, and I would hope that the Secretary General 
of the U.N. could use the prestige of his great office, 
and his deep knowledge of Asia, to initiate, as soon as 
possible, with the countries of that area, a plan for 
cooperation in increased development. For our part I 
will ask the Congress to join in a billion dollar Amer
ican investment in this effort as soon as it is under
way. 9 

Johnson expressed his hope that other industrialized countries, especially 
the Soviet Union, would join in this effort. To underscore his sincerity, 
Johnson said, "I will shortly name a special team of outstanding patriotic 
and distinguished Americans to inaugurate our participation in these pro
grams." 10 On the same day, Johnson asked Eugene Black, former President 
of the World Bank, to be his Special Advisor on Southeast Asian Economic 
and Social Development. 

According to Black, Johnson gave him no indication one way or the 
other as to his position on the bank. 11 "My first instruction from the 
President was to call on U. N. Secretary General U Thant to ask him what 
concrete steps the United States could take then and there to signal its 
interest in promoting regional cooperation." 12 Black went to New York 
immediately to carry out the instructions. After meetings with U Thant and 
several other senior officers of the United Nations, Black became convinced 
that the United States should become actively involved with the proposed 
bank. 
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Interestingly, while Black was the President of the World Bank he was 
opposed to the establishment of regional banks. "! feared that they would 
become political institutions, which, while ostensibly charged with tasks 
very like those of the World Bank, would tend to undermine the kind of 
lending standards we were trying to get accepted and the confidence we were 
trying to build up in the bond markets of the world." 13 According to 
Black, U Thant persuaded him that the bank could serve a useful purpose in 
bringing the countries of the region together in a working atmosphere con
ducive to economic development. In addition, he thought that regional co
operation might help end the Vietnam war. 14 After consul tat ions with U 
Thant, Black discussed the bank with the Treasury Department. Black then 
went to Johnson with a favorable report. 

On April 20, 1965, Johnson's decision was given in a press release: 

Mr. Black has discussed with me the project for an 
Asian Development Bank. He reports that after discus
sions both in New York and Washington, he finds agree
ment within this Government that under appropriate con
ditions and with sound management sucha bank would be 
of considerable value in promoting regional develop
ment. I agree with this position and believe that the 
U.S. would wish to participate if such a bank can be 
established. 15 

This support was the impetus needed to get Japan and the other reluctant 
developed regional members of ECAFE effectively involved in the establish
ment of the bank. From this point it took only one and one-half years to 
create the ADB. According to Black, "Speed was possible partly because the 
Asians had already done a lot of the spade work, partly because the Asian 
Development Bank's charter was modeled in large part on that of the World 
Bank, and partly because President Johnson had given full-speed-ahead in
structions to the U.S. Government.n16 

The Consultative Committee, formed at Wellington, held its first meet
ing in .June 1965. Between April and June, the executive branch worked out 
with Black the main lines of the U.S. position. These were (1) $200 mil
lion subscription (20 percent) by the United States upon congressional ap
proval; (2) provisions for weighted voting of the major portion of the 
bank's total shares; (3) a requirement that procurement with the bank's re
sources take place only in member countries; and (4) an offer, subject to 
congressional approval, of up to $100 million to a multilateral Southeast 
Asia Regional Development Fund, if matched by other donors, for projects 
affecting more than one country, which would be administered by the bank 
but not be part of its regular capital subscription. 17 The $200 million 
subscription was arrived at primarily through negotiations with Japan. 
Black recounts how he was able to convince Japan to match the U.S. sub
scription. 

The Inter-American Bank ••• gets most of its external 
financial support from annual grant from U.S. Congress 
under the Alliance for Progress. Virtually all of its 
loans are subject to the veto of the U.S. Director. 
This means that, whether we use it as such or not, the 
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IADB is, first and foremost, an instrument of U.S. po
litical policy in Latin America. In contrast, the ADB 
was set up as a bank from the start. Hore than 60 per 
cent of the initial $1 billion in subscribed capital 
came from the nineteen Asian members; the governments 
from outside the region subscribed the rest. Because 
the ADB was founded not on a set of political assump
tions but on a set of banking principles, Japan a,reed 
to contribute $200 million to the initial capital. 8 

Henry ~- Fowler, Secretary of the Treasury, expressed some hesitancy 
regarding the U.S. offer of $100 million for a special fund. He thought 
Congress would not support a program that could have an adverse effect on 
the balance-of-payments program of the Treasury Department. Horace Busby, 
Special Assistant to the President, gave a different opinion to Johnson. 
"Insofar as the balance-of-payments program is concerned, I believe both 
the business cornmuni ty and Congress place first emphasis upon that pro
gram's operations in relation to Europe and other developed countries.n19 
Fowler wanted to tie U.S. funds to procurement in the United States, but 
Busby opposed this position. He thought it was a bad principle and created 
a bad image. In a memorandum to Johnson, Busby said, "While it is over
statement, the net effect of the 'tying' of U.S. funds is to show a differ
ent value towards our dollars than towards the lives of U.S. personnel in 
Vietnam. Such a position is neither desirable nor necessary. n20 Ap
parently these words hit home, and Johnson sent the following message to 
Black prior to the Wellington meeting: "no tying on Bank capital, and OK 
to mention $100 million.n21 

Following the Consultative Committee meeting, Joseph W. Barr, Under 
Secretary of Treasury, informed Wright Patman (D. Tex.), Chairman of the 
House Committee on Banking and Currency, of the Administration's posi
tion. 22 An initial capitalization of 20 percent of the total up to $200 
million was agreed to. Ninety percent of the total votes of bank share
holders would be allocated equally among members. The lending terms would 
be 5 1/2 percent interest with six years grace and thirty years repayment. 
The bank would be managed by a qualified person, presumably Asian, and the 
United States would be pleased to provide the vice- president. As a major 
subscriber the United States would expect to have a member on the Executive 
Board. There was continual dialogue with members of Congress throughout 
the negotiations. 

The Consultative Committee divided up into two groups after the Wel
lington meeting. These groups visited eighteen regional countries and 
thirteen countries of Europe and North America. Black, not a member of the 
Committee, went on a fund-raising tour of Europe, during which he addressed 
the assembled representatives of the developed countries in the Development 
Assistance Committee of the Organization for Economic Cooperation and De
velopment (OECD) .23 The proposed goal was that regional members should 
subscribe 60 percent ($600 million) of the capital, and nonregional members 
40 percent. On August 4, 1965, the Consultative Committee met in Bangkok 
to draft a proposed charter for the bank. The proposed charter was similar 
to that of the Expert Group, presented at the twenty-first session of ECAFE 
in March 1965. The emphasis was on mobilizing external resources.24 1be 
United States was not represented officially at this meeting. At the 
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request of ECAFE, the United States sent "a legal consultant who attended 
the meetings but had no opportunity to participate except when there was 
raised a legal issue, or when on occasion a question arose as to the posi
tion of the United States on a particular point.n25 

THE ACTORS 

In August 1965 an interagency Asian Development Task Force and a Work
ing Group were formed. The members of the Task Force and the Working Group 
were proposed by Bernard Zagorin, Director, Office of Developing Nations, 
Treasury Department, and Thomas Farmer, General Counsel, Agency for Inter
national Development (AID). The names were submitted to Joseph Califano, 
Special Assistant to the President, after receiving approval from Barr and 
William Gaud, Deputy Administrator, AID. The members were:26 

ADB Task Force 

Joseph Barr, Chairman - Treasury Department 
Eugene Black - Special Adviser to the President 
William Gaud - AID 
Charles Schultze - Bureau of the Budget 
Anthony Solomon - Department of State 
Francis Bator - White House Representative 

Task Force Working Group 

Bernard Zagorin, Chairman - Treasury Department 
Benjamin Caplan - Department of State 
Roy Englert - Treasury Department 
Thomas Farmer - AID 
Thomas Niblock - Assigned to Black from AID 
Richard Richardson - Bureau of the Budget 
Robert Smith - AID 
Edward Hamilton - White House Representative 

In a memorandum to Califano, Farmer stated, "Although a Treasury man is 
named as the Chairman of the Task Force Working Group, Zagorin and I decid
ed to fudge the issue of whether Treasury or A.I.D. was in charge of the 
legal work by listing the members of the Working Group in alphabetiCal 
order. n27 In an interview, Niblock said there was more personal rivalry 
involved than institutional rivalry. The legal work was only one aspect of 
the decisions to be made. The policy decisions were made largely by con
sensus. 28 

The functions of the Task Force and its Working Group were to coordi
nate and direct all matters relating to U.S. participation in the bank, 
including (1) preparation of the U.S. position, (2) negotiations with the 
representatives of foreign countries and international institutions, and 
(3) preparations for and presentation of the necessary legislative program. 
Joseph Bowman, Jr., Assistant to the Secretary for Congressional Relations, 
Treasury Department, and Alex Dickie, Congressional Liaison Staff, AID, 
worked in conjunction with the Working Group. 29 According to Niblock, 
the Task Force was for the entire Southeast Asian Development Program 
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Johnson had proposed, and the Working Group dealt specifically with the 
ADB.30 

The preliminary charter for the bank was drawn up at the August 1965 
meeting of the Consultative Committee, but the main negotiations on the 
charter were to take place in Bangkok, October 21 through November 1, 1965. 
The first meeting of the Working Group was held on August 18, 1965. The 
meeting focused on the draft charter approved by the Consultative Committee 
a week earlier. The Working Group found most of the amendments to the 
charter acceptable, even beneficial in some areas, with these two excep
tions: "1) The Committee had rejected a proposal to allow donors to tie 
their commitments. It substituted a provision that the Board of Governors 
would determine procurement policy. 2) The agreement provided for a signa
ture period of only 30 days and a deadline on receipt of instruments of 
ratification of only 120 days."31 The Working Group did not reach agree
ment on either point, and Black was asked to convey to the Asians that the 
provisions were unacceptable as written. 

Black appeared before the Senate Committee on Foreign Relations at 
Chairman Fulbright's (D. Ark.) invitation, on August 18, 1965, in executive 
session. 32 He had also appeared before the House Committee on Banking 
and Currency in executive session on July 29, 1965. Black kept Johnson in
formed of these appearances. Califano asked Barr to keep him informed on 
the progress of the Task Force and the Working Group. "We want to fold 
this into the 1967 legislative program and for our purposes we are essen
tially treating your Task Force as one which will develop a legislative 
program for the Bank."33 Califano also wanted Barr's opinion on having a 
special message to Congress on the ADB. Barr returned a memo saying, "I 
agree with your view that the Asian Development Bank merits a special mes
sage to the Congress. . . . Preparations on the Bank appear to be going 
well. The Asian experts have drawn up a draft charter which presents us 
only with a few problems . . . procurement and voting rights." 34 Dixon 
Donnelley, Assistant to the Secretary of the Treasury, wrote a memo to Joe 
Laitin, White House Press Office, suggesting that a press release might be 
appropriate following Black's meeting with Johnson on September 17, 1965. 
"Although the Asian Development Bank will undoubtedly not be the only topic 
of discussion, it is certainly one in which the President has a strong per
sonal desire."35 

On October 21, 1965, representatives from thirty-one countries met in 
Bangkok. After ten days of intensive negotiations, a draft Agreement Es
tablishing the Asian Development Bank was unanimously adopted. The U.S. 
position was ironed out in a meeting of the Task Force and Working Group on 
October 4, 1965. In convening the meeting, Barr told the members: 

Tile purpose of the meeting in general will be to report 
on the highlights of the bilateral discussions I had 
with a number of countries at the Fund/Bank meetings 
last week, to discuss appropriate steps to take now re
garding some outstanding questions, particularly ade
quacy of contributions from European countries, and to 
guide staff work in preparation for the Bangkok meeting 
later this month.36 
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The U.S. mission at the Bangkok meeting was headed by Merlyn Trued, Assis
tant Secretary of the Trea~ury. Staff members of the Senate Committee on 
Foreign Relations and the House Committee on Banking and Currency were in
vited to serve as staff advisers on the U.S. delegation. 

Trued sent a cable to Barr following the meeting with this report: 
"The main points of discussion included charter provisions dealing with the 
convertibility of currencies as paid into the Bank as capital subscrip
tions, size of board directors, proportion of voting rights consisting of 
basic votes and taxation of Bank's staff's incomes." 37 Fowler informed 
Johnson of the developments at this meeting. "I am happy to report that 
the Bangkok meetings seemed to have been eminently successful and have 
resulted in a charter which the United States can support wholeheartedly. 
• • • It is very similar to the charter of the World Bank and consequently 
should pose no problems with the Congress. 11 38 

The only problem during the Bangkok meeting was the shortfall of sub
scriptions by developed countries. The European contributions were less 
than half the target of $175 million for which the Asians had hoped. Of 
particular concern was the token subscription offer of $10 million by the 
British. Trued reported that the low offer "was likely to adversely affect 
contributions of other Western European countries and, from the U.S. point 
of view, poses possible difficulties in Congress owing both to size of U.S. 
subscription and to the question of procurement." 39 The regional members 
decided to go forward with the planned Second Ministerial Conference on 
Asian Economic Cooperation to be held in Manila in December 1965, despite 
the fact that the $1 billion capitalization goal had not been met. They 
were confident that capitalization would be forthcoming and had an intense 
desire not to lose momentum. 40 The mood of the Administration was also 
optimistic. Fowler reported to Johnson: 

It would seem that we have successfully completed the 
negotiating phase of what can possibly be an extremely 
important institution in Asia. The importance can be 
underscored by the fact that the USSR was in Bangkok; 
they were most friendly; and, while they probably will 
not subscribe to the Bank, they will probably contrib
ute support in the form of a trust fund.41 

Eugene Black was concerned about the subscription shortfall. He wrote 
a memorandum to Johnson in November 1965 asking for authorization to say at 
the Manila meeting that the United States is prepared to increase its cap
ital subscription from $200 million to $300 million to pick up the slack. 
"The goal for the Asian Bank has been $1 billion. . • • The Bank has con
stantly been described in the press and in Asia as a 'billion dollar Bank.' 
• • • The Asian countries have subscribed to practically all of the $600 
million expected of them. • . • The shortfall is due almost entirely to the 
failure of the French and Russians to join the Bank. 11 42 Barr had this to 
say to Johnson regarding Black's request: 

I have consistently emphasized that the United States 
is taking a minority position in this Bank, and that 
the initiative and direction in this effort is Asian, 
not U.S. We, in essence, are responding to an Asian 
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request for help, not telling Asians what to do. So 
far, I am satisfied and pleased with the reaction to 
this approach. It meets the congressional growl that 
the United States is carrying a disproportionate share 
of the aid efforts in the world.43 

Fowler sent a memo to Johnson concurring with Barr and stating that "I 
should particularly like to emphasize the importance of the balance-of-pay
ments argument." 44 Mc George Bundy, Special Assistant to the President, 
also sent a memo to Johnson regarding this issue. 

We have done a handsome share, and the Bank is a suc
cess, because of what you and Gene have done. I think 
this is credit enough, and that it does not make sense 
for you to overrule your balance-of-payments team and 
your State Department experts in favor of Gene's own 
deep J>ersonal commitment to the billion dollar tar
get. 45 

These memoranda were written to Johnson between November 18 and November 
22, 1965. A decision had to be made before the Consultative Committee 
meeting in Manila only six days away. 

Upon arrival on November 28, 1965, Black and Barr received a cable 
from Secretary of State Dean Rusk instructing Black to "explore with the 
Japanese the advisability of picking up the shortfall which seemed to exist 
in the capitalization of the Bank. n46 Apparently Johnson had decided 
that Black's concern for the $1 billion target was more important than the 
other views expressed by Barr, Fowler, and Bundy. As it turned out, the 
negotiations on this matter resulted in the United States maintaining its 
initial offer of $200 million. Fowler reported to Johnson that "there was 
no sympathy among the Asians for a U.S. underwriting of the shortfall in 
the capitalization of the Bank, and Gene dropped the idea. n47 Other 
questions discussed during the Consultative Committee meeting were the 
election of directors and the program for bringing the bank into being.48 
The final report of the Consultative Committee was then presented to the 
conference of Asian ministers that took place in Manila December 2-4, 1965. 

The Second Ministerial Conference on Asian Economic Cooperation ac
cepted the draft charter as presented by the Consultative Committee. nie 
only question considered at the Conference was the location of the bank's 
headquarters. Nine countries offered to accommodate the bank, but it 
turned out to be a fight between Tokyo and Manila. 49 The United States 
did not get involved in this struggle. It would have been politically un
wise to interfere in what turned out to be a heated debate. The site 
agreed on was Manila. Fowler reported to Johnson that since the Philip
pines had won the site, the Japanese would probably be offered the presi
dency of the bank. Barr sent Fowler a memorandum following the meeting 
with these impressions: 

1) They [the Asian members] look at this Bank as a sym
bol of progress--almost as an exclusive club in which 
they can take inordinate pride ••.• 5) I am convinced 
that though this may not be much of a Bank it will be a 
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crucially important political device that can bridge 
the suspicions and distrust that these small nations 
feel toward the U.S. and Europe.50 

In this memorandum Barr added, "As we are already committed, I recom
mend that we maintain our competitive posture and drive for early enact
ment of the authorizing legislation."51 The Administration had been 
mindful of the congressional role from the beginning of U.S. involvement in 
the bank. The climax of congressional involvement was the inclusion of two 
senators and fourteen representatives as members of the U.S. delegation to 
the Manila Conference. On December 4, 1965, Black, the official U.S. rep
resentative, joined twenty-one other representatives in signing the Agree
ment Establishing the Asian Development Bank. The Agreement was left open 
for further signatures in Bangkok until January 31, 1966. The Agreement 
would go into force when it was ratified or accepted by fifteen signator
ies, including ten regional countries whose aggregate capital subscrip
tion could not be less than 65 percent of the total capital stock. 

LEGISLATIVE PROCESS 

Johnson issued a press release in which he said, "The signing of the 
Charter is a milestone in economic cooperation among the Asian countries 
and between them and countries outside the region. It gives great promise 
for the future for peaceful cooperation in a vital common effort--to help 
improve man's life in Asia. 11 52 The Administration immediately began work 
on the legislation. Johnson wanted the United States to be among the first 
countries to ratify the charter. "Our own constructive influence in the 
organization and management of the Bank will be increased if we can become 
active at its very beginning. 11 53 The Treasury Department and Johnson's 
staff began preparations for a presidential message to be delivered to Con
gress. Barr sent Califano the draft message asking for his advice in one 
area--the use of trust funds for the bank. Black did not want this to be 
included, but Robert Barnett, Deputy Assist ant Secretary of State for Far 
Eastern Economic Affairs, wanted to keep it in. Black was concerned about 
the trouble Senator Stuart Symington (D. Mo.) might cause on this issue. 
Barr said that "Symington strongly supports the Bank but opposes the Trust 
Funds. I believe that we have the votes to ride over Symington. • • • nie 
charter and legislation clearly provide for the Trust Funds if we want 
them. nie issue is this--do we want to risk trouble by calling attention 
to these provisions. n54 Califano decided to include the trust fund pro
visions in Johnson's speech. 

Johnson delivered a message to Congress on January 18, 1966, calling 
for the prompt approval of U.S. participation. 

This new institution expresses the will of Asia to de
velop her manifold human and natural resources, and 
thereby lift the burden of poverty that has been the 
lot of her people since the ancient times. • • • Con
ceived and sponsored by the Asians, the Bank is open to 
all countries in that region, regardless of ideology, 
who are members of the U.N. or its specialized agencies 

•• The Asian Development Bank is a necessity--not 
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a luxury. This proposal is neither uto-pian nor vague. 
It is the product of careful delibera-tion by the fore
most experts in international finance. • it is 
also an avenue of good will and sound policy for the 
u.s.55 

A Treasury Department report was submitted with Johnson's message. It de
scribed the specifics of the bill. The report concluded that "the benefits 
to U.S. political and economic objectives would be substantial, especially 
in comparison with the costs involved."56 

A few days after his message to Congress, Johnson had a meeting with 
John McCormack (D. Mass.), Speaker of the House. Following the meeting 
McCormack said publicly, "I told the President that we expect the Asian De
velopment bill to receive very prompt committee action, and early action on 
the floor. n57 Two days later the Subcommittee on International Finance 
of the House Committee on Banking and Currency held hearings on the Admin
istration's bill (H.R. 12219). Wright Patman, Chairman of the Committee on 
Banking and Currency, introduced the Administration's bill. Six identical 
bills were introduced from members of the Subcommittee. The key witnesses 
were AID Administrator David Bell, Fowler, Barr, and Trued. Henry Reuss 
(D. Wis.), Chairman of the Subcommittee, opened the hearings with praise 
for the ADB. "It also speaks again of our recognition of our responsi
bility to share the bounty of our good fortune to meet the needs of 
friends. n58 Fowler gave a brief statement recounting the history of the 
bank and added that "it would be in the national interest to authorize the 
President to accept membership in the proposed bank at an early date." 
Barr's testimony concerned the effect on the balance of payments. He said 
that over the long run "we look for no net balance-of-payments cost to the 
United States resulting from our participation in the Asian Development 
Bank." 

Representative Seymour Halpern (R. N.Y.) asked Barr what the benefits 
of special funds administered through the ADB instead of direct bilateral 
aid would be, and whether the United States would have control over the 
projects funded through the special funds. Barr replied that technical 
representatives from the area could be much more frank in delineating sound 
policies, and that there would not be a language barrier. Fowler responded 
to the second part of the question saying, "We could exercise the normal 
prerogative in setting up any special fund--to state the terms and condi
tions that we thought would be appropriate." 

Representative William Widnall (R. N.J.) began his questioning by com
plimenting the Administration for letting members of Congress and staff at
tend some of the meetings. In reference to the Bangkok meeting in October 
1965, he said, "We were fortunate in having congressional staff members 
there who reported back to us that they had never seen a group work harder, 
and that these fruitful deliberations gave them a very wholesome feeling 
toward the entire project." Representative Richard Ottinger (D. N.Y.) said 
that his only concern was how the requirements for membership had been 
made. He wanted to know what position the United States had taken on this, 
particularly on the exclusion of Communist China, North Korea, and North 
Vietnam. Barr said that the criteria for membership was decided on by the 
Asians. He added that "the Asians have indicated very definitely that this 
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is their Bank and they are going to run it the way they see fit. We par
ticipate and cooperate." Fowler added, "We did not put any strings at
tached to our acceptance." 

The major question during the hearings concerned Section 5(c) of the 
bill. This section stated that: 

Unless the Congress by law authorizes such action, 
neither the President nor any person or agency shall, 
on behalf of the United States ... (c) make a loan or 
provide other financing to the Bank, except that loans 
or other financing may be provided to the Bank by a 
United States agency created pursuant to an Act of Con
gress which is authorized by law to make loans or 
provide other financing to international organiza
tions. 59 

Widnall was concerned that this provided virtually unlimited authorization 
for the United States to give unlimited foreign assistance through the bank 
without any further authority from either the Subcommittee or the Committee 
on Foreign Affairs. Representatives Burt Talcott (R. Cal.) and Halpern had 
similar concerns. Halpern asked Fowler whether if 5 ( c) were removed, 
"Would it pose, in your opinion, any legal questions with respect to the 
charter?" Fowler's reply was that it would not pose any problems as far as 
the charter was concerned. Only one witness, Dr. Elgin Groseclose of the 
Citizens Foreign Aid Committee, voiced opposition to the bill. His opposi
tion was based on the attitude that the bill "adds to the proliferation of 
supragovernmental agencies which are in effect self-perpetuating bureaucra
cies only remotely responsive to public will." 60 He also felt that the 
continuous concentration of the flow of capital through U.S. Government 
agencies strangled the flow of private capital abroad, "which is the most 
productive and most generative form of capital. rr61 The basic response 
was that the bank was one of several different approaches to foreign aid, 
and that the regional bank concept can be effective. 

The Subcommittee reported the bill on February 2, 1966, with one 
change regarding Section 5(c). This change provided a limit of $1 million 
a year in technical assistance--such as books and the services of 
specialists--that could be provided to the bank from foreign aid appropri
iations. Califano told Johnson that "this is not a significant change. It 
was put in with Bell's and Fowler's approval to answer criticism that the 
Bank could be used as a channel to spend an unlimited amount of Foreign Aid 
funds.n62 

The Administration continued its push to get the bill through Con
gress. Barr sent a memorandum to Fowler on February 2, 1966, saying that 
the bill was ready to go to the full Committee but that Chairman Patman was 
tied up with other hearings. "! must find some way to persuade him to get 
his full committee together quickly and get his legislation before the 
House.n63 Patman responded and called his Committee together on February 
7. The Committee reported a clean bill, HR 12563, the same day. This bill 
incorporated the Administration's bill with the Subcommittee's change. 
Johnson promptly sent a cable to Patman from the LBJ Ranch corigratulating 
him on the prompt action taken by him and the Committee.64 
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The House agreed to "suspend the rules" at Patman's urging, and passed 
HR 12563 by 293-80 roll-call vote on February 9. Under the suspension of 
the rules, the House allowed only forty minutes of debate and no floor 
amendments, and it required a two-thirds majority. 'Ole report submitted by 
the Committee included this statement by Ambassador-at-Large Averell Harri
man: "U.S. support for the Bank at this time, when world attention is 
focused on news of the war in Vietnam, will demonstrate the vitality of the 
President's concept of peaceful development in Asia.n65 niere was virtu
ally no debate on the floor. 1be bill was sent to the Senate. 

The Senate Committee on Foreign Relations held a hearing on HR 12563 
on February 16, 1966. In a memorandum to Johnson, Mike Manatos, Special 
Assistant to the President, reported that he had had a long conversation 
with Senator Everett Dirksen (R. Ill.) about the hearing on February 15. 
Dirksen had met with Senator Fulbright, Chairman of the Committee, and ar
ranged the schedule for witnesses. Manatos said that Dirksen had told him 
that Senator Bourke Hickenlooper (R. Iowa) "is quite disturbed about the 
psychological effect these hearings are having overseas. He feels the 
Administration has the only sensible position in the matter--that he con
curs with i t--but we have not yet sold it. n66 1be hearing did not re
flect this at all. There was virtually no discussion other than clarifi
cation for the record of certain sections of the bill. 

One point for clarification was the makeup of each country's sub
scription. Black explained that each country "puts half their money in a 
convertible currency, and then half in their own currency. n67 He ex
plained that most of the loans would be made in hard currency on hard 
terms. This would limit the resources for loans because only $400 million 
of the total capitalization of $1 billion was in hard currency. Hicken
looper wondered whether the Asians would, in fact, limit the loans to hard 
currency on hard terms. Black settled this issue by explaining that •or 
the paid-in capital only 10 percent of that capital can be used for soft 
loans, and 90 percent has to be for hard loans, and that 10 percent can 
only be used by a three-fourths vote of the Board of Governors, before they 
can use even 10 percent for soft loans. n68 This explanation underscored 
the concept that the bank was established on sound banking principles. 

Another question concerned the voting rights of the United States. 
The United States had a 16. 7 percent share of the vote. Senator Wayne 
Morse (D. Ore.) was not sure that was enough to protect the interests of 
the United States. Black responded that this would be a problem, because 
"! think that the nonregional countries and Australia and New Zealand and 
Japan would have similar interests to ours.n69 'file Committee ordered the 
Asian Development Bank Bill to be reported, without amendment, by a unani
mous vote on February 21 in executive session. 1be Senate passed HR 12563 
by a voice vote on March 2, 1966. Senator Strom 1burmond (R. S.C.) was the 
only senator to go on record in opposition to the bill. He thought it was 
just another method of funneling foreign aid to countries with no U.S. con
trol over its use.70 

Johnson signed into law P.L. 89-369 on March 16, 1966. Jack Valenti, 
Francis Bator, and Edward Hamilton coordinated the preparation of Johnson's 
speech. Bator proposed the idea of a signing ceremony in a memorandum 
which contained three points: the ceremony would give Johnson a sounding 
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board for peace in Asia; it would publicize the birth--only one year after 
the Johns Hopkins speech--of the first Asian regional organization devoted 
to promoting economic growth; and it would give substance to Johnson's aid 
message emphasis on helping those who help themselves. 71 Bator sent 
Valenti the draft statement written by Hamilton, noting that Vietnam was 
not directly mentioned. Bator was in full agreement with that. "If we 
link the President's initiative too closely with the Vietnam war, it will 
be written off by the skeptics as a cheap propaganda stunt, and will make 
it much harder for neutralist Asians to play ball. n72 Johnson's speech 
reflected these sentiments. He opened the statement saying: "This is a 
moment in which history and hope meet and mov_e on from here as partners. 
Less than one year ago, on April 7, 1965, I asked for the creation of the 
Asian Development plan to seek economic advancement and social justice for 
all of Asia. I pledged the full support of the United States of America to 
that task."73 

At the request of Black, Bell, and Bundy, Johnson appointed Bernard 
Zagorin as the U.S. Director-Designate for the ADB. The remaining task was 
to get the necessary appropriations from the Subcommittee on Foreign Opera
tions and Related Agencies Appropriations of the House Committee on Appro
priations. Seven representatives of the Treasury Department appeared 
before the Subcommittee. Otto Passman (D. La.), Chairman of the Subcommit
tee, made it known that the bill had been authorized only ten days earlier 
and was being rushed through the appropriations process. Barr told him, 
"We thought that if we are going to put up our money and be a member of 
this Bank, we should be involved in the organizing process. That is the 
reason for the speed."74 Passman voiced his concern, "From little acorns 
big trees grow. If I thought it would be the end, I would stop right now 
and ask the committee for a vote and vote for it myself, which would be the 
first aid I ever voted for. I think this is just getting the nose under 
the tent."75 Despite the rhetoric, the appropriations were made. 

The Agreement Establishing the Asian Development Bank was ratified on 
August 22, 1966, following its approval by fifteen countries, ten of which 
were regional nations. The inaugural meeting was held in Tokyo in Novem
ber. By this time there were twenty-nine member nations. The confidence 
of private financial corporations in the bank was expressed "by the pres
ence of the representatives of some 60 commercial banks and other financial 
corporations, including more than 20 each from the United States and Japan, _ 
and eight from Britain. n76 Black and Johnson could take much of the 
credit for the Asian Development Bank's successful start. 

DECISIONMAKING PROCESS 

President Johnson's Johns Hopkins speech marked the beginning of the 
U.S. involvement in the ADB. The ADB was not specifically mentioned in 
Johnson's proposal for the United States to make a billion dollar invest
ment in a plan for cooperation in increased development of Southeast Asia. 
It was Secretary General U Thant who suggested that the United States be
come involved. Niblock is convinced that Johnson decided to propose a 
Southeast Asian development program because of foreign and domestic pres
sure against U.S. involvement in the Vietnam war.77 

265 



Johnson met with Walter Lippman, who was a vigorous opponent of U.S. 
involvement in Vietnam, on April 6, 1965. This meeting was held off the 
record, but a memo from Bundy to Johnson on the day of the meeting indi
cates the substance of the discussion. "! would think it perfectly proper 
to show the current draft of your speech to Walter Lippman and get his 
opinions. A part of our purpose, after all, is to plug his guns, and he 
can tell us better than anyone to what degree we have done so.n78 
Johnson also met with Barbara Ward, a British journalist and writer on de
velopment, before the speech was delivered. 79 Johnson was seeking sup
port from the intellectual community. Niblock offered another possible ex
planation for Johnson's proposal. Johnson was thinking in terms of healing 
the wounds of a defeated enemy. He kept receiving reports from military 
leaders that the war would soon end.80 

Once the decision had been made to propose a Southeast Asian regional 
development program, Johnson worked quickly to organize the Administra
tion's effort. On April 7, 1965, even before the speech, Johnson asked 
Black to become his Special Adviser on Southeast Asian Economic and Social 
Development. Black was chosen because he had been the President of the 
World Bank and knew how the international financial system worked. At the 
time of Black's appointment, U.S. involvement in the ADB was not an issue. 
As Barr told Fowler, "Gene Black's reputation in this part of the world is 
a potent U.S. asset. These people trust him.n81 

Black had direct access to Johnson. Others in the White House Office 
who were involved in the ADB--including Bator, Hamil ton, Manatos, Bundy, 
Califano, and Valenti--also had open communication lines with Johnson. lbe 
inter agency Task Force and Working Group fostered the involvement of the 
agencies concerned. Before the Task Force and Working Group were formed, 
Niblock was sent from AID to serve as the Special Assistant to Black, and 
he facilitated the flow of information to AID. 

The Treasury Department had strong representation in the persons of 
Barr as Chairman of the Task Force, and Bernard Zagorin as Chairman of the 
Working Group. Secretary Fowler was kept informed. The continuous in
volvement of high-level officials was a sign of Johnson's personal commit
ment to the issue. 

President Johnson was never left out of the communications network of 
the decisionmaking, although he placed his full trust in Black. Tilis trust 
was evident from a letter Johnson wrote to Black: 

As I suggested on Feb. 26, I am asking you to be my 
eyes and ears in discovering what Asia's leaders con
sider to be their most fundamental problems and how 
they believe we can assist in solving these problems. 
I hope that you can convey to them my concern not only 
with the achievement of economic growth, but also the 
fulfillment of the educational, cultural, and scienti
fic aspirations of the people of Asia. . •. I intend 
to give most careful and sympathetic attention to your 
report when you return to Washington.82 
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The bill to authorize acceptance of membership for the United States 
in the ADB was able to get through the Congress rapidly and with little 
dissent because members of Congress were involved from the beginning in the 
negotiations and recognized the political importance of the bank. The 
overall U.S. action can be summed up as a well-planned effort, using inter
agency cooperation combined with effective executive-congressional communi
cation. 

LOOKING BACK 

The Asian Development Bank has functioned effectively, with U.S. par
ticipation and support, since its official ratification in August 1966. 
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. THE 1965 SUGAR ACT AMENDMENTS 

BY MICHAEL HARVEY 





"'· 

CHRONOLOGY 

THE 1965 SUGAR ACT AMENDMENTS 
BY MICHAEL HARVEY 

1960 - Fidel Castro takes power in Cuba, leading Eisenhower Administration 
to suspend Cuban sugar quota. 

1961 - Cuba dumps sugar on world markets, lowering world sugar prices. 

1962 - Kennedy Administration amends Sugar Act to fill void left by sus
pension of Cuban quota and adds an import fee. 

1963 - Decrease in Cuban sugar production, along with poor sugar crops in 
Europe, leads to fivefold increase in sugar prices. 

1965 - President Johnson approves interagency proposal to increase domes
tic sugar quotas, .set an objective formula for country quotas, and 
establish a moderate import fee. 

1965 - Representative Harold Cooley (D. N.C.), Chairman of House Agricui
ture Committee, refuses to submit bill with the import fee in
cluded. 

1965 - House Agriculture Committee reworks sugar amendments, imposing new 
quotas and dropping concept for an objective formula. 

THE ISSUE 

One contentious trade issue during the Johnson Administration was the 
need to extend the . foreign quota provisions of the 1948 Sugar Act, which 
expired at the end of 1964. Tile issue centered on allocating the American 
sugar market between domestic and foreign producers. This allocation in
volved the American beet and cane growers, and the domestic cane refining 
industry, which was heavily dependent on imports of sugar. 

One aspect of the problem was a series of market disruptions after 
Fidel Castro came to power in Cuba. Prior to the Castro regime, Cuba's 
quota amounted to one-third of the entire American sugar market. Following 
confiscation of American property on the island, President Eisenhower was 
given authority to suspend the Cuban quota and assign it to other coun
tries. 1 The Cuban response was to dump its crop and reserves on the 
world market in 1961. This action, together with good sugar crops else
where, led to ·the lowes~ sugar prices in recent years, which affected all 
sugar producers. Latin America and other sugar-producing countries then 
asked for increases in their permanent U.S. quotas, which could come only 
at the expense of the former Cuban quota. Domestic producers also demanded 
an increase in their share of the U.S. market, arguing that a large per
centage of U.S. sugar needs should not be controlled by a Communist nation. 
U.S. producers also .doubted the reliability of other foreign suppliers to 
fill the shortfall left by Cuba. 
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To satisfy the demands of both producing groups, the Kennedy Adminis
tration proposed a major reworking of the Sugar Act in 1962 to increase the 
domestic quota and allow foreign producers to fill the suspended Cuban quo
ta on a first-come, first-served basis. The Cuban quota would be desig
nated a "global quota" pending "the return of Cuba to the family of na
tions." An import fee was proposed to remove some of the disparity between 
the artificially high domestic price of sugar enjoyed by foreign producers 
in their sales to the United States, and the lower world price.2 

Congress passed Kennedy's proposals basically as presented, although 
the House, under the influence of Rep. Harold Cooley (D. N.C.), Chairman of 
the Agriculture Committee, did make some modifications. Cooley preferred 
reducing rather than eliminating the suspended Cuban quota in order to re
duce the shock to foreign producers if there were a reinstatement of the 
Cuban quota. The final bill set country-by-country quotas, and the Cuban 
"global" quota was cut in half. The bill followed the Administration's 
recommendation of a first-come, first-served basis for filling the global 
quota. The import fee was applied for sugar coming in under this global 
quota, and all other imports would be subject to 10 percent of the fee in 
1962, 20 percent in 1963, and 30 percent in 1964.3 

The new legislation was in effect for only a year before world sugar 
markets suffered additional shocks. Following the plunge in world sugar 
prices in 1961 and 1962, Castro decided to diversify the Cuban economy and 
reduce his country's dependence on sugar exports. The result was a major 
decrease in the Cuban sugar crop in 1963. Beet sugar production in Europe 
de.clined due to bad weather. The result of these two events was a drop in 
world sugar production from a normal of 16 million tons to 10 million tons. 
World prices increased by 2 1/2 cents to 12 cents pe~ pound.4 

Sugar prices in the United States increased by only 1 1/2 cents a 
pound, mainly because the u.s. sugar price was higher to start with. This 
higher price, together with the security offered by the quota system, led 
foreign producers to make a great effort to obtain high quotas. Knowing 
this, the Agriculture Department made 1 t known that future quotas would 
depend on supplies offered. to the United States during the shortage. In 
March 1963, the Agriculture Department announced that there would be no 
acreage restrictions on sugar beet plantings for 1964 and 1965 in order to 
build stocks and dampen speculation.5 

The controversy surrounding the 1965 Sugar Act resulted from the need 
to resolve several issues simultaneously. First, foreign quotas had to be 
renewed. Second, there was a need to deal with the large domestic sugar 
stockpiles that were being built up as a result of the lifting of acreage 
restrictions. Finally, domestic production had exceeded what was allowed 
to be marketed under the quotas assigned in the Sugar Act. Beet growers 
supported an Administration proposal for unlimited marketing of domestic 
sugar during 1964. Such an increase in domestic sugar sales, it was 
assumed, would be offset by a decrease in the global quota of 500 thousand 
tons. The cane refiners bitterly opposed the plan as it would cut into the 
imports which they needed.6 

Continuation of the import fee was also hotly debated. ~upporters of 
the fee argued that it eliminated the unearned premium that foreign 
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producers enjoyed, and opponents maintained that it did serious harm to 
producers in Latin America and that this would adversely affect American 
interests in the area. 

CONTENDING FORCES 

Beet growers made a strong case for increased sales of domestic sugar. 
They reminded Washington that it was at the request of the Agriculture De
partment that they had expanded the beet acreage--an increase which had 
helped break the price spiral of 1963.7 

In addition to unlimited marketing in 1964, beet growers requested a 
permanent increase in their quota of 750,000 tons, almost one-third over 
their existing quota. This, they argued, was necessary not only because it 
would protect against future market disruptions caused by uncertain foreign 
supplies, but also because it would be unfair to ask beet growers to cut 
back the acreage they had expanded at official request. Domestic beet 
growers also maintained that reducing sugar imports would ease American 
balance-of-payments problems.8 

The beet growers supported the extension of the import fee as proposed 
by the Administration. Later events were to show that this was not an is
sue about which they felt strongly. 

One political factor working in favor of the beet industry was its 
size. The federal government for some years had encouraged sugar beet pro
duction in the Western states in order to find use for marginal farm
lands. 9 By the 1960s, this program led to strong sugar beet cons ti tu
encies in twenty states. 

In its dealings with the Johnson Administration, the cane refiners 
pointed out that beet growers were mostly Republicans. In a memorandum en
titled "Poli tic al Aspects of the Beet Sugar Industry's Location," prepared 
by the State Department and attaching information provided by the refiners, 
it was noted that in the 1960 presidential election only 38 of 267 sugar 
beet counties went for Kennedy, and that only 6 of the 20 states of the 
beet industry went . for the Democrat. A similar pattern could be found for 
congressional and senatorial seats. 10 

The cane refining industry provided formidable opposition to beet in
dustry expansion. Every ton added to the beet growers' quota was apt to 
result in one less ton that could be imported for refining. The position 
of the cane refiners was strengthened by the fact that when the Sugar Act 
had come up for amendment in 1962, the various sugar interests had agreed 
that sugar quotas would not be changed prior to 1967. The push by beet 
growers for an increased quota was seen as a breach of faith. The follow
ing appeared in an industry press release: "The controversy [in 1964] 
comes from the obvious effort by beet producers and processors to use the 
unusual situation in 1963 to expand their share of the market far beyond 
what all agreed was equitable.n11 

The cane sugar refining industry was concentrated on the East and Gulf 
coasts. While involving substantial capital investment, the industry also 
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had a large work force, and thus, strong congressional support in Washing
ton. 12 Letters opposing any increase in the sugar beet quota were sent 
to the White House by members of Congress whose districts contained refin
eries. The letters pointed out the large volume of business that sugar 
imports provided for the ports in their districts, and the significant ex
ports that complemented those imports. Concern was expressed ov~r · the 
employment impact of any cut in imports, particularly since many of the 
refineries were located in areas designated as "depressed" by the federal 
government. 

A strong argument against any increase in domestic quotas was that any 
decrease in imports would work against U.S. policies in Latin America. 
Irving Hoff, Executive Director of the U.S. Cane Sugar Refiners Associa
tion, argued that "the possible benefits to 630;000 beet sugar growers must 
be weighed against the dangerous undermining of many underdeveloped lands 
that depend on earnings from cane sugar exports for a 11velihood."13 The 
concern for the economip well-being of Latin America had brought about the 
creation of the Alliance for Progress. The refiners also argued that the 
import fee would call into question the sincerity of the U.S. commitment to 
Latin American development. 

Exporting nations made similar arguments--that any cut in their quotas 
would harm their economic and political stability. Sugar was the largest 
dollar earner for the Dominican Republic, Peru, the French West Indies, and 
British Guiana; the second largest for Brazil, Guatemala, and Hai ti; and 
the third largest for Mexico, Nicaragua, El Salvador, Ecuador, and the Bri
tish West Indies. The exporting countries argued that maintaining their 
quotas was in the best interest of the United States. During a visit to 
the United States, a group of Peruvian labor leaders representing that 
country's sugar workers asserted to George Weaver, U.S. Assistant Secretary 
of Labor for International Affairs, that a reduction in Peruvian sugar ex
ports to the United States could result in gains by the Communists in up
coming elections. 14 

Latin American opposition to the import fee was particularly intense. 
Many arguments were adduced for this position: a fee would be contrary to 
the provisions of the General Agreement on Tariffs and Trade; it would vio
late Section 22 of the Agricultural Adjustment Act, which stated that fees 
and quotas could be imposed only when the market was being disrupted (this 
was not the case with sugar): it would disregard principles set forth at 
the United Nations Conference on Trade and Development by disregarding the 
special needs of developing countries regarding commodities; and, finally, 
it would be contrary to the principles of the Alliance for Progress.15 

The diversity of opinion within the sugar industry was reflected in 
the Government of the United States. Although there was agreement on the 
general direction of U.S. sugar policy, there were significant areas of 
disagreement among the State Department, the Agriculture Department, the 
Bureau of the Budget (BOB), the Council of Economic Advisers (CEA), and the 
Congress. The central actor in the Congress was House Agriculture Commit
tee Chairman Cooley. 

The positions taken by the agencies on the major points of the sugar 
debate were outlined in a memorandum prepared for President Johnson. 
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A_gricul ture, whose spokesman was Charles Murphy, the Acting Secretary, 
wanted to see 545,000 tons taken from the global quota and given to domes
tic producers. State wanted no change in the basic di vision between the 
foreign and domestic quotas. The BOB, represented by its Director, Kermit 
Gordon, and CEA's Chairman Gardner Ackley, proposed an immediate increase 
of 400,000 tons for domestic producers with all of any increase in consump
tion going to foreign suppliers. 16 

The positions taken by Agriculture, BOB, and CEA corresponded with 
those of the sugar beet industry, although each agency stressed different 
points. Agriculture was concerned with removing the surplus and stabiliz
ing prices; BOB and CEA were more concerned with getting some help on the 
balance-of-payments problem. · 

The State Department was most concerned about the effects of quota re
ductions on Latin American and other countries. In a memorandum to the 
President, Secretary of State Dean Rusk stressed that any reduction in for
eign quotas would fly in the face of U.S. policy to aid exports of develop
ing countries. He added that this would also be interpreted as a sign that 
the United States was permanently writing off Cuba as a member of the free 
world since any increase in the domestic quota would come at the expense of 
the global (Cuban) quota. 17 The consensus that grew out of the divergent 
agency views was that there should be some action taken to allow domestic 
producers to market their surpluses, but that there should not be any large 
increase in the domestic quota. 

The import fee issue had a slightly different alignment among the 
agencies. BOB and CEA advocated a high fee and proposed a plan that would 
set the fee at 40 · percent of the difference between domestic and world 
prices, and would raise this by 1 O percent a year over four years to 80 
percent. The actual fee, however, would never exceed 1 1 /2 cents per 
pound. A 1 1 /2 cent fee would represent an $18 million revenue loss for 
foreign producers based on shipments in 1965. 18 BOB and CEA maintained 
that such a fee would (1) raise revenue, (2) help the balance of payments, 
(3) leave sufficient incentive for foreign producers to supply U.S. needs, 
(4) reduce the incentive for lobbying pressure from foreign producers be
cause the United States market would not be as lucrative, and (5) reduce 
the shock to those suppliers when the Cuban quota was reinstated. These 
agencies also argued that a high sugar price was an inefficient method of 
providing aid since a few producers k~pt the premium.19 · 

The State Department, represented in most of these discussions by 
Thomas Mann, the Under Secretary for Economic Affairs, opposed the very 
concept of a fee. State pointed out that the fee was extremely unpopular 
in Latin America and characterized it as "a tax levied by the rich on the 
poor."20 State's final position on the fee was influenced by concern for 
preserving · the balance between foreign and domestic quotas. State be
lieved, perhaps erroneously, that the beet growers strongly supported the 
fee and decided, therefore, not to oppose the fee too strongly in order to 
preserve the foreign quota at a reasonable leve1.21 

One issue on which all agencies agreed was the need for an objective 
formula for allocating country quotas. The formula proposed would calcu
late a nation's quota based on shipments made to the United States during 
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1963 and give double weight to shipments made during 1964. This formula 
was intended to reward countries which sold sugar to the United States dur
ing the time of shortages. As mentioned earlier, the Secretary of Agricul
ture had announced that such a plan would be followed. 

All agencies agreed that an objective formula was desirable to avoid 
the spectacle of lobbyists seeking favorable quotas from Congress.22 . The 
concern about congressional "interference" grew out of the active role Con
gress traditionally played in sugar matters. The key congressional figure 
was Chairman Cooley, who, over the years, had come to play a dominant role 
in the development of sugar legislation. Cooley was a supporter of the re
fining industry and served to balance the influence that the beet growers 
enjoyed in the Senate. 23 In his role as chairman of the House Agricul
ture Committee, Cooley also recognized the need of domestic sugar producers 
to draw down their surpluses. He wished to find a method of marketing 
those surpluses which would not result in a permanent, built-in expansion 
of the beet growers' quota.24 

Cooley was an uncompromising opponent of an import fee and made it 
clear that he would not support legislation which contained one. In a let
ter to House Speaker John McCormack, Cooley explained that he opposed the 
fee because it was contrary to the General Agreement on Tariffs and Trade 
(GATT), the Alliance for Progress, and the United Nations Conference on 
Trade and Development (UNCTAD), and, of special note, because it was op
posed by Thomas Mann. He also pointed out that such a fee would hurt the 
economies of the very countries to whom the United States was giving 
aid.25 

The matter of the foreign quotas was of particular interest to the Ag
riculture Committee because the committee believed that the setting of for
eign quotas was its prerogative. The committee members felt that setting 
quotas by some formula would ignore subtle political and economic consider
ations. 26 Cooley gave the . Administration some indication of what it 
could expect from his committee in his remarks when he submitted the Admin
istration's proposals: "It is very good to have this recommendation, but I 
want to emphasize to you and everybody else that this • • . bill that has 
been presented by the Administration is merely a recommendation to this 
committee, because, after all, this is the legislative committee of the 
Congress of our country, and this is where the legislation will be written • 
. • . And I don't think that this committee is going to abdicate its re
sponsibility and turn it over to anybody, any Cabinet officer, any bureau
crat, or anybody else."27 

TRADE-OFFS AND COMPROMISES 

It was in an environment of sharp disagreements, then, that the execu
tive branch and the Congress were trying to fashion workable legislation. 
The first proposal to break the stalemate was put forward by the beet grow
ers following discussions with Cooley and the refiners. The plan would 
have allowed unlimited marketing of domestic sugar during 1964 and 1965 in
stead of a permanent increase in the domestic quota. Room would be made by 
withholding 500, 000 tons from the global quota for each of the two years. 
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The plan would also reimpose acreage restrictions in 1965, renew the 
forei~n country quotas, and set an import fee at 40 percent of the pre-
mium. 8 . 

Cane refiners responded to the proposal by saying that it would de
stroy their industry. They stated that while they supported the concept of 
removing surpluses, they could not support doing this through some unl~m-

1 ted marketing scheme because it would result in a built-in expansion of 
beet acreage which Congress could not stop.29 

The distance between the two positions deeply concerned the Adminis
tration. The problem was laid out in a memorandum from · Benjamin Read, 
Executive Secretary of the Department of State, to Presidential Special 
Assistant McGeorge Bundy, in April 1964. Read stated that a serious effort 
should be made to obtain permanent legislation and avoid a one-year exten
sion. The memorandum reasoned that world sugar supplies were still tight 
and that uncertainty about U.S. policy would encourage further price in
creases. The memorandum argued that if sugar beet plantings continued un
restricted in 1965, then the growers could argue with merit for increased 
domestic quotas.30 

Toward the end of the session, it became clear that there was no 
chance of a compromise which would be supported by both the growers and the 
cane refiners. In a September 8 announcement, Cooley stated that "there 
was no possibility of enactment of a sugar bill which is opposed by either 
one of these influential groups. 11 31 

The failure to get any legislation out of the Congress merely post
poned the issue until the next session. Several courses of action were 
being considered by the Administration for dealing with provisions of the 
Sugar Act which had not yet expired. In a memorandum to presidential Coun
sel Myer Feldman, Benjamin Read explained that, under the Act, the Secre
tary of Agriculture was responsible for setting the official estimate of 
U.S. sugar consumption on which the domestic and foreign quotas would be 
based. The Act states that should sugar consumption fall below the year's 
estimate, the decrease would come out of the global quota. Should consump
tion exceed the estimate, the increase would be split, with 65 percent 
going to domestic producers and 35 percent to foreign producers.32 

Read suggested that the Secretary of Agriculture approve a 500,000 ton 
increase in the U.S. consumption estimate for 1964. This would allow an 
additional 325,000 tons of domestic sugar to be supplied. 'There was room 
for this in the market because 500,000 tons of the global quota had yet to 
be filled by foreign suppliers and was not likely to be filled during the 
existing shortage. Such an approach had two advantages: first, it could 
be taken by administrative action; and second, it would not prejudice fu
ture sugar legislation by modifying the present market shares of domestic 
and foreign suppliers. 

The action ultimately accepted was suggested by the Agriculture De
partment. It took an opposite approach: set the estimate of consumption 
below what the actual requirement was known to be. The decrease would fall 
on the global quota and reduce it by the 500,000 tons that were not likely 
to be filled. Since it was below the actual consumption rate, this 
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approach left room for expanded domestic marketing when Congress chose to 
act.33 

Agriculture's plan was implemented with the approval of Cooley upon 
the expiration of the 1962 Sugar Act Amendments. Agriculture also set the 
foreign quotas administratively, using the formula described earlier based 
on shipments made during 1963 and 1964. 

The failure to secure legislation in 1964 was a major blow to the cane 
refining industry. During the months following the adjournment of Con
gress, the industry participated in extensive negotiations with other ele
ments of the sugar industry. These efforts were aimed at developing a 
common proposal to present in 1965. 

The agreement that was reached provided for an increase in the domes
tic quota of 580,000 tons. Refiners agreed to this increase in order to 
head off an even larger increase in the domestic quota. (The beet growers 
had originally wanted a 750,000 ton increase for themselves alone. Under 
the compromise, only 375,000 tons of the increase went to the beet quota, 
and the additional 205,000 tons went to the mainland cane growers.) 'nle 
refiners succeeded in securing an agreement that any increase in domestic 
consumption would go to foreign producers until annual consumption reached 
10.4 million tons (compared with the existing 9.7 million tons a year). 
This would compensate foreign suppliers for their immediate loss of quota 
share and would also benefit refiners through the 205,000 ton increase in 
the domestic cane quota.34 

The other major provisions of the industry bill reduced the Cuban 
quota from 57.7 percent of the total foreign quota to 50 percent, continued 
the 65-35 percent division between domestic and foreign producers on in
creases in domestic consumption above 10.4 million tons, and supported set
ting country quotas by an objective formula. In addition, the industry 
bill suggested an import fee not higher than 50 percent of the premium and 
not to exceed one cent per pound, phased out the Cuban quota over ten 
years, and gave the President the authority to suspend a country's quota 
for failure to meet its quota requirements or in the event of a break in 
diplomatic relations.35 

The industry proposal was welcomed by the Administration. As in 1964, 
the matter was reviewed by an interagency committee composed of representa
tives from State, Agriculture, BOB, and CEA. In an April memorandum, this 
committee informed the President that its members were in general agreement 
with the major provisions.36 

The agencies did suggest some modifications, mostly on technical 
points. They wanted to distribute the Cuban quota by the same formula as 
that used for the country quotas. They also suggested giving the President 
more discretion in suspending a nation's quota for political ·reasons. The 
need for an objective formula in allocating country ·quotas was again 
strongly supported by the entire committee. On the issue of an import fee, 
however, the committee was still divided. 

The position taken by BOB and CEA differed little from that taken the 
year before: a recapture fee of 40 percent of premium, increasing 10 
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percent a year to 80 percent of premium, not to exceed 1 1/2 cents per 
pound. These agencies asserted that the need for such a fee grew out of 
balance-of-payments problems. State and Agriculture recommended accepting 
the fee as long as it did not exceed 50 percent of premium. State, led by 
Thomas Mann, argued that the fee was extremely unpopular in Latin America, 

- but added that State would support the fee to ensure passage of the indus
try's proposals. State pointed out that Cooley was still strongly opposed 
to the fee. BOB and CEA responded to concern about Cooley's position by 
claiming that firm presidential backing could be combined with industry 
support to gain the bill's passage. 

RESOLUTION 

The inter agency review of the industry's proposals was presented to 
the President in April in a memorandum which outlined the various positions 
and options, and which listed the committee's recommendations with space 
for Johnson to indicate his approval. In each case the President placed a 
check beside the committee's recommendation and then simply wrote "one 
cent" in the margin to indicate his decision to work for a one cent import 
fee.37 The issue, however, was far from settled. 

Cooley informed the President that he would not introduce any legisla
tion containing an import fee.38 He was supported in this opposition by 
Thomas Mann, who began working actively to get the fee dropped. 

In August, Mann made it known to Francis Bator, Special Assistant to 
the President for National Security Affairs, 39 and also to Marvin Watson, 
Special Assistant to the President, 40 that he strongly opposed the fee. 
Mann argued that the political cost of instituting the fee was much higher 
than the cost of maintaining the status quo. It had become clear, he said, 
that the industry would not support a fee if it were opposed by Cooley. He 
argued that if Congress should fail to pass a sugar bill because of a fight 
on the fee issue, the Administration would get the blame. 

Mann's position was set forth in a briefing memorandum presented to 
the President in early August which further explained the effects of a fee 
on Latin America. The memorandum pointed out that American officials had 
encouraged Latin American countries to expand their sugar production. 
Wages and benefits of sugar workers in Latin America were higher than those 
of other farm workers. The memorandum went on to state that an import fee 
would result in lower production levels in friendly countries and provide a 
stimulus for Communist countries, particularly Cuba, to sell on the world 
market and gain hard currency. Hard currency could finance Cuba's revolu
tionary activities. This, in turn, would appeal to other Latin American 
sugar workers experiencing a decrease in their standard of living.41 

The pressure against a fee was significant. In August Francis Bator 
informed Johnson that the question of keeping the fee in the legislation 
needed . to be addressed quickly. He told the President that a meeting had 
been held among John Schnittker, Under Secretary of Agriculture, Charles 
Schultze, new Director of BOB, and Representative Cooley to discuss a re
duced fee. Cooley turned them down and said that he would introduce his 
own bill at the end of the week unless the Administration sent its bill up 
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first, without a fee. 42 Bator concludec;i by s~ying tJ?.;t·t, giYe.ll poth 
Mann's opposition to the fee and Secretary of A.gri9ultµr .f:! Qr vi He Fr~~n '' 
opinion that it was not worth a fight with Cool~y, "it '4f!JY .no~ p.e vorth 
your time and energy." 

Following a week of intense activity, John~on took ~dyant;~g~ pf tn~ 
fourth anniversary of the Alliance for Progress, Aµgµst 17, ~o in~Q\Jnce 
that he bad submitted his proposals to Congress with.out the oontr.over$1al 
import fee. 43 Once submitted, tne indus~ry~support~d pr.opos.$i$ nwveq 
quickly through the Congress. One issue, howev.~r, rem;,i.ined c.ontrov~r~ial, 
namely, the size of the individµal country quot,s. 

The Administration had placed great empha;;is .on the nee.d for an objec"'!" 
tive formula and had the . support of the Senate on this point. Chairman 
Cooley ppposed the Administration's positipn, saying th~t qµot~s should b~ 
b~sed on deliveries made during more normal years and shouJ4 take Jnto ac
count such factors as a country's ability to fill its quota and keep ~uffi~ 
cient reserves for emergencies. He also wanted to en~ure tl)~t C\lll rel~v~nt 
political questions were considered.44 

The quotas that came out of Cqoley' s committ.ee differed ~ignifiQaJ}tly 
from those proposed by the Administration and produced a st.orm .of prote.s.t 
from. those affe.cted. There also wa& outrage directed toward the large nurn
ber of highly paid lobbyists whom sugar producers h.ad hired in order to get 
larger qµotas. Note was taken cir the relat~onship between thos~ countr1e$ 
with lobbyists and those which received generous quotas.45 

The most glaring example cit~d by critics of the role tt).qt was. pl.ayed 
by foreign lobbyi•ts involved the quotas of Venezu~la an~ Arg~ptin~, N~i~ 
ther country hqd a ql1ota under the expired 1962 am~ndrnents, but both }lad 
sold sugar in the United States when the glob~l quot9 was initht~q (allow
ing any oountry to sell sugar in this country). Both pountrie;:J were anx
ious to receive quotas under t}le ne~ legislation, and Venezyel~ mov~d to 
ensure a quota by hiring, at $50,000 a year, Charles Cl~rk, a former m~mber 
of the Truman Administration. 4rgentina, alone 9mong sugar e~porters, de~ 
cided to do without a l()bbytst. The original liqµse ver~ion of the bill 
gave Venezuela a quota of 30,809 tons, almo§t twelve times wh~t the Aqmin
istration had recommended, while Argentina was given a quot~ of ?1,485 
tons, about one-third of the White Hol1Se reque&t ! 46 The gl~ring n(lture 
of the treatment given these two countries se.t off ~m Cingry re~gtion in. the 
Senate. The Senate stuck by the numbers ~1Jggesteq py tn~ !\dminit:1tration, 
and then split the difference in the conferenpe COR1mittee. While the reso
lution was hardly a great victory, Argentina did come away somewhat better 
than in the original House bill. 

The lobbying efforts employed during the sug~r de~ate were ~xtensive 
and sophisticated. Former congressmen and cabtnet offio~rs were often seen 
~alking the halls on Capitol Hill arguing the c~se of fqr~ign clients in
terested in receiving larger quotas. 'fhe overt pres~nce of these lobbyists 
ultimately caused a reaction in Congress and the pre~s. The leader of the 
opposition to the lobbyists' activities was Rep~ ·Pij~l Finqley (R. Ill.), a 
member of the Agriculture Committee. 
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While admitting that countries have a right to lobby the Congress, 
Findley added that "the character of some of these lobbyists is so unsavory 
that it raises a cloud of doubt over the entire sugar program. n47 During 
testimony before the Agriculture Committee, Findley questioned a lobbyist 
about the fees he charged for his services. "I object," Cooley said quick
ly. "Don't answer that," he told the witness. "It is none of your busi
ness," he told Findley, "what his terms of employment as a lawyer are."48 

Findley took the issue to the floor of the House, where he offered an 
amendment which would restrict the lobbyists. His action, however, had 
1i t tle chance of affecting the outcome. Cooley used a tactic that had 
worked well in the past; he made certain that the vote on the sugar legis
lation came up just prior to adjournment in order to dampen any interest in 
extending the debate.49 · Rep. Byron G. Roger (D. Colo.), from one of the 
largest sugar beet states, expressed the opinion of many congressmen when 
he said, "While we should recognize that the foreign provisions do have a 
bearing on our foreign policy, we should not penalize our own producers by 
failing to pass this bill."50 

The question of how to respond to the country quotas ~as a major prob
lem for the Administration. Bill Moyers, in a memorandum to the President, 
suggested that Johnson should force the issue. He explained that the oppo
sition to the quotas was strong in Congress and that the press was enjoying 
pointing out the more embarrassing quotas. If the President were to make 
it clear that the quotas were unacceptable in their present form, he could 
probably get support from the domestic producers. Domestic support could 
be counted on because, while producers had no interest in specific country 
quotas, they were anxious to see the bill passed.51 

In the end, the Administration ran up against the same problem as 
Findley; there simply was not enough time. Any open conflict with Cooley 
would require a major effort, one that could not be successful with such a 
short deadline. Given this situation, the Administration did not take fur
ther action and let the quotas stand. 

CRITICAL ORGANIZATIONAL FACTORS 

The most notable feature of the decisionmaking process which surround
ed the Sugar Act was its openness within the government and in the interac
tion among the Congress, the executive branch, and the industry. Such 
openness is an asset in resolving an issue on which there are so many com
peting interests. 

The interagency memorandum which was prepared on the sugar industry's 
proposals in 1965 is a good example of the information channel used. In 
that memorandum each provision of the proposal was gone over individually 
and each agency was allowed to explain its reasons for support, to suggest 
modifications, or to explain its opposition. 

The conflict between foreign and domestic policy demands ultimately 
brought the executive and legislative branches into conflict. The Admin
istration argued that the foreign policy concerns involved were significant 
enough that Congress should defer to executive prerogatives. Congress 
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made the point that domestic interests were paramount~ Each btanch gave 
way to some extent. 

The significant role played by lobbying groups in the issue 1S note
worthy. Though their impact is difficult to document, it is clear by com
ments made by those involved that the lobbyists were perceived to have had 
a major impact on the outcome. 

Both the Administration and the Congress relied on the sugar industry 
to put together a policy that could be accepted by all patties. This left 
little room for the President to direct the policy being developed except 
on peripheral issues. 

In the decisionmaking process, much reliance was placed on the inter
agency committee to develop the Administration's policy. The emphasis was 
to secure consensus among the actors \tli thin the Administration. Thomas 
Mann's role in the affair shows that when a consertsus could not be 
achieved, dissent was not stifled. 

LOOKING BACK 

The problems of U.S. sugar policy continue to this day. Foreign quo
tas were reintroduced by the Reagan Administration in mid-1982. The main
tenance of a domestic support price substarttially higher than the world 
price is the most complicating factor in reconciling sugar policy and for
eign policy. 
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CHRONOLOGY 

THE INTERNATIONAL COFFEE AGREEMENT ACT OF 1965 
BY PABLO SALCIDO 

September 28, 1962 - Fifty-four countries sign the !CA in New York City at 
the United Nations Coffee Conference. 

May 21, 1963 - U.S. Senate ratifies U.S. participation in !CA. 

December 27, 1963 - State Department, on notification that Senate Finance 
Committee cancels hearings on !CA (HR 8864), deposits 
instruments of ratification with the Secretary Gen
eral at the U.N. This is done without Senate's final 
action on HR 8864. 

August 18, 1964 - U.S. House of Representatives rejects HR 8864 by a 
slim margin. Rejection due to increase in coffee 
prices during the preceding year. 

May 12, 1965 - U.S. House of Representatives passes S 701 (formerly 
HR 8864). 

May 22, 1965 - President Johnson signs S 701 (P.L. 89-23) into law. 

THE ISSUE 

On May 22, 1965, President Lyndon B. Johnson signed into law the In
ternational Coffee Agreement Act (ICA), thereby initiating a prototype 
commodity agreement for the United States.1 The !CA was intended to con
tain coffee price fluctuations that had disrupted economic activity in 
coffee-exporting countries throughout Latin America, Asia, and Africa. 
While the !CA law was not signed until 1965, the actual agreement between 
the coffee-exporting and coffee-importing nations was signed on September 
28, 1962. Full participation by the United States in the agreement was 
contingent upon enactment of implementing legislation. 

The United States pledged itself in the 1961 Charter of Punta del Este 
(Alliance for Progress) to seek ways to increase Latin American exports and 
foreign-exchange income, using, 1 f appropriate, international commodity 
agreements. 2 The ·fact that the United States imported over 50 percent of 
the world's coffee supply at the time made U.S. participation in the agree
ment mandatory if it was to achieve its basic objective. The techniques to 
achieve the objective of price stability were the establishment of basic 
export quotas; the requirement that importing countries limit their pur
chases from countries not parties to the agreement; and the requirement 
that exporters provide certificates of origin with their shipments to aid 
enforcement efforts. 

'nle State Department played the key role in advancing the U.S. posi
tion to both the U.S. Congress and the International Coffee Council (ICC). 
On May 21, 1963, the Senate gave its advice and consent to the ratification 
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of the agreement, and on December 27, 1963, the United States deposited 
itsinstrument of ratification. The agreement entered into force provision
ally in the summer of 1963 and defini ti v.ely in December 1963, and the 
United States was able to meet all its obligations unde.r the agreement on 
May 22, 1965. 3 

CONTENDING FORCES 

On May 13, 1963, the treaty was reported by the Senate Foreign ,Rela
tions Committee. At a hearing on that day, the president of the Nation~l 
Coffee Association (NCA), John F. McKiernan, and Under Secretary of State 
William McGhee testified in favor of the agreement. Senator Wayne Mor~e 
(D. Ore.) argued that the defec:tt of the ICA would undermine the Alliance 
for Progress and play into the hands of the Castro forces. 4 Committee 
Chairman J. W. Fulbright ( D. Ark.) added that the purpos.e of the agreement 
was to prevent "excessive fluctuations" in the price of coffee and to avoid 
the "chaos" that would occur in the producing countries if, in the absence 
of the treaty, dumping on the world market began. 5 Three Republicans 
submitted opposing views: Senators Frank Carlson (R. Kan.), John J. W11-
liams (R. Del.), and Karl E. Mundt (R. S.D.) contended that the effort to 
stabilize world coffee prices would impede the natural economic forces that 
give an incentive to inefficient producers to switch to other production. 
Carlson, on May 20, added that a section of the agreement (Article 27) ex
plicitly stated that exporters' "real income •.. would be progressively 
increased," which could only mean higher prices for U.S. consumers.6 The 
Senate on May 21, 1963, agreed (69-20) to the resolutio·n of ratification of 
the !CA. 

The implementing l~gislation was reported to the House Ways and Means 
Committee on October 25 ·' 1963. President Kennedy had sent a letter to Com
mittee Chairman Wilbur D. Mills on October 21 stating that the Administra
tion would fully protect the American consumer from any possible coffee 
price increases brought on by the agreement. 7 The House debated the 
agreement on November 14. Proponents generally did not support the agree
ment for its value, but instead argued that the United States was committed 
by Senate ratification and that, therefore, the House was required to en
able the President to carry out the Government's commitments. Opponents 
arg:ued that ·' despite assurances to the contrary from President Kennedy, 
coffee prices to the American consumer would increase under the agreement. 
They also criticized the Administration for negotiating the agreement as a 
treaty, which required only Senate scrutiny and thereby bypassed House con
sideration of its merits.8 

The Senate Finance Committee scheduled hearings on the !CA implement
ing legislation for December 13, but due to a misunderstanding between Com
mittee Chairman Harry Flood Byrd (D. Va.) and Assistant Secretary of State 
Frederick G. Dutton, the hearings were cancelled. 9 Initially, State s.up
port.ed speedy Senate action on the agreement so that the instruments of 
ratification could be deposited before the agreed December 31, 1963, cutoff 
date for participation. However, in a letter to Senator Byrd on December 
12, Dutton requested that the hearings not be held because the committee 
was marking up the Administration's top priority t~x bill. The committee 
then let it be known that it could not complete action on the treaty until 
late January 1964. 10 
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Ralph Dungan, Special · Assistant to the President, wrote a memo to 
President Johnson in January 1964 to brief him on the coffee situation and 
to assure him that there would be no difficulty in raising the export quo
tas of the coffee-producing countries, if necessary to stabilize prices 
and counter a runaway increase. 11 The Senate Finance Committee, in its 
hearing on March 12, 1964 adopted an amendment sponsored by Senate minor
ity leader Everett Dirksen (R. Ill.) to provide that if Congress found an 
"unwarranted" increase in coffee prices attributable to the coffee agree
ment, it could direct the President to notify the International Coffee 
Council (ICC) of U.S withdrawal from the agreement. According to the 
committee's supporters of the bill, Senators George A. Smathers (D. Fla.) 
and Wayne Morse there existed three safeguards that would protect the 
American consumer from any possible price increases resulting from the 
agreement: ( 1) the committee amendment sponsored by Dirksen: (2) the 
agreement's provision that the U.S. would have 400 of a total 1,0QO 
importing-country votes to veto any adverse action of the rec · and (3) a 
provision that the ICA would expire on October 1, 1965, thus giving Con
gress the opportunity to review the agreement's impact on coffee prices 
before recommending extension of the implementing legislation. 

Senators Carlson, Williams, Wallace F. Bennett (R. Utah), and Carl T. 
Curtis (R. Neb.) called the agreement "a very bad form of foreign aid, cam
ouflaged to deceive the unsuspecting public." 12 While it placed a floor 
on world coffee prices, there was no effective ceiling, and the chief bene
ficiaries would be government treasuries that levy taxes on exports, coffee 
speculators. and a few large landowners. Senator Paul H. Douglas (D. Ill.) 
said the enactment of the ICA "creates grave dangers" for the American 
coffee-consuming public. By an 8-7 vote, the committee voted in favor of 
the !CA (HR 8864) with Dirksen' s amendment. Debate on the Senate floor 
centered on the opposition's contention that the agreement had caused a 
rise in wholesale and retail prices since 1962. The Administration had 
been kept abreast of the situ at ion by Dungan. On Febraury 19, 1964, he 
sent President Johnson an update on the balance-of-payments impact of the 
rise in coffee prices along with a copy to State for further use. Dungan 
also worked closely with the Congress, continually informing members of 
developments.13 

Senators Smathers and Douglas argued over the coffee price rises. Ac
cording to Smathers, floor manager of the bill, coffee prices had risen in 
1963 because production had declined sharply as a result of drought, frost, 
and fires that struck areas in Brazil. Douglas countered by adding that 
Brazil's crop problems should have had no relation to its exports because 
Brazil had enough coffee in its warehouses to last three years. He added 
that since the ratification of the treaty, the price of wholesale coffee 
had increased thirteen or fourteen cents a pound, equaling an increase of 
over $400 million to the American consumer on an annual basis. 14 The 
Senate, by a vote of 58-27, passed HR 8864 on July 31, 1964. 

On June 3~ 1964, Secretary of Commerce Luther Hodges wrote a memo to 
President Johnson to brief him on Latin American developments. Hodges re
ferred to the concern of some Latin American countries over U.S. commodity 
policy. Countries such as Colombia, Brazil, and El Salvador relied on cof
fee for the bulk of their export earnings and anxiously awaited the enact
ment of the !CA legislation. 15 This concern prompted the President to 
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write to Brazilian President General Humberto Castello Branco, in which he 
expressed his support for the !CA and added that he was pushing for prompt 
fulfillment of U.S. responsibilities under the !CA. 16 

The passage of Dirksen' s rider caused concern in the Departments of 
State and Justice, and the Bureau of the Budget (BOB). Phillip S. Hughes, 
Assistant Director for Legislative Reference .at the BOB, wrote Dungan to 
inform him that the Dirksen amendment was unconstitutional, with the fol
lowing consequence: 

... since the authority of the President in external 
affairs is not delegated by Congress. it is not possi
ble to reason, by analogy to reorganization legisla
tion . that a Congressional resolution directing the 
President to terminate a treaty is valid as a "condi
tion subsequent" to a grant of authority by Congress. 

We do not hesitate to conclude, therefore, that 
Congress may not by concurrent resolution require the 
President to terminate a valid international obligation 
of the United States. 17 

A conference report on HR 8864 was filed and adopted by the Senate on 
August 13, 1964. The House, however, rejected the conference report by a 
narrow 183-194 vote (R. 23-135; D. 160-59) on the grounds that coffee 
prices had increased since the negotiation of the agreement, and the fact 
that the United States had been participating in the agreement without im
plementing legislation. Wilbur Mills argued that the purpose of the agree
ment was to stabilize prices, and that in his opinion "no increase" in the 
price of coffee would result from passage of HR 8864. Representative John 
W. Byrnes (R. Wis.) added that with the Senate amendment (Dirksen rider)~ 
Congress would maintain some control over U.S. participation in the agree
ment. Representative John R. Pillion (R. N.Y.) countered that the amend
ment was merely a "face-saving device to make the bill more palatable" and 
that it would not work in practice because Congress could not compel the 
President and State Department to act. Pillion called the !CA "an extor
tion, conceived, planned, and .successfully executed to allow foreign na-

. tions to profiteer at the expense of the American housewife." 18 The mea
sure was not brought to the floor again during the 1964 session, and it 
subsequently died when the Eighty-eighth Congress adjourned on October 3, 
1964. Needless to say, its defeat brought protest and criticism from other 
participant countries particularly those in Latin America. President 
Johnson on October 14 said he would "press for prompt execution of the 
worldwide coffee agreement," and in fact the !CA was one of the Administra
tion's top priority requests in 1965. 19 

The Senate Finance Committee was scheduled to hold hearings on S 701 
(the Administration bill to implement U.S.' participation in the !CA) on 
January 27, 1965. Prior to this date, Committee Chairman Senator Harry 
Byrd received a letter from Dungan asking that he "carry on Senate hearings 
on this particular legislation because . it is deeply involved with our 
overall relations with .Latin America . . and the President would be 
grateful if this could he done.n20 
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In his testimony before the committee, Under Secretary of State George 
Ball said that unless Congress passed implementing legislation. "there 
would be a withering away of interest of other nations" and a feeling on 
the part of Latin American nations that the United States did not mean to 
carry out its promises to try to do something to ease the cyclical problems 
of primary-product-producing countries. John F. McKiernan . president of 
the National Coffee Association, said his organization believed "that the 
Coffee Agreement . properly and fairly administered. can serve a useful 
purpose for consuming countries as well as producing countries by bringing 
stability to the world coffee market. n21 On February 1, 1965, the 
committee reported S 701 by an 8-6 vote, although individual positions on 
the vote were not made public. 

'The committee version of the bill differed in one major respect from 
that drafted by the Administration. It provided that Congress could re
scind the legislation to implement the ICA by passing a concurrent resolu
tion, declaring that there had been an unwarranted increase in coffee 
prices. This amendment, again sponsored by Dirksen, replaced a milder Ad
ministration provision which would have made it the sense of Congress that 
the United States should adhere to the ICA only as long as there was no un
warranted increase in coffee prices: would have permitted the increase had 
occurred; and would have stated that in this case the President should ap
ply to the International Coffee Organization (ICO) for corrective action, 
and if the organization failed to take action within seventy-five days, he 
should then make recommendations to Congress. The Administration proposal 
was advanced as preferable to the 1964 Dirksen amendment to the earlier 
coffee legislation (HR 8864). 

The committee minority signed a report that stated: the 
precedent that is being set today inevitably will be 
relied upon by the State Department, and others, to 
justify future agreements which serve to redistribute 
the wealth of the world by requiring American consumers 
to · pay more for foreign products than they may be 
worth. We are concerned that the American consumer may 
thus soon find himself supporting the world price for 
an endless procession of these products from tropical 
countries.22 

'This report was signed by Senators Byrd, Carlson, Williams, Bennett, and 
Curtis. 

Floor debate in the Senate culminated in the passing of S 701 by a 
vote of 56-23 with no amendments. Proponents of S 701, led by Senators 
Wayne Morse, Jacob Javits (R. N.Y.), Russell Long (D. La.), and George 
Smathers argued that a drop in the price of coffee is a loss to Latin Amer
ica far in excess of the millions of dollars that are poured into the re
gion by way of aid. Smathers added that the ICA dealt with the Brazil cri
sis of 1963-64 by increasing quotas to provide the market with coffee from 
stocks in warehouses inside the producing countries. 'The feared shortages 
never materialized, and the sharp price rises were avoided.23 

Senator Carlson opposed the passage of S 701. He argued that the 
agreement operates to levy an excise tax on American coffee consumers for 
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the purpose of paying subsidies to already wealthy coffee growers, proces
sors, and speculators: and it does so without the formality of a taxing 
act. Senator Pat McNamara (D. Mich.) added that the agreement "constituted 
an international price fixing cartel and • . . established a dangerous pre
cedent that will almost certainly result in extending this principle to 
such other commodities as tea, cocoa, soybeans and other products. n24 
Despite their arguments, S 701 was passed and sent on to the House Ways and 
Means Committee for final action. 

The passage of S 701 in the House Ways and Means Committee was not 
surprising. The committee agreed that because of the aforementioned 
"safeguards" in the agreement . the U.S. consumer was assured of a steady 
coffee price, and coffee-producing nations of a constant flow of revenue. 
The House on Hay 12, 1965, passed S 701 with an amendment by Representative 
Paul Findley (R. Ill.) which required the President to determine that the· 
agreement would not result in an "unwarranted increase" in U.S. coffee 
prices. The bill was subsequently returned to the Senate, where on May 13, 
1965, it concurred in House amendments to S 701 and sent the bill to the 
President. The signing of S 701 by President Johnson culminated thirty-two 
months of debate in Congress on participation in the ICA. 

During the thirty-two months, other forces contributed to ~he passing 
of the ICA Act. In December 1963, coffee prices rose dramatically while 
Congress was debating the bill. These price rises were caused by fires, 
drought, and a freeze that hit Brazilian crops. The fact that stocks on 
hand were not available compounded the problem. Ralph Dungan worked close
ly with Douglas MacArthur II, Assistant Secretary of State for Congres
sional Affairs, in fending off criticisms that the price rise had been 
caused by the imminent ratification of the coffee agreement.25 

Latin American newspapers and newsletters also applied indirect pres
sure on the Johnson Administration. Two BogotS newspapers, El Espectador 
and El Tiempo, printed articles criticizing the length of time it was tak
ing the American government to ratify the ICA. On September 15, 1965, El 
Espectador ran an article which stated that 40 percent of the coffee con
suined in the United States was from Africa. It added that while the United 
States continued to delay implementation, the American hemisphere would 
continue to have more Cubas and Santo Domingos.26 

TRADE-OFFS AND COMPROMISES 

The rise in coffee prices in the fall of 1963 complicated U.S. consi
deration of the ICA. Ralph Dungan told the President that he was working 
hard to convince Congress that the price rise was not a conspiracy by ex
porting countries. but rather arose from uncontrollable forces in Bra
zi1. 27 He added that the International Coffee Council (ICC}, the policy
making body of the !CO, was being pushed hard by State so that country quo
tas could be raised to avoid a runaway increase in prices. 1be Administra
tion was successful in convincing the ICC that raising quotas was in the 
ICO's best interest. 

The reasons for the failure of the ICA legislation in 1964 included 
the 1963 price rise. the fact that 1964 was an election year, and House 
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opposition because of the fait accompli created when the United States for
mally acceded to the agreement prior to the enactment of the implementing 
legislation. One other reason for the failure to obtain the coffee legis
lation in 1964 may have been the fact that the measure was voted on imme-

.diately following passage of a bill placing limitations on meat imports. 
Members did not wish to be recorded in favor of two bills which might have 
the effect of raising consumer prices.28 

In 1965, the Presiqent was closely involved with the coffee legisla
tion. He personally lobbied Senate Finance Committee Chairman Harry Byrd. 
This was coupled with Under Secretary of State George Ball's testimony at 
the committee's hearings. 29 He also pressed into service NCA President 
John McKiernan, who also testified before the committee in favor of the 
proposed bill. 

The Administration granted the ICO full participation as a public in
ternational organization, which entitled it to enjoy certain privileges, 
exemptions, and immunities in the United States. The request was filed by 
Joao Oliveira Santos, Executive Director of the ICO, on November 27, 
1964, 30 and was officially granted this status on May 22, 1965. 31 On 
April 11, 1968, presidential adviser Walt W. Rostow sent President Johnson 
a memo stating that although the Administration would run into opposition 
in Congress, the coffee agreement renewal would probably pass.32 

RESOLUTION 

The ICA of 1962 and its renewal in 1968 brought together coffee
exporting nations of Africa, Asia, and Latin America with the developed 
coffee-importing countries of Europe, Japan, Canada, and the United States. 
The accomplishment was as much political as it was economic. Social and 
economic development in Latin America was a top foreign policy objective of 
the Kennedy and Johnson Administrations. 

The National Coffee Association (NCA), which represented 85 percent of 
American coffee roasters, responded positively to the agreement. The NCA 
had supported the ICA since its inception in order to assure stability in 
the coffee market,33 and organization members were alternates to the U.S. 
delegation at the U.N. Coffee Conference in 1962. In a meeting with then 
Under Secretary of State for Economic Affairs Thomas Mann, NCA President 
McKiernan stated that if the economies of the coffee-producing nations were 
not stabilized, the resulting chaos would wreak havoc on the supply of 
green coffee.34 

The final outcome was a success for the Administration. The key to a 
successful agreement was U.S. involvement, and this was achieved. 

ORGANIZATIONAL ISSUES 

Both the Kennedy and Johnson Administrations were organized effective
ly in support of the ICA. The lead agency was the State Department, both 
to ratify treaties and to obtain implementing legislation. State was 
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assisted by other agencies, including Agriculture, Commerce, Treasury, and 
Labor.35 

1lle overall organizational format, then, was effective in carrying out 
the proposed objectives for participation in the ICA. There was a constant 
flow of information coming into the oval office and being used judiciously 
by the executive branch. 

LOOKING BACK 

A major aim of the ICA was to smooth out price fluctuations. From the 
negotiation of the agreement in the summer of 1962 through the summer of 
1963, large surpluses overhung the market and prices were depressed. In 
August 1963, prices reached a level lower than at any time since 1948, with 
serious strains on the economies of the producing countries.36_ With the 
news of Brazilian frost and fire, an abrupt change occurred as buyers all 
over the world started to scramble for coffee. '!be Johnson Administration 
responded promptly within the framework of the ICA to raise export quotas 
of producing countries. '!be price rise halted by March 1964, and the ICA 
had met its first serious test. 

In 1965, a system of certificates of origin was employed to enable the 
ICO to maintain an independent check on possible violations of export quo
tas. Although initially the system appeared inadequate to cope with the 
problem presented by coffee shipped from nonmember countries, it was re
vised and its effectiveness was increased. One important provision of the 
ICA was designed to increase consumption by reducing tariff and tax bar
riers. France abandoned its quantitative controls on coffee imports, and 
several other countries (among them Finland, Sweden, and the Federal Repub
lic of Germany) reduced tariffs and/or internal fiscal taxes.37 

A diversification fund was established for the use of coffee-producing 
countries. 1lle Food and Agricultural Organization and the World Bank as
sisted the ICO in a joint study of the world coffee situation in order to 
identify specific projects and alternative uses for the resources that were 
wasted by surplus coffee production.38 

The coffee agreement, like coffee prices, has had its ups and downs. 
It was an important foreign-policy venture in its day, altering U.S. policy 
toward commodity agreements. '!be utility of commodity agreements remains a 
lively issue in U.S. policy. 
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CHRONOLOGY 

LONG-TERM COTTON TEXTILE ARRANGEMENTS 
BY DOUGLAS BROOKMAN 

September 28, 1960 - Southern Governors · Conference resolution calls for 
import quotas and other restrictive measures to pro
tect the textile industry. 

Hay 2, 1961 

July 26. 1961 

February 9, 1962 

October 1962 

May 4, 1964 

April 3, 1967 

May 15, 1967 

May 17, 1967 

October 4, 1967 

March 27, 1968 

Fall 1968 

THE ISSUE 

- President Kennedy announces seven-point program to 
aid textile industry. 

- Short-Term Arrangement (STA) negotiated under the 
auspices of the General Agreement on Tariffs and 
Trade (GATT). 

- Long-Term Arrangement (LTA) completed, based on STA. 

- Trade Expansion Act of 1962 passed by Congress. 

- Kennedy round multilateral trade negotiations begin. 
LTA renegotiation begins in separate industrial sec
tor talks 

- LTA extended. Exporters unwilling to negotiate on 
synthetic and wool fibers. 

- Kennedy round concluded. Textile industry pressures 
Congress for quotas on synthetic and wool fibers. 

- Senator Ernest Hollings introduces 
quota bill (S 1796). Subsequently, 
Wilbur Mills introduces a similar 
measure (HR 11578). 

textile import 
Representative 
textile quota 

- President Johnson, with blessings of Representative 
Mills, orders Tariff Commission to study "health" of 
textile industry. 

- Textile quota legislation is adopted by the Senate as 
an amendment to a tax surcharge bill (HR 15414), but 
later is stripped in committee by Representative 
Mills. 

- Presidential candidates Humphrey and Nixon both 
assure textile producers that if elected, they will 
solve synthetic and woolen fiber problems. 

This case study examines two decisions made during the Johnson Admini
stration regarding the Long-Term Arrangement on International Trade in 
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Cotton Textiles (LTA). The first decision was to extend the LTA in its 
existing form in 1967. The second decision was no~_ to expand the scope of 
the LTA to include synthetic and woolen fibers and textiles. 1be two de
cisions are interesting because they are so dissimilar. 1be key actors and 
interests involved were substantially the same. 

Both decisions were made when domestic pressure for restrictive action 
was growing, and Congress was becoming increasingly skeptical about "freer" 
trade. Within the Administration, agencies were divided, siding with con
stituent interests. President Johnson remained committed to the benefits 
of freer trade but had to balance this against the political effects of op
posing the textile industry. 1 

Background 

The 1968 LTA, together with its 1961 predecessor, the Short-Term ·Ar
rangement (STA), were the first major multilateral agreements that redis
tributed market shares and provided for "orderly" or controlled growth in 
an industrial sector. 2 Both arrangements were intended to mollify the 
cotton textile industry.3 

The concern of domestic textile producers was the rapid increase of 
low-priced textile imports. The textile industry (broadly defined to in
clude fibers, cloth, and apparel) is more labor intensive than many other 
industries. This characteristic, combined with readily available produc
tion technology. made it an ideal take-off industry for less-developed 
countries. 4 As their production increased, these countries searched for 
export markets, and the United States provided them. 5 As these low-cost 
imports from Japan and other producers penetrated the U.S. market, domestic 
producers pressed for quotas and other means to protect their market 
shares. 

The articles of the General Agreement on Tariffs and Trade (GATT) of
fered few options for unilateral import restrictions. The United States 
encouraged the Japanese to "voluntarily" restrain their exports. 6 How
ever, as less-developed country (LDC) textile producers expanded their out
put (these included Hong Kong, South Korea, Taiwan, India, and Egypt), the 
need for a more comprehensive arrangement was clear. The voluntary export 
restraint (VER) agreement with Japan set the precedent for later negotiated 
restraint arrangements in textiles. 

The textile industry employed many workers, had many small and large 
producers, and was geographically concentrated. Linkages between inputs, 
intermediate processes, and finished goods contributed to an industry-wide 
cohesiveness. These factors combined to make the textile industry a potent 
political force. 

When President John F. Kennedy sought passage of the Trade Expansion 
Act (TEA) of 1962, he had to overcome the opposition of the textile indus
try to the Act's objective of trade liberalization. Representative Carl 
Vinson (D. Ga.) led a House textile group of about 128 members. After the 
group met with President Kennedy, Vinson said: "Unless quotas are imposed 
that will provide the necessary protection to the textile industry in the 
United States. I think I can safely predict that at least some of the 
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members who voted to extend the Trade Agreements Act of 1958 will have 
second thoughts if a bill to extend is presented on the floor in 1962."7 

'nle textile industry was one of the first American industries to claim 
to be "damaged" by foreign competition. A united industry sought and re
ceived campaign promises from presidential candidate Kennedy to help the 
ailing industry.8 The LTA was an outgrowth of Kennedy's seven-point pro
gram of domestic support policies and pricing reforms. Tile LTA effectively 
shielded domestic producers from "disruptive" imports, allowing for unilat
eral action, if necessary, to protect increasingly vulnerable market 
shares. It imposed "negotiated" quantitative limits that left the tariff 
structure intact. 

After the LTA was negotiated, .Kennedy received a letter of thanks from 
seventy-five members of Congress from textile-producing districts. He also 
received an endorsement of his TEA authority from the American Cotton Manu
facturers Institute. 9 With the legislation's most powerful opposition 
co-opted and the support of Wilbur Mills (D. Ark.), Chairman of the House 
Committee on Ways and Means, the Act passed in 1962. (Wayne Hinton's case 
study on "Tile Kennedy Round" contains background on the TEA.) 

Tile textile industry saw the LTA ·as an important precedent, even 
though it did not offer protection against imports of synthetic and woolen 
fibers and fabrics. Manufacturers of these products supported the LTA be
cause of their increasingly integrated interests and the belief that they 
would be included in the arrangement eventually. 10 Production patterns 
were undergoing a shift based on technological changes. A growing propor
tion of fiber production was devoted to synthetics, and fabric blends were 
capturing a larger share of the apparel market. 11 The LTA did not re
strict imports of these blends. Beginning in the late 1960s, as imports of 
synthetics and woolens increased, domestic producers put pressure on the 
President and Congress to provide protection. The impending renegotiation 
of the LTA in the Kennedy round caused the~ to intensify their efforts. 

Congress responded to that pressure with textile quota legislation for 
synthetic and woolen fibers. It was one of the many quota bills that were 
drafted and put aside awaiting the results of the Kennedy round negotia
tions. Tile Congress was using the legislation as a means of pressuring the 
Administration in the conduct of the ongoing negotiations. 12 

Kennedy Round Negotiations on Textiles 

The Kennedy round negotiations were based on across-the-board tariff 
cuts, but peculiarities of certain industrial sectors led to separate sec
toral talks, including trade in cotton textiles. Extension of the LTA was 
the key U.S. objective of a package deal on cotton textiles under which the 
existing arrangement would be extended for five years as a condition for 
negotiated tariff reductions. Strong objections were voiced by exporting 
nations and talks broke down. 13 The U.S. response to the breakdown was 
to negotiate bilateral agreements with all major exporters. By offering 
increased quotas, the United States obtained agreement from most nations to 
extend the LTA. After protracted negotiations, a compromise package was 
accepted on April 3, 1967, which called for the extension of the LTA for 
three years. 14 Tile extension was the major concession by the exporting 
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nations. The importing or industrial nations offered the following conces
sions: a one-time bonus quota, certain LTA administrative reforms. and 
cotton textile tariff reductions averaging 21 percent. U.S. negotiators 
tried unsuccessfully to expand the LTA negotiations to include synthetic 
and woolen fibers. The exporting nations were generally unhappy with the 
existing arrangement and refused to broaden its scope. 15 

Tariff reductions varied among different categories. For instance, 
the cut was less for apparel than fabrics and less for fabrics than yarns. 
Reductions in tariffs on synthetic fibers averaged 24 percent, but outs 
varied considerably. The more sensitive categories of apparel and fabrics 
were only reduced 6 percent and 18 percent, respectively. The reductions 
on synthetic yarns averaged 37 percent. Wool tariffs were reduced by an 
average of only 5 percent. 16 The Administration was confident that it 
had secured a "fair bargain,"17 but this enthusiasm was quickly dampened. 

CONTENDING FORCES 

The forces vying for influence in both decisions can be divided into 
three groups: the Administration/bureaucracy; the Congress; and those in
terested parties that would lose or gain from the decisions. Lines of sup
port and opposition were drawn early and remained consistent. The circum
stances surrounding the decision to extend the LTA, however, were quite 
different from those of the second decision on synthetics and woolens. 

The First Decision: Extension of the LTA 

The first decision appeared to have been made quite early. The LTA 
was not due to expire until September 1967, yet the suggestion for exten
sion came in 1965. 

The Department of Commerce played a key role in representing textile 
interests within the Administration. The importance of textile interests 
was recognized as early as 1960 when President-Elect Kennedy appointed for
mer North Carolina Governor Luther Hodges Secretary of Commerce. 18 Hodg
es, who had a long career in the cotton textile industry, was given author
ity to administer the cotton textile program. 'nle status of textiles was 
further elevated when two inter agency committees were established: the 
President's Cabinet Textile Advisory Committee (PCTA~) and the Interagency 
Textile Administrative Committee (!TAC). Both were chaired by Commerce. 

It is hard t~ determine when President Johnson actually made the deci
sion to negotiate to extend the LTA. As early as October 1965, the Secre
tary of Commerce sent a letter to a representative of the American Textile 
Manufacturers Institute saying that "the Government and the cotton textile 
industry share the important objective that the Long Term Arrangement be 
extended in its present form." 19 The letter referred to an August 24, 
1965, PCTAC meeting where strategy that would lead to an extension was be
ing discussed. Kennedy round negotiators were instructed to obtain agree
ment on an extension of the LTA as a precondition to talks on tariff reduc~ 
tions. Both these indications made clear the direction of policy but were 
not presidential decisions. 
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A letter on November 9, 1966, from Special Trade Representative Chris
ian Herter to Congressman Horace Kornegay was concrete evidence that a de
cision had been made: "We (executive branch) have decided to negotiate in 
the Kennedy Round an extension of the LTA beyond the present expiration 
date of September 30, 1967."20 A subsequent memorandum from presidential 
aid Francis Bator to the President on November 22 points either to a con
tradiction or poor communication within the White House. The memorandum 
advises that the United States is about to enter negotiations to renew the 
LTA. Bator continues: "As you know, this is basically a restrictive ar
rangement designed to protect an industry that did need protection ten or 
even five years ago, but probably does so no longer. However, it is per
fectly clear--even to someone with my free trade prejudices--that our do
mestic textile politics give us no choice but to try to extend the Agree
ment. "21 

The contradictory information about when the decision was made has 
some significance. The lack of direction allowed agencies to pursue their 
inclinations. The Commerce memorandum is an example of this. A September 
24, 1965, memo from Bator to presidential aide Harry McPherson discussing 
PCTAC strategy reveals a need to "bring [Secretary of Commerce John T.] 
Connor into line" to give the President "room to maneuver" on the tex
tiles. 22 The advisory committees served as a conduit for information to 
and from the Administration. Significantly, when an important actor like 
Secretary Connor acted on the assumption that the LTA would be extended, 
this put pressure on the Administration to adhere to its "commitmerits." 

Other agencies, the Council of Economic Advisors, the State Depart
ment, and several presidential aides--all inclined toward promoting freer 
trade--were skeptical about the need for an LTA extension. 23 The demon
strated political power of the industry, however, softened the impact of 
extension opponents. President Johnson left his options, such as they 
were, open until the last moment, but the outcome seemed preordained. 

The Second Decision: Exclusion of Synthetic and Woolen Fibers and Textiles 

The decision to extend the LTA fueled the ambitions of those in the 
textile industry whose interests were not covered by the arrangement. In
dustry pressure was intensified both on the Congress and the Administra
tion. Although Kennedy round results did not require congressional approv
al, Congress was threatening to counteract the results with unilateral 
quotas and other measures on synthetics and woolens. 

The hallmark of textile industry pressure was consistency and unity. 
Several organizations were involved in directing strategy and applying 
pressure. The American Textile Manufacturers Institute (ATMI), represent
ing 85 percent of the nation's cotton, synthetic, and silk mills, supported 
both the decision to extend the LTA and to enact quota legislation. 24 
The National Cotton Council wanted quota legislation, as did several tex
tile workers unions. Among the latter were the Textile Workers Union of 
America, the United Textile Workers, the Amalgamated Clothing Workers, and 
the International Ladies Garment Workers Union.25 The Southern Governors 
Conference, representing thirteen states, passed several resolutions back
ing legislation to protect the industry.26 
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The strategy of these groups was to apply pressure on Con,gress for 
quotas on synthetic and woolen fibers and fabrics. As early as November 
1966, Administration sources told interested members of Congress that other 
countries were not interested in negotiating on woole.ns and · synthetics.27 
Knowing that the Administration wanted to avoid quotas if at all possible, 
textile interests pressed for quota legislation either fo·r its own sake or 
as a means of pressuring the Administration to enter into expanded LTA ne-
gotiations. · 

Opponents of textile quota legislation were also influe·ntial. The 
Committee for a National Trade Policy represented over 500 U.S. business 
firms. In testimony before Congress, Committee representatives said that 
"quota legislation would be a serious blow to U.S. domestic and foreign 
policy objectives. n28 The American Importers Association also opposed 
the quotas. A summary statement submitted to Congress by Michael P. Dan
iels, Counsel for the Association, said= 

The textile and apparel group opposes the imposi
tion of quotas on imports of textiles and apparel pro
ducts for the reason that economic facts neither justi
fy nor compel protective quotas. 

The performance of the domestic industry • . • has 
been one of spectacular growth, especially in the peri
od 1961-1967. Imports have grown but domestic produc
tion has grown substantially. There is no basis for 
any allegation of serious injury.29 

Betty Furness, the President's Special Assistant for Consumer Affairs, 
testified on behalf of consumer interests, saying that the "unmistakable 
results" of quotas would be that "choice would go down. Prices would go 
up." 30 Some agricultural producer associations, such as the Soybean 
Growers Association, also worked against the legislation fearing retalia
tory action against their export crops.31 

Congress had a large vocal group of senators and representatives from 
textile-producing states. Leading the House group were Basil Whitener (D. 
N. C.), Willi am Jennings Bryan Dorn ( D. S. C.), and Phil Landrum ( D. Ga.). 
The Senate group was spearheaded by Strom Thurmond ( R. S. C.) and Ernest 
Hollings ( D. S. C.). 32 Senator Hollings introduced textile quota legisla
tion on May 17, 1967. Since tariff and quota measures must originate in 
the House of Representatives, the Chairman of the Committee on Ways and 
Means, Wilbur Mills (D. Ark.), was a central figure. Representative Mills 
introduced a similar quota measure but kept it bottled up in committee. 
Mills was a staunch opponent of· import guotas and favored ari administrative 
solution, such as the LTA, if possible.33 

As protectionist sentiment in Congress increased, the Administration 
had to reach a decision on whether to try to expand the LTA to include syn
thetics and woolens or to oppose the quota legislation without regard to 
the LTA. An April 28, 1967, memorandum from presidential aide De Vier 
Pierson to President Johnson detailed two agency views: 
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There is disagreement within the Government on whether 
an International Agreement on man-mades can be ob
tained. [Trade negotiator] Roth thinks it is impossi
ble--that Japan, E.E.C., and the U.K. will not consider · 
it. [Japan produces 50 percent of U.S. synthetic im
ports.] Commerce believes we can get an agreement if 
Japan is properly convinced that Congress may seek uni
lateral quotas if we don't do something.34 

This memorandum was written as the package deal on cotton textiles was be
ing concluded in the Kennedy round. This fact led to more intense pressure 
on the Administration. 

The potential for interagency conflict that was largely muted in the 
first decision blossomed in the second. As would be expected, most agen
cies came down on the side of their constituencies or interest areas. The 
following is a summary of the positions of those agencies involved in the 
decision:35 

The Department of Commerce maintained close contact with the industry 
and supported broadening LTA. Assistant Secretary Stanley Nehmer was one 
of the Administration's major proponents of this position. The Department 
of Labor also supported widening the LTA to protect workers whose jobs 
might be jeopardized by imports. The Department of Agriculture favored the 
widening provided it did not result in retaliation against agricultural 
exports. Its assessment was that the extension was negotiable and retalia
tion unlikely. The Department of Treasury was concerned about adding to 
the load of trade negotiations, but favored an attempt to broaden the LTA. 

The lineup on the other side was as follows: 

The Council of Economic Advisors (CEA) opposed the broadening but fa
vored some domestic support program for the textile industry. CEA's con
cern was the price effect on selected commodities due to import restri c
t ion. The State Department opposed widening, reflecting memoranda received 
from several tradinK partners expressing concern over extension and pending 
quota legislation. 36 The Office of the Special Trade Representative op
posed broadening for many of the same reasons ·offered by State. Having 
tried to negotiate on synthetics and woolens during the LTA extension, it 
was aware of how resistant foreign governments would be. Finally, the Bu
reau of Budget opposed widening, arguing that the evidence "does not sup
port the President making the fairly dramatic change in trade policy inher
ent in seeking an agreement on man-mades and woolens.n37 

White House staff's primary actors on the textile issue, presidential 
aides Francis Bator, Joseph Califano, and De Vier Pierson, all opposed the 
widening. They seemed to reflect President Johnson's free-trade sentiments 
and were concerned about other industries seeking similar relief from im
port competition. 

These aides played a particularly important role in transmitting in
formation to President Johnson. PCTAC was a primary forum for the ongoing 
discussion on textiles. The committee, however, failed to build a consen
sus on what the appropriate decisions should be. Each agency submitted an 

315 



individual memorandum detailing agency views. These memoranda, usually two 
to five pages long, were summarized by an aide (usually Pierson), who gave 
an overview of the agencies' positions, assessed the merit of the argu
ments, and made recommendations. 38 The original memoranda were attached 
as addenda. This control over information probably was important in reach
ing the decision not to extend the LTA to include synthetics and woolens. 

RESOLUTION 

There was no single resolution on synthetics and woolens. Rather, a 
series of initiatives by the Administration reduced the threat of quota 
legislation and delayed the need for any dramatic resolution. The options 
available to President Johnson were the following: 

1. compromise with ·Congress and allow some form of quota legislation; 

2. try to negotiate an LTA-type arrangement for synthetics and wool
ens; and 

3. stall for time and hope that Administration tactics would prevent 
congressional action. 

President Johnson chose to wait and to try to influence Congress. Three 
key elements contributed to the success of the Administration's tactics: 
Representative Wilbur Mills' dislike of quotas: a Tariff Commission study 
to determine the health of the industry; and the threat of presidential 
veto. 

Congressional pressure for textile quotas continued unabated, but Rep
resentative Mills had the legislation tied up in committee. Mills ex
plained: "However sympathetic individual Representatives or Senators are 
to the textile import problem, there are other industries which are seeking 
the same form of relief and· which also have supporters in the Congress. 
Thus, it appears difficult, if not impossible, to work out an import quota 
law for one industry and prevent its extension to the products of other 
industries.n39 

Disagreement within the Administration over the need for protection of 
synthetics and woolens led to a PCTAC ·roposal to review how imports had 
affected the heal th of these sectors. O Trade negotiator William Roth 
found Representative Mills receptive to the idea of a study to determine 
"all the facts." 41 On October 4, 1967, President Johnson called for a 
Tariff Commission study of the industry. 

By ordering the study, President Johnson was able to avoid a damaging 
confrontation with the Congress. The textile quota legislation had 68 Sen
ate cosponsors and 153 House sponsors. 42 Textile legislation was just 
one of the many protectionist bills President Johnson was determined to 
stop. One of the President's primary objectives in trade was to increase 
international economic cooperation.1.J3 President Johnson hated to see 
the gains of the Kennedy round undermined and he feared retaliatory action 
if quotas were imposed. The textile drive had been temporarily blunted, 
but protectionist pressure continued to grow. On November 2, 1967, 
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President Johnson responded by threatening to veto any protectionist bills4 saying: "They 're not going to become law as long as I'm President. n4 
President Johnson reiterated the threat in December when he signed Kennedy 
round tariff reductions into law. He warned~ "We must stand firm against 
short-sighted protectionism."45 

The Tariff Commission study, completed in January 1968, indicated that 
textile interests had not been unduly damaged by imports.46 However, the 
report was inconclusive enough that both sides claimed it substantiated 
their position. Notably 1 lines of support within the Administration had 
not changed.47 The protectionist forces cited the impending, potentially 
veto-proof quota legislation that could result if the Administration did 
not act. 

Senator Ernest Hollings continued to press for action on the legisla
tion, but the all-important House version remained bottled up in Ways and 
Means. On March 27, the Senate passed a textile import amendment (similar 
to the one proposed by Senator Hollings) and attached it to a tax surcharge 
bill. 48 The bill was a test of the Administration's strategy. When con
fronted with the prospect of a compromise on textile quotas to stop the 
bill, President Johnson reportedly said, "No compromise, we'll just fight 
it out and depend on Wilbur [Representative Mills]. n49 Representative 
Mills later stripped the amendment in his committee. 

An April 19, 1968, memorandum to the President from Joseph Califano 
and De Vier Pierson proposed a more formal plan of action. 50 Their rea
soning was that a widening of the LTA was unwarranted based on Tariff Com
mission findings, and that pending quota legislation could be stopped by 
other means. The joint memorandum made three recommendations: 

1. the Administration should give no indication of willingness to ac
cept the quota bill; 

2. it should make no effort to widen the LTA: and 

3. it should continue to talk to Mills about a modest assistance pro
gram for the textile industry. 

Califano and Pierson felt that Representative Mills was the key to defusing 
the quota bills. President Johnson approved the three-point plan of 
action. 

Quotas were not the only issue on the President's trade agenda. On 
May 28, President Johnson submitted trade expansion legislation (HR 17551) 
that requested an extension of presidential trade-negotiating authority un
til June 1970, repeal of the American Selling Price (ASP), and relaxation 
of standards for those seeking adjustment assistance. 51 (See Hinton case 
study cited earlier.) 

The President's bill to extend the Trade Expansion Act was submitted 
to Congress as protectionist pressures reached a high pitch. The Congress 
refused to repeal the ASP and directly challenged the President's veto 
threat by passing protectionist legislation that transferred the cotton 
quotas of Egypt and Sudan to American producers. 52 President Johnson 

317 



vetoed the bill on August 12, 1968. President John.son•s trade bill ,waa 
subsequently tabled by Mills, who feared that quota legislation wo.uld be 
attached. In all, more than forty bills seeking quotas on specifi.c pr.od
ucts were introduced in the Congress in 1968. None of those bills became 
law during the Johnson Presidency. But, in the fall of 1968, both presi
dential candidates Richard Nixon and Hubert Humphrey committed themselves 
to seek voluntary restraint arangements (such as the LTA) for synthetic 
fibers and woolen textiles.53 

ANALYSIS 

The two decisions are examples of the interrelationship between domes
tic and foreign economic policy. Both decisions had important effects on 
U.S. textile producers and consumers, and on the composition of world tex
tile trade. Despite similarities among actors, agencies, and interests 
involved, the two decisions were dissimilar • . 

The decisionmaking structure was consistent for both. President John
son made the decisions. Aides or agencies represented their constituen
cies. The President's Cabinet Textile Advisory Co~mittee was the primary 
forum for different agencies on textiles issues. PCTAC meetings, however, 
seldom led to any agreement on policy. After over one year of discussion 
on the question of an LTA widening to include synthetics and woolens, no 
agency had significantly changed its original position. 

Lack of agreement over issues and strategy led to the process de
scribed earlier: an aide would prepare a memorandum summarizing agency 
positions and then make recommendations. nie flow of information was ver
tical and concentrated in the hands of a few trusted presidential aides. 
Under these conditions, those aides closest to the Prsident had consider
able influence in the decisionmaking process. 

In the first decision (to extend the LTA in its existing form), the 
combination of political power and the precedent of the LTA seemed to de
termine the result. 1be success of the cotton textile industry in obtain
ing the original LTA in 1962 gave it momentum in pressing for an extension. 
Despite the domestic political benefits for the President in extending the 
LTA, there were foreign relations costs. The textile sector talks in the 
Kennedy round were long and acrimonious. 

nie second decision was made under different circumstances. Whether 
manufacturers of synthetics and woolens had a good case for protection is 
hard to determine. The Tariff Commission report indicated that domestic 
producers were not unduly harmed by imports. U.S. negotiators had tried to 
widen the LTA to include synthetics and woolens in the Kennedy round and 
failed. Having spent considerable political and economic capital to extend 
the original arrangement, U.S. negotiators had a good idea how diff~cult it 
would be to broaden it. William Roth and others saw it as unworkable. 

The prospect of imposing unilateral quotas was particularly onerous to 
President Johnson. Representative Wilbur Mills also saw the dangers of 
quota legislation. President Johnson had his mind set on preventing 
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quotas. The use of the veto on the Egypt-Sudan quota transfer bill was 
evidence of this. 

The two decisions are difficult to compare despite their similarities. 
Economic decisionmaking in both cases seems synonymous with presidential 
decisionmaking. It seems likely that the difficulty in negotiating the LTA 
extension influenced the President in making the second decision. The 
first decision met short-term domestic political needs, while the second 
served the longer-term principle of freer trade. 

LOOKING BACK 

Presidential candidate Nixon's 1968 promise to expand the LTA to in
clude synthetic and woolen fibers was realized in 1973. The structure of 
the resulting agreement, the Multi-Fiber Arrangment (MFA), closely resem
bled its precursor, the LTA. In December 1981, the negotiations over MFA 
III were completed. extending the arrangement for five more years. In 
those negotiations, textile importers, particularly those in the European 
Economic Community (EEC), took an increasingly defensive position. After 
over twenty years of "voluntary" quota agreements, the original premise of 
the LTA--that it was a "temporary" arrangement to facilitate adjustment-
must be questioned. 
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THE 1966 FOOD-FOR-PEACE AMENDMENT 

BY MICHAEL L. MGEBROFF 





CHRONOLOGY 

1962 

1964 

January 1966 

THE 1966 FOOD-FOR-PEACE AMENDMENT 
BY MICHAEL L. MGEBROFF 

- U.S. grain surpluses begin to diminish. 

- Director of Food-for-Peace program suggests elimina
tion of surplus disposal concept. 

- Proposed amendment of Food-for-Peace program written 
by Inter agency Task Force on Agricultural and Rural 
Life. Foreign policy restricti~ns omitted from the 
amendment. 

February 1 O, 1966 - President Johnson submits the proposed amendment to 
Congress. 

March 1966 

May 1966 

July 1966 

July 1966 

THE ISSUE 

- House Agriculture Committee attaches the Cuba-North 
Vietnam restrictions over objections of the Adminis
tration. 

- Amendment passes the House. 

- Senate Agriculture Committee Chairman Ellender pro
poses reinstating surplus disposal concept and an 
increase in the power of the Congress over the pro
gram, which is opposed by the Administration. 

- Amendment passes the Senate. 

The United States has supplied food to foreign countries on a conces
sional basis since the end of World War I, but this aid became an important 
element in U.S. foreign economic policy only after World War II. After the 
passage of the Marshall Plan in 1948, the United States began to ship mas
sive amounts of food abroad on concessional terms. The United States was 
then experiencing a resurgence of agricultural productivity, and thus had 
the wherewithal for disposing of large surpluses. 1 

As large U.S. food surpluses continued and the growing world problems 
of hunger and malnutrition became more visible, the United States began to 
search for efficient ways to distribute these surpluses to deficit regions 
of the world without compromising commercial sales. The answer was found 
in the concept of "additionality," that is, the United States would provide 
surplus agricultural products on easy terms to needy countries if they 
could show that this was in addition to what they regularly bought through 
commercial channels. This concept was embodied in Public Law 480, signed 
in 1954, which authorized the donation of agricultural products to inter
national relief organizations and their sale to needy countries for the 
nonconvertible currency of those countries.2 
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While the creation of the P.L. 480 food-aid program was a humani1 
gesture on the part of the United States, generosity was not the only 
vating factor. Many politically potent groups saw U.S. food aid as 
of solving economic problems, both foreign and domestic. 

Holding large surpluses of food was costly. Farmers did not wist 
pluses placed on the domestic market since this would depress price 
farm income. 3 In its national convention in 1952, the American 
Bureau, which consists of medium- and large-sized farmers, proposed c 
ing a secondary foreign market by allowing underdeveloped and food 
nations to pay for U.S. agricultural products in their own currenc 
The intention was not to depress prices for those purchasing with do 
in the normal commercial market, 

The American taxpayer also had a compelling interest in the ere 
of a food-aid program. Because of the 50 percent increase in grain 
duction during the late 1940s and early 1950s, $1 million a day was 
spent just for storage.5 

The U.S. food-aid program was also seen as a way to exchange foo 
strategic raw materials. In the late 1940s, the Draper Commission 
eluded that the United States was becoming increasingly dependent on 
eign sources for many strategic raw materials. 6 In 1951, while deb 
the India Emergency Food Act (a predecessor of Public Law 480), Repub 
Congressman Charles J. Kersten (R. Wis.) stated the issue rather blu 
"In return for the wheat we are asked to give India, the very lea: 
should ask of India is that it permit the United States to buy some o 
strategic materials."7 

During the first five years after it was passed, P.L. 480 grain 
amounted to more than $5 billion, or 28 percent of total grain exp 
This did not prevent U.S. grain surpluses from continuing to grow. 
1959, the United States held the largest grain surplus in its history. 

U.S. policymakers concluded that the way to solve the surplus pr 
was to be more vigorous in creating new markets for U.S. agricultural 
ducts. Indeed, the preamble of P.L. 480 stated this goal: "to develo 
expand export markets for U.S. agricultural commodities." The economi1 
velopment of countries receiving P.L. 480 aid took on importance for 
cultural interests. Assistant Secretary of State W. L. Clayton stated 
financing developing-country imports of capital goods would "certain: 
very good for U.S. agricultural exports because as you help develop 
industrially, you will shift their economy to an industrial econom} 
that I think in the end you would create more markets for your agricul ' 
products."9 

In 1957, Congress modified P.L. 480 so that up to 25 percent oJ 
local currency accepted in exchange for agricultural sales could be le 
at low interest rates to U.S. corporations investing in recipient ~ 

tries. Eldridge Haynes, Chairman of Business International, a se1 
organization for multi national corporations, told the Senate Agricul · 
and Forestry Commit tee of the need for expanding the American food pr< 
sing industry into the underdeveloped world: "We are not exporting b1 
we are exporting wheat. Somebody has to convert it into bread." 10 



same was true of cotton and tobacco. Haynes suggested that U.S. corpora
tions be given "Cooley Loans" (named for House Agriculture Committee Chair
man Harold Cooley of North Carolina) in order to construct plants for the 
processing of cloth and cigarettes. 

As a result of these events, aid under P. L. 480 was developing two 
distinct characteristics. First, it was becoming inextricably linked to 
major segments of the U.S. domestic economy. Second, P. L. 480 became a 
mechanism for disposing of large U.S. agricultural surpluses. 

In the early 1960s, under the new Kennedy Administration, P. L. 480 
once again underwent change. Both President Kennedy and his Secretary of 
Agriculture, Orville Freeman, believed that U.S. aid under P.L. 480 could 
be used to support economic development in developing countries. A new 
name was also coined for the P.L. 480 program: "Food for Peace." 

The new emphasis on general economic development in third-world na
tions was also evidenced by the changes made in the donations section of 
Food for Peace. Up to 1960, donations could be made only for meeting 
"famine or other urgent or extraordinary relief requirements." Gradually, 
and without amending the legislation, donations were expanded to include 
economic development projects. In 1960, donations also were authorized for 
community development projects. 11 

What began primarily as a disposal program for surplus U.S. agricul
tural products had been broadened prior to the Johnson Administration to 
(1) promote U.S. foreign policy goals, (2) create markets for U.S. agri
cultural products, and (3) promote economic development in the third world. 
Further substantial revisions were to take place in 1966. 

CONTENDING FORCES 

When Lyndon Johnson became President, he retained Orville Freeman as 
Secretary of Agriculture. As a result, the Kennedy emphasis on using the 
Food-for-Peace program to promote economic development and to create dollar 
markets for U.S. agriculture remained the dominant philosophy. By the ear
ly 1960s, however, domestic economic conditions were making it necessary 
for policymakers to consider a major revision of the Food-for-Peace Act. 
The most compelling of these factors was that the once large U.S. grain 
surpluses had begun to disappear. The use of Food for Peace as a surplus 
disposal program was no longer urgent. 

The Director of the Food-for-Peace program, Richard Reuter, stressed 
this point to Secretary Freeman in January 1964. The underlying philoso
phy, as Reuter saw it, should be to maximize development prospects in 
third-world nations. Secretary Freeman, on the other hand, stressed that 
first priority must always be given to domestic agricultural interests.12 
The different executive agencies also reflected these two distinct ap
proaches. The key contending agencies were the Departments of State and 
Agriculture, and the Agency for International Development. 
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The Department of State 

During the period in which surplus commodities were ample, the f< 
policy criteria for determining which nations received P.L. 480 food 
relatively simple. However, now that surpluses were disappearing, fc 
policy considerations would weigh more heavily. Also, the Departme 
State wanted an increased role in administering the program, partic~ 

in the determination of which nations would receive P. L. 480 produc 
When presidential aide Joseph Califano circulated drafts of Johnson's 
sage to Congress on the Food-for-Peace Act of 1966, State reacted t 
paucity of references to its functions in the program. One segment o 
address stated that "to strengthen the Food for Peace programs, the De 
ment of Agriculture and the Agency for International Development will 
together.n14 Secretary Rusk amended this to read "to strengthen the 
for Peace program, the Department of Agriculture, the Department of S 
and the Agency for International Development will work together. n15 
original draft of the speech contained this statement: "The Secreta 
Agriculture will act only after consulting with other agencies." 
again, Rusk suggested an amendment: "The Secretary of Agriculture wil 
only after consulting with the Department of State on questions of fo 
policy." 16 This may have been routine bureaucratic infighting, bt 
also reflected the changed circumstances affecting the Food-for
program. 

The State Department had other concerns. These related to th4 
strictions placed on the distribution of Food-for-Peace commoditie 
nations which might in turn export them to politically unfriendly nat 
and the possible disruption of export markets of "friendly nations" 
considering P.L. 480 assistance. Now that the surplus was down, ther~ 

pressure from the domestically oriented Department of Agriculture to me 
these safeguards. 17 The Department of State felt otherwise. 18 

The Agency for International Development 

The Agency for International Development (AID) had interests si1 
to those of State, although AID was more development oriented. AID 
that major authority for the Food-for-Peace program should rest with 11 
State. 19 The existing machinery gave the Secretary of Agriculture 
primary role in drafting agreements with third-world nations. This r 
that paramount importance was placed on the impact that these agreer 
would have on U.S. agricultural interests. AID was sensitive to thi: 
it viewed each agreement in light of the impact it might have on the 
cipient nation's economic development. 20 Prior to 1966, the Food
Peace program authorized long-term dollar credit sales for twenty 3 
with a two-year grace period. AID administrator David Bell consic 
these terms to be harsh, and proposed loosening them.21 

The Department of Agriculture 

The Department of Agriculture was aware of the impending need to 
form the Food-for-Peace Act as early as January 1964.22 Agriculture 
concerned about the reaction of U.S. farmers to the elimination of 
surplus-disposal concept. In a February 3, 1966, memorandum to Presj 
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Johnson, Secretary Freeman argued that commodities used in the Food-for
Peace program should be surplus. He added that for the first time since he 
had been Secretary of Agriculture he was being questioned by farmers' 
unions about shortages. and not surpluses. Freeman's standard reply to 
these questions about the surplus criterion for Food for Peace was "it is 
under careful study." Freeman anticipated that there would be pressure 
from Congress to retain the surplus disposal require~ents of P.L. 480.23 

Agriculture wanted to maintain its control over the Food-for-Peace 
program. 24 Freeman argued that only his department had the necessary 
agricultural expertise in the Government, and that evaluating agricultural 
programs would be a major part of the administration of the amended Food
for-Peace program. 

Agriculture had one other interest, namely, to expand markets, even in 
Communist countries. An Interagency Task Force on Agricultural and Rural 
Life formed in 1965 consisted of representatives from the Departments of 
Agriculture, Labor, and Commerce. It reported to President Johnson that 
American farmers and agribusiness would also support expanding trade with 
these countries.25 

The interests of the Department of Agriculture can be summed up in 
three major points. First, the Department wanted to retain control of the 
administration of the Food-for-Peace program. Second, the Department felt 
that Food for Peace could contribute to third-world development and thereby 
create future dollar markets for U.S. agricultural commodities. Third, in 
order to expand markets for American agriculture, the Department felt that 
commercial trade with so-called unfriendly nations should be resumed. 

DECISIONMAKING PROCESS 

In January 1965, President Johnson created an Inter agency Task Force 
.to report on the possibilities for amending the Food-for-Peace program in 
1966. This Interagency Task Force on Agricultural and Rural Life was 
chaired by Assistant Secretary of Agriculture Dorothy Jacobsen, and con
sisted of representatives from the Bureau of the Budget (BOB), AID, and the 
Departments of Commerce, Treasury, and State. On January 4, 1966, Freeman 
reported to the President that the Task Force was trying "to establish our 
basic policy toward food reserves. We are drafting, and will submit for 
comment, legislation to replace P.L. 480 and establish a program for com
modity reserves." President Johnson submitted this proposed legislation to 
Congress on February 10, 1966.26 

The principal new feature of the proposal was that it eliminated the 
requirement that only surplus agricultural goods could be used in Food-for
Peace aid. This provision would broaden the Secretary of Agriculture's 
authority in choosing which goods to put under the program. 

The bill also put emphasis on the need for "self-help" by recipient 
nations. This policy would set forth criteria designed to achieve a 
greater degree of self-reliance in recipient countries in feeding their own 
populations.27 
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The original P.L. 480 legislation contained provisions to assur1 
concessional sales did not redound indirectly to the benefit of unfr: 
nations. Although unfriendly nations were not directly identified, f ' 
ly countries were defined as all countries except Russia or Chin 
countries controlled by them. 28 In the proposed legislation, the .· 
dent would be given the responsibility of administering the Food-for, 
program in accordance with U.S. foreign policy objectives. The chan1 
designed to increase the President's flexibility. Dorothy Jae 
expressed the change this way: 

All references to "friendly nations," "communist," 
"bloc," "aggressor," etc. have been left out. We all 
agreed on this, but I suggested that all of the ideas 
back of such restrictions should be taken care of by .a 
provision that the act should be administered so as to 
be "consistent with the foreign policy objec.tives and 
national interests of the U.S." This idea was incorpo
rated in earlier drafts, but I find it has been omitted 
from this draft--perhaps it was felt to be unnecessary 
to caution the President with regard to . something he 
would do anyway. It is my judgment, however, that the 
sentiment is so strong among some members of the Con
gress that unless we want something worse to get into 
the bill we should incorporate something in the origi
nal draft to which we could point as taking care of the 
problem.29 

Indeed, after President Johnson introduced the legislation in Feb 
1966, this turned out to be a legitimate concern. 

Active lobbying of Congress was conducted by the Departments of 
culture and State and AID, beginning even before the Food-for-Peace 1 
lation was submitted on February 10, 1966. On February 2, Secreta 
Agriculture Freeman consulted with House members Carl Albert ( D. Ok 
Harold Cooley (D. N.C.), and William Poage (D. Tex.); and Senators 
Mansfield (D. Mon.), Russell Long (D. La.), Allen Ellender (D. La.), G 
Aiken (R. Ver.), Spesserd Holland (D. Fla.), Herman Talmadge (D. Ga.) 
J. William Fulbright (D. Ark.). Cooley was Chairman of the House Agr 
ture Committee and Ellender was Chairman of the Senate Committee on 
culture and Forestry. Freeman, in a memorandum to the President, rep 
that he and Under Secretary John Schnittker, who had joined him in 
consultations, stressed the new emphasis on self-help requirements buj 
not discuss the removal of the surplus requirement. 30 Freeman exp 
congressmen to ask if the self-help requirement was intended to replac 
surplus requirement. Freeman was concerned about the consequences of 
line of questioning because Senator Ellender was on record as being st 
ly opposed to the elimination of the surplus disposal concept. AID A 
istrator David Bell also focused on the self-help emphasis, and not 01 

elimination of the surplus disposal provision, in his congressional 
sultations.31 On February 8, in his final preintroduction report tc 
President on prospects for the legislation, Freeman stated that or 
basis of "general discussion" he expected a favorable reaction.32 



House Action 

The bill was introduced February 10 and reported to the House Commit
tee on Agriculture. The committee reacted favorably but did make several 
significant amendments to the bill. Freeman summarized these changes in 
memoranda to Califano. The committee kept most of the language limiting 
P .L. 480 shipments to "friendly nations," which was not included in the 
Administration bil1.33 One new provision written into the legislation by 
the committee was a complete ban on sales of food for dollars to nations 
trading with or transporting any goods to Cuba or North Vietnam, plus a 
provision requiring the President to report to Congress on this subject. 
This provision was proposed by Chairman Cooley. Cooley also proposed 
creating a Food-for-Peace Advisory Committee, consisting of BOB, the De
partment of Agriculture, AID, and the chairman and ranking minority members 
of the House and Senate Agriculture Commit tees. 34 This proposal never 
got out of the committee. 

The Administration was not pleased with these additions to its legis
lation. The Departments of State and Agriculture had offered substitute 
language to the committee, which was rejected.35 Rusk argued that the 
new restrictions not only "destroyed" hopes for expanded East-West trade in 
agriculture, but also tied the hands of the President in exercising foreign 
policy. Charles Schultze, Budget Director, stated that the amendments 
"killed the spirit of Food for Peace. n36 In this same memorandum, 
Schultze stated that the Cooley amendments tied the President's hands in 
using food to initiate contacts with Eastern Europe. He further stated 
that the North Vietnam provision would completely kill the program in 

. Egypt, In di a, Algeria, and Pakistan. (One critic noted that these four 
nations had a budding cotton industry at the time, and many members of the 
House Committee were from large cotton-producing states.)37 

Only one dispute arose on the floor of the House, and the Administra
tion won. Representative Albert Quie (R. Minn.) suggested changing the 
.forty-year, long-term dollar credit sales period to twenty years, with a 
two-year grace period. This was defeated 193-165 on the grounds that the 
forty-year period was essential to the gradual shift from soft currency to 
dollar sales.38 

Senate Action 

When the legislation passed to the Senate, a different nemesis arose, 
in the form of Senator Ellender ( D. La.). The amendments that Ellender 
proposed in committee were perhaps more damaging than the House amendments. 
Ellender proposed a return to the concept of using Food for Peace only as a 
surplus disposal mechanism. 39 Ellender was aware that only two P. L. 480 
commodities were in surplus, cotton and tobacco. Cotton is grown in · 
Louisiana. 

Ellender also proposed changing the Administration's legislation to 
give the Secretary of Agriculture the authority to determine the nations 
with which the United States could enter into P.L. 480 agreements. Senator 
McGovern (D. S.D.) supported this change.40 This amendment never made it 
out of committee, and the Secretary of State retained his veto author- 1 

ity.41 

• I 
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Ellender also felt that the agriculture committees should thave 
power over all grants and uses of foreign currency accumulated under 
for Peace, thus expanding the congressional role. 42 .Ellender 
attached an amendment that reduced the loan period from forty .year 
twenty years.43 

Charles Schultze stated that Senator Ellender' s amendments .were 
badly drafted" and should be defeated if possible. 44 AID and State 
also opposed to these amendments and were making plans to oppose th1 
the Senate floor. Only one change was made on the floor of the Se1 
This was a proposal that increased the power of the legislature on the 
480 Congressional-Executive Advisory Committee. This committee no\<i 
twenty-one members, sixteen of whom were members of Congress. 

The bill that came out of the conference committee retained mo: 
the provisions approved in the two houses, but the final bill did elim: 
all references to the use of surpluses as the criterion for food aid~ 

self-help provisions were retained, including one relating to popul; 
control. 

Terms of Sale 

The payment terms for long-term dollar credit sales were set at t\ 
years with a two-year grace period, but in cases where a transition to 
lar sales could not take place by December 31, 1971, the bill allowec 
tions to pay for food in local currency which could be converted to doJ 
at the end of a forty-year period. 

The new Act banned food sales to nations selling goods to North ' 
nam or transporting goods to or from North Vietnam. It imposed a sin 
restriction on nations selling and transporting goods to or from Cuba, 
provided that the President, if he determined that such action was ne 
sary in the national interest, could waive this ban. However, this Wa 
provision required the President to first consult with the j 
Congressional-Executive Advisory Committee on P.L. 480 and inform both 
House and the Senate of his intention. If this committee disagre.ed 
the President, it could override his decision. 

Fourteen new members were added to the joint Advisory Committee. 
lier, congressional representation had been four of seven, and this pro 
tion increased to sixteen out of twenty-one. The new members consiste 
the Secretaries of State and Treasury; the vice chairman and the sec 
ranking minority member of the House Agriculture Committee; the ral'l 
majority member and second-ranking minority member of the Senate Agri 
ture and Forestry Committee; and the chairman, ranking majority member, 
two ranking minority members each of the House Foreign Affairs and Se 
Foreign Relations Committees.45 

CONCLUSIONS 

One underlying fact, namely, the elimination of U.S. agricultural 
pluses, was central to the formulation of P. L. 480 legislation in 1 
The final bill reflected this change, but only after considerable confl 
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Each department tried to protect its own powers under the program. In the 
end, the State Department's and the AID's powers were increased because of 
the new emphasis on self-help and economic development. 

The Administration hoped to give the President greater flexibility in 
carrying out food sales for foreign policy reasons, but this was not to be. 
The Congress wanted an increased role in the formulation of foreign policy. 
As AID Administrator David Bell stated, "Underlying the Senate's action is 
a demand for a greater say-so in foreign affairs.n46 The key committees 
were dominated by powerful conservatives from Southern farming states, and 
they were concerned that some provisions of the bill submitted by the Ad
ministration would pose a threat to U.S. agricultural export markets. 47 
Prior to 1966, U.S. aid had been oriented to help combat the spread of Com
munism, and Congress still seemed to view U.S. aid in this manner.48 

From the decisionmaking viewpoint, the machinery of the executive 
branch worked as one would expect. During the formulation of amendments, 
there was infighting among the major departments, but differences were re
solved. 

In formulating the amendments to P. L. 480, the Administration mis
judged the mood of the Congress, as evidenced by the substantial changes 
made by the two commit tees. The restrictions placed on the Administra
tion's flexibility in conducting foreign policy might (or might not) have 
been tempered if congressional lead time had been longer. The Administra
tion achieved some major objectives--e.g., to eliminate the surplus dis
posal concept as the only basis for P.L. 480 and to base food sales on the 
basis of need and self-help. It failed in others, namely the credit terms 
and the extent of foreign policy flexibility it sought. 

LOOKING BACK 

The problems of P.L. 480 as expressed by the competing interests in 
the case of the 1966 amendments are still relevant today. The central 
issue remains the distribution of food as a form of aid or as a means for 
disposal of U.S. surplus. Generally, the most important determinant in 
this dilemma is the size of the U.S. surplus. 
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GERMAN OFFSET AGREEMENTS 

BY SUSAN KRIVACIC 





CHRONOLOGY 

April 4, 1949 

June 1956 

November 1961 

December 1963 

GERMAN OFFSET AGREEMENTS 
BY SUSAN KRIVACIC 

- North Atlantic Treaty signed, called for the station
ing of U.S. forces in Western Europe. 

- First offset agreement between United States and Ger
many entered provisionally into force during Eisen
hower Administration. 

- United States strengthens troops in Germany from 
230,000 to 270,000. 

- President Johnson and Chancellor Ludwig Erhard meet to 
discuss offset issue and agree in principle to new 
offset arrangement. 

December 21, 1965 - Joint communiqu~ between Johnson and Erhard in which 
NATO commitments are agreed on. 

April 26, 1966 - Senator Mike Mansfield's sense-of-the-Senate resolu-
tion (R. 49). 

May 3, 1966 - Senator Mike Mansfield's sense-of-the-Senate resolu-
tion (R. 83). 

September 1966 - Beginning of detailed offset negotiations with Ger-

September 27, 1966 

October 1966 

January 1967 

February 24, 1967 

many. Surnrni t meeting; United States and Germany de
bate major differences on monetary issue and troop 
levels. 

- Beginning of Trilateral negotiations. 

- Fall of Erhard's government; German Grand Coalition 
forms. 

- Mansfield renews troop reduction resolution. 

- U.S. position reached after Cabinet meeting with the 
President. 

April 28, 1967 - Formal Trilateral agreement announced. 

July 1967 - Grand Coalition announces German budget reductions. 

August 15, 1967 - Foreign Minister Gerhard Schroeder announces German 
troop reductions of 60,000. Senator Mansfield renews 
action on U.S. troop reduction. 

August 16, 1967 - Meeting between Johnson and new Chancellor Kurt Georg 
Kiesinger. 
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Summer 1976 

THE ISSUE 

- President Ford and German Chancellor Helmut Set 
pronounce the offset agreements expiration. 

The agreements to offset the costs of maintaining U.S. troops 
tioned in Germany stemmed from the U.S. desire to mitigate its dete 
rating balance-of-payments position. The American military presenc1 
Western Europe, except for Spain and Berlin, rested on provisions of 
North Atlantic Treaty signed on April 4, 1949. 1 As Germany bega1 
prosper during the late 1950s, the question arose of West German com 
sation for the foreign-exchange cost of stationing American troop: 
Germany. 

The first offset agreement between the United States and West Ger 
entered provisionally into force during the Eisenhower Administration 
June 1956. Under this agreement, Bonn covered 80 percent of the 
foreign-~xchange cost for stationing troops in West Germany.2 

The provisions of the agreement called for the German Defense Mini 
to partially compensate the United States for a portion of American ex 
ditures by purchasing arms and equipment from the United States. In a 
tion, the United States, in 1956, proposed a plan of troop reduction: 
soften the balance-of-payments burden. This plan, often referred to as 
Radford Plan (after Admiral Arthur Radford, the Chairman of the U.S. J1 

Chiefs of Staff) , called for a reduction of American ground force~ 

800,000 men to be replaced by an increased reliance on nuclear weapons. 

The two issues of troop levels and stationing costs were linked wi· 
third: a German share in controlling nuclear weapons. Although the 
ford Plan was rejected by Washington, Chancellor Konrad Adenauer asse1 
that German control of tactical nuclear weapons was feasible. At a 
press conference in Bonn, Adenauer stated that nuclear weapons were "n1 
ing more than a development of artillery, and that Germany should ha1 

share in them like France and Britain."4 

Offset negotiations in the late 1950s and 1960s were intimately 
lated to problems of force levels and reliance on nuclear weapons • . 
cording to Adenauer, German rearmament was a way of winning status 
sharing in the control of the nuclear capacity of the NATO alliance. 
United States, however, rejected Germany's desire for a share of nuc: 
weapons. Instead, the United States proposed an increase in U.S. tr1 
stationed in Germany. 

Measures to strengthen the U.S. military presence in Europe were bi 
during the 1960s. The United States increased its personnel from 230 
to 270,000 men during the Berlin crisis of 1961. Despite this, gross 
pendi tures abroad by the U.S. Defense Department were lower in 1961 · 
they had been in 1960.5 In 1961, these amounted to $3.6 billion, 
which $600 million were attributable to the stationing of U.S. troop: 
Germany. 6 Keeping these troops in Germany affected both the U.S. defi 
budget and the balance of payments. 
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In the late 1950s, Germany began offsetting troop costs under formal 
agreements with the United States. From May 5, 1955, to June 30, 1961, 
Germany offset American expenditures by $2.2 billion, of which $600 million 
was allocated for troop-stationing costs, $1.4 billion for military equip
ment purchases from the United States, and $210 million for military gar
risons. 7 By 1963, Germany's total annual offsets came to $671 million, 
up from $402 million in 1961.8 The increase in the dollar value of off
sets was due in part to the revaluation of the German Mark. Overall, Ger
many helped offset troop-stationing costs by contributing 24.4 billion DM 
in three different agreement intervals between 1956 and 1967. These agree
ments ran from 1956 to 1961, 1961 to 1965, and 1965 to 1967. Other fea
tures of the agreements were a mixture of military procurement, German pur
chases of U.S. securities, and a West German pledge that dollar reserves 
would not be converted into gold. 

On April 28, 1967, in London, a proposal to establish Trilateral off
set agreements among Great Britain, the United States, and Germany was for
mulated and accepted. 

CONTENDING FORCES 

U.S. efforts to reduce its balance-of-payments deficit by some com
bination of troop reductions and offsetting costs were centered in the 
White House; the Departments of State, Treasury, and Defense; the National 
Security Council; and the Congress. 

Officials in Bonn were concerned with internal politics, as well as 
offset costs. Adenauer was replaced as Chancellor in 1963 by Ludwig 
Erhard. Erhard seemed to feel that it was necessary to cultivate the U.S. 
relationship more assiduously than had Adenauer. Erhard visited the United 
States fourteen times during his four-year chancellorship compared with 
Adenauer's total of ten visits between 1953 and 1963.9 

The first discussions between Johnson and Erhard at which there were 
extensive talks concerning the offset issue took place one month after 
Johnson took office. Al though Erhard visited Johnson often, many of the 
offset talks proved unproductive. One reason may have been Johnson's pre
occupation with Vietnam. Erhard proved willing to offset U.S. balance-of
payments costs through financial arrangements, but not by buying military 
equipment. 

Erhard's Minister of Defense, Kai Uwe von Hassel, and Foreign Minister 
Gerhard Schroeder had good rapport with officials in the White House, State 
Department, and the Pentagon. This was evidenced by the December 21, 1965, 
communique between Erhard and Johnson, in which NATO commitments were 
agreed on by both parties. 1 O Germany agreed to make a $198 million ad
vance debt repayment before the end of 1966 in addition to the $250 million 
payment under the 1963 offset agreement with the United States. 11 This 
was done despite the fact that Germany had a balance-of-payments deficit in 
1965. 

The United States also had a balance-of-payments deficit and hoped to 
do better in the successor offset agreement in 1966. The beginning of 
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detailed offset discussions with the Johnson Administration began in 
tember 1966. The actors involved on the German side were Chane 
Erhard; Schroeder; von Hassel; Minister of Special Affairs Ludger West 
Permanent Secretary of the Foreign Office Karl Carstens: and Ambas 
Karl Gunther von Hase. 

The precise proposals made by Germany in Washington were worked o 
von Hassel and Finance Minister Hans-Georg Dahlgruen. 12 Within 
group were the so-called "Atlanticists," consisting of Erhard, Schro 
and von Hassel. They regarded the connection to Washington as being 
for Bonn. One reason that the "Atlanticists" defined their relatio 
with Washington as important was the nuclear-sharing issue in Europe. 
Erhard Government wanted a share in the nuclear arena, and the Germa1 
ficials wanted a strong link with Washington officials to promote thi: 
jecti ve. Moreover, the FRG sided with the United States in a seriE 
Franco-American disputes pertaining to the multilateral force issue 1 

of 1964. (The MLF concerned a proposal for a NATO surface fleet 
jointly owned American and French nuclear weapons. After he became 1 
ident, Johnson killed the MLF because there was so much controversy ~ 

which NATO powers should participate and how much control they shoul 
given.) 

Apart from the MLF issue, the military views of the foreign officE 
of Schroeder himself were vague. Schroeder played a minimal role in 
offset deliberations, and he was not a ~arty to the later discussion 
troop reductions on August 15, 1967. 13 Schroeder argued against 
adoption of the Trilaterals. He sent a telegram in 1967 to the Germa~ 
bassy in Washington instructing Ambassador von Hase to inform the Ameri 
that the German army (Bundeswehr) would be cut by 60,000 men. 14 Sohre 
also wanted more procurement by NATO in Germany. The then German Chan 
lor, Kurt Georg Kiesinger, was furious about Schroeder's message and w 
to the President immediately, assuring him that no such action by Ger 
would be taken. Schroeder was not given the position of German delegat 
the Trilaterals because of his action. Karl Carstens, Minister of Def 
in 1967, was appointed to serve in Schroeder's place. 

One element of the offset agreement was related to the internati 
monetary system. As a result, the Bundesbank, wh~ch was formally sepa· 
from the central government, was brought into the negotiations. Bundes· 
President Karl Blessing, in the so-called Blessing Letter, confirmed 
bank's intention not to convert Germany's dollar holdings into golc 
order not to weaken the dollar. 15 What this implied was that even if 
U.S. balance-of-payments costs were not offset, Germany would hold the i 

lars. Private bankers also played a role in support of the dollar. He1 
Abs, a senior German private banker, expressed confidence that the Un: 
States would balance its accounts in the near future and urged Euro1 
bankers to loosen their tight money policy. Otmar Emminger, Vice-Presic 
of the Bundesbank, denied that there was any danger of a bank crisis. 

These bank actions were due to persuasion by American officials. 
earlier Paris negotiations on international monetary reform, the U.S. 
bassador to Bonn, George McGhee, raised the issue of the dollar strer 
with Blessing. 16 McGhee said that the German offset commitments of · 
were insufficient and he pressed the Germans for more. 
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The U.S. negotiaters were aware of the political infighting in Bonn, 
but they also had to contend with politics internal to the United States. 
The offset deliberations in the United States began at a lower level of 
government than in Germany, but soon rose to the attention of the govern
ment's highest officials, the President and his special aides. The fol..:. 
lowing persons were the key actors in the U.S. executive branch: the Pres
ident; Secretary of Defense Robert McNamara; Under Secretary of State 
George Ball; Secretary of the Treasury Henry Fowler; Deputy Special Assis
tant to the President Francis Bator; Ambassador McGhee; and members of the 
National Security Council staff. 17 There was no disagreement among them 
on such basic issues as the need to defend Europe, to meet U.S. NATO com
mitments, and to consult with Germany in advance concerning changes. 

Within the Department of State, the Bureau of European Affairs (EUR) 
had primary responsibility for the offset negotiations. On the whole, EUR 
officials opposed troop reduction in Europe even if there were dual basing 
of troops in Europe and in the United States, earmarked for Europe. U.S. 
Government expertise on political developments in Germany was greatest in 
EUR. There was a powerful group of "Europeanists" in the State Department 
at that time consisting of Secretary Dean Rusk, Under Secretary Ball, Per
manent Representative to NATO from 1961 to mid-1965 Thomas Finletter, Under 
Secretary of State for Political Affairs Eugene Rostow, and Deputy Assis
tant Secretary of State for Atlantic Poli ti cal Affairs Robert Schaetzel. 
This group helped to foster a harmonious relationship with the Germans. 

On the other hand, these experts feared the emergence of "Gaullists" 
in the German Government if the Christian Democrats gave way to the Social 
Democrats. The "Gaullists" had become disillusioned with American foreign 
policy and were sympathetic to de Gaulle's idea of an independent Europe. 
To the "Gautlists," the German relationship with Paris took precedence over 
the relationship with Washington. The Christian Democrats ( CDU), , "Atlan
ticists," and EUR "Europeanists" had dealt with each other for more than a 
decade. 

EUR was prepared to accept offsets through means other than German 
weapons purchases. The Joint Chiefs of Staff and the "Europeanists" ranked 
the issue of troop levels above a monetary prospective. They advocated a 
decision on a set force level, a number which would not differ from the ex
isting one. They realized that any offset bargain struck with Bonn had to 
be attractive enough to stifle congressional attempts to mandate troop re
ductions. The Department of Defense had the primary responsibility of 
going to Capitol Hill to fight off troop reduction amendments. Assistant 
Secretary of Defense for International Security Affairs John McNaughton ap
pointed his deputy for Europe, Fredrick Wyle, to work on the Task Force 
Committee of High Commissioner John McCloy, who was also Johnson's personal 
negotiator to the Trilaterals. As a part of the Task Force Committee, Wyle 
was to help draw up negotiation proposals. He, along with his subordi
nates, opposed troop reductions. 

Defense Secretary McNamara's view on the troop level issue was some
what different. McNamara's primary concern was fighting the war in Vietnam 
under the constraint of no call-up of reserves. He believed that the Euro
peans could do more in their share of defense. He said as much to Con
gress: "Europeans are not contributing their own fair share.n18 Despite 
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this, he opposed troop reductions in Europe. "We will keep our Eui 
Forces and be prepared to keep them at current levels." 19 Mel 
played the "strong-hand" role of Treasury by pressing the Germans foJ 
stantial monetary offset offers in 1965 and 1966. 

The Defense and Treasury Department roles were pivotal on the j 

of offset and troop levels, in both negotiating with the Germans a 
dealing with the American Congress. The two Treasury actors most im 
were Secretary Henry Fowler and Under Secretary Frederick Deming. 
sury' s main interest was in offset. Its objective was ·maximum assi:s 
to the U.S. balanc.e-of -payments. 

Treasury pressed Bonn for direct payments from the beginning o 
negotiations to the end. Fowler was assisted in negotiations witl 
Germans by Under Secretary of State George Ball. 20 McNamara and M 
also played crucial roles in pressing the Germans for mon.etary offsets 

Other agencies, notably the Bureau of the Budget, the Coun·cn of 
nomic Advisors, and the Federal Reserve were marginal participants i1 
negotiations. 

Congressional interest was varied. Senator Mansfield felt that · 
reductions could be made without adverse effects. 21 Mansfield bel 
that offset and force-level issues should not be int.ertwined. He conti 
that if troops were needed they should stay, and if not, they should b• 
d.eployed. Senator Mansfield wrote to the President calling for a sub: 
ti al reduction of U.S. forces . stationed in We.stern Europe and submi t1 
resolution to this effect. This sense-of-the-Senate resolution .of Jul~ 
1966, flowed from a unanimous decision of the Democratic Policy Commi1 
Included in this ad hoc committee were Senators Richard Russell (D. < 

Margaret Chase-Smith (D. Maine), Daniel Brewster (D. Md.), Daniel K. ~ 
(D. Hawaii), Stuart Symington (D. Mo.), Philip A. Hart {D. Mich.), 
Edward V. Long (D. Mo.).22 

Mansfield's first proposals would not have been binding on the Pr 
dent because they were introduced as resolutions. Later, when the an 
ments would have been binding, the reductions demanded were larE 
Other senators supported keeping the troops in Europe, but felt that 
financial offsets were inadequate. Senators Symington and Henry M. Jae 
CD. Wash.) fell into this category. Each felt strongly about the gold 
sue. Congress had felt no strong public pressure to remove troops 
Europe until the late 1960s. nie same was true among the German public 
German poll in 1969 showed that the public support for the continued 
tioning of American troops was 58 percent in favor and 19 percent oppo 
By 1973, a Gallup poll in Germany showed that 57 percent favored U.S. f 
reductions.24 

TRADE-OFFS AND COMPROMISES 

The trade-offs involved the competing demands of the two sets of 
mestic politics and economic costs, within the context of overall 8ecu 
issues. In 1963, the United States and Germany agreed in principle on 
content of a new offset agreement. Jn a joint commµnique'between Presi1 

350 



Johnson and Chancellor Ludwig Erhard, Johnson stated that it was his inten
tion to "sustain the level of U.S. commitments and expenditures." The 
Chancellor, in turn, said that a substantial increase in total offset com
mitments of the Federal Republic of Germany was made in 1963, and that 
every effort would be made to increase the level of these commitments for 
1964.25 

The 1963 agreement called for Bonn to make major new arms purchases 
from American sources and receive training and supply maintenance support 
from the United States. On November 20, 1965, McNamara sent a letter to 
Congressman Robert Sikes (D. Fla.) and Senator Stennis (D. Miss.) justify
ing the use of Shepard Air Force Base as a site for training 200 German 
pilots. The Germans, at the same time, were to buy jet trainers from the 
United States and the United States was to furnish runways, barracks, and 
training support. The agreement called for German reimbursement of $90 
million to Shepard Air Force Base for five years.26 

The nuclear issue entere<i into this complex equation of trade-offs. 
The issue became evident in the Trilaterals. Walt Rostow stated this point 
clearly: "Germany has always been at the heart of a European conflict. 
Therefore, if we can find a way to bring the British and Germans together 
in the nuclear arena, we will have patched up a possible rip in the Euro
pean Community.n27 

By giving Germany copossession responsibility for nuclear weapons, the 
United States could reduce its nuclear cost, and NATO would not be burdened 
by extra "hardware" expense. Furthermore, Britain shared special nuclear 
arrangements with the United States which held high priority as long as 
America's NATO commitments remained firm. The United States gave financial 
assistance to Great Britain's nuclear-capable weapons program. 

A trade-off which involved Britain was McNamara's proposal for common 
funding of mobile force exercises (a nuclear weapons program). McNamara 
opposed Mansfield's troop reduction amendment, stating that any Senate ac
tion now would be politically disadvantageous. 28 Instead, McNamara re
commended common funding for all transportation expenses of the mobile 
force exercises in order to reduce troop costs. The United Kingdom agreed 
only to a joint 20 percent funding. 

Despite an encouraging conversation on September 3, 1965, between Ger
man Finance Minister Hans-Georg Dahlgruen and Fowler, in which Dahlgruen 
expressed his appreciation for U.S. cooperation concerning Germany's mili
tary purchases proposal for the 1965 agreement, Germany had problems with 
the overall 1965 agreement. 29 Erhard mentioned these difficulties in a 
letter to Johnson. At a September 1966 summit meeting in Washington be
tween the United States and Germany, major differences on the twin offset 
themes of monetary compensation and. the level of U.S. troops in Europe were 
debated. 30 Germany regarded the offsets as concessions, and the United 
States regarded them as obligations. The summit meeting ended in failure. 

On September 27, 1966, President Johnson and Chancellor Erhard invited 
the U.K. representative, George Thomson, to participate in the U.S.-FRG 
bilateral talks in an effort to resolve problems trilaterally. 31 Like 
the United States offset agreement, the British agreement included German 
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civilian as well as military purchases as offsets. The Germans foUJ 
difficult to fulfill the British obligations. The existing German o 
offer amounted to $88 million. British Prime Minister Harold Wilson s 
at least $154 mi 11 ion to meet the foreign-exchange requirements of 
British Army of the Rhine (BAOR). The Germans hinted at raising their 
set to $144 million. The United States recommended sharing the burdE 
the costs. 32 The failure of the summit meeting contributed to thE 
cline of Erhard's government and the formation of a new government hi 
by Kurt Georg Kiesinger, the "Grand Coalition" of trie German CSU (Chri : 
Socialist Union) and the Social Democratic Party (SOP). 

One reason for Erhard's downfall was the German budget deficit c 
billion, which was due in part to the large offset compensations tc 
United States.33 Members of Erhard's Cabinet, the Free Democratic l 
(FOP) faction, repudiated Erhard's Washington compromise of October 
1966, calling for tax increases and continued U.S. offsets. 34 The 
FOP members eventually resigned from Erhard's Cabinet. The Grand Coalj 
adopted a new negotiating position, and in July 1967 it decided that 
German defense budget would be reduced from 19.4 billion DM to 18.5 bi] 
OM for 1968.35 

RESOLUTION 

Erhard's downfall proved to be a decisive influence in the resolu 
of the offset agreement. The new Chancellor had to open negotiations 
his own ministers, as well as with the American Government. Erhard 
been a secretive Chancellor, not ~ften revealing his dealings with W 
ington to his Cabinet subordinates. Thus, Erhard's own strategy cont 
uted to his downfall. 

At this time, the Trilateral negotiations between Britain, the Un 
States, and Germany set the stage for American decisionmaking. The Pr 
dent's sub-Cabinet ad hoc group formed during the Trilaterals ( the "Ro 
Group") consisted of Francis Bator, Deputy Special Assistant to the Pr 
dent for National Security Affairs; Frederick Deming, Treasury; Ro1 
Bowie, State Department; John Leddy, Assistant Secretary of State (E 
John McNaughton of Defense; and John McCloy. The group advocated fil : 
the cost gap by financial measures.36 

Agreement within the U.S. Government was reached on February 24, 1 
in a meeting among the President's main Cabinet members. 37 The Un : 
States told Bonn that it would join in the Anglo-German mixed commis: 
and would offer Bonn more offset options in the Trilateral Talks. 
February 24, 1967, German Finance Minister Oahlgruen held a meeting 
which he discussed the balance-of-payments problems of the United Sti 
and Great Britain and how Germany would seek to help in dealing ' 
them.38 

The President acted after giving Secretaries McNamara, Rusk, 
Fowler a chance to argue their cases. Francis Bator's special role c 
White House aide in 1966-67 was to make sure that all arguments recej 
equal emphasis before the President had to decide an . issue. Bator c 
could make his own preferences clear to the President. In a memorandun 
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Johnson, Bator stated that the intended purpose of his memorandum was guid
ance on the procedure for recommending a scheme involving redeployment of 
troops and the rotation of two military divisions. With respect to offset, 
the way in which an agreement would meet the Administration's European ob
jectives (yet satisfy the domestic considerations represented in Congress) 
lay in the art of assembling a good package. The White House and the Na
tional Security Council concerned themselves with this are.39 

McCloy was appointed by Johnson to serve as chief negotiator to the 
Trilaterals. He had a small advisory committee consisting of Secretary 
Fowler, Congressman Melvin Laird (R. Wis.), Henry Kuss of Defense, and Dem
ing of Treasury. 

McCloy, in a so-called "free hand" or independent report to the Pres
ident, argued against any U.S. troop reductions. McCloy periodically dis
cussed his ideas with the President and received his approval. McCloy 's 
presence raised complications because, officially, he was the President's 
aide and could be given instructions only by the President. Mc Cloy, how
ever, was also a partisan of the State Department position.40 

McCloy was given new instructions by the President and his senior ad
visers in February 1967, focusing on the need for compromises. 41 In a 
letter from the President to McCloy on March 1, 1967, Johnson asked McCloy 
to prepare recommendations needed to adjust the NATO alliance strategy.42 
Johnson's March 1 instructions to McCloy formed the basis for an American 
proposal laid before the Trilaterals on March 3. It contained three pro
visions: 

1. Force levels would be determined by the allies on the basis of 
security considerations, broadly construed. 

2. German military purchases in the United States and the United 
Kingdom ~hould be based on the military requirement of acquiring a German 
military force of appropriate strength for defense. 

3. Financial problems should be dealt with through cooperation in the 
management of monetary reserves. 

The United States would implement redeployment and rotation plans for 
some U.S. forces from the central region of Europe. Washington also agreed 
to a new dimension on the financial issue. Instead of buying military 
equi~ment, Bonn could purchase medium-term Treasury securities as an off
set. 3 The Treasury, in part, agreed with this and in part was si
lent. 44 Fowler expressed no opinion on the troop issue, for it lay 
outside of his Department's domain. Instead, Fowler pressed for more 
German investment in U.S. securities. On October 7, 1967, it was recorded 
that the U.S. liquidity balance benefited due to a $125 million bond pur
chase by the Federal Republic of Germany.45 

1be Trilateral agreement was formally announced on April 28, 1967, in 
London. The major provisions were the following: 

1. The United States would "rotate some of its di visions while the 
British would withdraw one of its brigades." 
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2. Bonn would make new arms purchases but without a spe 
commitment. 

3. The Bundesbank would buy $500 million in special securities.4 

The agreement drew diverse reactions among the actors involved 1: 
offset question. Senators Mansfield and Symington did not seem reas 
by the new offset agreements. Mansfield felt that they produced modi 
improvements in the balance of payments. However, he also noticed 
while the amount of foreign-exchange inflow involved was higher, so wa; 
foreign-exchange gap because it was becoming more expensive every yec 
keep U.S. forces in Germany. The revaluation of the German D-Mark Cc 

U.S. expenses, stated in dollars, to increase again and more drastic 
than in the past.47 

The European reaction to the agreement was low-key and vague. Dt 
a meeting on August 16, 1967, the President and Chancellor Kiesinger ~ 
little time on the troop force issue 48 

LOOKING BACK 

Following the 1967 agreement, agreements were renewed every two y 
thereafter until 1976, when President Ford and German Chancellor He 
Schmidt pronounced the offset agreements officially defunct. The follo 
statement by the two country leaders took note of the changes in the of 
issue: "Given the recently introduced changes in the international m 
tary area, specifically flexible exchange rates, as well as the not 
improved strength of the dollar and a more acceptable United St 
balance-of-payments position, the President and the Chancellor cons 
that the traditional offset arrangements approach has lost its r 
vance. n49 Germany's Foreign Minister, Hans Genscher, in an inter vie~ 
July 18, 1979, in the Hessischen Rundfunk (Frankfurt-based radio stati1 

stated that "the understanding of both governments is that the offset4 

costs need not be undertaken because the balance-of-payments problem ' 
not play the role which it did previously."50 

354 



NOTES 

1. Roland A. Paul, American Military Commitments Abroad (New Jersey: 
Rutgers University Press, 1973), p. 128. 

2. Di~Zeit, September 28, 1973. 

3. 
(London: 

Roger Morgan, The United States and West Germany: 
Oxford University Press, 1974), p. 56. 

1945-1973 

4. Konrad Adenauer, Erinnerungen (Stuttgart: Deutsche Verlags-
Anstalt, 1968), p. 298. 

5. Telegram, American Embassy in Bonn to Secretary of State, Wash
ington, D. C. , January 13, 1966, "U.S. Troop Presence in FRG," Schroeder 
visit, Country Files, National Security Files, LBJ Library. 

6. U.S., Congress, Senate, U.S. Forces in NATO, Hearings before the 
House Committee on Foreign Affairs and the Subcommittee on Europe, 93d 
Cong., 1st sess., 1973, pp. 332-33. 

7. Bulletin No. 21, "Probleme der Devisenhilfe fur die U.S.A. und 
Grossbri tannien" (German Embassy, Washington. D. C., February 28, 1967), p. 
171. 

8. Telegram, American Embassy in Bonn to Secretary of State, Wash-
ington, D.C., January 13, 1966, "German Economic Aid and Volume of FRG 
Assistance," Schroeder visit, Country Files, National Security Files, LBJ · 
Library. 

9. Memo to President (unsigned), February 26, 1968, Ex CO 92, "Visit 
with the Vice Presidents," Papers of Lyndon B. Johnson, Country Files, 
National Security Files, LBJ Library. 

10. Bundesministerium fur Innerdeutsche Beziehungen, "Kornmunique uber 
die Besprechung Zwischen President Johnson and Bundeskanzler Erhard in 
Washington" (December 21, 1965), in Dokumente Zur Deutschlandpolitik, vol. 
2 p. 1018. 

11. Memo, Walter Heller to President, "Weekly Balance of Payments Re
port," November 8, 1965, C.F. FG 105, WHCF, LBJ Library. 

12. Memo, Bill Moyers to President, September 26, 1966, President's 
Appointment File (Diary Backup), C.F., LBJ Library. 

13. Memo, Roster of Luncheon at the White House, August 15, 1967, 
President's Appointment File (Diary Backup), C.F., LBJ Library. 

14. New York Times, July 14, 1967. 

15. ~organ, United States, p. 173. 

355 



16. Memo, Gardner Ackley to President, August 14, 1965, C.F. FG 11· 
WHCF, LBJ Library. 

17. Memo, Moyers to President, September 26, 1966. 

18. U.S., Congress, Senate, U.S. Troops in Europe, Hearings bef< 
the Subcommittee on Foreign Relations and the Armed Services Committ4 
90th Cong., 1st sess., 1967, Res. 49 and 83. 

19. 
on 27. 
bassy. 

"Erklarung von Senator Mike Mansfield Vor dem Amerikanische Ser 
Juli 1966." Dokuments, Europa-Archiv/Folge 17/1966, U.S. I 

20. Telegram. American Embassy in Bonn to Secretary of State, Wa~ 

ington, D.C., "Fowler Discussion with Emminger," January 13, 1966, Coun1 
Files, National Security Files, LBJ Library. 

21. Letter, Senator Mike Mansfield to President, July 14, 19{ 
Legislative Files, Papers of Lyndon B. Johnson, WHCF, LBJ Library. 

22. U.S. Congress, Senate, Troops in Europe, pp. 1-4. 

23. Ibid., p. 16. 

24. Horst Mendershausen, Report of Troop Stationing in Germany: GE 
man Public Opinion, Memorandum RM-6172-pr (Santa Monica, Calif.: Rand Cc 
poration, November 1969), p. 2. 

25. Memo, President to Richard Goodwin, June 12, 1964, "Remarks 
Foreign Dignitaries' Letters," Office Files of Richard Goodwin, WHCF, I 
Library. 

26. Memo, "Results of a Recent Survey by German Research Insti tt 
EMNID," August 26, 1964, Ex CO 92, WHCF, LBJ Library. 

27. Telegram, American Embassy in Bonn to Secretary of State, Wa~ 

ington, D.C., "Fowler/Dahlgruen Conversation," September 3, 1965, Coun1 
Files, National Security Files, LBJ Library. 

28. U.S. Congress, Senate, U.S. Troops in Europe, p. 16. 

29. Telegram, American Embassy in Bonn to Secretary of State, Wa~ 

ington, D.C., 11 rowler/Dahlgruen Conversation," September 3, 1965. 

30. "Visit of Chancellor Erhard," Text of Joint Communique, Septeml 
26-27, 1966, President's Appointment File (Diary Backup), C.F., LBJ 1 
brary. 

31. "Das Amerikanische Intresse an deutscher Devisenhilfe," Frankn 
Allgemeine Zeitung, July 11, 1966. 

32. Gregory F. Treverton, The Dollar Drain and American Forces 
Europe (Athens: Ohio University Press, 1978), p. 132. 

356 



33. New York Times, October 16, 1965. 

34. Treverton, Dollar Drain, p. 132. 

35. Horst Mendershausen, Defense Policies and Developments in the 
Federal Republic of Germany (Santa Monica, Calif. : Rand Corporation, 
February 1968), pp. 6-7. 

36. U.S. , Congress, Senate, U.S. Economic Policy: Implications for 
the Organization of the Executive Branch, Hearings before the House Com
mittee on Foreign Affairs and its Subcommittee on Foreign Economic Policy, 
92d Cong., 2d sess., 1972, pp. 107-21. 

37. Memo, White House Office Secretary to President, Text of Joint 
Communique, September 26-27, 1967, President's Appointment File (Diary 
Backup), C.F., LBJ Libr,ary. 

38. Bulletin No. 2702272, "Die Deutschen Leistungen zum Devisenaus
gleichen" (Press Release, German Embassy, Bonn, February 27, 1967). 

39. Note, Francis Bator to President, August 16, 1967, C. F., LBJ 
Library. 

40. Treverton, Dollar Drain, p. 126. 

4 1 . Ib i d • , p • 1 2 7 • 

42. Transcript, John McCloy Oral · History Interview, April 18, 1972, 
by Paige Mulhollan, p. 13, LBJ Library. 

43. Bulletin No. 21, "Probleme der Devisenhilfe," p. 171. 

44. Transcript, John McCloy Oral History Interview, April 18, 1972, 
p. 14. 

45. Memo, Walter Heller to President, "Weekly Balance of Payments Re
port," October 7, 1967, C.F. FG 105, LBJ Library. 

46. Bulletin No. 21, "Probleme der Devisenhilfe," p. 171. 

47. Congressional Record, daily ed., April 24, 1970, pp. 495-96. 

48. Memo, Francis Bator to President, August 16, 1967, C.F., LBJ 
Library. 

49. Herald Tribune, July 19, 1976. 

50. "Informationsfunk der Bundesregierung" Memo 1105D/2, Bundeskanz
ler Interview Zurn Devisenausgleichs abkommen, July 17, 1976, in ZDF (Cen
tral Radio Station of Germany), in German Press Release No. 28, Bonn, July 
19, 1976. 

357 



BIBLIOGRAPHY 

BOOKS AND PAMPHLETS 

Adenauer, Konrad. 
1968. 

Erinnerungen. Stuttgart: Deutsche Verlags-Ansta 

Mendershausen, Horst. Defense Policies and Developments in the Fede 
Republic of Germany. Calif.: Rand Corporation, February 1968 

Report of Troop Stationing in Germany: German Public Opini 
Memorandum RM-6172-pr. Santa Monica, Calif.: Rand Corporati 
November 1969. 

Troop Stationing in Germany: Value and Cost. Memorandum 
5881-pr. Calif.: Rand Corporation, December 1968. 

Horgan, Roger. The United States and West Germany: 1945-1973. Lond1 
Oxford University Press, 1974. 

Newhouse, John. U.S. Troops in Europe: Issues, Costs, and Choices. Wa: 
ington D.C.: Brookings Institution, 1971. 

Paul, Roland A. American Military Cammi tments Abroad. New Jersey: Rt 
gers University Press, 1973. 

Scharpf, Fritz, and Mayntz, Renate. Policy Making in the German Fede1 
Bureaucracy. Amsterdam: Elsevier, 1975. 

Treverton, Gregory F. The Dollar Drain and American Forces in Euro) 
Athens: Ohio University Press, 1978. 

INTERVIEW 

Bator, Francis, Former Deputy Special Assistant to the President for l 
tional Security Affairs, 1966-67. Telephone Interview, Decemt 
4, 1981. 

PUBLIC DOCUMENTS 

U.S. Congress. Senate. Conflicts between U.S. Capabilities and Fore: 
Commitments. Hearings before the Committee on Foreign Relatior 
90th Cong., 1st sess. February 21, 1967. 

_ U.S. Commitments to Foreign Powers. Hearings befc 
the Committee on Foreign Relations. 90th Cong., 1st ses: 
September 19, 1967, Res. 151. 

358 



U.S. Economic Policy: Implications for the Organiza
tion of the Executive Branch. Hearings before the House Commit
tee on Foreign Affairs and its Subcommittee on Foreign Economic 
Policy. 92d Cong., 2d sess., 1972. 

U.S. Forces in NATO. Hearings before the House Com
mittee on Foreign Affairs and the Subcommittee on Europe. 93d 
Cong., 1st sess., 1973. 

___ U.S. Troops in Europe. Hearings before the Subcommit
tee on Foreign Relations and the Armed Services Committee. 90th 
Cong., 1st sess., 1967, Res. 49 arid 83. 

U.S. President. Statement by President Johnson. "Announcement of the 
Initiation of the U.S., U. K. , and West German Talks on Central 
European Def~nse." In American Policy Current Documents. 
Washington, D. C.: Bureau of Public Affairs, Historical Office, 
January 1969. 

GERMAN DOCUMENTS AND BULLETINS 

Bulletin. "Agreement on Offset is Signed." April 25, 1974. 
lease, Bonn, West Germany. 

Press Re-

Bulletin. "Informationsfunk der Bundesregierung." 1976. Press Release, 
Bonn, West Germany. 

Bulletin. :•Mutual Protection: Weapons and Dollars." 
Press Release, Bonn, West Germany. 

April 8, 1971. 

Bulletin No. 21. "Probleme der Devisenhilfe fur die U.S.A. und Gross
bri tannien." German Emabassy, Washington, D. C., February 28, 
1967. 

PERIODICALS 

Congressional Record, daily ed., April 24, 1970. 

Die Zeit, June 11-14, 1966: September 28, 1973. 

Frankfurt Allgemeine Zeitung, July 11, 1966. 

International Herald Tribune, July 19, 1976. 

New York Times. October 16, 1965; February 22 and 24, May 3, August 11 and 
16, October 13, and December 10, 1967. 

Washington Post, July 23, 1966. 

359 



LYNDON B. JOHNSON PRESIDENTIAL LIBRARY FILES 

National Security Files. 
Country Files. 

Oral History Interviews. 

White House Central Files (WHCF): 
Aides Files. 
Confidential Files (C.F.). 
Executive Files. 
Legislative Files. 

360 



INDEX 





Ackley, Gardner, 47, 50, 51, 52, 
54, 56, 57, 73, 74, 75 

Additionality, 14-15, 26, 36, 151-
57, 329 

Adjustment assistance (labor), 95, 
96, 97' 101, 122, 139, 142 

Agency for International Develop
ment, 151, 152, 153, 154, 156, 
232, 242, 257' 266, 331, 332, 334, 
336, 337 

Agriculture: 
industry and trade, 134, 135-37, 
139, 140, 142, 215, 216, 217' 330, 
331, 332, 333; surplus, 329, 330, 
331, 336, 337 

Agriculture Department. See U.S. 
Department of Agriculture 

AID. See Agency for International 
Development 

American Selling Price, 138-39, 
141 ' 142' 317 

Arms sales and arms sales policy, 
231-43 

Asian Development Bank, 17, 30, 
31, 37, 253-67 

Automobiles, industry and trade, 
12-13, 89-104 

Balance of payments, 45-58, 69, 
71' 116' 151, 152, 153, 154' 155, 
346 

Ball, George, 91, 99, 117' 118, 
121, 223, 349, 350 

Barr, · Joseph, 256, 257, 258, 259, 
260, 261, 262, 263, 265, 266. 

Bator, Francis, 120, 122, 134, 

INDEX 

363 

135, 136, 137, 138, 188, 190, 195, 
197, 313, 315, 349, 352, 353 

Black, Eugene, 254, 255, 256, 257, 
258, 259, 260, 261, 264, 265, 266 

Blumenthal, Michael, 133, 134, 136 

Budget Bureau. See U.S. Bureau of 
the Budget 

Bundy, McGeorge, 135, 136, 140, 
186, 188, 190, 194 

Cabinet Committee on the Balance 
of Payments, 47, 50, 51, 53, 54, 
56, 153, 156 

Califano, Joseph, 315, 317 

Canada, 89-104 

Castro, Fidel, 277, 278 

CEA. See Council of Economic Ad
visors 

Coffee, industry and trade, 18, 
30, 31, 37, 295-302 

Commerce Department. See U. S. De
partment of Commerce 

Connor, John, 48, 51, 52, 53, 54 

Cooley, Harold, 278, 280, 282, 
283, 285, 286, 331, 334, 335 

Council of Economic Advisors, 4 7, 
49, 75, 280, 281, 284, 285, 313, 
315 

Country X loans, 16-17, 31, 32, 
38, 231-43 

Cuba, 277, 278, 281 

Daane, Dewey, 72, 73 



Decisionmaking in Johnson Admin
istration, 23-32, 35-39, 48-57, 75-
77' 99, 100, 101-2, 122-26, 135-41, 
153-56, 173-74, 198, 222-23, 241-
42, 265-67' 287-88, 301-2, 318-19, 
333-37, 352-54 

Decisionmaking models: 
bureaucratic politics, 6, 7, 8, 
24, 28, 29, 30, 31; democratic 
politics, 7, 8, 24, 25, 28, 29, 
30, 31; multiple advocacy,. 7, 8, 
24, 25, 26, 27, 28, 29; presiden
tial fiat, 7, 8; shared mind-sets, 
7' 8' 27 

Decisionmaking pressure·s, 23-25; 
balance of payments, 26-27, 35-36; 
domestic, 27-29, 36-37; foreign, 
29-31, 37-38; national security, 
31-32, 38-39 

D.efense Department. See U.S. De
partment of Defense 

Deming Group, 72, 74, 75 

Deming, Frederick, 70, 72, 73, 77, 
78, 350 

Eastern Europe, 207-24 

Economic assistance: 
Latin America, 155, 156-57, 295; 
less-developed countries, 151-57, 
329-37; Southeast Asia, 253-67 

Economic policy: 
Eastern Europe and Soviet Union, 
207-24; Latin America, 126, 280, 
281, 285, 295, 297, 298, 299, 301; 
less-developed countries, 123, 
329-37; Switzerland, 137-38, 140-
41; Western Europe, 166, 173, 221-
22 

European Economic Community, 116, 
121, 135, 136, 140, 141, 142, 171 

Export Control Act, 214, 220-21 

Export-Import Bank, 197, 214, 217, 
224, 231-43 

364 

Fanfani proposal (technical as 
tance), 167-68 

Federal Reserve Board. See 
Federal Reserve Board 

Food for Peace. See P.L. 480 

Foreign aid. See Economic as; 
tance 

Foreign exchange, 69-71, 76· 
346, . 352, 354 

Foreign investments, 11, 26, 
36, 45-58, 93, 95, 103, 

Foreign policy. See Economic pc 
cy 

Fowler, Henry, 53, 54, 55, 56, 
71, 72, 73, 74, 77' 349, 350, ~ 
352, 353 

Free trade and protection, 91, 
97' 101, 115, 122, 124, 126, 1 
42' 155' 215-17' 310-19 

Freeman, Orville, 134, 135, 
137, 140, 331, 333, 334, 335 

Fried, Edward, 72, 75, 77, 
188, 189, 223 

General Agreement on Tariffs 
Trade, 98, 117, 118, 119, 120, 1 
133, 134, 135, 137, 138, 139, 31 

Generalized System of Preferenc 
13-14' 30' 37' 115' 120' 122' 1 
126 

German Offset Agreements, 20, 
36' 166' 345-54 

Germany. See West Germany 

Glass, industry and trade, 137-
140-41 

Gold, 11-12, 26, 35, 45, 5.5, 67 



Gold Pool, 69, 70, 71, 72, 73, 74, 
76, 77' 78 

Goldstein, Ernest, 54, 55, 56, 57 

Great Britain, 116, 347, 351, 352, 
353 

Herter, Christian, 134, 135, 138, 
139' 313 

Hornig, Donald, 166, 167, 168, 
169, 171, 172, 173 

Interest Equalization Tax, 46, 49, 
50, 51, 55 

International Monetary Fund, 69, 
75-76, 78, 79 

International monetary system, 48, 
68-71, 76, 79, 348 

Kennedy 
tions), 
311-12 

Round 
14, 30, 

(trade 
37' 91 t 

negotia-
133-42, 

Labor Department. See U.S. Depart
ment of Labor 

Latin America, 277, 279, 280, 281, 
285, 295, 297, 298, 299, 300, 301 

Less-developed countries, 115, 
116, 117, 118, 119, 121, 122, 123, 
124, 310 

Long-Term Arrangement (textiles), 
19, 27, 28, 29, 37, 309-19 

Martin, William McChesney, 53, 56, 
70, 71, 72, 73, 77 

McCloy, John, 349, 353 

McGhee, George, 348, 349, 350 

McNamara, Robert, 234, 235, 236, 
237, 238, 242, 349, 350, 351, 352 

365 

McPherson, Harry, 134, 137, 138, 
140 

Military assistance: 
less-developed countries, 231-43; 
West Germany, 345-54 

Miller Committee, 188, 189, 190, 
191, 193, 198, 211, 213, 214 

Hiller, J. Irwin, 187, 188, 189, 
190 

Mills, Wilbur, 93, 94, 96, 97, 98, 
99, 102, 138, 139, 140, 141, 223, 
311, 314, 316, 318 

Monetary policy and price of gold, 
6 9 t 7 0 ' 71 ' 7 2 ' 7 3 ' 7 4 ' 7 6 ' 77 ' 
78, 79 

Most-favored-nation principle, 
115, 116, 117, 119, 120, 123, 124, 
195, 198, 212, 218, 223-24 

National 
349, 353 

Security Council, 347, 

Office of Science and Technology, 
166, 173, 174 

Okun, Arthur, 72, 73, 77 

Organization for Economic Coopera
tion and Development, 120, 123, 
124, 165, 166, 167, 172 

P.L. 480, 19-20, 27, 28, 29, 36, 
214, 329-37 

Pierson, De Vier, 314, 315, 316 

Rostow, Walt, 74, 75, 77, 197 

Roth, William, 120, 122, 123, 134, 
136, 137, 140, 141, 315, 316, 318 

Rusk, Dean, 192, 194, 195, 196, 
208-9, 213, 219, 352 



Solomon, Anthony, 72, 120, 122, 
123, 126 

Southeast Asia, 253-67 

Soviet Union, 185-98, 207-24 

Special Drawing Rights, 69, 72, 
73, 75, 77, 78, 79 

Special Trade Representative, 99, 
101, 102, 120, 124, 134, 140, 141, 
315 

State Department. See U.S. Depart
ment of State 

Sugar, industry and trade, 17-18, 
27, 28, 29, 36, 277-88 

Tariff, 90, 91, 92, 94, 95, 96, 
97, 99, 103, 115, 117, 121, 123, 
133, 137. 138, 139, 140, 141, 154, 
212, 278, 279, 280, 281, 282, 284, 
285, 286, 311, 312 

Tariff Commission, 92, 95, 96, 97, 
1 34' 137' 1 39 t 140 t 316' 318 

Tariff preferences, 115-26 

TEA. See U.S. Trade Expansion Act 

Technical assistance, Western Eu
rope, 15, 30, 31, 38, 165-75 

Textiles, industry and trade, 309-
19 

Trade: 
Canada, 89-104; Eastern Europe and 
Soviet Union, 15-16, 31, 32, 38, 
185-98, 207-24, 335; less-developed 
countries, 116-26; Western Europe, 
133-42 

Treasury Department. See U.S. De
_ partment of the Treasury 

Trezise, Philip, 91, 92, 94, 98, 
99, 100, 103, 223 

366 

Trowbridge, Alexander, 54, 56, 

USSR. See Soviet Union 

U.S. Bureau of the Budget, 
232, 242, 280, 281, 284, 285, 3 

U.S. Department of Agricult 
134, 136, 139, 140, 278, 280, 
283, 284, 285, 315, 331, 332, 
334, 335 

U.S. Department of Commerce, 
51, 54, 56, 99, 101, 102, 154, 
156, 190, 198, 222, 312, 315 

U.S. Department of Defense, , 
43, 347, 349, 350 

U.S. Department of Labor, 95, 
102, 315 

U.S. Department of State, 75, 
93, 94, 97, 98, 99, 101, 102, 
120, 134, 138, 141, 153, 154, 
175, 190, 194, 198, 223, 232, 
237 t 238, 241, 242, 279, 280, 
284' 285' 295' 296' 300' 301' 
315' 331' 332' 334' 335' 336 t 
347 

U.S. Department of the Treas\ 
47, 49, 50, 56, 75, 90, 91, 94, 
102, 153, 154, 155, 156, 232, : 
261, 262, 266, 315, 347, 350, 3~ 

U.S. Federal Reserve Board, 47, 

U.S. Trade Expansion Act, 95, 
99, 101, 133, 134, 135, 138, 
141 ' 310-11 ' 317 

U.S.-Canadian Automotive Agr 
ment, 30, 31, 37, 89-104 

United Automobile Workers, 91, 
96, 99, 101 

United Nations Conference on Tr 
and Development, 115, 116-18 



Vietnam War, 242, 255, 265-66; 
economic aspects, 47, 53, 54, 116, 
192, 198, 212, 213, 214, 223 

Watches, industry and trade, 137-
38, 140-41, 142 

West Germany, 345-54 

Zagorin, Bernard, 257, 265, 266 

367 



ISBN 0-89940-656-4 


	Participants
	Table of Contents
	Foreword
	Preface
	Acknowledgments
	Introduction
	Chapter 1. Conceptual Models of Decisionmaking
	Five Models of Decisionmaking
	Decisionmaking Models and Foreign Economic Policy

	Chapter 2. Summaries of the Case Studies
	Chapter 3. Nature of the Issues and Pressures
	Four Categories of Decisionmaking: An Overview
	Balance of Payments
	Domestic Pressures
	Foreign Pressures
	National Security

	Chapter 4. Foreign Economic Decisionmaking: An Evaluationof the Johnson Administration
	Balance of Payments
	Domestic Pressures
	Foreign Pressures
	National Security
	Summary

	Case 1. Controls on Foreign Direct Investment
	Case 2. The Gold Crisis of 1967-68
	Case 3. The U.S.-Canadian Automotive Agreement of 1965
	Case 4. A Generalized System of Tariff Preferences
	Case 5. The Kennedy Round
	Case 6. Additionality Requirements on AID Grants and Loans
	Case 7. U.S.-European Technology Gap
	Case 8. Building Bridges to the East: The East-West Trade Bill
	Case 9. U.S. Economic Policy toward Eastern Europe and the
	Case 10. "Country X" Loans by the Export-Import Bank
	Case 11. Establishment of the Asian Development Bank
	Case 12. The 1965 Sugar Act Amendments
	Case 13. The International Coffee Agreement Act of 1965
	Case 14. Long-Term Cotton Textile Arrangements
	Case 15. The 1966 Food-for-Peace Movement
	Case 16. German Offset Agreements
	Index

