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NOTE ON
"THE INTERN..TION.L REGULATION OF PRIMARY PRODUCTS!

The revised draft on buffer stocks differs from its predecessor
remely by the matter now contained in paragraphs 15 and 16 together
with consequential changes. The original draft contemplated that
its central plan might have to be supplemented in certain cases
by restriction schemes and quotas; the new draft stresses the
supplementary schemes giving them a prominence which, in my
submission, might endanger the main plan and be contrary to
public policye.

1e If we are to think clearly on this matter, we must have it in
mind that a buffer stock plan and restriction cum quola schemes
are primarily intended to deal with two different problems. The
former is directed against oscillation of prices and producer
incomes due to seasonal, climatic and cyclical causes; the latier
are directed against a persistent tendency to over-production in
the face of inadequate demand.

The problem of oscillation is, by general agreement, urgent,
paramount and universals It affects every nation of the world,
albelt in dfvers ways. It affects our friends, the /mericans,
with especial severity. On our power to reduce this eovil all
else hangs. If "international collaboration'" proves unable to
prevent a major recession, disillusionment will be complete. The
world-wide demand for greater economic security, the force of which
we now hope to harness to international plans, will be turned
against us; all separate national governments will be confronted
by an irresistable clamour for measures, no matter how un-neighbourly
antarkic, agressive and offensive, to give employment to their own
people; such measures are likely to subvert not only commodity
schemes but every single plan fip international economic collabora-

tion that we may now devise,

The central (buffer stock) part of the Treasury plan is well
contrived to deal with this cvil; indeed it is our best hope.
Thought has been given in recent months to possible plans that we
might propose for American consideration; no other plan has been
accepted or, to my knowledge, even proposed, nor do I believe that
one could be devised, providing such a radical antidote to the
tendency to trade oscillation. we must therefore look very
critically at any embellishment or supplement designed to deal
with special problems or assist scotlonal interests, to maoke
sure that it could not impair the efficiency ofimain schGme.

The tendency towards the chronic over=-production of primary
products is in a very different category. Quite frankly we have
not now the means of judging where there will be such a universal
tendency at all after the wars O0f course, in the ordinary chop
and change of affairs it is to be expected that two or three
commodities should be out of balance at any time. We must not
let our judgment be too much swayed by our experience in the the
thirtiese. Some of the high protectionism may have been due to
political insecurity and may dlsappear of its own without.our
having to bring pressure upon the governments to bo parties to
g restriction scheme. Again it may have been due to balance of
paymentsAdifficulties, which we hope may be gasgd, in the short

Union, or whatever serves 1n its stead,and in

run by the Qearidg :
the lgng run by other schemes for international investment now

under consideration.
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Lgain we cannot cstimate what incercase of consumption
will occur in a world of "expansionist" economics and some
rise in the standard of living. It may be noticed for
illustration that the most spectacular increasc of wheat stocks
occurred in the four years 1927-30; yet if consumption had
been only 23% higher than it was no increasc of stocks would
have occurred at all, '

But even if over~production does prove chronic and not
gsubject to adjustment by an economic price giving a reasonable
livelihood to & sufficient number of producers, it is too soon
to know how we want to deal with this problem in the long run.

It might be thought obvious, for instance, that the
"uneconomic'" production of cereals (and sugar?) in Europe
should be eliminated. But, though I yield to no-one in my
adherence to the logic of free trade, I see other difficulties
here, We hope that European protectionism will wane in
consequence of the political easement and the foreign exchange
easement. Plans may be made for encouraging the production
of "protective" foods; there may be a development of communica-
tions, housing and public utilities with or without external
assistance; local industries may also grow in the course of
nature, But if, when these easements have occurred and these
methods of absorbing surplus labour have been fully exploited,
protected cereal production still plays a part in this economy,
this protection could only be rcmoved by reducing employment and
livelihood or by a drive towards increased industrialisation.
This, however, involves questions of welfare, of social and
political stability and might even in certain circumstances be
relevant to the world authority for keeping the peace. It is
a political question requiring mature Judgment and should be
settled not now but when time and experience have shown the
dimensions of the problem, if any. The reduction of
oscillation is somecthing which all statesmen would welcome;
it is not controversial; but the proper balance between
agriculture and industry in different regions is something
which it may not be possible to deeide on economic grounds alone;
it would certainly be improper to -attempt such a decision on
those grounds now.

It follows that while the buffer stock plan needs to be
universal and to be pushed in the execution to the full extremity
of its logic, we have not now grounds for holding that restric-
tion cum quota schemes should be more than temporary and
exceptional, T should therefore hope that all references to
permanency in paragraph 15 might be deleted and that the whole
of paragraph 16 which implies universality might go.

24 The restriction cum gquota schemes are contrary to our
vital national interests.

The buffer stock control would normally aim at setting a
price likely to balance supply and demand in the long rune
The snag is that in certain cases owing to the inveterate longevity
of high cost producers, the price requircd to reduce supply
might be ruinous to the majority of producers. It is to mitigate
thoir lot that restriction cum quota schemes are proposed asa
transitional measurcs.

But we must face it. This easement can only be gilven
at the expense of the British standard of living and our balance
of trade.
. O



In the plan to reduce oscillabion we have a vital
interest; so too have the .mericonss We cannot avoid
unemployment and:distress here, be our own "planning'experts
never so versatile, while world trade is subject to violent
oscillation. But in raising the level of the prices of
primary products in any average of good and bad years we have
no interest; indeed it must mean impoverishiment for uss
inything we do to condone restriction -.save as a shrewd move
to prevent producers doing something worse on their own -
is pure altruism.

T have heard it said that we cannot be prosperous, so long
as the primary producers are in distress. But this is mere
sentimentalism, without support in reason or experience.
indeed it is most probable that our revivel in the thirties
was as good as it was, without much help from re-armament,
largely owing to the easement given by the low prices of our
imports.

We have to ask ourselves how far we are entitled in the
midst of presemtdistractions to give away the standard of living
of our people. It is a grave responsibility. If the ideals
of restrictionists wcre pealised in full over a wide range of
committees, it would certainly mean the loss of many trns of
millions and might mean the loss of hundreds of millions of
pounds annually in our balance of trade., It might well tur.
out to cost us more externally in the long run than the present
wars It is certainly a grave responsibility.

If we could feel that this was a great altruistic gesture
for the good of humanity, we might seek pardon from tuc British
public on those grounds. But quite the contrarye That is
not the expert opinion, even regarding the matter from the
“point of view of the world as a wholee I would appeal with
confidence to the verdict of my colleagues in economic studies.
Restriction schemes, save as transitional measurces to ease
special difficulties, arc detrimental to the prosperity of
the comity of nations collectively as well as to the importing
countries, Thus if we endorse them we not only damege British
interests, but act against the view about what is best for the
world of those who have given time and detached thought to ti-
mattere The responsibility becomes graver, the more closely

we look.

t might be urged that as we are at the mercy of the
primaiy prggucers, gnce they get together, we had just as well
ecreate a little goodwill by giving them what they want at the
beginning. That is not quite right; we arc py_no means
completely at their mercy. There is the stabilisation scheme

the central Treasury plan). That would be a great godsend
to them. It is most unlikely that, if we stood out, they
could devise anything of the sort for themselves. .No‘producer
restriction scheme heretofore has availed to main@a}n incomes
for producers in a world slump nor contained prcvrq1h?s which
mede it appear likely to be able to do s0. Herc wc have a
great prize to offer; but we should only offer it in company
with a statement that we shall bry freely from all producers,
save where a restriction scheme has been approvced by the’
Council of Controls, and that restriction schemes will only
be approved as temporary and cxceptional cxpedientse
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There remains the question of persuading the imericans,
whose intercst may be somewhat tilted to the side of the
producersi My main argument to be uscd with them I give in
paragraph 3 and only add this hcrc.

Opinion 1s no doubt divided and fluid in .mcricea, as
elsewherei Sound economic doctrine is not without its
appeal there, I suggest, therefore, that we ought to take
a very firm stand on the principle that restriction schemes,
save as exceptional and transitional measures, arc contrary
both to sound economic doctrine and to the letter and spirit
of the lMutual .ild Agreement, If we do this we shall not
lack support on the other sids.

Recently restrictionism has becn having what I make no
doubt is an ephemeral vogue; and .merica is subject to
VOogues, In the awkward inter-war period, when international
co-operation was weak and larger ideas, like the two great
Treasury plans, could not even be entertained, the various
restriction schemes may have becn the best possible in the
circumstances. Now the circumstances are completely
changed. I confess that as I looked over the wvarious
proposals of the recent wheat conference, they secemed to me
completely anachronistic, a curious aftermath of the recent
uneasy peage€, One felt that the negotiations, quite
understandably, had not yet emerged from the pre-war rut.

I am confident that with a 1little effort and vigour in our
approach, we could make the /mericans see them in the same
light.

3 I now pass to a different type of consideration which is
in some ways the most important of all.

The subjects for international collaboration after the
war are numerous and varied. Besides the question of what
ought to be done under each head, there is the question of who
ought to do it. Who will be responsible, in reality and not
merely on paper, for the initiation and success of the various
measures?

When we -look at the measures, they secm to divide
naturally into two classes, (1) those which could be
effectively carried out in their entirety by a like-minded
inner nucleus of nations, such as the English-~sveaking group,
1t matters not what the formal facade or interchange of intere
national complgment may be, the effects being beneficial to the
other nations and the scheme imposing no burdens on them nor
requiring major positive action by them, and {ii) those which
do require positive measures by all or most of the nations or
impose burdens on them or imply some sacrifice of sovereign
autonomye. In the latter case clearly the various nations can
insist on having a voice on the directing international body in
fact as well as in name.

I hope that the possibility of dividing the field in this
way and the problem of classification involved may be raised in
the forthcoming conversationse. I suggest that it would have an
excellent effect on the Americans,.

-



In /imerica opinion has been apt to waver between the

ldeas of English~speaking collaboration, Pan-imerica, the
Unit ed Nations and a world=-wide consortium. Each method of
approach is beset with most perplexed difficulties for them,
But the idea of dividing the tasks in a systematic way between
an inner and a lager group resolves many of the difficulties.
The Americans will quickly sec this, and, once having grasped
1t, I do not think fthey will hesitate to opt for the English~
speaking group as the one for them to work with on the tasks
appropriate to the inner micleus.

This would of course be to our advantage, both because
it would at once make it much more probable that such ideas of
international collaboration as are practical and important
would be given real and timely effect, and because the existence
of the inner group would give us some leverage in fending for
ourselves in a world in which the long-run forges are not all
on our side,

It may be noted in passin% that a soheme to qualify for the
inner group ht not only not to 1m¥ose burdens on the generality
s

nations, bul akomtto be oneroun o .the ¥y oup nations
hemse ves: for we have reckon with thc re uctgﬁoepof their

legislatures to endorse mcasures for intecrnational eollaboration
which impose burdens on their peoples,

In order to support our argument we should have to show
that there is a sufficient range of measures which could be
handled by the inner group. The Clearing Union is obviously
a case in point; it would diffuse universal benefit without
imposing on the various nations sacrifices of sovereignty or
money., The buffer stock scheme is also a case in point for
the same reasons. If the English~speaking group chose to set
up a number of buffer stocks, no other nation could complain
that her ripghts and dignities were violated; no burden would
be imposed on her people; all she need do is to be grateful

for the service rendered.

I do not raise the question of the formal constitution
of the central control. The essential point is that on the
basis of Aplo~-Amcrican Kpgreement, the scheme could be put into
effective operation as soon as necessary; negotiations to get
other nations to become formal parties to the receipt of benefit
are not likely to meet with the same delays and obstacles as
when the nations are asked to undertakesacrifices or make

substantial commitments.

But restrictions and quotas do not, I fear, belong to this
category. Here all is haggle and conflict of interest.
Adhesion to a scheme does require commitment to posditive measures

and/or financial burdens.

If then we are to suggest to the /mericans that within
the very wide domain of international economic collaboration
there are certain very practical and urgent measures which we
between us can and ought to see carried through on our initiative,
it is important to preserve the central Treasury plan for buffer

stoeks intact as a self-contained scheme,
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Therc is another argument allicd to the foregoing,
which would, I believe, appeal strongly to the Jmecricanss It
does seem wise in considering international collaboration to
give priority to schemes embodying some leading idea op
principle, which makes the detailed daily working of them a
matter mainly of interpretation, and to avoid, as far as possible,
or to postpone, schemes, under which every new turn of cvents
involves a conflict of interest between all the parties, Ir
our schemes are to be mainly of the latter kind, international
collaboration so far from contributing to a peaceful and
harmonious development of interchange, will constantly fan the
flames of animosity between nations.

The buffer stock plan belongs to the former category,
. restriction schemes to the latters

To summarize the arguments of the foregoine parapraphs :-

1¢  The buffer-stock plan and restriction schemes are directed
to different problems, namcly oscillation and chronic over-
production. The former requires universal, prompt and large
scale action, and some success in handling this problem is
pivotal for any international collaboration whatever. It is
outside political controversy. The latter may solve itself

in consegquence of certain predictable eascments and the passage
of time; remedies may be needed at once in certain cases, but
they should be regarded as temporary and exceptional; the long-
range problem, if it does not solve itself, has important
‘political implications.

2 Restriction cum quota schemes, unlike the buffer stock
plan, are plainly contrary to our vital national interests;
according to the best opinion they militate against world
prosperity also. In giving restriction g place in the bufl r-
stock plan we should do so with the deliberate idea of removii
control of it from the producers, of securing that thc schemes
are well contrived and of rcducing their scope to the nminimum.

e It is to bec hoped that the self-contained character

of the buffcr stock plan may be preserved, since, in this case,
it would belong to that inner group of international measures,
which need depend only on Anglo-/imerican agreement, and which
we could thus be sure of getting operated to the benefit of
world order and ourselves, indensnicntly of whether a larger
consortiwn of nations achieves sufficient harmony of view and
efficiency in administrative machinery to introduce really
effective world schemes requiring adroit, prompt and continuous

actions

Supplementary Notes

While paragraph 15 is designed to safeguard the position
of the majority of producers, should an '"economic' price prove
too severe a remedy for over-production, paragraph 16 appears to
be designed to safeguard the position of the controls. Lis
such, it is surely mischievous.

An excessively large amount of offering to the control
can only occur for one of two reasons, namely, (i) because
expected but preventable output is cxcessive or (ii) because
already existing or planned and unpreventable outiul is excessive.
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The remedy for the former is price reduction, combined,
if necessary, with a restriction scheme under 15,

The only remedy for the latter is that the control
should buy up the surplus. It is no remedy for an
existing or unpreventable surplus to refuse to buy it,
(16(1i)). 1s a black market to be formed? Or are nations
to be expected to destroy surplus stocks? (But I
that destruction is an unthinkable ingredient in a new
world plan), Refusal to purchase a surplus would destroy
confidence in the scheme and would justify producers in
rejecting our claim that the Buffer Stock scheme was an
adequate gquid pro quo for their abandoning the idea of
generalised restriction.

27\

It surely is not implied that the council of controls
will lack the means to buy up surprise surpluses? Such an
idea would almost be tantamount to not taking the scheme
seriously at all, If it cannot stand up to a few surprise
surpluses, how will it undertake that great outpouring of
funds which may be neeessary when it is fulfilling its
function of being our primary antidote to a major world
slump?

The control must have and be known to have the means
and will to smother up the effects of its past mistakes,
(e.g. setting too high a price or setting a price which,
while not too high, ought to have been accompanied by a
restriction schemef,) It must after error regularly wipe
the slate clean and make a fresh start.

Producer restriction schemes have never been able to
counteract the immediate effects of their mistakes and
probably never will be, That is one superior point of the
Ireasury plan and the reason why it would probably, despite
initial misgiving, be found asccptable to the producers,

(Signed) R.F. HARROD.

9.,6.42.
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Pboposed amendments: -

Paragraph 15(ii)(b)

Instead of first line

Read "whether their proposal is due to causes which

they regard as likely to be continuing or ..."

Paragraph 15(ii)(e)

Instead of "is a continuing one"

Read "1s due to causes regarded as likely to be
continuing"

Parsgraph 15(iv)

Instead of '"of a quasi permanent character"

Read "required by causes regarded as likely to
continue"

Paragraph 16 Delete.
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Economic Section, Economnic Section,
Offices of the War Cabines. Offices of the War Cabinet.
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THE CHAIRMAN in opening the meevtag ofTerad
.congratulations to Mr. J. .M. Keynes and 3ir “rederick
e ot

'.;Ehillips~onithe*honours recently awarded Yo -“hem.

s

PREPAR, TTONS In responsc to a suggestion by MR RONALD, IT WAS
FOR ANGLO- - AGREED:- . ' l : '
CONVERSATIONS. ., 'L, That the Chairman should circulate a note
S Sl of the various studies nov veing mede
in the Departments in preparaiion *
the forthcoming Anglo-Uditzd State:
conversations. : \ « :

ADMINTSTRATIVE On the question of thu edminisiratios of cohemes of
RESPONSIBILITY international collaboraticn IT WAS ACRY 1. -
MAT TONAT, . 2.~ That Mr. Harrod should pre ars
COLLABORATION. for ths dunmittee on the aopy <

~ways in ihich the re . T A

action under schemess’ &l

- economic collaboration rcd
AGENDUM: ) ME. HARROD, in claborating document U.C.E.{(42)11,
INTERNATIONAL  said that it was difficult to forecast what ohe world raw
REGULATION material position would be after the war. Uhere was no
O _PRIMARY -~ reason for this country to surfer locses through the
PRODUCTS. operation of restriction schemes which would increase the
(DOCUMENTS difficulties of the balan-e of payments. M2. CLAUSON
U.S.E.(L2)10 pointed out that there would Alsoc bo advantages for the
and balance of payments in restricticn schemes through the
U.§.E.(42)11). increased returns on foreirn investmense. "Regulation"

would better describe %he object of the schemes *than
O C

"restriction". MR. KEYNES said that his originel zcheme
did not involve powers of campulsion and I+ts operation was

not conditional on universal acceplance. Kevertheless he
had been impressed by the risk t5 *the ovigls s me of
proceeding withicub aay prov. . -1 Poo roshre O B
production; thouglh restriction gohermcs waise? »ov and special

ducers refused to
ropoced amendments
v the cmission of

difficulties, particularly if many p
co-operate. He accepted Mr. Harrod
i 3.1 10 27t nos
%gr%g%%%gni6g.b.g.(u2)¢_, excsnt poss
SIR FREDERICK LEITH-ROSSE said +that in default of a
free world market for primary products. which he considered
unlikely in the near future, any buffer s%ock scheme would
be ligble to bankruptcy uniess protected by restrictions on
production. Buffer stocks might cure cscillations and
moderate fluctuations of the trade cycle, bul would not be
sufficient by themselves to deal with long- term trends.
SIR DONALD FERGUSSON said that a fixed price for agri-
nite exponsgion of
a
{
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culturel products would lgad to indefi
in his view

restriction schemes were merely a piLe aller ©o meet
temporary dislocation and i% would be w s to make them
rermanent in view of the tendency to fallzing costs iu
primary production in harmony with the general treand of
technical progress. SIR FREDERICK PHILLIPS said that

production.  PROFESSOR ROBEBINS said +h




Vice President Wallace was the protagonist of restrice.
tion on primary production and of the industrialisation of
backward areas as the appropriate policy for reconstruce—
tion. It was to our advantage in general to try to
limit restriction schemes as much as possible, though in
the case of rubber and jute we should favour restriction
on account of the development of substitutes in the
United States. MR. OPIE referred to the cleavage in
opinion between the United States State Department and
the Department of Agriculture, the latter favouring
restrictionism. Our proper course would be to side with
the collaborationists and press for temporary restriction
at first, whilst being prepared to give way to permanent
restrictions in particular cases only if obliged to do
80. IT WAS AGREED: -

3. That members should send their
individual comments and oriticisms
to Mr. Keynes if possible by
Wednesday, 17th June.

L. That a further meeting of the
Committee should be held on
Tuesday, 23rd June, at 11 a.m.,
in the same place.

L4/5 Richmond Terrace, S.W.1l.
15th June, 1942.
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