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FORLIGN LENQ;EQLNINDUSTRIALIZATION AND TH. CLuARING UNION

The follo.ing memorandum is not intendec to he in eny

sense critical of the Cleecring Union. In the euthor's owninion,
the draft scheme orovides o most sdriirenle introduction to tie
conversations on Article Vil Tt i3 evident, ho.cver, that it
leaves some gquestions unsetilecd, 1t 1is Sponanle thet thoy will

3 o w

ve raised at en eerly stege, 17 not oy us, Dy the Americens,
ond it is the thesis of this. pepcr thet ther involve cartain
points on which we ousnt to have very clear 1d¢ £

s if e ocre to

sareruard our ovn interests and do our —est Cor world wrosoerity.

1e Apert from thc sanctions of 7 (5)(e) which, if more then

exceptioneal, ould e evidence that the SYSTEL Wad Peilin:., and

apart from provisions to wrevent do tor countrics furthner

azcrevating thelr condition Hy ex_orting cenited, changes in the
foreisn exchanzc rates nrovide the sole cxplicit meens 1in the
arcft scheme for securingy &n equiliseiws of poyments hetioon
nations.

Ho., veluchle cs the system of floxitle exchenoes would e,
it will prolanly not be arjucd by anyone that thesc mov cilent s
would be potent ecnough Oy fhemselves to securc en cven nalance
of payments on current or income account; and it is provuble
that such & belance is not desired. (It i1l sometimes e
called “halsnce of tradc” for hpevity, hersaltc ).

. To the balencs on income account Toreign lencing must be
added to arrive et the Talence on total account. The cuestion
at oncc arises - is theorc anything in the schome tending to
seeure that there shall be sufriciont comacrciel lending to
oroduce & balence on total account? If not, the denit quota
will e exhausted in due course end eithor the dehit countries
will be impelled to protcct themsclves sy defletion, or tradc
parricrs, or both - and the systen is supyosedly desizned to
avoic the necessity for zither - or hal? the rorld sill hecome
lisble to sanctions; in fact, the system will have Hroken dowi,

I do not thinl: it can be arsued thet the system guerantces
a sufficiency of commeicial lending. Is it our =lan, then,

P

that comu.ercisl lending shall be supalemented sivase By
additionel l:nding throuzh the machinory ol the Uniong €.5
the denit quotas heing progressively raiscd, or by oddid

lending planned by some afliliated International Dodyt

If it is the plan to foster additicnel foreisn lending, it
is our duty to asl: ourseclves vhat rind o¥ d.velozments wo ourzht
thereby to promote end we shall be cxmectod to explain to the
Americans our vicws upon this maticr, ot in their bHearing on
world prosverity end our owi clvantase.

24 An elternative idee should, hovever, first o considercd,
nanely, thet oo should cim ot roeching an even Dalencd of tredc
at the corlicst possible dete, with each nation scli-sup orting

LG ,
on capital account. One ctitpection of this is that it would irec
our minds Trom the oblscssing question - rhet is to ho the ond of

2ll this lendinz? The olscssion meY, howevoi, Not wWC & VEIY
orofiteble onc, since it 1s idle to —2len for morc thon, sS4,

thirty years. Far~reociiing soclal 2md cconomic develomments may
otcur within thet period giving risc to gquite nev rcletions and

problems, ‘e lmow _hov Bolin-roke desnoired of the futurc of nis
country becausc Yolpole let the Iotionnl Dot continue to grow
when it stood &t epout .2LO million. Acein, it scews a littlo
hera-ncarted to deny to the rest of the world nefits wnich
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they mis t reon rrom tne disvoscel of the surnlus savings of the

u

richcyr countrics.

Hovever, vo hwst consider et jould me th. method ond effect
of eiming ot an evon Talence of tradc.

It aganears that 2 Snsr) 01:t1nct-on ocught to Ho dreown

according as wnether the meabures to secure an even nalince aros
cien Ly tue cradit or Ty the dehit countrics. Let us Tirst

consider measurcs vy the credit countries.

It is dimportant fto remember that the nersistent tendency to an
xport surslus is duc to therc Leing insufficient vent for Savings

at home. This situction hos no necessury conn(ction with o Dro-
tectionist policy. Thus, Greeat Britcin had o lerge continuous

exoort surplus for morc than held 2 century Jnll@ acdhcring to
rizid frce trade,

3,

It is somctincs arzued - Wiy should such o country as tho

United States vish to vress hor exwvorts unon the wvorld, when she

has suenl a mogniflcont mariket ot hor own doors? This is on
altogetiir fallecious way of prosardins the metter, I7T the citizens
of the United States did not save sho could ccertainly find em-loy-
ment Tor her whole pootle in producing for the homc morlet. The

trounle is that ncr citizens do save, nd the tendoney to en

exmort surnlus is en cipression of tne oxistenes of surslus soving.
Sucn o co.ntry ccn only cut dovn hor cxoport surnlus vithout eousing
uneinzloynicnt and depression 1T she cen find o oatlet ot home not
for additional consturtion Zoods oul Tor additioncl cepital goods
(or for consumstion Llﬂ&ﬂCwa by “detdicicney sponding').  Unemploy-
ment ond deprcssion is an unsatisfactory “ltor“ativey cnd we cconnot
present it Yor Amiricen agrecment os the risht woy of obtaining
eouiliorivmn,

In regerd to fincing & vent Tor surwlus suving at home, we
must remem.er that the United 3tetes has clrcody pone Tar on these
lines, thouzh not so far as to solve her unomglo mient mwonlem, She
has had en Administretion which for a nuaber of yoars has escheved
further tariff dDuilding end sought an intcrnel remedy by pudlic
works and all mennur of Pdcficiency spending “ Hoir rmuch further
can we eéxpect her to go?

-«

Professor Hensen, in his recent stey, expnlaincd thet he s
anxious Tor an intcrnotional ody to he authorised to advisce overn-
ments on their interneal policy, in order to strensthen thosc
elements in the credit countrics iwhich Tavour »punlic worls
expenditure, We should certainly fovour such o policy.

But we cannot ecount unon such meosurcs being sulricient to
nroduce an cven pelonee, furthermorc, we mast not male our
SJSth for lﬂthnublOLal ecuilibrium depend on nations adopting
internal mecnsurcs such as Public Worls ond ¥deficisncy soending®,
vhich mey e the subject of domcstic molitical controversies. Thet
would constitute o very or ,C°rwohs international systen. This
method of reducing disequilitriwm, then, should be favourcd. Dut
Wi cannot rcly upon its )ulﬂ’ complgtcly cfiicaciouns,

3. The matter is very aifferont vhon we consid-r measuras woich
mizht we taken Ly dchit countries to sccure wn even halonce of
trade, It is agreed that we do not wish thowm to adont deflation
or trode baorriers but facced rith o continuing ée’.it nosition ond
the srosvect of tauhf quotos Luing cxneustod, tb'y misnt thin it

nrower to tale mecsurcs to subvont industrics hy, wlhelt

,N
“

icl
uncconoric in themsclves, vere of a liind llLbl] Lo 253ist thelr
nalance:; the GO”PODflth Internationcl [ody wmizht oven think it

oroner to aid ticil in this tasl.

It 1g most 1mnol tent that this principle should To round.l;f
ondennca Any ertificicl gssistenes to sueh industrios would have
heﬂohmg uf¢oc% on tht world alancc a8 mrotoctionist Larricis,

It does not malic scnse to frown uwron the latter Jhilc encouraging

the former. 5




In so far as the credit countries succeed in taking iptgrnal
measures adequate to reduce or eliminate their credit positions,
the debit positions will automatically disappear without any
palance-of-trade planning by the debit countries. In so far as
the credit countries fail, attempts to rectify the balance made
outside them will gravely embarrass them. Such at?empts w;ll
provoke an unemployment crisis in the credit countries. This s?ate
of affairs will put them under the strongest inducement to be dis-
loyal to the international system, FPaced with unemployment,
having taken all measures that secm economically or politically
feasible to stimulate activity internally, and seeing other
countries taking measures which have the gffect of diminishing
their exports, they will not for long resist the temptation, what-
ever their previous protestations, to raise their own trade
barriers (and possibly subsidise their exports). It is essential
that the credit countries should adopt a liberal attitude. It 1s
no good advocating a poliey which will embarrass them end drive
them, despite their best intentions, in the opposite dircction.

British interests are also vitally concerncd here., The same
industrics which will assist the debit countries to reduce their
debit relation to, say, the United States, will meke it more
difficult for us to export. It would be the greatcst folly if,
out of a tender anxiety that the United Statcs should not coantinue
indefinitely to be in a credit position - an anxiety for which
they would have no reason to thank us - we should deprive our-
selves of our very means of life.

It is, thercforec, most important thot we should, oursclvcs,
understand and do our utmost to propagate the principle that if a
credit/dcbit position arises, .11 mcasurcs of intcrnal expansion
by the credit countrics to rcctify the situstion arc to be wel-
comed but autarkic measurcs by the debit countrics arc to be
condemned as tending to disrupt any Yexpansionist'" systcm.

So far as our intorcsts are concerncd, there is oll the
differcncc in thc world betwecsn a growth of local industry, which
becomes remuncrative because the pressure to an cxport surplus of
the credit countries wanes (owing to their man-power being so
heavily engogcd on domestic expansion) and the artificial fostering
of local industry designed to displace imports. In the former case
the local industries take the places left vacant by the declining.
export pressurc of the credit cowntries and do not tend to squceze
our own exports. In the latter case, being aimed at reducing
imports as such, they will injure British trade as wuch as that of
the credit countries.

It is therefore important thot our system be so devieed as to
remove from the minds »f the debit countries anxieties which will
make them strive to put on end to their debit position on income
account. The Clearing Union should not be regarded cs a sort of
glorified moratoriwm giving 2 breathing space within which debit
countries must put their houses in order and cease to be debit
countries on income account. There arc two reasons why some may
hesitate to accept this doctrine with which I shull deal 1n turn.

4, Our minds cre naturally focussed upon our own affulrs. In view
of our prospective difficulties we are apt to think of oursclves. as
a debit country, but in the long run this cannot be right. It can-~
not be healthy for the seccond richest and probably most capital
sated country in the world to bc w« borrower. Our own debit
problem is one of thc transition and it is quite right for us to
think of the Clearing Union as giving a moratorium within which we
arc to put our affairs in order. It will lead us into the greatest
confusion if, in assessing the priaciples to be applicd to debit
countrices generally, we think of our cwn casec.
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Are we not then, to get snything out of tho Clcaring Union
in the long run? ~Is it not to be an ever-rendy foiry godmother?
ves, it certainly is. But not becouse it is to lect us go on
borrowing for an indefinite period, but bocause it 1s to kecop our
export markets buoyant. In thinking -f debit countrics we should
thiok .lways not of ourselves put of our markets.

Tt is no permanent solution of our difficultics to borrow.
When the trrnsition period is over we shall have morc capital thon
we know what to do with. We hupe t- derive assistonce for our
exports through the rcst of the world being more cxponsiorist and
less autarkic. FPor the rest, we have got to scc that our costs
are not too high to ¢ xclude us from our markets. Thet 1s rcally
a problem for the Internal Rcerastructi 'n Committee. There 1s no
dondge by which we can cvade 1it.

5. Seeondly, it may be thought that the principle of discouraging
debit countries from autarkic measures shows too reckless a comes
plaisace md that we need a sterner discipline. To meet this objection
it appears essential to recognise the difference not merely in degree
but in kind between ordinary debit countries and what may be called
nexcess debit" countries, The debit positions of the former

merely constitute a mirror image of the credit positions of the
credit countries; by the principle that an attempt to correct CPtet
positions otherwise than by internal mecasures in the credit countr}es
will be an embarrassment to them and run counter to the "expansionist!
aims of the system, the ordinary debit countries should be dis-
couraged from trying to put on end to their debit positions. The
"excess debit" countries are those which whether owing to abnormal
improvidence or abnormal inpecuniosity are running into debt at a
rate substantially greater than the average. Such countries will
merit special treatment, the improvident, such sanctions as are
specified in 7(#)(e), the impetunious, salvage measures.

Tt should be possible to devise a formula based upon the
accounts of the Clearing Union which will segregate the "excess
debit" countries. These should by definition constitute only a
minority of all debit countries. The formula is discussed in the
Appendix. ‘

If this segregation can be effected with precision, it should be
possible to combine that lenicncy to debit countries, which is
rgquired by "expansiouism" with the discipline required to prevent
gbuses.

6. To peturn from the digression and recapitulatc the arcument of
the first three sections. If certain countries find it difficult to
plough back all their savings at home, they will tend to devcelop an
export surplus. If this is covered by ordinary commercial lending
equilibrium will be maintained; but if commercisl lending falls
short, debit countrics will be cubarrassed and be impcelled to de-
flation or sutarkic measures. These will react back upon the credit
countries causiag depression there and driving them also towards
greater protection. Thus we should be involved in thce vicious spiral
of deflation and/or the vicious spirnl of tradc barriers. From this
point of view it is important that we should find means of trans-
fering the surplus saving in the ost painless nossible manner to
the debit countries,

Therc are two distinect recasons why cormmercinl lsaading 10y
f81l short of whot is required to moiataia an "expansionist" world
economy aond it is very importent to keep them distinet in our
minds. It may fall short becouse although there are perfoectly
sound and paying outlets for additional saving in the debit
comntries, distance, politicel and language difference and the
absence of a common banking system may impede the free
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flow of lending Irom the country of origin to the country where
it might bce »rolfitably uscds or, it wmay fall short beeausc thare.
is. a tondeney to surplus saving in thce world as a wholc considered
as o single unite How far this latter tendency is in fact

likely to be cndemic is not agreed; but it is generally accepted
that it nermally operates in the recession phases of the trade
cycle, '

T It is a familiar point that the tendency to a universal
disscmination of manufacturing industry is inimical to our
intercsts and injurious to our standard of living. The tendency
is ineluctable and constitutcs an adversec factor with which we
have To rcckon. We may console oursclves with the idea that we
shall bc able to retein e lcad in quality rcplacing lost markcts
by tihc sale of goods of higher grades There is probably an
clement of wishful thinking herc. This benclficilcnt principle
may heve worked fairly well whon our lead was great and our
position s supplicrs almost monopolistic; it will be less
fruitful for us as the levelling vup becomes gencral,

Whilc the tendency is incluctoble its tempo maybe influenced
by post-wur arrangemcnts. Thosc cencerned with post-war plans
clearly have a responsibility to our own peoplc, in virtuc of
which tincy are bound to ask whether we can do anything and whether
we ought to do anything to influcnce this tempoe '

How Tar we should be cntitled, werc we able, to press this
point ageinst the general intcrest is a guestion o¢f political
morality which I do not proposc to discuss. As there scems to
bce somc danger that we shall not press it as far as is perfectly
consistent with the world intercst, I shall confine myseli in
what Tollows to that.

8e An all wisc benevolent world cconomic dictator would not
direct pcople in region A to »sroducc goods which could be produded
morc cheaply, as assessed by the law of comparative costs, in
rcgion Be On the other hand the government of A may have other
motivcs for encouraging its citizens to produce, of which in the
cas¢ of manufacturing industry thrce very important ones are

(1) to reetify the balance of trade, (ii) prestige and (iii) to
orovide the sinews ol ware

We should seek to devise our system in such a way te
rcemove the first motive,. The argument from the best usc of
world rcsources, the requirements of an cxpansionist system and
cur own particular intercsts all work together tc the conclusion
that debit countrics should not be under prossurce to introduce
autarkic measures in order to e¢liminatc their debit positions,

The prestige and political security motives arc more
difficult. The policing authority may have something to say
acout the “uiuter. Agrecments designed to sccure the progressive
reducti~n of trade barriers may meke it wmeo~ A3 FPicult for
govermments to give froc play to thesc motives, out they lic
outside my subjccts But there scems to be e danger that what we
achicve by trade agrecements may be undone by misguided notions
about the way in which the International Authority should
organisc the lending recquired,; in supplemcnt to crdinary
commercinl lcnding, to sccure cquilibrium.
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O It was explained in oaragruoh 6 that the world system
may rfail to be expansionist either (1) because there are
obstacles prcveatwnf surnlus savings in credit c0hntLius pelng

applicd to aring “POJOCbo i Cebit covatirice vu {ii) Lueonse
there wre ot cnough noring rojeetls in the world to LDBODD

all The saviiy Se AN Inuup“uolu al Investueit Howrd is elourly
needed to céeal with the second of these ailiments, In the case
of the Cirst ailment there is another possibility namely that
the savings should be transferred by the agency of the Clearing
Union itsclf. By progressive onlarocmcnt o the debit “"guotash
or by re-delfining the allowed cuota not as a cumulative amount
of debit but as the maximum amount of incrcasc of debit

allowed to a country eacn year, comnercial lending could be
supplcuented by Clearing Union lcnding,

Onc advantage of this method is that the Clearing Union
overdrafts being perfectly licuid would carry low rates of
intercst. IT necessary, thcsc could bc reduecd to a nominal
lcvel, Consecuently the money could be used -~ and this is what
is ncedecd = Tor any incrcase of rcal capital in the debit
COLQLPICS that was paying without rcgard to whother such

inecrcasc would generate sdditional exports, Rates on
Investrnent Board loans would have to be aaopoc1qblc, albeit
bclow commercial rates, and presumably provision would have %o
bc mads for rclemption. Conscouently the Zoard would have to
sclaet projeets likely to gencrate additional cxports, This
would vnnecessarily limit thb scope of the additional eapital
crcation and might twist 1t from more to less urgent nceds.
Lgain, still morc important, oncc the investing body has to
consider whether & project will add to exports, it will be
very aiddicult if not immossible to draw the linc between
cxports merely reguired to pay intcerest on and recdoem the loan
and c¢xhorts uunalng to make the deblt country lcss debit on
incomc account, But tic whole forcgoing argument has been that
any »lan to make the debit country less aeblt on income account
by suovontwno unremunerative wrojects will tend to make the
systcin less oxoan81031st, emberrass the credit countries and be
injurious to our sgpecial 1nterosts.

~faing, it is important to recognise that the money which
goes in to the dcbit countries by way of Clearing Union overdrart
ig avtomatically applied to »naying »rojects. There is no need to
think up some scheme to apply it to; it is already applied
wien the overdrart comes into cxistence. The funds ©low through
the ordinary channels of banking and commerce to wherc they
arc most nccdcd. They arc dispcrsed in small revulets, There
would be a little cxtra investible moncy well distributcd among
all the minor tradcs and occupations, allowing a little extra
expansion herc and there, whether of nlant or stock in trade,
as reguirced, allowing the country to develon its own resources
in its own way according to its natuvral beat and in dircections
which those on the spot know from expericnce to be economic,
All this hapnoens olﬂQlﬁ&ﬂ@uﬂSly with and not subscouently to the
appearance «f overdralts at the Union. Surcly this is not only
morc healthy from our point of view but also more likely to be
genuinely helpful to the debit country itsell, than a foew large
schcmes planned from outsidce by & board of alicn and
unsympathctic oificials or bvankcers,

It may be argucd that banking on thc cascment provided by
the Clearing Union the govermment or other authorities inside
the country may subvent thce creation of auterkic industries
whaich we might rcgard as undesirablcs But thesc will increasc
the debit poultlon in tl:x¢ short run; they may causc the country
to becoic an execss debit! country for the time being; and this
they will wish to avoids And the Clearing Unilon system will ‘
itsclf rciove one very important motive -~ the foreign exchange
onc = for artificially fostoring the trend tu autarky. '



This plan of transferring surplus savinigs to debit countries
by liberalising further the debit provisions of the Union would
implement the idea that the Clearing Union would internationalise
the advantages of deposit banking. By that cystem the small
savings in one part of the country are gathered together and
made available for uses, each perhaps small in itself but in
total substantial, in another part of the country. The Clearing
Union would apply this principle internationally.

Might the credit countries objsct to this syctem? Might
they press for the funding of some of this lending in order to
see a little profit on it? This would be unreasonable, We do
not compel them to have an export surplus, We do not debar them
from commercial foreign lending. But we do say that if they
cannot find enough commercial outlet to cover their export
surplus, then they must be content to forego interest on the
residue, No individusl in the credit country would bz in any
way dammified; for in the last analysis the individuals who
are providing this liquid capital for use in the debit .ountries
are those who perfectly voluntarily choose to have their own
money at the bank at home,

Under the old system the oredit countries had to take the
residue, (the excess of their export surplus over their
commercial lending) in gold, which did not yield interest. We
offer them bancor instead. Bancor is perhaps an inferior szsset.
But then the option of taking gold was fast disappearing. The
breakdown of the gold system meant that the pressure on the
debit countries, driving them to deflation and autarky, was
depriving the credit countries of the option of being credit
countries at all and plunging them by consequence into
depression, Rancor restores that option to them. It would
preally be t0o exacting of them to expect to get interest on
their bancor or on that part of their export surplus on which in
the old system they could find no means of earning interest,

The practical upshot of this reasoning is that in the
forthcoming discussions we should seek to liberalise the debit
provisions of the Union. It may well have been wise to present
the system in the first instance as it 1is, But as underlying
problems are brought to the surface in discussion, we should
press the logic of the case to persuade them that if the system
is to work in the long run it must be made a little more radical.

10. We may now turn to the second reason why the world system
may fail to be expansionist, namely that there may not be

enough paying projects to absorb world savings, This phenomenaon
is likely to manifest itself in the recesslon phase of the trade
cycle; but it may also be present, albeit in a less intense
form, in periods of more active business. This problem is not
solved by making the surplus saving of credit countries
available for paying propositions in deblt countries, It
requires for its handling scmething in the nature of an
International Investment Board, which, to avoid confusion, had
perhaps better be called International Public Works Board.

This Board would stand in the same relation to the world
economy that a national Public Works Board does to a national
economy. It would be its duty to seek out development projects,
which, although unremunerative on a strictly commercial basis,
may be deemed to have sufficiently favourable indirect economiec
effects to justify them,

If its Punction is stated thus, it at once becomes evident
thet it would be both improper and in the long run ineffective
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for it to assist the development of new industries to produce
goods which enter into trade; it should confine itself to
capital yielding services and to consumers' capital. Just as
it would not do for a national Pu~iic Works Board to set up a
boot and shoe factory in one part of the country to compete with
those in another, so the International Body must not set up
capacity to produce tradable goods in a particular country when
there is capacity in other parts of the world.

One great advantage in making the Clearing Union solely
responsible for settling the credit/debit relation between
countries and facilitating a sufficient flow of capital %o
finance all paying projects is that it makes it possible to
give an unequivocal definition of the duties of the Public
Works Board. Once that board starts meddling with the
credit/debit problem it will get deflected from its proper
terms of reference and consider settling up uneconomic steel
works in countries which happen to have a debit balance, in
order to give Shem a more favourable balance.

The Board would have the problem of where to locate its
projects, The following appear to be the four most lmportant
considerations, (1) Some governments are more able and willing
than others to finance public works in their own countries.,

Some governmentr might resent the intrusion of an international
body. The Board would concensrate its attentlon upon those
countries whose governments found difficulty in raising money

for such purposes and welcomed outside assisvance. (ii) Its

main economic criterion would be t¥n presends of unemployment in
the region proposed for a development project, It would not

locate its works where employment was good, for by so doing 1t
might create local inflation even if deprerssion was prevalent in
the world as a whole., (1iii) The inheren® usefulness of alternative
projects should be carefully weighed, (iv) Since its rates of
interest would be below the commercial level, countries might
regard it as a favour to be chosen for projects and the Board should
therefore take care that, so far as the other criteria allowed, the
favours should be distributed even-handedly among the different
countries,

None of these eriteria point particularly to debit countries,
There 1s certainly no reason to suppose that unemployment is in
proportion to the size of the debit positicn: indeed the présumph’'m
is rather the other way. The Board might take the debit position
into account as a subsidiary criterion, but its wmain contribution
here would not be by fixing the p . of expenditure buit by
fixing the place where its money was raised; if it had to issue
bands (see R.P.(42)2, Appendix 3) it would confine tenders to the
eitizens or public bodies of credit countries.

An exception might be allowed to the embargo on industrial
undertakings, namely in favour of those "exccss debit” countries
whose condition was due to a genuine lack of resources and not to
disorderly finance or inflation. Just as a national Public¢ Wor¥a
Board might even go so far as to set up a boot and shoe factory
in a '"distressed area", so the International Board might break
its rules in favour of an exceptionally distressed couwtry, always
providing that the criterion of distress reve defined with
precision in such a way that only a small mincrity of countries
came under it,

The practical conclusion of this is that if the question
of an International Investment Board comes forward
for discussion, as it is most 1likely to, we should press for
a strict "public works" definition of its functions,
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110 I submit for considcration thnt we ought to
rcfer to our »rivate intercst in rcducing the tempo of
industrialization at a fairly carly stage in the
conversations with Amerieca, certainly before the door
is thrown open to Russia and Chinae I give three
reasons -

(i) It would appear to be lacking in candour not to
do s0¢ The Americans must think that wec have this
consideration at the back of our minas. Although a
remarkable fecklessucss about our own interests may be
deeply rooted in our nature, foreigners will never
succeed in appreciating its full extents

Now while it is quite truc that the division of
functions between the Clearing Union and the International
Investment Boardthat I have proposed can be justified
on purely altruistic grounds and that we should propose
something rmuch more radical if we werc secking to enlist
the Americans as Hartners in selfishness, still the
division of functions docs suit our sclfish intercsts.
If we do not mention them explicitly the Americans will
think our argunents from princiolc a mcre maske This
will have a doubly evil effccte Thcy will suspect us
for our lock of openness and give the arguments from
principle less weight thaun they deserve,

(1i)  Broadly, it seems to me, we have o joint interest
with Americae Although they cre not so vitally
dependent as we are on the continuance or exports, yet
this continuance would be a great convonience to the
steady development of thelr cconomye For them too it
would be short-sighted to d’stributc copital goods over
the world too rapidly and wind up thc markets for their
consumption gocdse

There arce probably two opinions in Americas I
suspecet that the majority opinion, including both plain
men and thoughtful men, would inclinc to our view, and
that the missionary notion of Americans going forth among
nations to equip and instruct them in American methods of
prcduction, thc home country enjoying thereby a great but
transient boom, is confincd to hot-~hcaded idealists, whose
voice in post-war planning may be out of proportion to
their bacizing in the countrye If we put our case strongly,
certainly not in the form of an ultimatum but for the
give and teke of ideas upon it, we may deflate the
missionary zeal; for the missionaries may know that
they lack sufficient backing at home and would have
difficulty in imolementing their ideas in Congress.

(iii) We can put this casc to the Americans, because
it is bkased on sound economic doctrincy but it is

S ooul if we con out it to anyonc elsce On
economic grcunds other nations would not have reason
to dislike it and might even be persuaded not to,
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provided that they were satisfied with the arrangements
for securing their balance of trade and for world
"expansionism",. But it does not touch the prestige
and political security motives for the desirc to foster
manufacturing industry. Therc 1is no reason in
international ethics why we should pander to those
motives or offer assistance to a2ll who wish to give
them play. But it may be very undiplomatic to mcention
that we are unwilling to do so0.

That 1s onc reason why it secms to me very
important to reach agreemcnt with the . mcricans upon
certain basic features of the system that we wish to
propose to the world,, in varticular the antie-autarkic
features. Just as we signed the Mutual Aild Agreement
before offering it to othcr powers for achecioi, 80
we might bofth sign charters of international institutions,
which, while they cdeliberately left mugl vaguc and open
to discussion in a wider forwa would bc sufficiently
specific to ensurc the anti~autarkic character of the
resulting systcime

124 I have only discussed our interest in slowing
down the tempo of industrialization in its bearing upon
the functions of the Clearing Union and any proposal for
an International Investment Board. It will be still
more relevant when we comc to the problem, set for
discussion in Article VII, of means for reducing trade
barrierss This intesest should make us favour the most
comprehensive possible agreement for lower tariffs.

There is another point worth cousidcring in this
connexion to which I referred in U.S.E.(42) 18,
varagraph 10. We are told that the Americans may raise
the question of international combincs for discussione
One powerful cause increasing the dissemination of
manufacturing industry has been the tendency of companies
to set up subsidiaries in foreign parts in order to be
in a position to supply their markets without paying
their tariffs. In pursuance of the policy of Article VII
one might reach agreement to dcbny the parent
companies from setting up subsidiaries in countries which
refused to join a low tariff agrcements This would
make it illegal for the companies to sct up subsidiaries
save where the inducement to do so was smalle

-There is no doubt that the plain man would
regard this policy of the companies as unpatriotic;
this kind of sentiment finds expression in the Federal
anti-trust prosecutions which havc rceently been very
strongly pressed. A proposal which was in harmony
both with this sentiment and with the trade vicws of
the State Department would surely make some appeal to
the United States Administratione



APPENDT

Definition of "excess debit" countries

1. I think it will assist thought about this matter if we
define the "quota" as the amount of debit which a country may
not exceed without becoming liable to the sanctions specified
in 7(5)(c) and call a aountry which exceeds its"quota" an
"excess debit" country. Thus to exhaust one's quota, to
become liable to sanctions and to be an "excess debit' country
would mean one and the same thing. (Sanctions should not
necessarily be applied in every case where a country was liable
to them, since if its condition was due to exceptionally
exigent circumstances the International Investment Board might
be asked to devise salfage measures and the sanctions be
suspended meanwhile).

24 When one is considering any imppovement of the provisions
of 7(4)(5) and (6) the first thing, I think, that comes to
notice is that the ecriterion for the various restorstive
measures is, save for one provision, the =mmount of accumulated
debit (or credit) outstanding., Is this really right? The
accumulated debit constitutes a record of all that has
happened in the past. But this is not necessarily relevant
to present action. Thus a country which had been accumvlating
debit rapidly for some years but had recently greatly improved
her position in this regard might be brought within the amm

of sanctions (or some of the milder measures) by a very small
recent addition to her debit, which would thus constitute

a sort of last straw, In fact the measures might become
mandatory just at the moment when they were no longer nceded
and when, bgcause not needed, they might be harmful and
disturb an egquilibrium painfully achieved.

Se I submit consequently thot if the relation of the actual
debit to the guota and its various fractions and multiplies
ls to be the criterion for action, the quota should be
defined not as something which a country may reach by
accumulation, but as a current annual amounte Thus if a
country's quota were £x, she would become liable to sanctiocns
if she had increased her debit in the immediately preceding
year by £x. Similarly a country would be centitled to
depreciate her curraniy if her debit had increased in the
preceding year by a £1/3x and could be required to depreciate
it if her debit had increased in the preceding year by £2/5x.
Or again a credit country would discuss certain measures with
the Governing Bgard (as under 7(6)) if her credit had
increased by #</3x. (The fractions here are the same as
those proposed in the draft scheme, modified however to make
the sanctions point that at which debit = quota instead of,
as in the draft, that at which debit = £ quota. The amount
of the quota itself, however, would of course have to be

much smaller.)

4, I have advisedly used the phrose "increase of debit" and
not =ny such phrase as "“amount of current dcficiency". A
decrease of credit would entail 2 current deficiency and

some might hold that in logic this required the same remedial
measures as an increase of debita But this would porhaps
be pushing logic too far. It is understood that a country

-]l



which acquircs a credit is entitled to work it off in subsequent
years, and in order to implement this it would be necessary to
allow a credit country to run an annual deficiency without
applying corrective measures until after the credit had been
reduced to zero, Conversely in the case of a debit country
winich had a current favourable balance,

S This simple amecndment to the notion of the auota would, I
think, by itsclf liberalise the system sufficiently to satisfy
the requirements of the memorindume ind an “excess debit!
country could simply be one which in the last preceding year had
exhausted her quota, Purthermore the amendment scems rcquired
by the technical argument of paragraph 2 cbove.

6. As 2o Turther anendment I suggest that in any year designated
by the World llconomic Advisory Council (if one may assume the
existence of some such body) as one of trade recession all quotas
should automatically bs doubled.

T While these amendments would probably suffice and coimend
themselves by their simplicity, it moy be interesting to
consider whether it would not be possible to implement more
precisely the notion that debits are legitimate in so far as
they merely reflcet credit positions and only become, so to seay,
culpable when particuler debit countrics get out of step with
the average of debit countrics.

Se In the draft scheme it is left open what fraction or
multiple of a country's recent average turnover shall constitute
her quota (or whether other considerations sholl be introduced
in determining her quota)e (7(3))e This fraction might be
fixed by reference to the actusl sum of 2ll credits and debits
aceruing in the last preceding year, or, to give time For book-
keeping and due notice, in the last preceding ycar but one.

Let us cell the annual increase of debit which entitles o country
to depreciate her exchange rate (7(5)(a)) her "nomal allowable
debit", I suggest thot the sum of the ‘‘normal allowable debits!
of all countries should be Tixed at 10% above the sum of all
credits and debits in the last preceding ycar but one.  The 10%
is to allow for secular increase aud bscause the point at which
depreciation is desirable should presumably be a little above the
debit level considered desircble. This sum shcould be divided
among the countries in proportion to their tumover in the

three preceding years, as in the draft scheme. Thus each
country woulcd have her spccific Ynormal allownble debith, Lgain
following the provisions of the draft schems, the quota would be
three times the normal allowable debit, This proposal may
appear o little complicated on first reading, btut is in essence
simple, It would not be practical to implercnt it inmediately
after the war, but it might be introduced 2t a subsequent stage.

=12
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Foreign lending, industrialisation and the Cleering Union. i

Preamble

;.

1t may be convenient to enumerzte certazin rues

ions,
to @rise in the "conversations" +to which the argu.ients in the
ol owing memorandum are relevant.

I assume that we are at present planning to create an
"expansionist" system. If "naturcl forces" prove in the long run
to be themselves sufficiently or even excessively "expansionist",
deflationary messures may be desirable. There should of coursze he
provision for this in eny plsn. I do not dwell upon this aspect,
because the deflationsry technicue is well uncerstood, vhile ihe
right wey to cet world expinsionisn Jregents cn intellecturl
problem not hitherto solved.

The crovision o7 ~ebit cuotes vives =n initis]l exsensionist
fillip, but no ore,  When the “orce of thig is ~rhausted, the siie
tendencies to aeflation and autercy will apoecr under the Cletring
Union &s unier the gold stendard, unless we introduce furtier
provisions. '

World expensionism may be cssisted by internzl evrencionist
ressures in the credit countries; these =re no aoubt degir-hle "ut
taer woula be equelly possible i< there wers no Clecring Union ot =11,
tnd ccnnot be relied on as sufficient in themselves Lo gecure world
expansionism. In so fer =g they are insufficient, the dehbit
countries must be nllowed to expand their own economies ~ven at the
cost of perpetuating their debit position.  How is this, in so far
as it is not covered by oruinery comiercicl landing, t2 be finenced?

(ulte apert from this sroklem we may expect to be aszed hy
the Auericans whet our iders .re zhout ors niseda foreicon lending.

The Tollowing cuestions seem to arise:-

1. Do we wish whatever additions.i lending may be needed, in order
to maintzin expansionism, to co to the debit countries in
liguid form through the Clezring Union itself, e.c. by a
progressive enlergement of quotzs? Or do we wish it to be
funded "y an International Investment Board? (See para. ).
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2. One way of implementin~ ths former alternziive would be to
re-define quotes on the lines proposed in the hAppendix. Is
this acceptable? 1Is so, at what stuge should it be proposed
to the Americans znd how &roued?

5. L1f there is to be an International Investment Board should this
be restricted by the Public Woris principle, i.e. deberred from
subsidising plants to produce goods in competition with those
produced elsewhere?

These questions are bound to come up in the conversations in
any cezse; a fortiori, i* the ide: of malzing the system "expansionigt"
1s ta'zen seriously.  The right answers depend in part on how far ve
ragera the establishment of uneconomic industries as an evil.  These
questions then appear.

4. Do we wish to come out definitely on the -iue of the
internalional division of labour as opposed to autarky? If so,



is it expedient to refer explicitly to our privite Interest
in tnic matter (which is eny any case obvious)?

5. The cuestion of the international division of lubour comes up
in other connexions.  For instence, should we propose to
debar trusts from planting affiliates abroad to avoild tariffs,
or, if allowing them to do so, to tex the parent companies
on guch ventures sufficiently to reomove tne incentive
provided by the teriff?



