Lth June, 1942,

Dear Hopkins,

You will see in the attached letter tiat I
think it was right to make some concession to the
restrictionist idea, but that t-e revise’' nmemorandum
goes tco far. I do hope that the mntier may yet be
re=-consi lered.

what stiecls in my throat is that we should
go out of our way to usmke proposals which are both
contrary to our long=-run trading interecsts and to sound
doctrine. Spinion 1s no doubt divide. in America as
elsewhere, but T should feel confiient thnt aisong the
pecple detailed to discuss these matters thcre will
be at least some friends of sound doctrine, whose g odwill
and interest we should from the outset seelr to win and
turn ro our advantage, entering into a sort of natural
alliance with then,

I have not circulated the attached letter
(or any other screed); neither is perhans altogether
suitable, Rut I can readily concoet something if
my nisgivings would be & convenient opening for further
discussion.

8ir Richard Hopkins, G.C.B.,

Treasury.
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dith Sir'David Vonteath's compliments. ‘, | o 18th Hay, 19424

INDIA OFFICE,
 WHITEHALL, $.4.1.

.

Door Hopkins,

I am writing in Groft's absence on a few days' leave with .
reference to your letter of the 30th April. Ve have réad the eneloscd’
remorandum on the international control of ron- mAterials with groat
interest, jand we think that if o scheme conecived on these lines were
brought into existence it would be & notable'CQntributiéhnto gconoimic
reconstruction, providing always that all concerned werd preparcd to o
co-operate  loyally and that nobody were conteriplating war against othor
partners in the schenme.  We aré not in a position to speak ‘for the. ¢
Government of India, but therc is no reason that we canfhink of why °
they .should not be glad to collaborate as far as they-can in working

out these proposals.

" A certain number of points have occurred to-us ot this sbage; ag
, follows:- o :

(1) The schere is welcome ns being intendedto avoid restriction
as ruch as possiblc, India is not, as a general rulé, cnomourcd of
regulation, whether of production or of export (dislike being
accentunted by practical difficultics in the former casé) and is
unlikcly to bgeore more sos Neverthcless, there are Gifficult cases
in which regulation may well be found unavoidsBle and it ney prove
in such cases that rugulation,; rather than buffer stock control, will
be the cssence of the matter and that’ the buffer stock will be'a
supplement, though o very useful supplerent, to $He regulation policy,.
rather-than the other way about. “When regulation and buffer stock
methods are corbined, thc.controllingvauthOrityishould,vwe think, be the
care and should be governmental rather than independent. A

- {2) In the cvent of .regulation of ‘export or of production being
necessary, ‘the congent of the countried affected would presumably b
required specificaily in either casei Bub the language of

. -puregraph 7(viii) - "Producers would be allotted export quotaBsiese.
~-and if necessary an inﬁernational’regdlation‘scheme would have to
be negotiated" - seers to-suggest that some ‘distinction nay be
contenplated. - o o B A
. 3/

gir Richard Hopkins, G.C.B.
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(3): bubJ st to the safemunrd in 7(vi) as to the Control not

being saddled writh responsibility for purely domestic sgocks, the
Control would have to ouJ cverything offered.at the preseribed level.
below the fixed basgic price, This is the evsanc “of "tHe -schere.,  The
voluze of supplies being offered will be irifluenced but not. dontrolled
by variations of the I'ixed basic price. Under this condition a limit
of stock-hclding may be aimed at but cannot be prescribed, Paragraph 18
of the memorandun speaks of o year's stock as being ruch too high and
3 nonths' stock as probably too low., We should have thousht it was
difficult to go cven as far as that in indicating. in advinec the sort
of stock level the Control should have in nind in regulating prices.

. The amount of a commodlty which enters into 1nternatlonal trade may
not provide a guide as to the amount which micht in exceptional
circumstances have to be taken into account by the Control. -4 Hore
or less stable, thougzh on a long view ¢cononic, and certainly not
fixed, price level is the essential objéctive, &nd one would think’
that the conception of. the proper level of stocks must be clastic
cnough to serve this OquO“C. Tt might, we should imagine, be
ncecessary in certeain cases to mnintain qulte a year's stock, or cven rore,
and the Control would have to be cgsured. of finance on o scalc sufficient
to guarantee that its purposc of rplntalnan a voderately stable price
‘level is achlcvcu ’ : '

- (&) Paragraph 7(iv) starts by saying that within the price linits
aerady indicated frec ond coipetitive markets would handle the ‘trade

s they would+in the ﬂbsencp of contrbl, Thigdancunts. to assuming a
general restoration of froc and uncontrolled. trading as between COuntrlcs,
though the countrigs thenselves may be ccononically organiscd on widely
differing lines. But what would be the effect if some of the more
irportant countries either run their export trade on public account
or strittly regulate. exports on private account, as in the former
alternative “the U.s.S.R. for ; ost of the inter-war period, and in the
latter Germany and Italy for the concluding ycars of it? CGovernments
like these zet together quantities of carmodities which may be
greatly in excess of anything that would be exported from those
countries under normal conditions, internal consusption being restricted
80 as to producc the required volurm of exports, and they are prepared
to unload then on the world market at whatcver price. is necessary to
ensure that they «are absorbed and that they secure the return vwhich is
required in the shape of foreign exchange, Under the scheme, the Control
may have authority to refusc to allow these supplies to be, dumped upon it.
But that would not noccsuarily be the cnd of the' atory,’ because the
effect of the dumping may be to create a lut and to lower prices all
round, with the result that the Control is swarmped with supplies fron
the other exporting countries whosce supplies it cannot refuse to take
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at the precgrlbed orlce level, - In other words, docs the buffer
pool systen necd to be insulated agoinst avtarklc piracy? The
answer probably involves a distinction between different typecs of
controlled duport trade policies according to the motives underlyling
them and the objocts they are designed to serve. Therc is certain.
a typc vhich is purcly self-regarding and in conflict with the
general interest. But there nay also be a type which is more cr lcss
reopccuablo, and due more to the corpulsion of circumstances then 5o
an ipherently selflsh outloak. In a well-regulated 1ntbrnat10n11
system such as we contemplate there may be room for the less

of fensive. type of auturky, or there ray be Ho occasion for it.

But safcpuards against. the aggre351ve type arb~11kuly to be rcwvw~w,

-+ (5) Accorling to our view of these mnttﬁro, there is thhi“>
more irportant than what is described in paragraph 13 of the .

Cmémorandun as "o re-distribution of world production in favour of
countrics with more restricted cconomic Opportunltle"" and "a
considerable re-adjustment of the shares of different countrins in
world production as an cssential conditisn of restoring equiliboiv:
to the internstional balance of payuents." Buffer stock pLOPDq“'TJ
will not mect w1,n aceeptance if regarded as likely to malintain

the produotlou EX tﬁidﬁ“P and to check re-3istribution, and if,
havins been brought inte cxistence, they have the effect of
hindering the Process Qf re-adjusting production, more harm than
good ~will haove rosult The risk appcars to be that of a tendensy
towards fixing Hut for tock price loevels on the high side in th:
case of corrioditics which powerful countrics whose main standby i
industry howpen to be interested in as producers, but on ‘the law
side in tho case of comaodities in which those same countrics cre
interested as consumers. . FPossibly the General Council for
Corrodity Cuatrols will be able to look after this effectively. Bus

it secms to us to be.a problem which has got to be faced somehow 1T

schore o these lines 1s to have the beneficial effect aJPLd ah and

go much- needed,

(6) It is provided that the Comtrol cannot be expected to
carry doriestic stocks and is only concerned with the stocks Wh1c1
enter into internntional trade. Is it also to be provided that,
apart of course from the nerchants, only the Control may hold
non-donestic stocks, and no government participating in the schome
should hold stocks that would norrally cnter into world trauo°
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Governiental stock-holding is o type of nationalistic policy comparable
with sibsidising production, in regard to which, as paragraph 13 allows,
frendoen st be perritted to each country. But if a- country with very
Lempe vegources (one is thinking, of course, of the U.S.A, and cotton)
ls Trcc to hold stocks greatly in cxcoss of domestic nceds, the
position of the Control nizht be seriously prejudiced.

(7) Ve arc not quite clear how the schere would stand in
rclation to the continunnce of Inperidl Preference or any other systen
oroviding for anore intirate econotice relationship between members
of the British Commonwealth than between ourselvés and foreign cpuntries.
-0 for es we can see, the one would not: preclude the other, but we should
lil> to be sure. One effect of the International Clearing Union, with
wndch it is hoped that the Cormodity Control will be associated, would be
oy renoving eurrency difficulties in the woy of buying commodities outside
she sterling aren, to dininish the case for naintaining arrangements which
~Llecriminate between' the Frpire countrics (or the sterlin: area countries)
and cthers; but that is another ratter. ‘ -

(8) PFinally, we think it would be very desirable that the Government
of India should have an opportunity of commenting on these.proposals\as
scort as the present stace of consultation is complete, Ve may find it
vriicrlt to get as clear nn idea s we should wish %o have of the sort
of attitude that Indin is soing to take up in matters of this kind. after
Bhe war, Ithﬂdvamwlkswﬁﬁu,b%hjmjwromlhmm©Msamih1,
the interests of econonic reconstruction generally, that India should be
“endy to take o constructive part in thesc natters. But unfortunately, in
the poried dimediately following the war and perhaps for a good time beyond
chet, India rny be prooccupiced with her political problens and it nay be
soic tine before there is a Government (or Governments) able to take anything
but o short and non~cormittal view on problens of economic policy.
luverthcless, the Governnent of Indir, as ot present congtituted, should be
Jiven an corly chance of naking what contribution it fecls it can make to
olo diceussion: and we should like as soon as it is in sufficiently final
ZTorn to send then the menorandu under consideration for their preliminary
study. :

+ I an sending copies to thosc to vhom your note of 30th April went,
Yours sincerely,

(54) D.T, MONTEATH,



