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Dear oy,

Your .lemorandum on sorthcomiug U.S. Conversations

I find this very interesting, and it brines to a head a number
of issues on which we hzve got to make up our minds. Witn a very
large mrt, mrticulsarly of the earlier portion, I am in agreecment.

The comments which seem worth recording are the followine: -

.

brine forward our own

jon

1. I arree with vor that we s ould not

troubles at too early a stage in the discussion. That would not be
the appropriste iutroducticn to the constructive sehiemes, and until
W3 nave sone notlon how sympathetic the Americsns are to the scheres
wWwe shall nave no weans of wmeasuriic ho- serious our troubl-s are
liksly to be. This apolies,not onlv to the nature of our troubles,

but also to the po

2

slsle protective means we might have to adopt
to deal Ath them.

o

2o To your Anglo-american Service I have ao objection of principles.
On tne contrary. But it seems to e to raise consid:rable dirlomatic
and practical difficulties, the seriousness of which I cannot easily
Judge. These relate particulcrly to the position (a) of Fussia,

(o) of the Dominions and (c) of the rest of Burone. You bvring

in ussia, though rater paerfunczorily towa d9 the end, saviag that

tnew cai oreas

2

w1y participate at a later starce if tuer want., ‘ut
it seeus to e that you are essentiully thi i~ of it as 4 new

version o: what you reviously called the anglo-Anerica.. vordoriniuu.
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Your Idea 1o mhwut it osoodd be worlol oat Ly ourstlves sno the
doasmrdlcan s wlone, and orly
ie IMme soos diidiculir apoliss to so e extent o ths Clearing
Union =ud ths Soviiodity 3cheme, and at the ministerial couarittee
it was reised prominently in connection with the former. But i
seems to me to arise more decidedly in relation to wvour proposed
anglo-smerican Service. If the Americans themselvas sear flsposed
to tohiig wetned of opsreation, 1t world certainl: deserve to e cou-
sidered vary seriously. But, evex so, on u2vlts L am not clear

-

how far 1t is »irht or prudent for ug teo distingmiish ortrsalves too
sharply from .luszia wed the Doudnions, wuntever v may feel shomt
bout the posision of othser couuntries

s Service a3 deal-

s

arise more partilcularly because you conceive th

[AY)

casa 2 owld ethera he brovupgnt

ing vith relilef and reconstruction, whicn 1 -entlon separately below.

Se Yo are quite right in arguinys that the initial work oi such

an anglo-Americen Service will be rimarily concsarned with relief

[ 1%

and recoustruction, Ia view of what has happened in the Pacif
and the Indilaa Ocean, this 1s more clearly so than it was even o
short time ago. The damage elTected there neans that all over the
world reliesf and reconstruction is likelwv to absorh all outside
ald avallable for such geaneral porposes for =z conslderable time to
come., But this se ms to me to zwle 1t more difiicudt to give to

thils country sneh a special position as you 2laim. low can vyou

Je

ustify tnls for a country woich, partlculurly 1a the early duvs,

e

whatever .ay happen later on, so fur from haviag any surplus re-

gsources avullable to help other people, may herszli coue very nsar



co bLailns one ©f thi weplicants Jor aaszlstoned hen one was

thilalin, of & loag=~tars: profsranis to nndevaloped countriss
IR . RN e A . = K . e B - . -
rather tran bto surocope, & speciasl posirtion to oursslives was euslier

to justify. It 8till is porhaps, so fu as Asla 1s concerned; not

so easily in recard te JSurope.
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o000 deal further than wua Jige without bringsioe che Ansricans ilu.
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Me Ruasilausg have acealed to us on the subject 1o a docunment in
which even the nane of the United Staltss never wupn2ars, 1 @ not

obviously you are going to tne oprosits extreme, ond the pozasibility

of roins to that extreme 1s already somewhat preiudiced by what

has alreadr happened,

e I agree withy vou in thinking that the qmrestion of capltal
] « iy

control should not e put in the forelront of the prograxmae but

2

should emerge at a later stage out of other discussious. On the
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(«) L o not acres

oi the control we erercise cver such surplus for investument as
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2ay oe developed in courses of tiase is mors fundoment

that of hot mouey and, therefors, due for prior discussicn. The
majority ol the coustries councerned, and certalanly ourcelves,
/111 have a0 such surplus: in the imiediste future. On the other

hand, we snall end the war with sounewhers spnroochins 2m2,C0

of cverseas liguid funds in London to whieh ve 2aunoh pozsibiv

~ £l Kl b . Cm., s x K .
afrford to allow lamediats fresfon of noveuent. This is 2 subject
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asour wivlen we st spealr s 11t > 28 possinle oft the present

owing 1oself, towurds an uvawiliinsness to Lold sterling
balapces.  But Jor us some systen for tne control of cuvital
mevenlsnts is absolutely 1ndispensable the moment the war is over.
nion should facilitate speculative novensnts
their amount and then apparently behaving as thouph monew which
had gone wiroud and beea turned into a foreisfn currency still

renained as prt ol the eflechive reserve of the zountry from
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cCes
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t
the rellability of the Jlearing Union Schene and makes no sense
to me whatever,
(c) I see no reason Lo fssl conf

conditions, e.g.the partial reredy of the trade cvele and the

prevention of sharp movements in exchange rates,will remove thre

[uore
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.orc dangerous .acvanents. Thesse are litely to bs cuused oy
political isaes. Surelv in the vost-war vears ther: is

hardly a country invhich we ought not to expect l:een political
discussions affecting the position of the wealthier clesses and
the trsatment of private vropertv. If so, there will be a number
of people constantly taking fright becaunse thev think that the
degres of lsftism i one country looks for the time beinp lilkely
to be greater than sonewhers: else.

(4) You overlool ths rost fundamental lonp=ran th

E.
RS

H 2 - i ORI S s
reasc:.  Srsadem ol cupltal mevenen

9]
e
%]
3
i}
®
2
L
Q
[}
ot
de
el
}.._

3
-t
O
}-

"3
}._h
-
ct
§.
=
v
oN

the old laissez-Talre systen and asruiaes thut it is
desirable to neve aneégw@lisation of interest rotes in 211 prrts
of the world. 1t assuuss,that is to say, that if the rats of
interest which pnroanotes full employment in Creat “ritain is
Lover than the apsropriate rate 1o Australia, ther: is no reason
why this shonld not be alloed to lead to a situstion in which

- °

Sritisnh saviogs are lanvested in wustralls, subj.ct
oniy to Jdifferent estimations of risly, until the equilibriun
rate in australia has heen brought down to the British rate. 1In
my view the whole management of the domestic cconomy depends

upon bveing fres to have ths wppropriate rate o interest without

reference to the rates provailing elsewhere in the world. Japital

control 1s a corollary to this. Both for this reason and for
the political reasons given ahove, my own baliel i3 that the
Americuans will be wise in their own interest to accept this

ility in thelr

concepbtion, evan though its imaedlate applicab X
/case
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(e) Lu .ur opinion you ure grossly over- -zsti e ing the amount
of our speeculative profits throuch the pre-war freedom to remit
mone in any direction, The Lirure of 200, if that is the
correct estinmate, is the agiregate ol ull palns dur the
pericd of a capital descriotion, which Lesal's balance of trade
ficures deliberately leave out of account, sirce thev onlvy pr
tend to covsr currcant trassactions. They inelwds, for exaumple,
the fortunes of Arsricun heiresses, cunitol funds froanamitied
to this scountry for charitable or similar turrosss, sucn as the
Pilegrin Prust, the Hockefeller mouey, tns Dartinsbon 11l frast,
ete. Mev inalude the Fortunes azsurmluted by snglishoen ahroad
23, for exumple, our merchacts in Lodis sseauently ropatricated,
17 tne ier of the fortune or his helrs refurn to rasidance ir
this country Mhey 1ocluds tne prorifs ol our 1nerrﬁ5&rrts, acting
not rereiv as agents but as priscipals. 1 have mysell stressed
the importance of the item of actual capital rorits tarouvsh

investizent, but I have never supposed that these could be
responsible for anything aogproasching the whele of’ the Ym2C0
arisine from cepital gains and increments of every sort and

description.

(£)

As you know, I have

no objection in principle to some

formula, if one can think of a sensible one, on the lines of

your Annex II.

when we get down to details.

This seems to me a detail which we can discuss

Megnwhile I have not been able to

understand just how your new proposal would work out in practice,

/80
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/ go I am unable to judge Whether it would lead t0 reasonable or to
} j unreasonable conseguences.
%' Let us suppose that a country has a debit index of % and that
the world debit index %ﬁ 2. If the world debit index increases
to §, does this entitleéindividual country's debit index to increase
to & or to % ? I cannot work out practical examples without knowing
the answer to this guestion. But there is a further difficulty,
whatever the answer may be, namely, that your formula deprives
a country of any security as to the potential amount of its over-
draft unless it is made, not alternative to mine, but as capable
of giving a different higher limit. Otherwise a country, without
having changed its debit balance at all, may suddenly find itself
breaking the rules simply because other people's debit balances
have gone down. There remains the objection that, so far at any
rate, the formula is unintelligible to the ordinary man, and no-
one can see what it means in practice. Whatever embroideries one

may feel strong enough to pin on at a later stage, I think it

undesirable at this stage to make so essential a feature of the

7;/’ f
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scheme unintelligible to the average reader.



