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AMERICAIT CONVERSATIONS

Qutline of Strategy 30,0442,

Lle wWe fire off with the clearing uUnlon,

Ve base our procedurc upon the Atlantic Charter and
Article VII, making the latter, which is more specific,

we Tind that positive measurcs to cxpand production, exchange
and congumption preccde romoval off barricrs ecte, This,
whethor designed or not, is good (1) becruse one must tell
people whnt positive measures san be devised Tor their
ascistance before expecting thom to reumove thalr defences,
and (i1l) bocuuse on the whole ©vho positive measurces require
less wide-flung asscnt and cowaitment than the negative, and
can thercfore be oxccubed ot an carlier stagce,

7he Clearing Union is a positive measurc; it is also an
indispensable preliminary to both clasges of measurcs, It
nrovides the bare framewcrk of order nccessary Tor planning
sther positive measures, and o basis of finance, if necded;
and it provides an immedlate relief from foreign exchange
difficultics which might otherwisc obstruct the removal of
barricrs,

where is thus a sound logical casc for ‘taking it carly,

2 We hope that the Amerlcans will acccpt it. We have it
in mind that its constitution and nowers may have to be
soverely knocked about to muoot their point of view, It is
put forward as an ilrustrotion, not an unalterable plan,

But suppeosing tiat the Amcricans do not like such an
institution at all? Strong argumcnte have becn advanced in
favour of an institution of some such kind, which I nced
not rchoearse, T think we should fight hard for it - and
with some confidsnce, mhe Amcricans ought to be willing to
accept 1it, But supposing that they are not?

3 I we roach this point of disagrooement, we ought to
rovert to the fundamental principles which the Union embodies,
These principles are more laportent than the Union itscl?®

and may, I suggsst, bo rcduced to two,

(i) We necd a permancut, reliable and semi-automatic
mechanism by which the onus of sgeouring an cven
balance of poyments botween nations is shifted
to thec crcditor countrics, so that an uneven
balance shall not normally impose the necessity
off deflation, or other internal disorders upon the
debtor countrics nor compel then to adopt
an-ncicshbourly measures externally, I call

[ 3e

- this the Tirst principle,

(i1) We necd an gnonymous source of funds from which
ndvances Ty be nade for international projects,
T eall thise tho sceond principle,
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An institution, (Clearing Union), however desirable in
itself, is not sbsolutely indispenseble for either of these
principles, They ©ould in the last resort be sccured by o
charter cmbodying rules of operation for the central banks of
the signatory countries,

4, on the first principle we must take our stand absolutely.
If it is not favourably reccived in the “conversations', wo
must press it, nonc the less, again and again and, 1f
necessary, atb the highest level, The evil it sceks to
remedy is by general agrecement the grcatest oause of
international economic difficulties, and I do not sec how the
Americans can protead to be willing to co-cperate if they do
not accept it,

Tt has sometimes becn argued in discussion that this or
that plen will only work if we have the Clearing Union, I
think that this is usually putting it too narrowly. In our
very proper zeal for the Glearing Union, it is important
not to forget that even without it we may get the "first
principle™ acccpted, And it is really on that acceptance
that the success of most of the cther measures depends,

But, though not neccssarily amounting to a Clearing
Union, the mechanism must be permanent and in part automatic,
embodicd in a charter to which the signatory countrics are
pledged for a long term, I contrast this with ad hoc grants
of credit for specific emergencies, which would provide no
radical cure, and, if anything, injure the long-run outlook
by undermining confidence,

The case is so overwhelming and the pressure from us
wili, I hope, be so strong, that I think that the Americans
are bound for very shame to accept 1it. put if they do
accept it, the greater part of the battle is won,

5, The second principle flows automatically from the first,
Even if there is no Clearing Union, whutcver serves in its
stend to embody the first principle, let us call it a

Mutual Central Banking Charter, would provide a means of
international credit creation, which would give & sufficicnt
crcdit basis for all international schemes likely to come
forward, Thus victory as regards the first principle really
entails victory as regards the second also,

6. I arguc, therefore, that there is nothing in the second
principle likely to lcad to a tussle with the Americans 1if
they accept the flrst, This is a point on which there is
apt to be a rather important mis-conception,

Tt is argued for instance that the Americans, if they arc
in credit at the Union, will not wish to sce thodr good
American moneypareelled out by a joint comnittee, but will
prefer to use it for American-sponsored, American-controlled
and American-profit-bearing projects, Against this argument
I bring two minor points and, thirdly, & quite decisive one,

(i) It is not fair to call it Amecrican money, We hope
that the Union or Charter will be durable, It is any
one's guess what the balance of pa nents will be at the end
of twonty years, Tt may be "American money" in the early
years, but it is guite likely to be. some onc slsct's later,
In such a scheme we take the rough’ with the smooth,
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(i1) It secms doubtful whether ony Administration would
prefer American to internationally controlled schemcs of
investment, They do not presunably want their privatce
citizens to make imprudent investments ans in the twenties,

But if it is a question of government sponsoring, do they
rcally wish to get Congressto approve, or anyhow to havo_tq
publish orders, giving #500 million for raising thc nutritional
standards of backward peoples, g500 million for Balkan
development and so on without end? Would it not be simpler
for them to get Congress to approve membership of the Clearing
Union and have done with it9

(iii) But the main point is this, We do not have to ask
the Americans not to have American~sponsored, American-
controlled sechemcs, We do not have to ask them not to use
their own money in the way they like best, on the contrary,
Let them usc up all their credit at the Clearing Union on
American~eontrolled schemcs; we like that; it saves us
bother; it is preeisely the effect that we want to produce,
The trcuble in the thirties was that the Amcricans did not -
use their credit balance for American-controlled or any other
schemes,

Thus there is nothing of control or power that we have
to ask the Amcricans to sign away, On the contrary we give
them an increase of power, if anything, For they will not
only be able to use their credit balance, as before, fop
any foreign investment they like, but they will also be
members of the Clearing Union which, quite apart from Amcrican
money, has 1ts own resources (see para, 7).

The Clearing Union, or an affiliated body, will be
authorised to make such advances from time to %ime, as may be
deemed necessary to sustain world employment and purchasing
power, If the Americans are lending abroad in sufficient
quantity, it may be able to lie dormant as an investing body,
It will have to operate if and when the Americans do not lend
cnough, In particular it will be a guarantee to the world
that should the Americans, having begun a great carcer of
lending, suddenly abandcen it cwing to a change of intcrnal
opinion, the world will be cushioned from the shock, the
international body being required to f£ill the void in
accordance with the terms of its charter,

It seems, then, that in the case of the second principle
there is nothing adéitional that we have to get the Americans
to accept, We merely point out that it flows automatically
from the first,

7e There is another (allied) misconeception caused by the
idea that the Clcaring Union -~ may I leave out Mor affiliated
body" in future? - would be using "American money" for its
Urposes,

e Union should, and, I hope, would deciemaine the quantity
of liu odvances Lraw tlie to tilie by reference to world barometers
of thwe state of trade, of eiployment, of inflation ar deflation.
It will to make advances should be detemudned ly. these circumstance s
1ts power tomske advances has nothing whatever to do with Ameriea
or any other nation having a credit balance therc, Its
power is derived from being the central bank of central banks,

or, if' there is no actual Unlon, from the links between

a number of central banks provided by the Charter, so that

for this purpose they would together be onc gigan%ic
super-national central bank, This power would exist in equal
degrec, whether some nations had buil¥ up wp credits, othcrs
being overdrawn, or whether it so happened that, the balance
of payments having been even, no one had a credit or debit
there at all, ~Fm




what is truec is thot if no nation was accunulating
credit, the Union would not be likely to wish to make advances,
For an cven balance of »payments is falr, though nct songlusive,
svidence that the world sconomy is in a healthy conditlon,
axl does not need tinkering,

Ee While it is clcar that the sccond princlple should glve
no causc of offencc nor rcguirce any onérous coneession or
rcnunciation by the Americans, yot it is vitally important
Tfor us that it should be reaorniscd,

Whoethor as o custodian of world prospcerity or a country
nceding cxport markéts, we require thot world purcehasing
power should be maintalned, This may mcan from time to
time a fertilising flov of moncy, To sustain the flow of
world purchesing power, advances may he nNeccssily, Pure
American investment may be insufficient. This brinzs us back
to Article VII with its mecesuwrcs to increase oroduction
cand conswaption, Presuniably the Ancricans contemplate
international co~oporation in such mcasures,

It is quite hopelcess from our point of view, if,
every time that therce is an internctional projccf of betterment,
the hat should be pessed round for specific contributions by
esach notion, we alrcady sce the difficulty in the case
of vostewar relictl, For us it is esscntial that the source
of funds should be anonymous as between nations, This is
provided onee the sécond prineinlce is recognised,

9, After the Clearing Union, or, in other words, the
"two principles’ we come to the mewsures to implemcnt
the first pert of .Article VII,

I the second principlc werc not accepted, or, rather,
the Tirst, frowm which the sccend flows as corollary, we
should nced o be very cautliovs here out of regard for our
poeket, But I tnlke it that in this casc we should not move
on go far in the conversaticns; retiring in order to make
a stronger attack on the subject of "the prineiplesy,

onee they arc cccepted, we should press for bold plans,
The danger is that toc 1ittlc may be donc for lack of
imagination and scnse of responsibility, and that fair words
may petre out in aetion, '

The nower of the Clearing Union to create cercdit is
in principle unlimited, But its vrovision of credit would
he confined to thet amount wiich it thouzht it advisable
to erecate fron time to time in view of the state of the world
barometors® The domend would ecme from the particular plans
and projcets, In the cariy yecars after the war the demand
night well outrun the supply and woe should have the familiar
problem of pricritics, In the long run the problem is more
likely to be to find sulficicnt demand, This is the
time at which we need plans laid in advonce and sufficient
courage of conviction to act boldly if o great depression
is to he avertoed,

10, So far I have tricd to uwnderline the logic of what
I understand to De tihe officlial policy. I here intcrpolate
a parograph of my own for consideration,

X It should diluitc its crodit crecation by the publie
issue of stoclz in a ratio also determined by

-
R
gencral cecnoaic conditions,
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This affects us particularly as a country which has to
exchange secondary for primary products but may be of relevance
also to the well-being of the world.

In the proper desire to sece the world primed up to full
activity, there is danger of encouraging an excessive drive to
universal industrialisation, This io perhaps the most obvious
way of pgetting things going, but not necessarily the most
nealthy in the long run,

Amid more doubtful propositions, Mr. Colin Clark does
secem to nave shown corclusively that as a nation improvesg her
standard of living, the provortion of effort devoted to "tertiary
production' always inecrcascs, "Tertlary produetion" is, roughly,
distribrition and services.,

I conccive, therefore, that our post-war strategy in
the broadeast terms should be to cncourage regsources releaged from
primary production to go straight to tertiary activities byepassing
the industrial phasc, Since "tertiary products" cannot be
exported, regions which cannot supply their own primary products
nave to cxport secondary prbvducts in exchange; thus they are
bound to devote an abnormally high proportion of resources to
secondary production; the rest of the world should devote an
abnormally low proportion.

The worst possible combination of trends for us would be
restriction of primary production, a rise in the prices of
primary products and @ universal trend to industrialisation,
These would have a cumulative effect in turning the terms of
trade against us and impoverishing us.

If we are to co-operate internationally it should be with
a vicw to exerting our whole influcnce against these trends,
Actually to favour and promotc them would be the final lunacya

Our :eneral rule, subject to suitable exceptions, should be
to vebo plans for international assistance to secondary
production, Nations with their unhealthy infatuation for autarky,
will do enough to help themselves along this line in all
conscience, They will do Tar more than is good for us and
probahly morc than is good for thamselves, They need no
international encouragemncnt.

International schemes for raising 'broduction exchange and
consumption should (a) invest capital in agriculture with a view
to lowering costs and prices, (bs assist the movement inside
agriculture from cereals to protective foods, the net increase
in agricultural production being absorbed by the better dist of
the people whose standard of living hos risen, and (e¢) invest
capiltal in communications, public utilities, housing, etc,

Ideally the effect of this should be: for the baclward
nations to enable them both to export food at lower prices and
raise their standard of Iiving; +to cnable them to sbsorb The
labour displaced from cereals and other staple crops by the
production of a more nutritive diet for themselves, and by an
increase in "tertiary production' in part assisted and in part
the normal result of their own hircher standards; 1o enable them -
to continue Yo dmport a high proportion of the secondary products
they need at a price lower than they could produce them for
themsel. .z; “he discourageient of industrialisation would thus be
to their own economic advantace; and also in many casses to their
own advantage in social welfarc, Ideally the effect for us would
be: to improve the markets for industrial products and kegp down
the vrices of food and iaterialse.
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This outline of policy is exceedingly sketchys It is not
fully practical, Tor in certain cases we shall have to
recognise that the forces of industrialisation are too strong.
~ Measures under Article VIT will depend on detailed regional
studies and %ske into account the very diverse conditions
prevailinge None the less the idea that certain parts of the
world should be induced to by-pass the predominantly
;ndugtrial phase and proceed straight to a high level of
tertiary production combined with good agriculture should be
a leading one with us and may e found to have rather wide
application. :

In this sonnection may I say a word about the puffer
stock plan? Detailed regional study required for action under
Article VII will take time; '"tertiary production" can only be
a matter of slow growth; it will take some time for the world
to settle down politically; it will take some time before we
can prognosticate the most beneficial lines of development in
many CaseEse

Because it is desirable and neccssary to proceed slowly in
schemes of development, I rcgard the buffer stock plan %along
with internal measures in the United Kingdom and the UsSsAs) as
the main possible instrument of defence against a slump in the
decade after the ware If Sir Donald Ferguson is right in
holding that it will not cause a reduction of output and might
even increase it and that the controls, or some of them, would
get oluttered up, I do not rmich mind; indeed I am rather glade
With Olearing.Union, or similap, finanoe, we oan think in

terms of thousands of millions of sterling over a decade;

there is no risk of insolvency.

T contemplate the buffer stock not only as a buffer in
its own technical sense, but as a puffer to absorb surplus
labour during the period when we are planning a better worlé.
Let the primary producers go on producing primary products until
we can give them something vetter to do and are sure what that
ise The accumulation of some surplus stocks is a small price
to pay for preventing hot-house industrialisation and maintaining
zood employment and decent livelihood in the period of transition.

If we have universal restriction schemes, which are so muoch
sdmired for their efficiency in securing an actual peduction of
output, what will happen to the displaced labour? Every
government will be at pains, as the line of least resistance, to
set up some industry to absorb ity and the detriment to us will
be twofolda

On the contrary; do not let us be too gqueamish about
surplus stoeke nntid e can bring the influence of our
Winternational co-operation" to bear to seoure a healthy change=
over in agriculture and a development of N"peptiary! industrye

I think we have got to pursuade the Americans of the force
of the arguments in this paragraphs If they take the reference
to''exchange’ in Article VII seriously, as we believe they do, we
should be able to secure their support in damping down the trend
to autar ¥y

Notes If, as we are told, the Ameriosans intend to raise
the question of international trusts as & major issue, We ought
to make the case for restricting them from establishing affiliate
in backward regions, This 18 the policy they now tend to pursue,
despite the higher costs due to inefficient labour there, in
oprder to avoid the incidenoe of tariffse

T2
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11, wo pevert to the main thread of argument,

T suppose the Americans to have agreed to the "two
principled.  The argumecnts for the fiprst are overwhelming
and the second follows almost automatically from ite But if
the Americans will not agree we mist reculer pour mieux sauter,
17 the Amcricans agree, the English~speaking Dominions will
come in alsoe

I suppose confabulation and the institution of regional
studies about plans of development to implement the first
part of Article VII.

T cope thet we shall press for a puffer stock plan, on
the sround that, cven if not perfect 1in regard to all
particuliar commodities, it gives us sure means for operating
agailrst a slump during the next decade, when the more
comprerensive reglonal plans cannot have come to maturitq.

Wisa oo mach achieved, Wwe already have the elements of
seprld ecooonit order within our control. We can prevent
cnocrs arising from the ghort-period Torcign cxchange
difficaliics: we can liquidatse pilateralism; we can remove
sorie i tores for hot—house Arives e autarky; we can prevent
a major depression. We can guarantee to statcsmen a far
more + Lo.tla economic background than they had in 1918=193%
This 1 iteself would be a great achievement and enable us to
o0l ahead with considerablc confidence.

1%, This result can be prought about by the collaboration of
the Erglish-speaking worlde And becausc it can be brought
about, all wi.der international oo—OperationF_Tn this part of
e fiecld is a matter only of diplomacy and frills, It is
importent that this should be understood by all concerncds

13, If after Anglo-Amcrican discussion it is thought
desirable to bring in Russla or any other power as a founder—
partacr In any irnctitution tnat may be set up, we should
2o1lov the precedent of Acticle VII, We should first draw up
and sign the charter of principles and then ask the other
powen or powers 1o pacome co—signatories, cither after or, if
Aiplomacy rcquilres, before publications

14. %e now come to the later part of Article VII -~ reduction

of tarriers and elimination of discriminations

T peaching agreement cbout the "two principles" we shall
ave signed away the morc astringent forms of bilateralism
naymeﬂtaragreements, clearings, barter agreements, etCs e

Wi
v

ews will remain the questlon of tariffs and preference.

i /‘\:_j'

ilere of course Wwe cannot make much headway until we have
vider inh-netional discussions, though, no doubt, we should go
~s far as the Americans offer in the way of mitual concessions
to each othere ‘ ‘

Tris puts us-in a strong strategic position, since in
the wvery mattcr sboutb which we fecl anxiety, there must from
~he nasure of the casc be some delay, with concessians only
o e mede as and vhen a large number of nations can be
rrought into the archa of discussiole



Is therc any danger that the Americans would wish to hold
up the major plans until they have collected their tariff \
cqnoessions? Surcly note It is most important to push ahead
with the major plans and we can put it to the Americans that
if the other nations see a new monetary system promised or,
still better, in being, they will be much less stand=-offish
about tariff concessionse.

15 But though we cannot do very much at this stage about
tapiff concessions, the Americans may expect us to say much in
return for conceding to us our "first principle'; we may not
only have to say much but also %o say it in a way that cerries
conviction.

It is for consideration whether enough authority has been
glven to enable us to speak to this topic in a sufficiently
encouraging way to give the conversations a good sendsoff,

I do not think that our protestationsin favour of greater
rreedom of trade ought to sound hollow, since in fact they will
not be, save perhaps for the sore subject of Imperial Preferences

16 I understand that we have not yet officlally recognised
Imperial Preference to be a form of the "diserimination
referred to in Article VII, We may be asked point-blank by the
Americans,

The present trend of the war does not suggest that there
will be much punch behind the purely political plea for a
tariff-bound British Empire, However, in case something of this
spirit still rcmains, would it be politically acceptable to name
some specific figure, such as 10%, as a maxinum preference? BY
" putting a modest 1limit to our ambition and relieving America of
the fear of our one day taking the idea of a self-sufficient
Empire seriously, We might inducc her to accept the limited
figure as a political anomalye

17. But there is a further problem. - The value of our cssential
imports per head are excecdingly high, and we can make a good
case Tor some kind of special treatment as an exporters. The idea
of zoning export markets might be raised for discussion, although
I believe that we should get less by such bargaining than by
competition in the long runj and the Americans would probably
not care for ite If they 2dmit that we have a special posltion
as an exporter entitling us to special treatment, might they
accept the existing Imperial arrangement as the way of solving
the problem that creates least disturbance?

gSince all this is a matter of general protestation rather
than specific commitments at this stage, the fpanker we can make
our discussion of it, the more reassuring it will be, There
seems danger that our representatives may lack something of
frankness, because they dare not say anything which would appear
to foreswear old-fashioned and now totally obsolete ideas of
Imperial unitye :

18, I have composed this sketeh of policy rather hurriedly.
Much has been taken for granted and connecting arguments have
veen omittede I have not spurned colloquialisms to convey my
meaninge I only hope that I have not again condensed to the

point of obscuritye.
(Initiallcd) R.F.H.
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