Sth aupgust, 1940,

iy deapr ‘aynard,

You said something the other day aboutl dning a reviged
version of the Clearing “nion {ur Aseriecar eyes.

There is an outstanding point .f suprsae importance
with which I do hope that you will be able to deal -« T refer
to the definition of the point at which sarctions agalnust a
de it country are t0 be introduced.

1 have sentioned this before but I an not ashamed of
labouring it a,min, T s-~e it as the crux »i the whole natter.
with this =oint satisfactorily settled we =re all right;
without 1t T do not trink that the Clearing nion would re resent
mach advarnce.

‘hen T raised 1t 1nst you exnres:ed gevneral a ree ent,
bt d4id not want to nroecced with 1t Tor fenr of losing simrnlicity.
But T trin¥ you ean mate 1t quite simple. The present dralt
leaves the matiter va -ue and optional. T have'nt the Rible
here, but will dig out the charter and verge when I go to
Tondon on Thursday.

You ean say such and such will ha--en "if the degree
of iniebtednrss of the debit country is » tLis (say, 3 ties,
the current averare indehtedness of the debit countries”, T en
in a fiotnote you can say that "the ‘egree of indebtedness in a
debit countpy is veas wed ei=Yvy hy dividing its actual
indebtedness hy $°~ - ¢ -+ and that the average indebted-
ness of debit couniries ic ..¢.o.red by dividing the sum of all
debits by one half of the sum of the dehit guotas of all
countries in the Union®. I do not thi k that sounds too
cormplicated.

On this hangs one's whole conece~tion of the functions
of the Clearing Union, Some thinik of it simply as providing
a breathing snrace; and when we think of our own balance T
have no doudbt that is the right view, since ii seens clear
that in the world equilibrium we certainly ousht not to be a
borrowing and probably ought to be a moderately lending
country.

But this conce~tion will not do at all for the world

as a whole, T do not believe that Averica is going to solve
the problem of making internal investrent egual to saving at

a fairly good level of employient within a decnde or within
" two decsades. Her uighty of:orts after 1%°3 d4id not carry her
very {ar towards a solution. 7ell then, during that time the
debit countries must not be teased. They :mst not bte under
pressure to rectify their balance bV irade barrlers or deflntio
they must not even be encouraged to invest canital at hone

with the srecific purpose of improving their trade halance; any

attenpt of that sort, unt soaerica has $0;Vﬁd her internsl
rrob’em, is merely tryin; to make the river OW up s and it

will compel America, w ntever her -potestations and co nitments,
to raise her o n tariifs. IInless thnat point is clearly
established, the whole effort put into the Clearing Union will
prove vain.

Lord Keynes,
Treagury Chambers,



It h=s hoen objected that id dnes not pive the debit
countries n sure enough danger sipnal, ~ut this is surely
nonsense, “he ‘Mlearins Union will rublish statistics at
monthly or runrterly intervals and it will be perfecily easy
for the debit countries t~ seée whether their position is
deteriorating and how guickly they are a vrosching the
forbidden co-efiicient, “a mere’y substitute a co~efYicient
for an absolute quota, After s11 the debit couniries Inow
how to resd and ultiply.

I do hope you will manage this! vithout it T shall
feel t' at the wrole projuct is not ~uch more than word suireing,
Forgiv oy bluntness.

TeBs Tt will of course be clear to yon that the were fact
that e do not exrect to vroeceed for a long time as a
debit eruntry does not rean that the easenent wrovosed or the
genuinely debit countries does not allect ~ur vital nntional
interests. It is ¢l covurse a vital interest for us, for
our exnorts and emlno ment, that the debit countries should
not be under constant pressure to rectify their balonce,
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It h=us bhnen objected theni i3 dnes not give the debit
countries »n sure enoush danger signel, ut this is surely
nonsense, “he "leariny mion will rubiish statistics at
monthly or sunrterly intervals and 1t will be pertfectly easy
for the ‘debit countries to see whether their poeition is
deteriorating and how quickly they are aroronching the
fopdidden co-efi lcient, Ve mere’ ¥y suhatitnte a ca=-ellicient
for an ahsolute guota, After 511 the debit eouniries now
how t5 rezd and ultiply.

I do hope you will mmnage this! sithout it 7 ma},l
feel t'at the wrole project is not uch more than w»rd srirodng.
Porgiv oy bluntness.

Falle It wi'l of course be clenr to you thai the were fact
that wve do not exrect to progeed {or n long time ns n
jeblt couniry d-es not rean that the easewent nroposed {or the
genuinely debit countries does not alieet ur vital national
interesta. It E@ruf aourss 1 vital interest for us, for
our axnorts anl el oL, Lot the debit countries should
not be under eanstant mresaur& to peetifly their balonce,
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5th Ausust, 1967,

wy dear FHavnard,

You said something the other dsy aboutl doing a revised
version of the Clearing Union for Aserican eyes.

There is an outstanding point oI supreiie iumortance
with which I do hope that you will bhe able to deal - T refer
to the dAefinition of the point at which sanctiouns amainst a
dei:it country are to be introduced.

T have »=ntioned this helore but I am not ashamed of
labouring it again. I see it as the crux of the whole atter.
WTith this noint satisfactorily settled we are all right:
without it T do not think that the Clearins Union would revresent
much advance,

“hen T raised it last you exvressed geveral areeaent,
but did not want to proceed with it Tor fear of losine simplicitwv.
But T think you can male it cuite simnle. The present drait
leaves the matter va ue and opntional. I have'nt the Rible
here, but will diz out the chapter and verse when T go to
ILondon on Thursday.

You can say such and such will hapren "if the degree
of indebtedness of the debit countrv is r tiucs (sev, 3 ti.es’
the current averace indebtedness of the debit cnuntrlpc" T en
in a footnote you can say that “"the degree of indebtedness in a
debit countrv is measured simmly by dividing its actual
indebtedness by itg Ashkit auota: and that the averasge indebht~d-
ness of debit conntries is ueagnred hv dividinzy the sun of all
debits by one half of the sum of the debit ouotas of all
countries in the Union". T do not think that s~runds too
complicated.

On this hanss one's whole concention of' the functions
o’ the Clearines Union. Some think of it simnly as »nrovidin~s
a breathing snace: =nd when we think of our own balance T
have no doubt that is thre right view, since it seems clear
that in the world ecuilibrium we certainly ou~ht not to be a
borrowing and nrobably ourht to be a moderately lendinm
country.

But this concention will not do at all for the world
as a whole. T do not believe that America is coing to solve
the problem of making internal investiient ecual to saving at
a fairly good level of ermlownient within a decade or within
two decades. Her wmightv ef orts after 19%3%3 did not carry her
verr isr towards a solution. Jell then, duringe that tine the
debit countries st not be teased. "hev et not be under
pressure to rectifv their halance by trade barriers or dellation:
thev must not even be encoura~ed to invest carital at home
with the smecific murnose of irmvroving their trade balance; any
ttemt of that sort, until A.erica has oOlVFq her internsl
~pobl@n, is merely tryin~ to mave the river {low upnhill, and it
will comnmel America, wratever rer ~rotestations and cor nltments.
to raise her o'mn tariffs. Tmless that mnoint is clearly
estahlished, the whole effort put into the Clearin~ Tinion will

nrove vain.

L.ord Keynes,
Treasury Chamhers.



Tt has haen objected that id dnes ot ~ive the aehit
countries o surs enourh daroer sirmal, “ni, this is surelr
nons~Anse, The MNlearins Inmion will nuhtigh statigtics At
rionthly or cvarterly intervals snd it will be merfectly =aarw
for the dehit countries to see whether their mosition is
deteriorating oamd how ouickly they are amnrosching the
Torbidden co-eficient. e rierelv substitute a co-efricient
for an absolute cuota. After all the dehit countries kmnow
how to read and (ultinly.

T do hove vou will manare this! Without it T shall
feel trat the wrole vnroiect is not rmeh more than word gniyaine,
Ror-iv: 17y bluntness.

F.S. Tt will of course he clesr to v that the nere I'art
that e do not exrect to vroceed ior a lons tine 58 A
dehit country does not mean trat the sasement nrovnosed or the
renuinely debit countries does not aifect our vital nefional
interests. Tt is of course 2 vital interest f~r us, {or
our exnorts and emnlovment, that the debit countries shonld
not be under constant nressure to rectifv their balance,



