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* 70 <EAN LEDING, TVDUSTRIALIZATION 4D THN CLIARTIG UIION

The Tollowing memcorandun is not intended to be in any sense
eritical of the Clearing Union. In theskuthor's opinion,  the dralt
scheme »rovides a most admirable introduction to the conversations
on Article VII. It is evident, however, that it leaves sone
gquestions unsettled, it is probable that they will be raised at
an early stage, if not by us, by the Americans, and it is the thesis
of this paper that they involve certain points on which we ought to
have very clear ideas if we are to safeguard our own interests and
do our best for world prosperity.

1. Apart from the sanctions of 7 (5)(c) which, if more than

exceotional, would be evidence that the system was failing, and

avart from provisions to prevent debtor countries further agsravating
their condition by exporting capital, changes, 1 f;hgwforeign

exchange rates provide the sole explicit megﬁ%A or"securing an
equilibriun of payiients between nations. '

Now, valuable as the system of flexible exchanges would he,
it will probably not be argued by anyone that these movenents would
be potent enough by themselves to secure an even balance of ovayments
on current or income account; and it is nrobable that sueh a
palance is not desired. (It will sometimes be called "balance of
tpade" for brevity, hereafter.) :

mo the balance on income account foreign lending must be
added to arrive at the balance on total account. The guestion at
once arises - is there anything in the scheme tending to secure that
there shall be sufficient commercial lending to produce a balance
on total account? If not, the debit cuotas will be exhausted in
due course and either the debit countries will be immelled to
protect themselves by deflation, or trade barriers, or botn - and
the system is .supposedly designed to avoid the necessity for either -
or half the world will become liable to sanctions; in fact, the
system will have broken down. ‘

I do not think it can be argued that the system guarantees a
sufficiency of cormercial lending. Is it our plan, then, that
commercial lending shall be supplemented either by additional lending
through the machinery of the Union, e.g. by the debit gquotas being
nrogressively raised, or by additional lending planned by some
affiliated International Body?

If it is the plan to foster additional foreign lending, it is
our duty to ask ourselves what kind of developments we ought
thereby to promote and we shall be expected to explain to the
ynericans our views upon this matter, both in their bearing on
world prosperity and our own advantage.

2. An alternative idea should, however, first e considered, namely,
that we should aim at reaching an even balance of trade at the
earliest possible date, with each nation self-supporting on capital
account. One attraction of this is that it would free our ninds from
the obsessing question - what is to be the end of all this %ending?
The obsession may, however, not be a very profitable one, S1Nce
it is idle to plan for more than, say, thirty years. Far_reachlng
dMﬁ“%mMJ’ social and economic Popi s may occur within thatqperlod
ziving rise to aquite new relations and p?dblems: We Iknow hpw
Bolingbroke despaired of the future of his couniry because Walwvole
1et the National Debt continue to grow when it stood at about £40
million! Again, it seems a 1ittle hard-hearted to deny to tpe rest
of the world any penefits which they might.reap from the disposal
of the sumlus savings of the richer countries.
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Tovrever, we rust consider what would be the nethod and
aimings at an even bhalance of trade,

effect of

It aprears that a sharp distinction ouchit to be drawn according
as whether the measures to sesnre an even balance are talen by the
credit or by the debit countries. Let us first consider mensures
vy the credit countries.

It is imortant to remember that the persistent tendency to an
export surplus 1s due to there being insufficient vent for savinecs
at home. This situation has no nscescary connection with a protcoct-
ionist policy. Thus, Great brlta*r had a large contirucr,s u: A
surplus for more tioan nall o oo rar yile acheringe to rigid free
tI‘ade .
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r should such a cdmﬁnyasthethﬂﬁdi%aﬁes
wish to nress ner experhtae upon “he world, “vhen she has suechh a
magnificent narket at ner own doors? “his is an altogetier fallac-
ious way of regarding the natier. If the citizens of the nited
States did not save she could certainly find employment for her
whole peonle in nroecins. Tor the hone market The trouble ig that
her cv*“zev o save, and the tendency to an export surplug is ¢
expression of the existence of surnlus saving., Sueh a country can
only cut ~ut down her export surplus without causing une”DlOJf@Ub
and derregasiorn 7 cte can finT oan outl et at home no* for ad itional
concurntion eoods but for additional capital ccods (or Ton cmWf“ “tion
~inanced by "deflciency spending"). Unemployment and

an unsatisfactory alternative, and we cannot present

acraerent as the ri~ht way of obtaining equlllbrlu

In recard to finding a vent for surnlus saving at hone, we
st reneber that the mited States has already gone far on these
lines, thougii not sofhr as to solve her unemployrent nHrobleri. She
has had an Administration which for a nmuiber of years has eschewed
furuher tariff buildince and sousht an internal remed:r by pubhlic
vorlis and all manner of "deficiency spending". Pow rmeh further can
we coxpect her to ~o?

Profesior Tansen, in his recent star, exnlninsd *hat he waos
anxious for an international body to be cuthorised to advise COVETT ~
ments on their internal policy, in order to strengthen those element
in the credit countries which favour public vorks exnentiinre. e
should certainly fevour such a nolicy,

Put we cannot count upon such ineasures being Qu fficient to meoduce
an even balonce., PFurthsprriore, we rmist not malze our oystem Tor
international equilibrium depend on nations aﬂnﬁ+7ﬂf intornal measures
such as Public Vorks and "deficiepc" pending'", which may be the

vy

uubWGht of domestic pollt;uul COET”“Vﬂf"lﬁS. e nnnnnt have our.
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name. <This method of reducing disequilibrium, then, shoulsd he
fTavoured. But we cannot rely unon its being conpletely efficacious.

D The matter is very different when we consider measures which

micht he talken by debit countries to secure an even balance of Trade.
It is agreed that we do not wish tham to adopt deflation or trade
barriers. But faced with a continuing debit position and the nrosnect
of “their acuotas beings exhausted, they micht think it proper to take
measures to subvemt industries which, albeit uneconomic in ‘hemselves,
were of a kind likely to assist their balance; the appropriate
nternational Body micht even think it proper to aid them in this task.

It is most important that this principle should be roundly
condermed. Any artificial assistance to such industries would have the
same effect on the world halance as protectionist barriers. It does
not make sense to frown upon the latter while encouraging the former.
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o far as the credit couniries succeced in ftalzinge internal
ateruate to reduce or elininate their credlt positions,
positions will cutomatically disarrear withont any bhalonce-
o nluanning hy the  ehit ecountries. In so far as the credit
countries fail, atteupts *o rectify the balance made outside them
will gravely erbarrass them. Such attenpts will provoke an
unermloyment crisis in *the credit countrics. This state of affairs
will put them under the strongest inducenent to he disloyal to the
international systeni. Faced with unemployment, having talien all
measures that seem econorically or politically feasible to stimulate
activity internally, and seeing other countries taling measures
which have the effect of diminishing thelr exports, they will not
for long resist the temrtastion, whatever their previous protestations,

to raise their own trade barriers (and rooscibly subsidisc thelr

exports). It is essential tiwat the credit countries chounl-t adont
a liberal attitude. <+t i no cood advocating a policy wiich will
erbarra s them an = drive then, despite thelr best intentiongs, in the

oprosite dircction.

British interest: are also vitally concerned here. The satle
incustries wihich will assi G Teb! rics to reiuca thelr
dehit »elation to, say, the United States, will make it nore Jiificul
for us to export. It would be the greatest folly if, out ol a tender
anxiety that the United States should not conti

be in a cre’it position - an anxiety for which they would have no
reason to thanlz us - we should deprive ourselves of our very mneans
of 1life.
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It is, therefore, rost important that we should, ourselves,
understand and do our utnost to propacate tho principle that if a
credit/dehit position arises, all neasures of internal expansion by
the cred’ t contheies S0 rectify the situation are to be welcomed
mut autarkie ileasures by the debit countries are to be condenmned as
teniine to disrupt any "expansionist" systeme

30 far as our interests are concerned, there is all the
difference in the world between a growth of local industry, which
becomes remunerative because the pressure to an export surplus
of the credit countries wahes (owing to their man power being
so heavily engaged 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 pressure of the credit countries and do not tend to
squeeze our own exports. In the latter case, being airied at
reducing imports as such, they will injure British trade as ruch a8
that of the credit countriese

It is therefore important that our system be so devised as to
remove from the minds of the debit countries anxieties which will
make them strive to put an end to their debit position on income
gccount. The Clearing Union should not be regarded as a sort of
clorified moratorium giving a breathing space within which debit
countries must put their houses in order and cease to be debit
countries on income account. There are two reasons why Sone nay
hesitate to accept this doctrine with which I shall deal in turne

4, Our minds are naturally focussed upon our own affairs. In
view of our prospective difficulties we are apt to thinit of
ourselves as a debit country, but in the long run this canndt be
right. It cannot be healthy for the second richest and probably
most capital sated country in the world to be a borrower. Our

own debit problem is one of the transition and it is quite right
for us to think of the Clearing Union as giving a moratorium within
which we are to put our affairs in ordere. It will lead us into the
createst confusion tfy in assessing the principles to be applied to
dehit countries generally, we think of our own casee

B



ATe we not then, to get anything out of the €learing Union
in the long run? Is it not to be an ever-ready fairy godmother?
Yes, it certainly is. But not because it is 10O let us go on
vorrowing for an indefinite period, but because it is to keep
our export markets buoyant, In thinking of debit countries
we should think always not of ourselves but of our markets,

It is no permanent solutién of our difficulties to borrow.
When the transition period is over we shall have more capital
than we know what to do with. We hope to derive assistance for
our exports through the rest of the world belng more expansionist
and less sutarkice For the rest, we have got to see that our
costs are not too high to exclude us from our markeis. That is
reelly a problem for the Internal Reconstruction Committee,
There is no dodpge by which we can evade it.

Se Secondly, it may be thought that the principle of
discouraging debit countries from autarkic measures shows too
reckless a complaisance and that we need a sterner disgipline. To
meet this objection it appears essential to recognise the
difference not merely in degree but in kind pbetween ordinary

debit countries and what may be called "excess debit" countriese.
The debit positions of the former merely constitute a mirror

image of the credit positions of the credit countries; by the
principvle that an attempt to correct credit positions otherwise
than by internal measures in the credit countries will bean
embarrassment to them and run counter 1o the "expansionist" aims
of the system, the ordinary debit countries should be discouraged
from trying to put an end to their debit positions. The "excess
debit" countries are those which whether owing to abnormel
improvidence or gbnormel impecuniosity are running into debt at

a rate substantially greater than the averagee Such countries
will merit special treatment, the improvident,such senctions as are
specified in 7 (&)l ) , the impecunious,salvage measuress

It should be possible to devise a formla based upon the
accounts of the Clearing Union wvhich 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.

frected with precision, it should
y to debit countries, which
discipline required to

If this segregation can be a
be possible to conbine that lenienc
is required by nexpansionism" with the

prevent shuses.

6e mo return from the dipgreseion and recapitulate the
argument of the first three sections. If certain countries find
it difficult to plough pack all their savings at home, they will
tend to develop an export surplus. If this is covered by ordinery
commercial lendling equilibrium will be maintainediibut if

je1 lending fells short, debit countries will be embarrassed
S be o 3 ?. or autarkic measures, These will

ve impelled to deflation’
et B 2 ries causing depression there end

drivi them slso towards greater protection. Thus we sbogld
be 1n§%1ved in the vicious spiral of deflation and/er thé vicious

spirel of trade barriers From
i§§ortant thet we Shouldffind means of transfering t

saving in the most painless possible manner to the debit

countriese:
jal lending may
ere are two distinct reasons why coumerc
fall gﬁort of what is required to ﬁaiﬁtzink?gP"ziggngiggigzz n
world economy and it is very impor ant to ke 1
may 1l ort because although there Are
our minda. on s :2 outlets for additionil saving in thse

perfectly sound and payl aad o Ffosence
ountriese distance, political an angu
gggigh: absence‘of a common banking system mey impede the free

-



o

Sewns P
b s

obiat;n:

Ue

flow of lending from the country of origin to the country wher

it might be profitably useds QOr, it may fall short becagse thgre
is a tendency to surplus saving in the world as a whole considered
as a single unit, How far this latter tendency is in fact

likely to be endemic is not agreed; but it is generally accepted
that it normally operates in the recession phases of the trade

cyclees .

e It is a familiar point that the tendency to a universal
dissemination of manufacturing industry is inimicel to our
interests and injurious. to our standard of living, The tendency
is inelucteble and constitutes an adverse factor with which we
have to reckon, We may console ourselves with the idea that we
shall be able to retain a lead in guality replacing lost markets
by the sale of goods of higher grade, There is probebly an element
of wishful thinking here. This beneficient principle may have
worked fairly well when our lead was great and,our position as
suppliers almost monopolistic; it will be less fruitful for us

as the levelling up bgcomes genersal,

While the tendency is ineluctable its tempo maybe influenced
by post-waer arrangements, Those concerned with post-war plans
clearly have a responsibility to our own people, in virtue of which
they are bound to ask whether we can do enything and whether we
ought to do anything to influence this tempoe

How far we should be entitled, were we able, to press this
point against the general interest is & guestion of political
morality which I do not propose to discuss. Theve—oSeemns—te—me

» to—be—se—mch danger that we shall not press it as far as is

“perfectly consistent with the world interest thet I sheall confine

myself in what follows to thate

8. An all wise benevolent waild economic dietator would not direct
people in region A to produce goods which could be produced more
cheaply, as assessed by the law of comparative costs, in region B,
On the other hand the government of A may have other motives for
encouraging iis citizens to produce, of which in the case of
manufecturing industry three very important ones are (1) to rectify
. the balance of trede, (ii) prestige and (1ii) to provide the

sinews of war,

We should seek to devise our system in such a way to remove
the first motive. The argument from the best use of world resources,
the requirements of an expansionist system and our own particular
interests all work together to the conclusion that debit countries
should not be under pressure to introduce autarkic measures in

order to eliminate their debit positionse

litical security motives are more difficﬁlt.

The pedicy authority may have something to sey about the latter.
Agreements designed to secure the progressive reduction of trade
barriers may make it more difficult for governments to give free
play to these motives, but they bay outside my subjects But there
seems to be a danger that what we achieved by trade agreements may
be undone by misguided og}ons about the ‘way in which the
Internationel Authorit§/6¥geniseg the lending required, in
supplement to ordinary commercial lending, to secure equilibrium,

The prestige &ami po
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Ce It was explained in paragraph 6 that the world system
may fail to be expansionist either (i) because there are
obstacles preventing surplus savings in credit countries being
avplied to paying projects in debit countries or (ii) becsuse
there are not enough paying projects in the world to absorb
all the savingse. An International Investment Board is clearly
needed to deal with the second of these ailments, In the case
of the first ailment there is another possibility namely that
the savings should be transferred by the agency of the Clearing
Union itself. By progressive enlargement of the debit '"quotas".
or by re-defining the allowed quota not as a cumulative amount
of debit but as the maximum amount of increase of debit
allowed to a country each year, commercisl lending could be
supplemented by Clearing Union lending.

One advantage of this method is that the Clearing Union
overdrafts being perfectly liquid would carry low rates of
interest. If necessary, these could be reduced to a nominal
levels Consequently the money coculd be used - and this is what
is needed - for any increase of real capital in the debit
countries that was paying without regard to whether such
increase would generate additional exportse Rates on
Investment Board loans would have to be appreciable, albeit
below commercial rates, and presumably provision would have to
be made for redemption, Consequently the Board would have to
select projects likely to generate additional exportse. This
would unnecessarily limit the scope of the additional capital
creation and might twist it from more to less urgent needs.
Again, still more important, once the investing body has to
consider whether a project will add to exports, it will be
very Aifficult if not impossible to draw the line between
exports merely required to pay interest on and redeem the loan
and exports tending to make the debit country less debit on
income accounte But the whole foregoing argument has been that
Geliberere plan to make the debit country less debit on income
will tend to make the system less expansionist, embarrass
the .credit countries and be injurious to our special interests.

Again, it is important to recognise that the money which
goes in TO) them by way of Clearing Union overdraft is
automatically applied to paying projects. There is no need to
think up some scheme to apply it to; it is already applied
when the overdraft comes into existence. The funds flow through
the ordinary channels of banking and commerce to where they
are most needed. They are dispersed in small rivulets.. There
would be a little extra investible money well distributed among
all the minor trades and occupations, allowing a little extra
expansion here and there, whether of plant or stock in trade,
as required, allowing the country to develop its own resources
in its own way according to its natural bent and in directions
which those on the spot know from experience to be economic.

A1l this happens simultaneously with and not subseguently to the
appearance of overdrafts at the Unione. Surely this is not only
more healthy from our point of view but also more likely to be
genuinely helpful to the debit country itself, than a few large
schemes planned from outside by a board of alien and
unsympathetic officiasls or bankerse.

It may be argued that banking on the easement provided by
the Clearing Union the government or other authorities inside
the country may subvent the creation of autarkic industries
.which we might regard as undesirsble., But these will increase
‘the debit position in the short run;agafmay endangey the
z 's mov s " i i they
\will wish to avoid. And the Clearing Union system will itself
remove one very important motive @« the foreign exchange one -

for artificially fostering the trend to autarky.
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This plan of transferring surplus savings 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 system 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 object to this system? Might
they press for the funding of some of this lending in order to
Lak see a spoB-ef 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 lendings 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 individual in the credit country would be in any way damnified;
for in the last analysis the individuals who are providing this
liquid capital for use in the debit countries are those who
pzrfectly voluntarily choose to have their own money at the bank
at home,

Under the old system the credit countries had to take the
residue, (the excess of their export surplus over their
commercial lending) in gold, which did not yield interest. Ve
offer them bancor instead. Bancor is perhaps an inferior assete.
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.
Bancor restores that option to them, It would really be too
exacting of them to expect to get interest on their bancor or on
that part of their export surplus on which in the o0ld 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 iss 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. Je nay now turn to the second reason wiiy the world system
way fail to be expansionist, nswely that there may nct be
enough paying vrojects to absorb world savings. Yhis rhenouenon

is likely to wmenifest itself in the recession phose ol Lhe trade
cyele; but it woy also he present, albeit in a less invense Lori,
in perieds of more &ctive business. this vroblem is net solved
by meking the surplus saving ol crcdit countries available Tfer
paying propositions in debit countries, It requires for its
handling sowcthing in the nature of an Intirnational Investuent
Board, which, to aveid confusion, had peorhaps better be called
International Fublie Jorks Doard,

This “oard would stend in the saune relatio:sn to the world
cconowy Lnat a netlonal Public Jorks ZHoard does to a naticnal
€ COILOILY o 1t would be its duty to seek cut developuent projecis,
which, slthough un-remunerative on a strictly comuercial besils,
mey be deemed to have sufficiently rfavourable indirect cconowmic
effects to Justifly theul.

If its function is stated thus, it at once becoues eviuent

that it would be both impreper snd in the lonz run inelTective



it to wssist the cevelopment of new indusirics to produce
zoous which enter into trade; 1t should coafine itsclf to

ca iital ohaensd yi@lnyy services wund to consurers' cepioal,
Just as it would not¥do for o uutional sublic Jorie Bourd

60 set up & bogohk ~nd shee Tactory in one pert of the counsry
' i enother, so the Internationel Fody
must not set up capacity to produce tradable zoods in a
particular country when chere is capacity in other parts of
the world,

One great adventage in weking the Clearing Tnion solely
resronsible for settling the credit,/cdebit relation between
couniries and iacilitating ¢ sufficient rlcow c¢. caiital to
finances sll jaying prejects is that it wckes it yossible to
give an unecguivocal definition of the duties of thﬂ fuklic
Jorks bLoard, Unce that besrd siarts weddling with the
credit/debit “roblew 1t vili et dellected i'rowu iuﬁ rroner
terms . relerence ond consider setiing up uieccnomic cicel
worics in countries wiich happen to have a cetit balance, in
order to ivs thew a nore favourcple Lol:nes,

The Zoard would have tihe | roblew of wheoe to locate its
vrojects, . Jho LOle dng erpear to be the four wost lwportent
considerations, (1) Zowe govermments wre wore sble ond willino
thienr others to fins nece l\ubllc uor”s in thelr own coun.ries,
Sowme povernuents mlght resent the intruwsion of an internationsl

houy. Cne Dourd woull concentrate iis ettention upon those
countries whose¢ governwents .Jcund difficulty in raising wcney
for such purposes gnd welcowcd cutside cssistance, (11; Tts
wain cconomic criterion would be the rresence of unewmployuent
in tne region vroposed for & uvevelopnent proj-ct. It would

noi lucate its works where ewployuent wes [cod, .or by so
doing 1t wilcht create local Jnletlon even il cepression wes
prevalent in the world oz & whole, (iii; The inherent
usefulness of altornative projects should be cercfully weished,
(iv) 3imce its rates o: intercst would Le below the coummercisl
level, countirices wight regerd it es a feveur to be chicsen Tor
projects and Uiie Board should therefore take care that, so

far as thc other criteria allowed, the Tevours smould be
distributed even-handedly saiong the different couniries,

one of these critoria point particularly to debit
countries, There is certeinly no reason to suppose that
unemployaent is in cropcortion to the size of the debit
rosition; indecd the presunntion is rather the cthcr way.
‘he Roerd mi;ht teke itho derit gosition into cecount ¢s a
subsicdiary crlterion,'buL its qain contribution here would
not be by fixing the plzce of exvenditure but by fixing the
place where its woney was ralsed; 17 it had tc¢ issue bonds
(see N.P.(42)2, w~prendix 5) it would confine tenders to the
citizens or ;ublic bodies of credit countries,

‘n oexception wight be ailow.d to the ewbhsargo on industrial
uncertakings, nsuwely in favour of thouse "excess (ebit”
couniries whose condition was due to & _cenuine lack of
resources snd not to disorderly {insasnce or inflation. JUust
as a national rFublic dorks » ard wisht even o so fer as to set
up & beot and shoe lactory in a "distressadi ar-v", so she
International Rosard wmishii breck 1ts rules in fevour of an

exceptionally distressed country, @lways providing .lhat the
criterion of distress were cefin.d with 'recision in such @&

way that only & swall winority oi countries caue unoer 1,

the practical conclusion of .hie 1s that 1T tne uugtion
ol an International Investuent board comes lorward for
¢iscussion, as it is woct likely to, we should presgs for ¢
striet Ypublic works" definition of iis funciions.
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ST Oou sné that we should rrepose comcthing wucn wore rodlcal
iT o we tgare seekin e to onlist ihe un ricsns as cerinsrs in
selilsnnees, s1ill tiw civisien o. functions L oes sult our
selfisi: interests, [ wc do nev wentlon thom einllcitly Lhc
nerical vill 1 odnk our ar unents Frou ;lm.;v:LT’L £ a1 :M“d&.
i novoe a coubly evi :

1 eiffect, ey will so

for our loci of openness onc Jlve dac or uwents rioaeiple
less weiont lheoun thcoy deserve

(ii; Lreecly, fu gzens Lo w o, we hive a joint intersct with
sinerice, _1 nough thoy ore net so vitelly cependent o .o wre
ca bthe centinuencs oi eports, yob .nis continuance «ould be &
oprat convenlicence Lo the stoady developnient o1 their cconoty.
B fiww too it wevld be short si ) nved to digtribu.e caplisl
ccods cv o the werld too ra idly cnd wind uvp the weriets or
their concusption cods,

e urobebly Twoe opinions in swerica. I suspoct
1".

ey
tn‘ LB JOriuyY cpinion,including'botn plein won and

o

tion of suericans peing Lorth aung nations vo egulip wnd
1rgtru0u them in Am~rican methods oi production, tix: houe
country c¢njoying therceby & greet but transicoat boouw, 1s
confinsd to hot-hesded 1deali&ts, whose voice in post-war
plennings way be out of proportion to their backing in the
country. If we wut our cese sirongly, certainly nct in the
foru: or an ultimatum but foer the give and take ol ildess upon

it, we may deflate the missionary zeel; for the wissicnaries

way knew that they leck sufficient odcﬁlng vt home sndé would
have difficulty in imnp euwenting their.ideas in Congress.

(iii) e can »... this case %c the Awericans, because 1L 1is
based on sound economic doctrine, but it is doubtful il we

can put it to anyone else, Cn ccononiic ounds olher nations
would not neve reas n to Cislile: it snd wmicht even be poersusded
no. to, nrovided that they were satisfied with the arrangeuwcnts
Tor securing <helr balesnce of trade and for world "exvensionmuilsm"
aut it doss nct toueh the rrestige end peliticel oecurlty
notives for the Jesire to iocster wsnufacturing industry. There
ig no reason in international =thics why ¢ should pander to
thoge wmotives or oftfer assistance to all who wish to give thenm
nlay. zutl it may be veory undirlomuiic to wention that vz sre
anwilling to do so,

Thetbt is ons reason vhy 1t scews to me very important to
reach agreement ~ith the .uwicricans upon certain besic features
of the system that we,wish to rropose to the world, in
verticular the antl-antﬁrklc Teatures, Jugt as we signed the
webtred 3¢ ngureeuient before cilering 1t to other rowers for
adhesion, so we wight beoth sign cherters of int rnsational
institutions, which, while they deliberately Lleft wuch vapue
and open Lo discussion in a wider foruu, would be sulilciently

x 1
ought Tl men, would incline to our view, uac thet the ulssionany

.



‘ecific o susure the snti-Rbariic chevacioxn of the
cb-lting SIS0

1. I aeve only dicscussed our interwst in slowing cown tne
houpo of dndustrielization in its bearing uvpon Jhe funciionc
ol thwe Jlesring Unlon and any proerosael for an Intornstioncl

investwent - oord, v o will be still wore relevant wnen we
coe to the pnbl;x st ior discussion in s~riicle VII, of
weans Jor veducins trade barriers. This interest snould i.cke

us favour &l woest couprenensive possible agreeuient Lfor lower
tariffs,

th re is another point worth ccensilering in this conn-xion

to vhich I referred in U.3, 1, (42, /8 peragrapih 10, LG BTG
to0ld that thw lsvricans wey ralse the cuszstion of intornstionsl
cowbhines If'or discussion, Cn powerful csuse incrcessing Lhse

dissewination ci uwanufecturing industry hoes bsen the tendency
of ccuvanles Lo set up subsidisaries in forcign Tarts in crder
Lo e in a ;osition to surnly tihelr warkets wihoul _sying
thelr terilis. In pursuznce o1 the rolicy of ariicle VII ons
sleht reaeh soreenent to depar the iarJnL com aenies frnm getbing
up subsidliaries in countrﬁes wnich refused to join a low

teriff agreement. “his weuld nmelke 1t 1L1~’al for the couaniles
to set upr subsidiaries save where the induceuwent to o so was

swall,

There is no doubt thev tne plain wan would regsrd hl
nolicy cof ine comwsnies os unpatriotic; this kind of sentiuient
finds expression in the Federzl anti-trust prosecutions which
have recently been very Stron%lJ rressed, .. proroesal WhiCﬂ
was in harmony both with this sentiwent and with the trade vievs
of the state Devartment would surely hewe—{o walke some upoeal
to the United states Ldministration.
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APPENDIX

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
and call a country which exceeds its “quota anf "excess debit" .
countggﬁs. Thus to exhaust one ségggga to become_liaeble to

. sanct and to be an "excess 4 dountry would mean one and
the same thing. - ?Sanctions should not necegsarily be applied in

every case where a country was liable to themy since if its
condition was due to exceptionally exigent circumstances the
International Investment Board might be asked to devise salvage
measures and the sanctions be suspended meanwhile. )

2e When one is considering any improvement of the provisions
of 7(4)(5) and (6) the first thing, I think, that comes to notice
is that the criterion for.-the various restorative measures

is, .save for one provision, the amount of accumulated debit (or
cﬂbdit) outstanding, Is this really right? The accurmlated debit
constitutes a record of all that has happened in the past. But
this is not necessarily relevent to present action. Thus a

country which had been accumulating debit rapidly for some years
but had recently greatly improved her position in this regard
might be brought within the arm of sanctions (or some of the
milder measures) by a very small recent addi$ion to her debit,
which would thus constitute a sort of last straw, In fact the
measures might become mandatory Jjust at the moment when they

were no longer needed and when, because not needed, they might be
harmful and disturb an equilibrium painfully achieved.

Se I submit consequently that if the relation of the actual debit
to the quota and its various fractioms and multiples is to be the
criterion for action, the quotae should be defined not as something
which a country may reach by accumulation, but as a current annual
amount., Thus if a country's quota were £x, she would become

1isble to sanctions if she had increased her debit in the
immedietely preceding year by £xe. Similarly a country would be

g ‘ entitled to depreciate ‘

g her currency if her debit had increased in the preceding year by
Lo e and could be
o “required to depr§7iate it if her debit had increased in the pre-
v ceding year by £</3Xe. _

- i Or again a credit countiry would discuss certain measures with the
' \  Ggyerning Board (as under 7(6) her credit had increased by

”} - £§§x. (The fractions here are e same as those proposed in the

* draft schems, modified however to make the sanctions point that at
which debit = quota instead of, as in the draft, that at which
debit = 3 quota. The amount of the quota itself, however, would
of course have to be much smaller).

4. I have advisedly used the phrase "increase of debit" and not
any such phrase as "amount of current deficiency". A decrease of
credit would entail a current defielency and some might hold that
i in logic this required the samedmmedial measures as an increase of
debit. But this would perhapsé be pushing logic too far. It is
understood that & country which acquires a credit is entitled to
. work it off in subsequent years, and in order to implement this
" it would be necessary to alloy & credit country to run an annual
Jeprlying T&éfi&iencywitﬁﬁﬁi‘correctivg?ﬁeasures until after the credit
L .’had been reduced ZeIroe. onversely in the case of a debit
N country which had & current favourable balance.y

Se This simple amendment to the notion of the guota would, I
think, by itself liberalise the system sufficiently to satisfy the
requirements of the memorandums And an "excess debit'" country
could simply be one which in the last preceding year had exhausted
her gquota, Furthermore the amendment seems required by the

technical argument of paragraph 2 above.
=11~
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Ge As a further amendment I suggest that in any ar
designated by the world economic Advisory Council (if one may

assume the existence of some such body) as one of trade
recession all quotas should automatically be doubled.

e “hile these amendments would probabkly suffice and comend
themselves by their cinplicity, it may 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 reflect credit positions and only become, so to say,
culpable when particular debit countries get out of step with

the average of deblt countries.

Se In the draft scheume it is left cpven what fraction or
multiple of a country's recent average turnover shall constitute
her auota (or whether other considecrations shall be introduced
in determining her quota). (7(3)). This Traction might be

fixed by reference to the actual sum of all credits and debits
accruing in the last preceding year, or, to give time for
book-keeping and due notice, in the last preceding year but one,
Let us call the annual increase of debit which entitles a country
to depreciate her exchange rate (7(5)(a)) her "normel allowadle

debit". I sugzest thaet the sum of the "normel 2llowable debita!
of all countries should be fixed at 10 ghove the sum oF &1l
credits and delits in the lest preceding year Lut onc, The

1G. 1ig to 211w Tor secular increase and becauvse tlhie point at
which depreciation ic desirable should presumably he a little
alove thie debit level concidered decivalle, This sum should
be divided auiong the countries in proportion to their turnover
in the three preceding yeers, as in the draft scheue, Thus
gach couniry would have her specific "normal allowscble debit',
Again following the provisions of the draft scheme, the quota
would be three times the normal allowable debit, This proposal
may appear a little complicated on “irst reading, but is in
essence simple, It would not be practical to implement it
immediately after the war, but it might he introduced at e

subsequent stage,

=10 .



