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I. Introductory

(a) Americsn Points of View

1, Tariff polioy has been a subject of long politicel
controversy in the United States just aa 1t has besn here.
The pressnt Administration is based on the Democrstie Partsy
which has stood historically for a low-tariff policy as
opposed to the high-tariff of the Republicen Party; and the
sacéetary of Htate, Mr. Cordell Hull, is of course, @
partioulerly keen devotee of a brosdly Free Trade philosophy.
We must expect that, in some respects at least, the proposals
which will be made to us in the fortheonming Anglo-imerican
conversations will be coloured by this point of view, which
repreasenis a seotional rather tm. s national stamdpoint.
None the less, in the emphasis which it lays on pertiocular
issues the Admimistpetion is msturelly influsnced by 8 desire
to carry nth it Amerieen publie opinion as & whole, and |
_thers is 1ittle mb& thet in selesting "aon-disorimination"
as its centrel demand it has a united mational omnm behind
it. rhu wimiple Bekes, ot‘ course, Sh easy appul o0 the
general m&m for justies and mn-m, and & mmrou
appliecstion which appears to bnlk)lnrznly 1n,Amcr&nnn ninds is
the removal of preferentisl errangements between Cenada and
the United Kiaum mwmnu whieh 4in their ms seek
to otwtmt the m&fcst destiny of the min nlmx'ity
of the. llorth mmean £ ontinent.

2 I‘t is nn doubsful how far the Administraiion
reproaonu Americsn pudblie optnim in iss r.ad.tmu to agree
thet tesrcan with the c;;ainatzpn of Aiserimination must
depend on progress in rodnsins tariffs. For this resson it
would be resh %o assune thet there is any good chanoce of
the Ameriess; sarifyt bctnc rcduced to an extemt, nna under
cn-mxmstancea, ukoly to stimilate British oxports to0 the

United. atatn ‘o m utorui aagrn
5, Therse is, ‘however, another. egpect of thd airquitioa



of Amertosn opimion which it 1s tmportant to appreciste,-
namely the extent to whish @iffevences upon issues of
external ocommoreisl poliey are asdocisted with the droad
political issue of isolationism versus internationeliem,
Brohnay-lyoskzng,'thevadvbnatoa of low tariffs are
internationalists, while sception me to the asdventages of a
11beves ‘gommereial policy tend to be isolationiste. How
12y this 1s true can be seen from the following extracts
Trom & DookKlet "Amerioca in World Affairs” by ?roralaor‘
Allan’ Nevins.

: "The basis of Ameriean nationalism or
isolationism ere varied. Some are geographic: the
thousands of milés of salt weter that separate the
republi¢ from Burope eand Asia, Some are economie!
the immense minerel and agriecultursl resourees of the
~eontinent, rendering it all but self-sufficient.
Some are pelitichly - for the Teunders of the natiom
~cherished a suspicion of 0ld World Powers, and the
ovmree of Buropeen events has deépened this suspictien,
80 that leaders frem Jefferason to Borah have preached
the ‘ewvyidanos of 014 Werld entenglements,  Gome wey de
~ ealled social: millions of Europeans fled to Ameriean
40 esespe the restrictions, injustices, and peverty of -
their lo%, and their descendants naturally desire, in
mehy ihstanees, to hold aleof Trem the old centiment,
-~ Bot eould be more fatuous than to regard \
‘tabletionism as intellectually contemptidle:, On the
_contrary, its doctrines sttract many scholarly and
~dhoughtful Amerieans. . ' o

The eednomie arguments presented by the
nationalist school, for example, ver & number of
interesting points. They assert (1) that free trade
belongs to the past, and fitted only one country,
Britein, in one special pebiod {18485 - 191k), during
which she held a fairly elear lead over the rest of the
world in indastery. The Nanchester doetrine of free
trade was based on the ides that each nation and region
T ought - to produes these commodities for whish 1t wes
best adapted; bDut the advance of science and technology
has- now plmeed many nations on- hly the same footing,
' enabling easch to produce nearly that it needs for
¥ home eensumption., -International exochénges have thus
begome far less important than previously. They will
continue ts deeline in impertanee. The rise of .
synthetic industries, for example, has made Germany
indebendent of rabber, ‘and - Americs of silk, while tin
may socon be replsced by lscquers on steel canas.

The nationalists declare (2) that the pressure

of unemployment makes thé #ld seonémic internetionalism
.impossible, = Whenever mean lose their jobs, they will

foroé the Government to ralse treds darriers to restoere
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employment; o.g.G:the SmooteHawley Act and the Ottawa
Agreements. . They maintain (3) that curveney difficulties
also make the doctrines of Adam Smith unworkable. Uneven
exchanges end depreciation create trade barriers, and a
long pewiod of internationsl mometary stability will Dde
ecssential before men csn even talk of fyes commeros. Thej
argue slso (&) that free trade is eus of dste not-merely
on eeonomis grounds; but on pslities) and military grounds
The moment & countiry. .sees war or the d “of war leoming
shesd, it will fiy to 2 mationslist (nstéad of am .
interationalist escnomy. It has to 4o s0 to assure.
itself of .survival if belesguered. They assert (5) that
nations which attempt to keep the markets of their
neighbours open by foree are likely to provoke armed
resistance. And finally, they insist (6) that the -
profits of free internstional trade are often illusory.
The United States in 1920-29, for exsmple, sold large
quantities of valuable goods for bad paper."

"Politically, t e internetionaliste believe that
peace eannot be ashisved by & atatic poliey; that it must
represent dynamio and unresting labour on 8 werld-wide
scale for the achievement of freedom, justice and security.
They emphasise the need for organising pesce; that ia,
for a system of egllegtive seeurity, bagked by a unifying
jdea. They hold, in general, that the best way to keep
the Uanited 3tetes sut of wer is 10 help preveni any war
from veginning; for in any confliqt of major proportions
the United Ststes will as inevitably be involved ss it
was in the Napoleonic Wers and the World War. They
soeept ‘and develsep the primeiple lsid dewa in Artiole XI
of the League Covenant, that war anywhere is a matter of
coneers to all nations ‘everywheve.. While they weuld net
suppress nationslities, they point to the need for some

) oPgRAiSEt1on whieh will seswre thelir: ecoperatien for the

common good, while restrail lawlssas nations and
poliding the world, - Most internstienalists have been
frionds of the Lesgue of Nations, although many believe
the$ 1% needs revision and rehmdilitation, and sowe would
“not have Ameries join without csreful safeguards.

In the eoonomic field, this school vigorously rebuts
" the -grguments offered By the isolationists. It asserts
~ that since modern life has made the needs of every

- progaeesive pesple highly varded snd somplex, free inter-
national trede has become more a negessity than ever.
Tegsent-day industyry requires such materials eas tungsten,
platinum, tantalum, manganese, vanadium, ghromium,
aluminium, ésbestos, mics, helium, and molybdenum. In
many instancea the supplies ere narrowly localized.

' . As Chairies W, Jole peints ous, most of the world's heliwm

comes from Texad, seven-tenths of its tungsten from South
. Ateries, wnd helf of the ochramite from Southern Rhodesia.
‘Hations in the temperate zone find it hard to dispense with
tropiesl prouets 1ike. rubber, soffes, -ahovolate, spices,
lacquers, tropical fruits, and troplcel qrugs. Even the
“United Stetes oannot 4o withsut a wide veriety of overseas
products. It uses more tin, rubber, coffee, bananas, and
‘341K than ey other lsnd, snd imports nesrly all iss
supplies. What of England? What of Germeny? What of
- Japen? | They nesliw wide veristy of raw meterials brought
from overseas. MNoreover, ss industrial nations they mst
gell their products sbroad or face loss and unemployment.
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The United 3tates must also send its sowpluses of oottan.
“tobaceo, wheat, and meats into foreign teade, or it vﬂl
face 8 terrifying problem of internal adjustiment.

‘The internstionslists arsn. that & world organized
to permit freer tyade will be 3 more prospersus world.
Nations that exchange gooac ‘whieh they 4o not waat for
goods whieh they de will Apve a higher stendard of living.
‘The: world will slso be more peaceful., The great '
depression of 192939, assert the internationalists, was
attributable in large part to irade barriers. The United
3tates hed led the way in erecting high tariffs; other
nations hed set up import guotes, exchange controls, and
bartey sgreements. The result was to check the currents

- which made for prosperity, to arouse discontent, and te
cregte: a dasis for imperislist wars. Germany, starved of

what sghe needed, began demanding gggmggigggk Japan prepared
to dring Esstern Asia under her domination. In short,

economic warfare results in armed warfare, Hitler was
quite right when he seid that Germany must export or die.
Free trade end internetional pesce lend each other mutual
support. By the liberstion of trade the ordinary
internationalist meanst=-

1. Tariff, gquote, and oxehnngc barriers
should be iovnrod (not noacuuarily abolished).

' 2. A1l nnﬁions mast have access on equal
terms to all kinda ot rew matérials,

Se All natiena must have tecc-n to uarkctu for .
their Mﬂlc - . .

b One point thet energes xrqn.thgin{ozxzuntn sheuld
be.noted.  The ecomomic issus in the United States is
bcaibal thoat wha viah ‘0 Gnlinlt and these who would prefer
to onnmrnot thﬂ vblnna of 1nt¢rnntionn1 treds. That
”trn-r trudo” !uuad mesn more 1ntornutzuu-1 irade is taksn
for sr'ntod on doth sides, In 1ts practical applicutian to
thn ﬂnited Statpt thnrc “rwqar" trede means thn reduetion of
high: tar&tr retes imposed tbr amdinnmy vcanens of 1nduatr1n1
protection, th&l iuﬂuupi&au Ln clonrly tru.. But 4t does
not follow that 1% 1s mnuy tmm  In our own 9ase,
1ndﬂld, the b.licr hhlt lt nxy bc nll‘ntiul tbr us 10 retain
various messures of -nntrol ever our qxtqvanl ooananv is not

ilnspwrod An tn¥7liw mg'l dmniro.to:rontrxtt thn volume of
‘our external tnnét, but on the contrary by e desire io safe-
guard our capacity te,xgmont over a long period on a 1angnr
‘scale than might be possibile under unekesrolled conditions.
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.ek The confusion between the isgues of a large
1nterhationa1 trade versus greater salfhsurrigienqy as the
end and control versus freedom as the means, exists to
some extent in g;; countries, including our own, and greatly
complicates the danuaaibn of external trade questionsa.

Bui we have to reeogn1zc that, for historicsl reasons, this
confusion-is apt to be deeper in the United States than it

is elsewhere. in other words, the idea that a State may
find it necessary to subjéct its external trade to increasing
econtrol, without wishing to restriet its- volume, is less

| familiar and less readily acceptable to American than to
Ruropean minds. ’

6. But thia only brings us to the fringe of the
crucisl probles, There is another 1iauo. closely related
to the foregoing, vhich;onvurn ground so uhfamiliar to
oursslves that our ideas upon it are apt to be tentative
and confused, upon Whigh it Will be particularly important
and partioulsrly diffigult to seoure the sympsthetic under—
standing of rriondlyiand wcllninrormod«Amarieani. If is
‘with such Ameriosns that we shall presumsbly be dealing in
the fortheeming oonversaiions.  We may expset to fiad them
fully slive to the diffieulties of our belsnce of payments
problem, apd‘aian perhaps prepared to rncuchisc that unless
these diffioulties can be overcome im some other way, they
_ may compel us to have recourse to vﬁrious "discriminatory"
practices, 28, for example, bileteral bargaining. It is
probable thet for this resson these Americans will be ready
$o0 consider sympatheiieslly large interanstionesl projects,
designed to make for world "expansionism”, such ss the
Internstionel .Clearing Union plan. On the other hand, they
ere 1ikely to press thet in the eventuality of such schemes
being sdopted, we should renocuace anffhins in the nature of
bilsteral bargainiag in the most categorical and
unequivodal térmua, and they will elmost certainly refuse to
admit thet the adoption of such methods could conceivably

\
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play a useful or constructive role in the world's econdm&.

" 7.  An excellent 1llustration of the attitude of
friendly and well-informed Americans upon such issues is
supplied by a ‘recent. American pamphlet entitled “Britain's
Trade {n the Post-War World" issued by the National Planning
Association (of which Professor Hansen is Chairman of the
Executive Committee). This pamphilet contemplates the
possibility that Great Britain may attempt after the war to
use *fﬁﬁ'tnstruments which Germany used after 1933", namely,
"cxchlﬁg@ eontrol and bilateral‘trade", supplemented by
centrdl purchasing. This possibility is, of course, deplored;
and it 18 clearly indicated that it would lemsd to a condition

of "1nternat;ona1 economic warfare™.

"The United States", it is said, "could be counted

upon 1o resist the growth of British exports under
bilateral olesering arrangements. The United 8tates
could conclude Hyde rark deals with countries restless

under impossible terms of trede with the United Kingdom,

And the weapons of the Jnited 3tates would not be ,
ineffective inh & contest of this aort. Theve is,

first of all, the sid being rendered under the Lend-Lesse

Aet, and the eomditions of repsyment which oould be
&djusted. Refusal to buy gold from countries under
pressure frem Britain would be another potent weapon.

" The substitution by the United States of her accumulations

of silver and other nonferrous metals for tin would de

8till another, The subsidized expansion of the synthetic

bber industry a fourth. Bubsidized exports, the
depreciation of the dollar, the accumulation of

" -stookpiles in the United States of goods wanted in the
United Kingdom -~ these and other megsures would be
edded to the 1ist", R .

8, ¢+ The chier point of interest, however, is the

conception entertained in the pamphlet of the purpose for which

we might seek to employ these deprecated methods. This is
most clearly set out in the following passage~
"An expanding Germany becamé a heavy importer and:

as such could, through exchange control, exercise enormous
power in the primary produeing countries from which she
bought her foodstuffs and rew materials, The balances

which the exporting countriss were acocurnulat ing were
blocked and could be used only to buy German goods.
Accordingly, Germany was able to control the terms of
trade and the rates of exshange, With no slternate
- outlets for their products, the selling countries had
no choice, Arfter this war, Britain, as the greatest
world importer ¢ould try, through exchange econtrol and
bilateralism, similarly to dictate the terms of trade
to her own sdvantage, and to the disadvantage of the
primary producing countries and indeed all countries
‘/eonstrained to sell in Britain's merkets",

!




~ '7‘

9, It is essumed, it will be observed, that the
adventage which Great Britatn might derive from the adoption
of bilateral practices weuld be exclusively the advantage of
more favourable terms of trade, i.8. of buying cheap and
selling dear. Theres is not a séntence to sugpest that these
methods might eéneble Great Britatin to maintain a larger
volume of @ranb than otherwise, i.e. buy more and sell more.
- It t8 evident, indeed, that such & possibility has not
| oceurred to theé suthor of this pamphlet, despite the no less
evident fesot that he is o writer of exceptional ability and
information. This omission is 2 natural outcome of
Ameriesn eiroumstanees in whieh the removal of trade
restriotions and the promotion of international trade are
virtually syaoaymous terms,

(v) The Need to 3Jtete o
10.  In view of the prevailing 1dess of the most

sympathetioally disposed Americans, it seems important that we
should be at some pains in the forthcoming conversations to
develop dleerly the broad arguments which represent the
logical groundwork of our own position, It is not enough for
this purpose that we should dildate on the difficulties of our
progpective balunce of paymente prodlem, Nor is it enough
that we should join with them in exploring "expansionist”
projeets, based on the prineiples of inereasing the supply of
imernational purchasing-power, avoiding internal deflation,
and rovafing'tntarnatienal investment., There may, indeed,
be greet dsnger im this line of mpproach, if the suggestion 1is
made that agréement apon lafge expansionist projects is likely
to ensble us to return to the:psaon%&aln'of:i "free" - external
ocona;y-éuraiivtc'and %0 join in pressing 8 similar economy
upen Buropé: - The shenee that the huge potentiaml
1ntcmn'tié§la%x ‘4isequilibrium that the war will leave behind
could be -vorrected merély by injecting expansionist doses into
2 system of uncéntrolled #xternal eeoncmies is extremely
slight; and, £f we imply that {¢ is large, we shall place
ourselves as the sutset in a false position,. | o
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11. It seems easential that we should not omit to state
the case for gontrolled externsl economies in the general
world environment that the war is likely to ieavn behind.

This includes on the negative side the eont#ntion set out in
paragraphe 225 - 228 of the Treasury Note that "& mmlitilateral
systen baacd on nonndilcriminption may lead %o a frustration
of mﬁtually sdvantageous irade between two countries in a weak
financial position without doing sny good to any other eountry".
But we should not rest content with such negative sasertions
whieh meay puzzle and perplex, but will hardly econvince. We
should try rether to ocsat these arguments‘into 2 positive
fbrm,Aand seek to show how, if international frietion can de
averted and an étmospnero,of cooperation and goodwill seoured,
the effective control by each country of its own external
economy may be one, among several, essential inetruments

for promoting that all-round expansion of internationsal trade
which represents our common objective.

12. To thda.susécntion,_the,objectien will certainly bhe
made that to develop an grgument along these lines would be to
emphasize unnecessarily our points of difference from the ,
Americana. But this objsotion, though it appears formidable,
is not reelly wvalid. If we allow to pass unchallenged the
assumptions, whieh, as hes been seen above, sre tacitly
made by the best-inforwed Ameriecan minds, that any eontrol
over external trade involves & curteilment of its volume, and
that the only possible purpose of bilatersl arrangements ie
nceordingly.to secure an illegitimate advantage in rcsbact of
the terms of trede, our whole position will be fetally .
prejudiced. Ve muyst challenge these sssumpiions if we are
to avoid sinister miainxcrprqtaiionc of our motives whan we
display reluctance to give binding undertakings on this point,
or on that. If we are bound to ehallenge them in any ease,
it would be wise to do 30 in the way most likely t; étrzy
conviction by sppesling to the imegimstiom, .

13. 'There is,moreover, one sspect of the Anglo-American
conversations which it is important not to overlook. OQur



standpoint, and in some respects our position, in the
poat-war world will be mid-way between those of the United
3tates and of Europe. It is most improbable that the
greater part of Europe will emerge from the war with a
faith in the virtues of uncontrolled external economies,
The widespread experience of inflation in the 1920's, the
contrast in the 1:30's between the strength which Germany

" derived from a econtrolled externsl economy, and the

paralysing weakness of i'rance, the influence which Russia,
if the war is won largely through her efforts, may be
é&xpected to exert, and the intrinsic difficulties and
uncertainties of the post-war period, will all tend to make
whatever Governments hold power in Europe anxious to keep
their external economies subject to a very strict control.
It is likely enough that the eontrol that they will wish to
exercise will be ton atfict, or at any rate inspired by too
much sutarkic moiives for our taste; eand thst we mey wish
to make co mon esuse with the .mericens in opposing |
various excesaes of trade restrictionism, But the first
condition of our being able to exert a useful influence

is that.wa should display es sympathetic an understanding
of the reel problems and needs of Furopean Stetes, as we

~ hope to obtain from the Americens es regards our own; and
we muat be careful therefore not to commit ourselves in the
heantime to doctrines which would be equally unsuited to
our conditions end to theirs, In economic &s in other
matters, we shall be cast for the role of interpreter
between Europe and tho‘United States; and & clear aststement
of the case for controlled external economies is one of
the obligations which this role imposes on us,

1. The real difficulty is that as yet this case is
among ourselves unfamilisr and unformulated. We appreciate
it dimly, and in ita negative rather than in its positive
aapeéts. A vivid presentation of this case should be, it
is suggested, an essential pgft of our 6nn$ribhtion to

the Anglo-American discussions.
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II. The ental tre

1, There is one aspect of the external economic outlook
which must be vividly appreciated if the issues of poliay
are to be rightiy understood. This is the sharp contrast
between the formidable charsctey of the dangers we should
irimzr if we were to return to an unocontrelled external
econony and the comperative simplicity of our problem if we
could suppose a genersal ra’gime of planned external economies
in en atmosphere of international co~operation and good-will,

(o) e I'ro 8 er Unregulated Conditions

24 The dangers upon the first sssumpticn arise from
the probability thet we shall emerge from the war with a
heavy adverse balance of payments, and with seanty resources
of gold or foreign exohange. An sttempt has been made by the
Economi¢ 3ection of the War Cabinet to compute the probeble
magnitude of sur sdverse balanoe of payments. This eomputa-
tion falls into two parts, dealing respectively with (1) the
£irst two post-war years, and (2) the subsequent period. The
defieit expectad during the first of these periods is large,
snd is estimated, on cersain defined sssumptions, at £465
milliems. It ia m'bnblc,‘ therefore, that our position
during the Tirst two post-war years will be very diffieult,
and that even 1f we maintain effective controls for the
purposes of: restreining civilisn eonsumption and develoeping
prodaction for export, and even if we continua to receive
sone of our supplies on Lesse-Lend terms, we shall enter on
the subssquent period with negligible foreign sxchange
| resources and with a substantial inereese in .our liabilities
to other countries. It is, however, to our prospeets during
this subsequent period thet it is most importent to direct |
attention. |

3. The estimate of the Reonomic Jeetion for this perign
is that the mmwual rate of the United Kingdom adverse balance
of payments on gurrent scoount will be of the order of
£150 millions, subject to a mergin of srror of mone £100



millions on either side. This cstimate is reached upon
certain stated assumptions, whieh include the vfeliowing, as
defined in the Treasury Note on Externsl Policyte
(1) © ""a ssving of £10 millions on imports.
of raw materials and of £30 millions on imports
of tobd, as & result of ).argﬁ produation at
homej" .
LOkR) "such good markets adbroad that apart from
4 ARy new or special measures, the volume of ourv
exports 1s 22 per cent abeve 1938, rather a poor
year, and 10 per cent above 1937, the best
recent year."
‘In other words, some account has been taken of the possibilit-
ies of curtailing importis without reducing the standard of
life, and a substantial increase in exports above the level
of the 1930's is siso sssumed; yet, even so, our inteér-
nstional assount is not squared, BPut is lert st anything from
£50 milliens to £2%50 millions en the wrong side. = It is teue
that the calculation ineludes ne allowsnge for "new measures
(a8 compered with pre-war’ to keep éur imports".  But the
Treasury Note prodeeds to observe that 'the amounms of imports,
with whiell wh Mld ;aitpc'ns'i 1f necessary, by produeing
ourselves, ‘at no undue ineonvenienss, is estimated at a
maximam of 860 millions et postewsr prices®. If ocur imports
were curtailed to tnis extent by “new measures” it would still
be probable sesording to this csleulation that a.fairly
substantial adverse balance would remain.
4.  But what are our prospects of achieving (after the
firat two post-wwe yesrs) the incresse of exports whieh
these calculatioim suppose, i.e. an increase in volume of .
#10 per ceut mbove 1937, the best recent year"? If the .
problem is approached fyom the industrial side, and export
trade ‘pmputn are reviewed mdulur Wy industry, it 1se
impossible to obtain support for the view that any increase
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of exports above the level of the 1930's ecan reasonebly be
expected. On the contrary, the tendeney smong industrial-
1@‘;5 is rather to essume that increesingly intense
 intermational eompetition will make a further deeline in
British exports virtuslly inavitadle; end it 1s worth
‘noting thet this view prevailed at a recent Coaferencs en
the Post-War Loestion of Industry, attended by leading
industrialists in s variety of exporting industries
(including textiles, sutomobiles and chemicals). This
discoursging view can be supported by various powerful

.. arguments, Every bdelligerent gountry is building up during
the war for armament purposes an industrisl capatity in the
"heavy" industriss, which 1t will seek to mwitch over to
peace-time production efterwards. There is thus likely to
-develop fairly quickly after the war an excess of world
capsaity, entailing intense internationsl competition, in
such _1nﬂuatr1ea as iron and steel, engineepring and shipe
Puilding. The products of these indusiries scecunted before
‘the war for mthing like ogMMrd of our tetal exports.
Other exporting iadustries, such as textiles, whieh produce
eonsumers' goods, have to reekon with the consequences which
will follow .frem the development of losal manufecturing
capacity during the war in markets they .hewe hitherto .
gupplied, snd also from the inoresssd manufeeture of
-aymthetic and substitute products whish in certain cases may
prove serious competitors. There is moresver the fact

thet the eeomomic trend has been adverse to British export
trade for s considerable pe‘rzod past., We have now lost
almost entirely the advantages which we derived in the
Victorian era from our long ‘atart as an industirial country,
and ‘there is practicully nothing that we have to offer in
export markets which cannot also be produced by many other
countries, some of them with labour standerds much lower
'tm our owny and some of them possessing greatsr advantages
than we 4o in such respects as nstural resources, size of
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home market, and in c¢ertain industries perheps technieal
skill and organisation.

5. Arguments in favour of a more optimistic view caa
doubtless be urged, HNone tha~1..i:,%ﬁngiﬁi?.iﬁﬁﬁtt%:.ﬁ%‘%ﬁﬁﬁr
uncontrelled world market eoafitions wewld be hassrdous and
uncertain; snd we eould feel no eonfident sssuranses that we
should {n fact sucesed in increasing our exports to-the extent
postulated in the balance of payments estimate. But this
would: net suffice to restore eguilibriun, For this purpose,
8 much. lsrger expansion of exports would be required; namely,
an:defined in the Treasury Note "an increase sufficient ......
te garyy us 'back, not mergly t0o the export markets of 1929,
markets which we shall by theam have lost for meny years past,
but to a volume only 7 per cent below that of 1913%, In the
light of the developments -gmmurilad in the preeeding paragraph,
the ehsnces of achieving this under free marketing eandxtiohs
would appear to be slender, even assuming the "optimm"
relation between the exchange-value of sterling and .our level
of pradustion costs. . It is conceivable, of eourse, that our
power to export might be greatly improved after the war by
developments that caanot be foreseen to~day. But clearly we
could not besse our poliay on say sueh hypothesis.

6. . Waat, thea, are the dangers thet would be E
econsequential upen s failure to carect an adverse balance of
payments? In order to defray the adverse balance, we should
have to eat into whatever reairvea.nf gold or foreign
exchange we still have in our possession; and even if these
reserves are supplemented by foreign lpans or by intermational
credits, this ean anly prolong the period before they besome
exhausted, if the balance of payments remains persistently
adverses. The natural ssquel to the exhaustion or excessive
depletion of exchange reserves would be an exchange
depreaiation; but for the reasons set out in psragraph 210
of the Treasury Note (particularly sub-parsgeaphs (iv), (¥)

- and {vi) ), it is doubtful whether this 1pu1ﬂ meks matters



sny better. In the brief survey made above (in paragraphs
L and 5) of our export trade prospects, it was not asswned
that our exporting industries would be subject to the
handieap of &R overvalued pownd. . On the sontrary, the
assumption was expressly made $hsi the relstion hetween
the exehange-~value of sterling end the level of our
produetion eosts was to "optimum" relation, a phrase
which mey be defined for the present purpese, as ihe
relation tending to maximise the aggregate gold value of
our export trade, 'We amhall, of eourse, be fortunate if
this relation is in fact secured. But it is & mistake
%o suppose that the gold value of our exports could be
indefinitely increased by an indefinite deprecistion of
the pound.

7. Exchange deprecistion may, it ia true, help to
correct, an asdverse balance of paymenta in another way,
namelys bY curtaiiing imporse.  Its influmee under
this head is oanly likely to be sppreeiable if the rise
in the opat of living that rqsults from the exchange
deprecietion runs ahead of the rise in money wages, 80
that the power of the mass of people to purchese imported
commodities ia reduced. This implies & decline in .the
standard of living; and if the exigencies of the balance

‘of paymenta problem require us to ourtsil imporis, there

is a strong premuption thet we cpuld achieve a larger
correstion with less injury to the standard of life by
using selective methods of import control, then by

- relying op She operation of market forces aloag the lines

indiqated. But this brings us tmok %o the fundemental
aifrieulty: thet a large volume of imports is pequired for
the maintensnce. of the satandapdm of gonsumption in the
United Kingdam,: that the gmlonlations as te the balanoe of
payments sssume some reduction in imports of food and raw
materinls, snd that the further reduction thst could be

'made "at no undue inconvenience', or, in the words used



in the Statistiecal Appendix, "without serious damage to
our standards of consumption", is estimested st a very
moderate figure, e

8. - No refersnce has been mede: 4o %he poesthility
that our A1rfLedlites might Do aggravated by a "flight -
from the peund”, similar to these from the krone,  the mark,
and the FPrench frane im the 1920's. If exehange oentrel :
were to-be sbandoned, and free deaslings in the foreign
exciianges were to be restored, the danger of a "flight - from
theljowd” would heve to be resed high; and so also would
“the &einder thaet the outoome misht be @ collapse of the
curreddy unalogous to that of the Germsn mark after the last
war. The Treasury Note proposes that "eontinued contpel of
capital movements should be decided upon as the settled
poli€y of this country and advoested as desiradle policy of
‘81l counmtries”. If espital movements somtimue to be
‘controlléd effectively, it should be possible to avers the
‘risk whish would otherwise e groat,. of & currensy esllepss;
and this has Veen faken for granted in the preceding analywis.
None the less, it 1s importent to appreeicte (1) that the
Tetéf¥ton of this measure 6f-¢ontrol, in'a form thet is reelly
effedtive, 1s 6 essertial o safoguard agsinst - the risk of
Ereve disaster thét we eould not poseibly give wey upon
it, (2) ‘thes this represents in 1twelf en important
departuye, carrying with-1% further implications whioh
will be nobed later, from the system of ‘an uncontrolled .
'cxtarnal aoonm R R T ey

9 Assubing’ Shas cﬂ‘pi‘bﬂrmdmm"‘ are effectively . -
cont¥glled, we reach none the less the following position. .
The néed %o restore sar balanse off payments %o equilib¥iuws
is in the long!*rﬁn&tmctmbim ‘fhis -can oniy bve
pocoripitvhed in two ways, by inowreasing exports ané by
curmnnt mphﬁtn. -Beyona quite moderate limsiss, the
purtal iment oﬂ ‘Ympoptes might involve & IWOMngggw standeard
)f 11fw; and, in order to keep this wt a mintxmum, it would

)



be desirsble %6 hsve recdourse to methods of selestive
impert eontrol, which weuld entail a further departare
from the prinsiples of a Yfree" icommoreisl system, On the
other Yand; i ordes to:ocsrrect our balames of psymetts:
without -enrteiling our dmports beyend :the limits indicaved,
a substantidl inorease in our sanausl rete of exports above
their pre-war level would bs reguired. Thers is no good
prospedt; snd dertainly no assured prospeet, of ‘atwining
this, with a1 uncontrolled external egonomy, winder ‘the
sonditions of international ‘competition which have to be -
expeated. -
- (b) ~Zhe Basic Fagtors

0. From the British stamdpoint this is not &
cheerful outliook. .But &% i3 hardly more encouraging for
those gountrées which hawe hitherto supplisd us with our .
imparted fool and raw msterisls. .Mows of these prsmary -
comoditien: hve produced in -grews: stundsncs throughous:
the world, so much so that the excess capseity for ' .
producing: thew relatively to:the effective demand,
const ttwbed: onk of the majel ssonbmic troubles’ of the 1950' 8.
The agrisultural:populstions whish produce'them for export Y
desire nothing: less than that we should: eut’ down gur
purchases, « >Their disposition is rather: toipresus to
buy more; - and-it was in thie spirit that tha first draft
of & Wheat Agreement which smepged from the conference at
wammz-m yeer, proposed: to. reguire impexrting = -
countrdes ;‘ to- surteil drastically thaie domessic produstion
‘ofhwhpeati oo ST C Tl ?I,jw . t

11. Ia-other words; the countries produesing primery.
producée’ for expopt will be anxicus te ssll to ws.at: lsast
a8 .moh- se: they did. Mru@x:ww;mm., 2
we -mm;«he-mmm~ toubuy» feem: them as much as formerly
o - Unfortunssely, ss the

presedisiz anslysis has gone to show, the’ questicn of payment.
may,. under unsontrolied conditions, prove:a moss formidable,

~



perhapa an insupersble, obstacle to the satisfaction of
these harmonious desires. . Yet if we spprosch the probilem
from enother standpoint; there-is no fundsmental reason why
the quastion of paymertt should-be = souros of dir;‘:iuity.“
Whet the agrioultural experting ‘ecuntriss wish to receive
in payment is theweans of purshasing s vartety of '
induestrial prodmets, inéluding both consuners' goods and
capigal geods, in erder to satisfy desires which have -bsen
stinted in the past, for lacic (on thelr side) of sufficient
purehmsing-power. All the -industirial products which they -
desire we (though not we alone) can easily produce; . and if -
it could be arranged that they would take these goods from
us up to an eggregate value commensurste with our imports
- from: them, we should be able (without runnigxg into ﬂebf?,
to continue to import from ‘them oh an undiminished, smd
even oh an expanding sgale. . This would be to the clesr-
- advantage both of the overseas sgricultural populations and
' of ourselves, S

12. It‘ta dssireble to develop tihds l!gmnﬁt'* nore:
fully,. From the British standpoint; the grest parsdox
of this problem:thet sonfrontir us is thet the task of
exporting encugh to deftey an uniitminished balanes o
imports is es easy), when it i3 viewsd ms 3 prodlem of
produption, as it ‘lpf%fﬂm&t"h‘!ﬁ* it im viewed as &
problem of marketing: ' The estimates of the Economie Section
suggest that for the purpese stated it may be heecessary to
incrsase our exporis abeve their pre-war level by about -
50 per cent. To find additional markets upon a seale 1ike
this,: mtr uarsgulated conditions of intermational
compot)ttion, and in fTace of the mﬁvounblt tendencies
d,eerﬂm in, papagreph-h, would be s prodigioys mchievement.
on thy gther haad;-if she markets osn be found, we eonld
pro}(xy(q additional. goods for export upen the seele reguired
v:tthfmte greatest sase, once our productive upuity has been
ru«y}o& to pesee~time purposes. . Produstion for cxpom ﬂ



‘absorbed before the war about 15 per cent of our total
output. In order to supply 50 per cent more goods for
export without curtailing output for the home market, we
have thus only to increase our taotal production by sbout
7% per oemt.  This is mn inorease which the ordinary
proceas of teahnigal improvement gives us in about 4 or
5 yeers. |

13. The problem of production is indeed so easy that
if we could be assured o_t‘ being ible to sell enough, we
should have no need to adopt a grudging attitwda( upon the
 question of the terms of trade. It should be noted in

this connection that the estimete that an increass of the
order of %0 per gent in our mama may be needed to
avoid any curtailment of imports is based on the assumption

that "the tewme on which our exports exchange Sr our
imports are sbout 7 per cent less favoursebls tc us than
before the war'. But if sn adequate volume of exports
were assured, we gould arford to be more generous than this,
and offer terms of trade 15 per oent or 20 per cent more
favourable wzghmt inposing any undue styain an our
productive power,.

1h. From our standpoint, the long-term Aifficulty

of exporting enough lies wholly in the sphere of marketing.
Nor is thers snything fundamentally insupershle in the
marketing 4iffisulty, formidable as it sppears and as it
would be likely to prove on the assumption of a return to
uhreguiested oondivions of international eompetition.
It is not as though the overseas agricultural population
had no need or desire to import on an sdequate scale .
industyl produots which we can manufegture, If that were .
the oase, the marketing problem would be inharently i
insoludble, and, unless thoss couniries were resdy to b
supply us with their produee indefinitely on quasi- i
chuyitable terms, 'n should mru no option bhut to meke
shift with a smeller volume.of imports. But the astual
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position is very different, The stlmdnrﬂ of 1life of these
agricultural populations ias generally low, and is held down
by their insdbility to obtain the purchasing-power with whieh
to buy mere manufactured goods,

15. This position is not fundementally affectisd by

the tendency of sgricultural exportiing countries to establish

menufecturing industries of their own., This may affect the
type, tmt it will not materially affect the aggregate value
of the dndustrial products they will continue to import.
Their dmports are limited by the internstional purchasing-
power which they derive from their export sales; and if the .
value of those export sales is meintained or increased, they
can be relied upon to maintain or inorease their imporis
correapondingly. If they mermufacture the simpler commodities
for themselves, using for tfua purpose labour that would
otherwiss have been unemployed or only partially employed,
their imports will be diverted to more complicated produets..

Theiy stsndard of life will thus be increased, begause Shese .
 more opmpliosted products will represant a net addition to the

supplies available for their consumption. But so long as

their export sales are maintained, they are nod likely to

import less in the aggregate.

.36. - It is impertant to appreciaste the foree of this

oconsideration, apars from its besring on the large problem .

under axsmination. The tmdew: of undeveloped ecountries to

establish mamufaocturing industries of the simpler types is an

element in the unfavourable outlook for thoas British industries
which have hitherte beem sscustomed to export the simpler types
of goods. There is accordingly some disposition to suggest
that: we should set. oursslves to discoursge this process of
industrislization;  end in so fer as the process is fostered

by protectionist messures, as is largely the case, it is

argued that we can Justify sush discoursagement on the ground
thet the establishment of "unesonomid" md:utrtu is contraxy.

‘to the trus interests of the undevaleped agountries. themselives,

i
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Much, of course, turne on the degree in which the industries
concerned are "unessnomic", and en the extent of the protection
that is seeordingly needsd to estadlish them,  But in general
it 18 & mistare to suppose that the eeonomie interests of a
population are injured by subsidising the estsblishment of
inqustries whish constitute a net addition to its total
produciion, and not merely a Aiversion from one form of
production to anothep, Wherever large masses of the population
are unemployed or only partially employed, that conaition is
fulfilled. | o

17. It is equally a mistake, for the reasons given in
paragreph 15, to suppose that the interests of the outside
world must be ihjurod though readjustments will be involved
which may 1n3u:§-pait1cular 1ndﬁatriaa and even particular
oountries, - Bven, therefore, upon the assumption of
unregulated eonﬁitiont of 1nternatiannl eompetition, we should
'»aet uhort~aightedly ir we ahould att:mpt to check the gradusl
industriaslizstion of undeveloped ecountries, whioh in many
cawes represents thetr most promising mesns of sttaining both
greater economic security and a higher dtundard of life. It
- would be wise to t¥y to eooperate with them in this purpose,
and to eonsider how best to arrenge, consistently with this
industiriel development, thet wo shall still de able to export
to them 'on 2 soele eommensurate with what we buy from them,

(o) Wnat Rig . N1 \ om :

18,  The besie facters of the problem heve been analysed |
at some lemgth, in order to elsar the ground for. the tubnaquent}
argumemt. It will be userul now to restate the prodlem in
1llustrative sonerete terms, snd to consider our trade -

o

relations with two imaginary countries, cdlled Oceania and
Tropiearis, respectively, from each of whieh we have deen-
accustomed hitherto to impert on & substuntial sesle. In the
years- precéeding the war, our imperte from eseh of these
countries-ameunted under the eonditions of depressed prices
fof primary proluets, to & value of, assy £50 milliens annuslly.
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These imports were defrayed in part by interest payments, of
say, £10 millions from eagch country. To Oceania, we &xparted
goods worth 230 milliens, while to Tropiearis our snnual .
exports were £50 millions;. @0 that we had an sdverse Dalsnee.
of £10 millions with Oceania made Jood by s favourable bLalsnce
of the ssme amount with Twropicaria, The pre-war position may
thus be set out in tabular form as follows:-

e-¥a itd

RS ikw : — — —

o : : . Net
§ From or ' y.K, . U.K, . Interest i‘B&é;pae

- g - Peyments | '
1o Toe | Imports «> Bxports i to UK. ' Payments
f £ millions £ millions| £ millicms% £ mllions
i Tropiearia’ so 50 B A o+ 10
00 . & | 2 |

TR R , Wi ,
We w farther suppese that the balanoes of Oceandia andt .
Tropieeria were. adjusted by the former importing £10 millichs .
fram the latter, '

19« The dirffigulties of our pestewar prospect sre (1) that,
owing te our loss of sapitel ssseis and scoumilation of short~
term lisbilities, the pat intersst payments due to ws have now,
we may suppose, disappesred; (2) that we oanrot be sure, under
the ecmpetitive conditions thet ere likely %o prevail, of
exporting.even ss much es we did formerly; (2) shas, if the
prices of primary produsts sre reised to s more rmoubla -
level, we may have to pay Oceesnis and Tropicaria mere thsa
£50 milliona each in.erder $o obtain frem them as much ss we
d1d befewe, .

20, Now-let us turm to the other side of the picture;

and sonsider how these diffisulties might be oversome under

new conditions, compriaing eonirelled external economies snd

& spirit of inteymasional eo-eporstion. . To simplify the
argument, it is conveaient: to stert with sn extpreme hypothesis -



and to suppose that external trade is conducted in each
country through\ e Stete monopoly. We suppose, that is to
say, & ocsntral organuation 1::- the Hnitaa Kingdom, which sells
to and buys rm mnar central organizations in OQeania
énd 'I'ropfcarin. ',Bhue contn; 6;’#@15“1&&5 ;;ufd, or
cour_sa_, obtain the goods which they offered for sale br

. buying them from their own mamrwtu'ret*s ‘or égricultural
prodncbrs 5 and ‘hhey would arrange for the disposal thx'ough
trade channels of the goods received in return.

" “#he British organization might address the two
others in the following tarms. "We find that our country
befers the war bought gosds velued at £50 millions from each
of yours. We do not wish to eut down these purckases, and
we think that you are éntitled to receive better value for
them in future, say 20 per ¢ent better. We propose,
therefore, that in return f’or"ymr expdrt‘s’ 4o us Bt their
© pre-war volome, wach of you should be crefdited with the

right to purchase goods from us to the value (&t pre-war
prices) of £60 millions. It may not, of course, suit each
of you to import Mrsctl'y from us to precisely this extent,
You, Oceanisa, used to import £10 millions of producs from
. Propitaria, snd to pay for these imports frem the proceeds
of your sales to us. It will probably be convenient to y
both of you to continue this arrangement; m&.’fof‘csur"acf, ir
the priges of Tropiciris's preduce are incressed by
20 par cent, these imports will in fature eost Ocesnia
£12 millions.  That will léave you, Oceanida, with the right
%0 .obtain goods friom us to ‘the valuwe of £48 millions, while
Trogiasria will ‘oa:‘ahtiﬁtled ‘to £72 millions of our exports.
It is for you to ohobsé upon which of ouy products you will
spend these sums in the light of your policies of industrial
davelopment, " a

22,5 Thé position that would result if srrangements were
made on the lises 'indiested mey also be set out in
tabular formte o
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Post-War Position

{
SN == r '
. Fromor UK., - | UiKe oy Bet; . | Balanoe of
t ‘ - Imports ! Exporta i Interest Paymentu
70 Eo g ﬁP-mcnh o
e ; to&_}g_.r , é ‘
| s mlltem| & mnuonﬂ £milliens ' & mﬁnons
! t
:' Oceania : 60 | 4y ‘? Ny f - 12
i Tmpicnr:la - 60 - 72 .. R4} ! + 12 .
TOPAL . 320 ' 120 M1 om0
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To £48ilitate comparison with the pre-war positicm, the -
AWimpiion has been made that British exports are supplied -

at pre-wer prices. It follows that these figuves involve

8n_increage in the volume of our exports of 50 per cent.

As has been seen above, our capseity would not be unduly
strained, if we were to .inopease our production for export. -
to thi?g,nxtmt. -On the other hend, it is clear that an -offer
©of this charagter would. be grestly o the advamtags of
Q@wq: and Tropicaria. As the: result, partly of the saving
of {nterest paymeats, and partly of more favomrable terms of
?tradﬂ,;{oumg;mm receive £18 millions more British goods,
and, Tropiesris £22 milliens more; ' snd $hese increased imports
would represent a net sdditien to.the stendard of 1iving of
m[;ei.:g,:popgl_ationus. ; , : .

v ‘23. It ahould be added that there is no-resson why

the central organizations-of Ogeanis and Tropiearis should
Find any difficulty in disposing of these ‘inoreaaed imports
Dy ardinary. commareimal salea. - The purchasing-power of thely
Pﬁmlaginns wonld Dbe. sutametieally increased to the extent
rowod a8 Xx the resuls of the higher wvalus recetived for
k@{gf eaxports,. and the cessation of the obligation to make
interest pq#mex;ts. It is possible, of course, t“hat'thc
agrel ax,é;nuﬁtims night feil $o judge correctly the.
[uan'titids of . different . commoditins ypon which fheir
populations would wish to expend their burchasing=pewer, -

hqugh here_t again, in view of the guidance afforded by the



trend of actual sales, there ssems no reason why guch
miscaleulations should be larger than those which oecur in
the course of opdinary commeroe. Inasmuch, however, as
the assmption of & system of State monvpolies of external
trade has been mede only for purposes of ifllustration, there
is no need to eonwider such eonsequential problems any '
further, |
2. 8imilarly, it is only for illustrative purposes
thet the improvement of the terms of trade in favour of
Ocesnis and Tropicaris hes been put ms high as 20 per cent.
No opinion is implied as to the extent of the improvement in’
favour of primary producers that would be reasonsble in
practice, having regerd to all the factors in the problem, °
Subject to this, it is oom.;nded that the table in paragreph
22 1ndiaa$¢; the kind of result which it should be the aim
of polioy to bring sbout. Under a system of State monopolies
dealing direetly with one snother, this could be achieved, as
has been seen, quite easily. Under unregulated conditions
of international competition, no-one could tell what
wouldhappen; but it might nI; be that we should only -
succeed in exporting, say, £60 millioms or £70 millions to
the two countries together, and showld be compelled
accordingly, arter an interval during which we accumulated
dedbts, to curtail our imports tormopondinsiy‘. The
practiesl question is whether it is not possible to devise
" arrengements, more feasidble and representing s less
revolutionary depsrture than Biste monopoliss of external
trade, whish would be likely to lead to a ‘result
epproximating to that of the former picture. .
{(a)
25, Much might be done towards achieving this result

by a natural evolution of our existing system of psyments
agreements. 'ngrxnsjbo war we are paying msny countries
for the supplies which we obtain from them by plaqsﬁc

ato'rung 40 their ci‘tditfin»"Dyeéul'témﬁnn”; and ‘this
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sterling can only be used for the purehgue of goods from
the United Kingdom or from other parts of the sterling
ares. With our eapagity to export reduced by war
conditions Substantiel balanges are piling up to the .
eredit of these auuntries ia tﬁou epaeirl scoounta;

‘and it 18 only in & few osses thet we are under an
obligation to meet these balances in gold after the war.
The natural development would be that these errangements
should ecentinue into the post-war period. As our capacity
ko, Mm for export recovers, the sterling balsnees will
"oenee 40 aecumilate so fast, and some of them will begin to
deerease. There should be no Aifficulty fop some time in,
selling es meny gnods as we can make available for expem.‘
On the contrary, the tendency st firest will rather be for the
countries with aterling halances to‘ press us to supply them
- with more goods than we can easily spare; and though under
uwnreguleted trading conditions, this tendensy would de
confined to a eomparatively short period, its opermtion
during this period may none the less prove, as will dbe
auggested later, of some significance.

26, 8imilar psyments Mu wight be concluded with
sther countries from which we are now precluded from treding
by the war, The system might also be axtended to India smd
to the Dominions if they were wnwilling to continue as sn
effective part» of the sterling ares, In short, peyments
agreements on the ﬁedﬂ. of that with, say, Argentina, might
well become by a natursl proeess of development the basis
of our irade rélatibas wish the greater part of the world.
'!'hig system would not be insompatible with the needls of
triangular trade, As is pointed out in parsgraph 243 of
the Tressury Noteie: |

“Payments sgreemunts sre not llmi strietly
bilateral: they are capable of being daulapad

in suoh a way am to facilitate triangular
settlement. To some slight extent this is ulraady

done, For emaxpls, ws purchase from leliﬂu for

ERRR IR X P AR R
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Ares, but much from Brasil. We therefore permit her to
use %his aterling to purchase from Brazil, who needs
sterling for her purihases in the sterling ares. Ir
we were to rely on bilateral payments agreements after
the war it would glzgat certai b8 necessary to
develop the system along these lines. The effedt would
be thet such countries se would trade with.us en these
terms wbuld form & kind of elub of ecurntries whose
exports to us_as o whole would be limited by the amount
of their imports from us as s whole, without having to
balance in the cmse of esch individusl eountry.

27. How would such & system of payments affeet the
course of international trade, after the conditions of
"sellera" merketa" to be expected in the early post-war years
had passed away? If we failed to develop an adequate export
irade, countries from which we import on a large ascale wbnld
find thst they were sccumulating large aterling balances in
the "special apgounts" which no other country was willing to
purchese. These belances would thus @ssume the charscter of
"frogzen assets” and, in order to unfreese them, the countries
possessing them would have a stroug incentive to inoresse their
imports from us. In the long yun, indeed, they would have to
choose between doing this, and curteiling their exporta to us..
Unless alternative merkets for their produats were available,
which would normally not bs true of the majority of primary
commodities, they would naturally prefer the laormer course.

It might be that their readiest and surest meana of increasing

their importa from us would be to purchase as far as possible

Trom ug in preference to other sources of supply, thet is to

say, to "discriminate" in our favour. The crucial issue of

"diserimination" would thus be involved in the development of

payments agreements on the, lines indicated. ,

28, Before considering this issue, some {urther aspects
of the syatem desoribed are worth noting. . The exact methods
which countries .ossessing lsrge sterling balanoces might
employ to "discriminate” in favour of imports from the
sterling area would be @ point of detail. They might choose
to assign large quotas to the United Kingdom under a aystem
of quantitative import regulstion, and these gquotas might
possibly form pert of bilatersl trade agreements, covering &
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large variety of matters. The esssntial point to observe is
that these eountries would have an incentive to‘ﬁuy more from
us, which;pbuld be at 1§ist,qu strong‘us-the,intgntiyipr
shaulduhé;;Qto‘saﬂi‘mofe to thﬂp;" :h;this respeet, the
position‘ﬁoﬂld 41rr$r materially from ihg»praumnr position
a8 regards th.~negbtintion of bilsteral trsde mgreements,
When we soeught in the yeare before the war to induce a
Seandinavisn or e South American eountry to undertake to
buy é@vtatn quantities of our produets, we were asking for
a édnedliston, in return for which we might offer as a
gquid pre io an undertaking to buy certain quantities of
theirs, or to refrain from curtailing our imports from them
beyond & eertain point. The transaction, in o¥fier words,
repregented an exchange of favours, resting upon the basis
that the esuntry which bcught conferred a favour on the
counsry whieh sold. But under the payments conditions
puppoded, there would Be no need for such an exchange of
fevours, When ome country hed s large sum to {ts credit in
1ts ‘meconint with another, the two countiies would have a
pomion interest in promoting the clearance of the account by
ptinulating exports from the debtor csuntry to the oreditor.
It might well be, indeed, that what the creditor sountry wounld
be most anxious to obtain from the deébtor country would be mn
pssurance that adequate supplies of goods of the desired types
and qualities would be made sveilable at ressonable prices.
'he proba®ility thet thig will in any case be the prevailing
ittituda during the early post-war period makes it less unlikely
that 1t might comtinue subsequently in the circumstances supposed.
29, For this reason it is to dbe expected that the
character of sny dilsteral errengements that might be made
inder’ a rééime of payments agreementa snd special accounts
yould be chenged in several respects., Oné of these might
prove of grest importancge, When the payments system is such
bhat a country which undertakes to buy certain gusntities of
nother's goods is thereby both conferring o favour and
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weakening its own exchange position (except in so far as
1t is compsnsated by reeipreesl ecncessions) there is a
natural tendendy to’ confine such undertakings within
- moderste dfnensions. I$ ‘is therefore not surprising that
the bilateral developments of the 1930's, though there is
no evidenee to support the common view that they were
detrimental to international trade, did not do very mash to
promote recovery. The seale upon whiech one eountry might
undertake to b\w another's goods might well be much larger
if the payments system was such that both countries had a
common interest in maximising these purchases. Thus a
system of paymenis agreements and special accounts, coupled
with whatever arrengements were made consequentially for
the quantitative rega‘.l-atiqn of trade, might supply &
powerful stimulus to incressed exports from countries with
sn sdverses dbalanoce of payments. It is possidble that in
thie wey 'we wight Le snabled to regain equilibrium without
nesding to ourtail importe.
(Q) The Position ‘

3G, How would such & systers as has been sketehed in
the precsding sseation affsotl the ‘I.ntmltl of countriss with
a strongly fevoursble balsnee of paymsnts, ineluding in
partiouler the United States? - This is obvicusly a

7:_;u¢stion'br cr\;oial importanoe, It 18 neceasary in
considering it to distinguieh clearly between two different
things, namely (1) she inevitable svonomie effeects of large
chenges in the debtor_creditor posision of different
countyies, and (2) the effects of particulsr commercial
policies or payment systems, Before the present war, the
United 3tates balanoce of payments on current account was
slresdy unduly Yevoursble; and, subject to the reserves
which it 1® nevessary to make for unforseesble wer
developments, it ssems l1ikely thet she will emerge from the
wer with ‘8 merked strengthening of her net areditor position.
' on bhis sssumption, it is inevitable that socner or leter
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she should either import more or export less, in the same way
that it is inevitable thai we should export more or import less.
This necessity might, of eourse, be postponed for e long period
by a8 renewal of large—-seale interngtional lending Wy ﬁhc United
States of & gemuinely construetive kind.

. 8ub jeet to the possibilities of international lending,
it follows that if the United States tariff remains so high
as to Do incompetible with imporis on a sufficient scale, it
will beeome inevitable that she should export ieas. Neither
incressed imports nor diminished exports need, of course, injure
her prosperity. On the contrary, if she can succeed in
mainteinting a high level of employment, they would contribute
towarde 8 higher standard of living. None the less, large
chaggas in these respecis would entall correspondingly large
readjustments in the economie¢ structure. Such readjustments
are usually so painful that it 1is not unnatural that Americsn
opinion should dislike the prospect of having to make them.

2. But this prospect arises from the chjective facts
of the unbalanced oreditor position of the United States. The
pertinent question is whether it is likely that the disturbance
of American life would ke greater if countries like ourselves,
with a heavy adverse balance of payments to correct, are
enabled to correet it by a large increase in their exporis
rather tian by s surtailment of %heir imports. There is &
strong presumption that the disturbance would be less, it
we have to import less beeause we cannct export enough, the
reduction will meinly take the form of decreased imports of
agricultural produee; and on the assumption that the United
Stetes is the eountry which it is most diffieult for us to
pay, it 48 inevitable that whether directly, through
"discriminatory" import restriotions, or indireetly through
movements of roraish exchange~rates, the greater part of
this reduction will eventually be oonoentrated on our
imports from the United States, Kow the farmers, espeelially
those of them who produce largely for export, were the most
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depressed class in the United States during the pre-war
decade, It is not easy for them either to find other
markets for their produscts, or other employments for
themselves, Tha life of vast regions depends, morecver,
upon the farming sommnity. A further loss of
sgrioultural pxiorts might therefores entail & reslly
seriocus disturbance in the economiec strusture of the
United Siates.

33. Compsre with this the utmost damege thet American
interest might suffer from a large expansion of British
exports, S8uppose that thias was effected mainly by
displaeing competing exports firom the United 3tates in
South Ameriean or other markets, The industries of the
United 3tates counld resdspt themselves without any materisl
diffioulty to different lines of production, if the demand
for their procduets was large snough in the aggregate, A
sufficient aggregete demand might be secured, under
conditions of trade sectivity, by an expsmeion of the home
market of the United.8tates,

. 3hs The essentisl point o note is that there is no
reason why the total volume of Ameriocan sxports need de
any lower if we correct énr disequilibrium by ineressing
: aﬁk exports, whstever the precise means by which this
inorease ie secured, than if we do so by curtailing our
imports, © The point is similar to that whioh was mede in
psragraph 15 with reference to the industrialigzetion of
undeveloped eountries. The outside inrld. regarded as a
whole, is likely to be short of American dollars; and it
cannot ovni i:lnng'pertud'1mport'traa,the<Un1tod States to
& larger exsent then is msde possible by its annual dellar
receipts, Oon the oﬁher handg, it can be relied on fo
1mpoé£vfrqm the United Statea up %o this extent, in one
form or another, The queation that really matters from
thelsténdpoint‘or avuiding é dislocation of American
easonomic lifi is How far these imyorta will takevthn form
of sgricultural produéa or that of manufactured goods,
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35 The dilemna that confronts the United States is, in
truth, somewhat more complex than that formulated in
dr. Wallace's famous slogan: “Ameriea must choose". On the
nssuhptiens that seem reasonable es regards the post-way
debtor-creditor position of different ecountries, the choise
before the United States will be of & threefold character.

She can (1) import more, (2) export less mamafaetured goods, or
(3) export less sgricultural produce. From almost any stand-
peint, the first solution would be the most satisfactory one,
in s0 L2y a8 Americen policy in regard to teriffs snd internal
"expansionism" permits. But in soc far as the problem is not
solved by this means, there will remain & choioce between the
second and third alternatives. This eholice is associated with
the question of whether we correct our British disequilibrium by
expanding our exports or by curtailing our imports. If we are
foreced to do the latter, the Americans will be driven to the
third and moat disagreesdle. of the sourses open %o tﬁuu. Both
countries have, thersfore, s coumon interest in premoting e
large expansion of British axport trade.

36« The last proposition, it is ensouraging to note, is
accepted By intelligent end well-in;brmea Amneriosns, The
pamphlet "Britain's Trade in the Post-War World" is based on
a recognition of the nesd to reatore equilibrium to the Uﬁited
Kingdom balance of psyments, if possidble by an expansion of
exports. This can be seen from the following passagei~

“The firest step is to remder the world
prosperous; the second to it a prosperous United

King@om into that world, The former esn be

acocomplished 4f the major industrial countries of

the world agree on snd carry out intermal policies

designed to promote full employment, by riseal and

other mesasures; the iatter by insuring that the

United Kingdom achieves accese to foodatuffs and

raw meterials at reasonable prices, and finde

outlets for her exports.™
The foregoing analysis loaéa, however, to a further cenéluaion,
namely, that it would make no materisl difference to the
interests of the United States by what means the required
expansion bf United Kingd&h cxporti waa ﬁeaured, and that if

it could only be brought sbout by methods which are
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ordinarily regarded as bilateral or “"diseriminatory" hepr
interests would not really euffer. This is a conclusion
which the most friendly Aﬁarlaen‘apinion is far from being
ready to agoept, On the contyery, the line taken in the
pamphlet mentlioned is thet Grest Britain is conrronted with
8 choice between "nationalistie peliey eof international
collaboration”, and that bilateral arrangements would be the
mark of the former policy, and would 1éad to "international
economic warfare",

37. The hope entertained in the pemphlet is that it may
be possible, by promoting en expansion of international trade
in general by appropriste measures, to obviate any need on
our part to have recourse to bilateral policies. Ve should
ungquestionably be ready to Jjoin wholeheartedly with the
Americans in exploring this possibility and to offer
conatructive contributions of our own, This is i.:portant
for two reasons; first because "expansionisi" policies,
whether or not thsy will suffice, may none the less be an
indispensablé factor in a solution of the problem, and second,
because the cooperstion of the United States i3 no less
indispensable, It has been argued that our difficulties
might be overcome comparatively easily "if we gbuld suppose
a general régime of planned external economies in an
atmeaphcre of 1nternat1§na1 cooperation and goodwill". But
the ocondition conteined in the last _hrase 15 vital; and
there would be little prospect of our regaining & satis-
factory equilibrium through a system of myments agreements,
s.eclal accounts, and bilateral trade errangements, if the
United 3tates were to treat asuch a system as inimical o '
their interests, and were to set themselves to counter~work
it. The moat desirsble remedies are those which the
United 3tetes may be expected to support.

38. This,‘hauever, is not a resson for pretending that
such remedies will acom. lish more than they are reelly likely
to aceomplish, The essence of the problem is the need to



to correct disaqniubrin which will probably be large in
the balanees‘or payments of the United Xingdom on the

one hand, and of the United Stetes on the other. How
far those corrections are 1ikely to ocour as the
incidentsl result of an expsnsionist stimalus to
internstional trade in general is & very doubtful question
wvhieh requires separste and pbjeeﬂn examination, '

H.D.H,
1 ] * -



IXI. Constructive gals

(a) Americen Fxpansionism

1. The proposals which were cenvassed by Frofessor
Hansen and Profesgor Guliex in London last smutumn included as
their first 1tem the projeet of an Internstionsl Reonomié Board
with the function of Wdvising "collaborating Governments with
respeet to intepnel polisy designéd to promote full employment,
sconomic Btebility end world trade.” This suggestion, as they
ex»lained, wes inspired by the belief that fluctuations in the
level of internal economic sotivity in the United States exert
an influence of great quentitative importmnce both on the level
of world esctivity, and on the United States balance of payments.
A high prooortion of tholtotal imports, vieible and invisible,
of the United sStates, consist of "luxury" goods and services,
notably rubber for the tyres of autaﬁdbileé, and the tourist
expenditure of Americen eltizens; and these forms of overseas
expenditure are liable to much larger variations, in
sccordance with ehatiges in internsl prosperity then are the
imports of essentisl foedstufrs and raw malerials to which
Britieh overseas expenditure is mainly direected,

2. This contention can be accepted as both true and
importent., ~ It follows that the maintenancé of “expansionist”
conditions in the internal eeonomic 1ife of differest eountries,
snd in partieular of the Bnited States, would-Gontribute
materially to eorveeting the two mejor prospective inter-
netisnal disequilibria, namely the favourable balance of
payments of the United States;, and the adverse dalance of the
United Kingdem. HNow far the edvice of an International ﬁoard
would help to merve this end is a speeulative matter; but
clearly we should de ready to éeopatqya'upnn this matter in
any sehene that may appear likely to be useful, ‘

3. - Por the present purpose, the important question is
whethey eonditions of high cconomio amctivity are likely in
practics te be mope mecurely maintained 1A the United States in
future ¥han they have Been in the pest. The answer to this
question will prebably turn much more on the changes that mey *
be made in the eeonomic structure end organization of the



United States than on any projects of international
collaboration, If Wall Street speculation re-emerges after
the war as the mainapring of the United States egonomy,
stability is not likely to snsue. . A more "controlled"
United States eeonomy would seem to offer the best hope here,
In the meantime, we oannot prudently aasume that large
economic fluctuations will no longer occur in the United
3iates, or bese our poliey upon such an assumption. There
is. no solid ground for hoping that American "expardonist"
will do much to solve our balance of payments problem,
(b) |
L. The next class of ressures to be considered consiste

of those whieh are designed to increase the dupply of

purchasing=-power at the disposal ¢of countries in a weak

financial position. This is one of the objects to whieh

the further Hansen~Gulligk proposal of an International Develeopment
Corporation is directed; and the same result weuld be '
secured more directly snd on a larger soale by the plan for

a Clearing Union, )

5. There is no resson to doubt that an inerease of
international purehasing-power would supply, at sny rasse for
& time, an "expmionist" atimulus to 1nt¢rnuxianilltrad¢‘
But the iitgl question is whether this would be likely to-
sclve the probicm of the large disequilibries that are to be
expected in thn.bainncc of paywents, It is reasonable to
hope thet ;}q,intlnenco would be in the right direetion.

The United Kingdom bDalsnce of payments tends to be leas
unfavou:ab1§~1n an environment of expanding international
trade; ind that of the u;itodAstatca dess faveurable, Bus
to aup%o-e that this would suffice to restore equilibriunm ia
to/mﬁk. a big Jjump in the srgument, It must not be overw
looked that the central problem is to effeet large changes
in the shareg of export markets that acerue 1o different
‘sountries, Expansionism weuld only touch this problem
incidentally. In'our own case, for example, an impreovement



in our import-export balsnce of the magnitude of 50 per cant
of our pre-~war export will be required. There are no solid
grounds for essuming that this is likely to be effected under
unregulated conditions of intermational ecompetition by &
stimulus which would apply impartially to the imporis and
exoorts of every country. It becomes the less likely if we
suppose that in return for this ganarll atimulus we may have to
pay the price of the partisl loss of the preferential treatment
which our 1nduatiiea have received in Empire markets.

6. At this point, e consideration of fundemental signifi-
cance should be noted. Unless the disequilibria in the bglnnee
of payments were corrected within a reasonable space of time,
the expansion of international trade resulting from an increase
of intermetional purchasing-power would be only temporary, A8
soon 88 the countries with an adverse balance of paymenis had
exhausted the credits or overdraft facilities placed at their
dispossls they would be.cempelled tq curtail their imports
within the limits of the earnings from their export sales; and
contractionist pressure on international trade in general would
ensue. It follows that ‘he objectives of expapsion and
equilibrium are matually dependent} end it is a mistake to
Suppose that the former can be secured for long, if the latter
is neglected. A large unnorreotcd‘aiocquilibrium in the
balance of payments is lndeed, a defletionary or "gontractionist"
influence of the first importance.

7. = This, it can fairly be argued, is ocane of the morals of
the intep-war period. In the later 1920's “"expansionist”
eonditions as regards the supply of LntarnatiOnal purehasing=
power had . besn attained vathe large-scale flow of American
lending to Germbny and other Europesn countrias; and they were
accompanied by merked internal expansioaism in tho‘vnitad
States. These conditions did serve for a brief spell to
etimulate the volume of internationsl trade. But the under-
lying dipequilibris in the balance of payments (an adverse
balance for Ceﬁtrel Europe, and & favourable balance for the



United States, with ourselves in an intermediste position of
dubious equilidbrium) remained uneorrected. Accordingly,
when the Amerieean internsl expsnsion was terminated by the
Wall Street slump im 1929, there ensued the eollapse of the
international gold standard and of the Yfree" commeroial
system which had been laboricusly recreated. The Sarricrn
and the exchenge restrictions of the early 1930's were the
more or less inevitable sequel to this collapse., Countries
which were threatensd with the exhaustion of their gold and
fﬁriqga exchange reserves could not do otherwise than protect
th&i?’aurrancy stability by whatever measures of control seemed
most likely to prove effective, .That they should curtail
their imports largely was unavoidable in these circumstanses,
and, since they were precluded by m.f.n. undertakings from
"diserimination” it was almost equally unavoideable that they
should curteil their imports from other countries in s
similarly week position, and thu§ aggravate each other's
aiffienltiea. The ultimate responstbility lay in the failure
of unregulated market forees, even in an “expansionist” |
financial emviremmernt, to effect the large redistridution of
world markets that was needed for equilibrium.

8, It is, therefore, a profound mistake in disgnosis to
argue as though the problem of restoring equilibrium ¢to the
balence of payments could be left to look after itself, provided
"expansionist" conditions are seoured as regsrds the supply of
international purcheasing-power, This is precisely where the
"reconstraction” efforts of the 1920's went astray; and it is
deeply ironical that we should be urged to-day to adopt
essentially the same remedien for essentially the same disease
in the neme of "avoiding the mistakes that were made last
time", If we are to avoid these mistakes, it ia above all
else sssential to sppreciate that large disequilibria in the
balance of payments cannot be lef$ to cure themselves, bdut
- must be made a major direct objest of constructive policy.



9., It may be sdded in this connection that in so far
as the seeds of thc present war were sown, as is frequently
sugpested, in the international soonomio field, the causes
that produced the dspression of 1929~-32 rmuast again be
regarded as mainly responsible. It was the severity of
the depression which brought the Nasgis into power in
Germany. Japan invaded Manchuris in September 1931 before
the imposition of any quota reatrictions on Jepanese goods,
and nearly two yeers before the Ottawa Conference., When

he causes of wer are in question, it is surely superficial
to 1lay stress on the bilateral or diseriminatory expedients
waieh were developea after the Axis States had come under

he control of aggressive regimes, and to ignore the part
played by disequilibria in the balance of payments in
enabling those regimes to gain eontrol.

(e) Hon-diserimination
1G. The moral of the preeeding section is that

"expansionist” measures are not snough, snd that the problem
of disequilibria in the balance of payments must be directly
attacked, Before, however, the most practicable means of
“doing so can be considered, it ie necessary to come to grips
with the crucisl issue of "non-diserimination®. We are
committed by Article 7 of the Mutual Aid Agreement to
seeking "agreed action", directed inter alis to "the
elimination of all forms of diseriminatory trestment in
international commerce”, and it is clearly essential that-
we should go as far as we feel able to go to meet American
wishes on.a matter to which they attach major importance.
But this is not s reason for concealing from ourselves the
difficulties of reconeiling the "non-diserimination®
" primeiple with post-war reslities and needs. On the
gontrary, it is precisely because this is a mattier upon
which we may hsve to make large eoncessions that it is
important to be clear in our minds as to how seriocusly
these concessions may impeir our porer to set cut own house

in order.
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11, This is the more important because it is far
easier for British minds to appreciate the aAmerioan point
of view than the foroe of the objeotions to it, The
principle of non-diserimination mekes a simple sppesl to
the instinct of fair-play, and is apt sccordingly to win a
ready assent from the average Englishmen, including the
average business-man, official, or politieian, subject only
to complications arising from the issue of Imperial
Preference. Moreover, our passt commerecial poliey has been
based upon this principle, subjeet in recent years to the
same qualification; end during the 1930's we sometimes
found ourselves in the position of reaisting proposals made
by others for derogations from the most-favoured nation
elause.' Some of these propoaals, it is to be noted, were
put forward by States with liberal traditions as regards
commercial policy, and with the avowed object of
facilitating the lowering of barriers to trade, The fact
that such proposals were mede from such quarters and with
such & purpose suggests that even before the present war
the principle of non~discrimination as hitherto interpreted
and applied, was ceasing to fit the faocts and needs of
internstional economie 11f§¢ |

12, As is pointed out in the Treasury Note, fhe
principle of non-discrimination implies “that a oountry ean
be and should be indifferent as to the sources from which its
imports asre drawn and as to the markets to which its exports
are sent." In the oonditions which prevailed defore 1914,
when the gold standard wac'werkzng successfully as an intepr-
national monetary system, it was comparatively easy to maintain
this sttitude of indifference. It was assumed that the money
of one country could alwaye be turned &t will into the money
of any other., Upon this assumption, it was as useful to sell
to one country as it was to sell to snother; and it was as
easy to pay one country as it was to pay another. It followed
thet there wes at any rsete no finenciel reason why the



Govermment of a country should concern itself with the
sources from which its importe ceame. The smooth working
of this system depended, however, on one all-important
assunption, namely, that there were no serious or
rersistent disequilibria in the balance of international
payments, It presupposed, that is to aay, the absence of
the very problem which was a major difficulty in the inter-
war perliod, and which may be a still more serious difficulty
after the present war. e
13. It is of the essence of the post-war problem

that psrtioular countries may be confrented with a heavy
adverge balence of payments which, if uncorrected, may drain
away their reserves of gold snd foreign exchange, end any
international credits that may be grented to them. Once
this is envisaged as a serious possibility, the
presuppositions whieh made non-discrimination a ressonable
prineiple are removed. Insistence on & striet appliecation
of non-diseriminetion rules is likely in these circumstances
to obstruct the eorreetion of the disequilibria by the
expension of the exports of countries with an adverse
balsnce, and to compel these countries sooner or later to
have recourse to the alternative remedy of curtailing their
imports. The reason why this is so is given in paragrarh
227 of the Treasury Note:-

“Countries A and C mey both be in a wesk position

as regards the balance of peyments, and may be

important potentisl merkets for one another's

produets. Under a system based on the unqualified

sceeptanee of the principle of non-diserimination,

the traders of both countries may find it cheajest

at the current exchange rates to buy from a

financially strong country, B, with the result

that sach eountry finds its exports curtailed and

loses so much gold or forelgn exchange that it is

forced to take steps, by restricting coredit or

otherwise, to reduce its imports. The result in

such a case may well be that the volume of :

internationel trade is less than it would have been

if A and C had been free to make & bilatersl

agreement with one anothepr." ,
In other words, when there are lsrge disequilibria to bde

corrccted, insistence on the letter of non-discrimination



may be a "contractionist" rather than an “gxpansionist"
influence.

14. This, it should be added is no purely theorstical
possibility, unlikely to oeour in the actual world. On the
contrary, & strong csse can be made for the view that this
was substantially what ocourred in the economic crisis of
1929«32, The tendency, noted sbove, for countries like
Holland and Belgium to seek agreement in the 1930's -for
exceptions to she most-favoured-nation prineiple in favour
of "low+sariff” oclubs was prompted in part by & perception
that the letter of non-discrimination involved the
consequences that have been described,

15. It is conceivable, of course, that this
unsatisfectory chain of conseguences might be avoided, if
the relative exchange-rates of different countries were
suitably adjusted, This, however, is the sort of
possibility whieh is rightly to be regarded as theoretical
and unreal., It requires, it should be observed, that the
exchange~rates should be fixed at levels likely to produce
equilibrium in the balance of payments; and the rates
requisite for this purpose might be radieslly different from
any thet would correspond to the relative purchasing-power of
different ourreéncies, In our own case, for exsmple, &n
increase of exports of the magnitude of 50 per eent may be
needed for eqailibrium, ir our imperts are not to be cursailed.
In order to erfect this under unecontrolled sompetitive
~eonditions, it would be noeesa#ry to suppose exch-nge ratios
which would give us a competitive advantage in world merkets
large enough to be decisive &8 regards the majority of
industrial products. Having regerd to the repercussions of
exchenge~rates on the costi of living snd eonsequently upon
wages and costs of produetion, it would bo imposeible to
calculete in advance with any aporoach to acouracy the

exchange ratios which would be requisite rog this purpose,
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Bven if 1t'were possible to calculate them, it is most
unlikely that competing industrial countries would accept,
as & matter of amicable arrangement, ratios that would thus
confer, as has been said, s decisive competitive advantage
on British exporta. To Americans in partieular this would
be apt to seem a form of "diaarmmihutian" 83 objeationable
ag any other,

16. For this reason, it is no easier to suppose that
the sppropriate exchange-rates might be established,
without any amioable agreement, by the trial and error of
exchange markets, 1f, by any chance, exchange ratios were
estgblished for a time which enabled our manufecturers to
Adiaplaco those of the United States, Japan and other
countries in their accustomed lines of export trade, it is
not to be expescted that these countries would be content to -
aecept & position which they would certainly regard as
injurious and unfair. They would almost ocertainly set
themselves to alter it by one meana or another, possibly
by o deliberate exchenge depreciastion, such as the United
States undertook 1# 1934,

17. Behind these difficulties of detail there lies a
more general oonsideration whioh leade forward to the next
stage of the argument, To suppose that the problem by which
we are likely to be confrounted might be solved Ly the
movement of exchange~rstes is to aasume that large economic
read justments can be brought about in e smooth and
satisfactory manner by the free olay of competitive market
forces. But there is no redann‘to suppose that this is
true. VWhen the economic system is in equilibrium, market
forces may be atrong enough to maintain oquilfhriuﬁ by
correeting departures from it before they have gone very far.
That it may be suggested is one reason why an essentially
unregulated economic system worked tolerably well in the
nineteenth century. When, however, large readjustments
have to be effected, organized meihods based on deliberate

planning are indispensasable.



w] QO

18, t*his is epprecinted, more or less adequetely,
in the internal economie sphere, No government involved in
a major war would suppose to-dsy thet its induastries could
be switched over to war production without organization and
control. The same need for orgsnization end control in
order to secomplish the reverse switch-over from wer to peace
eonditions has also won wides.read, if less universal,
recognition. But the same need exists in the international
sphere, The correction of the large disequilibria in the
balawoe of payments which the war is likely to leave behind
iilﬁ involve large readjustments in the flow of international
trade, large changes in the shares of different countries in
export markets. ¥e have no right to assume that changes of
this magnitude cean be smoothly accomplished by the fyee play of
market forees. To do so would be to fly in the face of past
experience and commonsense. Planning and organization are
essential to a satisfactory solution.

- 19. It is far more difficult, of course, to apply these
methods to the 1nterna€10na1 problem, Different countries
are under different Governments; and there is no international
Government over all, We are dependent, therefore, on the
actions of particular National Governments, and on the
sgreements that they meke with one another., In these
eiroumstances, the application of eontrolled methods af to
international trade raises many possibilities of discord;
and understending, goodwill.and forbeerance will be needed
if perious friction is to be avoided., None the less, if it
is true that large readjuatmanta.cun only ba'auccessrully
effected with the aid of planning and deliberate arrengement,
it will be better to face and endeavour to surmount, the
difficulties incidentel to the use of these methods, than
to abandon the idea of using them,

" (a)
20, - The spplication of plamning and control to inter-

national trade must take some form of quantitative regulation.

Before 1914, there was virtually no such thing; but in the
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inter-war period, and more particularly during the 1930's

there wes & remarkable development of measures of
quentitative regulation. As the following analysis shows,

these measures were of various types and were directed to

various purposes,

(1)

(2)

(3

(k)

(5)

Comprehensive aystems of import restrictions,
covering & large range of commodities, were adopted
by many countries in Burope eand elsewhere with a
view to imprrving their balances of payments, and
safeguarding their monetary atability. Theae
restrictions usually entailed the aasigmnment of
quotas, limiting the quantities that could be
imported from particular countries. Restrictions
imposed for this purpose may be termed selective

import contrel.

Imports of agriculturel commodities were
restricted by many countries by a similar quota
system, with the objJect of affording protection to
their own sgricultural producers. The United
Kingdom used this method to restrict imports of
meat and bacon from foreign eouniries; and its
application to bacon was defended by the argument
that it was possible by this meens to reserve a
moderate portion of the home market for home
producers, with greater certainty and with lesas
injury to foreign countries, than eould bve done
by proteative duties, Import restriotions of.

this chiraeter may be called protectionist

In many British colonies, guentitative
restrictions were imposed on imports of textiles

.and certain other goods from foreign eountriea,

These restrictions were so framed that they
applied in prectice only to imports from Japan,
which had previously been increasing with quite
exosptional rapidity. Their objeot was, of
course, to safeguard the share which British
exporting industries, notably cotton, still}
::;:1ned in Colonial merkets., These may be

Many trade sgreements contained undeprtakings
by which one country undertook to import not leas
than 80 much of ¢ertain produets from another,
The United Kingdom made trade sgreements with
various countries, e.g. Denmark and Argentins,
which included provisions of this character. The
object of these arrangements was to safegusrd or

‘extend the mutual trade of the parties to them,

It will be convenient to call them barter srrangements.

The production or export of & number of
primary commodities was controlled by inter-
national regulation schemes, with the objeet of
maintaining or reising the prices received by the
producers. Eaeh producing country bound itself
to restrict its exports within the limits of the
“quota” assigned to it. Rubbepr, tim and suger
were all the subject of effective schemes of
this charseter; and similer schemes for several
other commodities were either attempted or
discussed. Such quantitative arrangements may be
shortly descrided as nodity regulation.
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21, Thus the technigue of quantitative control was
employed in the 1930's in many different forms, on national,
Imperial, bilateral and international lines, and for such
essentially distinet purposes as the curtailment of the
volume of imports, the development of infant industries, the
safeguarding of old-established induatries against violent
disturbance, the promotion of exports end the maintenance
of the prices of primary commodities, This development
proceedsd without the convinced support of any organized
segtion of opinion or the eountenance of any school of
thought. It was condemmed equally by the exponents of
traditional eeonomic doctrine and ot'f!shionable new ideas,
fuantitative control was offenaive to individuslists es a new
intereference, angd to Socialists as & new oapltﬁliet
gonspiracy. It was regarded as the most objectionable type
of trade barrier by almost all who diplored the intensification
of trade harriera; 88 in the 1930's almost everyone daid.

22, That e new technique which had so many enemies and
hardly any friends should have made such remarkable progress
in so short a space of time is profoundly signifioant. It
goes to confirm the eonclusion remehed at the end of the
eéncluding section, namely, that a rﬁgimt-of market forces is
ineapable of effecting largk read justments, such as the
exigencies of the intcruinrvporiod required. congrnnted
with partieular problems, so formidable ind so urgent that
it was impossible to nog;oct.thlm, those responsidble for
action were driven to have rocéurso to expedients of
quantitative eontrol, not beceuse of any predisposition in
their favour, but for laek‘of any other remedies that seemed
likely to be efficaeious, Evolved in this manner, and
without the guidance of any eoherent philosophy, it was not
surprieing that those expedientu should have becnv
unsatisfesetory in many ways. They were emorgdnny makeshiftis,
and had all their charscteristic defects, notably failure to

look far shead e&nd neglect of re ercussions on other interests,
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But 1t does not follow that these defects sre inherent in
the principle of quentitative regulation.

23. On the contrary, the variety of purposes for which
quantitative expedients were employed in the inter-war
period sugpgests tnat,thay may have sn invaluable part to
.play in the solution of post-war problems, Some of thease
expedients have been designed to direct the flow of
international trade dlong new channels. Others have been
dealgned to;aafeguard established interests sgainst unduly
violent shange. Now it is hardly too much to say that the
crux of the poaﬁ-war problem will be to reconcile large-
scale changes in the flow of trade with due consideration
for established interests. It is improbable in the extreme
that these objects would be attained under unregulated
competitive conditions. Either, as is most likely, the
necessary changes in the flow of trade would not be effected,
with the result that particilar countries, unable to expand
their exports sufficiently, would be foroed to curtail
their imports and exercise a contractionist pressure on the
world egonomy; or, in the less likely alternative, the
established export interests of finanocially strong countries
would find themselves confronted with a large-seale loss of
markets, which might develop suddently as the rdsuli of
ehaotic exchange eonditions, and which would entail a violent
disturbance of the economies of lhese latter countries,

In practice, we should probably get something of both
resulte with the former prepondereting, and accompanied by
the maximum of international friction and 1ll-wille

2h. ?ﬁors would seem to bs e better chance of
avoiding aerious troudle if the problem were envisaged as
one requiring ordered plsnning, and if the various countries
concerned could be persusded to cooperate in effecting the
needed resdjustment of the flow of trado by smicable
quantitative arrangsments, covering the staple 11nn; of
trade. To revert to the illustrative example in an



earlier chapter of these notes, it might be poasible upon this
baais to arrsnge that Oceania and Trooicaria would mest their
principal import requirements by dbuying from the United Kingdom
in quantities that would incresse steadily, but at the same
time sufficiently gradually to avoid the risk of violent
dislocation to the ssoncmies of other countries. It is of .
the essence of the post-war problem that large changes in the
flow of trede are indispenssble. In the last analysis, all
oountries have a common interest in securing that the process of
resdjustment is made in a friendly and co-operative spirit and
a8 an orderly affair.

25. But the picture is still far from complete. We shall
not enter upon the long-run post-war period with trade in its
normal pre-war channels; and it is not from the pre-war
position that the adjustments needed will have .to be made. The
war will be followed by a transitional postewar period whieh
will be almost equally asbnormal, Shortages, far more serious
than after the last war, will be the prevailing phenomencn; end
the main problem for some time will be the orderly allocation of
searce supplies 8o as to avert distress and facilitate the
reconstruction of normsl economic life. Balances of payments will
almost certainly be badly out of adjustment; and emergensy aid
from the finaneially stryong to the finsncially weak will be
required to cover them. The countries which will export most
during this period will be those 'high have most goods to spare,
because they have the largest stocka or because their industrial
capacity has besen least absorbed in war production; and some of -
these countries are likely to be among the financially strongest.

26, It is from these emaygenay oconditions that the world
will have to move, as depleted stocks are regonstituted and
productive capscity is restored to & new post-war equilibriun,
The resdjustments required are likely to be formidable., The
need for large changes in the import-export balance of
different epuntries is only ons of thems There is a&n obvious
- danger that- serious maladjustments may arise between supply and
dema;d for particular commodities. There will be a natural
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tendency in each country to turn over the capacity that has
been developed for producing srmasments to those lines of
peace production %o which it is most readily adaptedle;

and since each belligerent is produeing similar types of
armaments, thay may each turn over to similer ecivilian
productsa. I matters are left to unregulated competition,
the outcome 1is likely to be that a brief phase of sellers'
markets will be followed in many industries by & huge
redn#ance of capscity, involving waste of productive powers,
unemployment and trading losses. To avert such results,
international arrangements on an ordered quentitative basis
would seem. %o be essential. '

27. For is there anything unpalatable to American
opinion in the idem of quantitative regulation for problems
of this cherscter. American business interests have been
ready enough in the past to enter into arrangements for
allocating sxport markets in proportions adjudged to he
squitable betwesn the industries of 4ifferent sountiries,
Under the pressurs, moresover, of the farming interests, the
United States Administration has besn oonverted to the
prineiple of commodity regulation schemes; so mush so that:
‘during the past ysar it has taken the lead in pushing
forward before the relevant post-war sonditions oen be fore-
geen, the negotiation of a regulation scheme for wheat,
Unfortunately quantitetive arrangements for adjusting supply
and demsnd for pertioular commodities are lisble to
aggrevate the problem of the balance of payments, sinoce they
normelly proceed on ithe prineiple of distributing the market
in scoordance with past performance. The wheat scheme, it
may be noted, gives the United States a mush larger proportion
of the world mericet than she obtained in recent years.

28. The faet remeins that the United States now
supports the prinmeiple of gquentitative ecntirol .as applied to
eommodity regulstion. In Americsn .eyes there is no
ineonsisteney in endorsing it in this application and in
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condemning it in others, such as barter arrangements or
selective import control, because these latter offend against
the prineiple of non-discrimination, as they interpret it,
while the former does not. Nons the less, it is fundementally
unreasonsble to advoeate the quantitative method &s a means of
correcting one type of dicoquilihrlnm, and to disallow it as a
means of correcting another. The need for it in both types of
case arises from the same fundsmental cause, namely, the
inespacity of the higgling of the market to effect large
t'adJn-tncnts; and the likelihood that it may be used
insveasingly for commodity regulation makes it the more
important to use it elso to secure belanced payments.

29. Moreover, the contention that gquantitative
regulation, in such forms as barter arreangements and selective
import control, need offend against the principle of non-
diserimination is open to legitimate dispute, In the formal
sense, cortainly, there is no confliot. It was one of the
objections brought against quota restrictions in the inter-wer
period that they enabled Governments to obaerve the letter while
evading the apirit of their m.f.n. obligations. But whether
- they are fairly open to this charge tekes us back to the guestion
discussed in the previcus seotion, namely, the dependence of the
non~diserimination philesophy on monetary coanditions only .
possible on the assumption of an established egquilibriun in the
balsnee of payments,

30. Upon any interpretation, quantitative gontrol
offends far less flasgrantly sgainst non-discrimination than do
differential import éGuties, It is easy to appreciate that such
duties appear unfair to those asgainst whem they are applied,
They constitute a definite oompetitive handicap; they levy a
larger t0l1l apon the producers of one country than upon the
competing produsers of snother. They thus'giva palpable
offense to the. instinet of fairwplay. It is not clear that
the regulation of trade bhymsans of quotas need arouse similar
emotions, provided it is undcrntéod that the quotas sssigned



are not determined arbitrarily but by reference to the
paramount need for squilibrium in the internstional balance
of payments. It is perhaps not out of the qunstion that
the most latxnrtctory solution of the ccnflict may be
found in distinguishing, es Mr. Raymond Streat suggests,
between “staple lines" and ;mzucnlllnnons‘trndt", in
treating the former as & matter ror,arganizch quantitative
arrsngement, and leaving the latter to free competition on
a striotly non-diserimination basis.

3. To complete the picture, something has still to .
be added. During the war, various new measures of
quantitative regulation have been, or sre being, evolved,
which may have some bearing on subsequent developments.
Various classes of British exports are the aubject of
"direetion schemes"” which apecify the quantities which are
to be exported to different markets, The object of
'these schemes is to ensure that the most is made of owr
reduced capacity to produce for export, so as to satisfy
the minimum essential needs of overseas customers. Again,
pooling arrangemsnts are being evolved on an Anglo=
American basis to secure the most effective allocation of
various soaroe materials. | |

3. It seems reasonable to expeect that arrangements
of these types will be continued into the trensitional
post-war period. Bo long as our preduotian for export is
seriously insufficient to satiary the dcmsndn of our over-
seas customers, there will be a strong cess for continuing
to allocate on a quantitative basis the supplies that we
are abls to make availsble. It will probadbly be necessary
to employ the technique of quantitative allocation in
dealing with the problems of post-war relief.

33. Another war-time develosment of sn intrinsically
dirferent chaeracter has also an importsat besring om the
guestion of quantitative control. This is the centralised
purchsse of essentisl imports, During the war, the greater



=] 8w

part of our import requirements are purchased centrally
through the agency of the Ministry of Food and the Ministry
of Supply. How much of this system will be retained when
the war is ovei is, of oourse, uncertain. Centralised
purchesing arrangements were evolved during the last war for
& number of foodstuffs and meterisls, and were swept sway
quiekly afterwards, Upon this oeccasion, however, there will
be many arguments for retaining part at least of the war~time
mechanism for a considerable period. For exaiple, it will
be mudh easier to solve the difficult problem of maintaining
& prosperous agriculture without undue eost to the consumer or
the Exeheguer if imported supplies of staple agricultursl
products are still )urchesed by a centrel organisation.

3h. Centralized purchesing asrrangements might prove of
great agsistance tous in dealing with the difficulties of an
adverse balance of payments., If we fall to develop an
adequste export trade, and@ are driven back on the necessity
to curtail imports, such arrangements would make it easjer to
ensure that due priority is given to our more essential
requirements. If, moreover, the ciroumstances of the post-
war world are such that it is easy for us to finance purchases
in certain markets and difficult to do so in others it would dbe
a comparatively simple matter under a centralized system to
direct a large portion of our purchases {0 markets of the
former elass, If such action were attacked as "diseriminatory"”
thejustification voﬁlﬁ be at least as evident as the charge.
It would, indeed, de pnlpabl} unreagonable to insist that a
State organization ahould eondust its purchasing-poliay without
regard to the vital queation of whether it had the means to pay.
If & poliey of selective import control becomes necessary,
systems of centralized purchase mey be of great utility.

35. But they may also help to avert the need to pursue
such & policy, which can only be regarded es a pis ailer.
They seem likely to sup.ly an impulse to the develooment of
trade relations on the bvasis of long-period, quantitativa
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programmes, A central importing 3tate institution cannot
in practice pursue the poliey of purchasing from hand to
nouth, at the loweat obtainsdle prices, supplies available
in any market. It mast be ready to meke bulk eontrects,
covering deliveries a considersble period aheed., Such -
arrangements may be greatly to the adventage of the primery
producers overseas, by Treeing them from the vioclent
fluctuations of ordinary commodity markets, and enabling
them t» count on selling certein steted quantities at priees
definitely fixed. To some extent indeed they represent a
preferable alternative, to some extent a desirable counter-
part, to commodity regulation schemes, But if trade in the
one direction is conducted inereasingly on an orgenigzed
quantitetive basis, it would seém to be en appropriste and
naturasl development that the astaple lines of trade in the
other direction should also be mede the subjeot of
quantitative sarrangements, If, that is to say, we enter
into leng-temm contraste to»purchtse certain quantities of
the produce of Oceanie and Tropiceria et speeified prices,
1t would a pear & reasonsable corcllary that we should under-
take to meke available, end that Oceania and Tropicsaria
should sgree t accept by way of payment, ecertain quantities
of staple British manufactured goo&s.

36. In-eonsidering these possibilities, it i3 important,
moreover, to bear in mind another essential factor in the
post-war problem. It is difficult to foresee the lines slong
which 4t will be most practioable after the war to reconstrud
the economi¢ life of Europe, But it is eertain that curreny
systems will be disorganised, and that the ordinary
commereial meehaniem will de in great confusion. In these
circumutdneoa, a8 large Qegree of State trading, or quasi-~
Stete trading invelving dargains of & quantitative
character, is a not unlikely development; and this in turm
will exert repercussions on the trading errsngements which
will be most appropriate for ourselves and the other countries.
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37. The broad c¢onclusion of this section is that the
technique of guantitative arrangement, accompanied by a
considerable degree of centralized purchase or State trading
may well have a constructive role to play in the post-war
world. In particular, it seems likely that the development
of this technique may be essential for the purpose of
establishing equilidbrium in the dalance of payments.

| (e) Synthesis

38, The foregoing analysis has covered & wide ground,
and has been largely concerned with trying to cleﬁr up highly
eontroversial issues, upon which there is considerable confusion.
It will now be convenient, howevér, to bring together the
various positive conclusions that emerge as to the type of
international eeonomic arrangqminte that seem likely to be best
adapted to the circumstances of the post-war world.

39. This question may be considered under two broad
headings; commercisl arrsngements and the finencial framework.
It is suggested that the moat satisfeotory type of commercial
system will be one which would inelude the following features:~-

(1) s large proportion of the world's trade in
the main staple lines would be reguleted by

4 quantitative arrangementaj

(2) these queniitetive arrengemente would be of
various types, some, but by no means all, bileteral;

(3) " they would be designed to correct, or to safe-
guard sgainst the coourrcence of gross diseguilibrie,
whether in the balance of psyments, or between
supply and demand for partioculsr commodities;

(L) they would be designed st the same time to
promote the expansion of internationsal traats

(5) they would be framed on lines which would pay
due regard to the avoidance of undue disturbance to
established interests; |

(6) in those sections of trade not covered by

quentitative srrengenents, there would be a gradual

reduction of differential or preferential duties,
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TN It 13 suggested that the Best international
financial framework would be one based on the technique of
our war-time system of "special agocounts", supplemented by a
system of international oredits and overdraft facilities.

This suggcnfion may be elaborated as followsi-
(1) The normal technigue for financing international
trade should be that the importer would make payment in
his own currency to his Central Bank, which would there-
upon notify the Central Bank of the exporting country,
which would thereupon pay the exportar the equivalent
sum in the exporting country's currency. The latter
Central Bank would thus acquire a oredit with the
Central Bank of the importing countsy. All other
current payments would be discharged in the same way.
(2) The oredits thus resulting between Centrel Banks
would be cleared st reguler and freguent intervals
(say, monthly) at sn International Clesring Uniom.
To facilitate these clearaneas, eaeh centrnl.nlng
would be given the right to overdraw ite account with
the Union up to & specified amount, while it could aleo
replenish its scoount st any time by paying in gold.
(3) As soon as the sceount of a Central Bank with
the Union was in debit to the full extent of its
specified overdraft, further net credits accurmlated
with 1t by other Central Banks would remain uncleared,
and would thus beeome autometicelly "blocked". Other
countries would then heve to choose between (a) allowing
"plocked credits" in their favour to accwmlate; (D)
curteiling their exports to the sountry in question;
(e) inersasing their exports from it.

4l. This suggestion may be regarded ss a variant of
the Clesring Union plan, set out in the Treasury Note. It
should be observed in this connagtion that the present paper,
though designed to emphasise considerations which are '
relevent to the line that should be taken in the Anglo-
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Ameridan conversations, 4g limited for the most part to the
question of the arrangements that are beat adapted to the
objective factors of the problem, and does not attempt to
deal systematically with what may be termed tactical issues.
It can be claimed for the Clearing Union plan in thavtbrm in
which it has been elaborated by lr. Keynes that it may appeal
t0 Ameriesan opinion in a way that the s.ggestion in the
preeeding peragraph would Tail to do. On the other hand,
it 1» contcndod thnt:this auggestion would meet the
objeetive nseds of the problem more aimply and more
effeetively.
(f) Gonclusion

L2, Although considerations of tactical approach have
for the most part been ignored in these notea, certain morals
emer;e a8 to contentiona wiich it would seem desirable to
advanee in the impendin: discussions, and as to pitfalls
which it 1is importdnt to aioid. In particular, it would seem
expedient to take the linete .

(1) that disequilibria in the balance of payments
may be 8 major diffieulty in the post-war period,
and that if these disequilibria are uncorrected, they
mist sooner or later aexert & contractionist or
deflationary pressure on world trade as a whole; -

(2)  that the eorrection of these disequilibria
will involve large readjustments in the flow of
trade between different countries, and that large-

- soale readjustments of this character cannot
prudently be entrusted tc the fres play of market
foreess, but cell for eoncerted planning;

(3) that for this purpose quantitative srrangements

'or various kinds may be needed; that if they are
genuinely designed to maintain equilidrium in the
balance of ﬁaymentl, such arrangements should not be
regarded as diseriminatory; and that the problem is

rather that of evolving sn agreed code of .rineiples
to regulate their anvlication.



ex t on the Anglo- an Discuss 8

quantitative Regulation

¢ It seoms almost ineviteble that questions as to how
the primeiple of non-diseriminetion 1s to de reconciled with .
methods of quantitative reguletion will be rsised at some
stage of the Anglo-American discussions, During the war,
practically the whole of our import trade is subject either to
(1) centralized purchase through the Ministry of Foed or the
Ministry of Supply, or (2) import licensing. These ere.
obrviously esapable of being used as instruments of what the
Americens regard as "discrimination”. Indeed, at one stage
of the wapr, tho\sourecc“rrnm.vhich overseas purchases were
made or permitted were determined largely with s view o
"hard" or "esoft" currency considerations; and the American
prooocupation~t£th:thlwn-nmniot:tmﬁantton dssue was stimalated
not a 1ittle by this faot. It 1s<yroblb10,’thoa@tbrc, that
the Americans will be anxious to asbtain assurances that we
shall not use sush methods sfter the war to divert our
purchases ssay from the -United States.

2. What they would moast like, presumably, is that we
should undertake net to employ such methods st all in future,
1.0, that we showld rensunes the use of either ocentralised
purehasing or import restiietions. But we are hardly in a

‘position to give sﬁeh undertakings. It is arguable, no

doubt, thet we might satisfy them suffieiently under the
second head by deslaring it to be ocur aim to have done with
our import restriations ss soon as the external payments
situation enabled us to do so. . On the other hand, it is

open %o ssricus question whether it is reslly wise to maie
such prorlsaiapm»or aim, unless we see & good prospect of
being able to reslise them in prectice. To do so is to lay
the seeds of future disiliusionment snd charges of .insinserity.
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Moreover, the teshmiqgue of import: liceansing may c¢enceivebly
have meny uses in future, as a more precise instmiment of
moderate protection than import dutiss; and it might prove
as unfeortunste to tie our hands in this matter to-day, as 1t
would: have been a hundred years sgo to promise not to revive
the. gncome~tax. |

3. However this may be, it would seem out of the
question, sven as a matter of ultimeste aim, to premise to get
rid of all ceatral purehasing, Under the name of “import boards"
central purchasing was a prominent feature  of the Labour Party
, progrm;nc before the war; and the question 1:; ;acxtuoa‘bly
interwoven with lerge and fundsmeéntsl social eontroversies.
No dumnions 9’1’ aim oan be made on such s snhjeet)'by ]
Government resting onm an all-party combination. Whatever,
therefore, we may be likely to do in practice as regards
centralized purchase, we are bound to leave the Americans in
‘the dark as to whether or net we shall ever get rid of it.

h. I, however, we cannct promise to abindm
centralised purehesing, the gquestion as Lo how we wmay use
it necessarily arises. The Americans will desire assurences .
that we shall not use it in a “diseriminatory” way,  But what
18 1o be the ariterion of diseriminstion? Our existing treds
agreenent with the United States provides that any central
purchaeing organiszation -hull conduct its purchases solely with
regsrd toc “commereial" sonsiderations; and it would be
natural to expast therefors that the Americans will press
Tor comfirmation and rcnau;l of this assurance, But this
is a purely negative prinaiple whioh takes us into a bog of
unreality snd artificiality. - What do purely "commercisl”
considerations mean us eapplied to a Stete or to & State~



controlled organization? The practice of such an
organization must differ materially and inereasingly from
that of an ordinary trader in & competitive market. It
cannot possidly pursue a policy of hand to mouth
“purdhaéns'wizﬁ meticulous adherence to the principle of
Buying in the cheapest market. It must be ready to make
long=teym, bulk-purchaad'éontra;ta, in determining which
considerations of what is fair and reasonable, and of what
is expedient, ﬁaving regard to the repercussions of the
psrticular transactions on other transections, must
necessarily play s part,

5. What the Amerioaha would presumably wish to
ensure by this phrase is that no regard should be peid to
exchangs difficulties, no distinections drawn between "hard"
and “soft" eurrencies, in determining the purchases made
from different sources. If exchange diffitulties should
cease ‘to exist, & stipulation intended only to have this
significance would become otiose and purposeless. So long,
however, as these difficulties are serious, it would be
mahifestly unfeasonsble, and indeed absurd, to insist that
a 3tete or quesi-State organiszation should aiarcgaEK them,
This would be to reguire it to tuim a b1ind eye to one of
the most vital fadtors in its problem, end since, as has
been indicated, its decisions would necessarily bde
influenced by a vepiety of considerations incepsble of being
redused ‘to @ .1mp1¢ tioney measure, those rcabonsibie could
never be sure, and could never hope to convince others,
that ‘some sneaking regerd for the balance of peyments might
net have influericed their judgment. It would be rather
11ke agking a man with a lame leg to promise to diéregard
this fact in all décisions between walking and hiring a cab.
There can be no solution of the Aiffioulty along these

D
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6. Yet the difficulty is a real one. It is not
anreasonable that the Americans should wish to be assured
Against the possibility that State trn@ing.organization:
ln this country might pursue a po11cy which would ceuse a
serious dislocation of their aéonomin 11f§,, If during the
yar, and perhaps in the 1mmed1ate post-war period, they sogd
18 on LeaucéLend terms urgantly needed supplies of wheat,
potton, tobnoeo and various other comuodities, they would
ave a right to feel aggrieved if we were to turn round
lrteri;bda‘and say: "Thank you for your past assistance;
ut now we must put our house in ordex; We find dollars a
omewhat "hard" currency. - We ind oertain other currencies
uch easier. We intend, therefore, for some years to come
o buy all our wheat and cotpon and tobacco from other
murcés. Poasibly thg tiﬁq may,comevwhon we,ahlllebuy from
ou aga;n. Poasibly not. We ranlly cannot say".

7. The Americans have, in other words, a legitimate
ight to be aa-urtd that we shall pursue an 1mport policy after
he wear, 1n contrnlisad purchaaing transactions end otherwise,
hich is as considerate as our circumstances permit of their
ltablishcd intoreutl, agricnltnral and other. This assurance
annot be provided by our promising to close our minds to
he balance 9r payminta problem. How then, ¢an it Ve
Povided? | o

8. Thn next. poauibility which past pracedant suggestn
br conaiderntion 13 that undertaﬁingn might be giVQn. in
nnection with import restrictions end ocntrll;zed purchasing
rnnsgctioni, to bu&_:rpn‘diftbrynt sourges in 6artain defined
roﬁortions, bagsed on vhat'ngppened over the aversge of some
riod in fhe pﬁa@. Alloeation of quotas in accordance with
8t performance has been a feature of most commodity /
kulation schemes, including the lately projected one for
eat, Subject to the complicstions of Imperial Freference,
 was &8 feature of the gquotas essigned under our own



schemes for restricting the imports of meat and bacon.
/e have tried to ssoure the adoption of e similar prineiple
by other countries applying 1mport_vantr$§ftnns~ It seems
not unlikely that the Americans way ask us to promise to
act upgn.thi; principle, if we retain import restrictions
or centralized purchasing; and we should do well to
consider what our reply should be, if they do.
9. Unfortunately the basis of past performance is

likely to be quite irreconcilable with the needs of the
‘balance of payments problem. It ie of the essence of
that prodlem thet large chsnges are likely to be needed in
the shares of export markets aceruing to different produeing
couniries. Arrangements which proeeed on the prineciple of
attempting to siereotype the disiribution of the intér-way
period must, therefore, tend to perpetuste international
disequilibrium; and this applics equally to commodity
regulation schemes, ta impowt restristiensy and te
eentralised purchasing tansactions. Ir, 1#&00&; we are to
heave aan increasing emount of eontml of these verious types,
all based on the prineiple of allocatios in secordsnes with
pas$ performsnce, the upshat would de uubu- than that of a
return to completely unregulated conditions, in which there
would be at least s theoretiscal chanoe that price snd
sxehangs movements might effect the necessary readjustments.

20w Noms the less, there has besn some resson behind
the widespread tendenoy to adopt this prinpiple in the past.
It 1s & simple means of assuring ageinst undue disturbdance
of established interests. This is & need which it is
sssentiel to meet, but we have to reconsile it with the
equally vital need ﬁ&r’largnnnunlu readjustments. The
sppropriste prineiple is obviows. Changes in the direction
of trade should only be made gradually. It would be
entirely reasonable that the Amerieans should ask, and that

we should agree, that we should not use either centralised

’



purchasing or import restrictions so es to curteil our
purchases from the United States by more than a comparatively
small percentage m.my year. This would supply the necessary
assurance sgainst the disloeating effects of 1ar’s§ and sudden
changss. If, for example, it proves desirable from the
standpoint of international equilibrium that we should in
future import a larger proportion of our todacco from the
Balkans snd a smaller proportion from the United Statea, no
serious disturbance need be caused to American tobaecco growersq :
provided: the change ie effected gradually. The reduction in
Britdshi purchases of Americsn tobaceo might indeed be fully
offses by ineressed consumption in the United States:

1l. Of course, the feasibility of undertakings to
refrain from curtsiling purehases otherwise than gradually
would depend on fineneial or monetary arrangements such that
an importing gountry eould be assured of being able to obtain
the foreign exchangeneeded during the period of transition.
This, 1% may be suggesied, is the true function of internationsl
oradit - to.ce:vir +he interval roquircttouﬁabltﬂaiqﬁ&lﬁﬂum
without wadus disturbames. It 18 not unreasonsble to hepe |
that intemationel mxt -faeilitien might e provided on &
scale sufficient for this purpose.

12, it is suggeated, therefore, that we should be ready.
to sasure the United gtates, smubjeot to any negessary reserves
on finenaeial grounds; thst we should not use fmpors resterictions
3 o cantrauzqalmdxgnng in .nuchv R way as to ourtsil our
purchases from the United States by more than a specified
percentage in any year. We oould add thet we should, of
pourse, only do this in so. far as it appeared to be neceshary
n order to seoure egailibrium in the hllaaca of payments.

t does not seem poasible that we could giva ondertakings
oing beyond these limits,



13, It should be observed that the principles indiceated
might not only be useful in connection with particular
questions likely to arise between this country and the United
States}  they are cepable of being generalized so as to fom
~ the mmeleus of &n ngr‘;d\aode of prinociples, which eountries
should be expected to observe towards every other countrey,
in conneetion with all measures of quantitative regulatioﬁ.

If generally accepted, they would, for ax&mplé, set limiﬁs to
the scope of bilateral bargaining, sc as to give reasonsble
protection to the estabvlished interasts of'third parties, If
eountry A had agreed not to curtail imports from countries

B and C by‘more than x per cent in any year, it would have to
take this fact into asccount in undertaking, ae pari of &
bilatersal arrangomani, to m#ka innreaood!éurchascn from country
D. In other wofds, the seceptance of the prineiple of
graduality as regerds 16port reatrictions would involve the
automatic aeoeptance or the snma principle 1n connnction with
bilateral barxaining. , Provided this principle 13 obacrved,
there 15, thereroro, no reason why particular aountrioa ahanld
not be pormittod to negotiate bilnternl agreements froely

with one another. - The suggeation of an agreed code of |
prineipleu doaa not imply that the deta&la of each quuntitatime
arrangument should be made tho sub;act or 1nternational
nagotiatian.

1&. This leads to a final obacrvation, deeigned to safe-
guard aguinst nﬂintorpretation ot‘ the purport of these Notes,
They have been dns1gncd to call attention to conaiderationa
whieh are in dangcr of ‘being overlooked, and they hnvo been
more conoernad with whnt is obacctively deazrable tnan with
quoationa or ‘tactical npproaeh. It is for these reasona that
much amphnsia has baen laid upon the possibilities of
bilateral bargaining. This 15 a technigue which arouaca mach
oppesition in Greet Britain s wcll a8 in the Unxtod Btataa,
end it is precisely beeauao there i8 so gennral a diapooxtian

to underrate the pqnat:gctive possibilities of this expedient



that the endeavour has been made in these Notea to bring them
out in strong relief, .

15. 1t :is not suggested, however, that in our disocussions
with the Americans we should adopt the role of enthusiasts for
quantitative regulation. A more upprbértutc line to take
would be the followingt~ |

"Bon—diaorimination is & formuls which has a

| clear molning as applied to import (or export) duties.
EIt 1- not so easy to apply when trede is restricted or

; rtgulltod by other means., We ere struck by the
i:&;onning tendenay throughout the world to apply other
methods. Ruasia, of course, has a8 complete State
monopoly of external trade. It seems not unlikely that
after the war there may be a considersble extension of
3tate trading throughout'the wofld. We ourselves have

‘a great deal of 1t during the war; end since issues of

' sociallcontroveray sre involved, we cannot be sure how
'much of this io'may retain subaoquently. tmport
\restrictions havn been used by many countries to protect
partiaular branehen of industry; we have ocuraelves uno@
them in some instances for this purpose; 'and though they

" have their disudvantages:’t.cy have decided sdvantages
whenever the object is to maintain a certain minimum volume
of home production, without reising pricus_unduly. Agnin,
countries in s weak exchange position have used import
restrictions in order to 11m1t their external purchases
‘within the 11m1ts of their means to pag; end whenever a
'substantinl curtailmant of 1mporte is necessery, qnnntitative
limitation has many advantages as comparod with’import
duties, the erreets of vhich are necennarily uneertain.
We do not think 1t is eithcr reasonable

practicsble to attompt to forbid such methods of trtﬂo

. regulation, some of which are rooted in ideas of soeial
progreaa, analogcua to thoat of the New Deal, end others

of which may be dictated by economic necesaity. After
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#ll the principle involved, namely that of quantitative
regulation, is the same prineiple that underlies commodity

regulation schemes, such as that proposed for wheat, On
the othepr h@nd, it 1n’impo$tant to avoid giving an
artificial stimulug to the employment of such methods,
such &8s might be given ir import duties were subject to a
striet application of non-discrimination rulos; while
quantitative regulation could be employed without any such
restraint. Methods like import restrictions might be
used, and have in the past been used, in suéh a way &8s to
cause serious injury to the legitimate interests of other
countries, 8hould we not, therefore, ccnsider whether it
is possible to devise a code of international good
behaviour to govern the‘amployment of such methods?®
This might ineidentally provide us with a set of
rules fr bilateral agreements involving undertakings of a
"barter" charascter. This question of bilateral
bargaining is not, as we sees it, of sn urgent chsracter,
since for some time after the war, no country will need to
have recourse to such bargaining in order to sell its goods.
But the issue will arise later on; end again we do not
~think that an attitude of general condemmstion and
proseription is appropriate, since in certain ciroumstances
such agreements may facilitate a larger volume of trade
than would be poesible without them. But they are full of
dsngers of unfair diserimination, end here too, theresfore,
we should be ready to consider whether a code of principles
eould be worked out which those negotiating bilatersl
agreements would be expected to observe.,"

16. The above would seem to be a ressonable and an |
unprovocative apbroaoh. Whether 1t 1s thought wise or unwise
to take the 1n1t1§t;ve in opening up this subject, it seems
important that nothing should be said in other connections
that is inconsistent with it, i,e, we should be careful not
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to eondemn, either expressly or by implication, resort to

quantitative methods of trede regulation.

H.' D. Hi
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2Gth Avril, 1942
WAR CABINET,

LORD PRESITENT'S COMMITTEE.

WEEAT DISCUSSIONS

Note by the President of the Board of Trade.

I append a memorandun summarising the oonclusions reached at
the long-drawn out wheat discussions at Washington.

As all the Departments primarily concerned agree that no
objection need be raised to the documents as now settled, I propose
that the texts, as initialled at Washington, should be finally
reviewed by the officials as soon as they arrive here and that, if
no fresh question is found to arise, the Foreign Office should then
be cuthorised to notify the United States Covermment in the agreed
terms that His Majesty's covernment accept the proposals.

s soon as all the five Govermaents have signified their
agreement, a press commnique will be releascd and the documents
will be published. In this country publication should be arranged
by presenting a White Papcr to Parliamcnt.

T ask for the approval of my colleagues to these arrangements.

H.D.

Board of Trade,
28th April, 1942.



1.

MEMORANDUM ON THE CONCLUSION OF THE WHEAT DISCUSSIONS
IN WASHTIINGTON,

4

The wheat discussions in Washington have reached a conoluding stage

and agreument is completed im three inter-related documents, viz:

2,

Memorandum of Agreement,
Draft Convention, attached to the Memorandum of Agreement, and
Minutes of the Final Session of the Washington wheat meeting.. .

Under the MEMORANTUM OF AGREEMENT, the Govermments of Argentina,

Australia, Canada, the United Kingdom and the United States agree:

(1)

(i1)

(1ii)

The United States Government will in due course convene an enlarged
conference with a view to the conclusion of a comprehensive Wheat
Agreement, (It is understood that the Russian, Netherlsnds and
Belgian Governments, and probably others, will be invited),

The Draft Convention, which embodies suitable provisions, shall
serve as an agenda paper for the enlarged conference,

The five Goverrments will in the interim regard as in effect amongst
themselves certain provisions of the Draft Convention, vizs

Those relating to administration, a Relief Pool, the control by
exporting countries of production, stocks and exports and, finally,
the determination of minimun and maximuun export prices. The
provisions relating to administration and the Relief Pool will
become operative forthwith; the others directly the war ends, the
unanimous consent of the five Governments being required to fix
practicable dates. These interim arrangements, unless superseded
by other arrangements agreed at an enlarged conference or otherwise,
will continue for a period not exoceding two years from the effective
ending of the war., They are briefly as follows:

Administration. Authority is vested in a Council, to be
situated for the time being in Washington. The five
Governments have equal representation and voting rights.
Decisions are to be taken by o two-thirds majority, except
as otherwise provided.

Relief Pool, The Governments of Canada, the United Kingdom
and the United States agree to contribute, respectively, 25,

25 and 50 million bushels of wheat and/or flour to a Pool for
relief gifts as circumstances permit, and the four exporting
countries agrec to give an additional quantity to be determined
by them in consultation with the Council, The United Kingdom
may agree with the Council. to contribute transport instead.

The Council will administer the Pool, so far as practicable
through any inter-Govermmental organisation which may bo set
up and given general responsibility for relief,

Control by exporting countries of production, stocks and

exports., The four exporting countries undertake (a) to control
produetion in relation to a scheme of specified maxdimum and
minimum stocks, these stocks to serve the purpose of an
"over-normal granary", and (b) to control their exports in
accordance with a scheme of agreed quotas based on estimates of
net trade to be made by the Council, viz: Argemtina 25 per ceat.,
Australia 19 per cent., Canada 40 per cent., and the

United States 16 per cent,

Prices and Guarantee of lies: The Council, by unanimous
decision, shall determine a basic minimum price and a basic
moximum price for wheat o.i.f. United Kingdom ports, and
equivalent prices o,i.f. and/or f.o.b, for various wheats from
the four exporting countries; the prices so determined to be

-l



subject to anmial review and intervening adjustments to allow

for substantial changes in freight and/or exchange rates.

Reasornobly remunerative returns to producers, fairness to

consuners, and a reasonable relation to the prices of other

comnodities will be taken into consideration. The four

exporting countries undertake to be bound by these price

limits in regard to their exports to all destinations; there

is no speoific obligation on the United Kingdom to preclude

irnports outside of these price limits, but under a system of

bulk Govermment purchases we should in fact be bound to

observe them as regards imports from the four exporting

countries which are parties to these arrangements. The )

Governments of the four exporting countries also undertake to

ensure that wheat for export is at all times available at

prices not exceeding the maxima determined, Failing a Council

decision when hostilities are deemed to have occased, the

Memorandun provides that for a period not exceeding six months

the latest bulk purchase contract price between the United Kingdon

and Canada (and its appropriate equivalents) shall rule,
This completes the interim arrangements in which the five Govermnments
agree to partieipeted

3« The IRAFT CONVENTION, as an agenda paper for the enlarged conference
includes certain provisions besides, Three are of special importance.
First, it is proposed that the contracting Governments of importing countries
shall undertake to suspend imports from any country, the Government of which
is a contracting party to the Agreement, when the export quota of that
country has heen filled. Purther, that the contracting Govermments in
consultation shall take such praocticable measures as may be necessary to
discourage abnormal cxports from countrics outside the Agreement. Secondly,
a footnote intimates that the conference will consider provisions for the
control of production within their respective tcrritories by exporting
countries other than the big four, and by importing countries, Thirdly, it
is proposed that the contemplated Agreement shall prevail over conflicting
Acrecments between any of the contracting Governments, and these Governments
shall take all reasonable steps towards the amendment of other conflicting
agrecments as soon as practicable, Provisions are also ineluded for
acoessions and withdrawals, and lLondon is propesed as the seat of the
Souncil, Conversely, proposals in regard to representation and voting on
the Council under the contemplated Agreement are deliberately reserved, and
the date is left open when the ocontemplated Agreement, which it is suggested
should be for four years, should come into forece.

. 4+ The MINUTES of the FINAL SESSTON speoify the Articles of the Draft
Convention which apply under the Memorandum of Agreement, They further
specify the progedure agreed for the adoption of the documents by the five
Governments, and provide that all three documents shall be made public when
this procedure is completed, '

5. From the point of view of the United Kingdom, the agreed recommendations
appear satisfactory, Specifie ongagements are limited to two yoars from the
ending of hostilities and do not definitely commit the United Kingdom to
anything beyond perticipation in administration, a ocontribution to the
Relief Pool and co-operation in arrangements for stabilisation of prices.
3y the oreation of a wheat pool, a first important step is taken to
implement the Primec Minister's pledge to build up stocks of food for
vost=-wnr relief, The negotiation of agreed minimum and maximum export
ivrices through the Council, after the war, or, failing agreement, the
continuation of the latest United Kingdom bulk purchase contract price with
Cannda, together with the guarantee of supplies at a price not exceeding
the maximum, should help to steady the United Kingdom balance of payments
«nd the internal struoture of prices and wages in the immediately post-war
period, The agreed export quotas should not handicap United Kingdom
purchases of wheat either as regards currency or shipping, and wheat purchases
from other sources are not precluded, Nothing in these arrangements should

N



offend the susceptibilities or prejudice the interests of Allied Governments
not represented in the present discussions and thoreby cmbarrass

Mis lajesty's Government in the United Kingdom, The larger conference will
provide an opportunity before the present arrangements run out to censider
the conclusion of o leng-term International Wheat Agreement. His Majesty's
tovernment in the United Xingdom is not technically comritted but would be
morally bound to support the terms of the Draft Convention at the larger
coniercnce, unless new circumstances affcoting the issues develop, The
provisions of the Draft Convention as they stand, however, arc such that
His Vajesty's fovernment in the United Kingdom oould reasonably subscribe to
them, apd modifications which may be expected to be raised at the larger
conforence can be dealt with at the time.

6. The Minutes of the Final Session provide that the Delepates at
Hashincton shall initial the three documents "as competent experts in
a position to reflect the views of their respective Governments". The
draft texts proposed have been exemined by officials of the Depurtments
primarily concerned, who agreed that no objection need be raised to them
by ilis Majesty's Goverrment. Accordingly, a telcgram has becn despatched
to Washington authorising Mr, Carlill, as the official who has most
continuously represented the United Kingdom Government in the prescnt
discussions, to initial the threec documents.

7. In order to complete the proceedings, the following procedure
has been agreed upon. The United States Goverrment will transmit the
toxts as initialled to each of the other four Goverrments through thelr
diplomatic representatives in Wachington, These Govermacnts will then
notify to the United States Covermment, by letters in identical terms,
that they approve the texts and that, when the United States Government
have informed them that all the five Governments have approved, they will
regard the provisions of the Memorandum as in cffect,
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Your telegram No. 2613

My telegram No. 2596, |

Following ié the revised text of thé pfOposed press release.

"Press communiqué".

~ (To be released simultaneously in Buenos Alres, Canberra,
London and Washington on a date to be arranged), o

There follows the text of a statement prepared for the press
b% officlals of the Govermnmentsof Argentina, Australia, Canada
the United Kingdom and the United States together with the texts
of the three documents referred to therein,

"1, ~The wheat meeting recently held in Washin%ton, has
resulted in the approval by the Govermments of Argentina, Canada,

- the United Kingdom and the United States of a memorandum of
agreement as a first step towards the conclusion as soon as
clrcumstances permit of a comprehensive internationsl whesat
agreement,

2. The Washington wheat meeting, comprised officials of
five of the ten counfries.which participated in the work of
the preparatory committee established by the international
Foodstuffs Advisory Committee at London in January 1959.

The work of the greparatory committee was nearly complete
when the war broke out in September, 1939,

The war aggravated in several important respects the world
wheat problem and following an exchange of views between their
§overnments officials of %rgentina, Australia, Canada, the

nited Kin%dom and the United States met in Washington on July
10th 1941 %o resume the discussions which were interrupted b
the outbreak of the war. They submitted to their Governments
& preliminary report in August 1941, reconvened in October and
have met at frequent intervals since then to carry on their
discussions,

5.  Memorandqun of agreement now concluded provides for
convening by the United States, when time is deemed propitious
of a confeérence of all nations having a substantial interest in
wheat, whether as consumers or producers; and there is attached
to it for consideration at that conference a_draft convention
grepared by the Washington wheat meeting., In the meantime

he memorsndum of agreement requires adoption and maintenance on
the part of the four exporting countries of positive measures to
control production with the object of minimising the accumulation
of excessive stocks during the war, Memorandum of agreement
provides also for the immediate establishment of a pool of wheat
for inter-governmental relief in war-stricken and other necessitous
areas so soon as the international situation permits. It brings

intO..'...l....



2.

into operation arrangements in short convention for an initial
contribution to the pool of 100 millicn bushels so -soon as it
nay be required and for further contributions to be determined
a5 the extent of the need becomes known, B .
. .5, In'order to prevent disorganisation and-confusion
lmmediately after the war, and pending the conclusion of a
couprehensive international wheat a%reement the present
menorandum provides for bringing into opera%ion for a limited
Eeriod the provisions of the draft convention relating to control
y the four exporting countries of the production of stocks. and
expirt and for co-operation by all five. countries in stabilising
pridces., '

8. The approval of the five Governments was notified by
the tovernment of the United States to the other four Govermnments
on (Cates to be inserted) and in accordance with the minutes'

of the final sessions of the Washington wheat meetings :provisions
of mexorandum of agreement came intd effect on that- a%e'.

(o,



