. Comment on Siy Prederick Leith Ross's
3 note on the “reansury lemorandun on buffer stocks.

Jir Fpedericl: Leith Ross's interesting note is oritical of the
Treagury ‘enorandwi, and on the surface geenms to embody a very
different noint of view. It may be that the difference is not
really 8o great; I shall endeavour to show how harmony might Dbe
restored. It is certainly important that we should, if posesible,
rench ageord in thisn matter with all haste.

%e shall soon be discussing with the Anericons over a very wide
and gtill mostly uncharted srer, One had hoped that 1t would be
possible to preaent well devised propossals on ot least two topics.
These would focus discussion upon subjects where some practical
result was within the horizon, and would also scrve as tokens of our
willingmess to entertain anbitions projects for a better ordering
of the world cconomy.

Of course thesc wroposals were only to he tentative and open to
revision and even radical reconatruction as a result of discussion;
but in each case thero was a gulding iden, rejection of whiceh would
entail naing a completely fresh start.

T2as ey

Ddoth schemes heve certain eminent merits. It 1s possible to
specify with sone precision the practicsl mensurses required to give
effect to them. Once the leading ldea is accepted, questions for
deecislon that ariss in the working can largely be settled on
techniecal grounds. Controveray and confliet of interest would for
the nost part be ended by sdoption of the schemee thenmeaslves and
would not recur in full foroe at every stage of thelr apolication.
Purthernore once the great powers had decilded to adopt them, the
other nations would lack the powesr and, one might fairly suppose,
the desire to raise insurnountsble obstacles; thus they could be
introduced after the war without interminsble negotiations and
aelags. They would facilitate the settlement of other lees tractable
problens.

sgain they are new nodel schemea; they offer a fresh start;
they do not lead us back to the makeshift devices of the pre-war
period. Those devices were no doubt the best that were practicable
in the cirounstances. But could anyone give them more than half-
hearted allegianes? Iid anyone supoese that they repressnted the
besat thought of the time?Y lHo doubt after the war we shall have to
revert to ruch nalzeshift. But in sone respects and in some spheres
it ought to be posseible to give the world the benefit of the best
thet can e contrived.

sgaln these two schemes have not besn modelled without regard
to our vital interests. 1 have already argued strongly that we
nust not give the . nmericsns the impression that we ars short-sightedly
self-regarding, or that we really hanker after playing a lone hand,
ut to sstablicsh confidenece we muat not go too far the other way
either. There is & polden nemn. It would not inorease their
confidence for us to propose far-flung schemes, which, so far as
one could see, would danage rather than further our interests. They
would bhe unsure that we meant business, or anyhow would continue to
mesn busineas, when the pluns were referred for endorsement or had
asubsequently %o be implemented. The idea thnt the other men is
having a reassonable regard for self gives a comforteble sense of
reality to any negbtiantions. Ixcessive ldenlism is apt to be
epheneral and unreliable.

’m nll these grounds I hope that 1t may be possible to keep
the two schemes intact, so far as their eentral ideas are concerned,
for subnission to the ‘mericans.

‘1”



The basis for reconcilsment between the Treasury !lemorsandum
and Jir ‘rederick Lolth Hoss's note appesrs to me to be a
recognition that they are sddressed to different problems. The
Treasury plan is primarily, although not exclusively. coneerned
with the oscilletion of prices and producer incomes; iHir Frederick's
note with what are sometines called structural problems, namely
the long-run shifts from ons form of industry to another. The
guestions it raises are important and olearly call for consideration,
It may be that hs is unduly sceptical of the potency of natural
econonmic forces in the long run ~ given favoursble conditiona.
I shall return to this point.

But mesnwhile I suggest that the question of oseillation has
a prior ¢laim on our attention. It is of the first importance
that our international nlans should avall to reduce the violence
of trade depressions, for on that all else hanga. IT we do not
gucceed in praventing a recession of incomes of sone twenty or
thirty per cent in the next slump, then I venturc to predict that
not one ghred or tatter of all our other internstional plans will
remain in being. Indesd the very force, the widespread demnnd for
greater economic security, which we seer now {o harness to plans
for international collaboration, will be turned against us. IT
s severs slump is not staved off, the separate national governments
will be faced with an implacsable clamour for measurses, no matter
now un-neighbourly, =+ -~ aggresgive and offensive, to sacure
the incomes and employnment o. thelr ovn pedples.

This also touches our vital interssts directly. o long as
we rely on Toreign sources for food and raw materials, and have to
devote from a sixth to a tenth of our own resources to work for
export markets, we are keenly intereated in the stability of thos
markets., It is not really feasible, let our home "planning” :
experts be never so verasatile, for us to escape the clutches of
the e¢ycle here, if so large a fraction of our livelihood is
derived from narkete of highly unstable purchasing power.
3ir villiam Beveridpe believes that he hes shown that the export
trades have taken the lead in every recsession in this country for
many decadea. Be that so or not, it is oclear that we could not
insulate the rest of our economy from largs oscillations of income
in the export trades.

The nmost important feature of the Treasury plen is that 1t
would ensurs, within the cycle peried, greater steadiness in the
incomes, and thereby the purchasing power of the primary producers.
This should not only make their life more tolersble, but have an
appreciable 8ffect on the ecycls as a whole. Indeed this is probably
maoch the biggest contribution that could be made by intermational

action towarda the trade cycle problen.

It 18 & further beauty of the scheme that by centralliszing the
finanse of the various commodlty controls (and, if poseibls, linking
it to_that of the Clearing Union) i1t secures that purchases during

plonc — thé depresciofill shere what is for the time being "new" money, not
of money withdrawn from incomes elsewhere. This infusion of new
money is prsecisely what is needed, to combat depression, and I do
not believe that any other practical way has ever been suggested
of sscuring an infusion of like magnitude.

Can this merit be eclaimed for the traditional “regulstion’
schomes? Vould they endeavour to claim it for themselvea® Indeed,
is it possible for s committee regulating the output of a particular
commodity to assume the further responsibility of influencing the
trade oyele? I do not think that this idea wes present in the
minds of those engaged in the recont wheat negotiations. On the
contrary, it wans ¥ropoae& that the price of wheat should fluctuate
with the genersl level of prices! If this plan were adopted for



each cormodlity in turn, the totality ol plans would secure no
greater price stability than we have already. These reypulation
gchemes are hound to do the bhest they can each for thelr own group
of producers, tazing the general condition of irade as a datun
beyond their control. This is precisely the stnte of affairs from
which we want to bresk away, snd from which the Tressury plen does
ensble us to break away.

1 suggest, therefore, that the Treasury plan, or some ainilar
plan containing its stabiliseing provisions, ghould be acceptsd as
a solution of the problem to whioh it is primarily addressed, and
that we should subseguently turn to conasider Hiv ‘rederick’'s
contention that it will not solve the structural problem, and, if
that is so, what iurther measures are required.

The true severity o the structural problem and its amenability
4o treastment by normal econonic forces are at present very
problematical, and it is not likely that we shall see our way
clearly for sonme time. Ye probably ought to hesitate to tile the
world up too tightly in & network of “pagulations’ until we have
thoroughly sood grounds for believing them to Le indigpensable,
Meanwhile the buffer stocks night merve as buffers in a double
genae, not only to sbaorb surpluses in the next depression, but also
to carry us forward for a term of years after the war, until we can
gee the outline of the structural Hroblems more clearly.

72 mast not base too much on the experience of the pre-wor
deeade, & dp not know how far the highly protected production to
which Jir “pederick's note refers was actuated by the growing
political insecurity. iAgain, foreign nayments were becoming
progresaively more difficult, and “rations were bound as a
precautionary measure to sscure thait as many of tho bare essentials
a8 possible were produced at home; we hope that the Clearing Union,
or whatever arrasngenent serves in its stead, will produce easenent
here. Again, thers was grsat uncertainty about the future of prices;
grest increeses could not be ruled out; the Trensury plan is
designed to remove such anxieties. For all ihese reasons some of
the sxtravagencies of protection may fall away of thair owm
without the necessity of our imposing "regulation™.

Jemething too must be hoped for from an increass of consumption.
The megnitude of the surpluses, which weighed o heavily on prices
and incomes, must not be exaggerated. The most spectaculer inorease
of the wheat surplua oocurred in the yesrs 1926 - 30, but this only
amounted to an average annual accunulation in those yesrs of
about 1} of consumption. 1%t is guite possible that within e
decade from the war we may find that nmany of these commodities are
aot in surplus production at all.

Tut now; 1let us make the double asswmpiion (1) that deapite all
these sasements equilibrium between production and consumpiion is
not reached sad (i1) thnt production does not prove amensable to the
downward pressure of an “eeonomic” price. {rersonally I an reluctant
to abrogate so far my faith in the forces of supply and demand).
Let us suppose in fact, that the conditien of over-production of
primary commodities does after all prove chronie. Uhat kind of
remedy do we rsally wish, after we have had leisure to consider and
tonxe counsel, to see applied? Is "pgrulation” the ultinate
rational remedy? Or is it £ hurried makeshifd?

1 sugpest that the true remedy, both on groundis of general
policy end our self interest, i we see o group of producers
peraiastently producing more of sn article than the world wants,
is to give them something better to do, to draw them away by making
alternntive lines more profitable. ,

-



Yirgt coungslder aglf-interest. “The essencs of “regulation” is
that producers are induced to get together and to 1imit output in
consideration or s better price, which cones as a reward for theip
self-denying ordinance, The producers will certainly be inclined
to do this on their own. But is thers not great danger in giving
approval and encouragement to this procedure, even setting up
international machinsry to facilitate it? Onece the teehnique is
suffiociently perfected, how ¢an we be sssured that price demands
will be confined to what is reasonable” ?hoﬂé:ﬁre not psrfectly
altruistic., ‘There is no effective method of bridlin: or even of
assesaing their claims. #And 1t is we who will have to pay the prices.

Then for generel policy. "Regulation” mesns erenting unemploy-
ment in the regulsted industry; there is no denying that. I should
have thought that it should be & leading prineciple in ths new
"expansionist” world that our whole effort should be directed to
oreating new opportunities of employment, consistent with the
internctional division of lsbour; that we should not endeavour to
mutilate the old industries outright, but let them deeline naturally
28 and when new profitable occupations arise to draw their lsbour
force awny.

Thus, as I ses 1t, thers is & heppy conailience between our
self-interest and a philanthropic point of view, and that both are
opposed to encouraging "regulation” ns a major instrument of policy.
I think that in all the trial diseussions the United Kingdom should
set her face againet restriction as such, admitting it only as an
exception and last resort. I think we should be justified in naking
it 2 metter of srinciple. I appreciate Lir rederick's distinetion
between regulation and restriction. For our immediaste purposes
we nesd not perhsps gtress that; after all, regulation does mesn
an agreement to produce less than would have been produced in the
absence of sueh agresment.

wlr Frederick stresses the elinmination of the "uneconomie"
producer, This suggests that Surope should besr the brunt of
regtriotion; indeed, he cen only translate restriction into
‘regulation” by ascuming thet Suropean production will already have
besn darastieally curtailed. Hestrioction imposed on Furope in haste
after the war night well lead to s renewsd drive to industrializetion.
Can we be surs that this would be a healthy tendency® It is tied
up with questions of social wellebeing, politics and war, that are
far wider than the surplus problem., They should not be prejudged;
they seem to call for the considered wiasdom of atatesmanship with
tine for reflexion.

Our wish to revive the international division of labour
gartainly enjoins us to frown upon "unecomomie” production. It must
not be forgotten, of course, that what is economic has to be Judged
by the "law of comparative coste” and that with her high productivity
in manufacture and consequent high wages, Anmerica may rank among
the uneconomie producers of primary products. Ve must certainly
hope to move towards the ldeal »f the free trader, in which nothing
that is uneconomic is done and nothing that ia economic is left
undone. Dut for our poat-war system 1t may be that we cennot go
80 quickly. 1 am not in favour of incorporating conpulsory free
trade at once into the scheme of econonic collsboration. . gainat
fres trade we have toffit free self-determination. IT the statesmen
of Furope, whoever thsy may be, decide that they eannot safely
ahandon agricultural protectionism at high speed, T do not think
that we ought to force this upon thom as part of an imposed
soonomi¢ systen. However deasirable it might be {0 do s0 on
principle, I should plead that it is not neseeassary, snd that we
shall have far too many grin measures of naceasity on hand to
treaspass just at first into the nmerely desirsble. ior can I gquite
see the logle of ineisting upon the full letter of frga trade in one
continent while dispensing the favours of "regulation™ in the othera.
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Tn surope perticulsrly T feel thot 1t hebhoves un not to east
people out of work until we are surs that alternative empyloyment
13 svallable. That sort of employment is this to be’

I ve recently besn urging that in our economic plans we
ough@f%;k@ serioualy the idea of an International Nutritional
Gtandards DBoard {or nutritional department of a Velfare Standards
Boards). Ue know in sdvance that the experts will ask for more
mill snd fresh vegetsble production in Europe. Flane to this end,
with technical esnd even financial assistance from an international
body, would noit only provide heslthy and sultable employment for
sn impoverished population, but might also lend to a painless and
natursl rsduction of the acrsage under cereals. This surely is the
right way to go sbout it. Then it may be that, again with some
assistanes, the populstion of ‘urope enn get busy on better howng,
public utilities and corrunications. These developments together
with the sacondary employnmeat srovided, nay absorb n considerable
amount of mna power, and nay wenn the governnents, which will also
be affectsad b the easenents mentioned in rn enrlier varagraph,
from their high srotectionian.

But suppose that after n ternm of years, despite the political
ensement, desuite the foreign exchange casenent, desplite the
availability of unlinited supplies of primary vroducts at steady
and ressonsble prices from the controls, despite an expansion in
the production of “protective’ foods, desplte activity in bailding,
public utilities and communicntions, despite such industrial
development as occurs in the course of anture, the governments of
vurope still find it neeessary to give high protection to cereal
production, and the world as a whole is still producing surpluses.
"he need for restriction will then be estsblished., ve cannot allow
stocks to mocwmlste without limit. #roducers in some part of the
world will have to be shifted to other employnment. But where?

Ts 1t neceasarily the Zuropesn producers who must be shifted
because of thelr high protection”?

It appears to nme utierly impossible to answer this guestion
here and now. The righi answer may depend on factors not wholly
econonic, on "welfere” considerastions, on the social balance and
harmony of each country and on the degree of politiornl security
in the world ns s whols. Our power to Toresse the fature 18
iimited. I esnnot give ny vote when all the relevant date are
atill unknown. It may be thet the inglish spesking nntions, it
they are still standing together, will think it unwise and unsafe
to bring pressurs upon continental urope to engage 1ln more
intensive industrislization, or again they mey think it quite safe
and eminently desirsble. I only ssy that it is unsafe to attempt
to pre~judge that guestion now.

The problems to which Sir Frederick calls attention are
important and should be earsfully and continuously wstched. I
venture the view that they are unrips for settlement.

The Treasury plon, on the other hand, is addressed to an
urgent and vital problem. It is axionatic, surely, that we must
strain every nerve to prevent the onset of a major slump with its
widespread unemployment and bankruptey. The neriod of shortage
and reconstruction after this war may be longer than in 1918 - 1920,
and give some breathing space. But I ne=d not snlange—the rkac, A
argunents for reaching agreomont with the Amerdicans as BOON 88
possible about the main lines of policy for securing the position
when thet period ias over. :

I feel bound to confess that the /imericans may not altogether
relish the Tremsury plen; indsed it 1s poselble that they would be
more attracted by the idess in Sir Mrederick's note. llow it may
well be that in an seademic discussion of long-range economic
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nolicy, divergence of opinion need not Lollow netionsl lines with
the i‘rli“ﬁ tonn alynyh in head-on confliet with the . nmericans;

qericen blue st“%n snthus ia%ts, for instance, might Join forces
with wrglishmen of the same 2idney to srpue ﬂgninnt Americans and
Snelishmen of the opposlite viaw; such a cross division of copinion
would be s most healthy phenomenon, ahowling thst the parties
regarded the discussion ns a genuine essay in collaboration and
not a diplonatic bettle.

But the matter here at issue does not appear to be & enge in
point. In the choice between the Treasury plan and “regulation”
schenes, 17 nni in s0 far a5 these have o bs regerded as
altornetives, we surely have o vital interast at staite and right on
our side. The ..nerienn interest nay be tilted slightly thse other
wey. Then it is for us to master every argunent ond bend our
wndivided effort ani skill to impressin, upon them the nerits of
our case.

0h, of courss, we shall have Lo “nie concessicns; we snall have
to accept remulation and restriction schemess., 5Hut we should tal
our stand on the ground thet monopoly is viclous in prineiple - is
net Thurn~u . ranold unily battling aprinst 1t in the Jederal Jourts? -
and thnt 3nch schemes ore contrery to the spirit and letter of
Mpticle VID of the Tutunl Add grecment. They shoul:d only De
adnitted b way of excestlion ng transitional measurss.

But just becouse the Smerican interest is rather tilted the
other woy, 7 thin: we ought to nnize our scheme as aitiractive as
possible, having regurd to their specirl problems; that we ought,
for instnnce, to recognise fully that they will have to subsidise
their own production and even gently to encourage them to do so.

Yiny [ revert finslly to nmy argument on the first page. It
does ssen vitnlly important that any internationel scheme adopted
shnll embody sonme leading idea or principle, which nsices the detailed
daily working of it s matter mainly of interpretation; and that we
should avold schemes under which every new turn of events requires
freeh decisions involving a conflict of interests betwesn all the
parties. If our schemes ore nainly to be of the latter kind,
international ecollaboration so far from contributing to 8 peamceful
developnmont of cormerce will constantly fan the flames of animosity
between nations.

This argument night appeal strongly to the inmericans. Iiow the
0ld type of Regulation scheme is esaentially of the latter kind.
Revisions of guotas and prices are constantly needed, but there is
no guidiuv nrinciple; every change involves a haggle; what is one

men's gain is the other nan's loss.

By way of i1llustration we could quite frankly cite the wheat
confersnce. The difficultiss which arose were not accidental but
intrinsic to that type of approseh. The negotistions were lengthy
and in the end partly sbortive. s nd even the measure of agreement
schieved was only possible because as a token of goodwilll in very
special circunstances we made concessions in confliet with our
convictions and consaclence,



