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CLASSIFICATION OF MEASURES OF INTHERNATIONAL
ECONOMIC COLLABORATION

———

I have becen asked to meke a list of subjects likely to
be discussed in connexion with international economic
coliaboration after the war, and to divide them according to
whether the principal new measures required under each head
would have to be undertaken by some international body or by
the separate nations acting in agreement,

The following is a selection of the more obvious topics
which occur on first thought about the matter:-

/ w Currencies and their foreign exchange
relations.
/ = Balance of payments (problem of debtor and
creditor countries).
/4 w The idea of an "expansionist" world monetary
policy.
4 & Stabilization of world commodity prices,
+ International public works.
Concerted national public works.
Other concerted measures (e.g. budget policy)
to control trade cycle.
Tariffs and trade barriers.
« Access to raw materials.
Access to export markets.
Migration,. '
« Planned international investment.
Restriction of capital movements.
= Development of backward regionse.
« Development of agriculture by international
assistance, -
Problems relating te particular primery
products (restriction schemes etc.).
International cartels and question of their
regulation.
Labour standards.
Nutritional standards.
Other welfare questions.
« Provision ef expert advice on internal
economic matters

The subjects against which I have put an asterisk may
best be defined negatively. They are those in which an
international body ought to be able to secure a great improve—
ment in world affairs without asking the separate national
gevernments to cemmit themselves to continued or periedic
measures that might in certain cases prove unpopular with
their peoples or burdensome to their purses. In the
unasterisked fields little progress could be made without such
commitmentse.

The meaning of the dagger is explained ..ubseguently.

It secms to fellew forthwith that action within the
asterisked fields is more nearly within ocur grasp. In botn
categories seme international agreement is necessary. But in
the unasterisked category we may have to face the reluctance
of governments to impose burdens or make commitments and the
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denger that, if things go wrong, they may secede from the
schemes, This is especially likely to happen if ever they
are again faced with a major depression.

Even the asterisked schemes, hewever, require finance.
I should like to assume that plans fer international bedies
not requiring large sums of money are little better than
words,

To meet this, we have it in mind that the Clearing
Union, if adopted, would not enly be in the main self-
financing, but would alsoc previde advances for other
international schemes. (These in turn ceuld be supplemented
by the publie issue of stock),

One may ask how this is pessible, since we are not
usually able to get something fer nothing, I suggest that the
answer is that by the Unien we scek te capitalize the mutual
trust of these natiens which become its founders.

If we cannot gain Ameriecan agreement fer the Clearing
Uniong 1t will be a serious setback; but we may still be
able to provide something in ite stead on the basis ol mitual
truste. Thus a group of nations may agree to sustain each
other by mutual credit, and in this case their central banks
could collectively undertake to make advances fer international
schemes, not in pre-arranged proporiions, but in prepertions
fluctuating with the current cenditions of debit and credit
between the agreeing nations, The advantage ef the Clearing
Union over a mutual credit arrangement is that 1f expleits
the trust of the founder menbers in one another te secure the
trust of other nations in them and thus broadens the financial
basis. /

I contrast finsnce by the Clearing Union, er by some
gimilar arrsngement, with any scheme under which the main part
of the money has te be subseribed by the separate nations in
agreed proportions. A scheme go financed hardly deserves an
asterisk, for either the separate netions would have te De
tightly bound to contribute funds, in amounts which may vary
frem time to time with the needs ef the seheme - -and this
would be a grievous cemmitment -~ or they would be liable to
secede, thus making the scheme undependable a8 a bulwark of
order, especially in times of depression when international
schemes will be mest severely tested and most needed.

Clearing Union advances, on the ether hand, are provided
by credit creation, er, to put the same thing in ether werds,
from the international pool ef depesits, the national owner-
ghip of which 1s continually fluctuating. The seurce of
funds is thus snenymous (as between nations)e. The burden if
such it could be ca%ica, shifts autematically frem shoulder to
shoulder accerding te which is able te bear it. Strictly it
should not be called a burdens The advances would not be &
part of any national budgets

New I suggest that 1f we leok theugh the asterisked
headings and suppese resolute and prompt sction under each,
we already have all that is required fer mainteining the
essentials ef econemic erder. We adhould be able to avert the
worst ravages ef depression, to relieve chrenic unempleyment,
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if that recurs alter the war, and to overcome foreign
exchange troubles. This is not our final goal; under the
other headings action may proeve possible to ralse standards
progressively witheut limit; but it is an indispensable
preliminarye On the other hand if actien is enly possible
under a few of the asterisked headings, this may not be

eno 1 3he Thus the Clearing Union should facilitate
pesitive measures to conmbat general trade recessien, but

it dees net itmelf previde fer anye

The peoint has been put that it is premature te try to
clessify plans in advance by the kind ef suthority that
would give efiect to them; that this is a matter which
can only be decided when each plan 1s elaberated in detail by
reference to what is best fer itle But I think it would be a

mistake to strain after perfectien in that way. .

There is a vast gulf between a scheme that can be
initiated and put into continuous operation, previded only
thet & smalil number ol like-minded nations agrec, and a
gcheme that requires for its eperation the initial assent
and sustained seli~gacrificing support &% @ large number of
diverse natliense If it is true that there is a sufficient
number of schemes of the first kind to previde the world
witn the minimum requirement of economic erder, then it -
is surely worth while to saecrifice semething of perfection in
each case, in order to secure this great boon by their joint
efiecte And I think 1t is trues Under each of the
acterisked nheadings @ great degl ceuld be deme by a stirong
like-minded group with the aid of advances mafde either by the
Clearing Unien or en some other anenymous principle. Aand the
combined effects of them @ll should suffice if noet teo remeove
the werst diserders, at lesst greatly to alleviate them.

Then if thie is se, WS ought te be espéﬁialiy careful
net to jeepardise this grand tetal result by taking schemes
eut ef the asterisked class, merely te make miner imprewpments
in them. ' o

The primary preduct scheme was & case in point,
Opinions may differ abeut the emphesis which should ideally
be placed en pegtrictions and quotas. geme roem could be
feund fer these, a8 temperary and eccasionsl remedies, within
a cemmodity scheme, the primary ebject of which was orice
atebilizetien with the aid ef Olearing Union.= or sinilar -
advanceses But if the main emphasis is en restrictions and
quetas, the scheme has to lese its asteriske.

Ne doubt there will be & number of other examplese
In eaeh o0as¢ We should ask, I think, whether s substantial
remedy may be applied witheut calling upon the»centinual
gelf-sacrificing suppert of many nationse If this can be
done, we should recommend the pemedy, and not, in straining
after detailed perfection, deprive the scheme of its
asterisk, and perhaps thereby deprive the total ef asterisked
gchemes of their pewer teo maintain erder.

There is a further peint which may be werth adding as &

-3—‘



‘uo/((:é(

(o o te

ot

.o oden ™
. % f id'ﬁ A ;
: (-ﬂ“ L WA?‘ o ,é'j it ;:
. ) D S I
an DL LA A :
n N

A scheme is awarded an asterisk if it dees not
itments by or—impome-burdens.on the separate

For it te be operated, there must be a suifficient
numberfdf strong nations to establish the international body
together with a Clearing Union er similar means of finance,
The United Kingdom, the United States and the English speaking
Dominiens weould certainly be sufficient.

If a gufficient number were agreecd, there is much to be
said fer net increasing that number. It is net enly
indispensable that there should be cemplete mutual trust
and like-mindedness; it is alse necessary that there should
be world wide confidence that this condition is fulfilled.
Associated members of the Clesring Union may ceme and. go;
for there teo e general cenfidence in it, there must be a
universsl belief that the feunder menbers are abselutely
determined to act together and sec it throughe. Too diffused
a respensibility will not enhamnce this confidence. Feelings

—exolved by the stresses and heroisms of to-day may preve

ephemeral,

When a group of men want te do a job, and knew that they
can do it, and lack nothing of the goodwill and reputation
required to secure them all facilities, they de net usually
look abeut for further ce—adjuters. If they de mBe, the
outsider is /mewnd to suspeet the seriocusness ef their
intentions.

Furthermore, the task is net an easy one} it i=
technical and Wricky. Success, if it is achieved, will
result from the fact that men in all these like-minded
countries have been thinking and interchanging ideas abeut tic

oy DTOD16MS THvelvedh The addition ef un-like-minded members
- may net enly confuse ceunsel and weasken actien, but may

actually render the task impnasiblg.

Now the desire {eo bring s great many natiens inte the
field ef ceollaberation is eften actuated net by an acute sense
that they are indispensable te the technical task, but by a
desire net to effend friends. But to-day the field ef possible
international economic cellsberation is se vast, that
statesmen heed have no lack of friendly propesals.

: I have suggested that some actien under esch ef the
asterisked headings is required to secure a minimum ef order;
88 our werymldse depends en this erder, it is eur interest
te make quite sure that the bedy entrusted te act will be
effectives But in certain cases it is not necessary that the
body in question should be given exelusive centre%@ In these
cases it would be sufficient te charge it with re onsiblllty
for acting, enly in the event of measures net being taken by
some ether autheritye. International public werks are a case

in peinte I have therefere marked with a dagger these topics nﬁ
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in whieh the devolution orf bewer on mere than one body
weuid ereste confusien, It follows that if statesmen wish
to welcome many nations into the arens of internationgl
Co-operation, they can include in theip beuquet all the
un—dapgrered subjects. And surely that is enough. No
friepdly nation wno was effered se much ceuld feel that she
Was being left in the cold.

Nie  Lasrve ko be,
i a most impertant peint for
diplomatic consideratien, It would be a great pity ir

failed te appreciate what a vagt field there was outside
those subjectis, in which to invite the ceordial
collaberation of a1l our friends.

F
(Intld. /



SECRET

CLASSIFICATION OF LiEASURES OF INTER-
NATIONAL RCONOMIC COLLABORATION.

I have been askcd to meke a list of subjects likely to
be discussed in connexion with intcrnational economic
collaborntion aftcr the war, and to divide them according to
whethcer the principal newv measurcs required under cach head
would have to be undurtaken by some intcernational body or by
the scparzatc nations acting in agrcement.

The following is a selcction of the more obvious topics
which occur on first thought about the matter:-

/ ®« Currcncics nnd tlicir foreign exchange
relations.
4 # Balance of oayncnts Sproblem of debtor and
creditor countries).
# ® The idea of an "expansionist" world monetary
policye
# % Stabilization of world commodity pricess
« Intcruational public workse -
Concerted national public workse
Other conccrted measures (eege budget policy)
to control trade cycle.
Tariffs and trode barrierss
&« Access t0 raw materialse.
Access to export markets.
Migratione
&« Planned international investmente.
Restriction of capital movementse.
Develcpmsnt cof Lackward regions.
Development of agriculture by internationsl assistance.
Problems relating to particular primary
) products (restriction schemes etcs)s
International cartels and question of their
regulation.
Labour standardse
Nutritional standrrds.
Othcr welfarc questionse ‘
« Provision of expert advice on internal
economic matterse

LR 4

The subjects against which I have put an asterisk may
best be defined negativelye They are those in which an
international body ought to be able to secure a great improve-
ment in world affairs without asking the separate national
govermments to commit theomselves to continued or periodic
measures that might in certain cases prove unpopular with
their peoples or burdensome to their purses, In the un-
asterisked fields little progress could be made without such
commitments.

The meaning of the dagger is explained subsequently.

It scems to follow forthwith that action within the
asterisked ficlds is more ncarly within our graspe. In both
categorics somc international agreement is necessarye. But in
the unastcrisked category we may have to face the reluctance
of governments to impose burdens or make commitments and the
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danger that, if things go wrong, they may sceede from the
schemese This is especially likecly to happen if ever they
are agailn frced with a major depressions '

Even the asterisked schemesy however, require finance.
I should like to assume that plans for international bodies
not requiring large sums of money are little better than
wordse :

To meet this, we have it in mind that the Clearing
Union, if adopted, would not only be in the main self-
financing, but would also provide advances for other
international schemeses (These in turn could be supplemented
by the public issue of stock).

One may ask how this is possible, since we are not
usually able to get something for nothings I suggest that
the answer is that by the Union we seek to capitalize the
mutvual trust of those nations which become its founders.

If we cannot gain American agreement for the Clearing
Union, it will be a scrious setbacks but wve may still be
able to provide soumething in its stead on the basis of mutual
truste. Thus a group of nations may agree to sustain each
other by mutual credit, and in this case their central banks
could collectively undertake to make advances for international
schemes, not in pre-arranged proportions, but in proportions
Tluctuating with the current conditions of debit and credit
between thc agreeing nationse The advantage of the Clearing
Union over a mutual credit arrangement is that it exploits
the trust of the founder members in one another to secure the
trust of other nations in them and thus broadens the financial
basise :

I contrast finance by the Clearing Union, or by some
similar arrongement, with any scheme under which the main part
of the money has to be subscribed by the separste nations in
agreed proportionse A scheme so financed hardly deserves an
asterisk, for cithcr the scpar=te nations would have to be
tightly bound to contribute funds, in amounts which may vary
from time to time with the needs of the scheme - and this
would be a grievous commitment - or they would be liable to
secede, thus making the scheme undependable as a bulwark of
order, especially in times of depression when internationsl
schemes will be most severcly tested and most needed.,

Clearing Union advancess on the other hand, arc provided
by credit creation, ors to put the same thing in other words,
from the international pool of deposits, the national owner-
ship of which is continually fluctuatinge The source of
funds 1s thus anonymous (as between nations)s. The burden,
if such it could be called, shifts automatically from shoulder
to shoulder according to which is able to bear it. Strictly
1t should not be called = burdens The advances would not be
a part of any national budget. -

Now I suggest that if we look through the asterisked
headings and suppose resolute and prompt action under each,
we already have all that is required for maintaining the
éssentials of economic order. Ve should be able to avert
.the worst ravages of depressionsto relieve chronic unemployment,



if that recurs after the war, and to overcome foreign
eXxchange troublss. This is not our final goal; under the
other headings action may prove possible to raise standards
progressively without limit; but it is an indispensable
preliminary., On the other hand if aetion is only possible
under a few of the asterisked headings, this may not be
enough. Thus the Clearing Union should faecilitate
positive measures to combat general trade recession, but

it does not itself provide for anye.

The point has been put that it is premature to try to
classify plans in advance by the kind of authority that
would give effecct to them; that this is a matter which
can only be decideéd when each rlan is elaborated in detail by
reference to what is best for it. But I think it would be a
mistake to strain after perfcetion in that way.

There is a vast gulf betweecn a scheme that ean be
initiated and put into continuous operation, provided only
that a small number of like-minded nations agree, and a
scheme that requires for its opcration the initial assent
and sustained self-sacrificing support of a large number of
diverse nations, I %t is true that there is a sufficient
number of schemes of the first kind to provide the world
with the minimun requirciment of economic order, then it
is surely worth while to sacrifice something of perfcction in
each case, in order to securc this great boon by their joint
effect, And I think it is true. Under cach of the
asterisked hecadings a greal deal could be done by a strong
like-minded group with thc aid of advances made either by the
Clearing Union or on some other anonymous principle., And the
combined effects of them all should suffice if not to remove
the worst disorders, at least gratly to alleviate them.

' Then if this is so, we ought to be especially careful
not to jeopardise this grand total result by taking schemes
out of the asterisked class, mcrely to meke minor improvements

in then.

The primary product scheme was a case in point,
Opinions may differ about the emphasis which should ideally
be placed on restrictions and quotas. Some room could be
found for these, as temporary and occasional remedices, within
a comnodity scheme, the primary object of which was price
stablisation with the aid of Clearing Union - or similar -
advances. But if the main cmphasis is on rcstrictions and
quotas, the scheme has to losc its asterisk.

No doubt there will be a number of other examples,
In each case we should ask, I think, whethcr a substantial
remedy may be applied without calling upon the continual
self-sacrificing support of many nations., If this can be
done, we should recommend the remedy, and not, in straining
after detailed perfection, deprive the scheme of its
asterisk, and perhaps thcercby deprive the total of asterisked
schemes of their power to maintain order.

There is a further point which may be worth adding as a
corollary., A scheme is awarded an asterisk if it does not
entail continuing commitments by the separate nations which
might be unpopular or financially onerous. For it to be .
operated, there must be a sufficient number of strong nations
to establish the intcrnational body together with a Clearing
Union or similar means of financc., The United Kingdom, the
Unitecd States and the English spcaking Dominions would

certainly be sufficient.



If a sufficicnt nuwabor werc agrecd, there 1s wmch to be
said for not incrcasing thot nwiber. It is not only
indispensable that thore chould be coumplote mutunl trust
and like-indedncss; it 1s olso nccessary that therc should
ve world wide confidencc that this condition is fulfillcd.
Associated meibcrs of the GClcering Union may comc and go;
for there to be gencral confidencc in it, therc imst bc a
universal belicf that thce founder members arc absolutcly
determined to act together and sce it through. Too diffuscd
a responsibiiity will not cnhonce this confidcncce. Pceclings
evoked by thc stresscs and heroisms of to-day may prove
ephcacrael.

When o group of cn sont to do o job, and know that they
can do it, and lack nothing of ths coodvill and rchutation
recquircd to sceurc then 11 freilitics, they do not usunlly
100k about for furthor co-cdjutors. If thcy do so, the
outsider is apnt to suspccet tho soriousncss of their intcentions.

Furthurnore, the task 1s not on casy onc; it is
technical cnd triciy, Success, if it is achicwved, will
result from the Tocet that wmen in all those likc-=mindced
countrics heve been thinking and intcrchenging ideas about the
problems involved for & dcendoc. The addition of un-likec-ninded
scmbers oy not only coniusc counscl ond weaken cction, but may
actually rcnder the task impossible,

Now the desire to bring © great many notions into the
field of collaboration is often ~ctunted not by an acutc sensc
that they arc indisponsable to tho tecehnical tisk, but by 2
desirc not to offcnd fricnds. But todey the ficld of possible
jnternso-cnol. ceonomic collaboration is 8O vast, that

9
statesmen nced have no icck of fricndly proposals.

I heve suggestud that somd sction under cach of the
asterisked headings is roquircd to sccurc a minimun of ordcr;
as our prosperity depoends on this ordcr, it is our intcrcst
to makce quite surc thot the body cntrustcd to act will be
offectivé. But in curtain coscs 1t is not neccssary that the
body in gquecstion should bc civen cxclusive control of the
subject. In thosc C&scd it would bc sufficient to charge it with
responsibility for acting, only in the cvent of wmcasurcs not
being taken by somc other cuthority. Intcrnational public
works arc o cosc in point. I have thercfore marked with a
dagger thosc topics only in which gxclusive control by onc body
is necessary. It follows thet if statcsaen wish to welcome
many nations into thc orcn2 of intcrnational co-opcration, they
can include in their bouguct all thce un-deggercd subjccts. And
surely that is cnough. Iio friondly nation who was offcred soO
mich could fcel that she wos being left in the cold.

This sccims to be o wost important ooint for diplomatic
consideration. It would bc a great pity if the daggered
subjeets were prejudiced Leoeousc our statesmen failed to
appreciate what a v-st ficld therc was outside thosc subjects,
in which to invitc the cordicl colleboration of all our fricnds.

(Intld.) R.F.H,



Reconstruction Secretariat,
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WHItehall 1234

22nd June, 1942.

Dear Harrod,

Many thanks for your note on the
classification of projects of international
economic collaboration which has been
circulated to the 0fficial Committee on
Post-War External Economic Problems for
consideration at the @eeting tomorrow,

Yours sincerely,

R. ¥, Harrod, Esqg.,
Christ Church,
Oxford.



