4 _PROPOSAT, FOR AN INTERI

A\TTONAL COMMERCIAL UNION . .

I.. OUR POST WiR COMMERGTAL PROBLEM
le  The United Kingdom will be in & dif It commerci

; _ , d Aingdom i ¢ ficult .commercia :
pgsitiqn after the war, As a community we depernd ﬁpog iéportS‘
o} essenjial foodstuffs and raw materials, which we must '
- purchase by the export of mamufactured goodss Devslopment -
. during the waii such as the loss of income from foreignh
%nves ments; 11 have increased our need for an expanded export
rade, while at the same time the industrialisation which has
taken, or is likely to take place in certain overseas A
territories may well have restricted some of our export
. opportunities, - We import essentials; we export goods with which
our customers can more easily dispense, If ever there was a
community which had an interest in the general removal of
restrictions to international commerce, it 1s the United Kingdom,
It is true that the United Kingdom as a large purchaser of

many commodities, is in a strong ‘bdrgaining position. But use
- of this bargaining power in a discriminatory manner would be
economically less advantegeous to us than a general expansion
of our overseas markets, and, politically, would endanger the
possibility of Anglo-imerican co-operations , -

2o Our trade in the past has been very largely of a multilateral
character, We have bought goods from the United States with
income obtained from the sale of our producc in: qther leéss well
developed territories. If many of our mosi readlly available
sources of supply of essential imports are not to be closed to

us, it is important that the opportunities for beneficial
muitilateral trade should be preserved to thelr fullest extoui,

Se. Our export possibilities would thus be directly and
indirectly greatly Improvedy 1f we -could obtain the agreement,

for examplesof the United States to modify its pre~war excessive
tapiff barriers and of Germeny to give up 1ts pre-war policy. L
of bilateralism and trade discrimination. These considerations -~
suggest that we, above all -other countries, stand™to gain o
(i% from e policy of general world aconpmicvand~financial"_
expansion which will maintain a high level of buying power in
export markets, (ii) from a general reduction of barriers end
restrictions. in international markess and (414} from a removal
of those disoriminations and rigldly bilateral bargains which =
remove the opportunities for multilateral tradinge. o

4, .. Multilateral trading and the removal of trade restriction®:
do not, however; imply laissez~faire, and &rc in no way =

incompatible with a system of state trading, We shall wish to .
co—operate with the United States, on the basis of Artiﬁle viIl
of the Mutual Aid Agreement of 23rd -February, 1942, on "action

“th 4 States of America and the ‘United Kingdofi, open
Dy e o etis . like mind, dirccqted

to participation by all other countries of 1ik
£ all forms of discriminatory treatment
t0eee the elimination © _ mina oy ere and

international commerce, and to the redu _
g?her trade barrierssos" ’At the same time we must aim at the

formilation of such ‘action by means, which do not automatigally
preclude eountries such as the UsS, SeRa: which may be assumed
to desire to continue a system of state trading nor prevent us,

i1f we so desire, from rontinuing o system of s*ake imporkation
for certain productss. ‘ o : -

ol '3}}'m ;"‘_; 



Se After the war we shall not be in a pestion.in -which we
can afford uncgnditiqgglly”to abahdén-alf protective devices,
We cannot readily indulge in a unilateral policy of removing
our protective armcur and shall thus desire.to retdin the right
tc restrict purchases from, and to discriminate against, those,
countries which themselves retoin highly protective commercial
policies or which .diseriminate against us. We shall, moreover;
need to retain the right to.impose more general restrictions on
purchapes’ of inessential goods or on unnecessary payments abroad
8o long:as we are ‘faced with an acute problem of restoring
equilibrium to our international balance of payments.

. By - -The essential features of our post-war commercialproblem
mey, therefore, be summarised as follows: = : S :
(1) We shall need a large expansion of our export trade
+ 'and shall stand. to -gain very greatly from a,
world system in which there is a general expansion
of world purchasing power and in which restrictions
and discriminatlons on foreign trade. are reduced
or removeds -

- (11) 4part from our interests we are committed under

S Article VII of the Mutual Ald Agreemernt to such
a policy, and the future of our relations with
the United States requires that we should implement
this undertaking,: - : ‘ o

(111) We need, however, to implement these undertakings
in a way which leaves room for state trading and
which does not preclude us (a) from imposing
restrictions or-discriminations against those
countries which Impose severe restrictions or
discriminations against us or (b) from restricting
our payments to other countries if and when baleance
of payments difficulties make such action inevitable,

%We  We must, however, consider these problems in the special
setting of Anglo-imericen conversationse From the point of

view of the United Kingdom it is essential that priority ’
should be given to proposals of a monetary character for the
adjustment of international balances of paymentis and to

su%gestions for ensurin% a general expansion of world markets,
But 1t is equally important that the United Kingdom, if for no

- other reason than to remove any doubts that mar exist in

fmerican minds, should be in a tosition to maké positive
proposals in the commercial. field for a .general reduction of
trede restrictions and diseriminatory practices. It 15,
mopreover, important ttmt proposals in this sphere should
continue the reduction of trade restrictions with the reduction
of diseriminstory practices; for the United Kingdom has more
to gain from the power and the United States more from the latters
The following paragraphs of this memorandum have been written
with these considerations in minds '

IT. THE CONTRIBUTION OF OTHER PROPOSED
INSTIggEng%‘Eb T SOLUTION, OF TiR

COMMERCIAL, PROBLEM

8¢ The proposals which have already been made (RoPe(42)2
paragraphs 61-134) for the institution of an International
Glearing Union, if they are adopted, should much simplify our
tasks in formulating far-reaching and imaginrn®ive proposals
for the reduction of restrictilons to international commerces
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9,. In the first place, these and similar proposals

would greatly help - indeed this is the essence of the
proposals = to adjust the balance of payments without

undue strain on the debtor countries. Since a large
mumber of protective gevices are in origin essentially
weapons of defence .of countries which ars faced with an
undue pressure on their palances of international

payments, an effective: mechanism which mekes the

careditor nations responsible for a due part of adjustments
of international payments should clear the way for attempts

to mitigate protectionism.: _
10, But,win'the‘ééc6hd place, the machinery of the
Clearing Union, through thc debit and credit balances of
its members, provides. an effective and automatic
measurement of bxisting maladjustments in balances of
payments, A country.which.claims that it nmust be
permitied to impose certain-protective restrictions as

a result of a serious maladjustment in its balance of
payments can appeal to (or be referred to), & reasonably
unambiguous index, - its debit balence with the Clearing
Union. It should,.for example, De possible for a country
to commit itself in conmercial agreements to remove
various protective devices but, ‘4t the same time, to
reserve the right to reimpose Somme of these devices

when and for as long as its debit with the Clearing

Union was in exess of a certain Iigure.

11, Thirdly, the Clearing Union, may be expected to aid
in promoting that general expansion of demand in world
markets which, .in Lrticle VII of the Mutual Aid ..greement
itself, comes before the removal of trade restrictions
and discriminations as &n objective of international
co~operative actlon.. Inceed, it is only in a general

milieu of econcmic expansion that the pressure on the

balance of payments of deblor countries is likely to be
sufficiently relieved 10 mgke possible & really effective
Yowering of protective devices. - There are other '
proposals undeér consideration which will help towards

the same purpose of cconomic expansion. In particular,
the proposals for the development of international
investment (R.P.(42)2 paragraphs 178-195) and the
proposals for a systematisation of buffer stock
arrengements for primary products (U.S.E,(42)15) should
provide effective support to an expansive international

_policye.

III, OUTLINE OF . POSSIBLE ,GOMMERGL:.L UNION
12, It is suggested, thepefore, that the United
Kingdom should proposeé tha-formation-of‘an In$ernationa1
cammercial Union for the pmrpose of achieving a general
reduction of restrictions on jinterhational commerce.
The Commercial Union would be founded on thé following
principles:~ : " . oo T
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(1) Membership of the Unioh would be open.to ‘all
states which applied for mentbership and
‘which were wil%ing to carry out the obligations
of membership,* Membership of the Commercial
~ Unlon would not be confined to members of the
Clearing Union (Jjust as membership of the
Clearing Union would in no way be confined to
members of the Commercial Union); but, as
is indicated in (iv) below, members of the
Commercial Union who were also mempers of
the Clearing Uhion would obtain certain "
privileges in the Commercial Union. s

(11) Members of the Commercial Union would undertake
not to grant preferences or other price
“advantéges to any other member of 'the Union
without extending it to all members, except
that certain moderate and defined degrees of
preference might be given-as between members
of a recognised political origeographical group
of nations, A clause of this kind would permit
discrimination of any degree desired against
countries which were not members of the Commercial
Union and which had not, therefore, pledged
themselvés In turn not to discriminates It
would also permit discrimination of a defined
and moderate degree in favour of a,recogaised
political or geographical grouping of states,
and would thus permit the continuation of a
moderate degree of Imperial Preference,

(1i1) Members of the Commercial Union would undertake
to remove altogether certain protective devices
against the commerce of other members of the
Union and to reduce to a defined maximum the
degree of protection which they would afford
to thelr own home vroducers againstthe
produce of other menmbers of the Union. A
clause of this type would pledge members to
eliminate or to limit - their protective devices
against other members of the Union who had
undertaken a similar pledge, but would leave
them free-to introduce what protective
measures they desired against non-menberses Such
an arrangement would be safeguarded by the right
of any non-member state to joln,the Commercial
Union, : :

3

*

1 4t a later stage when post-war international political
arrangements are under discussion, it will, however, be a
matter for consideration whether membership of the Commercial
Union should not be confined to those states which are menbers
of whatever international political organisation may be set
ups For thls would both provide a strong inducement to
undertake the obligations of membership of the political
organisation, and also would avold the disruptive possibility
that & menber of the Commercial Union might discriminate

in favour of fellow members of the Commercial Union against
fellow members of the political organisation.
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(iv) Members of the Commercial Union, who were also
menbers of .the Clearing Union and whose accounts
with the Clearing Union were in deficit by a
certain-defined amount, would be permitted to
undertake certain special measures to meet the
situati@n (of.p ragraph 14(vi) below)

(v) .The .Chartcr of the Commnercial Unlon would exprcssly
e stctc “Hhot stiate terJng by members of the Union
?was not precluded. - .in indication should be given
of“the way in which the provisions of the. Charter
of thc¢ Commercial Union should be applied bHoth
in the case of competitive trading and in the
case of state trading. o
(wi) The Churtor of the Commerciel Union would . provide
for the institution of an Intcrnational ‘Commerce K
Commission of o scmi-arbitral semi- Judlcial natures
Menbers could refer complaints:. to this %Hody
- “inorder to obtain an opinion whether. thc Charter
"ol the. Union wos being broken by any partici¥ar
;netlon of a paptlcul i\ membcr of the Unlon.

(wii) Menmeruhlp of the- Camnerciql Union would in no way -
preclude any’menber from concluding any type of
. commercial treaty .or agreement with any other stat- -
se- o whether a menber of the Union or not - provided
: conly - that the terms of the treoty’ Or ‘agbeement were
“not incompatible with 1ts obllbatlonc qo a menber
of ths Union, _ L D e

13« If an'attempt were made to draft & Charter for a
Commercial Union of this type, one of the most importnnt
questions woul:l be how precisely worded should be the definition
of the discriminations and degrees of protection that would be
dlsallowed to menbers of .the Union and of thé actions which
would be permitted or disallowed to statg trading organisations,
It is in this comection that the major di lemmu is to0 be faced,
If an attempt is made to define very rigidly and precisely
exactly what any nember may or may not do in all possible
circumstances, it is probably that dg circumstances. changzzs and
as states introduce new methods of ‘trading organluatlon

certain state measures ma: be precluded which it is not in the
general intention of the Charter to disallow and certain other
measures may be allowed which it is in the intention of the
Charter to forbild, On the other hand, if the Charter is drawn
up in much less vprecise terms end expresscs only in the most
general terms tihwe fypes of protective device Whlch it is intended
to. forbid and the general maximum degrec of protection which
it 1is intended to allow, then very.greet responsibility will
rest upon. the International Commerce G@mmiublon or similar body
whose duty it wee to .dnterpret the Charter,: The success of the
Union will depend upon the formulation of theiCharter i1 terms,
whichy .6n the one hand do not attempt to nut international trode
into an impossible strait jocket and, on thelother hand, do

not impose upon the Internationsl Commerce Commnission such a
burden of semi-leglslative dntics that 1t would-unot bear,



14, The following clauses are intended merely as an
illustration of one possible set of econditions which might be in-
eluded in that section of the Charter of the Commercial Union, in
which the limitations on .members' discriminatory or protective
policy are defined:=- - .

(1) Members would be forbidden to discriminate (whether by
means of taxes, subsidiesy preferential prices offered
by state organisations, or other means) in the prices
offered for the produce of other members of the Unione

(1i) Mempers would Dbe bound to give other members of the
Union as favouragble prices for theip produce as they
g%vi for the similar produce from any non-member
State, .

(1i1) As exceptions to Clauses (i) and (ii) above members
could give price prefercnces up to a maximum of, say,
10% to the produce of another state with which it
formed a special recogniscd geographical or political

union,

(iv) Members would be forbidden to glve a preference
( whethcr by tax, subsidy, price offered by state
trading body or other means) in price to their home
producers which was more than, say, 25 per cent,
greater than the price offercd to similar goods
produced by other members of the Union.

(%) Members would be forbidden to impose quantitative
restrictions or prohibitions, other than for recasons
of public health or public safety, on the import of
goods from other members of the Commerecial Union.

(vi) Members would undertake not to impose restrictions i
on payments for current (as exposed to capital)
transactions to other members of the Union, except

- that a country which was also a member of the
Clearing Union and’ was in deficit with the Clearing

. Union to a defined extent would be permitted to impose
restrictions on current payments of a non-discriminatcry
and temporary character for as long as it remained in
this position. The degree of deficit in the
Clearing Union which gave this right to impose
restrictions on current payments would be so defined
that the Country in question would be simultaneously
liable, on the recommendation of the Governing Board
of the Clearing Union to take appropriate action to
restore its balance of payments,.

1 Such action is exemplified in paragraphs
85(4)(Db) of R.P.(42)2 which suggests:- "As a condition of
allowing a member « State to increase its debit balance in
excess of a half of its guota, the Governing Board [Gf the
Clearing Uniq§7 may require (1) a stated reduction in the value
of the members currency, if it deems that to be the suitable
remedy, (1i) the control of outward capital transactions if not
already in force, and (iii) the surrender of a suitable proportion
of any separate gold reserve it may hold in reduction of its debit
balance',



(vii) Members would undertake not to imposc’ quantitative
w. - .- . restrictions or prohibitions on exports cxcept as
...+ .. part of a recognised international regulation

' " scheme for primary products (as arranged for in the

- scheme outlined in U.S.E«(42) 15). = .. .

~ 7 (viii) Members would undertake not to impdse. open or
T . hidden taxes of more than, say, 25 pér cent.
or subsidies of more than; say, 10 per cent. ., .: .
on exports to any country whether a member of = .
the Commercial Union or not. ' .
.(1x) Members would undertake not to enter into any comnercial
o -itreaty or agreement with any state which required
that state to discriminate against any other mcmber
=~ of the Commercial Union.

15, Thg purpose of thesc various provisions is clcars

Clauses (i) to fiii) in the preceding naragraph would limit. price
discriminations for imports; Clausc-?iv) would limit the degrce
.of price protcction which could be given to home production;

- Clauses (v).and (vi) would prevent cuantitative or value
restrictions on-imports, except in the. case of countries in a
"defieicncy" position'with the Clearing Union; and Clauses (vii)
and (viii) would cover export policys preventing both unduc
restriction of export and export dumping, - the latter of which
may be equally obnoxious whether it be to other momber states or

to non-member states.

IV. ~THE PROBLTI. OF STATE TRADING

16. The general principles of the application of thesd
clauses’ to countries adopting a competitive trade organisation
are clear, although there would, no doubt, be many difficult
technical problems to be determined in border-line cascs by
the International Commerce Commission.as to what oxactly did
or did not constitute a pricec preference or a restriction on
Payments. The problem of applying these clauses to cases of
state trading would probably in practice prcsent more
difficulties since it is as yet a less familiar broblem; -but
in prineiple it should be no less capable of satisfactiory -
gsolution. : ' - ST

-

17. It resolves itself into a two-fold problem:-

‘ (i) thgttbf determining the degfee of price prefercrice.
. or protcetion which is being offered by the state -
trading organisation and . . y

(i1) that of deciding whether a-quantit "'~ restriction’
' on imports (or: on exports) is being imposed. '

In the case of a state which, while its trading system is
mainly competitive, monopolizes for itself the trade of a
limited number of commodities, the problem of judging the
degree of price discrimination or of price preference given
as between one source of supply and anhother or as between

one markct and another does not prescnt any additional
difficulties of principles. = This problem may become somewhat
more complicated 'in practice, but it still recmains in essened.
the same, even in the case of a country which has socialised
trade in all or the majority .of products; such extreme cases

-7-
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are, however, in the posi-war world likely to be relatively:
few in.number; and they will be still less important from

Ehe point of view of their share in the total of. international
rade, '

18, The regulation of price preferences is not, however,
sufficient to prevent discrimination or protections A state
trading organisation might, for example, discriminate in
favour of one source of supply as opposed to another by buying
much in the first and little in the second, even though it paid
a non-discriminatory price, It is necessary to determine what
¢corresponds in the case of state trading to the obligatione
(suggested in clauses (v) = vii) of paragraph 1L abcve) not
~ to impose quantitative restrictions on imports or exports
except in certain clearly defined caseses This limitation
orresponds in the case of state trading to an obligation
i) to take from each foreign market as mueh imports as cach
. Such market would wish to supply at the price which the
importing state organisation is offering and (ii) to sell in
‘all foreign markets as much foreign exports as each such
market would wish to purchase at the price at which the goods
are offered by the state exporting organisatione .

19, These considerations suggest that the principles of"
membership of the Commercial Union should be applied in such

n way as (i) to impose the same obligaticns t: h to competitive

and to state trading in all matters of price diserimination

and price prcference, (1i) to forbid in the case of competitive
trading quantitative restrictions on imports and exports and

on current payments, and (iii) to impose in the case of state
trading oblifations to purchase from, or to sell to,each

foreign market as much as that foreign market wishes to selly

or to purchase, at the prices offered by the state trading
organisation, It would, however, be a matter for detailed
consideration to determine the extent to which, and the

conditions on which long forward contracts OGuid be entered into

by state trading organisations within the framework of these
principles, Such contracts should not be excluded; but they should
be undertaken in such 4 way as to maihtain a reasonable approximation
to the principles outlined above,

V, THE INTERNATIONAL COMMERCE GOMMISSION

Vo  The existence of some international body which had thé
compcluisce to interpret the Charter of the Commercial Union,

and to arbitrate or to give decisions in case of disputes

among 1ts members would be an essential part of the mechanism

of such a union, It would, however, be premature at this

stage to make detailed suggestions about the constitution of

such a body, I+s members should, no doubt, be appointed by

the governments of the states making up the Commercial Union,

It should, no doubt, have the power of expressing an opinion

vpon any complaint brought to its notice by one member of the

Union against AMther member, and of requiring members of

the Union to provide it with the statistical and other in-
formation necessary to form a judgment in such cases, It might
well be ruled that, in such cases, its findings -~ both its
majority and minority findings - should be publisheds But it is

a matter for further consideration how far such findings should be
binding on members of the Union, It might, for example, be pro-
vided, as a sanction against breaches of the Charter of the Ua'lon
which refused to accept a majority finding of the Commission could
be treated by other members as if it were no longer a member of the
Union, in so far as the clauses prohibiting discriminatory practices
were concerned, This, however, is a question which is probsbly best
answered at a much later stage, »



VI, ZTHE PROBLEM OF THE TRANSITION

21s  Membership of the Commercial Union, (at any rate on
anything -1like the terms suggested above for illustrative
purposes}, would require an extensive re-adjustment of
commercial policy in the. ease of a number of countries, If
such major re-adjustments arc dosirable, there is much to be
said for undertaking them after the cataclysm of a major

war; for serious re-adjustments will be inevitable in sueh

a period in any cese, and it is surcly better to re~-adjust
then to the conditions which arc most desired than to rebuild
to an ancient plan which it is intcnded in any case to
reconstruct sooner or later, Bconomically there is much to
be said fopr getting over the necessary adjustments quickly;
and politically 4t may be wise to strike while the iron is
hot and quicly to surmount the transitional difficulties at a
time when the will for international collaboration is still
greate. '

22, On the other hand, it may be impossible to suggest that
this or any other country should commit itsclf to an
immediate acceptance of all the principles of the Commercial

" Union immediately after the war., What would be required -in

~this case is somse transitional arrangement whereby countries -
can become members of the Commeroial Union during a period
after the close of hostilities on condition -

(1) Thet they undertake to fulfil some of its
obligations, such as the removal of quantitative
import restrictions snda prohibitions, within a
short period of a Jear or two, and

(11) That they undertake to fulfil the remaining
: obligations within a period of not less than,
say, five years. Such an arrangement might
. 88rve to secure that certain protective devices
Were quicly eliminated, that n more gradual
movement was initiated fopr the removal or
reduction of others, and - most important of
2ll - that each member could plan its economie
development on the assumption that within g
Specified number of years other members would
have contracted theinr DProteetive ang discrintinatory
devices within reasonably precise and clearly
- defined limits, :

(Int'a) J.E.M,

1ST_AUGUST, 1942,
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