the national archives

(c) crown copyright

Catalogue Reference:CAB/24/223 Image Reference:0004



R e p R LS o DR LG, e e i R ek o)
THIS DOCUMENT IS THE PROPERTY OF HIS BRITANNIC MAJESTY'S GOVERNMENT 256

TO BE KEPT UNDER LOCK AND KEY.

EET. It is requesied that special care may be taken to
EEnT = ensure the secrecy of this dooument. 9
4z (31), i zawns | (e U RS O T

THE _PRISENT SITUATION.

Hemorandum by the I
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The Prime Minister, 2% a recent neeting of the Cabinet,
suggested that we should now sddress ourselves to the gusstion

of the general course to be pursued by the Govermsent in the
present situation. It was agreed that, after a short intervel,
we should turn to that. In order to aveid tioubling the Cabinet
with a statement which might De unduly lengthy, I cirenlaste this
wemorandmn, It must necessarily deal with some guestions of
controversy, I should not, of my own initistive, have raised

eny of these matters, but since they have been raised, they must

bte digcusgsed frankly.

1. The feilure of the Government to fulfil the primwary
abject with which it was formed, the defence of British credit and
the maintenance of the wsalue of sterliang, may bs attributed, so
far apg causes within this country are concerned, to tihe formefion
of a strong Opvosition, which has given the impression that it

ieagainst the whole policy of this Government -and wonld, if it

came into power, repeal sone at least of its most important

Ay

L
finanecisl measures; and, second, to the poweriul csmpaign in

gactiong of the pregse, during the weell preceding September 18th,
Tor an immediate general slection,; without sny assurence beilng
glvon to the nublic at home and ebroad that the conditions at the
election would be such as to onsure the defeat of the Opposition.
The incident at Inyergordon no doubt contributed alse, The
nervousness of many Torcigh depositors about the conditions in
their owna countries would probebly not have been the dsciding

factor if the anxlety ahout tihe stebillity of sterling had becn

removed.
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‘his is supported by the fact tuat the formation of the
Mational Governuent hed hsd an inmAdiate effect in stopsing
withdrawals, They began agaln as soon as it appeared that
the political positlon of tihe Gevernment itself had tecome
doubtful, in spite of the steady support it received from

its parliamentary majority. that this wview of the situstion

is rignt is shown by the telsgram of the French Prime i inister,

sent in answer to the request for sssistance wiilich was made
when the lank of EIngland was reschlng the end of its tether.

In a very friendly reply, 2. Laval ssid that he fenred it was
too late to save sterling;, and the only pﬂrticular reascn he
mentinned was the disturbing effect ﬁrodtcad by the bellef that
a general Eléction was imacinent, .+t a conference held at
JGwnlnéﬁé%reet OIL E&tuPqu, Septecber 19th, at which this tele-
gram was read;, I asked the Acting Governor of the fank of
Ingland whether their information confirmed that view, Sir
Ernest isgrvey saild that it aild, and taat they had dheard tie

gare tiing from all UV&P;“

Precigely tna same factors which led to tihe disaster
that then followed still exist: The & is heavily depreciated,
but there is no reason in tie nature of fiinpgs why the deprecia-
tiqn gilould not becone el heavier still, bone wmay feel
confident that it will not sink below perhaps #3.50 at the
woret, bhut there can be no sssurance whatever that it will not

do so, It does not depend upon us, but upon world epinion

—

ag2 to the Bt&nility Df financi&l cﬂnultloqs 1n thia count?j.
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The anniuncemunt of an immediate pgeneral alectiﬂn, m&dﬂ uqdur

the same conditions as bet'ore, would produce the same results

as before. There is the gravest risk of a s2lide in the value
of currency, and we have not been informed of the existence

of any resources which, once it started, would be sdequate to

stop it.




2 Those sections ¢f ths public sho are attracted by the
iden of an ipmediate generel electicn have besn led by many
of the rnewspapers to belleve that 1t would be & contesl be-
tween the Qupositicorn on tae one hand snd a Eational Government

on the othsr; +that this Sovernuent, or one closely resecibling

R T

it, wmeuld go to the country urder the present FPrime iicistaer,
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with an agreed grngra&mL in whish sach zection had sndeavoured

P

t¢ mest the u;ﬁﬂﬁ% ﬁ; the others, and that & mendate would be

obtuined to ennﬁis ﬁhrt uﬁferﬁuent to carry out that programme
i the next Perliament. The Cabinet is well aware that
thsre is no asuch propoaiticn before us, on the sontrary,

the Conservative representatives, while =zdvocating =n
imuediate election; have made it cuite eclear; buyond the
possibility of deubt or misunderstending, that se far as they
are concerned they will put before the country nothing alasa

than the full proteectionist rrﬂar&mwe rﬂ aiOptcﬁ bv the i
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party- That PTGET@&AE _ncludes = generml turlzx, not
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limited 1o tenm per cent. o To any other figurs;, it includes)
ulzo obtaining permissicon Ifrow the ElEﬁLETnT% to lmpose (
" {
autice on foreizn Qan and meat and ofther feood=gtuffs in |
"'-"-__':-.‘ e R T et d__h_j—aﬁ-i-‘p |
" =] e e |
pertzin ETEEuUﬂ;ltlEE- It is not to be expected that the °
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Prime Liniater and the Chancellor cf the Bxchecuer and their
friends; any more then the representatives of the Liberal

peYty, will Join in an sppesal to the country o elent &

v
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Parlianent to ecirry that policey imto law. It is inevitebhls
thal. aa socH a8 83 election was announced, these mattars

suould bBecooie the suljsct of « vehemsnt wublic pontroversy.
This would mot ogonduce to tha defest of tas Opposition at

b istmsmir

the polls.
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3+ The following conditions are likely to pravail a
ponti hence, wWwhen, 11t 1= suggested the slegtion would be in
DIroErasas

(a) Prices of necassltiez weuld have ripen nonsiderably

= T
in the shopa, and might still Ba ,ctiveLy Jising
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() The vneuployed, nd ~therr classes arfecizd by our
gconomies, would have jrst received their first two or

three weeks' allowances on the rsduced scales.

i

(e} The Publie Assistance Committses would be coping
with hundrsds ol thousands of arplicants.

(d) Demomstrations by the unemployqd would certainly
be organiscd in all the lorge cities end clashes with

the poliece would e freqguent. There might even b=

? rioting with loss of life.

{2) A hard baitle might be procseding to check the
e
further depreeiation of the £ and of the rupes.

(£) A EQFIES of Dfééfs night be dssuing from the
Government Departiments, wesk by wesk, designed tc check
the rige 1n prices and to pravent profiiearlng ~ Orders
whnich wmight or might net be sucecegsful.

Conditions more unpropiticus for a general
election could hardly be fmsgined. ¥eanwhile the

Cprosition would be carrying on a most formidsble
[~
cenralgn. Tie whole foree of the Lancur Farty would be

concentrated in denouncing a pcl¢cy which Tirst reduced

unemployment allowances end salarie and threatened

et

reductlona in wages; secondly, hﬂd not saved the £, had

in fact r sulted in an acturel rige in hhc cjst of 1ivin

e s

and might result in a nuch greater rise; and, thirdly,
proposaed now 1o add to 511 thils a Turther ilnciresse

through the imposition of a genﬂrﬂl Ls Ilff irc]udlng

food-taxes. Calculations, made & fﬂh wéehs agﬁ o the

basis that the nation would be rallied to the saving
sl i et g

of British .cradit; to uhB support of a sucecessiul
Governme;;_;nd the defeat of a dlscredlted and reckless
Opposition, might be wholly diaappointed‘ Iﬁstead of

the easy victory thal waeg anticipated, the regult might he
precisely..the opposite. It iz a gemble on which we have
no rlght to smhark while the couﬁégg.ia in the grave

e,

eccnomic and financlal dlfficulties in Wﬂ]ch it nﬁw
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It is urged that during or after the winter

e ™

the conditiona would oo a2till 1= ss nrup;tl@aa and
that an electicon now is cﬂaJdt4“L in order to
ensurn poiitical stability for o considerable
pericd. Forsiprn obaservsrs, it is #cgid, cannob

ba re-agsured until a new rarliament has been
eieated. Thig again is very speculative. It may
well be that the depreciation cf the £ will give a

temporary stimuius to iIndustry - as the Steck

_; Exchunge evideﬁtly antiﬁipatas; Iftheae ftss-an, Aand
if there is no gericus wersening in European end
other overzesas markets, unempioyment may decline
conaideratly and politicsl conditions would at onge

become more faveourable.

il

IT conditicng such as those through which we are

now Dassing hod beoen prevalling in scme country on
the Continent, and 1f we learnt that tieir politicians,
instead of concentrating on tihe measures urgently

| necessary tu LDn1TCl tnﬂ bituatiun, had plunged intoc =

general nleotilol; witnnut Naving been forced to do so

by the legisleture refusing to continue its support, we

gnould not be gparinz in our crltlvlsms.

G FRA
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(Let me add that sall the leuding members of the
Liberal party, of every schocl of thought, including

Hr. Lloyd-Gecrge z2nd Lerd Grey, are atrnngly cppoged to

an early &ererpl electicn on the lines p gnsed and that

ot B e o S T
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fﬁpmfihﬁ“a¢ pirlﬂnmént ry party 1a vgry re*rly unanlmbus
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on the point).

st

4, The Governmecnt has several matters cof the utmost
urgency demanding ite attention, which can only

be dealt wita properly if [f

=
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g digsolution of Parliament is not impending, and if we are

all ready to comtimae working together as we have done

hitherto.

Not urgent in the same degree sg gquestions directly
affecting the price of sterling and of the rupee and questions
of domestle prices, but a matter which certainly cannot be put

aside or relegated toc the future, 1s the problem of the Belenee

e i PP

H of Trade. I* will be impossible to prevent a 1eeting end

e —
—

increasing deereeiatiﬂn Df the value of our currency 1f fhe

e I g T L el T T

ftotal peymente to be made sbroad hy thie country are in

constant excess over the total rece1pte. The matter therefore

" T

demarnds thorough and immediate exemination, and from the first
days when this Govermment was formed, I have contimaally urged

that such an exmminatlon should be undertaken. BSo far, however,

A T Sy T L AT e,

hardly any 1nferme+ien hee been eireulefed to the Cabinet and
ng diseussion hee talken plaee. The pﬂin}e whleh eleerly

need exanination are these -

(a) What are the pgeneral dimensions of the problem, in
P TITRR FE PIRPISEE o Ll
relatlion not only to the usual eetegeriee of ezperts end imports,

SRR

viglble and invisible, but aleo to the mevemenme of eepltel

....................

in and out?
' (b) 'What are the possible alternative means of solving
the problem? -

€e.g. restriction of importe;
expansion of exportss
influencing the movements Df capitaly
devaluation of eurreneyf

(e) uWith regerd to the restriction of imports - Would

it serve the purpose M view? How far would it be likely to

be followed by retslistion abroasd,- whilch by lessening our

AT

exporte, might leave the balsance of trade the same as it

Pl ]

was buforge ¢
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{@) With regard tr the expansion of exports, is there

any resal prospect that the foar uf tariff reductions nadL

; by the Cerman Chancellor and bJ the EelgiéH"ELvEPHEEPt can be

be brought to a head, and if sc, that similar concessions

. =
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i can be ubtalned in other countrlies glso?

(e) How far is the whcle p“ﬁblam affected by the

devaluation of the £, eithey in the lasediate futurs or fer

ag long as the dﬁvaluatien may last?

I suggest that the Cebinet should engage in a plcae

and continuous examination of these questions, and should
ot put them aside on the grounds that the only solution
worth considering is the establishment of a general

gystem of tariffs, asnd that we need not spend time on

considering thet becsuse the Liberal members of the

Government would in any cgss refuse thelr assent tu ﬁt,

T

e s

oh grounds of principle, even 1f it were shown to be the

{ 1indispenssble measnsg of redressing our adverse balanna of

gy T s il 6 ALY t""' e e DV PO ot 08 ey e e S e B

f trade, Teither of these assunpiions 1s cmrrect The
Y e =Y A T
" Liberal representatives have taken up neo such sttitude,
R w«v TR
8. Ix sngwer to the FPrime ”iniatar 8 invitation for
an expression of our views as to the course which the
(revernment should now adopt, I venture to suggest the
follewing for the consideration of the Cabinet:
{a) i£n snnouncement should be made to the effect thet,
in view of the events of the lsst week and the many urgent
prcblens, &t heme snd elsewhere, that heve presented

thenselves as & consequence, the National Covernment will

address itself te those problems in the same splirit of

e - réucta Ll e Il g
cu—operation as presided over ite formaticn.
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{b] Soeecigl reference should be meds to the imvwortstce and

urgency of the guectlion of-the palance of Trade, snd to the

———

fect thet it NHas Yeen sgresd thet 1t ghould be examined on its

merits: no remsdies, Which might bte found to ta necessary, hed

(e) The Goverrment sh-uld mate one of its chief immediste

objects the ihtﬁrnatln sl treatment of the zold problsem.

—— s,

The wrepsrsticon chould be taken in hand st onee Tor the cerly

summoning of a gan&rel'intarnatiﬂnal conferaence. LE 3

the United States and Préﬁce wlll not co-operate, the c ountries
y whleh have Tesn, or which may be forced off the gold standard
should wenfer togethor without them. This matter should hs

T rr—————

given priority and te precsed on from day to deya
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A (d) Perlisment should be invited to vass s very short

Rill szmending the definition 1P the Emergency Pﬂu rs Act so

e — s S o e PR
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as to cover the present Bituatlon-
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(e) 4As soon as that hss been dene, snd the present
legislation befors the ''House of Commons hes teen passed,

Perlisment should sdjourn, srrengements being made ss befors
Sl N

to0 summon it &t short notliece.

T A e R U il S
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(fj The Government would then Te fres for a few weeks to
M

a&dPESE itsa*f tu +be vressing immediate problems, and to the
AA\::_L .._. e mﬂﬂ“"“"'"""ﬁ‘“ﬁ'\w
cnﬂduut Gf ths Indian Gonfarence- After that bresthing spacs,

' o, s
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the gquection G-, e 5 g snersl slsction might again he considered in

the 1ight of the sltuation that wcuﬁd tben grev¢1ﬂ.
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{(Trtds) H-S:

Home Office, S.Welsy

September 24th, 1931.
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