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Memo rar 

The P r i s e M i n i s t e r , a t a r e c e n t mee t ing o f the C a b i n e t s 

sugges t ed tha t we should now address o u r s e l v e s to the ques t i on 

o f the g e n e r a l course to be pursu.ed by the Government i n the 

p r e s e n t s i t u a t i o n . I t was ag r eed t h a t , a f t e r a shor t i n t e r v a l , 

we should turn to t h a t . I n o r d e r to a v o i d t r o u b l i n g the Cabinet ^ 

w i t h a s ta tement which might "be unduly l e n g t h y , I c i r c u l a t e t h i s 

memorandum. I t must n e c e s s a r i l y d ea l w i t h some ques t i ons o f 

c o n t r o v e r s y , I should n o t , o f my own i n i t i a t i v e , have r a i s e d 

any o f these m a t t e r s , but s ince they have been r a i s e d , they must 

be d i s c u s s e d f r a n k l y . 

1. The f a i l u r e o f the Government t o f u l f i l the p r imary 

o b j e c t w i th which i t was fo rmed , the de fence o f B r i t i s h c r e d i t and 

the maintenance o f the va lue o f s t e r l i n g , may be a t t r i b u t e d , so 

f a r as causes w i t h i n t h i s c oun t r y are concerned , to the f o r m a t i o n 

o f a s t rong O p p o s i t i o n , which has g i v e n the impress i on tha t i t 

i s a g a i n s t the whole p o l i c y o f t h i s Government and wou ld , i f i t 

came i n t o power , r e p e a l some a t l e a s t o f i t s most important 

f i n a n c i a l measures ; and, second, to the p o w e r f u l campaign i n 

s e c t i o n s o f the p r e s s , dur ing the week p r e c e d i n g September 19th , 

f o r an immediate g e n e r a l e l e c t i o n , w i thout any assurance b e i n g 

g i v e n to the p u b l i c a t home and abroad tha t the c o n d i t i o n s a t the 

e l e c t i o n would be such as to ensure the d e f e a t o f the O p p o s i t i o n . 

The I n c i d e n t a t Inve rgo rdon no doubt c o n t r i b u t e d a l s o . The 

nervousness o f many f o r e i g n d e p o s i t o r s about the c o n d i t i o n s i n 

t h e i r own c o u n t r i e s would p robab l y not have been the d e c i d i n g 

f a c t o r i f the a n x i e t y about the s t a b i l i t y o f s t e r l i n g had been 

removed. 



Th i s i s supported, by the f a c t tha t the f o rma t i on o f the 

N a t i o n a l Government had had an immediate e f f e c t i n s t opp ing 

w i thd rawa l s . They began aga in as soon as i t appeared t h a t 

the p o l i t i c a l p o s i t i o n o f the Government i t s e l f had become 

d o u b t f u l , i n s p i t e o f the s teady support i t r e c e i v e d from 

i t s pa r l i amen ta ry ma jor i t y ' . That t h i s v i ew o f the s i t u a t i o n 

i s r i g h t i s shown by the t e l e g ram of the French Prime M i n i s t e r , 

sent i n answer t o the r eques t f o r a s s i s t a n c e which was made 

when the Jank o f Eng land was r each ing the end o f i t s t e t h e r . 

I n a v e ry f r i e n d l y r e p l y , h , L a v a l s s i d tha t he f e a r e d i t was 

t oo l a t e t o save s t e r l i n g ^ and the on ly p a r t i c u l a r reason he 

ment ioned was the d i s t u r b i n g e f f e c t produced by the b e l i e f tha t 

a g e n e r a l e l e c t i o n was imminent. A t a con fe rence h o l d at 

Lowning S t r e e t on Saturday , September 19th, a t which t h i s t e l e ­

gram was r ead , I asked the .Acting Governor of the Bank o f 

England whether t h e i r i n f o r m a t i o n con f i rmed tha t v i ew ; b i r 

Ernes t Harvey s a i d tha t i t d i d , and tha t they had ""heard the 

same th ing from a l l o v e r . " 

P r e c i s e l y the same f a c t o r s which l e d t o the d i s a s t e r 

tha t then f o l l o w e d s t i l  l e x i s t . The -Z i s h e a v i l y d e p r e c i a t e d , 

but t h e r e i s no reason in the nature c f th ings wiry the deprec ia 

t i o n should not became much h e a v i e r s t i l l . Some may f e e l 

c on f i d en t tha t i t w i l l not s ink be low perhaps 5  0 a t the 

w o r s t , but the re can be no assurance whatever tha t i t w i l l net 

do so . I t does not depend upon us , but upon w o r l d o p i n i o n 

as t o the s t a b i l i t y o f f i n a n c i a l c ond i t i ons i n t h i s country . 

The announcement o f an immediate g e n e r a l e l e c t i o n , made under 

the same cond i t i ons as b e f o r e , would produce the same r e s u l t s 

as b e f o r e ; There i s the g r a v e s t r i s k o f a s l i d e i n the v a l u e 

o f cu r r ency , and we have not been in formed o f the e x i s t e n c e 

o f any r esources which,, once i t s tarted, ' , would be adequate to 

s top i t . 

- 2 r - ' ­
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2. Those s e c t i o n s of the p u b l i c .who a re a t t r a c t e d by the 

i d e a of an immediate g e n e r a l e l e c t i o n have been l ed by many 

o f the newspapers to b e l i e v e that i t would be a c o n t e s t b e ­

tween the Oppos i t i on on the one hand sand a N a t i o n a l Government 

on the o the r ; tha t t h i s Government, o r one c l o s e l y r esemb l ing 

i t , would go to the country under the p r e s en t Prime M i n i s t e r , 

with an agreed programme in which each s e c t i o n had endeavoured 

t o meet the wishes o f the o t h e r s , and that".'a mandate would he 

ob ta ined to enable tha t Government to ca r ry out that programme 

in the nex t P a r l i a m e n t . The Cabinet i s w e l l aware tha t 

t h e r e i s no such p r o p o s i t i o n b e f o r e u s . On the c o n t r a r y , 

the C o n s e r v a t i v e r e p r e s e n t a t i v e s , w h i l e advoca t ing an 

immediate e l e c t i o n , have made i t qu i t e c l e a r , beyond the 

p o s s i b i l i t y of doubt or mi sunder s tanding , tha t so f a r as they 

are concerned they w i l l put b e f o r e the country no th ing e l s e 

than the f u l l p r o t e c t i o n i s t programme as adopted by t h e i r 

p a r t y . That programme i n c ludes a g e n e r a l t a r i f f , no t 

l i m i t e d to ten per c e n t , or tc any o the r f i g u r e ; i t i n c l u d e s 

a l s o ob t a in ing pe rmiss i on from the e l e c t o r a t e to impose 

d u t i e s on f o r e i g n corn and meat and o t h e r f o d d - s t u f f s in 

c e r t a i n e v e n t u a l i t i e s - I t i s not t o be expec ted that the 

Pr ime M i n i s t e r and the Chance l l o r c f the Exchequer and t h e i r 

f r i e n d s , any more than the r e p r e s e n t a t i v e s o f the L i b e r a l 

p a r t y , w i l l j o i n in an appeal to the country to e l e c t a 

P a r l i a m e n t to car ry tha t p o l i c y i n t o l aw . I t i s i n e v i t a b l e 

t h a t , as soon as an e l e c t i o n was announced, these mat t e r s 

should become the s u b j e c t o f a vehement p u b l i c c o n t r o v e r s y . 

Th is would not conduce to the d e f e a t of the Oppos i t i on at 

the p o l l s . 

3 . The f o l l o w i n g c o n d i t i o n s are l i k e l y to p r e v a i l a 

month hence , when, i t i s suggested, the e l e c t i o n would be in 

p rog ress ­

( a ) P r i c e s o f n e c e s s i t i e s would have r i s e n c ons i d e rab l y 

in the shops, and might s t i l l be a c t i v e l y ^ j v i s i n g . 



( b ) The unemployed, nd o ther c l a s s e s a f f e c t e d "by our 

economies j would have jvrst r e c e i v e d t h e i r f i r s t two or 

th r e e weeks ' a l l owances on the reduced s c a l e s . 

( c ) The P u b l i c A s s i s t a n c e Committees would be cop ing 

w i t h hundreds o f thousands of app l i cants , . 

( d ) Demonstrat ions by the unemployed would c e r t a i n l y 

be o r gan i s ed i n a l l the l a r g e c i t i e s and c lashes w i t h 

the p o l i c e would be f r e qnen t c There might even be 

r i o t i n g w i t h l o s s o f l i f e  , 

( e ) A hard b a t t l e might be p r o c e e d i n g t o check the 

f u r t h e r d e p r e c i a t i o n o f the £ and o f the rupee , 
minium"' i, 

( f ) A s e r i e s o f Ord.ers might be i s s u i n g from the 

Government Departments , week by week, des igned to check 

the r i s e i n p r i c e s and t o p r e v en t p r o f i t e e r i n g - Orders 

which might or might no t be s u c c e s s f u l . 

Cond i t i ons more u n p r c p i t i o u s f o r a g e n e r a l 

e l e c t i o n could h a r d l y be imagined,, ivJeanwhile the 

Oppos i t i on would be c a r r y i n g on a most formid.able 

campaign^ The whole f o r c e o f the Labour P a r t y would be 

c oncen t ra t ed i n denouncing a p o l i c y which f i r s t reduced 

unemployment a l l owances and s a l a r i e s and th r ea t ened 

r e d u c t i o n s i n wages ; s e c o n d l y , had not saved the had 

i n f a c t r e s u l t e d i n an a c t u a l r i s e i n the cos t o f l i v i n g 

and might r e s u l t i n a much g r e a t e r r i s e ; and, t h i r d l y , 

proposed now t o add t o a l l t h i s a f u r t h e r i n c r e a s e 

through the i m p o s i t i o n o f a g ene ra l t a r i f f , i n c l u d i n g 

food-taxes.-, C a l c u l a t i o n s , made a f ew weeks ago on the 

b a s i s that the n a t i o n would be r a l l i e d t o the sav ing 

o f B r i t i s h . c r e d i t s t o the support o f a s u c c e s s f u l 

Government and the d e f e a t o f a d i s c r e d i t e d and r e c k l e s s 

O p p o s i t i o n , might be who l l y d isappointed. . I n s t e a d of 

the easy v i c t o r y tha t w as a n t i c i p a t e d , the r e s u l t might be 

p r e c i s e l y . . t h e o p p o s i t e . I t i s a gamble on which we have 

no r i g h t t o embark w h i l e the country i s i n the g rave 

economic and f i n a n c i a l d i f f i c u l t i e s i n which i t n^w 
\ f inas I t s e l f . 
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I t i s u r g e ! t h a t during or a f t e r trie w i n t e r 

the c o n d i t i o n s would be s t i l  l l e s s p r o p i t i o u s , and 

t h a t an e l e c t i o n new i s e s s e n t i a l i n o rde r t o 

ensure p o l i t i c a l s t a b i l i t y f o r a c o n s i d e r a b l e 

p e r i o d . Fo re i gn o b s e r v e r s , i t i s s a i d , cannot 

be r e - a s s u r e d u n t i l a new Par l i ament has been 

e l e c t e d . Th i s aga in i s v e r y s p e c u l a t i v e . I t may 

w e l l be tha t the d e p r e c i a t i o n o f the £ w i l l g i v e a 

If temporary s t imulus t o i ndus t r y - as the Stcck 

Exchange e v i d e n t l y a n t i c i p a t e s ; i f tha t i s s o , and 

i f t h e r e i s no s e r i ous worsen ing in European and 

o th e r ove r seas marke ts , unemployment may d e c l i n e 

c o n s i d e r a b l y and p o l i t i c a l c o n d i t i o n s would a t once 

become more f a v o u r a b l e . 

I f c o n d i t i o n s such as those through which we are 

now pass ing had been p r e v a i l i n g in seme country on 

the Continent, , and i f we l e a r n t t ha t t h e i r p o l i t i c i a n s , 

i n s t e a d o f c o n c e n t r a t i n g on the measures u r g e n t l y 

necessary t o c o n t r o l the s i t u a t i o n , had p lunged i n t o a 

g e n e r a l e l e c t i o n , w i thou t hav ing been f o r c e d t o do so 

by the l e g i s l a t u r e r e f u s i n g t o cont inue i t s suppor t , we 

should not be spar ing in our c r i t i c i s m s . 

( L e t me add tha t a l l the l e a d i n g members of the 

L i b e r a l p a r t y , o f e v e r y s choo l o i though t , i n c l u d i n g . 

Mr. L l oyd -George and Lord Grey, are s t r o n g l y opposed t o 

an e a r l y g e n e r a l e l e c t i o n on the l i n e s p roposed ; and tha t 

/-the L i b e r a l pa r l i amenta ry par ty i s v e ry n e a r l y unanimous 

on the p o i n t ) . 

4. The Government has s e v e r a l mat t e r s o f the utmost 

urgency demanding i t s a t t e n t i o n , which can only 

be d e a l t w i th p r o p e r l y i f / 



a d i s so lu t i on of Parliament is not impending, and i f we are 

a l l ready to continue working together as we have done 

h i the r to . 

Not urgent in the same degree as questions d i r e c t l y 

a f f ec t ing the p r i ce of s t e r l i n g and of the rupee and questions 

of domestic p r i c e s , but, a matter' which ce r ta in ly cannot be put 

aside or re legated to the future , i s the problem of the Balance 

of Trade. I t w i l l be impossible to prevent, a l a s t ing and 
' 'J"-"* 

increas ing deprec iat ion of the value of our currency i f the 

t o t a l payments to be made abroad by th i s country are in 

constant excess over the t o t a l r e ce i p t s . The ma+ter therefore 

demands thorough and immediate examination, and from the f i r s t 

days when th is Government, was formed, I have cont inua l ly urged 

that such an examination should be undertaken. So far,- however 

hardly any information has been c i r cu l a ted to the Cabinet and 

no d i scuss ion has taken place.­ The points which c l e a r l y 

need examination are these ­

( a ) What are the general dimensions of the problem, in 

r e l a t i o n not only to the usua l categor ies of expor ts and import 

v i s i b l e and i n v i s i b l e , but a lso to the movements of c a p i t a l 

in and out? 

( b ) What, are the po s s i b l e a l t e rna t i ve means of solving 

the problem? ­

e.-g. r e s t r i c t i o n of imports; ' 
expansion of exports ; 
in f luencing the movements of c ap i t a l ; ' 
devaluat ion of currency. 

( c ) With regard to the r e s t r i c t i o n of imports - Would 

i t serve the purpose £& view? How' far" would it be l i k e l y to 

be fo l lowed by r e t a l i a t i o n abroad,- which by lessening our 

exports , might leave the balance of trade the same as i t 

w s&  before?.' 



I 

( d ) With, regard" to the expans ion o f e x p o r t s , i s the r e 

any r e a l p r o spec t tha t the o f f e r o f t a r i f f r e d u c t i o n s made 
JL. " - *** ^ ^ -

I "by the German C h a n c e l l o r and "by the B e l g i a n Government can he 

a he drought to a head, and i f s o , tha t s i m i l a r concess i ons 

can he ob ta ined i n o t h e r c o u n t r i e s a l s o? 

( e ) How f a r i s the whc le problem a f f e c t e d by the 

d e v a l u a t i o n o f the £ , e i t h e r i n the immediate fu ture or f o r 

as l o n g as the d e v a l u a t i o n may l a s t ? 

I sugges t t ha t the Cab ine t should engage i n a c l o s e 

and cont inuous examina t i on o f these q u e s t i o n s , and should 

no t put them as ide on the grounds tha t the on l y s o l u t i o n 

vrorth c o n s i d e r i n g i s the e s t ab l i shmen t o f a g e n e r a l 

system o f t a r i f f s , and tha t we need no t spend t ime on 

c o n s i d e r i n g t h a t because the L i b e r a l members o f the 

Government would i n any case r e fuse t h e i r assent to i t . on grounds o f p r i n c i p l e , even i f i t were shown to be the 

i n d i s p e n s a b l e means o f r e d r e s s i n g our adverse ba lance o f 

J t r a d e . N e i t h e r o f these assumptions i s c o r r e c t . The 

L i b e r a l r e p r e s e n t a t i v e s have taken up no such a t t i t u d e . 

5 . I n answer to the Pr ime M i n i s t e r ' s i n v i t a t i o n f o r 

an e x p r e s s i o n o f our v i ews as to the course which the 

Government should now adopt , I v en ture to sugges t the 

f o l l o w i n g f o r the c o n s i d e r a t i o n o f the Cab ine t % 

( a ) An announcement should be made to the e f f e c t tha t , 

i n v i ew of the e v en t s c f the l a s t week and the many urgent 

- p r ob l ems , at home and e l s e w h e r e , tha t have p r e s e n t e d 

themse lves as a conseq\ience, the N a t i o n a l Government w i l l 

address i t s e l f t o those problems i n the same s p i r i t o f 

C u - o p e r a t i o n as p r e s i d e d o v e r i t s f o rma t i on . 



( b ) S p e c i e ! r e f e r e n c e shou ld be made t o the importance am 

urgency o f the ques t i on o f the Ba lance o f T rade , and to the 

f e e t that i t has been agreed tha t i t should be" examined on i t s 

m e r i t s ; no remedies^ which might be found t o be nece s sa r y , had 

been r u l e d out on a n r i o r i grounds ­

( c ) The Government should make one o f i t s c h i e f immediate 

o b j e c t s the i n t e r n a t i o n a l t r ea tment o f the g o l d problem. 

The p r e p a r a t i o n should be taken in hand a t once f o r the e a r l y 

summoning o f a g e n e r a l i n t e r n a t i o n a l c o n f e r e n c e . I f 

the Un i t ed S t a t e s and Prance w i l l not c o - o p e r a t e , the c ount r i e s 

\ which have b e e n , or which may be f o r c e d o f f the g o l d s tandard 

I j s h o u l d con fe r t o g e t h e r w i thout them. Th i s ma t t e r should be 

g i v e n p r i o r i t y and be p r e s s ed on from day to day. 

( d ) P a r l i a m e n t should be i n v i t e d to oass a v e r y short 
7 

B i l l amending the d e f i n i t i o n in the Emergency Powers Ac t so 

as to cove r t h e p r e sen t s i t u a t i o n . 

( e ) As soon as that has been dene, and the p resen t 

l e g i s l a t i o n b e f o r e the House o f Commons has been passed, 

Pa r l i amen t should ad j ourn , arrangements bo ing made as b e f o r e 

to summon i t a t sho r t n o t i c e ­

( f ) The Government would then be f r e e f o r a few weeks to 

address i t s e l f t o the p r e s s i n g immediate prob lems , and to the 

conduct of the I n d i a n Con fe rence . A f t e r tha t breathing space, 

the questTon"'of '& g e n e r a l e l e c t i on might again be considered i n 

the l i g h t o f the s i tuat ion tha t would then p reva i l . 

( I n t d . ) H.S. 

Home O f f i c e , S. V/. 1. , 

September 24th, 1951. 


