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N O T E BY THE M I N I S T E R OF STATE.

I was invited by the Cabinet on the 21st December, 1943, to p r e p a r e a report
focussing for Ministerial decision the issues arising out of the recent Washington
conversations. This I am doing in another paper (W.P. (44) 81). A t the
same time, my colleagues were invited to send to me any questions which they
wished to raise on this subject. Many of the questions which I have received
I have attempted to answer—at least by implication—in my full report to the
Cabinet.
But it would not have been possible for me to answer all these
questions in proper detail in that report without unduly overloading it. I am,
therefore, circulating the attached notes which a t t e m p t to deal more fully with
the precise points which my colleagues have raised.
R. L.
Foreign Office, S.W. 1,
5th February, 1944.

Q U E S T I O N S A N D A N S W E R S ON T H E R E C E N T W A S H I N G T O N
C O N V E R S A T I O N S ON A R T I C L E V I I .
" Will we be free to do
everything which may be
necessary to ensure full
employment in this country,
or will our hands be tied as
regards national policy %''
(Minister of Labour and
National Service.)
'' Above all we must be
able to safeguard ourselves
against the consequences
of what I consider to
be an almost inevitable
and catastrophic economic
collapse in America a few
years after the end of the
war," (Minister of Aircraft Production.)
' I n the Agreement to
set up a Stabilisation
Fund
we must make it clear

1. One of the chief purposes kept in view by the Wash
ington Delegation was to make sure t h a t the proposals
would leave us free to adopt an internal policy to prevent
unemployment and to stabilise our prices and money
incomes, even if there were a collapse in the United States.
The general settlement proposed at Washington would
leave us adequate freedom and, in certain respects, would
considerably improve our prospects of success in such
circumstances. I n the last week the United States
Treasury have agreed to a small change in the Preamble
which makes the instructions to the management of the
proposed Monetary F u n d still more explicit on this point.
The previous draft laid it down t h a t t h e resources of the
F u n d would be to give member countries time to correct
maladjustments in their balance of payments without
resorting to measures destructive to international pros
perity. I n the new text now agreed the last words run—'
" measures destructive of national
or international
prosperity." This Preamble, in conjunction with Clause 5
(iii) of the Statement of Principles (see Annex A of
W . P . (44) 81) should insure the purpose which the Lord
President has in view.
2. I n the event of an economic collapse in America, the
balance of payments would tend to become more favourable
to the Americans, because they would reduce their purchase

beyond any possibility of
future dispute that this
country will never again be
called upon to deflate its
domestic income, and create
unnecessary unemployment,
in order
to
maintain
relatively stable rates of
exchange."
(The Lord
President.)

of imports and try to force their exports on the world. I t
was, therefore, particularly important to obtain provisions
which might do something to mitigate such a situation.
The proposals of the plan under this head are set forth in
some detail in paragraphs 10 to 12 of Annex A of W . P .
(44) 81.
3. The Washington Delegation stated in plain terms
to the American representatives that any arrangements
which involved rigidity of the exchanges on the model of
the former gold standard, or resembled the gold standard
by presuming that exchange-rates should be rigid and not
adapted to changing circumstances, could not be accepted
by the British Cabinet and would be inevitably rejected
by Parliament. A number of clauses relating to gold and
to exchange rigidity in the American draft were, therefore,
either abandoned or greatly modified. The new draft
explicitly accepts the principle that the value of individual
currencies should be changed to suit changing circum
stances. I t also lays it down explicitly that the F u n d is
not entitled to interfere in any way in the domestic, social
or political policies of member countries and must agree
tc a change which would, in fact, restore equilibrium by
other means than a change in such domestic policies. Full
details of the arrangements finally worked out are given
in paragraphs 13 to 15 of Annex A of W . P . (44) 81. I t
will be observed that in circumstances which a country
regards as really critical and in which it is essential for it
to resume its full liberty of action, a member country can
relieve itself of all restrictive undertakings by leaving the
Fund, as it is entitled to do, without notice and without
penalty.
4. The Washington proposals introduce certain novel
principles for the adjustment of balances of payments.
Countries with a seriously unfavourable balance of pay
ments are permitted, while other countries are not
permitted to restrict imports; countries with balances of
payments so favourable that their currencies become scarce
may find their goods subjected to discriminatory
restrictions in their export markets; and there is a general
principle t h a t while exchange rates may be adjusted when
this is necessary to correct a fundamental disequilibrium,
they may not be so adjusted unless necessary.
5. If, therefore, circumstances such as those of 1930
and 1931 were to repeat themselves in addition to the
necessary freedom of action which we should retain, other
countries could not, as they did in the 1930's, retaliate
unnecessarily against any action which we were bound to
take :—
(i) Countries which were not suffering from an adverse
balance of payments would be under an obligation
not to impose import restrictions against our
goods, and the other protective devices (such as
high tariffs) which are detrimental to our exports
would be denied to them; and
(ii) Countries would be under an obligation (even if we .
had found it necessary to adjust the sterling ;
exchange rate to correct a fundamental disequi
librium) " not to propose a change in the parity
of their currency unless they consider it appro
priate to the correction of
fundamental
disequilibrium."
6. Thus much of the protectionism and competitive
exchange depreciation (such as the unnecessary deprecia
tion of the dollar in 1933 and 1934) which so largely offset
our own action last time would be ruled out. I t is true, of
course, that the Americans like ourselves could be their

'' W h a t would be the
effect on u s of inflation in
America ? " ( Minister of
Labour and National Ser
vice.)

'' We may all agree that
what the world needs is a
policy of expansion, i.e., of
more
production,
and,
therefore, of more goods
for human consumption.
But does it follow in
the least that this is likely
to be obtained merely by
lower tariffs and a greater
volume of
international
exchange ? " (Secretary of
State for India.)

" W h a t is to be the
position in regard to the
I.L.O. ? "
(Minister of
Labour and National Ser
vice.)

own judges for the necessity of the first 10 per cent,
depreciation of their currency. But for anything more
they would have to obtain the judgment of a F u n d on which
they could not have more than 20 per cent, of the voting
power, unless they were prepared to take the extreme step
of withdrawing from the monetary organisation.
7. Whether inflation in America took the form of
higher wages or of a demand for goods on a greater scale
than the American economy can normally supply, the effect
would be to turn the balance of trade against America, both
by increasing her imports and. by decreasing her com
petitive power to export, with the result of dispersing some
part of her present hoards of gold. U p to a point, at any
rate, this would be greatly to the advantage of the rest of
the world. If the flood of gold continued beyond a certain
point, there would certainly be a risk of the inflationary
conditions spreading elsewhere through excessive inter
national monetary ease. There is nothing in the plan to
prevent each member country from taking the usual
measures to protect itself from the effects of this. But,
a p a r t from that, it would unquestionably be the duty of
the International Monetary F u n d to propose concerted
measures for absorbing as much of the redundant gold as
possible, with a view to preventing adverse effects. The
existence of the F u n d would greatly facilitate this. I n
particular, the Fund itself could absorb a very considerable
quantity of gold, the other member countries recovering a
corresponding amount of that p a r t of their subscription to
the F u n d which they had originally made in their national
currencies.
8. Lower tariffs and a greater volume of international
exchange might not be sufficient by themselves to ensure a
policy of expansion by individual countries. The object of
the plan is rather to remove some at least of the obstacles
in the way of individual countries wishing to promote a
policy of expansion, but unable to do so except w i t h some
outside aid, I t is not possible ^to^nlaim more for the
-Washington proposals than that they tend in the right
direction and facilitate the task of individual countries
wishing to adopt such policies.
9. This freedom on the p a r t of each country to undef
take effective national action against depression (in a
general framework which will prevent such action from
taking forms which are injurious to its neighbours) is
probably the most effective contribution which the Wash
ington proposals make to a policy of general economic
expansionism. But it is not the only contribution. The
proposals for Buffer Stock control of primary products
provide a mechanism whereby extra purchasing power will
be injected into world markets at times of depression.
Although only touched upon in a preliminary way during
the Washington talks, satisfactory arrangements for the
control of international investment on lines which would
stimulate activity in times of world depression will prob
ably be easier to reach, if the Washington proposals on
other subjects are broadly accepted.
10. Special attention was given a t Washington to the
possibility of setting u p a n overall international economic
organisation, in which the policies of the other organisa
tions (dealing with money, commodities, commercial policy,
&c.) could be reviewed as a whole. One of the chief, if not
the chief, purpose of this organisation would be to watch
the employment implications of all the constituent items of
international economic policy. I t is proposed that existing
organisations, such as the International Labour Organisa^
tion, would play an important role in this overall bodv.

" W h a t are the reasons
for the departure from the
original
conception
of
bancor as an international
unit of account, in favour
of a scheme more closely
tied to g o l d ? " (Minister
of Labour and National
Service.)

' ' Have you formed any
sort of estimate of the gap
in our balance of payments
which we shall have to
cover by increased exports
and reduced imports after
the war ? ' '
Secretary of
State for India.)

11. The new proposals are not more closely tied to gold
than was the original conception of bancor. Indeed, the
facilities for altering the value of national currencies in
terms of gold are very considerably greater under the
Washington proposals than was the case with the Clearing
Union. The new proposals could be redrafted with bancor
as an international unit of account on the Clearing Union
model without in any way altering their substantial effect.
The British delegates would have much preferred to
express the proposals in this fashion, since they would
have been much clearer so expressed and much less liable
to be misunderstood. The Statement of Principles, as
drafted at present, introduces no international unit of
account, neither bancor nor unitas. The reasons why the
American representatives prefer that and why the
Washington Delegation was, on the whole, in favour of
yielding to the American point of view, are set forth in
detail in paragraphs 18 to 21 of Annex A of W P . (44) 81.
12. On the matter of the gold subscription the
American representatives, though rather reluctantly,
accepted the British point of view that the obligatory
amount should be kept within modest limits. I n the result
the gold subscription does not play an important p a r t in
the scheme; in our case it will work out a t 10 per cent,
of the reserves we hold at the date when we enter the
scheme, and this is likely to be a smaller figure than the
Washington Delegation were authorised by the Cabinet to
put forward.
13. The original American Stabilisation Fund made it
possible for the managers of the F u n d to take an active
part in exchange dealing and to use their discretion and
initiative. One of the most important matters in which
the American representatives agreed to defer to the British
standpoint was concerned with this. I n the final text the
initiative is reserved in normal circumstances to the
Central Banks of the member countries, the managers of
the Fund themselves being reduced to a passive role. There
is some discussion of this matter in p a r a g r a p h s 16 and 17
and 39 to 43 of Annex A of W . P . (44) 81.
14. A n attempt was made some months ago (R.P. (42)
2, pages 10-13, and 64-76) to estimate a possible post-war
gap in our balance of international payments. A t that
time it w as thought that we might have to face a possible
deficiency of some £50 to £250 millions in an early
post-war year, unless special measures were taken to correct
it. But there are many great uncertainties in making any
such estimate. For example, destruction of German and
Japanese productive capacity may temporarily have
improved our export position, while the industrialisation
of some of our customers will have worsened it. But we
shall certainly be faced with a formidable task, and must
be prepared to take measures to expand our export trade to,
perhaps, 50 per cent, above the pre-war level.
15. I t is not possible to give any reliable estimate of' our
post-war balance unless we can foresee how far inter
national arrangements will permit us to take effective
remedial action (such as limiting our imports or adjusting
our exchange r a t e if this be necessary) without allowing
other countries to take unnecessary retaliatory action. In
other words, whether our prospective deficit be £50, £100,
£200 millions or even more, it is more important to be sure
that we shall be free to take effective remedial action than
it is to try to estimate precisely the size of our deficit
(though we must make our plans on the basic assumption
that we shall have a large problem to overcome).
16. There are certain ways in which the Washington
proposals would limit our freedom of action. W e should
r

(

" How far would our
position in Empire markets
be affected by the loss
or serious reduction of
existing
preferences ?"
(Secretary of State for
India.)

" Could you give some
estimate of the nations
likely to join and of the
increased exports we might
secure in their markets,
allowing for the fact that
our fellow members all
compete w i t h us under
M.F.N. terms, but t h a t we
may in r e t u r n have tariffs
raised still further against
us and lose M.F.N. advan
tages (for w h a t they are
worth) in markets outside
the U n i o n ? "
"What
specific countries in the
Empire are likely to be pre
pared to commit themselves
in fact, when it comes to the
point, to the proposed com
mercial union or to the
monetary union? I think
I can say w i t h confidence
that no I n d i a n Legislative
would look at either."
(Secretary of State for
India.)

not be able to seek special or " discriminatory " advan
tages in bilateral trade bargains, relying on our large
market as a consumer to induce other countries to purchase
our goods rather than those of other countries.
17. Moreover, the reduction or abolition of Imperial
Preferences would contract some of our export opportuni
ties in Empire Markets (see paragraphs 23 to 26 below
for the improved opportunities which we may expect
through the general reduction of trade barriers). I t is,
however, possible to exaggerate the importance of Imperial
preference. Preferences are associated with other forms
of trade barriers, such as high tariffs, since to reduce the
latter will require on our p a r t some adjustment of the
former. If we compare 1929 and 1937 (both years of high
economic activity, but separated by a period during which
the Hawley-Smoot tariff, the Ottawa agreements and a
proliferation of other barriers to international trade were
introduced) we find that our export trade w i t h the Empire
had increased only from 44-5 to 48 - 0 per cent, of our total
exports, and in value had actually declined from £324 to
£252 millions. Our total export trade was so reduced t h a t
the somewhat larger proportion which we conducted with
the Empire as a result of preferences represented a lower
absolute value.
18. As against these factors, we have to set a wholesale
reduction of the barriers to our exports in other markets
and the whole apparatus for the adjustment of balances of
payments contained in the Washington proposals and
discussed in p a r a g r a p h s 2-6 above : the provision of an
international credit; freedom to impose restrictions on
capital exports; the adjustment of exchange-rates if
necessary, with strict limitation on the competitive
exchange depreciation which other countries may under
take; the right to impose special restrictions against the
exports of a country whose balance is so favourable that its
currency has become scarce; and the r i g h t of a country
generally to restrict all its imports if it has a serious
balance of payments problem, without other countries with
favourable balances becoming free to retaliate by
restricting their imports.
19. I n order to assess the advantages which our exports
would thus gain, it is necessary to consider, first, what
countries would be likely to join in the proposed commercial
arrangements; and, secondly, w h a t advantages we should
gain in their markets.
20. On the assumption t h a t the United States and the
U n i t e d Kingdom both reach agreement and join the
proposed organisations, countries representing a pre
ponderating proportion of world trade would probably
join. Thus we know t h a t the Canadians desire to join.
W e can take it for granted t h a t the " Oslo " group of
countries (Sweden. Norway, Denmark, the Netherlands
and Belgium) would wish to do so. The ex-enemy countries,
including Germany, Italy and J a p a n , could be required
to join. The United States, the United Kingdom with the
Colonial Empire, Canada, the " Oslo " group of countries
with their dependencies and the ex-enemy States alone
accounted for 60 per cent, of world trade in 1938. W i t h
such an extensiA^e " low tariff " club, the advantages of
which might be denied to outsiders, many doubtful
countries could be induced to join. The adherence of some
countries (including I n d i a and Australia) may be difficult
to achieve, but it might be eased if special temporary
exceptions were allowed under - adequate safeguard for
" infant industries." The I n d i a n representative at the
Dominions talks in J u l y 1943 did not give the impression
that, if this condition were met, I n d i a n adherence would
be out of the question.

"If
[a
commercial]
Union did come about
and
particular
Empire
countries did not join,
should we be obliged to
exclude them from the
terms granted to other
members of the Union ?"
(Secretary of State for
India.)
1

21. If, as the American and Canadian officials have
suggested, the tariff benefits of the commercial policy
convention should be denied to non-members, we should
have to deny them to any Empire country which did not
join. But most of our duties on Empire produce are at
preferential rates; and it is the non-preferential rates
which would have to be reduced, while in some cases (in
order to narrow the preference margin) we should be
obliged to raise the rates of our duties on goods from the
Empire. The main problem would, therefore, be to adjust
our treatment of the trade of an Empire country which did 1
not participate so as to ensure that it was certainly not
more favourably, and probably less favourably, treated
than that of participating Empire countries. If this con
tingency should arise, the matter would clearly have to be
dealt with by some sort of modus vivendi.
22. - I t is thus apparent that, provided Anglo-American
agreement can be reached, the commercial policy arrange
ments are likely to cover a very wide range of countries.
The commercial policy proposals would thus bring
important advantages to our export trades.
23. A most important factor restricting our export
markets before the war was the wide range of quantitative
restrictions imposed on imports in foreign markets after
1930.
Before the war more than twenty countries,
including Belgium, France, Germany, the Netherlands,
Czechoslovakia, Poland, Italy, Persia, J a p a n , Turkey and
the Netherlands East Indies, had imposed restrictions.
Amongst the important United Kingdom export trades
which were restricted on importation into one or more
important countries were coal, cotton yarns and piece
goods, cotton thread, woollen yarns and piece-goods,
artificial silk piece-goods, linen goods, clothing, carpets,
footwear, leather, rubber manufactures, including tyres,
paper and cardboard, hardware, cutlery, earthenware and
pottery, chemicals, drugs, paints and colours, electrical
appliances, motor cars, bicycles and various types of
machinery. I t we take a selection of countries (Bulgaria,
France, Germany, Greece, Hungary, Italy, Latvia, Poland,
Roumania, Switzerland, Turkey) which from about 1931
onwards applied restrictions of wide scope to imports
from this country, we find that between 1929 and 1937
(both years of high economic activity) the value of our
exports to these countries declined by 38^ per cent., while
the value of our exports to other foreign countries fell by
33 per cent. Not only was the decline in our exports to
these restricting countries very severe; it was also greater
than the decline in our sales to other non-Empire countries,
although serious barriers to our exports had been imposed
or raised in other countries as well.
24. Under the Washington proposals other countries
will not be in a position to impose such restrictions on our
exports unless they themselves are in serious balance of
payment difficulties. We must on these grounds expect
some restrictions against our exports to continue. But this ^
possibility should not be exaggerated. For every averse '
balance there must in some other country or countries be a
corresponding favourable balance. If the main malad
justment of internationaal balances is an unfavourable
balance of our payments, unfavourable balances in other
countries will be exceptional. If, on the other hand, the
main maladjustment is an excessively favourable balance
on the p a r t of some large creditor' such as the United
States, many countries besides ourselves may have
unfavourable balances to correct; but in this case we and
the other countries with unfavourable balances of pay
ments should be able to deal with the situation by imposing

special restrictions against American goods (under the
arrangements proposed for dealing with a scarce currency)
without having to impose general restrictions on each
other's exports.
25. I n the inter-war years our exports were also greatly
impeded by high tariffs in our overseas markets. I t is as
impossible to say with any precision what increases in the
value of our exports would have taken place as a result of
a reduction in tariffs overseas as with an abolition of
import restrictions in overseas markets; but in this case
also some illustrations can be given. The formula
tentatively p u t forward by the British officials at Wash
ington would prohibit any protective duties above a
25 per cent, ad valorem level. The following table shows
the ad valorem equivalent of a number of pre-war duties
on some typical United Kingdom exports which would
have to be reduced under the proposed tariff formula to a
25 per cent, ad valorem level :—:
A d Valorem equivalent of certain pre-war
foreign market s.(f)
Sanitary
Earthenware.
g3
United States
34
France
45
Germany
64
Egypt
38
Greece
140
Jap
Tinned

Plate.
58
39

Poland
Brazil
Wrought

69

Internal
Combustion
Engines.
39
Belgium
33
Poland
42
Japan
Weaving
Looms.
Poland
...
...
Brazil
Yam
...

Cotton
Portugal
Turkey
Poland
Cotton

...

44
64

(Grey).
...
34
47
...
49
Thread.
33
35
38

piece-goods
(Unbleached).
Germany
...
...
35
Egypt
59
Turkey
94
Poland
39
Greece
...
...
95
Brazil
...
.... 164
l

in

Piece-goods
(Printed).

Portugal
Egypt
Turkey
Greece
Brazil
Worsted
United States
turkey
...

59
56
77
55
76
Yarn.
...
,..

74
43

Iron.

Greece

Cotton
Portugal
Egypt
Greece

Cotton

duties

Woollen Tissues.
United States
...
75
Germany
...
...
47
Portugal
60
Turkey
190
Greece
...
...
69
Brazil
44
Worsted
Tissties.
United States
...
74
Germany
...
...
47
Portugal
...
...
60
Turkey
130
Poland
39
Greece
...
...
61
Brazil
44
Artificial Silk
United States
France
Italy
Denmark
Sweden
Norway
Portugal
Turkey
Poland
Brazil

Yarn.
135
225
35
91
112
70
65
210
76
77

( ) A few of t h e s e d u t i e s m a y i n c l u d e a r e v e n u e e l e m e n t w h i c h w o u l d n o t h a v e t o b e r e d u c e d .

Boots and Shoes.
Italy
Portugal
Egypt
Turkey
Poland

...

...

...

....

34
65.
45
79
42

Motor Cars (continued).
Portugal
...
....
53
Greece
...
...
38
Japan
...
...
35

Motor Tyres
Germany
80
77
36
Belgium
42
Italy
37
Sweden
Motor Cars.
96
Portugal
France
...
...
46
34
Egypt
Germany
...
40
83
Turkey
Belgium
...
...
36
63
Poland
Italy
84
60
Switzerland
...
48
J apan
43
Norway
...
...
45
Brazil
26. The above list contains only those pre-war duties
with an ad valorem equivalent greater than 33 per cent.,
and this only for a selected number of countries and a
selected number of commodities.
The tariff formula
proposed by our officials at Washington would not only
impose a 25 per cent, tariff ceiling, but would also require
a reduction of all duties by at least one-quarter of
their pre-war level with the proviso that no duty need
be reduced below a 10 per cent, ad valorem floor. Our
exports would, therefore, enjoy many tariff reductions (in
addition to the reduction of the very h i g h duties illustrated
in the above list) for commodities and countries not
included in the above list and for goods on which the duties
were below 33 per cent, but above 10 per cent. If there
were, as there probably should be, some let-out of a tem
porary nature under suitable safeguard for " infant
industries," some duties might, of course, remain for a
time above the proposed 25 per cent, ad valorem ceiling.
27. Another important factor in the pre-war years in
" We may find it to our
impeding
our exports was the subsidies paid to her exports
advantage to maintain a
by
Germany
on the basis of an industrial levy on her total
' two-price ' system for cer
production.
We are a country in which the ratio of
t a i n products." (The Lord
foreign
trade
to total production is often high. I t is,
President.)
therefore, more expensive for us to t a x home production in
order to subsidise exports than it would be for a country
(like the United States) in which the ratio of foreign trade
to total trade is normally small, so t h a t a very low levy on
total production would finance a very large subsidy on
exports.
28. Coal is an important commodity which we might
have wished to assist by export subsidies. But the coal
industry is likely after the war to be faced with a scarcity
rather than with a surplus of labour, so that from the point
of view of employment the need to export will not be so
great. Moreover, it must not be forgotten that our overseas
sales will be assisted to the extent that European coal
exporters (such as Poland and Germany, who before the
war heavily subsidised their coal exports) will be unable
in future to pay export subsidies.
" On present evidence
29. The proposals discussed at Washington leave room
there is no reason to antici for the quantitative regulation of imports and exports
pate that the absence of " w h e n necessary to implement a recognised international
export markets for coal commodity, agreement." No discussion has taken place as
will lead to any serious to the principles on which recognition should be given to
problem of unemployment such an agreement except in the case of the commodity dis
in the coal-mining industry, cussions wrucn were not themselves intended to cover coal.
a t any r a t e for a considera But presumably similar considerations would be taken into
ble period after the end of account and, in particular, whether the agreement were one
Copper
Turkey

Stdphate.

hostilities . . . . but . . . . which adequately protected the interests of consumers and
if a large volume of coal of efficient producers.
exports is necessary to
enable us to balance our
foreign
payments,
then
special measures not neces
sarily compatible with the
Washington recommenda
tions, may have to be con
sidered.
If both export
subsidies
and
bilateral
agreements are ruled out of
court, we may have to con
sider, in the case of coal,
the institution of a Euro
pea n multilateral agree
ment providing for per
manent quantitative regu
lation." (Minister of Fuel
and Power.)

" W h a t is the minimum
extent to which we shall
be compelled to cut down
our imports? . . . . W h a t
degree of tariff or of
equivalent restrictions will
be needed to secure the
indispensable reduction? "
(Secretary of State for
India.)

1

' So far as agriculture is
concerned, what is the
indispensable degree of
protection
required
to
restore and permanently
maintain agricultural pros
perity in this country ? ' '
(Secretary of State for
India.)
" T h e proposals that have
emerged from the Washing
ton discussions appear to
preclude the possibility of
any satisfactory and prac
ticable plans to give effect
to the Governments pledge
about long-term agricul
tural policy."
(Minister
-of Agriculture.)

30. Our exports should gain considerable, advantages
from the clearances of the channels of trade which are
contemplated. A t the same time, if we had a seriously
unfavourable balance of payments we should be free to
restrict our imports quantitatively. Because of the
general uncertainties (see p a r a g r a p h s 14 and 15 above), it
is not possible to say whether in the long run any such
restriction will be necessary, or if so, on what scale. But
whatever scale of restriction should prove to be necessary,
we should be permitted to impose. The prospect for a
country with an unfavourable balance of payments, of
relatively unrestricted export markets and of the right to
control imports is one which we should be unwise lightly to
dismiss.
31. The Washington proposals (covering as they do
" action directed towards the reduction of tariffs and other
trade barriers ") naturally restrict our freedom to protect
particular industries and occupations in t h i s country. But
care has been taken to leave sufficient elbow-room for
reasonable protective policies, while outlawing the more
extreme forms of protectionism. The amount of freedom
which has been left may well be examined by seeing how the
Washington proposals would affect our agricultural policy.
32. High tariffs would have to be reduced and this
would involve the reduction of some high duties on horti-:
cultural crops. A more moderate level of protective duties,,
the basis of which has still to be agreed, could be imposed
on any agricultural imports. Room Would thus be left for
levy—subsidy arrangements, whereby a levy (not exceeding
the permitted tariff level) was imposed on imports, the
proceeds of which were used t o subsidise home production.
If, however, in order to pay any given guaranteed price to
honie producers the levy proved insufficient, the rest of the
subsidy would have to be met through a direct charge on
the Exchequer.
* 33. Quantitative import restrictions A v o u l d be per
mitted during the immediate post-war years, and could
thus be used as a means of controlling the post-war
readjustment of agriculture. They could be used as p a r t
of an international commodity scheme;; and, although it
is our desire to avoid restrictive'commodity agreements,
such arrangements are likely to be inevitable in some cases
where serious world surpluses exist : and in these cases

" I t is not altogether
clear whether the proposals
that have emerged from the
Washington
discussions
would preclude us from
adopting a system under
which imports of staple
agricultural
commodities
were the monopoly of
the Ministry of Food."
(Minister of Agriculture.)
. '' We must exclude any
clause or phrase suggesting
that this' country is bound
to abandon or modify the
practices of bulk purchase
and State purchase that it
has adopted during the
war." (The Lord Presi
dent.)
'' Freedom to negotiate
long-term bulk contracts—
both purchase and sale—by
economic organs of the
State is to my mind a vital
interest of this country."
(Minister of Aircraft P r o 
duction.)

our agriculture will need this means of protecting its
allotted share of world production.
They will be
permitted as a means of controlling a seriously adverse
balance of payments; this exceptional use could not form
the basis of a long-term agricultural policy; but times of
world depression are times when our balance of payments
is most likely to be seriously adverse and when our agricul
tnre is most likely to be in need of protection from
excessively low prices, so that this exception may incideh
tally prove to be of importance to agriculture.
34. Our officials at Washington opposed the use of ^
quantitative import restrictions for the purpose of pro
tecting domestic production control schemes, and in doing
so met with the full support of the officials of the Depart
ment of State They did so because the alternative was to
allow free use of quantitative restrictions against imports
in overseas markets—an obstacle which the inter-war years
had proved to be the most serious for our exports. In this
they were following the Cabinet instructions which had
been given to them in the following terms : " that the
quantitative regulation of imports should not ordinarily
be employed for the primary purpose of protecting home
industries."
35. Stability in international agricultural prices will be
promoted in so far as we are successful with the proposals
for the international regulation of primary products (par
ticularly by Buffer Stock arrangements), which were the
subject of the commodity discussions at Washington.
36. A p a r t from this, stability of domestic prices can. if
desired, be guaranteed at any level to our home producers
by the payment of subsidies (or by levy-subsidy arrange
ments), provided that a satisfactory solution can be found
of the difference of opinion which was discovered between
our officials and the American officials on the subject of
subsidies. A possible compromise on this subject which
would leave us with the ultimate right of decision as to
the scale on which we should subsidise home agriculture is
suggested in paragraph 17 (iii) of Annex B of
W . P . (44)81.
37. The Washington proposals would not prevent us
from adopting a system under which imports of staple
agricultural commodities were the monopoly of the
Ministry of Food. There was full agreement with the
American officials that any commercial policy arrange
ments would have to make room not only for a country like
Russia, where the whole of foreign trade was monopolised
by the State, but also for a country which wished to run an
economy of State enterprise for certain things mixed with
private enterprise for others. Although the Americans
themselves much prefer private enterprise, there is nothing
in the proposals discussed with them that could preclude
us from carrying on. or indeed extending, any schemes of
State t r a d i n g which we might desire.
38. We should therefore be free to arrange long-term
State bulk contracts either for the purchase of our imports .
or for the sale of our exports if we so desired. We could /
use this instrument to introduce an additional element of
stability into our agricultural or markets. There would,
however, be general rules against using this instrument
for discriminatory purposes or for giving greater protec
tion than that permitted under the other rules of the
commercial convention. These rules would not be simple
to apply and experience would be required in working
them out. All that is immediately contemplated is the
acceptance of certain principles for national behaviour;
and complaints by aggrieved States might be ventilated
before an appropriate international body.

'' W h a t should be our
own position in relation
to
State
Trading?"
(Minister of Labour and
National Service.)
' * . . . . it will be im
possible to deal satisfac
torily with the situation in
this country if imports are
not quantitatively
con
trolled either by regulation
or by State purchase. The
use of one of these two
methods is essential for the
purpose of securing the
economic stability of home
agriculture. . . . .
My
own preference is for State
purchase through Import
Boards or a Ministry of
Food." (Secretary of State
for Scotland.)
" How in fact is it going
to be decided, if Russia
joins the Union, that her
exports are not subsidised
or that she freely admits
imports subject to a tariff
or buys them through her
State agencies whenever
they are x per
cent,
cheaper than home produc
tion ? Will the Commercial
Union have its agents in
Eussia
to
investigate
Russian productive costs ?''
(Secretary of State for
India.)

'' W h a t safeguards are
there for the maintenance
of adequate labour stand
ards and conditions of
employmen t V'
(Minister
of Labour and National
Service.)

39. The rules against non-discrimination would prevent
the use of State-trading organisations for the promotion
of strictly bilateral deals on the lines t h a t such-and-such a
country should take its goods from us (regardless of the
terms on which our competitors could supply them),
provided that we bought their goods in r e t u r n (regardless
of the terms on which others would be willing to supply
us). But they would not preclude long-term contracts
designed to give stability to our imports or to our exports,
provided that we did not offer substantially more favour
able terms (whether in prices or in other conditions) to one
source of supply or to one purchaser than we were willing
to offer to other sources of supply or to other purchasers.
40. I t would not be permissible to use the instrument
of State-trading merely as a means of reintroducing levels
of protection which had been ruled out by the other clauses
of the commercial convention. In general, this would mean
that we could not use a State importing monopoly to raise
the price of the imported commodity to the consumer above
the price at which we purchased it from the foreigner by
more than the permitted tariff margin. Any additional
price advantage offered, for example, to the home producer
of agricultural products would have to be by way of
subsidy.
.41. The problem of enforcing the principle of non
discrimination would be no more (and no less) difficult in
the case of a country which, like Russia, monopolised the
whole of its trade than in the case of a country which, like
the United Kingdom, may wish to monopolise its trade in
certain products. I n both cases complaint might be lodged
with the proposed international commercial policy organi
sation to the effect that substantially less favourable terms
had been offered by the State-trading organisation to the
aggrieved country than to some third p a r t y ; but in no case
is it contemplated that the agents of the international body
should be stationed in the member countries in order to
police the convention.
42. The enforcement of the rules against providing
excessive protection or against paying export subsidies by
means of State trading monopolies would be more difficult
in the case of a country which, like Russia, monopolised
the whole of its internal and external t r a d e than in the
case of a country which, like the U n i t e d Kingdom, is likely
to have a considerable element of private enterprise in its
internal economy; for in the former case comparisons
between external and internal prices may lose their
meaning. Before the war Russia accounted for only about
1 per cent, of world trade, so t h a t commercially the problem
is not of the first importance. The Washington proposals
suggest t h a t a country which monopolises the whole of its
trade might be asked to commit itself to purchasing goods
to not less than a certain, specified value as its contribution
to the expansion of world, trade. This commitment to make
specified global purchases might take the place of the
commitment which other countries would undertake, not to
give greater protection through their State t r a d i n g
organisations than was permitted under the tariff rules of
the commercial convention.
43. The Washington proposals would do nothing to
prevent the International Labour Organisation from con
tinuing and developing its work for the improvement of
labour standards and conditions. Any action t h a t was
contemplated by the International Labour Organisation
for the enforcement of agreed conditions could be allowed
for by the proposed commercial policy organisation.
44. I t is important, however, that any action should be
international in character. Otherwise we might be as open

to the imposition of. special restrictions by the Americans
against our goods on the grounds that our labour standards
are lower than theirs, as the Japanese w oulcl be to the
imposition of special restrictions by us on their goods.
A new proliferation of restrictions might thus result.

45. I t is, moreover, questionable whether we really
stand to gain by imposing restrictions on cheap supplies
(whether their cheapness be due to low wages as in
J a p a n or to high efficiency as in the United States). We
can undoubtedly gain by refusing admission for cheap
foreign supplies into the colonial territories which we
control; but in this case our producers gain at the cost of
refusing cheap supplies to the colonial natives. I n so far
as we refuse admittance to cheap foreign supplies in the
United Kingdom market itself, we are denying ourselves
the advantages of obtaining certain goods more cheaply in
return for the export of goods in the production of which
we have relative cost advantages.
40. If the flood of cheap supplies became so great that
our balance of payments became seriously adverse (i.e., if
we could not in fact pay for them by exporting the goods in
which we had a cost advantage), we should be permitted to
exclude imports on balance of payments grounds.
47. The problem of cheap Japanese production became
acute during the 1930's, that is to say, during years of
general economic depression and contraction of world
markets. If a general policy of economic expansionism
had been successfully adopted in the major markets during
that period, the problem would have been much more
manageable. The Washington proposals are designed to
set the stage for a policy of general economic expansionism.
This, combined, (i) with the right which each country will
have to restrict imports, if supplies of cheap goods reach
such dimensions as seriously to affect its balance of
payments, and (ii) with any remedial action which the
International Labour Organisation may take, shouM afford
means of meeting this problem.
48. I n those industries which work largely for export
markets or like shipping, depend upon world trade, the
clearance of the channels of world trade which is contem
plated will remove much uncertainty that might otherwise
have impeded their development. I n most lines of produc
tion for civilian goods there will be such shortages of
nfb excess of demand (both internal and
supplies and such
external) that it is most improbable t h a t production will be
seriously checked. I t is also expected that the demands
for capital equipment (to make good war damage and
arrears of repairs, renewals and extensions) will be so
extensive during the transitional period that it will be
necessary strictly to limit demands on our capital resources.
There is, therefore, little danger of a general deficiency of
demand leading to general trade inactivity, even if there
were some hesitations in certain lines.
49. If it were desired to give a long-term element of
protection on which any particular industry (e.g., agri
culture) could rely, this could be done by the imposition of
tariffs up to the permitted level a n d / o r by the payment of
subsidies. I t could not be done by holding out the pros
pect of continued quantitative restrictions on imports.
50. The Washington talks concentrated primarily on
long-run objectives; and, if the arguments of the preceding
paragraphs are correct, in this respect they meet our vital
interests. A t the same time it was made clear by our
officials (and it was accepted by the American officials) that
special exceptional arrangements would be necessary
d u r i n g the transitional period. Special reference was
r

"If
and
when
the
proposals
discussed
at
Washington become public,
will not there be so much
controversy
and
uncer
tainty
as
to
hamper
seriously the rehabilitation
and development of our
industries in the Transition
Period?"
(Ministry
of
Agriculture.)

" I s it in any case clear
that in the 4 or 5 years
after the war, i.e,, in the
period before it is contem
plated that the proposals
discussed at Washington
could come into operation,

we should be perfectly free
to pursue any policies we
might find necessary, e.g.,
about regulation of im
ports, in the interests of the
exchanges or of the restora
tion and development of
industries and the pro
vision of employment ? ' '
(Minister of Agriculture.)

accordingly made in the joint Anglo-American report on
Commercial Policy to the need for the quantitative regula
tion of imports during this period.
51. A s the discussions now approach nearer to the stage
when decisions will have to be reached on actual commit
ments, it becomes increasingly important for us to make
sure in rather more detail that the precise arrangements
contemplated for the transitional period both in monetary
policy and in commercial policy satisfactorily meet the
needs of our difficult situation. For this reason in my
full report to the Cabinet I include more detailed
suggestions about the way in which our needs for the
transitional period may be covered in the proposed
monetary and commercial arrangements.
(See W . P .
(44) 81, Section IV, and also Annex A, p a r a g r a p h s 22 to
24, and Annex B, p a r a g r a p h s 2 to 8.)

