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Ths Agreemont with Britain: 4n JAppraisal : Lloyd A. Metzler

With the signing of tho recently-announced agroemonts
betwoeen the United States snd the United Kingdom, tho cexecutive
branches of the two govermments heve prosontod the Congress of the
United Stutes snd tho Parliement of the United Kingdom w sot of
propostls for solving somo of the most prossing economic and financial
problems which fuce tho post-wer world. The finanelsl agrecment, pro-
viding for & loun of %%,750,000,000 from the United Stetecs to the
United Kingdom, is probubly the most important purt of the arrcngemonts.
Thoe egreoments as a wholc go much furthoer than this, however, for, in
addition to the loan cgrevment, cgrocments have been made for tho final
sottl emont of lond-lcase, mutusl cid, cnd surplus propofty cleims, and
for the removel of bearriocrs to trade and commorce. In tho words of
the joint stutement mude by the Prosident of the United Stutes and the
Primoe Ministor of Grewut Britein, the discussions "have covercd the
questions of financiel ussistence from the United Stetes to the United
Kingdom, thc demobilizution of wer-time trcade and monetary rostrictions,
the settloment of lond-lvese, the disposal of surplus war property in
the Unitod Kingdom owned by the United Stutes, end, finally, long-
renge commercicl policies in the broed sense, e¢mbrecing the ficlds of
trade barriors and discriminetions, policies in respoct to commodities
in world surplus, controls, cn intornctional trude orgenizution, and
internctional aspocts of domestic moesuros to muintein omployment. "

In view of the brsadth of subjocts included, it is not surprising that
the negotistions which preocedod the signing of the sgreemonts covercd
& poriod of thrue months. ZApprovel by the legislative bodies of both
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countries of the proposals set forth in the agreements will be an
imyortant contribution to the esteblishment of normal trade relations
in a large part of the world.

The agreement between the two govermments was presented in
three parts: (1) & joint stetement regerding the understanding reached
on commercisl policy; (2) a joint statoment regurding settlement for
lend-lecse, mutusl aid, surplus wer proporty, and cleaims} (3) e fi-
neacial sgreement. Since the first two of those wre discussed in
later sections of this Review, prescnt discussion will be limited to
ths finencial agroement.

Significonce of the Loan. The loan of $3,750,000,000 pro-
vided for in this egroomont is to be made in the form of o "line of
crcdit" upon which the British may drew gt wny timo between the
cffective detc of tha agreement and the end of Decembor 1951. In
eddition to this cmount, & loen of $650,000,000 is sagrood upon in
the joint stetement regarding lond-loeso, mutuel wid, «nd surplus
proporty. )

4 The loans ere significent prineipally because they clecr

the wey for the resumption of tredo wund for the romovil of the berriers
to tredo which cccumulatod during the wer, us well as in the inter-wer
pceriod. It is well known that many of the pro-wer rostrictions upon
tr..de end commerco werc to some extont a direct result of a world
shortege of dollars. Tho dopression of the 'thirtios wes mors seovere

ir. the United Stetes then in most othoer purts of the world, and cxports
of other countries to thc United States were correspondingly reduced.
Foced with & loss of doller receipts from exports, e number of countrics,
ireluding the Unitod Kingdom, sought to restore cquilibrium in their
bolencos of payments by foreing & roduction of imports. Teriffs, import
quotas, end exchungo rostrictions developed repidly. During the wer,
trose treode wnd oxchenge restrictions were further extonded ¢s & muans
of controlling cxports end imports of nccossary commoditics.

In tho absonce of finsncial cid from the Unitod Stetes, meny
ccuntrics of both Burope and Asic would bo confronted by =z sorious
stortege of dollers in the post-war yeers, Import roquirements for
roconstruction will, of courso, be high, while ebility to cxport will
be &t & low ebb. In some countries, it will be possible to mcct these
trensitionsl noeds out of sccumulited doller rcsorves. But in the casc
of the Unitecd Kingdom availeble dollur rescrves cro small in reletion
to probecble requiremonts. It is therefore clesr thut unloss finenciel
tid is oxtended to the United Kingdom it will be nccesscry for that
country to retein most of its wur-time tr.de end exchenge proctices.

T is this fuct which lends perticuler importence to the present loen,
for the loecn agreomcnt contains provisions which will roduce restrictions
upon tredo end commerco betweon the United Stwtes and the United Kingdom.

Terms of the Loan. The terms of the loan were corcfully
droewn with & view to evolding mistakes medo after the first World War.
In perticular, flexible ropaymont provisions were inserted so thet
exchonge difficultics necd not result from gttempts ot ropaymont. Thus,
the intcrest reto is fixed at two por cent, ond repeyment of both intercst
cnd principal is to bo made in fifty cquel gnnual instellmonts, beginning
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on December 31, 1951. This moans thet, if the entiro crodit is used,
the emnu:l peyment of principel ond interest by the United Kingdom
will emount to approximestcly %140,000,000. I the United Kingdom hes
difficultios with its bulunce of peyments, however, w purt of this
ennuel puyment mey bo weived. Thus, if in ony yocer the uvorego United
Kingdom income from oxports and invisible itcms in its balence of pay-
monts during the preceding five yecers is less than the velue of 19%6-38
evorage imports, wfter corroction for price chenges, tho United XKingdom
nay wsk for a woiver of thet pert of its ennuel peyment which consists
of intcrest. This mocns, in goncral, thet tho Unitod Kingdom docs not
nocd to pay interust as long es recoipts on current seccount ere in-
wdequete to purchese the pro-war volume of imports.

Even if peyments cre made in full, however, it is unlikely
thet they will constituto &« sorious burdon to the Unitod Kingdom. The
evorego veluc of imports into tho United Kingdom in tho pro-wir yours
1¢36-38 wis £866,000,000. In turms of post-wir pricos, this scme
vclume of imports will probebly be at loust B0 per cent mors sxpensive,
sc¢ thut the post-wer v.luc of the everege imports recuoived before the
wer will be approximitely %1,559,000,000. At the presont rcto of ox-
ctenge, this is equivelont to $6,23%6,000,000. Thus, tho cnnucl peymont
on Britsin's dobt to the Unitod Stutes, if mude in full, will mount
to no more thun one-fourth of onc per cont of thet country's annual net
roceipts on current account. It docs not scem probabdle thet paymonts
of suoch a smell mognitude will be the sourco of financial embarranssnmeont
to the Unitod Kingdom.

In eddition to the locn from the Unitod Stetes, finoneial
cusistence will also be rocoived from certcin countries of the British
Enpirc. Service pcymonts will, of course, be mede on theso lecaons. 1In
order to insure thet such puyments do not impuir the sbility of the
Unitod Kingdom to mcko poyments on the Amoricon loan, the sgroement
provides that louns which tho British roccive from goverments of the
Commonwoelth betwesn Decembor 6, 1945, and December 31, 1951, shall be
on terms which cre no more fovorsble to the lender then thoso contained
in the Americen locn. Morcover, tho sgreomont provides specificully
thet if the intorcst poyment is waived on the Americen loan e similar
weiver nust also apply to intorcest on loans from Empirce govormments.

Sterling Bulances. Closeoly releted to tho problem of interest
puyments 1S the problem of peyments on cccumulwtod storling balences.
It is well known thut the United Kingdom hes incurred lorge dcebis to
ocher countrics, perticulerly to membors of the Empire, in the form of
short-torm bank bolences. These balunees arose lurgely through British
nilitery cxpenditures oversces, &s well cs through imports which were
n>t motehed by exports from the United Kingdom. In pro-wer yoors, mony
5f the present creditor countrics normelly held belences in London,
partly us a roserve wguinst centrel benk liebilitics and portly cs o
moens of puymont for internwtionel tronsections. Neverthcless, the
sterling bal.nces today have roached e lovel which is four or five
times the size of normgl requiromonts, cend if such baloncus wore made
frocly convertible into non-sterling curroncies thero is no doubt that
tho demend for outside currcncics would be ontircly boyond the copacity
of tho United Kingdom to pry. This mcens thet sn understinding must be
rocchad with the holders of storling bulances for grudusl repeyment,
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In the proscnt finenciel agroement, the United Kingdom hes committed
itself to secvk on eerly sottlomont of gll sueh bulwncos. For this
purpose, the cccumuleted belunces are te be divided into throe cate-
gories: "(&) belonces to be releused ot once, ond convertible into
eny currency for current trensuctions; (b) belunces to be similerly
rolecsed by instullments over a period of ycurs beginning in 19513
¢nd (c) belences to bo adjustod s & contribution to the settlement
of wer znd post-war indebtedness.es..”

Since the British do not hive the resources with which to
supply odnormally lsrge exports in the noer future, it is proboble
thet o lerge purt of the sterling balences which wre releesod undor
these prospective settloments will be converted into dollars or other
currcnecies outside the sterling area. This means that p.yments on
banlences which ero reloasod immediately will beo mude lergely from
British gold and doller rosorves. Poyments on the belancos which aro
rclecsed in instellments, on the other hund, will presumebly bo mede
from the procecds of curront British oxports. In order thet such pey-
monts will not receive priority over payments on the Amoricean locn, the
finaneisl egreement contains two provisions with respect to rolecsed
szorling. First, in deciding whether tho United Kingdom's not income
from oxports cnd invisible itoms is sufficient to meko en intorest pey-
rnent on the American loan, not nore thun 243,750,000 nmay be cherged
areinst such income in wny ong yeer on eccount of rolsased storling
balences. Beyond this point, rny additiondl poyments must be regerded
£3 cupitel transfers. Second, if the enmual peyment to tho United States
i5 roducod by a wuiver of interest in any ycer, o proportionate reduction
mist be mede in tho annual installments of released storling balunces.
The net e¢ffect of these arrungerents is to insure that peyments on
sterling bulunces, like puymonts on loans from other countrics, will
not endsnger the ebility of the United Kingdom to neke peoymonts on the
1lran from the United Stetes.

Exchange Arrangements and the Sterling Area. During the war,
the United Kinjdom edopted a comprehensive system of exchange controls.
This system was emulated by the other countries in the sterling eres,
and an integrated currency system wus developed with London at the
center. Under this system, all countrigs in the area turned over their
receipts of "hard" currencies--primerily dollars--to London cutherities,
cnd payments for imports from the hird-currency countrics were then
me.de by cpplication to London. The effect of the sterling cren exchenge
arrungements snd the so-called dollar pool wes thus to meko trensfers
betwecen members of the sterling crea end outside countrics subjoct to
centralized control. :

In view of Britain's difficult finuncial position, thc
question naturclly sarose as’' to whethor thuse oxchenge controls would
be continusd end even strengthencd in the post-wer years. Tho prosent
finencicl egrecment hus settled this question by committing the United
Kingdom to & system of frec oxchanges on current eccount. Wwhilc the
soctions of the sgrecment releting to forcign exchinge cre somewhet
complicated, two points ere particularly important. First, both
countrios huve egrood thet within &« poriod of onc yoar aftor the cgrec-
mont bocomes c¢ffective no rostrictions will be imposcd upon poyments
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and transfers for current transactions. Exception to this rule is
made for balances of third countries accumulated before this pro-
vision comes into force, for restrictions made under the irticles of
Agreement of the International Monetary Fund, and for restrictions
nicessury for finding and disposing of German und Jepanese assets.
Both countries ugree, however, not to moke use of the clause in the
Monetary Fund Agrscment which permits exchunge controls in the tron-
sitioncl post-war years. Second, tho United Kingdom wgrecs to mcke
ssorling frecly convertible into dollors on current eccount ws soon
&3 the cgreement becomes offcctive. Those exchunge crroangements
romein in effcet until December 1951, by which duts it is tnticipeted
thet moro comprchensive wrrungements will h.ve becn mede.

The exchango provisions of the finenciwl agroomont sro dis-
cussed in deteil in wnother articlo in this Review. Those provisions
are undoubtedly cmong tho most importont perts of the agreoment, for
ticy reprusent substonticl progress in the move toward unrestricted
multileteral truade ond commorce.

Import Arrengements. Equelly importent is the scction of
the agroomont reluting to imports. 1In this section, oceh country
cgrees not to imposu or muintein qu.ntitutive import restrictions
which discrimin.te egeinst imports from the otheér country. While there
cre excoptions to this rul:, the gonurel cffect of the agreement is to
pleco import quotas on & non-discriminctory busis. The brocd problems
of commercivl policy in gencrel wre discussed in cnothor article in
this Roview. BEvon morc significecnt then the commercicl policy scction
of the finencigl wgrevmont is the joint statement regerding commoreical
policy, which cormits both countrics to the support of a broad program
for romoving treade burricrs.

Conclusion. The finecneisl cgroement, togethor with the
joint stetumunts on commoreiecl policy end on lond-locse, mutucl eid,
cte., ropresunts cn integrel purt of o broad progrem for roviving
post-w.r intornuctionsal trude not only betweun the two largest trading
nebions in the world, but clso betwseen those two netions and the rest
of thc world. iBach purt of the progrem is e¢ssontitl to the success
cf the entire progrum. But most importent of &ll, trade connot be
conducted on cn unrestrictod busis unless the finencicl stebility of
the oxchingo murkats is wgsurcd. The loan to the United Kingdom, by
f111ing the temporery zen in tho British bulince of peyments, makes
¢ substential contribution towurd such stability.
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Settlement of Lend-Loese, Surplus Proporty, wnd
Cthor Cleims Lowis Dombitz

In connection with the finuneinl egroement betwecen the United
Stutes and the United Kingdom, the various outstending clcims between
the two countrics arising out of lend-leose, or otherwise arising out
of the wur, wore slso sottled. (Lccordingly, the agreemaont roiched
includes & completo fincneicl settivment between the two countrics.
Th¢ principel metters for considerction wore (1) sottlomont for lend-
lecse goods consumed during the war, (2) disposition of lend-lusse
gocds remeining in the hands of the British ("lend-leese inventory"),
(3) peyment for goods ordored by the. British undor lend-leaseo before
V- Day but not delivered until wftor the terminction of lend-lease
("lend-lease pipeline"), (L) disposition of surplus property belonging
to the United Stitos Governmunt but loceted in thoe United Xingdom, ond
(5) sottlement of ¢ll other fimcneiel cluims between the two govern-
mer:ts crising out of the conduct of the wor, The cgreement provides
for the peymont of #650 million by tho British in full sottlemcnt of
theso items, peywble over o 55-your poriod on the seme torms as the
terms of ropeyment of the %%,750 million of new moncy being. loaned.

The 8650 millisn is mede up of en agroed amount of 4532
million, covering the "lond-losse inventory" end Unitod States surplus
proporty in the United Kingdom, plus $118 nmillion estimsted to cover
thc "lend-lccse pipeline™ minus the not sum thut will be duc to the
United Kingdom undor tho scttlement of the miscellenoous fincnelel
cleims. Tho figure of %118 million will be subject to adjustment when
«n oxact figure becomes aveileble from o dotailed wceounting. These
amounts nced not be included in the euthorizetion to be sccured from
Congross, inusmuch ¢s the credits involved «rc merely incidentel to
selos of goods, or settloment of claims, for which sottlement on such
& basis hos wlroady beon euthorized by provious hets of Congroess.

For lund-luese goods consuncd by the recipient during the war,
" the originel lond-leouse wgrocments betwecn the United Stutes cnd the
United Kingdom contempluted that cosh payment might never be mede. The
present agreement constitutos formel confirmetion thot no such peymont
will be nwdo in rospoet of goods furnished by the United Strtes to the
United Kingdom under lend-lcuse or in rospect of goods furnishod by the
Unitcd Kingdom to the United Stotes under reeiprocil eid (roverse lond-
loe.se). The principel considerztions roceived for the lend-loase goods
thet heve beon consumed in thoe prosecution of the wer wrc, of course,
tho benefits received in the defoct of the common encmies. In rddition,
in cccordence with the provisions »f the original lend-leease ugreement
thet looked towerd post-wer wction to promote the bettorment of world-
wido economic relwtions, the commercicl policy sagreomonts now boing
mede (and othor cgreoments thet will be unier discussion in such fields
es telecormmunic.tions and civil wviation) muy be regardod es furthoer
fulfillment of tho objectives of the lend-lciuse wrrengencnts.

As to tho "lend-lcese inventory," howevor, consisting of
lend-legse articles thut wore not destroyod, lost, or consumcd during
the wer, the originel ogrecnwnt provided thut these goods should be
returncd to the United Stutes et the end of the umergency ns determined
by the Prosident. The United Stotes Government will actuselly wunt the
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return of very fow of these articles. The British ermed forces ere to
rotcin possession wnd use of the quuntitivs for which thoy heve & con-
tinuing necd, As to the roem indor, which is to bo left in British
hends for conversion to civilion pocce-time uses or for scrapping, the
prosent egrecment arranges for tho trunsfor of outright ovmorship to
the British Govermment. This romcinder consists pertly of dursable
goods (including wireraft end othor munitions items); these itcms
renge from new wrticlos, net yet put into use, to those thut have
suf’fered heavy use or battle demege, &nd frow articles rundily useblo
for civilisn purposes (such as tremsport wirereft) to urticlcs useble
only for militsry training purposcs or for serep. The inventory elso
includos substontial emounts of non-durcble goods thet were swriting
consumptinsn &t the end of the wer, including food, clothing, ond
pesroleun products,

During the courso of the rccent negotistinns, thore was
considored the possibility of moking u doteiled inventory of the
{teme in the hends of the British and thon negotivting on tho basis
of this inventory to determine & fair price to bc peid by the British
for outright ownership of the goods involved. This procedurs, howgver,
woild huve involvod berguining on tho prospective peoace-time values of
thousands of individugl itoms, end on the doller pricos ot which tho
British would be justified in buying osch itum for forcign oxchinge in
praference to using new items of thoir Jdimestic manufacturc. There-
fore, it wes considercd preforeble to agroe on a bulk puyment to cover
the total ostimated velue for pcece-time purposes of all tho articles
in the inventory that heove poace-time uses wnd thut wrc rciundant (or
are expected t> becomo rodundant) to the needs of the ermcd forcoes.
Tho peyment of $532 million is to be deemed to include peymont in full
far t11 erticles th.t wro converted to civilicn ond-uses, znd for
militery cquipmont thet beeomes surplus ant is disposod of as scrap.
The items in use by the British wrmed foreos are not inecluded, ond no
payment for thesc is contempluted; tho United States roteins e right
of rccwpture s to these items, but hus indiceted thet it dooes not
intend "t» exorcise gonerally” this right of recupturo.

! further eutegory of claims to be settled concorns itoms
in the "lond-lcase pipeline"--i.e., goods that worc ordercd by tho
British Govormont botrors V-J Day, for which dolivery undor tho lond-
lcuse wgreomont wes contompleted, but which wore eweiting delivery or
were still in process of menufacture whon lend-lecse ternineted. It
15 eetimeted that the totul velue »f such gnods delivered betwecn V-J
Dcy end Decomber 31, 1945, will bo cbout %172 million; the figure of
%118 million represonts this cmount minus the ustimeted &5l million of
miscollaneous finuneisl cleims to be credited t5 the British.

In tho cuseos of othor ecountries hiving similar lend-lotse
orders cutstending, arrwngemonts are being made or have boen mede
whereby they will tcke delivery of the goads wnd, if not in o position
to pay cesh, will pay the United Stetos Govermnment in dollers ovor ¢
30-year period with interust ot 2-3/8 por cent. In the cuse of the
British, payment for these goods is to be made on the seme terms as
those being made for rop.yment of tho 33,750 million now crodit. This
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may cppecr to be giving more fevorcble terms to the British than heve
boen given to some other purchesers, but these terms arc the sume s
would heve resulted if tho now credit hed boen increwsced by 5118
million und the British had thon bought the "plpOllHO goods for cash.
Thise items consist of new goods end the sgrecd puyment is upproxi-
natoly equal to their cost plus freight; meny of the outstending orders
wero of course cuncelled on V-J Doy, end the present agroement covers
tho remainder on which delivery is being completed.

The problam of disposwl of surplus property weos similer to
thit of the lend-loase inventory, in thet the proporty involved con-
sisted of a heterogeneous mixture of duruble end consumwble goods in
v.rious steges of deprceiution end with verinus dogrees of convorti-
bility to peaco-time use. The surplus property under discussion, how-
evor, consists, not of articles wlrewdy in the hunds of the British,
but of erticles in the possession of the Americun crmoed forces, which
haapfn to be lacated in the Unitod Kingdom. Thoro ere also fixed

installutions in the United Kingdom in which the United Stotes hes on
intorest to bo disposcd of. Tho transfer of ownership of all these
1t3ms to thoe British is coverced by the $532 million poyment.

The agreement wls» includes the settlement of miscellancous
finsnciel claims of the United Statcs end the United Kingdom qguinst
ceah other. The items to be sottled include puyments for gonds which
ware delivored under lend-leasc or under r001pr»cwl .zid and subsc-
qusntly rcesold by the reecipient, rofunds of cmounts paid by onc perty
to the other for articles that should hove been supplied under the lond-
lc.se egreements without payment, reimbursements in cuses where either
purty mede expenditures for the joint wcecunt of tho tw: alliecs, end
tho like. The eggreod items rosult in e bal.nce of 45 million to be

rodited to the British. It is agrecd thuat this flgure, in combinetion
with the scttlcmont being mede for the lond-leuse inventory retcined by
the British, t¢nd with certuin specified classcs of cleims raserved for
lator sottlement, will constitute the complete cnd fincl settlement of
<11 claims between the United Stutes and the United Kingdom erising

sut of lend-lewse (end reciprocsl gid) deliveriss or arising otherwise
out of the conduct of the wur,
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The Fund, Exchinge Restrictioms, .nl the British
Loar [greement B ' Alice Bourncuf

-

The British loan agreement has very important repercussions with
respect both to the prospects of acceptance of the International Monetary
Fund and the prospects of achieving 1ts ultirate objectives, First of all,
British acceptance of Bretton Woods 1is implied in the loan agresment., It
is uncerstoocd that the British will consider the Bretton Woods Agreements
in Parliament this week and acceptance in short order is practically as-
sured. Since China has already taken the necessary steps, acceptance by
Canads, France, South Africa, and one or two countries with very small
quotas will suffice to bring the Agreements into force,l/ Secrstary Vin-
son hes stated that he is confident the countries named will accept the
Agreenents before December 31 and tle prospects of meeting the deadline
are decidedly bettsr than they were a few weeks ago,

The second, and most important, connaction betwesen the British
losn &rd the Fund is that the loan will enable Britain, and probably sev-
eral of the sterling area countries, to zliminate exchange restrictions
on current transactions much sooner than would have bsen possible without
the loan, Furthsrmore, without the loun Britain and some of the sterling
area countries might have bsen forced to resort to restrictions during the
early years to such an extent that vested interests would have seriously
prejuiiced the possibility of their eventual removal, The Fund aims to
elimiaats exchange restrictions on current transactioris so that residents
of 21l member countries will be frec to buy in the cheapest market and
so thit the proceeds of exports to any one member will be available to
finance purchases in auny othsr member country. The changes of achieving
the ultimate objectives of the Fund, therefore, are greatly improved by
the loan,

The third direct connection between the loan agreément and the
Fund Agreement is that there are a number of commitments relating to ex-
change restrictions in the actual loan agreement, These commitments are
different from, and in certain respects stricter than, the obligations
the United Kingdom will accept as a membsr of the Fund. It may be worth-
while to examine the commitments and interrelations in'detail and to an-
alyse the extent to which the commitments in the loan agreoment assure
greater freedom from exchange restrictions than would be assured by membear-
whip of the Unitsd Kingdom in the Fund, assuming that the United Kingdom
accepts the Fund, it svems reasonably cortain thut the loan itself will be
of more fundemental significarce as far as the removal of exchunge restric-
tions is concernad than the precise commitments conesruing restrictions in
the lLoan agreemsnt, Conditions may ev:en aris: under which it will be im=
possible for the United Kingdom to live up to the stricter comnitments in
the loan agreemsnt., '

Thers sre four clawses in the loan agreemsnt which relate to ex-
ghange restrictions. One refers to restrictions imposed by the United
Kingdom (or the United States) on current transactions in generaly another
refsrs to restrictions imposed by the United Kingdom on current transac-
tions with the United States and viee versaj; the third refers to the con-
vertibility of sterlirng proceeds of exports to the United Kingdom from
1/ Sse this Review #23, V

—————
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sterling area countries; and the fourth refers to the convertibility of
any sterling balances available for use for current transactions. The
fundamental purpose of obtaining the commitrments contained in these four
clausss is the same as the purpose of embodying comritments of a similar
naturs in the Fund Agreement. Two clauses directly obligate, the United
Kingdom not to rsstrict paymsnt for currsnt transactions during a period
ending on December 31, 1951 except with fund sanction or approval and even
then not on transactions with the United Statss unless the dollar is
scarcs, The other two clauses obligate the United Kingdom, for the life
of ths loan agresment, not to make payments in sterling or let sterling
be available for current payments unless it is freely usable in any cur=-
rency area, Thess clauses aim to eliminate a type of currency arrangs-
ment undcr which the United Kingdom and the other countries concerned have
a strong incentive to discriminate in favor of purchases from countries
parties to the arrangements and against purchases from other countries,
Each of the four clauses will be discusszd in detail, '

General Clause

The clause in the loan agrecm:nt which zpplies to restrictions
on current transactiors in generul is B(ii). The obligation of the United
States and the United Kingdom in this clause is not to impose restrictions
on payments and transfers for current transactions, except in conformity
with ths Fund Agreement, during o period from on. ysar ofter the date on
which the loan agrecment comss into effeect until December 31, 1951. In
addition ths United States and the United Kingdom promise, after the loan
agreement has been in effect for a year, not to continue to invoke the
special transitional period clause in the Fund Agreement (Article XIV),
unlecs in exceptional cases they agree otherwiseo,l/ Clause 8(ii) means,
then, that the only restrictions imposed by the United Kingdom on payments
and transfers for current transactions during the stated period must be
(1) restrictious permitted under the Fund Agreement when a currency has
been declared scarce (Articls VII) or (2) restrictions approved by ths
Fund under its general power to approve or disapprove of any restrictions
a menber wishes to impose (Articls VIII, Sections < and 3).2/

In ordsr to understand what is involved in the promose not to
continue to invoke the transitional period clause in the Fund Agreement it
1/ The phrase 'unless in excoptional cases they agree otherwise  must re-
T fer to the possibility of an agre:rment to postpons the date on which re-

strictions imposcd under the transition psriod arrangements are discon-
t:nued since oncs & memwber has <liminated its transiticnal period re-
surictions it can not reimposs rostrictions undsr the transitional
arrangsments provision,

2/ This clause doos not refsr to the period after Dreomber 31, 1951, but
restrictions on current transactions can b: imposed by the United King-
dom after Decomber 31, 1951, only in the two cuses Just mentioned pro-
vided the United Kingdom continuss to be u membsr of the Fund, However,
nothing in the loan agreement limits the United Xingdom's freedom to
withdraw from the Fund =fter December 31, 1951, It might eve:n be ar-
gned that Britain could withdraw from the Fund before that date provided
it imposed restrictions omnly in the two casss described and provided the
Fand was willing to approve or disapprove of restrictions imposed by a
non-member o
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is necessary to recall briefly what this clause provides, The clause
permits members to maintain and adopt exchange restrictions during the
transition period anc the provision implies that this period is expected
to last from 3 to 5 years, The Fund has power to require a member to
withdraw exchange restrictions maintained under the transitional ar-
rangements if it deems them unnscessary but it is not clear whethsr this
applies only after 5 years or at any tims, Furthsrmors, sach member
promises, sven though it maintains exchange restrictions under ths tran-
sitional arrang=ments, to remove them as soon as it deemws it possible,
without the restrictions, to balance its transactions without undue wuse
of the Fund., ' '

The commitment not to continue to invoke the transitional ar-
rangements for more than one year aftoer the effectivs date of the loan
agreement, therefore, may not alter substantially the rats at which the
United Kingdom climinates exchangs restrictions in tha transition puriod
as compar:d to the rate at which it would have eliminated them, assuming
the loan had besn made available without this commitment, undsr the tran-
siticnal arrangements in the Fund Agresmsnt, Under the transitional ar-
rangements the Fund might requirs speedy ¢limination of restrictions be-
causs ths loun would enable the United Kirngdom to balance its transactions
withcut such rsstrictions, On ths othsr hand, under the loan arrangrm=snt
there may bs agrecment to postpone the date on which the transiticonal
pericd restrictions ars eliminateds Furthermore, undcr the loan arrangs-
ment the Fund may permit restrictions after that duts, under its general
power to approvs or disapprove of restrictions, which muy be no less
stringent than those the Fund would huve alleowid the United ¥ingdom to
mointain under the transitionszl arrangem:snts, The prineipal sffect of
the commitment in the loun agreement, then, is to shift ths burdsn of
proof from the Fund to the United Kingdom. Under the transitional ar-
rangements clauss the burdsn of proof is on the Furd to show that the
United Kingdom can afford to =liminate rastrictions whereas i1f the United
Kingdom applies to the Fund to upprove the imposition of curtain restric-
tions, the burden of proof will bs on ths Uhit:d Kingdom to show.thut it
needs to impnse them,

Clause Govirning transactions with the United Stutes.

In Scction &(i) of the loan agresment the Unitsd Yingdom agrsss
thet from the effective dute of the loan cgresment--that is onr yeur sar-
lier than the date on which the general obligation just discussed comss
into force--the United Kingdom will not apply sxchange controls in such
a marner s to rostrict payments or transfers in respsct of products im-
ported into the Unit:zd Kingdom from the United Stuotes, nr to restrict
the vse of sterling bulaunces in the hands »f United States residsnts
arising out of currept transuctions, This obligution apnlivs only until
December 31, 1651, and does not wlter ths right of the United Kingdom to
impose restrictions at any time in case the ¢nllur is dfclared scarce
by tre Fund, During thas first year of the loan agreement, therefars,
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the United Kingdom, under the terms of the loan agreement, can impose
exchange restrictions on transactions with other countries under the
Fund transitional arrangements as provided in £(ii) but not on trans-
sctions with the United States, Presumably, also, the United ¥ingdom
can 1ot impose exchange restrictions on current transactions with the
United States at any later time during the period covered by 8(ii) even
if the Fund should approve the imposition by the United Kingdom of re-
striztions on payments for current transactions in gensral under Ar-
ticls VIII. This definitely goes beyond any obligation of the United
Kingiom as a member of the Fund, It roaises a problsm since the Fund
aims to ¢liminate discriminatory restrictions and would probably not
want to approve the imposition of any exchang: restrictions by the
Unitzd Kingzdom on current transactions whan transactions with the Unitad
Statzs could not be rastrictedtb/

l/ Clause 8(ii) presumably does not apply to trensactions with the Unitsd

T States since clause 8(i) is stricter in at leust two respescts and not
1sss strict in any respect. Ths specific phrase in €(i) referring to
the use of sterling halancss held by United States residents is dif=-
ficult to interprct. Possibly it means that sterling balances aris-
ing out of current transactions in ths hands of United States rosi-
dsnts can at any time be used freoely no matter when the "eurrant”
transactions took place, However, refusal to allow fras use of bal-
ances not recently acquired &s a result of current transactions would
bz considersd under the Fund Agreement ae a restriction on capital
rather than currert trunsactions, If this is the meaning of the
phrase, then, it gives the United States = preferred position and
limits Britain's generzl right to control capital transfers until
December 31, 1951: Perhaps the phrass is only meunt to refer to
sterling balances arising from current transuctions uccumulated prior
to the effective date of the loan agresment,
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Glause: Governing Transactions with Sterling Area Countries

Section 7 of the loan agreement relates to transactions between
the Urited Kingdom and sterling area countries. The obligation of the United
Kingdom comes into effect not later thaon one year after the effective date
of tho losn agreement, that is at the same time the general obligation under
8(ii) comes into effect, unless in exceptional cases a later date is agreoed
on. FEowever, it applies for-thc whole 1ifc of the loan agreement instead of
only tntil December 31, 1951. The obligation is to moke "the sterling re-
celpte from current tramsactions of all sterling ares countrics-----frecly
aveilsble for current transactions in cony currency area without discriwinc-
tion,"

The rezl purpose of this clausc is to ¢limincte discriminatory cx-
chenge restrictions on payments to the United States by the United Kingdom
after December 31, 1951 ond by sterling area countries during 21l but the
first year of the loan cgrecment., But thoe clause docs not imposc direct
obligetions on either the United Kingdom or the sterling nreo countrices to
avoid such restrictions. As long as these counbries belong to the Fund any
excharge restrictions imposed must, of course, be approved by the Fund. This
clause¢, however, will tend to eliminate or at least greatly reduce such re-
strictions even though the countries concerned withdraw from the Fund, It
will ¢o so by ocutlawing a type of monetary arrangement vhich vould make it to
the acvantage of the United Kingdom und the sterling area countries to impose
such ciscriminatory restrictions.

During the war the United Kingdom has poid for purchases frem the
sterling orea in sterling available for usc only in the sterling arca. Both
the Urited Kingdom =nd the sterling area countrics hove been under pressurc,
thercfore, to discriminate in favor of poyments within the sterling wreo.
The Urited Kingdom under this arrangement could purchase in sterling oreo
countries without any fear of on immedinste drain on her gold and dollar ro-
servee and sterling arce countries could finonce purchases in the sterling
area with sterling balances which were not immediantely available for any
other purpose. Under this gterling arez clause the United Kingdom cannot
moke payments in sterling which is not convertible into cmny othor currencys;
accordingly the wartime arrangements must be discontinued.

The obligation te make storling receipts from current transactions
freely available for current transactions in any currency area 1s difforent
from the obligation not to restrict payments and transfere for current transac-
tions 28 contained in the Fund Agreement and in the two clauses in the loa
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agrecment already discussed.l/ It is less strict in the scnsa that it looves
the United Kingdom freec to prevent its citizens obtoining the currencics of
sterling area countries to pay for current purchascs or to prcvent thom
pledging sterling poyments for current imports from sterling area countrics,
In other words the United Kingdom could restrict payments for current transac-
tions with sterling arec countries as long as, in cases in which it allows

its citizens to contract to pay-in sterling, it mokes thot sterling available
for current purchases elsewhere.2/ In another sense it is much more strict
becausc the sterling receipts of sterling area countries from current trensac-
tions must be made freely convertible into gny currcncy ond no exception is
made even for the case in which a currency is declared scarce by the Fund.

1/ Under Scction 7, if « sterling arca country sells goods to the United
Kingdom and wants to use the sterling proceeds to build up investments or
reserves in the United States or in scme third country it may be prevented
from doing so. Presumably, the United Kingdom can say the sterling re-
ceipts can only be used to buy dollars to pay for purchases of goods and
services from the United States. Under the Goneral clausc 8(ii), on the
other hand, a non-sterling area couniry can insist on payment for current
exports and if there are frce exchange markets the receipts con be used
for current or cepital transacticns. However, if the United Kingdom in-
sists on its privilege under the Fund Agrecment to make payment in the
non-sterling area currency through the Fund, the non-sterling area country
nay not be able to draw cn the Fund to finance a capital transfor. The
limitation for sterling area countries that the sterling need only be con-
vertible intc other currencies for current transactions is perhaps then
ne more strict than the limitation which implies to other countries under
the general obligation of the United Kingdom not to restrict payments for
current transactions.

2/ This raises the vhole question of how to draw the line between exchange
regtrictions and guantitative import restrictions. The use of import
restrictions will be governed in general by the terms of the commercial
policy agreement. It might be argued that if the United Kingdom refuses
to allow its citizens to contract to purchase goods abroad it is essen-
tially imposing a quantitative restriction on transactions rather than
an exchange restriction or a restriction on payments and transfers. How-
ever, in the case of the United Kingdom, which normally makes contracts
to purchase goods in sterling area countries payable in sterling, it is
only by limiting the actual contracts made that restrictions on current
payments con in fact be imposed. Undcr the general clause 8(ii) which
obligates the United Kingdom not to impose restrictions on payments ond
transfers for currcnt trensacticns the United Kingdom comnot refusc to
allow its citizens to contract to moke payments for current purchases
unless thosc purchases are inconsistent with quantitative restrictions
on imports imposed by the United Kingdom. Such quantitative restrictions
will presumably have to be in terms of specific commoditice and could
not be as comprehensive o8 a goneral restriction forbidding United
Kingdom citizens to contract to moke payments for currcnt purchases over
and above a certain value per nonth or per country, for example,
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If dollars were declared scarce the United Kingdom should certainly be able
to take steps to conserve its limited supply of dollars to finance its own
purchases in the United States. Perhaps it could insist that payments to
sterling arca countries be made in their own currcncies or obtain an agrce-
ncnt from sterling area countries that they will not ask to convert sterling
into dollars. But both wculd be contrary to the intention of the clause as
drafted and it seems more likely, therefore, that the United States angd
United Kingdom would agree to make an excepticn for a scarce currencyu}/

The sterling area clause also provides for the climination of the
sterling areu dollar pool., The statement concerning the dollar- pool is
indirect and strangely worded but this is its obvious intention. The dellar
pool involves restrictions on the sterling-area countrics! righte to use the
foreign exchange proceeds of their exports; they would obviously not be
willing to continue this arrangement in the postwar period in any case.

Clause Governing Convertibility of Sterling Balances in General

The final clause which relates to exchange restrictions is clause -
10 which discusses primarily the settlement of accumulated sterling balances.
This cleuse obligates the United Kingdom: to make settlements under which any
sterling belances released must be convertible into any currency for current
paymenss. Also, any sterling balences, whether rcleased under the secttlements
or othervise available for currcnt payments at any time later than one year
after “he effective date of the lean agreement, nust be convertible into any
currency for current transactions. This commitment appears to apply for the
entire 1life of the loan cgreement and the last clausc appears to apply to
existing sterling bolances and all fubure accumulations of sterling balances
by the nationals or authorities of any country. In general it seems reason-
able and desirable to insure that no sterling balences will be aveilable for
use only in the sterling area or any other limited area. The purpose is to
eliminate discriminatory exchange restrictions as has been explained in de~
tail in connection with the sterling arca clause. But in this clause, as in
the sterling area clause, the loan agrceement seems to go too far in insisting
that swerling balances must be convertible into any currency whether or not
it has been declared scarce by the Fund.

One obvious result of the regquircment that sterling balances held
by any country shall never in the future be available for current transactions
unless they are convertible into any currency is to eliminate the possibility
of the United Kingdom continuing the type of currcncy agreement with’non-
sterling area countries which it has concluded in the past year with a number

1/ Under the Fund Agreement and thc two clauses already discussed the United
Kingdom has the privilcge of paying 2 country in its own currency. Even
if no currency has been declared scarce the United Kingdom can insist on
its right to make sterling balances comvertible only into the exporter's
owa currency through the Fund. (Sec R.F.D. 24.) It may be suggested
that the general clause 8(ii) should govern transactions with sterling
arza countries when it is cither more or less strict than the sterling
arsa clause but there is no:evidence that this wes the intention of those
drafting the loan agreement,
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of western Buropean countries. Under the agreement with Sweden, for
exanple, Sweden agrees to accept payment in sterling balances for exports
to the United Kingdom with the understanding that these balances can only
be used to mect payments for current transactions in the sterling aree.
Bilateral agrecments of this sort do not necessarily involve any restric-
tions on current transactions forbidden under the Fund Agrecment, nor would
they necessarily be outlawed by the Fund as discriminatory currency ar-
rangements. As long as the countries concerned were members of the Fund,
the Fund could see that they did not adept the type of discrininatory
exchange restrictions whieh the agreements, like the wartime sterling area
arrangements, contemplate.,

This commitment in the loan agreement outlaws this type of
monetery agreement, but, like the sterling area clausce discusged above,
docs rot outlaw discriminatory cxchange restrictions directly. Withdrawsl
from the Fund would leave the United Kingdon, after December 31, 1951,
and the other countrics concerned free to adopt such restricticns. But
the United Kingdom would not be ablc to meke bilateral finoncial agreenents
of the type recently made which tend to lecad to the adoption of such re-
strictions.
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Agrﬁenmnt with the British on Commercial Policy C. R Harley

Of tho data released to thw precs on December €, unonc is of greater
1mportenco than the "Proposals for fxpansion of World Trade and Lmployment",
s & document prepared Ly ToChrical Gxpurts
f

lsgued by the Department of State ¢
of the United States Government. It is an open secrct that the mein portion

of thet document, the section entitled "Proposals for Cersiderstion by an
International Conferonce on Trade snd Employment," whils origirally drafted by
Unitec States officials, is, ac it now stands, the product of long and detniled
regotiations with the British., In a joint stotenent regarding the -understond-
ing rcached on commorcial policy, tho Government of the United X g dom GXprosses
"enll agrocment on 2ll importont p01nts in thesoc propostls mnd accepts them ns
8 besis for internetional discussion," It is further roveslod tict the two
goverrments will bogin proliminiry nogotictions "at en corly doto” butwoon
thomsclves ond with othor countrics in order to dovelop corerote arrungoament s
to carry out the proposals, During these proliminery nogotictions (prwllulntry
to = ful]-ccslo internstionel confuronce which the United Nitions Orgenizetion
711l o wsked to cnll not later bthan the summer of 1G46O), the United States
will attxmpt to negotiate reciprocal LarlpJ reductions with a liwited numbter
of countries. These negotiations will be carried on under the Reciprocal Trade
Agrecrnents Act, ronewed by Congrets in June of this voer. It will be reeslled
thet et the time of reneval the Act was stroﬂﬂthened t0 empower the Prosident
to reduco tari:fs by as much ss 50 per cent bolow the retes proveiling on
January 1, 1645,

The "Proposel s for Consideretion by en Interns; ional Confarence on
Trade and Employment" covor twenty printed pages; thic erhicle will attenpt
to summerize and ansclyze only the most imrortant of the provisions contsined
therein, The document is divided into threo parts. Part A", in tho
of & preamble, stutes the nced for cooperative sctlion in reg
loms of employment, trade berricrs, ond diseriminction as an indis
supplomont to the Brutton Woods Agrosmente, elrondy submitted to thc virious
govornncnts. Port "B" consists of o four briof n‘yyﬁr(phs stressing that
meintenance of "approximately full omployment"™ in the mejor industrisl ond
troding notions is o prerequisite to oxpansion of int.rn-tionsl trade cnd to
réclization of liborcl intornotional cgrecments in the ficlds of commurcisl
policy, commodity probl.me, ccrtel prob]unu, mon.tery stebilization, tnd invogt-
mont.  In order to coffectuste the cims of ¢ full umployment policy, c¢rch sige-

atory notion will by oskod to undortrke cppropricte domcctic mocsurcs to

cchicvo ond mointein full employmont in ite own crie, to ox: chonge inform: tion
on omployment probleme, tronds, and policics, und to consult rogulorly with
othor nftions on employmont probloms. A much morce imnortant urdortfkipﬁ ro=-
quostol is thet "No notion will eouk to meintein omploymunt through noosurcs
which ~ro llPPly to cructe unomploymont in othur countrice or which orc i*—
compctible with inturnctional underteliings ducigned to rromote on cxnonding
volume of intornctionel trude ond investrment in cceordince with comprrative
officicneice of production.”

s o
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Part "C", entitled "Proposals Concerning an Interns+ional Trade
Orv&njzatlon, constitutes the priﬂClpal portion of the docummnt Chepter T
expresses the purposes of the proposed Orgenizetion in terms comperable to
Article VII of the Master Lend-Lease Agrecments -- the uxpansion of the pro-
ducticn, exchange, and consumption of roods, and the creetion of cconomic
conditions conducive to the mainteraice of world peace, Chepter II states
thet the original membors of the Orgunization should be those countries parci-
clpeting in the Conforenco which accept mamberchip, a phrascology which does
not discloss whether or not cortuin necutrel or ox-onemy countrios will bo
¢ligitle for original momborship,

The spoeific commercial policy provisions to be prosont.d to the
proposod trade confurcnce arc contoincd in Cheptor IIT (Gu srel Commereial
Policy), Cheptoer IV (Rostrictive Businoss Practices), and Cheptor V (Int.r-
govornmentel Commodity Arrcngoments).  Soac of the nrovisions will be dis-
cussu@ in the feollowing paragropiis,

Tariffs and Proforoncess This wes doubtless one of the thorniest
problems fucTdg The negotiators and it is in no wey surprising thet the nro-
vigion.: cn which egreement wes rosched is only slightly wore stringent, from
the British point of view, than the commitment accepted by the United Kingdom
in Article VII of the lester Lend-ILuese Agrecrent, In the letter Jdocwment the
United Kingdom undertook %o ocoperate with the United Stetes in "agresd sction
e « o directed to « + +» the bllﬂiﬂgthﬁ of all forms of discrlmlratorv trent-
ment in internctionel commerceo, and to reduction of tariffc ¢nd cthlor trade
barricreg.”" In the present ”Pro ogaels" the link botweun raeduction of tariffs

i

and ¢liminction of tariff prviurunc‘s is vven moro aelurrly steted, rs svidenced

by the nhrese: " Actlon for the climinrtion of tariff profirences ig to bo
tuken in conjunction with adoquauc munsurys for the sub sbential reduction of
barricrs to world trade." It moy be prusum.d thet the Unitod Kin-dom will

rcetain o foir moosure of be rguernn powcr concceriilng wheot toriff roductions

erc "edequeto" and "substanticl" on tho port of, for oxmemple, the Unitod Stotous

The United Strtos received three spueific cssurinces, howewver, which will
meotorially furthor cbolition of impericl profir. nooh; enc should not forget
that those cormitmonts work both woys, i.c., thet they will exply with cqual
forecc o preferenticl toriff policivs of the Uaitud Stetes, such s those now
in forou for tho bencfit of the Philippince cnd Cubo 1/ The "Proposals" stoto
thot it should be cgroed ce an initial stop in the procces of climincting
toeriff prefironces thot,

£

1/ In-so Trr o8 theee pruforunevs cpply teo egriculturcl productc, v.g., sugar,
= pars of the adventoge lost by tnc suerlying country through the abrli*ion
of prufur.nco might bo ruzoincd threugh the rocuint of gonorous quote ole

locuticns pormiceible under Cloptor ITI, Scetion C( )s  Tho price uavantago
would bo lost while o sizatle crsured merket might bo rotcined,




- 19 - CONFIDENT L/,

l. Dxisting international commitments will not be
pemitted to stand in the way of action apreed
upon with respect to tariff preferences,

2+ All negotiated reductions in nost-favored-nation
tariffs will oporate sutometically to reduce or
eliminate rerpinsg of preferunocae.

5« Merpins of prefurence on eny produet will in no
casc bo increcsed ard no new nraferonces will be
introduced,

The Tariffs eand Pruyercencus section also provides that gxport
riffs should bo opon to ncgotietion in the same way ws import dutics., MNows-
epor roports indiceted that the United Stetos would hove profurrad the aboli-
lon o export tariffs., ‘thore are, however, strong crpurents for normitting
moderetc oxport teriffs for the roising of nuceesary revonucs in bockrard
arcase nxpert toerifi's mey, of course, b. cbused, prrticularly if the .xporting
ercea cnjoys o neturel monopoly in the uxportod produet; incidonce of tho ox-
port t$“ in this situstion will to upon the importing notions. The roversc
situction may opply, honﬂV‘r, if en import duty is lovied by o country toking
o 1r rgx nroportlon of tho cormodity producod, Similerly the arcsument thet an
export tax on e rew material ma; onerate s @ subsidy to an inefficient pro-
cessing industry in the country of production mav be apnlied with equal force
cgainst a high import duty effording protcction to ingfficiont industrics or
rexy maierial producers. The type of oxport tex which hre oroved nost disteste-
ful to the United Stctcs in the pest is the dicoriminctory cxoort tox under
which, for szemple, tin oxportod from Hinliya to British rofincrics was lose
hoavily trxed then that exportod to rofinsrics in none~Empire countrics.
Under the torms of tho "Pro,ouwls", member countrics would undortake to
cbrndor export dutics "which diffgrantiato by rofuronce to the dustinction to
which the goods cro cxrortod,

te
p
4
V)

A third peregreph of the scetion under discussion suggests thet
countrics gronting t‘“:ff roductions should b perritted to include on "oser
clause" under which they might toke tumporary ccetion to provent sudden and
widosprond injury to cny group of procduccrs concorned. This “revision wes
undouvbtoedly irssrted to normit the Unitud Sbotes to utilize tho "oserpe cleus.”
formule which hes boon developed in rocent yoors in conusction =with the rucipro-
cc.l troede ogrocmoentc progr“m.l/ "hile cleusce of this type may introduce the
denger thet somo crrcefully nofoticted concocesiors mey liter bo withdrown, thoy
provide ¢ uscful tool for cllcoying the somctimes unrersonoble feors of produccrs,

I/ Article XI of tho tr-de ugruMm¢“t b*twvvn Tl Un't a s
T (effeetivo Jonucry 30, 1043 y

The first scenbunce of thet 'ﬁruvmvnt is e f”lthug

)

"If, os o rosult of unforvsv.ni developrionte cnd of the ccnoassior
gronted eon any erticle crumorstod rnd doseribed in the Schudulus cnncxed
te thls Agroument, such cribicls ie buing imported in such incrocscd
quantitics cnd under such conditiciis ce to ciuse or throoton corious ine
Jury to domustic produccrs of like or similir articles, the Govormont
of vithor country shall be froc to withdraw the concescion, in whole or
in part, or tu modify it to the .xtirt cnd for such time e moy be
necessary tc prevent such injury."
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Quantitative Trade Reqtrictions. It has been widely recognized
that during the iInter-war per’od quentitative trade restrictions constituted
& far nore disruptive influence in intornational trade than did tariffs, In
genoral, quantitative restrictions create more inflexible barricrs than
tariffso; they can usually be aprlied or changed more repidly; they can bo
used with greater precision against spucified products or oageinst specified
countries. The precision with which quota restrictions may bo cmployod is
foctor cemmonding them to the use of govormmontel acencics; it mey be no
criticism of the tool thet it lends itsclf to the cxccution of hizhly dis-
criminctory poliecics. In spito of the first subtitle of the soction --

"Genorel oliminction of quentitative roctrictions" -- it is oleur that the prin-

cinlo purrosc of the provisions is not so much the climinction of quentititive

cstrictions ce it i1s the avoidonce of discriminrtion in thoir cpplicction,
Thv opuning soentunco gtotus thet, "hxeopt cs rrovided for ulsowhore in thie
Chaptur, mombers should undorttke not to meintcin ony quotes, onborgous, or
othor cuentititive rostrictions cn thoir cxport or import tr.de with othor
membors."  The rest.of the Sdetion cnlarges upon the uxcoptiovne to this wdcer-
teking ond on the proservetion of cquelity of trectment in the cpplicotion of
quentitetive rostrictions. Tho mejor oxeoptiors to thu prohibition of quoenti-
tetive rogstrictiong are fives

1) A general exception for approximately throee venrs on export
or import prohibitions or restrictions essontial to a) the
efficient uge of shipping, b) the oquiteble internstional
distribution of' products in chort cuprly, ¢) the orderly
liguidation of surplus govermment rtocks. -

2) TImport guotes mey be plaoed on agricultural products if these
arc neccssary to tho enforcement of governmental mencurcs
which operete =) to rostrict the cusnbtitics of like dom. stic
products which may bo markctod or nroduced, or b) to romove
8 tomporary surplus of like domsstic products through distri-
bution frec of charge or at bilow-merkot pricos.

%) Restrictions requircd to safuguard the belones of paymonts.
(This oxocption is to be operetive undor ceonditions and
procudurcs to be agrood upon. )

Li) Restrictions arplicd in accordance with the "cearco currvney"

provigions of tho Internationul llonctary Fund,

5) Rostrictions designud "bo meintein tho rer volue of the cur-
renciog of territorics hoving o common guote in the Inter-
netionel Fonutery Fund."

Excoption 1 will bocome inoper:stive in o rucsonably short time; bIC»ptIOL;
will be epplicerble only when the Merotary Fund hes declorcd o currency to
be seLreu and only for the puriod during which the condition of scercity cone
tinucge Bxecption 5 ig poorly worded; it undoubtedly m.ons to say no morc
than th;f rogtrictions mey be imposed to muinbein the vilue of the currency
of o toerritory in o constent rolstionghip to the viluw of the currcney of
the conérollln& stotes  The provision is unfortunctec in cny croo (although
it may not r.sult in trode distortions of quentitetive dmportence) incemuch
o5 1t rppeore to stnetion mutual discerimin:tion hotwoun coloninl cre-g ond
their mother countrice of the type which hie long boun rightly condomnod on
politiccl, social ¢nd cconomic grounds by studunts of colonial problume.
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Exceptions 2 and 3 are of major importance. Koth the United States
and the United Kingdom have agricultural progrems which will permit quota
réstrictions under exception 2(s) end any country could sdopt similer progrems
if it wished to imvposc quote restrictions on imports. lloreover, such schemes
are most likely to be adoptod in respect to sgricultursl commoditios of najor
importeance in world trede, veg., in cotton, wheat, suger, ncobs, etc.l/
lixeeption 3, pormitting quote restrictions to svoid or to corrcet o brlence
of puoyments deficit, will also locve o wide ficld for the use of guantitative
controls. Just how frouly this uxecption can bo invoked, however, wes ap-
percntly not docided in tho Tashington negotirtions. Tho "Proposcls® stato
thet the provision rormitting the use of quentitative rostrictions to cid in
the belonce of payments chould b opuritive "under conditions cnd nrocedurcs
to bu zgrecd upon.”

Fortunately, the Seotion on quantitetive restrictions conteing pro-
visions designed to limit the oxtont of restriction which may bo iliposed
througia quote pro remes and to insurc thot such progrems will not result in
discrinination, In comncctiosn with rastrictions impogsed for belence of pay-
monts roesons, "full application of nondiseriminetion” is cailed for once the
transiftional porfcdg' is over. The epreed conecpt of noun-digeriminetion in
this context is of intorest; quentitetive controls will ve censidercd non-
discriminatory if they sre céministored in e manv.r which doos not discriminet:
ameng sources of supply in ruspect of any imported product,  This m.eng thet e
progrem drastiecl ly restricting totel importe of, ray, wines and sorfumss, if
Justificd by the plea thot the belence of payments position rogquirce curtail-
mont of luxury purchescs, would xot be considorcd as discritin tion epsinst,
sey, Frenco; similar rostrictions cn imperts of rutemobiles end oleetric wash-

irg mechines would not boe considercd discrir inction egoinet the Unitod Stetoe,
Tho critorion is the eguelity of trortmont cocerded +o any siven nroduch from
eny source rethor than the ovorall ¢ffoct which mav rosult frem the guantitative
restricticns impescd.,  IF rostricticns rro irpesud in eny meonor which feoils

to disclese the rolotive shere of imperts elleccted 4o 011 rotions, thu mombor

imposirg the contrels is oxpoct.d to roverl all the rolov ot det: to any othor
interested country upon the latter's request., Any member will be entitled to
object to the Orranizaticn if it foelg tle+ halence of paruents restrictions
t

4

are being imposed in a marnner not in hermony with the principlics ¢f the |

T/ T exception not mentioned ebwve, snce it will bo discuscod in connoction

with Chapter 5 c¢f the "Pruposals", permite impert qucte s
intergovernmenteal commedity arrangoments approved by tho

under
vhion,

2/ The ™rensiticnel noricd" ic to be deborninod by e nrecsdure onelo cus
to that contuined in Articly XIV of the Irte cral fencter
Agrooment,

&
g
=
[o ¥
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Organization, Restrictions imposed in connection with domerstic icultural
progreme should, in gencral, not reduce imports relstivel: to dome chic pro=
ducticn as compezred W1th the proportion preveiling in a previous repr.centative
period.  They should be "no more restrictive than necessary, chould be rasoved
g soon es the” coeso to bo necesser: to the operation of the govaerrmental
progrens which they supplement, and should bo rade 4l subject of puriodic
consultation with thc Or,hnnzatloq + They should in &ll crsos be epplicd in
non-discriminatory nanncr,

ol

Sub51dlos. On tho subjoct of subsidics the "Proposcls" ars sxbrome ly

vicoks It TTDPICTE o5 though the Unitod Stetos sought to rotein froodom of co-
tion in tw grenting of both domsstic :nd cxport subeidics and cs though t h.
United Kingdom cccuptod this position cithor ne a wolcoru cscurcncs thet it
ovn orogrem for cubsidizstion of egricultural production would not be pro=-
scribod or cs o concescion to the Unitod Stetos. The fdirst wrovision of tho
Scetion ceirs simply thet any n:tion grenting suhsidice which act to inercosc
vxports or deercese imports undorteko to wpothe Orgenization informod of
its subeidy program, thc roasons for it, vnd the probable ¢ffoet of the sub-
gidy on trode.  The Fubhidjainé wrtion ghould cleo bu proniored, if i+ shoul.d
bc agroed thet sorious injury to world trodc throctons to rocult from tho
program, to gonsult with othur nrtions on poseible limitetions on thoe quanti-
tr of sho domestic product subsidized -- not on climination of the subsidy.

Subsection 2 deals with cznort subsidle mubject to certain excep-

tions, nembers are asked to undertslre to evold po llc @s which would result
in the sele of & product in oxport nerkets at o rrice lower than the domestic
price, The ilrst exception cetablishes a trensitional ﬁ“"'@d of not longer
than thre@ veears 1 befors this agroement will bocoms of foetivas, The sacond,
end melor, e cuvtzon is :ith rof.renco to commoditics in cur -lus supnly. If
it should bs doturu1n»d thet a commodity is or is likely to bocoms in "burden~
scme werld surplus” ) consultatiow among the nejor rroducing and consuming
countries should scuk metiods of inervesing consumption or reducing production,
nothods which right include o5u1b71LJJ1hf of an intornetionsl c:*monl+y egroc-
ront.  If these stops prove unsuccossful within e raesonable pirfod of tirme,
the previsions of both sub-scetions 1 end 2 will cease to ool to the product
in c¢uvstion, It would eppoar thet, in the face of thos. srovigiong, any country
unnronmrud to entur into a subeidy roco writh s vorlthy comnotitor might focl

cquired to go moro than nalf-wey in sooking thoe ostabhlichmont end succegsful
m:'ntununc\ of tn intornctioncl conitodi fy srringoment. A final puragraph f
tho subsidy Scetion providos thet no couLtry should eriploy cxpert subsidious
€0 ceg to onlorge its sherce of ti:g werld morket, as compsrod with the ghare
proveiling in ¢ provious rupresentitive neriod,

State Truding, That the state trading provisio:s ot the "Proposals"
are alsd> weal 1§ ROt a4 gituation inviting criticism, No problem in Fu field
of interietional trade Pre<=nt° greator difficult:; than the atbtemnt to evolve
meaningful reguletions for insuring yutuel feir treatment in trade betweon
free ani controlled economice, Scetion I of Chapter 7 conbeins only twe brief
peregrephs rofaerring dircetly to t-is problem; a third perograph refers to the
less difficult question of shtato hOlODOliuu of individuel products. The first

1)
16
of thes: embodics the so-aelled "cormercial priveiples cleuse" end suggocts

I/ 1T, Gwovoer, c momber foule unckble to comply with the undert: king et the
end of throo verrs, it muy roquest cn cxtension of timo; the roquest Till
bo cetud upon by e consultetive group composed of inturveted mo
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thet members engaging in state trading should be influenced in their conduct
of international businoss only by "commercial considerations, such os nrice,
quality, marketability, trensportation and teriis of rurchase or sale."
Critics of this formuls point out that cormercisal priunciplos may also include
& numoer of undesirsble practices, such ss temporary undersclling in order to
secura a volueble nmerket, or bulk purcheses of such mognitudo . g to tic the
surrlier firmly to the buyer elnost rogardless of consequenca s, “Then b he
operations of any buyor or scllor uxcced a certoin negnitude, thoe neormal rales
of fric enterprisc prove inedoquetu to provent abuscs; the state trading
country is likoly to occupy a ronopoly pocition in meny produchs, and the
comacreial policivs which will be to its cdventags mey bo typical monopoly
practiccs,  Hovover this may bu, tho "commoreisl principl.e cleuse” is doubt-
loes » etop in the right dircetioa., The second rocommendction for shito
trading countrics is thet they ¢strblish end anrounce global quotas ruveeling
tho totul velue of tho foreign purchesee they intund to meke from veir to
yewr from membore of thy Orgenizetion cr o group. These nurchosos weuld be
distributed on the besis of thy non-diceriminctery policy outlincd in tho nro-
ccding sontencos. Thu sizc of tho globel quotrs would b the subjoct of
periedic consultetions butwoun the ebrto trrding country end the Inbornationel
Trede Orgenization. .

Other Provislong of Chepter IIIs Section F of Chepter TIT deals -
with exchenge confrols and the relationsiip of the Internstional Trede Organi-
zation with the Internctional ionetery Fund; it is discussed of

ed ot length in
enother section of this issue of the Review. Sectiorn G list

5§ csriain cutegories
of trude to which the vrovisions of the Chaptor do not spply. Reguletions ro-
leting to traffic in prisomemedo ;oodg, or to intornotionzl trade in rrme and
cmmun.tion are exempt from tho underteking described. One exccption which ox-
poricnee shows moy be cbused is thit roleting to rogulitions "nocoesary to
proteet humen, cnimal or plant 1ife or hoclth"; o rrovision c-iling for intor-
national consultetion cn gsuch rogulctions would be in orders Excophion §
refers to moccures tolon in pursuance of ovlisctions for the melrtonsnee of
peaco and scourity.

Scetion H contrins the vrovision that the undertcokings of Chapter
III should not provent eny mombor from jeining o customs union, nroviding
that such custome union meste certein ngrocd eriteric.  This mey vrove to
be of some importencs since sovercl plens for the orgenization of customs
unionsz in the prst heve boon rbendoncd ce o rogult of detormined disapprovel
on the purt of mojor troding notions.

Section A should not be ignored., I% lisgts ten senerel commercial
provisions of very unequal significence. Among these are undertekings to
avoid excisc texes which discriminate agrinst imported zoods; to agroe to a
general definition of the clrcumstances undor which enti-dumning end countor-
veliling dutios mey properly be ap-lied; to simplify cusfoms formalitics; to
refrain from governmentelly finenced or orgenized boycotts or cempesigns de-
glgnod o discourage importe; and to tronsmit to thu Or-cnizetion cppropriete
trode information cnd shtotistics,
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Restrictive Businsse Prectices (Chapter IV). The alleged differenc
of opinion beTieen the British tnd United Stetes noy gotiators es to appropristo
anti-cartsl rolicies was airad 4 sope length in thoe pross. According to
these reports, the United Stotos delegation favored en ettompt to sccure the

1ze of stringent enti-trust laglmlntlon in ¢11 monmber countrice hile
‘ritish argued thet any such ettempt would at bost roquire reny yoors for
succces and would in &ll probebility bo flesl Yy rejeetod by wuny countbrics.
wae e Truc picturc of the rispective p051u ong, the Drltish adviec
&8 proveilods  Cheptor IV stotos hft thore shouls b individuzl cnd con-
certcd fforts to "eurb" those husincse precticos in interrotions) 4rede thet

@

tund to frustratc the cims of Lhe Or;anlzgtiu“. To. .this ond nmombors may
coopcrate (but do not rlodge thuamsolvers to do s0) to inercasc tho Ifeetivi~
Roes of rumcdicl orders issucd eny on. momber. Tho 045 anizetion Lteolf will

3
i

bo dmpowercd to roccive compleinte cg-inet the oporciion of cort

ruquce* uny nenber to supnlv duta T l vent therctos  If the debe wore-

renizebion mey moke rocom o ndetions

por”nrl vBo muabur° fﬂd r.cuivo runorts o¢ %o the implomontction of those roe
comronds tions,  iside from thie, +he Orgenization mey conduet ctudics of ro-

ctrietive Lurlp~°s creceticvs, roconmond uniforn h”th"'l strnderds in dog ling

with cort.l problumn, cnd eall conforincos of wombor tos for consultotion,

~

%hile the reported position of uHu United Stetes may h ve repre=~
sented en impraoctiocel epproach to reruval of the very rasl and widuspread
abuses carried on by vrivete internstional Comblng;Tch tlie provieions of

Chapter IV are diseppointingly mild. If, however, tho QP““]“iﬂt received by
“he Orgenization erc given full publicity end its rkcoumcndhi' ars sneeifie,
gome of the major offundurs in intoractionel cartel find their
cotivities groetly hempored,

Intergovermmentel Copmodity Arr anganvnt e (Chapter V)e  The Chepter
on Insorgovermaontel Comacdl vy Llrgn“du~nt is, in Enu wricur's opinicn, the
nest eleosuly recscned ond co rofully prepercd scetion of tho decunons.  An
introductery prresroph voints out that production c¢f cnd trade in primery
cormeditios are oxpesed to cortiin difficultics Qi fforont iv ciarector frem
these gonorally cxicting in the coes of menufecotur .d geods, nad thet the roper-
cussiins of soricus disbturbrncos in the producticn of primory nroducts mnay
projudice the prospect of suncrel cconecmic cxpunsion,  fecordingly it is sug-

ceetod thet, when ¢ seriocus difficulty throstens, the counbrios mess affoetid
cheulc ecll upen the Intornctionnl Tredo Orgenization t¢ crgrnizo o Study
Group, composod of roproscntotives of the inturost.d notiong ond of thoe
Orgrnizaticn, tc e¢xomine the u*murl"ll.b frete of the
Guostion, If this epccial ctudy & th t ne odequs ¢rFurcs can oo found
t¢ expend censumpticn repidly snough to provent the fPOUIUllthD of ¢xcoege sup=
plicve, the Orgenizeticn moy be © skhed to conveny rn int. srgovernmontel cone
forunee for the purpice of feaming on intergoverrmontel cormedity cgroumont.
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The objectives of any such agreement should bs threefold:s %o
prevent the resort of any netion to unileteral sction which weuld tend to
shift the burden of adjustrent to other countries; to prevent or alleviete
the serious economic problems which right follow from the slow progress of
unplamned adjustments; to provide a transitionel period during which cdjust-
ment of the porticuler commodity problem can be effected through tho opora-
tion of wide economic progrems providing for the rppropricte shift of lebor
end other resources to more produc®ive use. In sceking those objeetives
members will bo askod to observe a numbor of spocific principlos. Phoy will
be esked not to resort to inturgovirnmentel commodity sgrooments until the
investigations of & Study Group hove shown thet « burdensomo sur“luc hee
developed or is duvolepimg or thot widespreoed unemployment hes deovoloped
or is devcloping, cnd thet correetion of cither 51ta«t10n'thrcug¢ nermal
conpetitive forcus will be unduly slew rnd peinful, If the Study Group
rcecomends fermetion of en cgroument, prospective momber govermments should
formulats end ccdopt e pregrom of cconomic adjustment designed to removo
the nccceeity for the norcument within o roletivoly bricf periods Beth
preducing cnd ccn sunlpg n tiong should prréiciprto in froming commedity
cgrooments,  Finolly, the Orgfriz ticn proposes thet momior govermonte
ghould net rosert tf irtergovermacntal commodity cgra*munuy with respoet
to fobricotod products unless the IeT.0. finds th t cxeopticnol circumstrnces
Justify such cction.

In operaticn, commedity agresments should edhere %tc¢ the fcllewing
principles: '

l. Admittance cof all interssted ccuntries on fair ternis,

2. Equal rggregate voting power for producing and ccxw

i iterasts.

._
n
:SJ:
s
3

0]

%Z. PRetention of adequate stocks to assure avallebility of
supplies et reascneble prices,

Lie Inclusion of anpropriote provisicns to afferd incrensing
cpportunities for supclying world rcqu;;c“unt
from the mcst ¢fficient scurces.

A comedity agrecment should not remein initially in effoct for more than

five yeers and subscquent rencwals cf the asgrooment should net be normittod
unless the participeting countrics can demonstrate thet substential progress
hes 2cen made towerd soluticn of the brsic di ffloﬂ tice which brought tihe
agrements intc boing or unlese tuu EEITOrE sod as to bo sffcetive
for this purpcese, Full publicity should be vhesy ¢
orgealzation end opurrticn of corodity sgre
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Among the exceptions which ere not subject to the provigiones of
Chepser V sre egreements relating to "the conservation of recerves of ex-
heuesible netural resources". This appears to be an unnecessarily broad
exceptlon- it probably refers specifically to petrolsum. The peragraph
prov.des, however, that any egreements in the uncovered categery should
not he used to accomplish resultc irconsistent with the objectives of
Crepter V, and thaet agrucmanth involving restriction of production or trade
should either btc euthorized by a substantial number of nations or be oporetod
under tho Orgenization

Chapter VI. Chaptver VI deals with the functions, reunizetion
¢nd vroco duQE"ET"?E?—%ropoeﬂd Internetional Trade Orgenizetion., It providos
thaet the final suthority of the Orgenizetion shall ruside in o Conferencs,
in which all member statos will be ropresonted. Acc c"dlng to the "Preposels"
as now fremed, voting in this body will Lo on the besi of ong ccuntry-=one
vote. A smaller bxocutive Board will cxurciss poiors dv4 fud to 1t by the
Confurence. This Boerd will heve 18 members of which et lb‘,u 6 will ronro
sent nocions of chicf coonomic importence to which pormencnt soets will be al-
locaticds  Tho "Proposals" provide thet the Exceutive Board should regulate
its wwn voting proccdurc. A Cormaercial Policy Comission, & Commission on
Busirwss Practices, end & Commodity Corzission will ¢ech bo concerncd with tho
functioning of the Intornctionsl Trede Orgenization in the ruspoetive ficlds
indiceted by thoir titlos. An Industrial eand hlncral Unit is ccntemplatod
to promote vxpensicrn of production rnd trede in febricrtod products, mincrals,
end cther primery producte not undor the juriediction of the Food ond Agrl-
culturc Orgenizeations Thore will e o Sceretrrict, undor tho sup.rvision
of a Dircetor-Gonsrel tnd threc or more Deputy Dircebere-General, to provide
factuval dotc ond cxport cssistonce to the vericus bodius of the Intornctionel
Trade Organization.





