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Office Memorandum • UNITED STATES GOVERNMENT 

TO Assistant Secretary Martin DATE: February 23, 1948 

FROM : Mr. Glendinning 

SUBJECT: Anglo-American Financial Agreement 

I . The Problem 

The general convertibility previsions of the Anglo-American 
Financial Agreement hare been "temporarily suspended" since the exchange 
of letters between Secretary Snyder and Chancellor Dalton on August 20, 
1946, This situation Is somewhat embarrassing because the prorisions 
of the Financial Agreement do not contain any general escape clause 
which would provide a clear-cut basis for suspending the obligation by 
administrative action* 

When the letters suspending convertibility were exchanged, the 
British Government annotmced that it would not request any farther with^ 
drawals on the line of credit* This announcement was, of course, made 
at the insistence of the United States* However* when it became evident 
that it was wholly Impossible for the British to return to complete con
vertibility, a decision had to be made concerning the release of the 
$400 million remaining on the line of credit# The Secretary discussed 
the release of these funds with Congressional leaders in December 1947 
and he told than quite frankly that the "temporary" suspension of the 
convertibility obligations would probably prove to be of more than a 
temporary nature, and that it would probably be necessary for the 
Administration to submit modifications,of the Agreement to the Congress* 
He opposed immediate modifications* however* taking the position that 
it was impossible to determine the extent of modifications which would 
be necessary until the European Recovery Program had taken shape* 

More than a year has now elapsed since those conversations* The 
Secretary has wanted to be prepared for any questions which the Congress 
might raise as to our intentions with respect to the Financial Agreement* 
For this reason we have been discussing proposals for modification with 
the British intermittently over the past several months* As yet no con
clusion s have been reached in these negotiations. The purpose of this 
memorandum is to acquaint you with the status of negotiations and to 
suggest possible courses of action* 

II. ftVTmiTT ?f tha Principal Provisions of the Agreement 

(a) Convertibility provisions 

(l) Section 8(ll) - This Is the general convertibility clanse 
of the Agreement. It requires the British to eliminate all restrictions 
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on payments and transfers for current transactions not later than 
July 15f 1947t unless in exceptional cases a later date is agreed 
upon. The only pertinent exception to this obligation is that restric
tions may be Imposed in conformity with the Articles of Agreement of 
the IMFf provided that the transitional period privileges of the Fund 
Articles will not be invoked after July 15t 1947 unless in exceptional 
cases the Governments of the United States and the United Kingdom agree 
otherwise. There is no provision for a general postponement or modifi
cation of the commitment by administrative action. The legislative 
history indicates that "exceptional casesw was intended only to permit 
exemption of certain countries and was not intended to provide an outlet 
for a general postponement. The obligation is stated to be in anticipar* 
tion of more comprehensive arrangements by multilateral agreement and 
expires on December 31f 1951. 

(2) Section 8(l) - This section guarantees convertibility of 
sterling for residents of the United States. The only exception pro
vided is that restrictions may be imposed under the scarce currency 
provisions of the IMF. This provision also expires on December 31f 1951. 

(3) Section 7 - This section provides for the convertibility 
of currently acquired sterling for sterling area countries •— a pro
vision which overlaps the provisions of Section 8(ii). In addition, 
this section requires that each member of the sterling area will have 
its current dollar receipts at its free disposition. Like Section 
8(ii)f Section 7 was to become effective on July 15f 1947f unless in 
exceptional cases a later date was agreed upon. The purpose of this 
section was to insure that any discrimination arising out of the so-
called sterling area dollar pool would be removed. It refers to all 
members of the sterling areaf and that phrase is defined elsewhere in 
the Agreement to include dependent territories. Section 7 has no 
expiration date. 

(4) Section 10(ii) - This paragraph requires that any 
accumulated sterling balances released or otherwise available for 
current transactions after July 15f 1947 be freely convertible. It 
contains no expiration date. 

(b) nondiscrimination in quantitative inroort restrictions 

Section 9 - This section requires that any quantitative 
import restrictions maintained by either country be administered on a 
basis which does not discriminate against imports from the other country 
in respect of any product. There are three exceptions, however. One is 
related to the scarce currency provisions of the IMF and is not now 
relevant. Another involves the utilization of inconvertible currencies 
accumulated prior to December 31f 1946. It is not particularly signif
icant. The third permits discriminatory restrictions where ttthere may 
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be special necessity •••to assist, by measures not involving a sub
stantial departure from the general rule of non-discrimination, a 
country whose economy has been disrupted by war** This exception has 
been liberally utilized to pennit discrimination in favor of European 
and North African countries, even though the primary purpose of the 
measure has actually been to reduce the drain on Britain's dollar 
reserves* 

This section, like the section on general convertibility, expires 
on December 31* 1951. 

(c) Modifications 

Section 12 - This section provides that modifications of the 
Agreement must be submitted to the Congress and the Parliament. 

III. Review and Status of Negotiations 

Publicly we have taken the position that consultations with the 
British on this problem have been in progress ever since the suspension 
of convertibility in August 1947* We have, actually, kept in close 
touch with developments in British international financial policy and 
have discussed the Financial Agreement problems with British technicians 
quite frequently during this period. During the annual meetings of the 
IMF and the International Bank in September, the Secretary had two brief 
conversations with Sir Stafford Cripps and three meetings were held with 
Sir Henry Wilson-Stoith, Second Secretary of the Treasury in charge of 
Overseas Finance. Following these preliminary meetings, concrete pro
posals for modification of the convertibility provisions were submitted 
to the United Kingdom Treasury Delegation hew in ISfeishington in November, 
and early in January a further meeting was held to hear the British 
reply to these proposals• The present situation is as follows: 

(a) General convertibility provisions 

The United States proposed that the Agreement be modified to 
provide for the resumption of the convertibility of sterling on July 1, 
1952 unless the two governments agreed to a further postponement. The 
British have not accepted this proposal nor offered more than a very 
general counter proposal. The disagreement is over whether the obliga
tion should be assumed only when the two governments agree that it 
should be undertaken, or whether it should be assumed at a specific time 
unless the two governments agree to a postponement. 

There is technical agreement among the United States agencies 
that, although it is too early to obtain any clear picture of the situa
tion in 1952, it does not now seem likely that Britain could maintain 
complete convertibility at that time. If, as 1952 approached, it 
should be evident that convertibility could not be maintained, a further 
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postponement would be granted. The proposal v/hich we have advanced 
includes a broad escape clause which woald permit a postponement for 
general balance of payments reasons* 

The United States proposal was advanced because of a feeling that 
it would be difficult to obtain the approval of the Congress for a mod
ification which did not retain some commitment or obligation on the part 
of the British Government. The United States agencies were not in com
plete agreement as to the wisdom of this proposal. The State Department, 
in particular, felt that the United States had no right to seek an 
extension of the convertibility obligation. (The proposal advanced 
does involve an extension of a commitment beyond the original expira
tion date.) Nevertheless, the State Department was willing to see the 
proposal advanced as a bargaining position. It seems unlikely that the 
British will ever accept it. 

(b) Convertibility for United States residents 

The United States has proposed that Britain^ obligation to 
convert sterling for residents of the United States be continued beyond 
the present expiration date of December 31> 1951* The British have not 
committed themselves definitely on this proposal but have informally 
indicated that it might be acceptable in conjunction with a modification 
of the general convertibility obligation along the lines which they have 
suggested. 

From an economic standpoint it may not be particularly impor
tant to the United States to obtain an extension of this commitment. 
Since the British would have to pay in dollars for American goods and 
services in any event, the commitment is really effective only for current 
income from American investments in sterling and miscellaneous payments. 
Since the British themselves still maintain substantial investments 
overseas, it seems quite unlikely that they would place any restrictions 
on convertibility of income from American investments, even if this com
mitment were dropped. It was our feeling, however, that extension of 
this obligation might have certain political advantages, and it was for 
this reason that the proposal was advanced. 

(c) Convertibility for the sterling area and abolition of the 
dollar pool 

The United States has proposed, in effect, that Britain's 
commitment covering convertibility for sterling area countries be placed 
on the same basis as her commitment to non-3terling area countries. The 
British agree in principle with tiiis proposal but would like to see the 
section redrafted along somewhat different lines. 

The United States had proposed complete redrafting of the 
present Section 7 to clarify and separate the two commitments which it 
now contains s (l) the free disposition of sterling receipts and 
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(2) the free disposition of dollar receipts. The United States also 
proposed to make it clear that the commitment applied only to those 
members of the sterling area not included in the common currency quota 
of the United Kingdom under the Fund* For political reasons the United 
Kingdom wishes to avoid drawing a sharp distinction between countries 
within the common currency quota and other sterling area countries. 
Furthermore, they are somewhat hesitant to accept a redrafting of the 
paragraph which would make it particularly clear that sterling area 
countries were at present to have their dollar receipts at their free 
disposition. They believe that the section can be redrafted simply to 
refer to the general convertibility section. 

(d) Convertibility of accumulated sterling balances 

The United States has proposed that releases from accumulated 
balances be entitled to the same privileges as current earnings. The 
British agree with this principle but believe that the objective can 
best be achieved through reference to the general convertibility provi
sions rather than by the use of the language which the United States has 
suggested. 

(e) Non-discrimination against United States imports 

General agreement has been readied on the basic proposal 
that the non-discrimination provisions of the Financial Agreement be 
superseded by the charter of the ITO. There has been no determination, 
however, as to whether this will require legislation. 

IV. Possible Courses of Action 

He have a general understanding with the State Department that the 
Treasury will not press for Congressional consideration of the Financial 
Agreement prior to the submission of the ITO charter. As a matter of 
fact, the Secretary has not decided when he should take the initiative 
in presenting modifications to the Congress. It is our belief, however, 
that the longer we delay the more difficult it will become for us to 
obtain favorable Congressional action. As American industries encounter 
growing difficulties in disposing of production which is surplus to 
domestic requirements, they come to us with proposals involving, in 
essence, the convertibility of sterling. In view of this situation it 
might be advisable to discuss this question with the Secretary at an 
early date, and, if he agrees, to plan to submit modifications to the 
Congress as soon after the conclusion of the ITO hearings as is conven
ient to the Banking and Currency Committees. 

If this course is adopted, we should immediately schedule further 
conferences with other NAC agencies to agree upon our next approach to 
the British. Actually the negotiations can probably be concluded within 
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a short period of time, if the United States is prepared to accept the 
basic principles involved in the British proposals on the general convert
ibility provisions. 

On the non-discrimination provisions, Treasury and State Department 
legal advisors should probably confer at an early date to determine 
whether they believe it necessary to obtain specific legislation to pro
vide for the supersession of the non-discrajrdx»ation provisions by the 
ITO charter* If they feel that no specific legislation will be required, 
this view should be presented to the British to see whether it is accept
able to them. If the supersession of Section 9 can be handled in this 
way, it need not be dealt with in action under Section 12. However, if 
it is the opinion of the legal advisors that specific legislation is 
required, proposals concerning Section 9 could be included with modifica
tions of the convertibility sections or separate legislation might be 
sought to cover a U cases where the ITO Charter will conflict with exist
ing legislation. 
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