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Before 19U 

1* In the hundred years of relative peace before 1914 there was 
an unprecedented expansion of world production and trade. This ex-^ 
mansion was accompanied by, and indeed made possible by, an increasingly 
complex multilateral pattern of trade and payments, under which 
general equilibrium was maintained while there were considerable dis-
oquilibria in trade and payments between individual countries. The 
international system of payments depended on the operation of the gold 
standards which'produced stability of foreign exchanges, short-term 
finance being provided by the money markets'and imbalance of payments 
being largely wet by the movements of international capital and by 
automatic correctives. What one country could buy of a given commodity 
from another depended on its ability to sell some other product in a 
third country, which in turn could only buy because it could sell 
something else in a fourth - and so on through perhaps ten or a doaen 
apparently unrelated transactions which, together with capital trans
actions, helped to complete the circuit. Each individual trading 
transaction took place between private individuals in the two countries 
directly concerned, but the monetary settlement of the transactions 
was only made possible by the apparently unconscious and unplanned 
working of this highly complex pattern of international trade and 
financet This pattern had been developed only slowly over several 

;; centuries. The trade channels on v/hich it depended were the result 
of habits of production and consumption in individual countries which 
had grown up and expanded over the jroars* Fluctuations occured 
constantly, but no such gross disparities between supply and demand 
as pressed on the world in the inter-vrrr ocriod* The essence of the 
pattern was that it was almost world-wide, not bilateral between 
countries or groups of countriesT^anJ^ho balance as a T/holc depended 
upon the continued working of highly diverse and widely separated 
parts and on unquestioning public confidence in the natural rightnoss, 
and indeed inevitability, of the system* 

2* With each advance of international trade the complexity of 
tliii-i pattern increased. During the period of its growth it had been 
ahlo to accommodate the rise of Germany to a leading place in inter
national trade, the conversion of the United States economy from an 
exporter oT primary products to an exporter of manufactured goods, 
and the development~of "groaTToocf exporting areas, such aŝ Oanacfa. 
MOTaTia £^£310^ iirgontino. It could accommodate massive "movements 
provTdocI That they took* place slowly and by natural processes of 
growth and it was tough enough to survive the various crises 
associated with the trade cycle which happened at recurring intervals* 

3* The successful operation of this system of multilateral 
trade depended on the existence of certain general conditions which 
do not exist, at least to the same extent, to-day* As already 
indicated it was an essential feature of this system of trading 
that it enabled adjustments in the economy, industry and trade of 
the various countries of the world to be made in accordance with 
changing circumstances; and indeed exorcised continuous pressure to 
bring about such adjustments* Adjustments of that kind are inevitably 
painful since they are bound to involve depressions and unemployment 
in particular trades or in particular local areas, but this painful-
noss was mitigated by certain general conditions* Firstly, it is 
{broadly true -chat th\ tempo of technical change was slower in the 
nineteenth century than it is apt to be to-day, so that there was more 
ti::;° i n v/hich to make the necessary adjustments^ Secondly, certain 
safety valves^or easements existed* There were on balance fewer 
obstacles to international trade, especially because of the 
proportionately large market offered by free trade Britain; so that 
if a particular country found one of its main industries declining 
"s a result^of increased competition elsewhere, or a decline in 
do,land for its products, it was easier for that country to develop 
new industries and now export trades with which to replace the 
aoclinxng industry* There were also on balance fewer" obstacles of 
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Governmental character to the movement of capital from one country 
to another and greater willingness on the part of oirners of dis
posable capital to invest it overseas; so ,thet again it was easier 
to promote now industries in place of declining ones* lost 
iraportant of all, large possibilities were' open for the free iiigration 
of peoples, especially to the American Continent, so that workers who 
found themselves uneraployed owing to decline of trade in their own 
countries had the alternative of migrating as well as such opportuni
ties as existed of finding now employment in their countries of birth* 
This possibility of movement was an important safety valve in the 
whole system* Finally, apart from these factors, which mitigated the 
painfulncss to particular sections of the world community of natural 
economic adjustments, it was undoubtedly the case that general public 
opinion in the nineteenth century was more willing to tolerate hard
ship, whether in the form of unemployment or in the form of actual 
starvation, than it is to-day* The social conscience in all countries 
has no¥# developed to the point where such hardships are not easily 
tolerated and there is correspondingly loss willingness to expose 
individual sections of the community to the pressures which would 
result from the unrestricted play of the trading forces which operated 
in the nineteenth century, p{?,rtioularly since the mitigating factors 
which then existed have now largely vanished* 

/Ike inyor-war Period 
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The .inter•war periods 

4* The world war of 1914- administered a violent shock to the 
multilateral pattern# On the monetary side, the major belligerents 
had to make the gold standard inoperative *on account of the inevitable 
dislocation of their balance of payments, 'and in order to use their 
foreign exchange resources as effectively-4s possible for war purposes* 
The normal channels of trade were cut or divertedt new trade links were 
established and new local manufacturers set up* After the war, the 
belligerent nations were faced with a huge task of reconstruction# The 
Austro-Bungarian Empire disappeared: the economy of Germany was laid 
in ruinss Russia was eclipsed by revolution. There were five years of 
chaotic currency conditions and general inflation reaching catastrophic 
levels in Germny and most other Central and Eastern European countries* 
In many countries savings, pensions, fixed incomes etc*, were reduced 
or dostroyedj and the resulting instabilities had far reaching social 
and political consequences, 

\ 5# The Genoa Conference in 1921 marked the beginning of an effort, 
\ largely centred in London, to restore monetary order in Europe. /The 
first important result was the restoration of the pre-1914 gold value 
of sterling, andtta adeption cfa trifled goldsfeâ cord"' systen, under which " 
gold was reserved in the form of bars for making sterling held by non
residents convertible, Central Banks teing encouraged to hold as monetary 
reserves "convertible currenciesw* Sterling was by 1925, with the help 
of a lew lork credit, stabilised as a free and convertible currency at 
the rate of 4*86-2/3 and by 1928 most European currencies, except that 
of Russia irore stabilised at a new level with the help of League of 
Nations loans and private loans floated in London, lew fork and other 
oontroSn The principle of convertibility against gold was upheld$ 
every Central Bank bought and sold gold at a fixed price but gold did 
not circulate internally in the form of gold coins* The system was 
maintained by an ample supply of foreign loans in the London, New fork, 
Amsterdam and Swiss markets, and by the restoration of public faith in 
it* Exchange Control had not yet appeared but some economies wore pro
tected by high tariff terriers, quotas and discriminatory practices: 
the clearing device had already attained an embryonic form in Eastern 
Europe. During this period the sterling area took its present form as 
a unitary monetary system, employing sterling as its currency of settle
ment, irrespective of the gold value of sterling. 

6* During the immediate post-war years, the dislocation of the 
pre-war multilateral pattern of trade had been obscured by world-wide 
shortages of goods which, as after the second war, had drawn trade 
through any and every channel available# Indeed, after the initial 
difficulties had been surmounted , monetary order restored, and the 
direct damage caused by the war largely repaired, it was hoped to be 
able to restore something like the pro-war arrangements. By 1920 the 
pattern of world trade displayed the United States in surplus against 
most parts of the world outside the tropics, but in deficit with the 
tropical countries# The United Kingdom on the other hand was in surplus 
with the tropical countries, and Europe, in turn, in surplus with the 
United Kingdom* The other parts of the world fitted in to this pattern 
and so long as it was supplemented by very substantial loans from the 
Upited States to Central Europe, the pattern could still support the 
foreign exchange system described in paragraph §• 

7* Towards the end of the twenties, however, it became apparent 
that the damage which the multilateral pattern of trade had suffered, 
as a result both of the first world war and of other longer term changes 
in the world pattern, had not been effectively repaired* The broader 
conditions which had made the working of thef multilateral system 
possible were disappearing, and in particular there was fundamental 
disequilibrium between the U.S.A. and the rest of the world. The crisis \ 
was precipitated by the drying up of U.S. lending abroad, and the Wall 
Street crash of 1929 was a signal of general depression* 

3# The main symptoms of the dislocation which had appeared and 
which to a greater or lesser extent continued to the second war can be 
groupoi as follows:-
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(i) Since the broken pattern of trade had closed some of the 
channels by which the total demand of the country concerned on the rest 
of the world was offset by the demands of'the rest of the world on it, 
the dislocation began to appear in inequalities between the capacity 
to consume and the capacity to pay* The spectacle became familiar of 
unsaleable supply in one part of the world side by side with unsatisfied 
demand from another* Germany, for example, was able to generate pur
chasing power by exports to her natural markets, but was not able to 
use it to buy from her traditional sources of supply because some channel 
of trade and finance which previously had indirectly linked the two was 
no longer open* Thus the now familiar symptom appeared of unspendable 
foreign currency balances. Inevitably the minds both of private traders 
and Governments turned in the direction of bilateral settlements* 

(ii) Under these bilateral arrangements price was no longer neces
sarily the determining factor for source of supply* Sellers who had 
previously held the business, and who could offer their goods at a price 
lower than their new competitors, frequently found themselves excluded 
from the trade• Moreover, as time went on price disparities tended to 
increase as the shortage of some currencies and the excess of others was 
intensified* This operated both ways* At times it excluded the more 
efficient supplier from the business; at other times the most efficient 
supplier would not only get the business but also get a higher price than 
less efficient competitors because the buyer had ample supplies of the 
currency of the efficient supplier* In such cases the relative efficiency 
of German and American or British production did not enter into the cal
culations* This disregard of price considerations appeared to the traders 
who had lost the business (and to the Governments which represented them) 
especially the U*S* and U*K* Governments merely as undesirable and un
justifiable discrimination* 

(iii) As a result of these inequalities of trade and payments, 
monetary reserves tended to become inadequate to meet their normal 
responsibilities. While the pattern of world trade was in balance, 
reserves had acted as equalisers to accomodate temporary fluctuations 
in a flow of payments which was fundamentally in balance* So stable 
had the balance been, and so effective the self-correcting operation 
of the fold standard in this balanced pattern, that reserves which would 
now seem inconsiderable had sufficed" to absorb all but the worst shocks* 
Fhon the balance had been broken, however, reserves changed their nature* 
For deficit countries they became a jealously guarded hoard from which to 
eke out payments for essential goods that had to be bought from countries 
whose currency the buyer could not earn in the normal course of tradej 
for surplus countries gold reserves began to rise to levels beyond any 
foreseeable needs* 

9§ The breakdown of the modified gold standard described in 
para# 4* which operated, in a pattern of fixed rates maintained without 
Exchange Control and which permitted the free movement of capital, led, 
after sterling went off gold in September 1931, to a period of freely 
fluctuating rates of exchange in which Governments and Central Banks 
assumed no direct responsibility for the maintenance of any particular 
rate of exehanre*. The Exchange Equalisation Account method of management 
was adopted by the U.K# and many other countries* The general Foreign 
Exchange mechanism which thus developed took the form of intervention by 
Central Banks or monetary authorities in their own markets and with the 
consent of the relevant monetary authority in other markets, so as to 
prevent too violent fluctuations taking place at too short intervals* 
The whole system, hoirover, was dependent upon every country beinfs willing 
either to buy or sell gold at a fluctuating price or to operate a free 
gold market in which both residents and non-residents could deal. The 
system, if it could be so called, depended upon there being available 
a sufficient volume of gold for settlements between Central Bankst 
While rates of exchange were inherently -unstable and stresses in the 
economic system of any country .manifested themselves by variations in 
the rate of exchange, convertibility of all currencies was ultimately 
assured by the availability of .gold at a fluctuating price. 
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10. There was a possibility of reviving a fixed pattern of rates 
of exchange at a new level up to the time of the Economic and Monetary 
Conference held in London in 1933• The abandonment of a fixed dollar 
price for gold and the depreciation of the dollar in terms of gold 
prevented the restoration of a stable exchange system. The return to 
a fixed gold price of |35 an oz, did little to restore international 
confidence, particularly as it undervalued the dollar in relation to 
those continental countries which had attempted to maintain their 
currencies on the Gold Exchange Standard, By 1936 their attempt 
collated under the weight of economic difficulty, mass speculation 
and loss of gold. By the outbreak of the Second World War, practically 
the whole of the non-dollar world was managing exchanges toy intervention 
in the market, the majority of rates fluctuating more or less freely in 
terms of dollars. The effect on those continental countries which had 
already passed through severe inflations and currency depreciations in 
the early twenties was lamentable. 

Confidence in the domestic currency was again lost, and the 
habit of goldL.jiaarding became more deeply embedded than ever* 

11# The exchange crises of the early 1930fs had compelled countries 
to choose between the Pound sterling and gold as the measure by which to 
value their own currency and it was in these years that the sterling area 
acquired recognisable shape. To a number of countries outside the 
British Commonwealth it soon became apparent that the discomforts arising 
from violently fluctuating prices could be resolved only by allowing 
their own currency to fluctuate. As a voluntary act of policy, therefore, 
these countries "pegged" their exchange to sterling. The "sterling area" 
which thus took shape consequently included two typos of member. First, 
and essentially, there were the British countries and some few others, 
such as Egypt and Iraqf> which had an established relationship between 
their own currency and the pound sterling. Secondly, there were those 
other non-British countries, e.g, Scandinavia, which had elected to base 
their currency on sterling for reasons of economic comfort and convenience. 
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The Second World Wag 

12# When the monetary authorities in London began to comtemplate 
financial measures required in the event of war, they came to the early 
conclusion that it w u M be impossible to maintain a fluetuating 
rate system which by its nature is substantially Influenced by 
psychological and political factors. They were also convinced that 
it would be equally impossible to organise a fixed rate system which 
allowed the free movement of capital* There was also the necessity 
of taking early measures to mobilise gold and exchange resources 
including securities not only in the U*K# but throughout the Common
wealth* They therefore worked out a comprehensive system of exchange 
control based upon a fixed gold price, a fixed dollar/sterling rate 
of exchange, and fixed relationships between sterling and other / . 
currencies» After arrangements with the Bominions had resulted in 
complete agreement on policy and methods, approaches were made to 
France and full agreement was reached on the basis of a general con
ception of a pooling of resources• 

13. Before the outbreak of war there was a steady and inexor
able pressure against sterling on account of a mass flight of capital 
from Europe and the U#K# to the U.S»A#. As it was impossible to 
institute Exchange Control and politically difficult to allow the full 
expression of war fears to be shown in the sterling/dollar rate of 
exchange and the price of gold, it was found expedient to hold the 
sterling rate between 4*^0 and 4.60. When it became clear, however, 
that war was inevitable it was decided that the rate to be chosen 
as the key of the new pattern of exchange rates should be about 
4#00f This represented about a 20$ depreciation of sterling on the, 
average rate of previous years and would thus facilitate the immediate 
mobilisation of foreign exchange held by residents of the U.K# and 
would also anticipate some of the inevitable inflationary conse
quences of war-time finance* 

14« The war made it necessary to draw a sharp distinction 
between the inner circle of sterling area members and the rest* The 
U#l* had to impose exchange control over a wide area of overseas 
monetary transactions, but, given the intimacy of the commercial and 
banking links between the U«K# and the rest of the sterling Umpire, 
the imposition of an exchange control between head offices in London 
and branches and subsidiaries elsewhere could only have produced 
chaos and have impeded the war effort. The U*K# control was therefore 
based from the start on the principle of free transfers within the 
"inner" sterling area (which was, broadly speaking, co-extensive with 
the Commonwealth and Empire, excluding Canada and Newfoundland, but 
with the addition of Egypt, which has since left the group, and Iraq), 
and of controlled transfers between the sterling area as thus defined 
and any non-enemy country in the rest of the world• The sharp 
definition which was thus given at the outbreak of war to the pre
viously vague concept of the sterling area did not entail, as is 
sometimes supposed, an agreement between the members to embark upon 
a pooling of foreign exchange resources which they had not practiced 
before. On the contrary, it amounted to an agreement to maintain 
the existing practice unchanged, so that foreign exchange and gold 
continued to flow to London as they had in the past* Nor was there 
any question of London sitting in judgment on the calls which in
dividual members made on the common exchange resources• Each country 
continued to decide its own import policy and fregramme* but each also 
agreed to formulate that policy so as to make minimum demands for 
their domestic economies on the foreign exchange and gold which was 
required for the purchase of munitions of war* 

15# The outbreak of the second war was responsible for the 
reintegration of a fixed pattern of exchange rates maintained by 
Exchange Control regulations and a comprehensive control over trade. 
The significance of the sterling area was enhanced as, in spite of 
the financial and other stresses of war, "normal" methods of finance 
and investment prevailed throughout the period and have done so to 
date# In a world in which almost all other countries, except the 
U«S.A., had been forced to increase their controls on all international! 
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transactions, the maintenance of complete freedom of navments within 
the sterling area has been a testimony to the inherent st^^gsgj^ 
of the system* The fact that the system worked so smootlify/ 
enormously facilitated the procurement of goods and services essential 
to the war effort from sterling area countries, in particular in 
the Mediterranean and Eastern war theatres, which it might otherwise 
have proved impossible to secure at all. It did so, however, at 
the cost of the building up of very large sterling balances in favour 
of India, Egypt, and other countries* 

Anglo-American consideration of Post-war Policy 

16* The trade and financial measures adopted by the 
belligerents during the second war and their implications and con
sequences are too familiar to require description in detail. It 
will be more pertinent in the present context to attempt to recall 
the stages of consideration of Anglo-American post-war policy. It 
is weli to stress in the first place that this had to be based on 
very inadequate evidence and hazardous forecasts, and that there 
were major differences of emphasis in the diagnosis of the pre-war 
situation and of likely conditions in the post-war world. 

17, The first discussions ou post-war policy took place in 
connection with the decision of the United States Administration 
in 1941* many months before Pearl Harbour, to support the British 
war effort by the provision of supplies under Lend-Lease, a decision 
which averted the threat to collapse arising from the exhaustion of 
British dollar and gold reserves. The United States, like the 
United Kingdom, had suffered from the ever widening scope of exchange 
control measures in Europe before the war, and had been further 
disturbed since 1939 by the rigorous controls imposed by the U.K. 
Government as a war measure. Both Governments were agreed that at 
the end of the war a move must be made towards freeing world trade 
from the impediments which had hampered its expansion during the 
1930fs. At the request of the United States Government, the Uhited 
Kingdom Government, therefore, undertook, in the agreement which 
governed the provision of Lend*-Lease, to be ready to join with the 
United States in agreed action to these ends. 

18# As the war advanced, it became evident that the U.K# would 
not be able to get rid of controls in the early post-war period. 
Increasing concentration of British industries on war production 
was accompanied by a greater and greater loss of export trade, and 
importers turned to other suppliers, particularly the U.S.A* 
Strategic considerations led to the British I|les being supplied more 
and more over the short North Atlantic seaway instead of from the 
more distant sources which were natural markets and supply grounds 
of the British economy. These dislocations, which were the inevit
able consequence of full concentration en the war effort, were aggra
vated by the obligations accepted by the U.K# Government in the 
Export White Paper of 10th September 1941 hy which the U.K. undertook 
to withdraw, in favour of American exporters, from any export trade ̂  
in which Lend^Lease or "similar" materials were employed. 

19* Simultaneously with these dislocations on the trade side, 
a serious weakening was imposed on the monetary side of the British 
economy by the draining away of its accumulated reserves of gold and 
marketable investments to provide means of payment for munitions 
purchased in North America before Lend-Lease. These reserves had 
afforded not merely the necessary buffer to absorb fluctuations in 
the normal course of trade and payments but, in so far as they con
sisted of revenue earning properties and securities, had been an 
important component in the world wide pattern of payments on which 
the multilateral system had depended. The loss by the United 
Kingdom of its external dollar assets, coming on the top of the loss 
by United Kingdom exporters of important parts of their external 
markets, was a major handicap. These difficulties were also certain 
to be present in differine1 decrees for many other countries, 
especially those of Western Europe, 
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20* During these years, therefore, there was a difference of 
approach between the U.S« and U#I* Governments* The former were anxious 
to restore 'the pre-war pattern and procedures of trade and finance with 
the minimum of delay* The U.K*, however, "were so conscious of their un
favourable financial condition and the tremendous effort that would have 
to be made to convert from war to peace production that they were reluc
tant to assume an obligation to restore convertibility and non
discrimination or to reduce trade restrictions prematurely by a fixed 
date* At the preliminary conversations on international institutions 
in the field of trade and payments which were opened in September 1943, 
the U*K» side felt it necessary to reserve the U*K. position and to try 
to secure suitable escape clauses for use in case the full working of 
liberal trade and payments policies should prove impossible. In parti
cular, they stood out for the necessity, on the monetary side, of 
restricting expenditures of scarce currencies (which were subsequently 
incorporated in Article ¥11 of the International Monetary Fund) and, on 
the trade side, for the necessity of restricting imports which''could not 
be paid for. When agreement was reached at Bretton Woods on the Articles 

••» of Agreement of the International Monetary Fund, the U*l. Delegation 
considered that a major advance in international monetary understanding 
and a major concession to the British point of view had been secured in 
Article VII, which recognised, or was then understood by the Delegation 
to recognise, that if a currency become^ scarce in the exchanges of the 
world, restrictions against that currency are legitimate* 

21* The Fund Agreement gave a right to contract out of convert!-
? bility and transferability by war-damaged countries during a transitional 

stage which was intended to end in May 1951, i»e* five years after the 
j date on which the Fund began operations. The Fund has now been in 

operation for three years but has been practically helpless in the face 
of the fundamental conflict between actual post-war international con
ditions and the purposes and obl|gatigns of the Agreement. 

22* At the end of the war, the U*K.\had an unmanageable burden of 
oversea sterling liabilities, a greatly reduced income from overseas 

t._"" investments and shipping, and negligible export trade. The monetary 
reserves were totally inadequate to bridge the balance of payments gap 
after the tc-rmination of the vmrtime supply arrangements. In an endeavour 
to meet this situation, the Anglo-American Financial and Commercial Agree-

^» ment was negotiated in December 194-5, as a result of which there was a 
final settlement of Lend-Lease and Reciprocal Aid and, in addition, a 
Line of Credit was placed at the disposal of H.M*G* amounting to $3,750 
millions* Similarly the Canadian Government gave the U*K* a Line of 
Credit of Canadian $1,250 millions. There is no doubt that without this 
Line of Credit the economy, not only of the U.I. but of the whole of the 
Sterling Area, would have collapsed and brought Western Europe down with 
it* 

23« Bilateralism was adopted as an inevitable expedient after the 
end of the war by many countries when they found themselves either with
out &olf^ to meet the 
difficulties created by the warV ThF'non-availability of gold reserves 
prevented not only the restoration of convertibility in any recognisable 
form, but also deprived the world as a whole of any normal means of 
settlement of international balances. The U.K. therefore vigorously 
pursued the policy of negotiating "Monetary Agreements" for the purpose 
of making Governments and Monetary Authorities responsible for the 
bilateral rates of exchange. In the absence of media of settlement, the 
device of holding currency balances was freely adopted but the magnitude 
of the bilateral disequilibria, necessitated the development of machinery 
of trade agreements. All this worked fairly well while massive U.S. and 
Canadian aid was available to the Western World (e.g. UiRBA, 1945 loan 
Agreements, Exlm Bank and IBRD Loans, I.M*F. drawings), while Latin 

-j America and South Africa still possessed substantial gold and dollar 
reserves earned during the war, and while a buyer1s market enabled any 

1 production to be sold* 

24* In 1947 it bacame obvious that the degree and intensity of the 
difficulties of the transitional period had been underestimated. The 
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premature using up of the U.S. loan and the breakdown of sterling con
vertibility, together with the continued economic dislocation of flestern 
Europe as a whole, led to a re-examination of the situation* As a result 
of the initiative of the United States Government a scheme of cooperation 
for recovery was worked out in Europe. The O.E.E.C. was brought into 
being and the scheme was put into effect with funds appropriated in 
accordance with the Economic Cooperation Act. The assistance which the 
United States has given under this programme came at a most critical 
moment in the efforts of European countries to attain a measure of 
recover;-', when it seemed that the progress made in the first two years 
after the war was about to be lost because of insufficient recovery in 
their external earnings. It would not be appropriate in this paper to 
attempt to record the considerable advances irhich have been achieved in 
the first eighteen months of the programme, nor to analyse the further 
steps which the participating countries should take in cooperation, in 
"order to move onward to a point where their economies can stand without 
extraordinary financial aid of the type provided under the programme. 
These matters are being urgently studied in Paris and it is anticipated 
that a report by the Organisation will be produced in the near future. 
It seems evident ho?#ever, that some at least of the assumptions which 
have underlain the long term programme will require review* Vital as 
Marshall Aid has been to turn the tide and to set European recovery in 
the right direction, it is already clear that the recovery of European 
production alone will not suffice to overcome the maladjustments of the 
world economy as a whole. 

,»» 

25. The worl4 is again faced with the same fundamental economic 
problem as ̂ ^ ^ ^ ^ disturbing it since the first World far - that of a 
broken world trade pattern and a lack of confidence in domestic 
currencies, and in present circumstances little hope of the re-
establishment of an international monetary system. As after the first 
war, a sellers' market for a time obscured the full extent of the problem. 
Shortages of every kind of goods, from heavy capital plant to the minor 
amenities of domestic life, have made trade pass along every channel 
that would serve to connect any available supply with the unsatiated 
demand. With incipient decline in the sellers1 market, however, the 
symptoms of broken world trade pattern, already plainly visible even 
when the sellers1 market was at its height, have begun to assert 
t. .cmselves more stronglyf let the waning of the sellers1 market has 
only just begun. How the situation will develop when more and more 
products are available in full supply has yet to be seen. In many 
respects it compares unfavourably with that after the last war. The 
dislocation of the world trade pattern in 1949 is greater than it was 
in 1921* Europe has been cut in half by a line across which only a 
meagre trade now passes between communities which, before the war, were 
fellow citizens within single states or single empires: the vital role 
played by Germany has again painfully to be re-establishedt The en
croachment on British trade and the stripping of British reserves and 
investments has produced a new dislocation in what before the war was the 
largest single component in the whole world trade. In individual 
countries, the destruction of the second war has far exceeded that of 
the first# To physical destruction of plant and houses has been added 
the less tangible loss of obsolescence and depreciation of capital 
equipment, ranging from the largest machines to the private wardrobe,. 
Side by side with these losses in the theatres of war (which this time 
?;ere more widespread than last) an opposite development has proceeded 
in the countries which happen to be remote from hostilities* The pro
duction of the Americas has been greatly increased. Technological 
advances which have been developed there during the war have been little 
explored in Europe. Disturbance of the balance has thus been pushed far 
on both sides, and the broader conditions which made the working of the 
multilateral system possible, as described in paragraphs 1 to 3, have 
been still further modified. 

Conditions of progress towards the recreation of a pattern.for 
multilateral trade and payments« 

26. Certain lessons can be drawn from any study of financial and 
economic events bet?/een the two world wars or in the more recent past. 
The first lesson is that the problem before us is a world problem - not 
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a problem that can be solved by the United Kingdom or by the United 
States or even one that can be solved by the sterling area or the 
dollar area* Even attainment of equilibrium between the dollar area 
and the sterling area, vitally important though it is, does not provide 
the complete answer. If the remainder of the world continues short of 
dollars| but balanced in sterling they will use their sterling to get 
dollars and will cut down their sterling imports to the extent necessary 
to get a sterling surplus for the purpose. Sterling cannot withstand 
such unbalance in other parts of the world. If it is to bo convertible, 
the balance must be world-wide* In achieving this balance and the con
vertibility proper to it, a special effort is required of those who are 
responsible for sterling. let no efforts of t'Helrswill maintain con
vertibility while an important part of the rest of the world remains 
seriously short of dollars. Widespread, and as far as possible world
wide, cooperative efforts are required in order to secure the restoration 
of a pattern for multilateral trade and payments. The second conclusion 
is that what is needed is the creation of the conditions under which 
multilateralism and convertibility can flourish! that is, a state of 
affairs in which there is a multilateral (not bilateral) balance of 
' exchanges of goods and services or - to the extent that this is not 

, ^practicable - a financial balance of payments achieved by capital move-
-• »Jpcnt# It follows that what we need is a pattern of world trade and 

production geared to a system of payments which is self-balancing. It 
is common ground that these conditions do not exist today and that to 
bring them about will require various and far-reaching changes in the 
current financial and economic circumstances and policies* Experience 
has shown that any attempt to reintroduce by edict, convertibility and 
Multilateralism, even with substantial financial backing, is doomed to 
failure if the necessary basic conditions do not exist* Attainment of 
equilibrium is thus the first essential; the chief issue for consider
ation is the nature of the measures required t- establish this desirable 
state of affairs at the earliest possible moment. The core jDf̂ the 
problem is Represented by, the. lack of balance in the'pfoluclion of^goods 
in the rest̂ pjĈ the world as compared with North America.""¥Ms "laoKf of 
balffflceTSs widened "in fftRT eotlrso oF^tle'last^ ten years and finds its 
reflection in a United States surplus with the rest of the world which 
in recent years has varied between |6 billion and $11 billion dollars. 
That disequilibrium must be reduced to manageable proportions before 
there can exist the conditions required for the- reintroduction of multi
lateralism and convertibility. 

27. There are certain obvious lines of attack upon the problem. 
H I would agree that the desired equilibrium must be one at a high 
level and not at a low level of trade. Creditor and debtor countries 
alike must, therefore, maintain high levels of production^ employment 
and general business activity. That is fundamental. Furthermore^ 

(a) the special contribution of debtor countries must bes-

(i|\o move as far as possible, and as rapidly as possible, 
in the direction of overall balance on external account; 

(̂ ii) as part of that process, to increase dollar earnings 
, to the maximum practicable exbeofy 

(iii) to pursue dollar economy and the development of alternative 
sources of supply. This particular policy tends to be unpopular both in 

j debtor and creditor countries. None the less, it is an essential part 
of the movement to?iards the desired equilibrium. During and since the 
war there has been an abnormal dependence by the rest of the world on 
imports from the dollar area, and this degree of abnormality in itself 
works against the restoration of the conditions in which multilateralism 
and convertibility <jan be re stored j 

(iv) to promote conditions,calculated to encourage investment 
(both private and institutional) by creditor countries. 

/ (b) 
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(b) the special contribution of creditor countries must be the reverse 
of those of debtor countries, viz«~ 

(i) to encourage the import" of goods and services! 

(ii) to recognise that, as part of the process of attaining 
equilibrium as a conditiqjcpjecedent to the restoration of multi-
lateralism, it may be^Sssibji^ for other countries to maintain their 
present purchases of gCbSs*and services* 

(iii) to be prepared to encourage any substantial investment 
overseas* 

28* Each of these objectives is well recognised and accepted at 
least in theory* But, unless there is to be no more than lip service 
to the restoration of multilateralism and convertibility, there must 
be a renewed drive for action under each of the above heads* 

29• As regards debtor countries, their efforts must be founded 
upon appropriate internal financial and economic policy calculated, 
by budgetary and other means, to reduce inflationary pressures and, 
even at some cost to the standard of living, to minimise the pull of 
the home market upon the available production. Much has been done 
in this direction since 1945, but, even though no-one today suggests 
drastic deflation of the kind experienced after the first world war, 
further action of an anti-inflationary or disinflationary character 
is required* Secondly, the drive to increase dollar earnings must 
now take account of the change from the seller's to a buyer's market* 
Increase of production and availability of goods have been the chief 
prooccupation of many debtor countries since 1945• Great progress 
has been achieved, but the current and immediately prospective task 
is to ensure the maximum sales on a competitive basis both in the 
dollar uarkots the/isolvoB' and in thoasneuriects whore dollar and non« 
dollar exports ooapoto one with the other* This aoano renewed con
centration on reduction of costs, increases in prodtittbSWty^ inprovo-
riont of sales and marketing techniques, etc*. It nay well noon, in 
addition, adjustment of exchange rates in appropriate cases# 

30* Further special action will also be required by creditor 
countries if the world is ever to see again the conditions required 
for the rcintroduction of multilateralism and convertibility* In 
particular, it is desirable that such countries should be prepared -

(i) to facilitate imports by such measures.as reductions 
in tariffs, easement of customs procedures, policy buying (e*g* for 
stockpiling purposes); 

(ii) to recognise that there is a fundamental inconsistency 
between the pressure behind a large export surplus and the pressure 
for restoration of multilateralism and convertibility* Dollar 
savini? "Hy debtor countries cannot be avoided, at least for the time 
beinc, even at the cost of discrimination! 

(iii) to base their policy on the realisation that 
marginally the solution will always have to be found in investment 
by creditor countries* For many years to come the margin is likely 
to be a large one* Apart from other directions for investment, there 
is no doubt that a substantial contribution can be made in the form 
of sound and economic investment in underdeveloped countries* As 
against the need for debtor countries to ensure conditions calculated 
to encourage investment from overseas, it is necessary also for 
creditor countries to liberalise the basis on which they are prepared 
to invest* This requires study of the actual conditions of lending 
(including the nature of demands for security)* Probably the most 
important single requirement is that investment should ge genuinely 
multilateral in character, i*e* not tied to purchases of particular 
goods or in particular places, and spread as widely as possible so 
that the funds so provided help to lubricate the whole system of 
trade and payments* 
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31 • It should be emphasised that on both groups of countries 
there lies a special responsibility for the development of under
developed areas both in order to reduce the gap in production of 
wealth as between the rest of the world and North America, and in 
order to promote and maintain political and economic progress• 

32. As has been suggested, there is little that is novel, or 
indeed controversial f̂ i.n the above diagnosis. The chief difficulties 
arise on questions of degree and of emphasis, and also of practical 
application from the point of view of what is feasible at any 
particular moment• There are many valid reasons in the case both of 
creditor and debtor countries whyvtheoretically)correct solutions 
cannot be adopted at least for thex'timebeing. "Creditor and debtor 
countries must try to understand why this is so and each must 
appreciate that progress is retarded by its own failure as well 
as by the failure of other countries to take the right action at the 
right time. The mere transference of blame or responsibility is a 
profitless exercise. The essential need is to agree upon the basis 
diagnosis,, to determine as far as possible the main contributions 
which debtor and creditor countries can make to the solution of their 
mutual problem and then to work out more precise proposals and their 
practical application* It may well be that in that process it will 
be necessary to canvass proposals of a more novel and less orthodox 
character than those mentioned above9 

33• On any diagnosis, a substantial breathing space is required 
before we can expect to see full restoration of multilateralism and 
convertibility. The United iStngdom and the rest of the sterling area 
will have to continue to take measures of an emergency character for 
some time to comej otherwise the central reserves will run out with 
results so chaotic as to remove any chance of reaching the desired 
long-term objective• There are a variety of ways in which such 
emergency action, if it is to be effective, requires to be 
supplemented by cooperative help by the United States and Canada, 
Those points will require separate discussionj their only relevance 
to the present paper is that, unless current difficulties can be 
surmounted, discussion of long-term objectives is of no more than 
academic interest. 

United Kingdom Delegation 
27th August, 1949. 
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