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In view of the importunce of tho nogotiations just concluded,
the issue dute of this numbor of the Roview hus boon udvanced one weck.

evédv0ss0centece

The Agreement with Britain: An Appraisal Lloyd A. Motszler

With the signing of the recontly-announced agroemonts
betweon the Unitod Stat¢s end the United Kingdom, tho exscutive
brenchos of the two govermments: have presented the Congrcss of the
Unitod Stutes und tho Parliemont of the United Kingdom = sot of
propos«ls for solving somo of thc most prossing economic and financial
problems which fece tho post-wer world. The finaneial agreoment, pro-
viding for a loun of $%,750,000,000 from the United Stetes to the
United Kingdom, is probably the most important part of the arrcngomonts.
The agrecmonts as a wholo go much furthor than this, howevor, for, in
cddition to the loan ¢grecment, agrooments hove beon made for the final
sottlement of lend-loase, mutual cid, «nd surplus proporty cluims, and
for the romovul of barriors to trede and commorce. In tho words of
the joint stutement mudo by the President of the United Statos end the
Prime Ministor of Greiwt Britein, the discussions "huvo covored the
quoestions of financial ussistunce from the United Stwtes to the United
Kingdom, the domobilizution of weyr-time trade and monetary rostrictions,
the settloment of lond-loaso, the dispossl of surplus war property in
the Unitod Kinzdom owned by the United Stutes, and, finally, long-
renge commercicl policies in tho broad sense, embracing tho ficlds of
trado berriors and discriminstions, policies in respect to commodities
in world surplus, controls, en internntionsl trude organizution, and
intornctional aspocts of domestic mocsuros to muintein omployment.®
In view of the breadth of subjoets included, it is not surprising that
the negotiastions which preceded the signing of the cgreemonts covored
o poriod of thruo months. Approvel by the legislative bodies of both
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countries of the proposals set forth in the agreements will be an
important contribution to the establishment of normal trade relations
in a large part of the world.

The agreement between the two govermments was presented in
three parts: (1) a joint statement régerding the understanding reached
on commercial polioy; (2) & joint statement regurding settlement for
lend-lease, mutual aid, surplus vur property, and cleaims; (3) e fi-
nuncial ugreement. Since the first two of those ure discussed in
later sections of this Review, prosont discussion will be limited to
the fincnoial cgroemont. '

Signifieanco of the Loan. The loan of $3%,750,000,000 pro-
vided for In this egreamont is to be mude in the form of o "line of
oredit” upon which the British may drew st wny timo betweon the
effoctive d.to of the agrocment and the end of Decembor 1951, 1In
eddition to this amount, & loan of $650,000,000 is agrood upon in
the joint stetomont regording lond-loese, mutucl wid, end surplus
proporty.

The loons ard siznifiocant prineipslly beccuse they clesr
the wey for thoe resumption of tredo und for the romovul of the berriers
to trcde which cocoumulutod during the wer, us well as in tho inter-war
poriods It is wall known that many of tho pre-wer rostriotions upon
tr..de and commerco wero to some extont a direct result of a world
shortego of dollors. Tho dopression of tho 'thirtios was more sovere
in the United Statos then in most othor purts of tho world, and oxports
of other countries to the United States wore correspondingly reducod.
Faced with a loss of dollur roccipts from exports, e number of countries,
including the United Kingdom, sought to restore equilibrium in thoir
balcnoos of paymunts by foreing & roduction of imports. Teriffs, import
quotus, end exchunge rostrictions devoloped repidly. During the wer,
thoso trcdo und oxchuenge restrictions wero further extonded ¢s a moans
of controlling oxports end imports of nocossary commoditics.

In tho absence of financial £id from the Unitod Stetos, meny
countries of both Burope end Asie would bo confronted by & serious
shortage of dollers in the postewwmr yours.. Import roquirements for
roconstruction will, of cowrso, bs high, vhile gbility to oxport will
be et « low ebb, In somo countries, it will be possible to moot these
trensitional noods out of accunuluted dollar reserves. But in the ocese
of the United Kingdom aveileble doller roscrves sre small in releation
to probable requiremonts. It is therefore cleor thut unless finenciel
eid is extendad to the United Kingdom i1t will be necesscry for that
country to retein most of its wur-time tr.do end exchange pructices.

It is this fuct which londs porticuler importence to tho prosent loan,,
for the locn agreomont contains provisions which will roduce restrictions
upon trede asnd commorce botweon the United Stw.tos and tho United Kingdom.,

Torms of the Loan. Tho terms of the loan were carofully
druwn with & viow %o &voiding mistokes mcdo after tho first World War,
In perticulur, floxible ropaymont provisions were inserted so thet
exchange difficultios neod not rcsult from attempts ot ropeymont. Thus,
tho intcrest rato is fixocd at two por cont, and ropeymont of both interost
end principal is to bo made in fifty cquel annual installmonts, boginning

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

-3- CONFIDENTLAL

on December 31, 1951. This meens thet, if the entiro crodit is used,
the ennucl payment of prinecipel and interest by the Unitod Kingdom

will amount to cpproximetoly %140,000,000, If the United Kingdom hes
difficultiocs with its bulunce of payments, howevor, u purt of this
ennucl puyment moy bo weived. Thus, if in any yoer the avorage United
Kingdom incomo from oxports and invisiblc itoms in its balanco of pay-
monts during thc proceding fivc yecore is lcss than the valuc of 1936-38
evorage imports, after corruvction for price chungus, tho Unitod Kingdom
noy csk for a woiver of thet pert of its ennue.l psymont which consists
of intcrest. This mouns, in gonecrul, thit the Unitod Kingdom doos not
necd to pay interost us long es rvcoipts on current account are in-
udequate to purchcse tho pro-war volums of imports.

Evén if poymaents cre made in full, howover, it is unlikely
thet they will constitute & sorious burden t6 the United Kinzdom. The
averego vealue of imports into tho Unitod Kingdom in the pro-wer yours
1936-38 wus £866,000,000. 1In torms of postewir prices, this scme
volume of imports will probsbly be at loust 80 por cent morc cxpensive,
so thut tho post-war v.luc of the ever«ge imports recoived beforo the
wer will be approximutely %1,559,000,000. At the presont rate of ex-
change, this is equivalont to $6,236,000,000. Thus, tho annuel paymont
on Britaints debt to thoe Unitod Stutes, if nmude in full, will amount
to no more th.n one-fourth of ono per cont of that country's gnnual net
receipts on current account. It doos not soem probabloe thut paymonts
of such a smell mougnitude will be tho sourco of financial gmbarrassment
to tho United Kingdom.

In addition to the locn from tho United States, finaneicl
ossistoncowill elso be roceived from certein countries of thoe British
Empiro. Servicoe payments will, of course, bo mede on these loans. In
order to insure that such puymcnts do not impcir the ebility of tho
United Kingdom to moko puyments on the Amorican loan, the agroement.
provides thet loans which the British rccoive from govermmonts of the
Cormonwoal th between Docember 6, 1945, and December 31, 1951, shall be
on torms which ere no more fovoreble to tho lender then those contained
in tho Americen locn. Morcovor, tho sgreomont providos specifiocully
that if tho intorest poymont is waived on the Americcn loon e similar
wolvor nust elso apply to intorost on loans from Empire goevormments.

Sterling Bolonces. Closoly releted to tho problem of interest
peyments is the problem of peymonts on ecoumulutod storling balences.
It is well known thut the United Kingdom hes incurred lcorge dobts to
other countrics, particularly to members of the Enmpire, in the form of
short-torm bank balunces. Those bilunces crosc lurgoly through British
military cxponditures ovorscas, cs woll cs through imports which were
not matcohed by exports from the United Kingdom. In pro-wer yocrs, many
of tho presont creditor countrios normeglly held balunces in London,
pertly us o rosorve uguinst centracl bank 1iebilities and pertly es @
mceens of puymont for internutiontl tronsections. Neverthcless, the

“sterling bual.nces toduy have roached & lovel which is four or five

timoes tho size of normcl roquiroments, c¢nd if such balancos wore made
frooly convertible into non-sterling currencies thero is no doubt that
tho demand for outside curroncios would be entircly boyond thc oanpacity
of tho United Kingdom to pcy. This mcens thet an understinding must be
roached with the holders of storling bulancgs for grudual repoyment,
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In the prosont finencial agreoment, the United Kingdom hes committed
itsqlf to seck an serly sottlement of all such bulunces. For this
purpose, the acocumuleted balincus are to be divided into throve cate-
gories: "(a) balonces to be relousod ot once, and convertiblo into.
eny curroncy for current trensuotions; (b) belunces to be similarly
released by instullments over a poriod of yours beginning in 1951;
and (¢) balences to be adjusted s o contribution to the settlemont
of wer and post-war indebtodnoss.....”

_ Since the British do not huave the resources with which to
supply adnormally lorge exports in the noar future, it is probable
thet a large part of tho sterling balances which ure releesed under
those prospective settlements will be convorted into dollars or other
curroncies outside tho sterling area. This means that p.yments on
balunees which ero reloasod irmediatoly will be mude largely from
British gold and doller rosorves. Paymonts on the belances which are
rolecsod in instellments, on tho other hond, will prosumgbly bo made
from the procqeds of curront British oxports. In order theat such pey-
ments will not receoive priority ovor payments on the Amoricen loan, the
financlsl ugreement conteins two provisions with respect to roleesed
storling. TFirst, in deciding whether the Unitod Kingdom's not income
fram exports t«nd invisible itoms is sufficient to meko &n interoest pey-
ment on the American loan, not moro thun 343,750,000 may be cherged
ageinst such incame in eny one year on scoount of roloased storling
balancos. Beyond this point, cny additionul payments must be regerded
es oupital transfers. Second, if tho cnnual peyment to the United States
is roduced by a waiver of interest in any yeecr, o proportionate reduction
must be mude in tho annual installments cof roleased storling balences.
The net offect of these errungemonts is to insure theat pcyments on
storling balunces, like paymonts on loans from othor countries, will
not ondanger the ability of the United Kingdom to meke psyments on the
loon from tho United Stetes.

Exchange Arrangements end the Sterling Area. During the war,
the United Kingdom edopted a camprehensive system of exchange controls.
This system was emulated by the other countries in the sterling ares,
und an integrated currency system wus developed with London at the
center. Under this system, all countries in the wuree turned over their
receipts of "hard" currencies--primorily dollears--to London cuthorities,
ond payments for imports from the hurdecurrency countrics were thon
mede by epplicution to London. The effect of the sterling arcn exchenge
arrengemonts snd tho so-oalled dollar pool was thus to make trensfers
baetwoen members of the storling crea and outside countrics subjoct to
centralizaed control.

In view of Britain's difficult finuncial position, tho
question naturclly srose as to whothor those exchange controls would
bo .continued end even strcengthenod in the post-wer years. The prosent
finencisl cgreement hus settled this question by committing the United
Kingdom to & system of frec oxchanges on current esccount. While the
sootions of tho agreamunt releting to foroign exchinge are somowhat
complicated, .two points ero purtiocularly important, First, both
countries huvo egrood thut within & poriod of onc yecr aftor the angrec-
mont becomes offective no rcestrictions will be imposcd upon pcymonts
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and transfers for ourrent trensactions. Exception to this rule is
mede for balances of third countriesg accumulated before this pro-
vision comes into force, for restrictions made under the irticles of
Agreement of the International Monetary Fund, &nd for restrictions
necessury for finding und disposing of German and Japanese essets.
Both countries ugree, however, not to make use of the clause in the
Monetary Fund Agrecment which permits exchunge controls in the tran-
-8ltioncl post-war years. Second, the United Kingdom wugrees to moke
storling fraely convertible into dollers on current account &s soon
es the sgreament bocomes c¢ffeotive. Thuse exchiunge crrangements
remoin in effect until Docember 1951, by which dute it is wnticipated
thet more comprohensive crrengements will h..vo been made.

The exchunge provisions of the finenciwl agroomont ere dise
cussed in detail in unothor article in this Review. Those provisions
are undoubtedly smong the most importent per¥s oF tho agreemont, for
they roprosunt substantial progress in the move toward unrestriocted
multiletoral trude and commorce. )

Import Arrangoments. Equaelly important is the scetion of
the agrecemont relating to imports. In this section, cach country
cgrees not to imposo or mulntuin quentitutive import restrioctions
which discrimin.te aguinst imports from the other country. While thore
are oxceptions to this rulc, tho goncrel offect of the agreement is to
plcoce import quotas on e non-disoriminutory busis. The broud problems
of commorciul policy in genoral ure discussed in anothor earticle in
this Review. Evon moro signifiocnt then the commoreial polisy section
of the fingneisl ugreoment is tho joint statemont regerding commercial
policy, which cormits both countrios to the support of o broad program
for romoving trade burriors.

Conclusion. Tho finanoisl wgroomont, togethor with the
joint stetuamonts on commorciel policy end on lond-loaso, mutual eaid,
eto., roprusonts cn integrel part of a broad progream for raeviving
post-wur intornctional tride not only botweon the two largest trading
netions in the world, but clso botwson those two nations end tho rest
of tho world. Bach purt of tho progrem is essontictl to the success
of tho entirc progr.m. But most important of @11, trade ccnnot be
conducted on an unrostriocted busis unless the financisl stebility of
the oxch.nge murkots is ussureds The loasn to the Unitod Kingdom, by
filling the temporary gep in tho British bulmnce of peymonts, makes
& substential ocontribution towurd such stability.
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Settlamont of Lond-Logse, Surplus Proporty, «nd
Othor Claims R

Lowis Dembite

In connection with the financigl cgroemont betweon the United
Stutes and the United Kingdom, tho various outstunding clcims betwecn
the two countries arising out of lond-leaso, or otherwiso srising out
of thoe war, wore also sottled. &cocordingly, the ecgrosmont rocched
includos a comploto fincnciel settlemont botween the two countrics.
Tho principel metters for considorction were (1) settlomont for lend-
lease goods consumed during the wur, (2) disposition of lond-lesse
goods remeining in the hands of the British ("lend-lecse inventory"),
(3) peyment for goods ordored by the British undor lend-lease before
V-J Doy but not delivored until wfter the termination of lond-lease
(" end~lease pipeline®), (L) disposition of surplus proporty belonging
to the United Stutas Govormment but located in the United Kingdom, end
(5) sottloment of all other fincneial olaims betwecn the two govern-
monts crising out of the conduct of the wer. The agroemont provides
for the puymont of $650 million by the British in full settlemont of
these items, peyubleo ovar a 55-yeour poriod on the seme torms as the
terms of ropeymont of the 33,750 million of new money boing locned.

The 8650 million is made up of en agroed smount of 8532
million, covering tho "lund-lease inventory" &nd United Stgtes surplus
proporty in the United Kingdom, plus $118 million ostimated to cover
tho "lend-locse pipoline™ minus the net sum thut will bo duc to tho
United Kingdom undor tho settlement of the miscellenscous fineneial
clains. The figure of $118 million will be subject to adjustmont when
tn oxact figuro becomos aveilable from a dotailod acoounting. These
amounts need not ba includod in the cuthorization to bo socured from
Congross, inusmuch «s tho crodits involved ero merely incidentel to
salos of goods, or settlomont of claims, for which s¢ettlement on such
e basis hes uwlroedy boen suthorized by provisus Acts of Congross.

For lund-luaese goods consumoed by the recipiont during the war,
the original lend-locse agrooments between tho United Stutcs cnd the
United Kingdom contempluted that ccsh paymont might nover be mede. The
presont agroement constitutos formel confimutiosn thut no such paymont
will be nude in respect of goods furnished by the United Stctoes to tho
United Kingdom under lend-louse or in rospect of goods furnishod by the
United Kingdom to the United States under rceciprocul aid (roverso lend-
lecse). The principal oconsiderstions roceived for tho lend-lease goods
thaet huve been consumod in tho prosecution of the wur ure, of course,
tho bonefits recolived in the defeat of the common enemies. In addition,
in eccordance with the provisions of the origin:l lond-lesse cgreemont
thut leooked towerd post-wer wotion to promote the betterment of world-
wide aconomic relutions, the commorciel poliocy sgreemonts now being
made (&nd other cgroements thet will be unier discussion in such fields
a8 telecommunic.tions ond civil wviction) muy be regarded as further
ful fillmont of the objectives of the lend-louse urrengemonts.

As to tho "lend-lozse inventory,” howevor, consisting of
lend-lease articles thut wore not destroyod, lost, or consumcd during
the wer, the original ugreomont provided thut these goods should be

roturned to the United Stutes &t the and of tho omergency as detormined
by tho Prosident. The United Statecs Govermment will aetuelly wunt the
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return of vory fow of these nrticles. The British ermed forces are to
retcin possession und use of the quuntities for which thoy hcve & con-
tinuing need, As to the rom.inder, which is to be left in British
hands for conversion to civilien pecce~time uses or for scrapping, the
prosent sgrecment arrengos for tho trensfor of outright owvmorship to
the British Govermment., This romainder consists purtly of durcble
goods (inoluding wireraft end othor munitions items); those itoms
ronge from now urticles, not yet put into use, to those that have
suffered heavy use or battle domt.go, and from articles rcadily useblo
for oivilien purposes (such us transport uiroreft) to urticlos uscble
only for military treining purposcs or for screp. The invontory elso
includes substontial omounts of non-dureble goods that were aweiting
consumption «t the end of the wer, including food, clothing, and
petroloun products.

During the coursc of the rocent negotistions, thore was
considered the possibility of mcking a dotailod inventory of the
items in the hends of the British and thon negotiuting on the basis
of this inventory to dotormine &« fair price to bo pzid by the British
for outright ownorship of tho goods involved., This procedure, howover,
would huve involved berguining on the prospective peace-time values of
thousands of individual itoms, and on the dollur pricos at which the
British would bo justifiad in buying eech itam for forcign exchonge in
preferenco to using new items of thoir domestic manufacture. There-
fore, it wes considered prefureble t> agroe on a bulk puyment to cover
the total ostimated value for pecce-time purposes of all tho articles
in the inventory that hcve posco-time uses wnd thut ure rodundant (or
are expected t> bocmo redundant) to the necds of the ermod forces.
The poyment of $532 million is to be deomed t5 include peymont in full
for ¢ll artioles th.t ure converted to oivilisn end-uses, and for
military cquipmont that boeomes surplus ancd is disposod of s ecrep.
The items in use by the British w.rmcd forcos are not included, and no
paymont ‘for these is contempluted; the United States rotains a right
of rooupture as to those items, but has indiceted thot it do¢s not
intend "to exorcise generally™ this right of recwupture.

2 furthor cutegory of claims to be settled concorns itoms
in the "lend-lcase pipeline"--i.e., goods that were ordercd by the
British Govermmcnt begbro V-J Dgy, for which delivery undor the lend-
leuse ugreamont wi.s contomplated, but which were gwuiting delivery or
were still in process of menufasturc whon lond-lesse tormincted. It
is estimated that tho totel velue of such goods dolivered botweon V-J
Doy end Decamber 31, 1945, will bo sbout $172 million; the figure of
£118 million roprosonts this cmount minus the vstimated $54 million of
miscellaneous finunoiul cleims to bo erodited to the British,

In tho ouses of othor countries huving similar lond-louse
ordors outstending, arrungemonts wre being made or have boon mede
whereby they will tdake delivery of the goods end, if not in a position
to pay cash, will pay thoe Unitod Statos Government in dollers over ¢
30-year period with intorost at 2-3/8 per cent. In the cuse of the
British, payment for these goocds is to be mado on the seme terms as
those being maduv for ropu.yment of tho $3,750 million now oredit. This
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nay .eppoer to be giving more favorcble terms to tho British than heve
been given to somo other purchasers, but these terms are the sume as
would heve resulted if the now oredit had boen increwsoed by $118
million and the British had thon bought the "pipeline” goods for cash.
These items consist of new goods end the cgrecd p.yment is upproxi-
metely c¢quul to their cost plus ﬁ'oight, mony of the sutstending orders
ware of oourse cancelled on V-J Dey, cnd the present agrooment covers
the remainder on which delivory is boing completed.

The problem of dispose.l of surplus property wes similur to
thuet of the lend~loase inventory, in that the proporty involved con-
sisted of a hetarogeneous mixture of durcble und consumuble goods in
vurious stuges of doproociution snd with verious cdegrees of convorti-
bility to peace-time uso. The surplus property under discussion, how-
evor, consists, not of articles clreudy in the hunds of the British,
but of articles in thv possession of tho Americun crmod forces, whioh
heppen to b located in the United Kingdom. Thoro ere also fixed
instellutions in the United Kingdom in which tho United States has an
inteoraest to be disposcd of Tho transfor of ownership of all these
itoms to the British is covered by the $532 million poyment..

The agroement also includes tho settlement of miscollanoous
financiel olaims of the Unitod Statcs end the United Kingdom agninst
oeech other. Tho items to be sottled include puyments for gonds which
were dellvercd under lend-leo&se or undor reciprocal-eid and subsoco-
quently rosold by the reoipient, rofunds of omounts peid by ono perty
to the other for articles that should h.ve boen supplied undor the lend-
lowse egreaments without payment, reimbursements in cases where eithor
party made oxpenditures for the joint wccount of the tw: allies, cnd
the 1ike. The agreod items rosult in a balunce of 354 million to be
crodited to the British. It is egreed that this figuro, in combination
with the settlomont being mude for the lundrleuse inventory rotcined by
the British, «nd with cortuin specified classes of cleims reserved for
later settlement, will constitute the complete and final settloment of
«ll cleims betwoeon tho United Stiu.tos and the United Kingdom erising
out of lend-lewuse (and reciprocul aid) deliveries or srising otherwise
out of thu conduct of the wur,
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The Fund, Exchinge Restrioctions, .nd tho British
Loan Jggoemenf' Alico Bournouf

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 its ultimate objectives, First of all,
British acceptance of Bretton Woods is implied in the loan agreement, It
1s understood 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
Canada, France, South Africa, and one or two countries with very small
quotas will suffice to bring the Agreemsnts into force‘L/ Secretary Vin-
son has stated that he is confident the countries named will accept the
Agreements before December 31 and the prospects of meeting the deadline
are decidedly better thun they were a few weeks ago,

The second, and most impotrtant, connsction between the British
loan and the Fund is that the loan will enablo Britain, end probably sev-
eral of the sterling area countries, to sliminate exchange restrictions
on current transactions much sooner than would have bsen possible without
the loan, Furthermore, without the loan Brltain and some of the sterling
area countries might have been forced to resort to restriotions during the
early years to such an extent that vested interests would have seriously
prejudiced the possibility of their eventual removal, The Fund aims to
eliminate exchange rsstrictions on current transactions sop that residents
of all member courtries will be frec to buy.in the ocheapest market and
so that the procseds of exports to any ane member will be available to
finance purchases in any othsr member country. The changes of achieving
the ultimate objectives of the Fund, therefors, are greatly improved by
the loan,

The third direct connection between the loan agreement and the
Fund Agreement is that there are a number of commitments relating to exs
change restrictions in the actual loan agreement., These commitments are
different from, and in certain respects strictser thap, the obligations
the United Kingdom will accept as a member 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 agreement assure
greater freedom from exchange restrictions than would be assured by member-
whip of the United Kingdom in the Fund, Assuming that the United Kingdom
accepts the Fund, it soems reasonably certain thut the loan itself will be
of more fundamental significance as far as the removal of exchange restric-
tions is concerned than the precise commitments concerning restrictions in
the loan agreemsnt, Conditions may even aris: undcr which it will bs ime-
possible for the United Kingdom to live up to the stricter commitments in
the loan agreemsnt,

There are four clsuses in the logn agreement which relate to ex-.
shange restrictions., One refers to restrictions imposed by th: United
Kingdom (or the United States) on current transactioms in general; another
refars to restrictions imposed by the United Kingdom on current transac-
tions with the United States and vice versa; the third refers to the cone
vertibility of sterling proceeds of exports to the United Kingdom from

‘J/ See this Review #£3,
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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 commitments contained in these four
clauses is the same as the purpose of embodying commitments of a similar
nature in the Fund Agreement. Two clauses directly obligate the United
Kingdom not to restrict payment for current 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
scarce, 7The other two clauses obligate the United Kingdom, for the life
of the loan agreement, 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 arrange=-
ment under which the United Kingdom and the other countries concerned have
a strong incentive to discriminate in favor of purchases from countries
parties to the arrangemscnts ahd against purchases fram other countries,
Each of the four clauses will be discussed in detail,

‘General Clause

The clause in the loan agreemsnt which applies to restrictions
on current transactions in general is 8(11). The obligation of the United
States and the United Kingdom in this clause is not to impose restrictions
on payments and trangfers for current transactions, exg¢ept in conformity
with the Fund Agreement, during e period from one ysar after the date on
which the loan agreement comes into effsoct until December 31, 1951, 1In
addition the 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),
unless in exceptional cases they agree otherwise,l/ Clause 8(11) 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) restriotions permitted under the Fund Agreement when a currency has
been declared scarce (Article VII) or (2) restrictions approved by ths
Fund under its general powsr to approwve or disapprove of any restrictions
e member wishes to impose (Article VIII, Sections 2 and 3).2/

In order to understand what is involved in the promose not to
continue to invoke the transitional period clause in the Fund Aﬁgpement it
Y The phrase "unless 1n exeopbienal Ca39s they Bgree otherwise ' mMust re-
fer to the possibility of an agresment to postpone the date on which re-
strictions imposed under the transition period arrangements are discon-
tinued since once a member has elimingted its transitional period re-
strictions it can not reimposs restrictions und¢r the transitional
arrangsments provision,

g/'This clause does not refer to the period after Decamber 31, 1951, but
restrictions on current transactions can b2 imposed by the United Kinge-
dom after December 31, 1951, only in the two cases just mentioned pro-
vided- the United Kingdom continuss te be a membsr of the Fund., However,
nothing in the loan agreemont limits the United Xingdom's freedom to
withdraw from the Fund after December 31, 1951, It might ev:n be ar-
gued that Britain could withdraw from the Fund before thut date provided
it imposed restrictions only in the two cas2s deseribed and provided the
Fund was willing to approve or disapprove of restrictions imposed by a
non-member .
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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 and 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 unnecessary but it is not elear whether this
applies oenly after 5 years or at any tims, Furthermore, each member
promises, even though it maintains exchange restrictions under the tran-
sitional arrangsments, to remove them as soon as it deems it possible,
without the restrictions, to balance its transactions without undmwe wse
of the Fund,

The commitment not to continue to invoke the transitional ar-
rangements for more than one year after the effective date of the loan
agreement, therefore, may not alter substantially the rate at which ths
United Kingdom eliminates exchange restrictions in the transition pzriod
g8 comparzd to the rate at which it would have eliminated them, assuming
the loan had been made awvailable without this commitment, under the tran-
sitional arrangsments in the Fund Agreemsnt, Under the transitional ar-
rangements the Fund might requirse speedy elimination of restrictions be-
cause the loan would enable the United Kingdom to balance its transactions
without such restrictions, On ths other hand, under the loun arrangemsnt
there may be agrsement to postpons the date on which the trunsitional
period restrictions ars eliminated, Furthermore, undcr the loan arrangs-
ment the Fund may permit restrictions after that duts, under jts goneral
power to approve or disapprove of restriotions, which may be no less
stringent than those¢ the Fund would huve allowsd the United Kingdom to
maintain under the transitional arrangemsnts. The prineipal effect of
the commitment in the loan agreemsnt, then, is to shift ths burden of
proof from the Fund to the United Kingdom, Under the transitiomal are
rangements clauss the burdsn of proof is on the Fund to show that the
United Kingdom can afford to eliminate restrictions whereas if the United
Kingdom applies to the Fund to upprove ths imposition of certain restric-
tions, the burden of proof will bs on ths Unit3d Kingdom to show thut it
needs to impose them,.

Clause Govsrning transactions with the United States,

In Section 8(i) of the loan agreement the United Kingdom agroes
that from the e¢ffective dats of the loan agresment--that is one year sar-
lier than the date on which the gensral obligation just discussed comes
into forose-the United Kingdom will not apply exchangs controls in such
a manner a8 to rostrict payments or transfers in respsct of products ime
ported into the United Kingdom from the United Stutes, or to restrict
the use of sterling balances in the hands »f United States residents
arising out of current transucticns, This obligation applies only until
December 31, 1951, and does not alter the ,right of the United Kingdom to
impose restrictinons at any time in cage the ¢nllur is declarsd scarce
by the Fund, During the first year of the loan agreement, therefors,

\
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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 8(ii) but not on transe
actions with the United States, Presumably, also, the United Kingdom
can not 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-
strictions on payments for current transactions in general under Are
ticle VIII, This definitely goes-beyond any obligation of the United
Kingdom as a member of the Fund., It raises a problem since the Fund
aims to eliminate discriminatory restrictions and would probably not
want to approve the imposition of any exchangz restrictions by the
United Kingdom on current transactions when transactions with the Unitsd
States could not be restricted,l/

l/'Clause 8(ii) presumably does not apply to transactions with the United
States since clause 8(i) is stricter in at leust two respects and not
less strict in any respect, Ths specific phrase in €(i) referring to
the use of sterling balances held by United States residents is dif=-
ficult to interpret, Possibly it means that sterling balances aris-
ing out of current transactions in ths hands of United States rosiw
dents can at any time be used freely no matter when the "current"
transactions took place, However, rcfusal to allow frse use of bale
ances not recently acquired &s a result of current transactions would
be considered under the Fund Agreement s o restriction on capital
rather than current trensactions,. If this is the meaning of the
phrase, then, it gives the Unite& States a preferred position and
limits Britain's general right to control capital tranpsfers until
December 31,. 1951, Perhaps the phrase is only meant to refer to
sterling balances arising from current tramsactions accumul}ated prior
to the effective date of the loan agreement.
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Clause Governing Transactions with Sterling Area Countries

Section 7 of the loan agreement relates to transactions between
the United Kingdom and sterling area cowntries. The obligation of the United
Kingdom comes into effect not later than one year after the effective date
of tho loan agreement,' that is at the same timc the general obligation wmder
8(11) comes into effeet, unless in exceptional cases e later date is agreed
on. However, it applies for the whole lifc of the loan agrecment instead of
only until December 31, 1951, The obligation is to moke "the sterling re-
ceipts fram current transactions of all sterling ores countrics--—--, freely
aveilable for currcnt transactiong in any currency area without discriminnc-
tion."

The real purpose of this clouse is to climinnte discriminatory cx-
chenge rostrictions on payments to the United States by the United Kingdom
after December 31, 1951 and by sterling area countries during all but the
first yoear of the loan agrcement. But the clause does not imposc direct
obligations on either the United Kingdom or the sterling cren countries to
avoid such restrictions. As long as these comtries belong to the Fund any
exchange restrictions imposed must, of cowrse, be approved by the Fund. This
clause, however, will tend to eliminatc or at least greatly reduce sueh re-
strictions even though the countries concerned withdraw from the Fund., It
will do 30 by outlawing a type of monetary arrangement which would make it to
the advantage of the United Kingdom and the sterling ares countries to imposc
such discriminatory restrictions.

During the war the United Kingdom has peid for purchases frem the
sterling ores in sterling available for use only in the stcrling arca. Both
the United Kingdom ond the sterling area countries hove been under pressure,
therefore, to discriminate in favor of peyments within the sterling arec.
The United Kingdom under this arrangement could purchase in sterling ares
comtries vithout any fear of on immediate droin on her gold and dollar re-
serves and sterling ares countries could fincnce purchases in the sterling
area with sterling balances which were not immediately available for any
other purpose. Under this sterling ares claouse the United Kingdom cornmot
moke payments in sterling which is not convertiblc into amy other currency;
accordingly the wartime arrangements must be discontinued.

The obligation to make stcrling receipts from current transactions
freely available for current transactions in any currency area is different
from the obligation not tq restrict payments and transfers for current transac-
tions as contained in the Fund Agreement and in the two clauses in the loan
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agreement already discussed.y It is less strict in -the sense that it lecves
the United Kingdom free to prevent its citizens obtaining the currencies of
sterling area cowntries to pay for current purchases or to prevent them
pledging sterling payments for current imports from sterling area countries.
In other words the United Kingdom could restrict payments for current transac-
tions with sterling area countries as long as, in cases in which it allows

its citizens to contract to pay-in sterling, it mokes that sterling available
for cwrrent purchases elsewhere.f/ In another semse it is much more strict
becausc the sterling receipts of sterling area countries from current transac-
tions must be made freely convertible into gny currency and nc exception is
made even for the case in which a currency is declared scarce by the Fund.

1/ Under Section‘v; if a sterling area 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 some third cowntry 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 General clause 8(ii), on the
other hand, a non-sterling area country can insist on payment for current
exports and if there are free exchange markets the receipts can be used
for current or capital transactions, Howevor, if the United Kingdom in-
sists on its privilege undexr the Fund Agrecment to make payment in the
non-sterling area currency through the Fund, the non-sterling area country
may not be able to draw on the Fund to finence a capital transfer. The
limitation for sterling area countries that the sterling need only be con-
vertible into other currencies for current transactions is perhaps then
no more strict thon the limitation which implies to other countries under
the general obligatien of the United Kingdom not to restrict payments for
cwrrent transactions.

2/ This raises the whole question of how to draw the line between exchange
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restrictions and quantitative 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 oitizens to contraoct 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 coumtries payable in sterling, it is
only by limiting the actual contracts made that restrictions on ¢urrent
payments can in fact be imposed. Under the gemercl clause 8(ii) which
obligates the United Kingdom not to impose restrictions on payments end
transfers for current tronsactions the United Kingdom cennot refuse to
allow its citizens to contract to mcke payments for current purchases
unless thogse 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 commoditics and could
not be 28 comprehensive as a general restriction forbidding United
Kingdom citizens to eontract to moke payments for current purchases over
oand above a certain value per menth 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 area countries be made in their own currencies or obtain an agree-
nent from sterling area countries that they will not ask to convert sterling
into dollars. But both would be contrary to the imtention of the clause as
drafted and it seems more likely, therefore, that the Uhited States amd
United Kingdom would agree to make an exception for a scarce currency;l/

The sterling area clauge also provides for the elimination of the
aterling ares dollar pool. The statement concernimg the dollar-pool is
indirect and strangely worded but this 1s its obvious intention. The dollar
pool involves restrictions on the sterling~area countrics'! rights 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 Geperal

The final clause which relates to exchange restrictions is clause
10 which discusses primarily the settlement of accumulated sterling balances.
This clause obligates the United Kingdom to make settlements under which any
sterling balances released must be convertible into any curremcy for current
payments, Also, any sterling balances, whether rcleased under the setilements
or otherwise available for currcent payments at any time later than one year
after the effective date of the lean agreement, must be convertible into any
currency for current transactions. This commitment appears to apply for the
entire life of the loan cgreement and the last clause appears to apply to
existing sterling balances and all future accumulations of sterling balances
by the nationals or authorities of any coumtry. In general it seems reason-
able and desirable to insure that no sterling balances will be available 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 area clause. But in this clause, as in
the sterling area clause, the loan egrcement seems to go too far in insisting
that sterling balances must be convertible into any currency whether or not
it has been declared scarce by the Fund.

One obvious result of the requirement that sterling belances 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 possgibility
of the United Kingdom continuing the type of currency agreement with non-
sterling area coumtries which it has concluded in the past year with a number

1/ Under the Fund Agreement and the two clauses already discussed the United
Kingdom has the privilege of paying a country in its own cwrrency. 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
own currency through the Fund, (See R.F.D, 24.) It may be suggested
that the general elause 8(ii) should govern transactions with sterling
arca countries when it is either morve or leoss strict thon the sterling
area clause but there is no'evidenge that this was the intention of those
drafting the loan agreement.
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of western European countries. Under tho agreement with Sweden, for
example, Sweden agrees to accept payment in sterling balances for exports
to the United Kingdom with the understanding that these balances can omly
be used to meet payments for current transactions in the sterling area.
Bilateral agreements of this sort do not neg¢essarily involve any restric-
tions on current transactions forbidden under the Fund Agreement, 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 adopt the type of diseriminatory
exchange restrictions whieh the agreements, like the wartime sterling area
arrangements, contemplate, .

This commitment in the loan agreement outlaws this type of
monetary agreement, but, like the sterling area clause djiscussed above,
does not aqutlaw discriminatory exchange restrictions directly. Withdrewal
from the Fund would leave the United Kingdon, after December 31, 1951,
and the other countries concerned free to adopt such restrictions. But
the United Kingdom would not be able to meke bilateral financiasl agreements
of the type recently made which tend to lead to the adoption of such re-
strictions.
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Agreement With the British on Commeroial Polioy C. R. Harley
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Of tho data released to the press on December €, none is of greater
importance than the "Proposals for Expansion of ¥orld Trade and Employment",
issued by the Dopertment 6f State s & JOOUMONt prepared by toohmiocal OXports
of the United States Govermment. It is an open secret that tho main portion
of that dooument, the section ontitled "Proposals for Considerction by an
International Confercnce on Trade snd Employment,™ while criginelly drafted by

" United States officials, is, as it now stands, the product of long and detailod

nogotiations with tho British., In a Joint stotement regording the undorstond-
ing roachod on commoreiel policy, the Govornmunt of the United Kingdom oxprusses
"full agrooment on all importcnt points in those proposcls and acoopts thom as
e besis for internctionnl disoussion.™ It is furthor r.veclod thet the two
governmonts will bogin. preliminiry negotiztions "at en corly doto" betwoun
themsolvos and with othor countrios in ordor to dovolop conorute arrungemonts
to carry out tho propostls, During thosv preliminery negotictione (prolininery
to & full-soclo internctioncl confurcnes which the United Nutions Orgenizotion
%11l bo askod to onll not later than the summer of 1946), the United States
will attompt to negotiate reciprocal tariff reductions vith a limited number

of countries. These negotiations will be carried on under the Reciprocal Trade
Agreements Act, renewed by Congress in June of this yeur. It will be recalled
thet at the time of renevml the Act was strongthened to empower the Prosident
to reduco tari:fs by ss much as 50 por cent buolow tho retus preveiling on
Jomuary 1, 1945.

The "Proposals for Considerrtion by en Internel ional Conforcnce on
Trade and Imployment" cover twenty printed pages; this erticle will attempt
to summarize and enalysze only the most importent of the provisions contsined
therein, The docwment is divided into threo parts. Part A", in the nature
of & preamble, stotes the noed for cooperative aotion in regerd to the prob-
lems of omployment, trade berriors, cnd disoriminstion ag an indisponssble
supplomant to the Brotton Yoods Agreomonts, alroady submittod to tho wurious
govornmonts. Part "B"™ oonsists of o fow briof purogrephs stressing that
mointenance of “approximately full omploymont" in tho-major industrial and
treding notions is o prorequisitoc to uxpansion of inturnctional trado cnd to
realization of liborcl inturnctionnl) cgroumonts in the ficlds of commurciel
policy, commodity probl.ms, ccrtcl probloms, monutery stebilization, tnd invoste
mont. In ordor to offootueto tho cims of ¢« full umploymont policy, cnch sig=-
natory nction will Bo cosked to undortcke approprinte demostie mocsurcs to .
oohiovo cnd mointoin full omployment in its own crse, to oxchange inform:tion
on omploymont problums, tronds, and policics, cnd to consult rogularly with
othor n-tions on omploymont probloms. A much morc importcnt undorteking ro-
quostod is thet "No nation will soalk to meintcin omploymont through rocsurcs
whioh are likoly to oropto unomploymunt in othur countrios or whiok cro i--
compctible with intornntional undortokinge dusignod to promote an oxponding
volumo of inturnctionpl trudo ond invostmont in cecorduncc with comporative
officionecios of production,®
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Part "C", entitled "Proposals Concerning an Internstional Trade
Orgenization," oconstitutes the principal portion of the document. Cheapter I
exprecses the purposes of the proposed Orgenization in terms comwsrable to
Article VII of the Kaster Lend-Lease Agrecments -~ the sxpansion of thu pro-
duction, exchange, and consumption of goods, and the creation of eoconomio
conditions conducive to the maintenance of world peace. Chopter II stetos
that the original members of the Orgunization should be those countries parti-
cipating in the Conforenco which accept mombership, a phrascology whioh does
not discloso whother or not cortain noutrcl or ox~onemy countrios will be
¢ligible for original momborship,

The spooific commerciel policy. provisions to be prosontud to tho
proposod trade confurence aro conteinod in Cheptor IIT (Guonorcl Commoroial
Polioy), Chaptor IV (Rostriotive Businoss Practices), and Chaptor V (Intur=-
zovormaentcel Commodity Arrcngoments). Sanc of the provisions will bo dig-
gussad in the fellowing parcgrephs.

Tariffs and Proforoncos, This wes doubtless ono of the thorniest
problems fEcing the negotiators end it is in no wey surprising thet the pro-
vision.: on which agreement was roached is only slightly more stringent, from
the British point of view, than the commitmwent sccepted by the United Kingdom
in Article VII of the Mester lLend~lcese Agreement, 1In ‘l;he latter dooument the
United Kingdom undertook to ocooperate with tho United Stetes in "agread action
o o o direotad to + « « the olimination of all forms of discriminatory tront-
mont in internctional commoroce, and to rcduction of tariffs end cthsr trade
barriors.” 1In the presont "Proposals" the link botweon roduction of tariffs
and eliminction of tariff preforoncos is eoven moro clegrly stoatued, cs ovidonoed
by tho phreses " Action for tho eliminetion of teriff proferinccs is to bo
takon in conjunction with edequato mucsurce for the substantial roduction of
berriors to world trado." It moy bo prosum.d thet the United Kinsdom will
rotein o fair mocsuro of bargeining power concerning what toriff roductions
cro "edoquato” and "substonticl" on the port of, for oxemplo, tho United Statos,
Tho Unitod Strtos received throo spucific assurcncos, howover, which will
maturially furthor cbolition of imporicl profurcncos; once should not forgut
that thoso ocommitmonts work both wiys, ivo., thet thoy will apply with oqual
foroo to profercnticl toriff policivs of the Unitud Stotis, suoh ns those now
in forco for tho benofit of tho Philippincs cnd Cubo..l/ Tho "Proposcls" stato
thot it should bo egrood cs on initial stop in tho procuss of oliminrting
toriff proforoncoe thet,

N §0 Icr ©& thage pruforuncos cpply te agriculturcl products, o.ge., sugar,
pert of the advantegoe lost by tho supplying country through tho abolition
of profurcnoo might boe rougained through the roocoipt of genorous quots gle
looctions pormiceible undor Chapter III, Sostion C(o). Tho pricc eadventege
would bo lost whils e sizablo resurad merkot might be roteinod,
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l. Existing international commitments will not be
permmitted to stend in the wey of action agreed
upon with respect to tariff preferences.

2. All negotiated reductions in most-favored-nation
tariffs vill operate automatically to reduce or
eliminate wergins of preferamnce,.

3« Margins of prefurence on any produot will in no
caso bo inorsased and no new pruforences will be
introduoed.

The Tariffs and Proisronous section also providcs that oxport
tariffs should bo opon to nugotiation in tho samo way as import dutics. News-
pepor roports indicetod that the Unitod Stotes would hevo profurrsd tho aboli-
tion of export tariffs. Thors aro, howuvur, strong ergumcnts for pomitting
modorato oxport tariffs for thu reieing of neoossary revenucss in backward
aroas. Export tcriffs may, of ocoursu, bu cbused, particulerly 5f the cxporting
arca onjoys o ncturcl monopoly in the cxportod product; ineidonco of tho ox-
port tox in this situction will Y upon tho importing nztione. Tho raverse
siturtion may opply, howovor, if an import duty is luviud by o country taking
¢ lorge proportion of thoe commodity preducod. Similerly the argumont thet an
export tax on a raw material may operate os & subsidy to an inefficient pro-
cossing industry in the country of production may be epplied with equal force
egaingt & high import duty affording protection to inofficiont industries or
rew motorial producers. The type of oxport tax which hrg proved most distaster
ful to the Unitcd Stctes in tho pest 1s the diserimingtory cxrort tox under
which, for excmploe, tin oxportod from Muluya to British rofinorios was less
hoavily taxed thon tint oxportod to rofinorics in non-Empirc countrios,

Undor tho torms of tho "Proposcls", mombor countrios would undortake to
cbendon oxport dutios "whioh diffurontiasto by refurcneo to the dostinction to
which the goods erc oxported."

A third poregroph of tho soction under discussion suggests thot
countrice grenting toriff rcduotions should.be pormitted to ineludo on “osonpo
olausc" undor which thoy might tcko tumporary cotion to pruvunt sudden and
vidosproad injury to cny group of produyocrs consornod. -This provision was
undoubtodly insvrted to pormit tho Unitud Stotos to utilizo tho "osecpe clouss"
formula which hits bcon dowvelopod in pocont yoors in oconroction with the rocipro-
0.l trado agreomonts progremel/ ¥hilo oleuscs of this type may introduco tho
dengor thet somo onrcfully negotintod conoussions may later bo withdrawn, thoy
provido & usoful tool for clloying the somutimos unrursomable fosrs of producores.

.6le XI of tho trode cgrocment botwwun thu United Stotes and Moxieo
(offeetive Jenucry 30, 1943) contoing the latust version of this formula,
The first sontunoc of thot ngrovmont 1s ces followsg

"If, s & rosult ef unforusuun dovolopments cnd of tho ocncossion
grantod on eny artiecle cnumoratud cnd dosoribed in the Sochodulos cnnoxed
to this Agreumont, such artiolu is btoing importod in such incruascd
quantities cnd undor such conditions as to ccuss or throcton scrious ine
jury to domestio producors of liko or similrr erticlos, the Gevermong
of vithur oountry shnll bo froc to withdraw tho conccssion, in whelo or
in poart, or to medify it to the c¢xtunt cnd for such timo as mey be
nocossory to prevont such injury."”
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Quantitative Trade Restriotions. It has been widely recognized
that during the inter-war peri.od quentitative trade restrioctions constituted
a fer more disruptive influence in international trede than did tariffs, 1In
genoral, quantitative restrictions create more inflexible barriers than
tariffs; they can usually bv aprlied or changod more rcpidly; thoy oan be-
used with groater precision agoinst spooified produots or ageinst specified
countries. The precision with which quote rostriotions may bo omployod is a
faoctor commending thom to tho uso of govermmontal epencivs; it may bo no
oriticism of tho tool that it lunds iteclf to the oxocution of hizhly dis-
ocriminctory policios. In spitoc of the first subtitlc of tho sooction -~
"Gonorel oliminction of quantitative roctrictions" -- it iz oclour thot the prin-
ciplc purnoso of tho provisions is not so much the climinntion of quentitativo
rostrictions cs it is the avoidanco of disoriminction in their cppliontion.
Tho oponing sontunce etotus thet, "Excopt os provided for clsewhoro in this
Chaptor, mombors should undortcko not to meintain any quotoe, omborgous, or
othcr quentitotivo rustriotions on thuir cxport or import trudo with othor
mombors.” Thu rost of tho Sootion onlargos uwpon tho uxcoptiong to this umor-
tcking ond on tho prosurvetion of oquelity of trouctmont in the applicotion of
quentitetivo rostrictions.. Tho mojor ¢xooptions to tho prohibition of quanti-
totive rostrictions are fivo,

1) A genoral exception for approximately three years on export
or import prohibitions or restrioctioms essential to a) the
efficient use of shipping, b) the oquitable international
distribution of products in chort suprly, o) the orderly
liquidation of survlus govormment stocks.

2) Import quotas may be placed on agricultural products if these
are neoossary to the onforcement of govormmentel measurcs
which operaste o) to rostrioct the quantities of like domustio
products which may be marketod or produced, or b) to romovu
a tomporary surplus of likc domustio products through distri-
bution frev of chargo or at bolow-mcrkot pricos.

3) Restriotions roquired to safoguard the belenoo of paymonts.
.(This oxcoption is to bo opcrativo undor conditions and
procodurcs to bo agroed upon.)

L) Rostrictions applicd in accordonco with the "soarco currunoy™
provisions of tho Intornational Honctary Fund,

5) Rostriotions dosighod."to meintain tho per valuw of the ocur-
roncios of torritorics heving o common quots in the Inter-
nationel Eoncutary Fund,"

Exouption 1 will bocomo inoperstive in o runsonably short timo; uxooptior 4
will bo cppliccblo only whon tho Monotary Fund hes duclircd o currceney to
be socrooc end only for the psriod during which tho ocondition of scoroity oon-
tinucs. BExooption 5 ieg poorly wordvud; it undoubtodly muans to sty no morc
thon that rostriotions mcy be imposed to meintcin the viluo of tho currency
of e torritory in & oonstent rol-tionship to tho wvelue of the curroncy of
the ocontrolling stote. The provision is unfortunsto in eny ccso (clthough
it moy not rusult in trado distortions of quentitotivo importenec) incsmuch
o8 it cppocrs to stnotion mutual disoriminrtion batwoun coloninl sruce and
thoir mothor countrices of the typo which hce long boon rightly condomnoed on
politionl, sooial rnd voonomio grounds by studonts of colonicl problume.
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Exceptions 2 and 3 are of major importance. Both the United States
and the United Kingdom have agrioulturel progrems which will permit quota
restrictions under exception 2(a) end any country could edopt similar progrerms
if it wished to impose quota restrictions on imports. Moreover, such schomes
are most likely to be adoptod in respect to agriocultural commodities of major
importanoe in world trode, e.gs, in cotton, whoat, sugar, roats, etc.l/
Exoeption 3, pormitting quote restrictions to avoid or to correct a bflence
of psymonts doficit, will also luave & wido fiold for the uso of quentitativo
controls. Just how frooly this oxcoption ocan bc invokod, howovor, wes ap-~
percntly not dooided in tho “Washington ncgotirtions. Tho "Proposcls” stato
thet tho vrovision pormitting tho uso of quentztativo rostrictions to eid in
tho bclenco of paymonts should bu onorctive "undor conditions and procedurcs
to bu agrocd upon.”

Fortunately, the Seoction on quantitative restrictions conteins pro-
visions designed to limit the extont of rastriction which may bo imposed
through quote prosrame and to insure thet such progrems will not rosult in
di soriminaetion, In conneotion with restrictions imposed for belence of pay-
monts reesons, "full fppliaation of nondisorimination" is called for once the
transitional por: od is over, The agreed concopt of non-diseriminetion in
this context is of intore st; quantitative controls will bc considered non-
disoriminatory if thoy are edministerod in e mannsr which doos not disorimincts
emong sourcss of supply in roespeot of any importud products This msens thet a
program drasticcl ly rustricting totel importe of, cay, winrus and perfumes, if
Justificd by the ploa thet tho belconco of peyments position roquircs curtail-
mont of luxury purchescg, would not bo considorod as disorimin:tion ageinst,
sey, Franco; similar rostriotione ox imports of cutomobilos end cleotric wesh-
ing mechinos would not bo considorud discririnction egrinst tho Unitod Steatos,
Tho critorion is tho oguelity of tructmont eocorded to eny givon product from
eny source rcether than tho ovorall offoct which may rusult from tho quentitative
rostrictions impossd., If rostricticns sro imposod in cny monnor whioh fiils
to disoloso tho roletiwe sherc of imports alloczted to cll ritions, tho mc,mbur
imposing the contrels is oxpuctod to ruvesl all the rolovint drte to ony othor
interested country upon the latter's request. Any member will be entitled to
object to the Orzanizaticn if it feels thet balence of payments restrictions
are being imposed in a manner not in harmony with the prineiples cf the

Y/ K exoeption not mentioned above, since it will be discussod in conneotion
= with Chapter 5 ¢f the "Proposals", permits impert quctes imposed under
intorgovernmental ccmmcdity arrangemonts approved by tho Orgenization,

2/ The "trensitional pericd" is to bu detormined by a proocedure anal o cus

~ %o that ccntuined in Article ZIV of tho Internatioral lMorctery Fund
Agroomont,

org/
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Organization, Restriotions imposed in connection with domectio agriocultural
programs should, in genoral, not reduce imparts reletively to domestic pro=-
duotion as oompsred with the proportion prevailing in a previous ropr.sentetive
period., They should be "no more restriotive than necessary, should be ramoved
et soon as they cease to bo necessery to the opsration of the goverrmontal
progrems which they supploment, and should bo made tho subjeot of poriodio
consultation with tho Orgenization". They should in all cesos bo applied in

e non-disoriminatory manner.

Subsidioss On tho subjoct of subsidies tho "Proposcls" aro oxtromely
woak., It Tppoars &s though the Unitod Status sought to rotcin froodem of so-
tion in thc grenting of both domostic cnd cxport subsidios and ce thowghth.
United Kingdom acocptod this position cithor as & woloonw essurcnoc that its
own progrom for gubsidization of egrioculturel production would not be proe
soribod or ¢s o concossion to the United Stetoss The first provision of tho
Scotion cslts simply thut any nction grenting subsidicve which set to inecrousc
oxports or dooroese imports undertcko to koup the Orgenization informod of
its subsidy progrom, tho rcasons for it, ¢nd tho probable offuct of tho sub-
sidy on trcdo. The subsidizing nction should clso by propered, if it should
‘bo agrood thot scrious injury to world tredc threctons to rocult fram tho
progr:m, to oonsult with othur n: tions on possiblo limitatione on tho quanti-
ty of tho domustic product subsidized «- not on climingtion of thu subsidy.

Subgeotion 2 deals with export subsidies. Subject to certain excep-
tions, members are asked to undertske to avoid polisies which rould result
in the sale of & product in export nerkets at a price lower than the domestie
price., The first exception establishes a trensitional poriod of not longer
than thres years 1/ before this agroement will becoms offcctivo. The second,
end major, oxception is sith refuronca to commodities in surslus supply. 1If
it should be doturmined thet a commodity is or is likely to bocome in "burden=~
scme world surplus", oconsultation among the major producing amd consuming
countrics should souk mothods of inoruvasing consumption or roducing production,
mothods which might include establishmont of en internctional commodity agrov-
ment. If those stops prove unsucocossful within e rossonubly piriod of time,
ths provisions of both sub-suetions 1 snd 2 will cveso to ap»ly te the product
in quostion. It would eppcor thot, in the face of thuse provisione, any country
unproparyd to ontcr into a subsidy raco with a woclthy coapotitor might focl
roquirod to go morc than half-wey in sooking the cetablichmunt end succcssful
meintononou of en intornctional conmodity arrcngoment. A final peregriph of
tho subsidy Sootion providos thet no country should amploy oxzport subsidive
go o.s to onlarge its shorc of tho werld markut, as canmperod with th: share
pruvciling in ¢ pruvious ropresentetivo period.

Statoe Truding. That the state trading provisiors of the "Proposals"
are also weak 1s not & situation inviting oriticism. No problem in the fisld
of internetional trade presents greater diffioulty than the athempt to evolve
meaningful reguletions for insuring mutual fair treatment in trade betweon
free and oontrolled economies, Section E of Chapter 3 contiins only two brief
paregrephs referring diroctly to this problem; a third paragraph refers to the
loss diffioult quostion of steto monopolise of individugl products. Tho first
of those embodios tho so-oslled "ocormoroial prirciples clcuse" end suggects

owgvor, & mamber feols uncble to comply with the underteking at the
ond of thrue yerrs, it moy roquost cn oxtonsion of timo; tho request will
be eotod upon by e oconsultative group composoud of intursstod members,
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that members engaging in state trading should be influencod in their conduct

-of internstional business only by "commercial consideretions, such ss prioce,

quality, marketability, trensportation and terme of vyurochase or sale."
Critics of this formule point out that commercial prineciplus may also include
e number of undesiresble preotices, such as temporary undersolling in order to
secure & vclusble mcrket, or bulk purcheses of such magnitude g to tio the
surrlier firmly to the buyer ulrost rogardloss of consequoncus., “hon the
operations of any buyor or soller uxceed e cortein megnitude, tho normal rules
of freo entorpriso provo inadoquetc to provont abusos; tho stat: trading
country is likoly to occupy & nonopoly position in meny products, and the
comnorcial policivs which will be to its edvantego moy bo typical monopoly
practicos. Howevor this may bo, tho "commureicl prineipl.e olause” ie doubte-
loes & stop in tho right dircotion. Tho svoond rocommondcrtion for stecto
trading countrios is thet they osteblish and ennounce global quotas rcvoeling
the tot:cl velus of th. foroign purohisus thoy inmtund to meko from yuir to
yeor fram momburs ‘of tho Orgenizetion re o group, These purchascs would bo

di stributod on the besis of thy non-diseriminctory policy outlinod in tho pro-
coding sontoncos. Thu size of the globel quotr would bo tho subjeet of
periodic consultetions betwuen the otetu trrding country end tho Intcrnutional
Trede Orgenization,

Other Provisions of Chapter I1l, Section F of Chapter III deals *
with exchange controls and the rolationship of ths International Trade Organi-
zation with the International Monetery Pund; it is discussed ¢t length in
snother section of this issue of the Review. Seotion G lists certain categories
of trade to which the provisions of thé Chopter do not spply. Rogulctions ro-
leting to traffic in prisone-mado goods, or to internutional trade in crms and
comunition are oxempt from tho undertcking desoribod. One excoption whioch ex-
porionge. shows may be cbused is that rolating to roguliiions "nocossary to
protooct humen, wnimcl or plant 1life or hoclth"; & provision cciling for inter-
national consultetion cn such rogulctions would by in ordor. Excoption 9
rofors to monsuris tekeon in pursuance of obliguticns for tho maintonenco of
poaco and scourity.

Soction H contcing tho provisionm thot tho undertrkings of Chaptor
IITI should not pruvont cny mombor from joining o customs union, providing
thet such customs union moote cortein agrood oritoric. This moy vrove to
bo of somo importcnoc since sovorcl pleons for the orgenization of customs
unions in tho prst have beon rhandonod ce a rousult of doturminod disapprovel
on tho port of major trcding nctions.

Séotion A should not be ignored. It lists ten generel commercial
provisions of very unequel significance. Among these are undertekings to
evoid excise texes which discriminate eageinst imported goods; to agree to a
genereal dofinition of the circumstances undor which enti-dumping and countor-
vailing dutios mey properly bo eprlied; to simplify customs formalities; to
refrain fram governmontally finenced or orgonized boycotts or cesmpaigns de-
signed t¢ discourage imports; end to trensmit to the COrrenizetion cppropriete
trede information end stotistios,
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Restriotive Business Praotioes (Chapter IV)., The alleged difference
of opinion between the British and United Stetes negotiators as to appropriate
anti~-cartel policies was aired ct some length in the praess. According to
thege reports, the United Stetes dolegation favored an etiempt o secure tho
pessege of stringent enti-trust legislation in el11l momber countries while
the British argued thet any such attempt would at bost require many ycors for
ite succoss and would in ell probrbility bo fletly rojoctod by meny countrios.
If this was & truo picturo of th¢ rispootive positions, thoe British sdvieco
hes preveilod. Cheptor IV stotus thot thoro shoulsd bo individuel ond oone-
corted offorte to "ourb" thoso busincss preoticos in inturnntionel trade thot
tund to frustrate tho cims of the Orgmnization, To.this ond mombors may
cooporato (but do not pludge thomsulvos to do so) to imoruase the vffuctivi-
nces of romodial ordors issucd any onv mumbor, Thu Orgenizetion itesolf will
by impoworcd to roccive complainte cgrinst tho oporction of ocortuls tnd to
request any mambor to supply doto roluvint thorcto.s If tho date worrontes
cotion, tho Intornctionsl Tredu Orgenizetion mey moko rcecomnundetions to tho
cppropriate membors and rucuive ruports re to tho implamontrtion of thosc roe-
comrondetions. Asido from this, the Orgonization-mey oonduct studivs of ro-
ctriotivo businoss preoticos, roocomond uniform nationcl stendords in dealing
with cartcl problums, cnd oall confcronces of mumbor ctotos for consultation,

While the reported position of the United States mey hive repre-
sonted an impractical approach to removel of the very reel end widcspreed
abuses cerried on by private internctional combinetions, the provisions of
Chapter IV are diseppointingly mild. 1If, however, tho compleints received by
the Organization erec given full vublicity snd its recormendations arc smecifie,
somg of the major offondors in intoractionel cartel oircles mey find their
ectivitios groeatly hempored.

Intorgovarmmentel Cormodity Arrangaments (Chepter V)e The Chaptor

on Intorgovornmontal Commodity Arranganchts 18, 30 the writor's opinion, the

nest oloscly reescnod and cecrofully properod svetion of tho decumont. An
intreduotory peregroph points out that production ¢f wnd trede in primery
commoditios arc axposcd te cortiin difficultics diffurent in charactur from
those gonorally oxisting in the ccse of menufectur.d geeds, cad thit the rupor-
cussions of sorious disturbcnoos in tho producticn cf primery products mey
prcjudico tho prespoot of gunorel ceoncmioc cxponsion. Accordingly it is sug-
gogtod that, whon e« surious difficulty throatons, tho occuntriocs mest affootad
should c:cll upen the Intornctiencl Trede Orgenization to crgonizo a ‘Study
Group, composaod cf reproscntotives ¢f tho intorcstud neticne :nd of the
Orgenization, to oxominc the undorlying frete of the oormedity situction in
quostion. If this spocial study chowe thi t no adoquete mocsurcs can be found
tc oxpand consumpticn repidly cncugh to provent the cocunuletion of uxocss sup=
plics, the Orgenization moy bo ¢ ckod to oomvenc wn. inturgovirnmontel cone
foromco for tho purpcce of fiaming on intorgovirrmentel ocrmodity cgroumont,
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The objeotives of any such agreement should bs bthreefolds to
prevent the resort of any netion to unilateral sotion which would tend to
shift the burden of esdjustment to other countries; to prevent or alleviate
the serious.economic problans which might follow from the slow progress of
unplanned adjustments; to provide a transitionel period during which edjust-
ment of the partioculsr commodity problem can be effected through the opoera-
tion of wido sconomic progrems providing for the eppropriate shift of lsbor
end other rasources to more productivo use, In socking thosc objeotivos
membor s will bo askod to observe a numbar of spocific principlos. Thoy will
be sskcd not to rosort to intorgovermmontel commodity agrooménts until tho
invustigations of a Study Group hove shown thot o burdensomo surnlus hes
dovclopced or is duvolopimg or that widosproad unomploymunt hes dovclopod
or is dovoloping, cnd thet correction of oithor situction t hrough normal
canpotitivo foreas will bo unduly slow cnd painful, If the Study Group
roccommends formation of an cgroomont, prospoctive mombor goveramments should
formulete end cdopt e progrem of oconomic adjustmont designed to romove
the nooccseity for tho egroumcnt within o roletivoly dbriof periode Both
producing cnd occnsuming n:tions should prrticip:to in ﬁr:ulng cormodi by
cgrocmonts. Finally, the Orgenizction preoposus thet membor governmonts
shculd not resort to inturgovermmontel commodity egrsomonts with rcspect
to fobricatod products unlcess tho IeT.0e finds th -t oxcopticncl circumstconoes
Justify such wcotion.

In operstion, commodity agreements should edhere to the fcllowing
principless

1. Admittence cf all interssted occuntries on fair terns,

2. Equal sggregate voting power for prcducing and ccusuming
interests.

3. Retention of adequate stocks t: assure availability of
supplies et reascneble prioces.

L. Inclusion of eppropriate provisicns tov afferd ineroasing
opportunities for suprvlying world requirements
from the mest ¢ffiocient scurces,

A ocarmcdity agreoment shculd nct remain initially in effoot for more than

five yeers eand subsequent renowals of the agroecment sheuld net be purnittod
unloss tho participeting countries can demonstrate thet substential progress
hes boon mado tawerd solution of tho besioc difficultios which brought the
agroemonts into boing or unloss tho agrooment is sc rovisod as to bo effective
for this purpcese. Full publicity should bo given to all phesos of the
orgenizetion and opercticn c¢f ccarodity cgrouomonte,
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Among the exceptions which sre not subject to the provisions of
Chepter V ere agreements relsting to "the conservetion of reserves of ex-
haustible nsturel resources". This appears to be an unnecessarily broad
exception; it probably refers spvecifically to petroleum. The paragraph
provides, however, that any agreements in the uncovered category should
not be used to accomplish results inconsistent with the objectives of
Chapter V, and that asgrooments involving restriction of production or trede
should either bc euthorized by a substentiel number of nations or be oporated
under tho Orgenization,

Chapter VI, Chapter VI deale with thwe functions, orgunizeticn
end procedurs of tho proposed Intornstional Trade Orgenization., It provides
thet tho final euthority of tho Orgenization shall roside in ¢ Confurence,
in which all member states will bo ropresonted. According to the "Proposals"
as now fremod, voting in this body will tc on tho btesis of ono country--one
vote, A smallor Exocutive Board will ouxseroiseo posors delogrstud to it by thu
Conforenco, This Board will heavo 18 membors of which et loust 6 will rooro-
sont netions of chiof cconomic importonce to wihich pormenont soets will be al-
locatod, Tho "Proposels" provide thet thy Exocutivo Board should rogulate
its own voting procsdurve A Commercial Polioy Comrission, e Comnission on
Businoss Practioccs, end & Cormodity Comrission will oach be concerncd with tho
funotioning of tho Intarnctional Trede Orgenizetion in thu rospuotive ficlds
indi cctod by thoir titlos. An Industrial and Minorsl Unit is contemplatod
to promoto cxpension of production end trede in fabricctod products, minorals,
and othor primery products not undor tho jurisdiction of the Food cnd Agri-
culture Orgenizetion. Thoro will bo e Soorsteriet, undor tho sup.rvision
of a Dirovctor-Gonerel wnd threo or more Deputy Dirveters-Gunorsl, to provido
factual dotc ond oxport essistence to the vericus bodiocs of tho Intornectional
Trado Organization.
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