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This paper by Dr. Henry J. Tasca forms part of a series of mono-
graphs published by the International Institute of Intellectual Co-
operation in connection with the Twelfth Session of the International
Studies Conference, which will be held at Bergen from August 27th to
September 2nd, 1939.

It was written at the invitation of the Programme Committee,
which entrusted to various experts the task of dealing, on their own
responsibility, with a certain number of questions related to the general
subject of study of the Conference : ““ Economic Policies in Relation
to Wotld Peace.” This subject was defined as follows : Reciprocity,
regionalism and self-sufficiency in economic policies in the modern
world : their relation to the problem of national security and their
effect upon the economic, financial and political relations between
States.






CHAPTER 1
INTRODUCTION

Recent developments in international economic relations have
witnessed the consolidation of trade barriers and the policies which
they implement into what may be more or less permanent systems of
control. In many countries quantitative controls and exchange restric-
tions have become firmly entrenched as the primary instruments of
foreign trade policy. It is not the purpose of the succeeding chapters
to disentangle the complicated network of causes and effects which have
led to the present situation. The essential aim of this study is to con-
sider certain technical and economic aspects of non-tariff controls in
international trade in the hope of shedding some light upon the problem
of future commercial relations between nations.

The persistency of the various forms of foreign trade control
created since 1929 to supplement and replace tariffs must be recognized
as one of the outstanding facts of recent international economic relations.
Until recently, it has been customary to regard such controls as purely
temporary measures adopted under crisis conditions and fated to disappear
in the near future. This view, naive as it may seem now, was taken
mainly because such controls had an obviously destructive effect upon
international trade. It was supported by the unco-ordinated and unmis-
takably emergency character of non-tariff controls, particularly at first.

In the light of recent trends, however, it is considerably more
difficult to estimate the future of non-tariff trade controls. Notwith-
standing the severe criticism to which they have been subjected, such
controls continue in effect with no indication of their eventual disap-
pearance. Whatever the reasons, the fact must be faced that quanti-
tative controls and exchange restrictions will probably continue in the
foreseeable future. ‘There has, moreover, been a strong tendency to
co-ordinate the various categories of non-tariff controls into single
unified systems of external trade regulation. This development has
formed a part of a larger trend towards the integration of external trade
controls into national systems of economic regulation. Foreign trade
policies have been woven inextricably into the pattern of the national
economy. The extinction of such controls in the near future appears,
therefore, quite dubious.!

1 Some aspects of the general problem of international economic relations are presented
in the last two chapters of this study.
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If these observations are correct, an immediate question emerges
concerning the nature of commercial relations between nations during
the coming years. Viewed from the standpoint of the world economy
the problem revolves about the trade relations of various systems of
commercial policy.! The crystallization of foreign trade policies into
what may be described as systems is a recent development which is
still in process. It is most important that a clear understanding be
obtained of the problems, possibilities and implications of rappro-
chement between various systems of commercial policy. Considerable
confusion and apparently misdirected efforts on the part of certain
countries have resulted from the failure to see clearly the issues involved.

Any classification of countries upon the basis of the kind of external
trade regulation employed must necessarily be arbitrary, in varying
degrees for individual countries. It is essential, however, for purposes
of this study, that some classification, however arbitrary it may appear,
be attempted.

Broadly speaking, it seems possible to separate countries into three
groups — those containing a rigid regulation of the foreign exchanges
developing into a control of imports, which may or may not be accom-
panied by pure quantitative controls, and well integrated with a system
of national economic policy directed towards the realization of specific
national aims — those without exchange control as a prime instrument
of trade regulation, but with a general quantitative control of imports
substantially upon a bilateral basis — and, finally, those whose import
control is free of these devices and is implemented principally through
tariffs. The countries falling into these groups may be designated as
regulated, semi-regulated, and unregulated, respectively.

Since this study is primarily concerned with the technical aspects
of commercial relations and since the technical devices employed by
the semi-regulated countries have formed an integral part of develop-
ments in commercial policy in the regulated countries since 1929,
it is convenient to concentrate upon the relations between the regulated
and unregulated countries. Quantitative restrictions will be considered
technically as being primarily a trade control of the regulated group.
This is, of course, arbitrary and ignores the essential differences in
purpose which may underlie the employment of quantitative controls
in the semi-tegulated and regulatea countries. But this is not important
here since the object of this study is to present the problems and pos-

! See infra, Chaper XIII.
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sibilities offered by non-tariff controls in international trade as part of the
broader question of international economic co-operation.

Under the classification of countries into regulated and unregulated,
three cases of trade relations appear :

(i) Trade between regulated countries.

(ii) Trade between regulated and unregulated countries,

(i) Trade between unregulated countries.

The problem of trade relations between regulated countries
involves some very interesting cconomic questions but is beyond the
scope of this study It may be remarked, however, that the purposes
underlying national economic policy will exetcise a very important
influence on the technical development of such relations.! The
ultimate importance of this case will depend upon the economic philo-
sophy held, combined with the view taken regarding the lasting qualities
of economic developments in certain countries as they impinge upon
international economic relations. Case (iii) involves no problem from
the standpoint of this study, trade being carried out generally within
the framework of pre-crisis trade controls. The question of trade
relations between regulated and unregulated countties, case (ii), forms
the central theme of this study.?

In the following chapters the trade relations of the United States
and Great Britain with regulated countties are examined in some detail
in order to bring to light certain technical and economic aspects of
such relations In Part I attention is given to the problem of non-
tariff trade controls in recent American trade policy. A separate
chapter is devoted to German-American relations in order to bring
out the peculiar difficulties which have characterized such relations in
recent years. Part 1I presents a detailed study of aspects of Britain’s
external trade policy with particular reference to the question of trade
relations with regulated countries. In Part III British and American

! Probably the most suitable medium 1n which such relations may be conducted upon
a wide scale is that provided by trade between countries in greatly differing stages of economic
development — j.e., one agrarian and the other highly industrialized.

2 Classification of trade relations upon a mululateral basis 1s also possible, involving
the following additional cases : competition between regulated countries 1n neutral markets;
competition between regulated and untegulated countries in neutral markets; and compe-
tition between unregulated countrics in neutral markets. The third country market con-
cerned in cach case, may itsclf be regulated or unregulated. Owing to the different character
of the problems and considerations involved, these instances form a separate undertaking
and will not, thercfore, be considered here. It is hardly necessary to add that all the various
categories of trade relations mentioned here are interrelated and together form the network
of world trade relations.
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commercial policies are compared and some of the implications of the
sharp conflict in policies indicated. The last chapter endeavours to
arrive at some broad generalizations regarding the problem of com-
mercial relations between nations. The final purpose is to indicate
the possibilities of fruitful economic co-operation between regulated
and unregulated countries.

It will be observed that considerably greater detail of treatment
is provided respecting British policy. This is necessary both because
of the great lack of uniformity in the British agreements and of the lack
of any thorough presentation of British commercial policy. This
detailed approach has had the advantage of showing clearly the intri-
cacies into which Britain’s commercial agreements have evolved, the
sharp contrast they provide as compared with the American trade
agreements, and finally, the complex problems of policy to which they
inevitably lead.

It is to be observed also that in the discussion of American and
British policies comments have been made regarding the trade relations
of each country with Soviet Russia. This has been deemed advisable
principally because the growing absorption of the function of interna-
tional trade on the part of Governments of certain other countries
appeats to be leading to a situation in some respects quite similar to
the problem of commercial relations with Russia.

It may be thought that undue emphasis has been given to the
principle of equality of treatment, of which the most-favoured-nation
clause is the legal embodiment. It is submitted, however, that the
principle of equality of treatment has not received the attention it
deserves. It is significant that the partial breakdown of the principle
of equality of treatment in recent years has been paralleled by the growth
of State control over foreign trade. Indeed, as will be maintained later
in some detail, wholesale State intervention in international trade
appears to provide the antithesis of the principle of equality of treatment.
This principle can be fully effective only in a régime of ptivate capi-
talism and has come to be the main pillat of the liberal system of multi-
lateral trade.  The issues implicit in the problem of equality of treatment
in commercial relations are, therefore, far-reaching in character.
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CHAPTER II
QUANTITATIVE PROVISIONS IN AMERICAN TRADE POLICY

In the various commercial agreements concluded by the United
States under the Trade Agreements Act of 1934 and the general powers
of the President over foreign relations the essential objective has been
the restoration and expansion of world trade upon the basis of the
principle of equality of competitive opportunity.! In practice, this
has meant among other things, an attempt to revitalize the uncon-
ditional most-favoured-nation principle into an instrument of external
economic policy applicable not only to tariffs but to all other forms of
trade control. In a disjointed world economy characterized by far
reaching state intervention in international trade and the foreign
exchanges this endeavour has necessitated the development of certain
technical devices and provisions directed towards the construction of
a framework within which trade with closely regulated countries could
be conducted on a basis compatible with the aims of American trade
policy. This has involved the necessity of developing measures by
which the principle of equality of treatment could be applied to non-
tariff trade controls and of providing a basis for the expansion of reci-
procal trade which did not impinge upon this principle.

To achieve the objectives set forth above the American Govern-
ment has developed a set of provisions with respect to quantitative
restrictions.2  These provisions refer to the gencral character of the
treatment to be accorded American exports, and deal specifically with
the establishment of global quotas, the allocation of quotas, licensing
arrangements and administrative aspects of quantitative controls.
In principle, the various commercial agreements, into which such
provisions have been incorporated, have been quite consistent. There
has, however, been some variation in their phraseology and scope.
Such variations as are found have been due principally to experience
with earlier commercial agreements, differences in the trading systems
of the individual foreign countries with which agreements have been
concluded, and finally to the exigencies of the bargaining process.

1 For the purposes of this analysts no distinction is made between these two types of
commercial agreements. American tariff concessions and the specific foreign concessions
for which these are given appear only in the trade agreements negotiated under the Trade
Agreements Act.

2 Exchange provistons ate considered 1n a succeeding section.
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The more important of these variations will be considered in the
succeeding analysis.

The most elaborate form into which such provisions have evolved
is to be found in the provisions of two recent commercial agreements.
In the agreement with Turkey, signed April 1, 1939,! Article 5 provides
that no prohibition, import or customs quota, or any other form of
quantitative regulation is to be imposed by either government upon
products enumerated in th~ schedules appended to the agreement.?
Quantitative restrictions imposed by either government in conjunction
with government measures (¢) operating to rcgulate or control the
production, market supply or prices of like domestic articles, or
(b) tending to increase the labour costs of production of such articles,
are excepted from the operation of this provision. However, the
government proposing to act under either of these contingencies must
be satisfied in the case of (¢) that quantitative restriction is necessary
to secure the effective operation of such measures, and in the case
of () that such measures are affecting the domestic production of the
product injuriously by imports constituting ““ an abnormal proportion
of the total consumption of such product in relation to the proportion
supplied in the past by foreign countries.” Finally, if either govern-
ment takes advantage of these exceptions the other government may,
if no mutually satisfactory agreement is reached after consultation,
terminate the entire agreement.

The purpose of the first part of this provision is to sateguard the
tariff concessions granted by foreign governments by consolidating
the present customs treatment of the items affected. The exceptions
providing for the application of quantitative restrictions to concession
items are clearly intended to permit the insulation of the national
economy against the effects of measures taken in conjunction with
internal agricultural and industrial policies.? Such action, however,

1 U. S. Department of State, Trade Agreement between the United States and Turkey, press
release, April 1, 1939.

2Thss 1s offictally interpreted by the American authorities, 1n the case of Turkey, as
prohibiting the application of compensation requirements. Owing to an acute shortage
of foreign exchange during the early months of 1938, the Turkish Government cnacted
compensation regulations, cffective April 7, 1938, which required specified imports to be
offsct by the exports of certain products from Turkey of equivalent value. The word
quantitative has been officially defined as referring to restrictions ““ based upon a predcterm-
ined amount of permitted imports >’; the contracting Governments have agreed that this
precludes, as regards American products, the further extension of the compensation require-
ments of April 7, 1938. U. S. Department of State, Press Releases, Weckly Issues No. 497,
April 8, 1939, pp. 274, 285.

3 See Henry J. Tasca, The Reciprocal Trade Policy of the United States, Humphrey Milford,
Oxford University Press, London, 1939, pp. 92-95, 205.
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is intended to be confined, under the termination proviso, to cases in
which it is cleatly essential.

This article, it should be noted, refers to schedule items and to
those instances in which these articles are not at the time of the nego-
tiation of the trade agreement subject to quantitative control. Where
a country already has a quantitative system in operation or where
measures had been previously taken in connection with domestic policies,
this article would only concern the further imposition of quantitative
restrictions upon imports of the products enumerated in the schedules.
Moreover, articles in the trade between the United States and the
country with which an agreement is being concluded not specificaily
provided for in the reciprocal concessions exchanged would not fall
within the purview of this article.

Much more important from the standpoint of this study is the
article devised to deal with the specific application of quantitative
restrictions. The best example of this article is to be found in Article 11
of the provisional commercial agreement concluded by the United
States with Greece, signed November 15, 1938.!

The first paragraph of this article makes the most-favoured-nation
principle generally applicable to quantitative restrictions. For the
clearest statement in this respect, however, it is necessary to refer to
the trade agreement with Brazil which provides that should “ either
Government establish or maintain any form of quantitative restriction
or control of the importation of any article, the growth, produce or
manufacture of the other country, it will give the widest possible appli-
cation to the most-favoured-nation principle and will administer any
such prohibition or restriction in such a way as not to discriminate
against the commerce of the other country .2

There are essentially two parts to the second paragraph of the
Greek article under discussion.  First, the contracting Powers under-
take to establish in advance the total imports permitted from all countries
during any specified period, of not less than three months, of any article
subject to quantitative restriction. The acting government is obliged,
moreover, to inform the other government in this respect and also with
regard to any increase in the global quota which may be subsequently
provided. Discrimination and trade diversion through the deliberate

L U. S. Department of State, Press Release, November 22, 1938.

2U. S. Department of State, “ Reciprocal Trade Agreement and Supplementary Agree-
ment between the United States and Brazil >, Article 11, Executive Agreement Series, No. 82,
1936.
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withholding of any information respecting the total volume of impor-
tation permitted is thus guarded against.

Secondly, the allocation of such global quotas into national con-
tingents is left optional with the government imposing the quantitative
restriction. If allocation is decided upon, then certain corollary
conditions come into force. Allocations must be established in
advance for specific periods and notified to the other government.
These allocations must “ be equivalent to the proportion of the total
importation of such article which the other country supplied during
past years, account being taken in so far as practicable in appropriate
cases of any special factors which may have affected or may be affecting
the trade in that article ”. Moreover, the commercial agreement with
Italy provides for the application of this principle of allocation to all
imports of the commodity into the country in question, irrespective of
the nature of such imports.! Any obstacle, administrative or otherwise,
which prevents importation in sufficient degree to fill the allotted quota
is to be avoided. Finally, this paragraph provides that if the restricting
government increases the global quota, the quotas allotted to the other
country in the articles affected are to be expanded proportionately.

It should be observed that the paragraph just described differs
from the provisions of eatlier agreements. The earlier agreements
negotiated by the United States provided that in the event of quanti-
tative restrictions upon the exports of either country the government
employing such restrictions undertook to allocate a national quota
to imports of the article affected.? This provision for compulsory
allocation was primarily the result of the experiences of the United
States during the period when many countries employed unallocated
global quotas without licensing provisions.> This system of “ first
come, first served ”, led to undesirable results from the standpoint of
American trade interests. The basis of the older form of this provision

1 The memorandum of interpretation of Article VIII of the provisional commerciat
agreement between the United States and Italy, signed December 15, 1937, provides that
the ‘“ representative >’ period formula is to be applied ‘‘ to all imports of the regulated atticle,
including such imports as may be made through public or private clearing,compensation,
or payment arrangements . U, S. Department of State, Treaty Information Bulletin No. 99,
December 1937, p. 29.

%e. g. U. S. Department of State, Trade Agreement between the United States and Czecho-
slovakia, March 15, 1938, Article VIII.

3 In some cases allocation was made mandatory under the terms of the agreement
““ unless it is mutually agreed to dispense with such allotment”. . g. U. S. Department
of State ““ Reciprocal Trade Agreement between the United States and Switzerland 7,
January 9, 1936, Article VII. Executive Agreement Series, No. 9o, 1936.
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no longer exists since licensing is now combined with quotas in practic-
ally all countries.

The allocation of global quotas into national contingents has not,
howevet, in all cases proved satisfactory even where licensing systems
have been instituted to administer the quotas. In practice, the quotas
thus allotted have tended to be maxima rather than minima so that no
guaranteed share of imports accrued in fact to the United States. Again,
the growth of speculation in licenses in certain countries caused
applications for import permits to be submitted not for the purpose of
importing but to raisc the price of such licenses by withholding them
from bona fide importers. In some cases, foreign governments have
prevented the share allocated to the United States from being filled
and have then proceeded to establish supplementary quotas permitting
other countries to obtain part of the allocation originally allotted
to the United States. In other cases, governments could establish
global quotas larger than the total imports actually intended of the
commodity in question and then prevent the United States from filling
ts share. In addition, numerous other administrative subterfuges
have been devised to control and direct the national origin of certain
imports. For example, governments may bring unofficial pressure
to bear upon importers so that licences are sought to import the com-
modities affected only from countries to which the government wishes
to divert imports. Differential licence taxes, tutnover taxes seasonally
adjusted to favour certain countries, and even provisions regarding
types of containers or packaging may be employed to affect the utilization
of a country’s quota contingent. Experience has shown, therefore,
that the institution of licensing arrangements to administer a quota
system will not necessarily simplify the problem of non-discrimination
in these respects.

The discussion above assumes that it is possible to calculate
national quotas in such a way as to provide for non-discriminatory
treatment. Until very recently, the various commercial agreements
provided that quota allotments should be based upon the propottion
of the total imports of the articles in question which the United States
supplied in a previous “ representative ” or “ basic ” period. Such
a petiod has been officially defined as “ a series of years during which
trade in a particular article was free from restrictive measures of a
discriminatory character and was not affected by unusual circumstances
such as, for example, a crop failure in the case of an agricultural
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product ”.! In the commercial agreement with Greece, mentioned
above, however, there is a reference not to the share of imports supplied
during a “ representative > period but to “ the proportion of the total
importation of such article which the other country supplied during
past years, account being taken in so far as practicable in appropriate
cases of any special factors which may have affected or may be affecting
the trade in that article .2

The modification in the phraseology of this device employed to
determine the share to be allocated to the United States is quite signi-
ficant, for actually the “ representative > period formula has not proved
an adequate means of safeguarding Amcrican exports against discrimin-
ation. In the first place, it is frequently impossible to find a period
sufficiently representative of the present competitive relations among
the various supplying countries. Again, a wide variety of results may
be obtained by selecting different base periods for different commodities
and by varying the percentages of total importation from all countries
in the basic period permitted during the period under consideration.
Far from being a device providing for non-discrimination, it may, under
such circumstances, be deliberately manipulated to divert trade in
accordance with the aims of foreign trade policy.

The most important objection to allocation of quotas on the basis
of the “ representative > period formula, however, is that even if it
were a tool capable of precise application, it would still remain an
essentially static concept. It makes no allowance for shifts in the
relative competitive positions of the various supplying countries as a
result of changes in the competitive position of various national
producers. Where the dynamic economic forces behind supply and
demand are altering the relative competitive position of national
producers, the application of the  representative ” period formula,
by freezing the existing situation, causes an uneconomic canalization of

1U. S. Department of State, Press Releases, Weekly Issuc No. 288, April 6, 1935, p. 213.

In the memorandum of interpretation of Article VIII of the commercial agreement
with Italy it is stated that *“ the representative ”” basc period should be one in which the trade
of the other country was not being impaired by discriminations and was not seriously affected
by conditions of an unusual and temporary character . U. S. Department of State, gp. c12.
loc. cit. The trade agreement with Sweden provides that ““ in the allocation of the quantity
of restricted goods which may be authorized for importation, the other country will be
granted a share cquivalent to the proportion of the trade which it would normally enjoy
(italics mine).  U. S. Department of State, Executive Agreement Series, No. 79, 1935, Article II.

2 Op. cit. Article 11, 2, (b).
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trade and constitutes a serious discrimination against the country which
is progressively improving its competitive position.!

Moreover, as the period during which the new restrictionism has
been in operation lengthens, this formula becomes more and more
removed from economic realities and proves less and less satisfactory
as an instrument to prevent discrimination. Allocation on this basis
tends, pari passu, to become more and more arbitrary. It remains,
however, probably the only general formula which provides even a
remote approximation to the desired result which after all is the assurance
of a share in the total imports of a commodity which the United States
would supply in the absence of quantitative restriction.

It is apparent, therefore, that the allocation of quotas on the basis
of the ‘ representative > period formula, whether or not administercd
by licensing arrangements, does not provide a guarantee of non-
discrimination. While the new wording of this formula, described
above, introduces more flexibility into the article it does not mcet
objections so fundamental that they involve the whole question of
quantitative regulations as such.?

The alternative provided under the newest form of quantitative
provision provides, as pointed out above, that the global quotas need
not be divided into national contingents. Under existing trading
systems this would mecan the regulation of imports within the global
quota simply by licensing arrangements. Provided that certain precau-
tions are taken regarding the administration of the licensing arrange-
ments instituted, this alternative possesses certain advantages — it
eliminates the difficulties and discriminations which arise out of the
employment of any basic period formula. Moreover, a system of
unallocated global quotas leads to less administrative interference
with the conduct of international trade. But considerably more
important than these considerations is the fact that freer play is given
to the forces of competition, in that use of import licences for imports
trom various countries may be governed entirely by such factors as
price, quality, terms of sale, etc. In other words, trade is permitted

1 This appears to be the case with respect to the concessions which the United Kingdom
has obtained on coal and textiles in certain of its trade agreements. Sce #ifra Chap. V1.

2 The recent commercial agreements signed with Italy and Turkey retain the *“ represen-
tative” period. U. S. Department of State, op. ¢cit. p. 27; Press Releases Weekly Issue,
No. 497, April 8, 1939, p. 285.

For some further considerations on this subject see Leaguc of Nations, Equality of
Treatment in the Present State of International Commercial Relations : The Most-Favoured-Nation
Clause, 1936. II. B. 9.

3
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to follow in a larger degree channels determined by the principle of

comparative advantage.
In any event, it is clear that for both allocated and unallocated

global quotas the prevention of discrimination through the operation
of licensing arrangements becomes an important desideratum. The
third paragraph of the provisional commercial agreement between the
United States and Greece endeavours to provide such safeguards in
the following terms :?

If the Government of either country establishes or maintains such
regulation, limitation, or control of the importation of an article in which
the other country has an interest, it shall

(é) Make public the regulations regarding the issuance of
licenses or permits, or regarding any other method of limitation
or control, before such regulations are put into force;

(4) Administer any system of licenses or permits or any other
method of limitation or control so as not to discriminate against
importation from the other country, and in no manner, directly or
indirectly, influence importers regarding the country from which
they shall seek permission to import any such article;

(¢) Ensure that there shall be no undue delay in the issuance
of licenses or permits;

(d) Ensure that any duly qualified importer seeking to establish
new, or reestablish old, trade connections with the other country,
shall be given reasonable opportunity to import any such article;
and upon request inform any such duly qualified importer whose
application is rejected of the reasons for such rejection ;

(¢) At all times upon request advise the Government of the
other country of the amount of any such article, the growth, pro-
duce, or manufacture of each exporting country, which has been
imported, or for which licenses or permits for importation have
been granted.

These licensing provisions, at least in their scope, are really a new
development. They were directed at many of the difficulties exper-
ienced by the United States in its trade relations with countries
employing licensing systems as an essential part of their import control.
They make somewhat more difficult any attempt on the part of a foreign

1U. S. Department of State, op. ¢it.
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government deliberately to divert trade from the United States to other
countries. On the other hand, it should also be observed that some of
the most important conditions which they seek to combat are the result
of the tremendous growth in administrative discretion which has
characterized the recent evolution of trade controls. The possibilities
of covert discrimination under any system based upon a large degree
of administrative discretion are probably more far-reaching than could
possibly be specifically provided against by the terms of any trade
agreement. In the final analysis, it is only the goodwill of foreign
governments which can at all successfully permit the American objectives
to be realized.!

The fourth paragraph to Article II of the Greek modus vivendi
applies the preceding provisions of this article “to any regulation,
limitation, or control imposed by either Government upon the impor-
tation of such article (under quantitative restriction) at a particular rate
of duty or charge ”. 'Thus, the analysis above is equally applicable to
tariff quotas.

The quantitative provisions discussed above, with the exception
of the article referring to restrictions regarding schedule items, concern
the application of the principle of equality of treatment to quantitative
controls. In the view of American authorities, these are considered a
reciprocal counterpart to the grant of most-favoured-nation treatment
by the United States. It remains to consider the principles underlying
the quantitative concessions which the United States has secured in
exchange for specific reductions in the American tariff.

From an examination of the various commercial agreements
negotiated by the United States the following observations emerge.
Under a system providing for the allocation of quotas into national
contingents most-favoured-nation treatment represents the percentual
share which the United States supplied in some previous period, which
may be referred to as a ““ representative > period, or in the terms of the
Greck agreement cited above. The calculation of an absolute minimum
quota for the United States on this basis and its consolidation by

11t is interesting to note, 1n this connection, Article 10 of the trade agrcement with
the Netherlands which provides that “ With respect to import quotas, which are now in
effect or which may hereafter be established by either the United States of America or the
Kingdom of the Netherlands, each Government will take appropriate measures to facilitate
as much as possible the exchaustion of such quotas>*. (Italics mine). U. S. Department of State,
Trade Agreement between the United States and the Kingdom of the Netherlands, December 20, 1935.
A similar provision appears in the Protocol to the trade agreement with France. Trade
Agreement between the United States and France, May 6, 1936.
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incotporation into the agreement is considered the equivalent of a
tariff binding and as such requites a reciprocal tariff concession by the
United States. A quantum in excess of such minimum quota, in the
form perhaps of a super-contingent ot supplementary quota allotment,
requites additional compensation. Any specified minimum quota,
irrespective of its absolute size is considered by American authorities
as compatible with the most-favoured-nation principle. Even if the
specified minimum absolute quota on a percentual basis exceeds the
share which the United States enjoyed in the preceding years, this is
not considered an infringement of the policy ot non-discrimination.
But a percentuai share, actually embcdied in the terms of the agreement,
in excess of imports of the product in question supplied in past years
would be viewed as a violation of this principle.

This position may appear somewhat paradoxical since it may well
lead to preferential treatment for American exports. The American
view appears to be, however, by implication, that such a position is
logically tenable so long as the United States does not reserve for itself
under the provisions of a commercial agreement exclusive concessions
which could not possibly be extended to other countries. Thus, if a
minimum quantum quota is written into an agreement, though it may
be larger than the percentual share of total imports which the United
States supplied in a previous period, it does not preclude the foreign
government from expanding the minimum quotas granted to other
countries. Stated in other terms, the United States does not concern
itself with the treatment accorded by the other contracting Power to
third countries except to the extent of abstaining from seeking exclusive
concessions.! It is only by such reasoning that the supplementary
quotas granted by France to the United States, in addition to the
minimum quotas calculated upon a * representative ’ period, can be
rationalized in terms of the principle of equality of treatment.

One important result of this attitude is that greater possibilities
are afforded of expanding reciprocal trade. Against this must be set
the possibility of trade diversion, which is particularly strong during
a period when the international trade of the country in question is
shrinking.

With respect to unallocated global quotas combined with licensing
provisions, such difficulties as those described above are less likely to

1 This also means, as is acknowledged by State Department officials, that more favourable
treatment may, on the other hand, be granted to a third country by the foreign government.
See U. S. Department of State, Press Releases, May 25, 1935, p. 345.
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arise. The type of specific quota concession in this category obtained for
American tariff concessions would probably take the form of a request
for an increase in the unallocated global quota. This implies, of course,
a belief on the part of the American authoritics that the United States
exporters of the product concerned are in a sufficiently strong compe-
titive position to enable them to share in the quota increase. The
licensing provisions would, of course, constitute an assurance that the
licenses for such imports would be distributed in a fair and equitable
manner. It should be observed that, to date, the policy of allocated
minimum quotas has characterized American agreements containing
quota concessions, rather than the policy just mentioned.!

1 For details concerning quantitative restrictions in the various commercial agree-
ments of the United States, sec H. J. Tasca, 9p. cit. pp. 207-220.



CHAPTER III

FOREIGN TRADE MONOPOLIES AND
PUBLIC CONTRACTS

CoMMERCIAL RELATIONS BETWEEN THE UNITED STATES AND RuUSSIA.

The United States has concluded several commercial agreements
with the Soviet Government which endeavour to provide a basis for
trade relations between the two countries. In the Agreement signed
in July 1935, renewed in July 1936 for an additional year, the Russian
authorities agreed substantially to increase imports of American products
during the succeeding twelve months.! This was supported by a
supplementary note in which assurances were given the American
Government that Russia intended to import, during the twelve months
period, American products to the extent of $30,000,000. Reciprocally,
the United States extended to Russian products the benefits of the
various tariff reductions made under the authority of the Trade
Agreements Act.?

These commercial arrangements were expanded under the terms
of the agreement signed on August 4, 1937,® Russia again promised to
increase substantially its purchases of American products and in the
supplementary note the Soviet authorities raised the figure of $30,000,000
to $40,000,000. In exchange for this further concession, the United
States undertook to accord Russian products full unconditional most-
favoured-nation treatment. Considerable advantage accrued to Russia
from this provision in that it permitted the removal of a discriminatory
import tax on Russian coal exported to the United States.* This tax
was applied to coal imports from certain countries with which the
United States did not have most-favoured-nation treaty relations.®
In August 1938 this commercial agreement was renewed in identical
terms for an additional twelve months period.®

1U. S. Department of State, Press Release, July 13, 1935; July 11, 1936.

2 Tariff reductions arising out of the trade agreement with Cuba were, of coutse, excepted
owing to the special trade relations which exist between that country and the United States.

3 U. S. Department of State, Executive Agreement Series, No. 105, 1937.

8 Treasury Decisions, No. 49118, August 9, 1938.

8 For details of this interesting situation, sce H. J. Tasca, 0p.cit. pp. 119-120; U. S. Depart-
ment of State, Treaty Information Bulletin, No. 45, June 1933; ibid. No. 56, May, 1934.

¢ U. S. Department of State, Press Releases, Weekly Issue No. 463, August 13, 1938,

pp. 111-113.
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Manifestly, the American Government in these arrangements
departed in some degtree from the general principles characterizing its
commercial agreements with other countries. The purchase under-
takings on the part of the Soviet Government may be viewed as an
attempt to secure commercial concessions from a State foreign trade
monopoly cquivalent to concessions of a more orthodox nature.
Morcover, in the agreements discussed above there is no reference
whatever to the extension of most-favoured-nation treatment to
American products by the Soviet authorities. This apparently deli-
berate omission might be considered as expressing the view that the
most-favoured-nation clause cannot be satisfactorily applied to foreign
trade under State Monopoly conditions. It must be admitted that
the control and detection of discrimination in such circumstances
becomes very difficult indeed.!

IMPORT MONOPOLIES.

The problem of equality of treatment for American exports of
products, the importation of which in the foreign country is under
the control of an official or semi-official monopoly organization, has
been dealt with in a uniform fashion in practically all of the com-
mercial agreements negotiated by the United States. Article VIII of
the trade agreement with Switzerland which is very similar to the
corresponding article in other agreements provides 2 :

“In the event that the United States of America or Switzerland
establishes or maintains a monopoly for the importation, production or
sale of an article or grants exclusive privileges, formally or in effect,
to one or more agencies to import, produce or sell an article, the Govern-
ment of the country establishing or maintaining such monopoly, or
granting such monopoly privileges, agrees that in respect of the foreign
purchases of such monopoly or agency the commerce of the other
country shall receive fair and equitable treatment. It is agreed that in
making its foreign purchases of any article such monopoly or agency
will be influenced solely by competitive considerations, such as price
quality, marketability, and terms of sale.”

1 The same problems, on a smaller scale, exist with regard to import monopolies which
are discussed below.
2U. S. Department of State, op. cit.
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The commercial agreement with Italy further provides that the
other contracting Power ““ shall supply such information with respect
to the foreign purchases of every such monopoly or agency as the other
Party may at any time request .! Several of the trade agrecments
refer to considerations ordinarily taken into account by a “ private
commercial enterprise interested solely in purchasing such products on
the most favourable terms .2

In the trade agrcements with Brazil, Costa Rica and Guatemala,
the import monopoly article differs from that cited abovc in that provision
is simply made for “ sympathetic consideration to all representations
that the other Government may make with respect to alleged discri-
minations against its commerce in connection with purchases by such
monopoly or centralized agency .3

It is easily seen that the rigid enforcement of such provisions is
hardly possible. The possibilities of evasion are great and full imple-
mentation can only be secured through the goodwill of the organization
and government concerned. It is quite probable, for example, that a
country with frozen credits abroad, perhaps in the form of clearing
balances, would sacrifice considerations of price, quality, e., in order
to liquidate such claims.

In addition to such most-favoured-nation provisions, three of the
American trade agreements contain definite purchase undertakings on
the part of such monopoly organizations. The trade agreement with
the Netherlands provides that the Netherlands will purchase § per cent
of both its total annual wheat flour consumption and its total annual
milling wheat imports from the United States.* In the Protocol to
the trade agreement signed with the United States, France agreed that
the French tobacco monopoly would purchase American tobacco to
the extent of not less than 48,568,000 francs in valuc, and not less than
9,300,000 kilogrammes in quantity during 1936. If similar treatment
is not accorded in subsequent years the United States may terminate
the entire agreement.® A note to thc commercial agreement with
Czechoslovakia stated that “the Czechoslovak Tobacco Monopoly

1 U. S. Department of State, op. cit. p. 28.

2¢. g. U. S. Department of State, Trade Agreement between the United S tates and Ecnador,
Press Release, Article I1X.

2 U. S. Department of State. ‘‘ Reciprocal Trade Agrecment between the United
States and Brazil ”’; Executive Agreement Serses, No. 82, 1936, Article V.

4 U. S. Department of State, op. cit. Schedule II1.

8 U. S. Department of State, op. ¢it. Protocol, Article XI.
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will make every effort to increase the purchases of leaf tobacco of
United States origin and provenance, particularly those types used for
cigarettes .

PusBric PurcHASES AND GOVERNMENT CONTRACTS.

The rapid growth in recent years of public investment and
expenditure has led to provisions in American commercial agreements
regarding government purchases and public contracts. Article IV
of the provisional commercial agreement with Greece reads : “It is
agreed that the Government of each country in the awarding of contracts
for public works and generally in the purchase of supplies, shall not
discriminate against the other country in favour of any third country .2
The trade agreement with Turkey specifically makes this provision
applicable only to public works and non-military supplies.?

This attempt to apply the most-favoured-nation principle is of
interest because it is such an attempt and because no further specific
concessions are requested in this respect. It provides a sharp contrast,
for example, to the preferential economic concessions which Great
Britain has obtained from Denmark with regard to public contracts.?

1U. S. Department of State, op. ci?.
2U. S. Department of State, op. ct.
3U. S. Department of State, op. cit.
4 Sec infra Chap. XI.



CHAPTER IV

EXCHANGE RESTRICTIONS IN AMERICAN TRADE POLICY

As with other aspects of commercial policy, the dominant fotce
responsible for the nature of the exchange control provisions in American
trade agreements has been the desite to promote international trade upon
the basis of the principle of equality of treatment.! The many serious
difficulties and problems which have been encountered in the process
are clearly reflected in the history and evolution of such provisions.
Indeed, far-reaching implications niay be drawn from American expe-
riences in this sphere.

Broadly speaking, three types of exchange control provisions have
been evolved during the course of the new American commercial
policy. The earliest and most rudimentary form, appearing in the
trade agreements with Haiti and Brazil, simply extends the most-
favoured-nation clause, in general terms, to régimes of exchange
control.? This simple provision has apparently been abandoned for
it has not appearted in any commercial agreement concluded sub-
sequently to those mentioned.

In most of the succeeding commercial agreements containing
exchange control provisions the following form appears. The first
paragraph makes the tariff advantages accorded by the United States
contingent upon the administration of exchange control “ so as to insute
that the nationals and commerce of the other country (the United
States) will be granted a fair and equitable share in the allotment or
exchange .3

In the second paragraph it is provided that with respect to exchange
made available for commercial transactions ‘“as neatly as may be
determined, the share of the total available exchange which is allotted
to the other country shall not be less than the share employed i 4

1 No exchange provisions occur in the trade agrcements with Belgium, Colombia,
Netherlands, Switzerland, France, Canada, (November 17, 1938), and the United Kingdom.
With regard to France the preamble to the agrcement refers to the absence of exchange
control as one of the bases of the agreement. U. S. Department of State, gp. cit.

2¢...any advantage, favour, privilege or immunity which may be granted in connection
with any such system or arrangement or the administration thercof to the nationals ot
commerce of any third country shall beaccorded immediately and unconditionally to the
nationals or commerce of the Republic of Haiti or the United States of Ametrica, respectively .
U. S. Department of State, Executive Agreement Series, No. 78, 1935. Atticle VII.

3 U. S. Department of State, Reciprocal Trade Agreement between the United States
and Nicaragua, Executive Agreement Series, No. 95, 1936, Article IX.
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previous representative period ptior to the establishment of any exchange
control for the settlement of commercial obligations to the nationals of such
other countries .1 The final paragraph provides for sympathetic
consideration to representations of either government and for termination
of the entite agreement in the event of no mutually satisfactory
adjustment being reached.?

The most recent development in exchange control provisions
while stemming from the same objectives constitutes, in form, a radical
departure from the carlier provisions. It has been included in the
recent commercial agreements with Czechoslovakia, Ecuador, Italy,
and Greece. Its importance warrants full quotation. The com-
mercial agreement with Italy signed in December 1937 provides? :

If either High Contracting Party establishes or maintains, directly
or indirectly, any form of control of the means of international payments,
it shall, in the administration of such control

(¢) Impose no prohibition, restriction, or delay, on the transfer
of payment for imports of articles, the growth, produce or manu-
facture of the other High Contracting Party, or on the transfer of
payments necessary for and incidental to the importation of such
articles;

(¥) With respect to rates of exchange, and taxes or surcharges
on exchange transactions, in connection with payments for or
payments necessary and incidental to the importation of articles,
the growth, produce, or manufacture of the other High Contracting
Party, accord unconditionally treatment no less favourable than
that accorded in connection with the importation of any article,
the growth, produce, or manufacture of any third country; and

(¢) With respect to all rules and formalities relating to exchange
transactions in connection with payments for or payments necessary,
and incidental to the importation of articles, the growth, produce,
or manufacture of the other High Contracting Party, accord un-
conditionally treatment no less favourable than is accorded in
connection with the importation of the like article, the growth
produce, or manufacture of any third country.!

1]bid. Italics mine.

2 This articlc appears in the trade agreements with Sweden, Canada, (first agreement),
Honduras, Nicaragua, Guatemala, Finland, Costa Rica and El Salvador.

3 U. S. Department of State, op. ¢cst. p. 28.

4 The provisional commercial agreement between the United States and Chile contains
a differently worded and abbreviated provision similar in nature to the above. ‘‘(a) The
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It will be noted that the provisions respecting the transfer of
foreign exchange and the rates of exchange at which allocations are
permitted constitute the principal innovations. The far-reaching
character of these changes, particularly the first, are chiefly the result
of important defects which the general principle underlying the earlier
provisions revealed in practice. Experience has definitely proved that
neither the specific concessions contained in the agreements nor the
assurances of equality of treatment have been safeguarded under the
fair and equitable treatment cum ‘ representative ” period formula.

It is at once clear that quota and other concessions will be seriously
impaired if the control country blocks or delays the transfer of exchange
necessary to pay for American products. Certain countries have, in
fact, produced such results by delaying replies to applications for
exchange permits to pay for American goods; by rejection of applica-
tions, even after such a period of delay; by imposing additional require-
ments in connection with such application as, for example, compensation
in the form of exports to the United States, or by requiring that proposed
imports of American products be offset by equivalent purchases from a
country with which a clearing is in operation; through rates of exchange
varying with the product and the country of origin; and through
numerous other administrative devices which large discretionary
control makes possible.

In addition, difficulties arose which were extremely difficult of
resolution even in cases in which there existed a bona fide intention to
accord American commerce fair and equitable treatment in the sense
indicated above. The question of the determining of the share of total
exchange employed in the base period for the settlement of commercial
obligations proved a knotty one indeed. Again, assuming the possibi-
lity of calculation, the day-to-day application of shares so determined
to particular transactions provided further administrative difficulties.
Moreover, the former standard article on exchange control applied to
global exchange allocations for total imports from the United States,
while the quantitative provisions, discussed above, referred to parti-

Government of Chile confirms its previous declarations and reiterates that it will take the
steps necessary to abolish, as soon as its international economic position permits 1t to do so,
the exchange control mecasurcs affecting the transfer of payments for articles the growth,
produce or manufacture of the United States. (4) Until such time the Government of Chile
will avoid exchange control measures involving the use of exchange rates higher than thosc
which would be set by the free supply and demand of thc market ’.  The actual significance
of (b) appears quite vague. U. S. Department of State, Treaty Information Bulletin, No. 100,

January 31, 1938, p. 15.
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cular commodities. While theoretically this combination might
conceivably have resulted in exchange being available for imports of
American products, in practice this was highly unlikely. The quanti-
tative concessions involved different base periods and minimum quotas
which might percentually exceed the percentage share of the “ repre-
sentative” period, while the exchange article referred to one base period
from which the share of total exchange allotted to the United States
should be calculated. Further, exchange might not be available for
particular commodities, even though the total amount of exchange
allocated constituted a fair and equitable share.

From these various difficulties, combined with the inherent exchange
situation of the country in question, it happened that frequent blockages
and delays occurred regarding payments for American exports. In
some cases, a situation occurred in which increased imports from the
United States, were made under the terms of the agreement, for which
transfer of exchange was impossible.

But the question of blocked payments involves much more than
simply the safeguarding of trade agreement concessions. In principle,
some formula such as consideration of exchange applications in chrono-
logical order or the proportional period formula with respect to indi-
vidual commodities might be conceived as a satisfactory application of
the principle of equality of treatment. In practice, however, abundant
experience proves that the blocking of payments almost inevitably
leads to discrimination.

In the case of a country having clearing arrangements with
countries forming the major market for its products, the extent of
blockage and delay is not wholly within the control of that country.
If Greece, for example, has large blocked mark balances arising out of
its clearing agreement with Germany it will endeavour to foster imports
from Germany by diversion if necessary. Obviously, the existence
of such balances makes blockage or delay of payments to Germany
impossible. Equal treatment to the United States would require the
absence of any restriction upon the transfer of payments to the United
States, but the exchange position may make this impossible. This
example is sufficiently representative of the situation existing in many
other countries to indicate the seriousness of this problem for the
United States.

It may be noted, parenthetically, that even in the case of the rare
country with exchange control but no important clearing arrangements,
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non-discriminatory treatment will be short lived under present con-
ditions. Spain, for instance, endeavoured to apply the principle of
equality of treatment by considering applications for exchange permits
in the order in which they were received by the exchange authorities.
The lengthened period of delay in transfer and consequent accumulation
in blocked balances, however, led Great Britain and France in 1935-1936
to impose clearings upon Spain which terminated abruptly her régime
of non-discrimination. The United States was clearly discriminated
against but Spain was helpless in the face of the huge frozen claims
owed to Britain and France and of her balance of trade with these
countries.

Finally, the earlier provision made no reference whatever to the
rates of exchange at which allocations were to be made to the United
States and failed to secure assurances regarding rules and formalities
relating to exchange transactions. The use of differential exchange
rates, varying with the national origin of the product for which exchange
is sought and with the product itself, has enabled many countries to
divert their imports in accordance with national policy. Such exchange
discrimination as Argentina, for example, maintains against the United
States arising out of its policy of bilateral trade balancing would make
any exchange control provisions or even reciprocal concessions useless
unless certain assurances were obtained regarding the rates at which
exchange is allocated. Similar observations obtain with respect to
surcharges applying to exchange permits which vary with the country
involved.

Rules and formalities regarding exchange transactions can, of
course, also become a source of discrimination. An example would
be a case in which the exchange control authority required as a condition
for allocation of exchange that the exporter grant the importer in the
control country a term of credit on each transaction. Unless the
same condition were imposed on impotrts from other countties, discri-
mination would result which might setiously affect American trade
interests.

In the circumstances, it becomes clear that under the older form of
the exchange provisions neither the trade agreement concessions nor
the assurance of non-disctiminatory treatment were protected in fact.

! In certain countries such as Iran there is a uniform surcharge on imports and a premium
on exports. This becomes equivalent to a de facto depreciation of the currency and as such
offers no problem in this connection.
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What does the new article endeavour to offer in these respects? As
can be gathered from the provisions quoted above from the commercial
agreement with Italy, the objective of the latest exchange control
provisions is to prevent the employment of such control to restrict
and divert trade. Where a full trade agreement is signed, including
schedules of reciprocal concessions, there is the further purpose of
safeguarding the advantages of such concessions. Elaborating on these
objectives further, it may be said that they rest upon the following
considerations :

(1) The accumulation of blocked balances is viewed as an undesirable
development from the standpoint of American trade interests as a whole.

(2) It should not be possible for countries with clearing or com-
pensation agreements to secure immediate payment without similar
treatment being granted the United States.

(3) All restrictive policies should be implemented through quanti-
tative restrictions and not exchange control alone.

(4) Unconditional most-favoured-nation treatment should be accord-
ed American commercial interests with respect to rates of exchange,
taxes or surcharges on exchange transactions, etc., and all rules and
formalities relating to exchange transactions.!

Little further need be remarked concerning the first, second and
fourth of these propositions. It may be noted that the provision
regarding rates, as applied to individual products rather than national
origins, becomes of importance only regarding schedule items since
here it would form the equivalent of an additional duty. Accurately
speaking, it would not be of any significance from the standpoint of
legal equality of treatment because it would be applied to imports
from all sources.

It should also be observed that these provisions do not require
that exchange control be abolished in the country with which a
commercial agreement is being sought; non-commercial payments may
be restricted, exchange permits required, specified conditions attached
to the purchase of exchange including a specified rate and designated

1 The rates of exchange referred to are only those fixed or materially influenced by the
authoritics. Thus trading in ‘“ Aski> marks of the type which obtained in the United
Statcs prior to July 11, 1936, would be allowed. In the memorandum of interpretation to
the commercial agreement with Italy it is suggested that, “ In detcrmining most-favoured-
nation treatment with respect to rates of exchange.... a suitable criterion would be cross
rates of exchange in some free market . U. S. Department of State, op. ¢it., p. 29.
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agency or agencies, exchange permits may be required as a prior con-
dition to the granting of an import permit, ef., ezc. What is barred
is discrimination in the administration of exchange control and the
blocking of payments for commodities actually cleared through the
customs during the life of the agreement.

This last consideration, the relation of the article only to current
commercial transactions under the terms of the agreement, is a very
important one. Consistent with the earlier American agreements, it
means that American commercial agreements do not concern themselves
with the liquidation of blocked funds arising out of previous commercial
transactions.! Appatently, the theory behind this position is that the
unfreezing of such debts would be at the expense of current trade and
that it is preferable to wait until international trade recovers sufficiently
to permit transfer without an undue strain on the balance of payments
of the country concerned. Any other policy regarding blocked
payments would probably conflict with the objectives and nature of
American trade policy.2 Where exchange resources are definitely
limited, it is very difficult indeed to avoid promoting discriminatory
practices in any programme directed in part to the liquidation of past
debts.?

A most important feature of the latest provision, the third propo-
sition mentioned above, is the attempt it makes to force the integration
of exchange and quantitative controls in the foreign country with which
agreement js desired, if such is not already the case. Clearly, the
United States could not request a foreign government to abstain from
imposing any restrictions upon the transfer of payments without
at the same time permitting other devices to be employed to limit
imports. During the life of the agreement the foreign country may
find it necessary to control the influence of commercial imports upon
its currency position. If, however, it becomes necessary to influence
the balance of payments for this reason and through a restriction of

11t is not without significance that the only agreement containing any reference to
commercialdebts inarrears, relegates the undertaking to a supplementarynote. U.S.Depart-
ment of State, Reciprocal Trade Agreement between the United States and Brazil, op. cit. This
was one of the earliest agreements signed by the United States.

1 For some further elaboration, see H. J. Tasca, op. cit. p. 241 e seq. This policy con-
trasts sharply with that pursued by Great Britain, see infra chapters IX-X.

3 It is hardly necessary to point out that under American commercial agrcements no
consideration, with some relatively minor exceptions, is given to non-commercial debts
as a matter of general policy since the American trade policy is governed entirely by the
objective of promoting world trade on a multilateral basis.
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imports, the new provisions permit the foreign government to impose
new quantitative restrictions on imports of American products. Thus,
in the trade agreement with Ecuador, Article VIT provides that new or
additional quantitative restrictions may be placed on products the
subject of trade agreement conccssion, and, by implication, on all
non-schedule items.! The trade position of the United States under
the application of these new restrictions is then safeguarded from
discrimination, to the extent that this is possible, by the application of
the various other provisions regarding quantitative controls which are
incorporated into the agreement.?

The purpose and effect of this transfer provision is, therefore,
to shift the emphasis from the exchange control article to the quanti-
tative provisions. It is intended, further, to replace unco-ordinated
dual control of impotts with a single, unified system of control. The
new article appears, moreover, to be based upon the view that quotas,
undesirable as they may be, are less harmful than such indirect methods
of restricting importation as blockage or delay in the transfer of
payments. The reasons for this position lie in the considerations
discussed above regarding the effect of blockage and delay upon the
interests of United States trade as a whole.

It cannot be maintained that the new provisions regarding exchange
control are entirely satisfactory. They may tend to promote the
employment of quotas as an instrument of trade control and result in
their revival even in cases in which they werc previously suppressed.
For cxample, the inclusion of such a provision in the recent trade
agreement with Turkey would, under the stress of a severe shortage of
foreign exchange such as occurred during the period of negotiation of
the agreement, be compelled to re-instal the system of quotas abandoned
in favour of tariff control some time ago. The alternative would be
a violation of the terms of the agreement. It cannot be denied that
this feature of the latest exchange control provision is completely alien
to the trade philosophy and programme of Mr. Cordell Hull.

It may also be inquired whether such a general provision is not
too far-reaching a request to present to a foreign government. For
example, it may be impossible for a country whose trade is largely on

1 U. S. Department of Statc, 0p. cit.  “‘ The foregoing provision shall not apply to quan-
titative restrictions in whatever form ... imposed 1n order to maintain the exchange value
of the currency of the country.”

2 Sce wupra and sbid., Article VIII. There is also included in the latter article a termin-
ation clause designed to prevent atbitrary recourse to this proviso.

4
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a clearing basis to restrict imports through quotas determined in
accordance with American requirements of equality of treatment.
The exchange difficulties may arise only with respect to a few countries
and it is the products of these and not other countries whose restriction
may be considered necessary. Therefore, such a country would probably
consider the restriction of imports on, for example, the basis of a
“ representative > period as inadequate to meet its needs. It is certain
that acceptance would circumscribe their freedom of action to a
considerable degree. The end result would be the failure to negotiate
any agreement.

Moreover, the whole theory of general provisions is involved here.
Should the United States seek to provide for every contingency in its
trade agreements or rely upon the general good-will of the foreign
government in signing the agreement ? The latter might not safeguard
the American position, but this might not be possible in any event.
If no spirit of co-operation exists, it is doubtful whether any set of general
provisions can prevent discrimination under present systems of trade
control.

If emphasis is to be shifted to the quantitative provisions, then it
is essential that the latter be of a satisfactory character. However, as
was indicated eariier in this analysis, real difficulties exist here. This
appears to be true whether unallocated global quotas or global quotas
rationed on the basis of a  representative > period formula are employed.
In the great majority of the American commercial agreements the
“ representative > period is, in fact, provided for. The use of this
formula would in the final analysis, in the circumstances here, raise all
the various difficulties referred to earlier.!

It may be noted that the difficulties in the situation under discussion
are particularly great in the case of a country which, while having the
means in the form of clearing balances, ““ Aski > marks etc. to pay for
as much or more than it can import from certain countries, does not have
sufficient free exchange to pay for imports of American products if its
treatment of American commerce is to be based upon the principle of
equality of treatment. The situation appears less difficuit in instances
in which a country lacks foreign exchange to pay for imports from
all sources and is determined to maintain a given value for its currency.
It is, indeed, difficult to conceive of a country in the former category,
of which there are probably many, accepting the latest exchange control

1 See supra.
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provision. If they did, it would probably be necessary for the United
States to adopt a more flexible policy regarding quotas. This, in turn,
might easily imply the abandonment of the principles undetlying the
present quantitative provisions.

In the more difficult case described above, it should be pointed out
that an important factor in the situation is the state of the trade balance
of the country concerned with the United States. It is an interesting
fact that in every instance, except Italy, in which the United States has
been able to incorporate the latest exchange provisions it has had a
passive balance of trade. Regarding Italy there are important invisible
items in the bilateral balance of payments with the United States which
probably, on balance, give Italy an active position when both merchandise
and invisible items are considered. Manifestly, such an excess of
inward over outward payments on commercial account facilitates,
other factors remaining the same, the acceptance of the new exchange
article.

It is, of course, true that the United States was not able to include
this exchange control provision in the Turkish-American agreement
of April 1, 1939. Perhaps the outstanding difficulty here, however,
was the fact that during the course of the trade agreement negotiations
American imports from Turkey declined greatly while exports to
Turkey continued to expand sharply. The result was an acute shortage
of free foreign exchange, which led to the suspension of all foreign
exchange payments for imports (with certain limited exceptions) from
May 11, 1938, to late December 1938.2 Obviously, with a recent expe-
rience such as this in mind, the Turkish Government would, to say the
least, be quite reluctant to accept a provision which would prevent
any blocking of payments whatsoever on current commercial account.
Moreover, it would also appear that the further re-introduction of
quotas on American products, which the exchange provision might
require, would have been contrary to the Turkish policy of replacing,
under certain conditions, quantitative restrictions with tariff controls.?

The provisions which have been adopted in the Turkish agreement,
though basically of the type provided in the earlier agreements, have
been subjected to important modifications. 'The Turkish Government
under Article 9 agreed to provide an amount of free foreign exchange

1 Sec U. S. Department of State, Press Releases, Weekly Issue No. 497, April 8, 1939,
PP 273-274
2 1bid.
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“...not less, in proportion to the total value of the commercial imports
of the Turkish Republic during the said calendar year, than the amount
corresponding to the proportion of the total commercial imports
supplied by the United States of America from Januaty 1, 1935 to
December 31, 1937.”1 It will be noted that, because by far the larger
proportion of Turkey’s trade is conducted under clearing, reference is
made to total commercial imports rather than to total exchange allo-
cations in the basic period.

In the note appended to the agreement further conditions appear.
From the total commercial imports, for purposes of this provision,
are to be deducted commercial imports resulting from the credit
arrangements concluded in 1938 between Turkey and the United
Kingdom and Germany, in so far as they exceed payments under the
terms of the agreements with these countries. “ This deduction has
been decided upon for the reason that the total value of commercial
imports into the Turkish Republic will be temporarily increased to an
abnormal extent by imports under governmental credits mentioned
above .2 By implication, transfer delay, and possibly blockage, is
anticipated as a possibility for it is further provided that the free foreign
exchange made available under the terms of the agreement is to be
employed to transfer payments in the chronological order in which
applications for exchange are offered. Further, this note states that
the exchange undertakings on the part of Turkey do not preclude
seasonal delays in making available free foreign exchange.® Finally,
if the Turkish Government is unable, because of a lack of free foreign
exchange, to fulfill the undertaking provided in Article 9, provision is
made for consultation with the purpose of arriving at an arrangement
satisfactory to both Governments.

It may be remarked in passing that the dependence upon the
bilateral trade balance for the success of American trade policy in the
direction of exchange control raises fundamental doubts as to the real
effects of that policy in promoting the principle of equality of treatment.
In fact, can one speak accurately of equality of treatment under such
conditions ? There are vital issues involved here which go to the
heart of the problem of economic rapprochement between countries
with radically different trade policies.

1U. S. Department of State, Press Release, Trade Agreement between the United States of
America and Turkey, April 1, 1939. This is established at 10.91 per cent.

2 Jbid.

3 j.e., owing to the fact that the sale of products constituting the principal source of
free foreign exchange has a seasonal character.



CHAPTER V

PHASES OF AMERICAN COMMERCIAL RELATIONS
WITH GERMANY

As the leading exponent of bilateralism Germany’s trade relations
with the United States are of particular interest to this study. The
adoption of the New Plan for Foreign Trade by Germany in Sep-
tember 1934 marked the final break with the most-favoured-nation prin-
ciple of equality of treatment and the multilateral system of trade.!
This new policy involved strict bilateral trade relations with individual
countries implemented by the negotiation of special agreements with
each country. As a consequence of this policy, the German Govern-
ment denounced the most-favoured-nation commercial treaty of 1923
with the United States almost immediately after the New Plan went
into effect.2  From the standpoint of the United States this meant that
when the denunciation became effective, one year from date, there
would be no legal obligation to accord to German products the benefits
of the conventional tariff rates which were to be constructed under
the newly enacted tariff bargaining act of June 12, 1934.

In the interim period, prior to the effective date of the denunciation
of the 1923 treaty, the signing of a trade agreement with Belgium made
it necessary for the American Government to define the conditions
under which the new minimum tariff would be extended to other
countries. The criterion of generalisation finally established rested
upon the existence in any foreign country of a ““ substantial > degree
of discrimination against American exports.® In the first classification
of countries under the generalization policy of the United States,
Germany was included among the countries which were to receive the
benefits of trade agreement reductions in the American tariff until the
Treasury was notified by the President of the effective termination of
the legal most-favoured-nation obligations of the United States towards
such countries.* In practice, this meant that Germany was considered

L C. W. Guillebaud, The Economic Recovery of Germany, Macmillan & Co., Ltd., London,
1939, pp. 67-72.

2 U. S. Department of State, Treaty Information Bulletin No. 61, October 1934, pp. 19-20.

3 For a detailed account of the problems and operation of American most-favoured-
nation policy of generalization under the new trade agreements programme sce H. J. Tasca,
op cit., p. 147 et seq.

4U. S. Department of State, Press Releases, Weekly Issue No. 288, April 16 1935
pp. 216-217.
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to be substantially discriminating against the United States but that
because of the most-favoured-nation provisions of the 1923 treaty,
which were stiil in effect, combined with the possibility of negotiating
some mutually satisfactory agreement in the interim period, she would
continue to receive most-favoured-nation treatment.!

The termination of the most-favoured-nation provisions of this
treaty finally became effective in October 1935.2 The absence of any
agreement with Germany regarding a mutually satisfactory basis of
reciprocal trade relations and the denunciation, initiated by Germany,
of the most-favoured-nation clause compelled the United States to
remove Germany from the list of countries receiving the minimum tariff
being negotiated into existence. Germany was, therefore, placed on
the so-called “black list ”, and German products have since been
subject to the maximum Hawley-Smoot tariff of 1930.> With respect
to American exports to Germany the only change was a de jure recog-
nition of a de farto situation. The shift of American products from the
conventional to the autonomous tariff list meant little under the rigid
exchange control of the New Plan which regulated imports from the
United States.?

The problem of German-American relations remained an acute
one and under German exchange control trade continued to shrink
precipitously. It became clear that at the official dollar-rcichsmark
rate very little trade could take place for the  parity ”” mark was highly
overvalued in terms of dollars while imports from the United States
which might have been stimulated under ordinary conditions were in
fact severely suppressed by the German Government. Imports of pro-
ducts customarily supplied by the United States were, in accordance with
the New Plan, diverted to countries willing to trade on a bilateral basis.?

1 The other countries in this group were Denmark, Italy, and Portugal and 1ts colonies.

2U. S. Department of State, Treaty Information Bulletin No. 73, October 1935, p. 13.
By an agreement signed on June 3, 1935, the abrogation was restricted to the most-favoured-
nation provisions. U. S. Department of Statc, Press Releases, Weekly Issuc No. 297,
June 8, 1935, p. 424.

3 Treasury Decisions No. 47865, Scptember 19355 Lester from the President to the Secretary of
the Treasury, Press Release, December 2, 1935.

¢ German denunciation of the most-favoured-nation provisions of the treaty of 1923
appears to have been from a purely German view, something of a tactical blunder. Other
countries were, and are, pursuing a substantially similar bilateral discriminatory policy but
owing to the absence of a fully defined and clear-cut American policy of generalization have
continued to receive most-favourcd-nation treatment from the United States. It is probable,
however, that sooner or later political considerations would have brought the same result
about. For some further comments see H. J. Tasca, 0p. cit.

5 See Carl-Hermann Muller, Grundriss der Devisenbewirtschaftung, Spacth & Linde,
Betlin, 1938, p. 256 e seq.
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To overcome some of the difficulties which confronted the bilateral
trade between the two countries a considerable development of “ Aski
and barter trade occurred during 1935 and the first half of 1936.
““ Aski ” marks were derived from payments by German importers for
specified products into special bank accounts and were available to
pay for specified German products exported to the country from which
the imports originated for which payment was made into the special
“inland ” account. Such accounts required the special permission
of the German Government which also designated the categories of
goods which might be traded on an “ Aski” basis. These circum-
stances enabled the German Government to depreciate the ““ Aski”
mark independently of the official mark.2 Combining this de facto
depreciation with export subsidies the German Government bridged,
or even exceeded, the price gap between German and American prices
which obtained at official dollar-reichsmark rate of exchange.

Under these conditions, it may be observed, German-American
trade was conducted upon a rigid bilateral basis of a kind against which
the American Secretary of State and other officials of the Department
or State had inveighed on numerous occasions.?

The Treasury Decpartment, however, became interested in the
character of this bilateral trade for under mandatory Section 303 of the
Tariff Act of 1930 it has the duty of imposing countervailing duties
against imports from any foreign country which are affected by Govern-
ment subsidies. In June 1936, therefore, the Treasury announced
that “ Official reports and other data in the files of the Department
establish to its satisfaction that bounties and /or grants are paid and’
or bestowed, directly or indirectly, on the export to the United States
of articles of the kind named below...”.! Countervailing duties ranging
from 2214 per cent to 56 per cent ad valorem were imposed upon ten
categories of goods.®

The German Government, which had already been somewhat

! Germany imports a number of indispensable raw materials, suchas cotton and copper,
from the United States. *“ Aski” represents an abbrevittaon of Awusldnder-Sonderkonten
Sur Lulandszablungen.

2 The extent of Jdepreciation could be varied for ditlerent countries according to the
purposes of the German Government.

3 Sec the various addresses appearing in the Commercial Policy Series of the Department
of State,

¢ Treasury Decisions 48360, June 4, 1936.

5 The articles so named were cameras, china tableware, cotton and rayon gloves, leather
gloves, surgical instruments, calf and kid leather, glass tree ornaments, metal covered paper,
thumb tacks, dolls, and toy figures.
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dissatisfied with the operation of the “Aski” system, then gave assur-
ances to the United States that it would not subsidize any longer directly
or indirectly, exports to the United States.! This took the form of a
circular order issued on July 31, 1936, effective August 3, 1936, by the
German Foreign Exchange Control Board prohibiting barter trans-
actions and the use of both ““ Aski ” and registered marks in trade with
the United States.2 With these assurances in hand the Treasury ordered
the suspension of countervailing duties against German products
announcing that “the German Government has taken measures to
insure that no scrip or bond procedure was or will be allowed, no public
or private bounty or subsidy was or will be paid, and that the use of no
German currency other than free gold exchange marks or free inland
marks was or will be permitted .3

German importers and exporters were, however, greatly con-
cerned over this turn of events for it was realized that Germany could
not sell a substantial proportion of the goods still exported to the
United States unless some means of at least bridging the price gap
which existed in terms of official reichsmatks were provided.! A
number of German products which had heretofore been exchanged
against American products (especially cotton) were not competitive
in the American market without the possibility of price adjustment
offered by these devices. Unless there were some relaxation of the
American Government’s position a drastic decline in the bilateral trade
between the two countries was bound to occur.

Early in October 1936 the Treasury Department of the United
States issued a statement containing a number of actual and hypothe-
tical cases in which the United States would not impose countervailing
duties on German products despite the limited use of blocked marks.?

! It was maintained that they yielded no free foreign exchange to the Reich in spite of
the fact that Germany possessed a practical monopoly for certain products used in snch
transactions, 7.c., they did not lead to ““ additional exports *; that they led to the importation
of articles not properly classifiable as cssential materials, and that they tended to raise
import prices and depress cxport prices.  [Zoelkzscher Beobachter, November 24, 1936.
Modifications were subsequently made in *“ Ask1” procedure intended to correct these
conditions.

% Register marks developed out of short term banking credits to Germany prior to the
1931 crists which have been the subject of the Standstill Agreements.

3 Treasury Decisions, 48463, August 4, 1936, and 48479, August 14, 1936. Scrip and
bond procedure were methods of subsidizing German exports.  For details see Department
of Overseas Trade, Fconomic Conditions in Germany, March 16, 1936, pp. 156-158.

4 Dr. Schacht’s organ Der Deutsche Volkswirt of August 14, 1936, maintained that trade
would be extremely difficult under the new conditions.

8 Treasury Decisions No. 48479, October 1936.
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The most important effect of this statement was to permit the sale of
cotton, and other commodities, to Germany at an overprice or premium,
the proceeds of which could be used to buy German goods “in the
open market ’, purchased and imported for the actual account of the
American exporter. In addition, it appeared that goods imported into
the United States under a contract entered into prior to August 3,1936,
could be paid for, to the extent of 95 per cent, with registered marks
originally and continuously owned by the American importer.! In
both cases the German products involved were not to be resold, nor
any agreement to resell made, prior to their importation and clearance
through the customs. Finally, an American manufacturer could export
to his German subsidiary, goods invoiced in dollars, and purchase
German goods from its subsidiary or goods acquired by its subsidiary
from other German producers. The German products affected were
to be billed in reichsmarks. While it was further provided that all
balances due had to be settled at the “ parity ” dollar-mark rate and no
direct or indirect subsidy or compensation premium could be employed,
in practice, as was true of the preceding case, there was little possibility
of effectively policing these provisos.

The above cases were cleatly ad hoc in character. On Decem-
ber 23, 1936, the Treasury issued a full statement setting out in general
terms the types of procedures for the payment of German imports into
the United States which would not be regarded as contravening
Section 303 of the Tariff Act of 1930.2 The following procedures wete
permitted :

“ (1) Payment of the purchase price, in whole or in part,
with the use of controlled mark credits, provided that the credits
so used have been, from the time they became subject to German
governmental control, continuously owned by the person for whose
actual account the merchandise is purchased for direct or indirect
shipment to the United States.

(2) Payment of the purchase price, in whole or in part, with
the proceeds of the sale in Germany of merchandise exported from
the United States, provided that such proceeds, until so used, have
been continously owned by the person for whose actual account

! It was specttically stated that no bond or scrip procedure or any public or private subsidy
was to be applicd to the shipment.
2U. S. Treasury Department, Press Service No. 9-25, December 23, 1936.
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the American merchandise is sold in Germany and the German

goods are purchased in that country.

(3) Combinations of the foregoing two procedures.

(4) Exchange of merchandise between single German and
American parties without any monetary transaction actually taking
place.

‘““ The foregoing contemplates that the purchase of German goods
will be made for the actual account of the original and continuous owner
of the controlled mark credits used, or of the American vendor of the
German exports sold in Germany, and that in no case will the German
funds of such owner or vendor be used to purchase German products
for the account of any other person or organization; and likewise that
the German products exchanged for American goods in any permitted
barter transaction will be received for the actual account of the person
or organization for whose actual account the American exports were
shipped to Germany.”

The first procedure specified above potentially offered wide avenues
of employment for blocked mark accounts in Germany since there was
no restriction placed upon the origin of the controlled mark credits
to be used in payment of the purchase price of exports to the United
States. Thus, it would appear that imports from third countries, trade
and financial debts due to such countries, and re-exports of American
products from Germany might be financed in this fashion. Conccivably,
new controlled mark credits could even be created through third country
trade and financial operations and then settled, from the German side
by the exports of German products to the United States. It is believed,
however, that the practical importance of this procedure rested upon
the possibility of liquidating financial and trade debts duc to the United
States. It would hardly have been, it may be added, to the immediate
interest of the German authorities to encourage this latter process
since they brought the Third Reich neither much needed foreign
exchange nor essential imports.

Under the second procedure, ““ Aski ” mark trade was apparently
made legal again. American imports could be paid for with the proceeds
of American expotts to Germany. It should be noted that such proceeds
were payable in reichsmarks which were not freely utilizable in Germany
and could not be transferred or negotiated into any other type of
reichmark. Such reichsmarks could only be used to pay the purchase
price of German products to be sold and consumed in the United States.
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It appears to follow from these observations that the value of these
marks could not be determined or quoted for purposes of Section 303
of the Tariff Act of 1930. Hence, there was no suitable method by which
the Treasury could calculate whether such German goods as were
imported under these facilities were affected by an overprice in terms of
these American ““ Aski” marks.! In these circumstances, an over-
price could be employed to bridge or exceed the span between American
and German prices expressed in terms of  parity ” marks.?

Under the third procedure, both methods of paying for German
goods imported into the United States could be combined — part of
the purchase price being paid with controlled mark credits of various
varieties and part with American “ Aski ”” marks. The fourth procedure
provided for pure barter.

It seems difficult to perceive the real differences in the conditions
under which trade was permitted after the December 1936 Treasury
release, and the circumstances which led to the imposition of counter-
vailing duties eatlier in that year. Moreover, under the new procedures,
it would appear that considerable room was purposely provided for
enabling German exports to move to the United States. In reality, as
was noted eatlier, unless Germany were permitted to sell German
products in the United States at an exchange rate considerably lower
than the largely fictitious “ par * dollar-mark rate, combined in practice
with export subsidies, a large proportion of the German exports to the
United States could not have taken place. If the intention of the
Treasury was to facilitate German-American trade it must have had
these conditions in mind.?

Following this release by the Treasury Department, transactions
involving the importation into Germany of American cotton, cotton
linters, and cotton waste, and the exportation to the United States of
a confidential list of German products wete authorized by the German
Government. So far as is known, only cotton has been officially

1 The German authorities do not refer to such accounts as *“ Aski” but described them
as ““ Inland ” Accounts. ““ Aski’ as used in American trade might be considered a variety
of regular private “ Ask1” account — the so-called ““ Firm Aski” as distinguished from
‘“ Bank Aski”.

# For purposes of this study a distinction is drawnbetween export subsidies as such, and
attempts to overcome price disparities through a premium or overprice paid for German
imports. Itshould be noted that Germany might have used either device alone for the service
of bridging the price gap. In practice both are employed for the purpose.

8 There was no indication in the Treasury relcase as to how German direct subsidies,
on exports, as contrasted with this overprice paid on imports from the United States, was to
be detected — a difficult task indced.
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provided for by the German Government under these procedures.
The new Treasury position enabled Germany to import American cotton
without any use of free foreign exchange.! In commenting upon these
procedures the Department of Commerce of the United States made
the following announcement 2 :

““It is understood that under this procedure American importers
of German goods are able to sell American cotton in Germany at a price
(in reichsmarks) usually 33 1/3 9, higher than the wotld market price
at the official exchange rate. They thus make a profit which enables
them to buy German products at the normal domestic price and to sell
them, after importation into the United States, at little or no profit.”

From a general policy standpoint a number of objections could
be raised against the Treasury position desctibed above.® In the first
place official sanction was given to a type of bilateral trade which the
Secretary of State and other officials of the Department of State had
decried upon numerous occasions.! Such trade is clearly the antithesis
of the principle of multilateral trade underlying the current trade
bargaining programme of the United States. In fact, it was on the
ground of fundamental inconsistencies between the two policies that
the Department of State rejected a German proposal in May 193§ that
the two Governments conclude a trade agreement.> It should also
be noted that logically the same facilities might be given to other
countries with difficult exchange problems, with the result that the
American Government would find itself pursuing two conflicting and
inconsistent policies simultaneously. In this event the practical effect
would be a great weakening in the most-favoured-nation position of
the United States and a serious decline in the significance of the current
trade policy of the United States as an instrument for the promotion of
international trade upon an orthodox basis.

1 Cotton is, of course, an indispensable import for the German Reich, being required
for the textile, war and other industries.

2 U. S. Department of Commerce, “ Regulations Governing German Trade with the
United States under Inland Accounts or Cotton Barter System . Special Circular No. 426,
July 15, 1938.

3 That 1s aside from the question of fulfilling the mandatory provistons of Section 303
regarding subsidized imports. It may be noted that this provision has led the United
States into a very inconsistent position since it is also subsidizing exports to foreign
countries.

1 U. S. Dcpartment of State, Commercial Policy Series.

5 U. S. Department of State, Press Releases, Weckly Issue, No. 303, July 20, 1935, p. 75.
From the standpoint of this study thc bilateral aspect is the significant aspect rather than
the possible use of export subsidies.
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The inconsistency which the Treasury release created in relation
to the general foreign trade policy being pursued under the aegis of the
Department of State led to a remarkable anomaly, especially in the eyes
of Germany. During the summer of 1937, the Department of State
welcomed an official Brazilian Economic and Financial Mission to the
United States to Washington which was to consider, inter alia, the
methods by which the effects of German ““ Aski ” trading with Brazil
upon American exports could be eliminated. It appears that the
United States considered that the customs concessions which it had
obtained from Brazil under the trade agreement, effective January 1, 1936,
had been seriously infringed by German ‘ Aski’” or compensation
trade. On July 16, 1937, the two Governments issued a communiqué
which referred to the agreement reached on various complementary
measures to be adopted to combat the trading methods pursued by
certain countries.!

During this period German-American commercial relations were,
as was shown above, conducted on practically the same basis as that
which the American Government was requesting Brazil to suppress.
This anomalous situation, the result of inadequate inter-departmental
co-ordination in Washington, was commented upon by the Brazilian
Ambassador to Washington, now the Minister of Foreign Affairs, at
a meeting of the National Foreign Trade Convention held in Cleveland,
Ohio, in November 1937. After condemning “ Aski” trading in
rather severe terms and referring to American “ Aski” trade, he
remarked that Brazil was “ doing more to put an end to this type of
trade than the United States 7.2 Brazil has in fact got into severe
difficultics with Germany over the question of compensation trade for
which Brazilian officials have expressed a keen dislike.?

The Germans themselves appeared to have been quite confused
over the American position vis-g-vis Brazilian-German trade relations
since practically the same type of trade had been officially approved by
the American Treasury under the release quoted above.?

In August 1938, Dr. Rudolph Brinkman, State Secretary of the

1 For a more detailed account sec Departinent of Overseas Trade, Report on Economic
and Commercial Conditions in Brazil, October 15, 1937, pp. 30-36.

2 Twenty-Fourth National Foreign Trade Convention, Cleveland, November 3-5, 1937
pp-. 253-257; New York Times, November §, 1937.

3Scc e. g., New York Times, July 17, 1938. “ Historia Verdadeiria Dos Marcos De
Compensagao , Correio Da Manka, July 1, 1937. ‘This offers a valuable lengthy and official
presentation of German-Brazilian commercial relations.

S ¢. g., Der Deutsche Volkswirt, July 23, 1937.
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German Economics Ministry, in an address before the American
Chamber of Commerce in Berlin asked for a trade agreement with the
United States on a bilateral basis.! At a press conference on the fol-
lowing day, the American Secretary of State, Cordell Hull, was asked
to comment upon Dr. Brinkman’s proposal.  The substance of his reply,
rejecting the offer, was reported as follows 2 :

“ The Secretary of State said that he would naturally be glad to
find a basis for increasing our trade with Germany, and that a great deal
of study had been given to that matter during the past few years. The
system under which Germany operates, however, is bilateralism and
barter. Not only is this contrarv to the principles upon which the
United States is making its agreements, but, upon the basis of past
experience, bilateralism results in a balance of trade at a lower and not
a higher figure, and hence does not increase world trade.”

““ Therefore, the Secretary continued, as sympathetic as this country
is to increasing its trade with Germany, it has been, up to now, most
difficult to find a basis for a trade agreement.”

It is clear from this statement that the Department of State and
the Treasury did not see eye to eye in the question of German-American
commercial relations.

In spite of the Treasury procedures, however, the trade between
the two countries improved very little, although American exports
of cotton were maintained in volume by the ““ Aski ” and barter proce-
dures. The source of difficulty was, at least proximately, the German
New Plan which required balanced imports and exports with each
country,® combined with a national economic policy which made the
isolation of the national price structure from other price systems a
fundamental aim of policy. The growing number of trade agreements
negotiated by the United States has, moreover, placed a heavier burden
upon Germany’s competitive position in the American market. Most-
favoured-nation treatment means now a minimum tariff of sufficient
importance to make a trade agreement with the United States, removing
Germany from the “ black list ”, quite desirable.

Y New York Times, August 18, 1938.

2 New York Times, August 19, 1938. The Secretary’s reply led Mr. Walther Funk,
German Minister of Economics, to defend German trade policy by referring to the *“ new
system of world trade ”” which Germany was building up.  New York Times, August 22, 1938,

8 This has been probably further aggravated by the negotiation of clearing and payments
agrecements by Western European countries with Germany. America’s export surplus was
in part at least formerly settled through Germany’s creditor position on trade account with
these countries.
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The latest phase in German-American economic relations began
on March 23, 1939, when the Treasury Department of the United
States re-imposed countervailing duties upon German products imported
into the United States.! It was found that the “ importation into the
United States of merchandise from Germany is financed by means
of premium prices for certain products, particularly cotton and copper ”.
Accordingly, anti-bounty duties at the rate of 25 petr cent ad valorem
were provided for German products “ imported directly or indirectly
from Germany, which has been or shall be acquired by or through the
disposal of other goods on a premium basis (regardless of the character
of such other goods or of the method or means of such disposal) ”.*
Thus, the Treasury appears to have completely reversed itself and
outlawed transactions which it had previously specifically approved.

Various reasons for this volte-face might be deduced. The realiz-
ation of the commercial policy conflict, dissatisfaction with the operation
of the December 23, 1936 release, which after all placed the full admin-
istration and operation of the procedures in the hands of German
authorities without any real possibility of effectively policing the
regulations, and finally, perhaps most important, the German subju-
gation of Czecho-Slovakia were probably all motivating factors in
some degree.

It must be apparent that the net effect of the new decision will be
to restrict German-American trade further. The present condition
of the relations between the two countries is well illustrated by the
following statement recently made by the American Secretary of
State 3 :

‘“ During the past few years Germany has diverted from the United
States much trade that had grown up because private business interests
in both countries found it profitable. Both peoples found that such
trade contributed to their economic welfare. Diversion and reduction
of this trade was made solely to serve German purposes. The result
was broad and decisive discrimination against American exports.
American exports trying to enter Germany must face elaborate controls
imposed by the German Government and must compete with special

1 Treasury Decisions No. 49821, March 23, 1939.

2Tt would be interesting to discover how the German “ bounty ” was calculated to
be 25 per cent.

3 U. S. Department of State, Press Releases, Weckly Issue No. 497, April 8, 1939, p. 264.
The relations between the two countries have been also worsened by the German
defaults and disctimination regarding long term debt payments due Americans.



44 ASPECTS OF AMERICAN TRADE POLICY

barter agreements which Germany has set up. American trade cannot
satisfactorily fit itself into the crevices of German need left by the barter
agreements that Germany has already executed with other countries.
It does not have to, nor would its interest be served by doing so.”

Aside from the political difficulties, which appear stronger than
ever, the basic issue is the radical difference in the conceptions of
international trade, and economic life in general, which' both countries
cling to tenaciously.! In the sphere of commercial policy the contrast
is indeed sharp — basically one between governmentally directed
bilateralism implemented through a discriminating monopoly of foreign
trade as against a system testing upon the orthodox conception of
multilateralism in trade and payments carried out through private initia-
tive and enterprise. 'The problem of German-American trade in the
final analysis really derives from the impact of two systems sharply
contrasting in their underlying philosophies of economic organization
both as to ends and to means.?

1 Compare, for example, the address by Herr Funk referred to above and that by
Dr. H. L. Deimel, an official of the Department of State, New York Times, August 22, 1938,
and ‘ The Trade Agreements and the Liberal System of International Trade ”’, U. S. Depart-
ment of State, Press Releases, Weekly Issuc No. 498, April 15, 1939, p. 311, respectively.
3]t is interesting to note that the Washington authorities arc now considering the
imposition of countervailing duties upon certain imports from Italy. New York Times,

June 25, 1939.
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CHAPTER VI

QUANTITATIVE CONTROLS
UNDER BRITISH COMMERCIAL TREATIES

APPLICATION OF THE MoOsST-FAVOURED-NATION PRINCIPLE.

An examination of the provisions in British trade agreements
regarding quantitative controls in foreign countries yields no single
thread of consistency or continuity. For this reason it will be necessary,
as in the succeeding sections on financial aspects, to employ a more
particularized analysis than was used for American trade policy. View-
ed broadly, however, it appears possible to differentiate between
treaty provisions clearly aimed at securing equality of treatment for
British exports and those directed towards an expansion of export
outlets without any regard to the position of third countries. The
latter have been far more numerous than the former. In certain cases,
in the absence of any definitive data, either in the texts of the agreements
themselves or in other official sources, the true character of the provisions
appears only when read in the light of their full context. Such cases
do not offer serious difficulties of interpretation when this procedure
is followed.

The case which will be argued subsequently in some detail rests
in part upon the assumption that the British Government has not only
been completely aware of the various formulations of quantitative
provisions and their implications for trade policy, but has shaped them
according to the officially conceived purpose of the agreements. It is
essential, therefore, at the outset to consider briefly the character of
certain quantitative provisions regarding the imports of agricultural
products into the United Kingdom from trade agreement countries.

One consistent thread in the pattern of commercial agreements
constructed by the British Government has been the endeavour to apply
the principle of equality of competitive opportunity to the quantitative
regulation of agricultural imports the domestic production of which is
subject to marketing controls. Provisions towards this end are to be
found in practically all of the trade agreements with countries supplying
these products to the British market. Under the terms of the trade
agreement with Poland of February 27, 1935, for example, the British
Government undertakes to refrain from quantitative regulation of
specified agricultural imports except as may be necessary to secure the
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effective operation of marketing schemes for the domestic production
of the commodities concerned.! In the event of such regulation of
imports being imposed, the British Government undertakes to observe
certain conditions regarding the operation of the regulations adopted.
“ An equitable share of permitted imports having regard to the position
which the Polish Customs Territory has held in past years as a supplier
of these products to the United Kingdom market > is to be allotted to
Poland?.  Such allocations are to be made on the same basis and on
as favourable conditions as those made to any other foreign country.
In the event of any increase in the global quota, or the share of some
other foreign supplier being re-allocated to other countries, the above
formula is to be used to determine Poland’s share in the new global
quota established .

With respect to butter, the British Government further promised
to give due weight to the fact that Polish exports of butter in the years
1932 and 1933 were unusually small so that statistical allocation on a
basis which included those years might not adequately represent the
actual position of the Polish Customs Territory in the United Kingdom
butter market.”3 In Part II of the Protocol, this latter assurance is
generalized to cover all Polish exports by a British undertaking to
consider the recent development of Poland’s export trade and “ other
temporary causes affecting particular years .

Article 9 of the Anglo-Polish agreement extends the provisions to
British colonies, territories, and mandates. If global quotas are allocated
into national contingents, Polish products are to receive ‘““an equitable
share of the permitted imports from foreign countries” and “no
discrimination will in any event be exercised ” against Polish exports.*

These provisions demonstrate an unequivocal attempt to assure
the operation of quantitative control of imports into the United Kingdom
on a substantially non-discriminatory basis. A flexible variety of the
basic period formula is employed which, recognizing the difficulties
implicit in any formula based upon past trade, attempts to take all
relevant circumstances into account. There is, moreover, positive
indication of an intention to allot such proportional shares to foreign

1 Article 7, Cmd. 4984.

2The trade agreement with Argentina, signed December 1, 1936, refers to * recent
years >’ and also obliges the British Government to ‘“ take all relevant circumstances into
account in establishing national quotas .  Atticle 3, Cmd. 5324.

30p. cit. Article 8.

¢ Ibid. Article 9.

‘
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countries as they would probably supply in the absence of quantitative
restriction. 'The adequacy of such measures to attain these objectives
is not the significant aspect of this endeavour. What is important,
as will presently appear, is the attempt itself to relate the principle of
equality of treatment to the quantitative control of imports.

In analysing the provisions in British trade agreements regarding
the application of quantitative controls to British exports reference
may first be made to certain treaties negotiated during the great depres-
sion, before the adoption in 1932 of an active trade bargaining policy.
In the treaties of commerce and navigation between the United King-
dom, on one hand, and Rumania, Turkey and Yugoslavia on the other,
provision is made in general terms for the application of the principle
of equality of treatment to prohibitions and restrictions.! These
treaties also contain stipulations concerning the administration of
licensing arrangement under conditions as favourable as those “ under
which licences are given for the goods of any other foreign country .
Finally, if national contingents are fixed the  formalities required by
the importing country should not be such as to prevent an equitable
allocation of the quantity of goods of which the importation is
authorized .2

With further regard to the most-favoured-nation principle, it may
be said that in the relatively few instances in which it has been clearly
provided for since 1932 it has appeared in both in broad general form
and in detail along the lines of the Polish provisions discussed above.
The former has been included in the British treaty of commerce and
navigation with Peru, signed on October 6, 1936, which provides
that products of cach country “shall enjoy unconditionally most-
favoured-nation treatment in Peru and in the United Kingdom respec-
tively. In particular, they shall not be subject on importation, or
subsequently... to other prohibitions or restrictions, or to other or more
onerous customs formalities or licensing requirements than those to
which like goods produced or manufactured in any other foreign country

1 Rumania, August 6, 1930 ; Turkey, March 1, 1930; Yugoslavia, May 12, 1931.
Handbook of Commercial Treaties, Fourth Edition, pp. 581-2; 682-3; 734-5, respectively.
The relevant articles in all three agreements are phrased in practically identical terms. In
the Yugoslav treaty there is a stipulation to the effect that such regulation shall be, as far as
possible, confined to enumerated cases (public safety, efc.).

2 Thesc provisions also contain assurances regarding the general administration of
any licensing arrangements which may be instituted.
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are subject .1 Apparently, this is the only British commercial treaty
negotiated since the adoption in 1932 of a trade bargaining policy which
contains precisely such terms.?

The clearest and most elaborate application of the most-favoured-
nation principle of equality of treatment to quantitative controls is to
be found in the commercial agreements concluded with the Kingdom
of the Netherlands, France and Brazil.* In the Brazilian agreement
it is first provided that British goods shall receive treatment at least as
favourable, “ in all respects ”’, as that accorded to the products of any
other foreign country and that such products shall not be subject to
“ other prohibitions or restrictions... or to other or more onerous
licensing requirements” than those to which like products of any other
foreign origin are subject.  This is followed by provisions which define
non-discriminatory treatment in the sphere of quantitative controls in
the following terms :

““ Whenever quantitative limitation is imposed on imports into
Brazil on articles in which the United Kingdom is intercsted, eguituble
treatment will be accorded such articles... taking into account the propor-
tion of the respective supplics from the United Kingdom in relation to
the total imports of such articles in recent years. In future cases the
Brazilian Government will consult with Tlis Majesty’s Government in
the United Kingdom before any allocation is made in respect of such
articles imported from the United Kingdom, and wil/ take all relevant

FEXY

circumstances into account.

It will be noted that these provisions establish a general basis of treat-
ment and then sct up the basic period concept as the determining factor
in the allocation of national contingents.

The commercial agreements with the Netherlands and France,
while containing no general provisions regarding the most-favoured-

1 Article 2,Cmd.5288. A similar provision appears in Article 1 of the Anglo-Uruguayan
agreement of June 26, 1935. Cmd. 4940. It is set, however, 1n a much different context
providing for preferential treatment for British products.

2Some of the other British agreements contain provisions which at first sight may
appear very similar to this but which when read with their context appear to possess an
entirely different significance.

3 Netherlands, July 20 and July 30, 1934, Cmd. 4703; France, June 27, 1934, Cmd. 4632;
Brazil, August 10, 1936, Crrd. 5267.

4 Ttalics mine. The treaty of commerce and navigation with Siam, signed Novem-
ber 23, 1937, provides for *“ an equitable apportionment of the quantity of restricted goods
which may be authorized for importation from or exportation to foreign countrics ™.
Cmd. 5608.
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nation principle, do include quantitative provisions more elaborate
than those found in the Brazilian agreement. This is probably due to
the fact that the imports into these countries have been closely regulated
by means of quantitative controls. Both agreements provide, in almost
identical terms, that United Kingdom products are to be granted * the
full share of all quotas in regard to any class of goods, whether existing
or to be established hereafter, which is mathematically attributable to the
United Kingdom in accordance with the proportion of the total foreign
importations into France of the goods in question in the basic period
which was represented by United Kingdom goods. The said propor-
tionate share granted to the United Kingdom shall not be reduced,
whether the global quota be increased or reduced ’.* The French
agreecment permits the French Government to negotiate with the
British Government or with other foreign countries with respect to
the balance of the global quota remaining after the United Kingdom
share has been detcrmined in line with the above formula. France is
thus enabled to grant Britain a quota greater than its basic period share
or, conversely, to allot to other countries whatever quotas are deemed
desirable so long as the minimum share defined above is guaranteed
the United Kingdom. With respect to supplementary coal quotas
France promises in Atticle 4 that if the global quota is reduced the
supplementary allocation shall not be reduced in greater proportion.
Moreover, such supplementary allocation shall remain open to free
competition. The implication appears to be that the supplementary
quota is to be an unallocated global quota. This raises the question,
it may be pointed out, of supplementary quotas and the most-favoured-
nation principle which was considered earlier in connection with
American commercial policy.

The Anglo-French agreement also includes certain other quota
provisions of relevance to this discussion. United Kingdom products
included in the category “to other countries ” are to be given upon
request a separate national contingent. Again, in regard to the admi-
nistration of quotas British products shall, in the cvent of any request
to this effect being made, receive, subject to the same conditions and
reservations, ““the most favourable treatment accorded to any other
country in respect of like products”. This latter proviso appears

1 France, op. cit. Atticle 3, Italics mine. Atticle 4 provides that for United Kingdom
coal falling ““ under the ‘ normal * quota ” the existing percentage of imports is guaranteed.
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somewhat strange unless it is interpreted in the sense of preferential
treatment being accorded the products of other countries. It seems
certain the United Kingdom would expect most-favoured-nation
treatment in this respect without having to request it specifically in
individual cases. :

Among the remaining French quota provisions may be mentioned
the undertaking that comtingents interlocutoires based on imports in the
preceding year will be established in the case of new quotas for industrial
products of special interest to Britain, pending the establishment of a
definitive basis of calculation. There is also a provision to the effect
that the seasonal variation of certain products will be considered in
fixing periodic allocations of quotas. Finally, imports of British
industrial products subject to quota before January 1, 1934 and which
comprised less than 10 per cent of total imports in 1931 are to receive
a quota amounting to not less than the actual volume of imports in
1931.1

It should be observed with regard to the French quantitative
provisions that while the “ mathematically attributable > clause appears
to lend an air of exact application of the most-favoured-nation principle,
in actual practice, aside from the inherent difficulties of any such formula,?
these provisions, read as a whole, present a much less clear impression.
The stipulations concerning supplementary quotas, the administration
of quotas, contingents interlocutoires and the allotment of certain industrial
quotas on the minimum basis of imports in 1931 all tend to complicate
and render more arbitrary the attempt to grant equality of treatment
to British exports.

The Netherlands Agreement also contains, in addition to the
basic allocation clause, several important quantitative sections. It
is provided that the Netherlands will facilitate the complete exhaustion
within the quota period of the allotments granted the United Kingdom.
Provision is made for the granting of import licences to traders who
did not import in the basic period. “ However, to assure as far as possible
the maintenance of existing channels of trade, preference will in principle
be given to those traders who imported during the basic period, and
undertake to continue such importation .3 Clauses regarding the

! The annex to the French agreement provides for a barter arrangement within the
framework of the general provisions, with respect to British coal against French pitwood
on a monthly basis.

2 See supra, Chap. 1I.

3 Op. cit., paragraph 8. Italics mine. This might lead to discrimination.



QUANTITATIVE CONTROLS 53

administration of quotas and the taking into account of seasonal factors
in the allocation of quotas and granting of import licences similar to
the French provisions above are also included.!

More consistent than the French provisions, the Nethetlands
Agreement makes an attempt at non-discrimination which approaches
closely in character to the American quantitative provisions. The
rigidity implicit in the stipulation in regard to new traders may be
technically inevitable under a basic period formula, since new traders
might consider it advantageous for economic or other reasons to import
from sources of supply other than the United Kingdom and so cause
British exports to supply a relatively smaller share of the Nethetlands
market. It does, however, place in the spotlight a difficulty inherent
in any situation in which past trade must be employed as a criterion of
treatment.

An examination of the British trade treaties, it may be concluded,
does not reveal any measures which dispense with the necessity for,
or improve upon the wording of the general provisions regarding
quantitative controls which are inserted in American agreements.?
On the contrary, it is clear that all the problems and difficulties referred
to in connection with the American agreements emerge in at least equal
degree from the British quantitative safeguards.

QuoTta CONCESSIONS.

It must be borne in mind that the discussion above concerned itself
with attempts of the British Government to secure equality of treatment
in the operation of quantitative controls. Such attempts, however,
form only a small part of the various provisions appcaring in British
commercial treaties on this subject. Moreover, such treatment, to the
extent it is secured, can be considered only as a guid pro gmo for the equi-
valent grant of equality of treatment on the part of the United Kingdom.
That is to say, there are to be considered, in addition to the general
provisions analysed above, specific quantitative concessions accorded
by foreign countries either unilaterally because of the bilateral trade

1Both the Netherlands and Brazilian Agreements discussed above are reciprocal mn
character and thercfore entail similar obligations on the part of the United Kingdom. The
French provisions apply only to imports from Britamn into France.

2The Anglo-American trade agreement, of December 17, 1938, contains quantitative
provisions along the lines of the other American agrecments. See Cmd. 5882. From the
standpoint of the present discussion the official recognition of such provisions which it
affords is its only point of interest.
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position or in exchange for reciprocal specific concessions by the
British Government.

With this in mind, the following analysis may be divided broadly
into four categories. The first will consider the use of minimum value
and quantum quotas and the combination in specific terms of quantum
with percentual quotas. In the second section attention will be given
to certain licensing provisions. The third part concerns various stipu-
lations regarding the operation of quantitative restrictions. Finally,
certain miscellaneous provisions of relevance to the discussion but not
falling definitely under any one of the above divisions will be dealt
with briefly.

The significance and implications of the analysis cannot be made
clear without some reference to the distinctly bilateral flavour of the
great majority of Britain’s commercial treaties with foreign countries
in recent years. In trade agreements with no less than six countries
Britain’s passive bilateral balance of trade is referred to in one form or
another with the clear indication that it constitutes the foundation upon
which the provisions of the agreement have been erected.! The
trade agreement concluded with Lithuania on July 6, 1934, for example,
contains the following clause 2 :

““ The Contracting Governments having concluded the Commercial
Agreement in the desire to maintain and facilitate still further trade
and commerce between the United Kingdom and Lithuania, the two
Governments undertake to keep in view the balance of trade between the
United Kingdom and Lithuania, and the Lithuanian Government, hav-
ing regard to the proportion of Lithuanian exports finding a market in the
United Kingdom recognize that, in furtherance of the objects of the Agree-
ment, the sales in Lithuania of goods the produce or manufacture of
the United Kingdom should be increased.

In the exchange of notes with Latvia, dated July 6, 1933, the balance
of trade provision is even more pointed in nature, providing as it does
that ““ the Latvian Government recognize that it is in the interest of
both countries that the present disparity in that balance (of trade)
should be readjusted as far as possible by the increase of the sales in

1 Denmark, April 24, 1933, Cmd. 4424; Estonia, July 15, 1933; July 11, 1934, Cmd. 4392
and 4736; Finland, September 29, 1933, Cwd. ¢472; Latvia, July 6, 1933, July 17, 1934,
Cmd. 4384 and ¢753; Lithuania, July 6, 1934, Cmd. 4680; Poland, February 27, 1935,
Cmd. 4984.

20p. ¢it. Protocol, Part I (1). Iralics mine.
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Latvia of goods the produce or manufacture of the United Kingdom .1
The Anglo-Danish Agreements oblige the Danish Government in
administeting the provisions of the agreement to keep the balance of
trade between the two countries in view.

Commercial and financial agreements concluded with other
countries possess an even mote marked bilateral character.? These
agreements — trade, clearing and payments have usually been nego-
tiated with countries imposing rigid controls over the transfer of
international payments or countries which at the time of the negotiation
of the agreement were in serious exchange difficulties. An important
characteristic of most of these agreements is the close linking up of trade
and payments. While these will be discussed in some detail in suc-
ceeding sections, reference will ‘be made presently to the pure trade
arrangements made with such countries which are of significance to
the present discussion. Anglo-Russian commercial relations, forming
in a sense a special case, will be commented upon in a separate section.?

The implications of agreements which are consciously divorced
from the multilateral principle of trade and payments become of great
significance in any consideration of the type of trade relations which
Britain has established with countries which employ quantitative
controls as a prime instrument of national external economic policy.
The reasons for this will become readily apparent in the succeeding
discussion.

The employment of minimum quotas in British commercial
agreements presents a number of features of considerable relevance
to this discussion. One of the more important objectives of the
British Government in its commercial treaties with the various Scan-
dinavian and Baltic countries has been the expansion of export outlets
for British coal.t In agreements with every coal importing country,
except Germany which will be considered presently, in this area minimum
percentual allocations, in some cases combined with specific quantum
undertakings, have been secured for United Kingdom coal exports.

1 O0p. ¢ut. paragraph (4).

2 These countries are Argentina, Germany, Hungary, Italy, Roumania, Russia, Spain,
Turkey, Uruguay, and Yugoslavia. With a large number of these countrics more than one
agreement has been signed.

3 Sec infra, p. 70 ct seg.

¢ Denmark, Estonia, Finland, Latvia, Lithuania, Norway and Sweden are in this list.
Poland being a very important source of coal in export markets would not, of course, offer
any possibilitics in this dircction.  Op. ¢12., and Norway, May 15, 1933, Cmd. 4500; Sweden,
May 15, 1933, Cmd. 4324.
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Great Britain is guaranteed percentage shares in the total coal impor-
tations of the countries ranging from 47 per cent in the case of Sweden
to 85 per cent in the Estonian agreement.! In two cases, Estonia and
Lithuania, the percentual undertakings are combined with minimum
quantum concessions. In the latter, the Estonian Government
guarantees that 85 per cent of the total coal imports in that country
and not less than 35,000 metric tons, including an amount not exceeding
5,000 metric tons of a variety described by Estonian consumers as
““ Smithy Peas ”, will be imported from the United Kingdom. The
Lithuanian Agreement stipulates 80 per cent and not less than
178,000 metric tons shall be of British origin.

The agreements, with the exception of that with Sweden, also
contain provisions regarding the maintenance of the United Kingdom
share of coke impotts into these countries and provide for consultation
between the contracting parties with that end in view. The Lithuanian
commercial treaty assures Britain so per cent of the total coke imports
into that country. In this connection, reference may also be made to
the commercial treaties with Argentina and Uruguay which provide
in the Protocol that if it should appear that the United Kingdom is
not maintaining its share in the total imports into these countries of
coal, coke and manufactured fuel produced or manufactured in the
United Kingdom consultations shall be held with a view to remedying
the situation.?

The exchange of notes between the United Kingdom and Germany,
of April 13 and May 3, 1933, also contains minimum quota provisions
regarding coal and coke in addition a sliding scale formula. Germany
is to admit not less than 180,000 metric tons of British coal and coke per
month. But if the total consumption in Germany of coal, coal bri-
quettes and coke exceeds by one per cent or more the equivalent of
7,500,000 metric tons in any single month, additional imports will be
drawn from the United Kingdom by the same percentage over 180,000
as total German consumption exceeds 7,500,000 metric tons.?

! Denmark, 8o per cent; Iistonia, 85 per cent; Finland, 75 per cent; Latvia,70 per cent;
Lithuania, 8o per cent; Norway, 70 per cent; Sweden, 47 per cent. In the trade agreement,
of May 19, 1933, with Iceland 77 per cent 1s stipulated. Cmd. 4331. ‘T'hese provisions
appear 1n every case 1n the Protocol to the treatics.

2 Argentina December 1, 1936, Cmd. 5324; Uruguay, June 26, 1935, Cmd. 4940.  Provi-
sions regarding the maintenance of the United Kingdom share in coke imports are also
contained in 1933 Argentine Agreements, Cmd. 4492, 4494,

3Cmd. 4319. One ton of coal, for the purposes of the agreement, is considered the
equivalent of one ton of coke.
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Mention should also be made of the minimum quota concessions
secured by Britain with regard to the exports of herrings and wheaten
flour. In the commercial agreement of July 6, 1933, Latvia agreed to
import herrings from the United Kingdom to the extent of 10,000 metric
tons for the year ending June 30, 1934, this being approximately 75 per
cent of total Latvian imports for consumption in 1931.1  When a more
detailed agreement was concluded on July 17, 1934, the minimum quota
figure was placed at 10,000 metric tons for the period beginning
July 1, 1934, and ending June 30, 1935, and at 12,500 metric tons for
the subsequent annual periods. Consultations were held to determine
the quota for the period beginning the first of July 1936.! The trade
agreement with Finland, signed September 29, 1933, provides that
the share of the global tariff quota for imports of salt herrings allocated
to the United Kingdom is to be determined on the basis of the British
share of the total imports of this product during the ten years 1923-32.!

The agreement with Finland, of April 14, 1937, concerning imports
of wheaten flour, provides for a minimum British tariff quota of
19,850 metric tons. The basis for the allocation is defined as the average
annual imports from the United Kingdom during the years 1935 and
1936.2

Under the terms of the Anglo-Argentine trade and payments
agreement of December 1, 1936, the Argentine Government undertook
that in the event of quantitative regulation of imports of piece goods
of cotton, rayon, or both, the national contingent granted to the United
Kingdom should not be less than the average quantities imported
from the United Kingdom in the years 1933, 1934 and 1935.

The comments made above refer to quota provisions pertaining
to single commodities in individual agreements. More extensive
quantitative provisions have been embodied in the commercial agree-
ments concluded by the United Kingdom with Italy and Turkey.
In the provisional agreement with Italy of March 18, 1935, the Italian
Government undertook, pending the conclusion of a definitive agree-
ment between the two countries, to allow the importation of 8o per cent
of all United Kingdom products imported in the corresponding period
of the preceding year.t Italy reserved the right to reconsider this

1 Op. cit.

2Cmd. 5515.

3 Letter No. 2, Cmd. 5324,

1 Cmd. 4883. ‘ Normal re-exports ** from Britain to Italy are included within the scope

of the agreement,
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undertaking if British imports of Italian products fell substantially below
the amount imported during the corresponding period of 1934. In
addition to this provision, the terms of the agreement obliged Italy to
apply all devisen accruing from United Kingdom imports from Italy
exclusively to the payment of British exports to Italy.!

This arrangement regarding British exports was substantially
continued in the exchange of notes regarding trade and payments of
March, 18, 1935.2 It was further agreed that if during the period from
April 1 to June 3o the system of customs receipts in effect failed to
permit the full 8o per cent, in total value, of the volume of imports
from Britain into Italy during the corresponding period of 1934, the
Italian Government was to permit the deficiency to be imported during
the following three-months period. Moreover, if by the end of 1935
the system of customs receipts had not made possible the exhaustion of
the percentage quotas in regard of one or more products subject to this
régime, after calculating the total value of such deficiencies Italy under-
took to permit to the extent of this sum the importation of coal or such
other commodities as the two contracting Governments might agree
upon.® Finally, in this agreement the Government of Italy undertook
that the contingent for Newfoundland codfish should be equivalent
to 70 per cent of such imports from Newfoundland in 1934.

In November 1936, following the abolition of economic sanctions
against Italy, a new commercial agreement with the United Kingdom
was signed.* The annex to this arrangement contained three sections
regarding quantitative concessions for British exports. Part A design-
ated a specified list of minimum quarterly value quotas, in terms of lire
on a c.if. basis, for products subject to the system of import licences.
Part B stipulated for a list of products, whose importation into Italy
fell within the * Bolletta ” system, minimum value quotas amounting
to 5o per cent of the c.if. lire value of imports of such products into
Italy from the United Kingdom during the corresponding period of
1934. Commodities not listed either in A or B were, under Part C,
to be admitted into Italy up to a value (c.i.f.) in lire equivalent to 31 per

1 Financial provisions such as these will be considered in detail 1n subsequent sections.
It is included hete to shed some light upon the quantitative provisions.

2Cmd. 4960.

3 This provision is subject to the condition that sufficient funds for this purpose are
available in the Sterling Account set up under the clearing procedure provided for. See
op. cit. Article 3.

¢ November 6, 1936, Cmd. 5346.
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cent of the importation of such products in the corresponding period
of 1934. Under Atticle 1 of the agreement it was further provided
that the quotas fixed under A and B were subject to revision by agree-

ment for the quota period beginning January 1, 1937, or any sub-
sequent period. If the result of such revision is to increase or decrease
the aggregate lire value of commodities included in these categories,
the percentage referred to in Part C is to be modified proportionately.
Finally, for Newfoundland codfish and stockfish there was a minimum
value quota of 3,625,000 lire (c.if)) for the period ending Decem-
ber 31, 1936, and for each quarterly period thereafter.!

These provisions were replaced by similar provisions in the
new Anglo-Italian commercial agreement of March 18, 1938.2 The
quota stipulations are again placed in an Annex to the agreement,
listing value quotas (c.if.) for imports into Italy of British goods.
Part A provides for minimum value quotas for a specified list of products.
The first part of Part B states the percentages of imports of the products
mentioned in the corresponding period of 1934 which are to be admitted
under the terms of the new agreement. Products not enumerated
under the above groups are to be admitted, by virtue of the provisions
of the second subdivision to Part B, up to 40 per cent of the value of
such goods in the year 1934 or in the corresponding petiod of 1934,
as the case may be. In Part C, a new provision appears which allows
additional imports of the items provided for above, or imports of
classes of goods which were not imported into Italy from the United
Kingdom in the year 1934, or the corresponding period, up to an
aggregate value (c.if.) of 15,800,000 lite per year for any class of
merchandise. The Italian Government also grants a minimum value
quota for the importation of Newfoundland codfish and stockfish to
the extent of 14,500,000 lite (c.i.f.) per year.

The products listed in Part A and Part B [correspond to A, B and
C of the immediately preceding commercial agreement with Italy. The
commodities provided for are almost identical in both lists with the
important difference that in the latest agreement some of the minimum
value quotas in A expanded while the percentages provided in B of the
earlier agreement are increased from 5o per cent to 70, 70 and Go per cent
respectively for the three classes of commodities specified, and the

1The integration of the Newfoundland fish imports into Anglo-Italian trade and
payments agreements places them, for purposes of this discussion, upon the same plane as
United Kingdom exports.

2Cmd. 5694.



6o ASPECTS OF BRITISH COMMERCIAL POLICY

specified percentage of the basket group C is increased under the terms
of the second part of Part B of the current agreement from 31 per cent
to 40 per cent.! 'The expansion of British exports under these terms is
of particular importance to this discussion for it throws some light on
the question of expanding trade under conditions of close regulation.
Further comments on this point and these provisions will be made in
due course.

The latter two Italian agreements provided a considerably smaller
volume of United Kingdom exports for many products than obtained
under the first two agreements. As will be shown in a subsequent
section the reason for such restriction was primarily to facilitate the
liquidation of trade arrears and the transfer of financial payments.?
For the same purpose, a new agreement signed in March 1939 provided
for severe reductions in the British products classified under Parts A,
B and C above.? Seven of the twelve minimum value quotas were
reduced, and the specific percentual provisions in Part B(1) changed
from 70, 70 and 6o respectively, to 5o per cent, in all three cases. Part
B (2) was decreased from 4o to 31 per cent, and Patt C from 15,800,000
lire to 13,000,000 lire. In addition, imports from the United Kingdom
were not to be authorized during the period January 1 to February 28,
1939. Coal was not involved in this new agreement, the former arran-
gements remaining in effect.! Generally, there appears to have been a
reversion to the quota provisions of the November 1936 agreement.

A trade and payments agreement containing provisions of relevance
here was signed on June 4, 1935, between the Governments of the
United Kingdom and Turkey.® The preamble refers to “ the excep-
tional economic circumstances which have made it necessary for Turkey
to apply to all countries the principle of the balance of payments ”
and so strikes the keynote of the treaty. United Kingdom products
contained in the First Schedule are to be imported into Turkey without
quantitative restriction. The Second Schedule stipulates minimum
yearly quantum quotas to be accorded to specified British products.
All other commodities produced or manufactured in Britain are to enjoy

1 The three commodity groups referred to in Part B of the catlier agreement are tissues
and other manufactures of linen, hemp and jutc; tissues and other manufactures of cotton;
and manufactures of iron and steel.

2 See infra.

3 Board of Trade Journal, March 16, 1939, p. 418-419.

4 Secinfraforsome further aspects;also, International Institute of Intcllectual Co-opera-
tion Mémoire sur le Contrile des Changes en Italie, (mimeographed) Paris, 1939, pp. 33-38, 50-55.

8 Cmd. 4925. ‘This provides, inter alia, for the establishment of a unilateral clearing.



QUANTITATIVE CONTROLS 61

the benefit of the general quota régime in operation. In practice this
meant, since the United Kingdom was a clearing country, freedom from
quantitative restriction of an additional number of products. Moreover,
imports of British goods landed in Turkey, but not cleared, prior to
May 15, 1935, and products imported under the general régime in force
but not cleared owing to insufficiency or absence of quotas were to be
cleared without any restriction as to quantity.!

In September 1936 a trade and clearing agreement was concluded
with Turkey which constructed a bilateral clearing system in sub-
stitution of the previous unilateral arrangement.? The trade provisions
described above were continued in substantially the same form. It
assured, in addition, that British products enumerated in the First and
Second Schedules are to enjoy the general régime in force to the extent
that it provides more favourable treatment than is contained in the
Schedules. The importation of all United Kingdom goods landed
but not cleared because of insufficiency or absence of quotas is to be
permitted within a six months period beginning the day of entry into
force of the new agreement.

A supplementary Anglo-Turkish trade and clearing agreement
was concluded on May 27, 1938, and restricted, owing to serious
transfer difficulties, the importation of British products through the
clearing mechanism to the quarterly c.i.f. value quotas specified in an
appended schedule.?

Reference should also be made in this connection to the deletion
of the equality of treatment provisions, in respect to prohibitions and
restrictions, from the Anglo-Turkish treaty of commerce and navigation
of March 1, 1930, under the terms of the agreements discussed above.?

The real significance of the Anglo-Turkish agreements, as is also
true in part of the Italian agreement, will come to light when the financial
aspects, which are very closely integrated with the trade provisions,
are presented in the succeeding section.’

Article 6 of the Anglo-Polish agreement of February 27, 1935,
provides that ‘ adequate quotas > are to be allocated to the United

1 Certain of these products required a necessary prior permit from the Turkish Govern-
ment department concerncd.

2 September 2, 1936, Cmd. 5274.

3Cmd. 5756.

40p. cit. Article 16.  On the other hand, sub-paragraph (¢) and the paragraph following
of Article 17 contain some traces of the most-favoured-nation principle. Apparently, the
interpretation of these clauses can be suitably modified to fit the new framework of commercial
relations.

8 Infra, Chaps. IX-X.
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Kingdom products. While no further definition is given of this pro-
vision, read in its context it must mean considerably more than any
concept of equality of treatment would permit.! Incidentally, Article 2
of this agreement provides that so long as the Anglo-Polish balance of
trade is “favourable” to Poland no compensation requirements are to
be imposed in respect of British goods.  This is an important concession
for Polish compensation requirements have involved very heavy
compensation fees and offsetting Polish exports which are administered
on a bilateral basis without regard to Poland’s legal most-favoured-
nation obligations.

Certain observations and conclusions emerge from this analysis
of the employment of minimum value, quantum and percentual quotas
in British commercial treaties. Whether a minimum quota is stated
directly or indirectly, in terms of percentage of imports during a specified
previous period, the character of such provisions is basically the same.
If equality of treatment and quota concessions which are not exclusive
in nature are sought, all the various questions raised in the corresponding
section on American commercial agreements arise here also. This is
equally true with regard to the use of a minimum quota in combination
with a specified minimum percentual share. The principal difference
here lies in the greater restriction placed upon the freedom of the
mmporting country for in this case not only are they compelled to
import a given aggregate but this must also form a guaranteed share
of total imports.2  The possibility of increasing imports of the products
concerned from third countries is therefore considerably more restricted.

Where the quota undertaking takes the form of a simple percentual
share of total imports, whatever they may be, the position depends upon
the relation of such percentage to trade in past years and other relevant
citcumstances. For example, percentual quota concessions clearly
higher than the proportion supplied in past years become exclusive in
form and lead to trade diversion. Sliding scale minimum quotas
related to total consumption possess @ priori no necessary tendency

e, g. see Department of Overscas Trade, Economic Conditions in Poland, March, 1936,
p. 9. The fact that the quotas allocated to the United Kingdom have not been published
is prima farze cvidence of their character and the existence of a confidential agreement be-
tween the two countries.  Sce 7bsd. pp. 11-12 for reference to the confidential nature of these
quotas.
2 Where minimum value and quantum concessions are specified without any percentual
assurance, none the less, such quotas will probably be derived from some percentage of trade
1n a previous period.  But the fact that the percentage itsclf is not included in the text of
the agrecment is quite important to the freedom of action enjoyed by the regulating country.



QUANTITATIVE CONTROLS 6 3

towards exclusive concessions but depend upon the citcumstances
surrounding the agreement and its context.?

In the case of the quotas specified in the Italian agreements, the
undertakings are clearly arbitrary in character since not only are they
not related to total imports from all soutces into Italy but they are also
closely related to the volume of impotts into the United Kingdom from
Italy.

The position of the United Kingdom in the matters discussed
above is clearly indicated in the preceding discussion. It is significant
that the applicability of the most-favoured-nation principle to quanti-
tative restrictions upon imports into Britain has been officially recognized
in every commercial treaty in which such controls have played a réle.
Further, in several treaties this recognition has been extended to
British exports. But for the great majority of Britain’s commercial
treaties, however, the conclusion regarding the treatment secured for
British exports must be different. Here the British Government has
deliberately met the question of minimum quotas, from the outset,
in an arbitrary fashion. The assumption may be safely made that
there has been no intention on the part of the British Government to
apply the most-favoured-nation principle of equality of competitive
opportunity to the concessions it has sought from foreign countries.?
Stated in other terms, this means that Britain has promoted the practice
of discrimination in other countries.

It is quite essential, in this connection, to keep in mind the general
context and nature of the agreements into which such minimum quota
provisions have been incorporated. In every case presented above
the intention of the treaties has been clearly to promote bilateral trade
as distinct from multilateral trade, whether this is explicitly stated or
is merely implicit in the character of the undertakings. The evidence
points clearly to an attempt on the part of the United Kingdom to force
the diversion of imports into thesec countties to British sources.?
The references to the bilateral balance of trade in the Scandinavian

1 Such sliding scale minimum value or quantum quotas might also be related to total
imports into the country concerned.

21t may be pointed out that in a notc to the French Government regarding the most-
favoured-nation clausc and quotas the British Government argued the apphicability of the
clausc to quotas. Sec Parliamentary Debates, Commons, Official Report, Fifth Series,
Volumec 285, February 15, 1934, Col. 2171-2; sce also 7bid., Volume 286, February 22, 1934,
col. 486.

: This will be more readily apparent when the purchase undertakings in a considerable
number of agreements are considered, infra p. 74.
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and Baltic agreements, and the coal clauses in these same agreements,
considered in the light of trade trends in previous years and the relevant
competitive conditions existing in the international coal trade, offer
concrete evidence in support of these observations.! Again, there is
the sharp contrast afforded by the minimum quota provisions above
when compared with the character of the provisions regarding British
quantitative control of agricultural imports, and the nature, for example,
of the Dutch assurance of equality of treatment in respect of British
exports. Finally, the trade agreements with other countries referred
to have been oriented along bilateral lines by means of thc payments
provisions.

IMPORT LICENSING PROVISIONS.

The second type of quantitative provision in the British agreements
concerns undertakings with respect to import licences. In the Anglo-
Rumanian agreement regarding commercial payments of Septem-
ber 2, 1938, the Rumanian Government undertakes to issuc import
licences to the cxtent necessary “to utilize in full for the purchase of
United Kingdom goods the sterling madec available ”” under the agree-
ment for the import of such goods.2 The administration of the import
licensing arrangements instituted is to be such as to maintain the
relative proportions between different classes of goods as obtained in
the years 1933-35.

Under the terms of the trade and payments agrecment with
Yugoslavia, signed November 27, 1936, sufficient licences are to be
issued for ““thc importation into Yugoslavia of all goods grown,produced,
manufactured in or re-exported from the United Kingdom in respect
of which import restrictions are or may subsequently be imposed .3
It is further provided that the aggregate valuec of such licences is to

1 Sce the enlightening statement regarding coal by the Parliamentary Sceretary of the
Board of Tradc : Parliamentary Debates, Commons, Fifth Scrics, Volume 280, July 4, 1933,
col. 201; and 1bid., Volume 27, May 10, 1933, Col. 1543. The percentage of total conl
imports into Lithuania from the United Kingdom formed 8 per cent n 1930, 2 per cent
in 1931, and 78.2 per cent in 1934.  The Economust, London, November 16, 1935, p. 371.
. The Norwegian Government has had to set up an import quota control system for coal
in order to assure Britain 70 per cent of total imports. International Studies Conference,
Twelfth Session, Morten Tuveng, Memnrandum on Fxternal Ecomomic Policy of Normay m
Recent Years, Paris, 1939, p. 56; sce also infra, Chap. XI. ’

2 Article 12 (4), Cmd. 5840.

3Cmd. 5323.
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depend upon the total value of United Kingdom imports from
Yugoslavia.! The purpose was admittedly to expand British exports
to Yugoslavia on a bilateral basis.?

The Anglo-Uruguayan trade and payments agreement of
June 26, 1935, obliges the Uruguayan Government to grant import
licences up to an amount for which foreign exchange is made available
under the terms of the Agreement, and to ““ use their best endeavours
to secure that additional import licences and exchange permits in respect
of imports from the United Kingdom will be granted.”® The
Uruguayan Government further ensures that, by means of a certificate
of origin or otherwise, the exchange available under Article 7 will be
appiied only to goods the produce or manufacture of Great Britain, and
to re-expotts, not in excess, however, ot the proportion which the latter
bote to the former in the calendar year 1934.4 Finally, if it is necessary
to restrict the issuancc of import licences because of a shortage of
exchange, the Government of Uruguay will endeavour to avoid any
such restriction as regards coal, coke, ot solid fuel manufactured in the
United Kingdom. With regard to other products, the restriction shall
be so applied as to maintain the proportion between the different
classes of goods which obtained in 1934.%

In renewing the Anglo-Danish commercial agreement of 1933,
the Danish Government further undertook to make “an adeguate
allocation of licences for the year ending the 3oth April, 1937, and
thereafter, permitting payment for and importation into Denmark of
goods the produce or manufacture of the United Kingdom.” ¢ The
significance of the word “ adequate ” becomes quite clear when read
in conjunction with the reference to the balance of trade and Protocol

! 'The Sccretary of the Department of Overseas T'rade stated in the House of Commons
that these provisions had resulted in the issue of licences for imports from the United
Kingdom for the month of December at double the ratc which had recently obtained.
See Parliamentary Debates, Official Report, Fifth Series, November 30, 1936, col 835-6.

2 Ibd.

2Cmd. 4940. Article 7 of this agreement allocates all exchange arising out of British
imports from Uruguay to United Kingdom requirements. Italics mine. See also the
Anglo-German treaty of November 1, 1934. Cmd. 4963, Article 1 and infra p. 87.

4To safcguard the preferences given Britain. E/ Pueblo, Montevidco, Decem-
ber 11, 1935.

8 It is interesting to note the increasing use 1n recent years of certificates of origin and
other such documents which under a discriminatory trade bilateralism or bilateral payments
arrangements become quite important to the satisfactory operation of the agreements
reached.

¢ June 19, 1936, Article 2, Cmd. 5400, (Italics mine).
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undertakings in the original agreement.! Closely akin to this provision
is that appearing in the Anglo-Lithuanian trade agreement to the effect
that the Lithuanian Government will issue import licences at least to
the extent sufficient for the coal and purchase undertakings provided in
the Protocol to the agreement.?

The treaties of commerce and navigation with Rumania, Turkey
and Yugoslavia of 1930 and 1931 provide with respect to licensing
arrangements that the conditions to be fulfilled and formalities to be
observed are to be sufficiently publicized; the method of issuing licences
is to be as simple and stable as possible; the consideration of applications
for import licences and the issuance of import licences are to be carried
out with a minimum of delay; and finally the import licence system is
to be so administered as to prevent ‘traffic in licences ”. Such
provisions as these do not appear in agreements negotiated since the
adoption of a bargaining policy. They resemble certain provisions in
the American agreements which aim at non-discriminatory treatment.?

OTHER PROVISIONS.

The third category in this part of the analysis concerns chiefly
certain provisions included in the United Kingdom trade agreements
with the three Baltic countries — Estonia, Latvia and Lithuania. Article 3
of the agreement with Estonia provides that British exports which are
not the subject of “ special arrangements ” in the Protocol are not to
be restricted in any case below imports into Estonia in 1933.' This
applies to articles which have not been specifically included in the
Schedules of tariff concessions appended to the agreement as well as
those which have. Further, with respect to products included in the
list of Estonian tariff concessions, import restrictions are not to be
employed in such a manner as to prevent the full bencfits of these
concessions from accruing to goods the produce or manufacture of
the United Kingdom.

! Sce mnfra p. 76. ** It is an undoubted fact that the operation of the licensing system
for example 1n Denmark, has been a factor which has contributed to the increased volume
of British trade and has operated to such an extent as to make the most-favourcd-nation
clausc relatively unimportant . Quality, (organ of the Shefficld Chamber of Commercc).
January 1937, p. 136.

2 July 6, 1934, Article 4. Cmd. 4680.

30p. cit.

4 July 11, 1934. Cmd. 4736.
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The latter provision appears also in the commercial treaties with
Latvia and Lithuania.! These agreements also provide that in the opera-
tion of any import restrictions the Governments of Latvia and Lithuania
will have regard to the undertakings in the Protocols, which refer to
Britain’s passive balance of trade with these countries and provide that
““ in furtherance of the objects of the Agreement, the sales in Lithuania
of goods the produce or manufacture of the United Kingdom should
be increased.” These stipulations shed some light on the full
benefits ” clause in respect of import restrictions on the tariff concession
items mentioned above.

It may be remarked that the sccond and third categories presented
above reinforce the observations offered carlier regarding minimum
quota concessions. The clauses relating to the maintenance of the
relative shares formed by different classes of goods in a ptrevious period
is interesting evidence of the rigid character of recent trade regulation.
In linking up the operation of import restrictions with the bilateral
balance of trade or payments, the commercial treaty provisions regarding
British exports assume either a short period point of view or an entirely
new trade philosophy. The importance of this consideration will
become more apparent when the vatious possibilities of commercial
relations are considered in the final section of this study.

A somcwhat miscellancous group of provisions remain to be
considered at this point. In a number of agrecements both contracting
Governments give assurances to the effect that no quantitative restric-
tions will be imposed upon Schedule items the subject ot tarift con-
cessions. This is analogous to the similar binding of concessions
contained in American agreement.

Some of the British agreements also provided that the products
of each contracting party “ shall enjoy in all respects treatment not less
favourable than that enjoyed by the goods produced or manufactured
in any other foreign country.” 3 With the exception, perhaps, of the
Swedish Agreement, this undertaking would be equivalent to an equal
treatment provision only with respect to imports into Britain. As for
British cxports, it becomes a type of minimum treatment applicable,
perhaps, to cases where no special arrangements or treatment have

' Latvia, July 17, 1934, Cmd. 4753; Lithuania, July 6, 1934, Cwd. 1680,

¢ Finland, Norway and Sweden. Undet the Lstontan agreement (July 11, 1934) no
new import restrictions may be placed upon Schedule articles.

* Denmark, Tecland, Lithnania, Sweden and Uruguay.  The wording of the Uruguayan
provision differs somewhat from the others.
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been provided for. Certainly, the general character of the relevant
agreements is not multilateral in form. They might be better termed
most-preferred-nation provisions, but event his fails to take into account
treatment in certain instances which, by its nature, grants Britain
concessions which cannot possibly be duplicated in the case of any
other country.

An interesting undertaking, concerning British exports indirectly,
appears in the Anglo-Danish Agreement of April 24, 1933. Article 1
stipulates that if imports into Denmark of certain textiles, specified
Part II of Schedule I, from countries other than the United Kingdom
increase in quantity during any six months period by more than 30 per
cent, as compared with the immediately preceding six months, and also
exceed average imports from the same countries during the corres-
ponding periods of 1932-1934, ““the two Governments shall discuss
together any proposals which the Danish Government may wish to
make to the Government of the United Kingdom for the purpose of
preserving or restoring an economic level of prices.” ! It is probable
that these provisions owe their origin to the possibility of increased
German and Japanese competition. They do offer an example of an
unusual degree of control by one country over the external trade
relations of another country with third countries.

! Article 1, op. ant.



CHAPTER VII

MONOPOLY PROVISIONS
AND COMMERCIAL RELATIONS WITH RUSSIA

MonNoroLy PROVISIONS.

References to the operation of import monopolies have not been
incorporated in any important degree in the British commercial treaties.
In the pure trade agreements only two such cases, within the writer’s
knowledge, are to be found. In the financial agreements, the operations
of monopolies have been assimilated into the general terms of the
agreements and have not been distinguished from trade conducted upon
a different basis.

In the treaty of commerce and navigation with Siam, of Novem-
ber 23, 1937, an exchange of notes contains provisions regarding the
operation of import monopolies very similar to the standard article
employed by the United States for this purpose.! Each Governmeng
undertakes that :

“In the event of the establishment of a monopoly for the impor-
tation, production or sale of a particular commodity for the profit
cither of the Government or of a private individual or organization, the
Siamese Government agree that in respect of the foreign purchase of
such monopoly the commerce of the United Kingdom shall receive
Jair and equitable treatment. To this end it is agreed that in making its
foreign purchases of any product such monopoly will be influenced
solely by those considerations, such as price, quality, marketability and
terms of sale, which would ordinarily be taken into account by a private com-
mercial enterprise intcrested solely in purchasing such product on the most
favourable terms. >2

A rather interesting provision, in this connection, appearts in the
Anglo-Norwegian trade agreement of May 15, 1933.> As one of the
concessions accorded by Norway, the A/S Vinmonopol, the Govern-
ment liquor monopoly, undertakes to reduce the price of whisky produced
in the United Kingdom. A schedule is published which indicates

10p. cit.
2 Jtalics mine.

30p. dit.
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the price reductions for the various grades of whisky. During the
currency of the agreement such prices may not be altered except as may
be necessary owing to fluctuations in the kroner market prices of such
whisky when supplies are replenished by the monopoly. Moreover,
spirits labelled ““ Norway Blend > will in the future be described in
the Norwegian language.

This price concession presents a novel attempt to devise a type of
concession with respect to the operation of import monopolies which
offers the equivalent of an ordinary tariff concession. In itsclf, it has,
of course, an exclusive character. It may be that this type of concession
contains the germs of a satisfactory formula, for some purposes, which
would bridge the gap between trade conducted on the bases ot private
competition and that subject to the control of governmentally supported
monopolies.!

AspECTS OF ANGLO-RUSSIAN COMMERCIAL RELATIONS.

The problem of commercial relations with a country such as
Soviet Russia involves on a large scale the difficulties encountered in
regard to monopoly organization for individual commodities in other
countries. It is, therefore, interesting to find that in the temporary
Anglo-Russian trade agreement of April 16, 1930, provisions appcar
which are very similar to those which have been employed in recent
years in the import monopoly provisions of the American trade agree-
ments.? Article 1 contains a reciprocal undertaking of most-favoured-
nation treatment with respect to all facilities, rights and privileges
relating to the prohibition and restriction of imports and exports.
Implicitly admitting that more than this is required for trade relations
with a country maintaining a State monopoly of all forcign trade, the
Protocol defines most-favoured-nation assurances in the following
terms :

“In concluding the present Agreement the Contracting Parties
are animated by the wmtention to eliminate from their economic relations all
Jorms of discrimination. ‘They accordingly agree that, so far as relates
to the treatment accorded by each Party, to the trade with the other,
they will be guided in regard to the purchuse and sale of goods, in regard to the

! The principle of equality of treatment might require, for example, the generalization
of price concessions.
2 Cmd. 3552,
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employment of shipping and in regard to all similar matters by commercial
and financial considerations only and, subject to such considerations, will
adopt no legislative or administrative action of such a nature as to place
the goods, shipping, trading organizations and trade in general of the
other party in any respect in a position of inferiority as compared with
the goods, shipping and trading organizations of any other foteign
country. ”!

Russia’s particular concern in this undertaking on the part of the
United Kingdom would, aside from the question of tariff treatment,
centre chiefly on the possibility of utilizing the facilities provided by
the British export credit guarantee system. Indeed, in the Protocol
this is specifically mentioned in the section following the one quoted
above. The more relevant aspect from the standpoint of this study is
the attempt which it offers to fit a privately conducted export trade into
a governmentally controlled import system upon a basis of non-
discrimination or equality of treatment — a very difficult task indeed.

Subsequent to the denunciation of this agreement? a new temporary
commercial agreement was signed with Russia on February 16, 1934.¢
Among the reasons given for a new agreement was the great disparity
in the bilateral trade balance which was active to Russia.* It may be
observed that when the 1930 agreement was concluded the British were
not particularly concerned with bilateral trade balances. The President
of the Board of Trade In March, 1934 made the following comments
inter alia :

“ 1t 1s impossible to work a normal most-favourcd-nation clause
as an automatic picce of commercial policy when, on one side, you have
a private individual acting as a trader, merchant, broker, shipowner and
so on, and on the other side a State which can control the whole of the
commercial transactions in and out of a country. It is quite obvious
that, without an infringement of the most-favoured-nation clause, a
State which is in that position is able to transfer its patronage from onc

! Ttalics mine.

2 For some aspects of this denunciation sec Board of Trade Journal, April 27, 1933, p. 637.
Alsn The Feonomust, London, September 2, 1933, p. 448.

3Cmd. 4567,

4 Parliamentary Debates, Commons, Official Report, Fifth Series, Volume 286,
March 1, 1934, col. 1290. “ The Russtans have now accepted our view that we cannot
continue to buy largely from them while they buy so little from us...”” 1bd. Col. 1292,
Statement by the President of the Board of Trade.
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country to another, to make its purchases where it pleases, to close down
its commercial relations where it pleases, without any infringement of
the most-favoured-nation clause in its orthodox form.”1

The most-favoured-nation clause was not, in the British view,
“ providing the United Kingdom with fair play in Russia *.

Article 1 of the new agreement continued the general most-
favoured-nation provisions qualified by the new framework established
by the other provisions to the agreement. The United Kingdom,
in spite of strong Russian opposition, succeeded in limiting its most-
favoured-nation obligations in Article 2 with respect to prohibitions
and restrictions on individual procucts for which “such prices are
being created or maintained by the other Party, or by its State economic
organizations, as are likely to frustrate preferences accorded, or detri-
mentally to affect the production of such goods” in either country
(the United Kingdom).?

Article 3, perhaps the most significant to this discussion, contains
the following Soviet undertaking :

‘“The Government of the Union of Soviet Socialist Republics,
being desirous of applying in an increasing proportion the proceeds
of the sale in the United Kingdom of goods imported from the Union
of Soviet Socialist Republics to payment for goods purchased in the
United Kingdom and for the utilization of British shipping services,
will give ecffect to the arrangements with regard to an approximate
balance of payments sct out in the Schedule to the present Agrecement, 7’3

The first paragraph of the Schedule referred to provides for a gradual
balancing of payments, with the stipulation that after 1937 the approxim-
ate balance of payments to be maintained is to be in the ratio of 1 : 1.1
(payments and receipts respectively). In the second paragraph the
items to be considered in the calculation of the bilateral balance of
payments are set out. The Russian Government undertakes, under
the fifth paragraph, to conduct its trading operations so that any
deficiency in the payments due to the United Kingdom in any year,
under the ratios established, will not be more than 7.5 per cent of the
amount provided for in the ratio.

Y Parliamentary Debates, op. cit., col. 1291-2.

2Ibid. col. 1403. This was made nccessary because of the British assurance to Canada
at Ottawa ‘‘ to safeguard preference against the creation or maintenance of low prices by
State action . Ibid. 1292.

3 Italics mine.
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Essentially, the principal interest of the new agreement to this
study lies in its denial of the application of any orthodox concept of
cquality of treatment to a complete State trading system. From
another view it is a reflection of the difficulties of establishing satis-
factory commercial relations with such countries. It may be observed,
in this connection, that the new agreement has apparently not worked
out satisfactorily in operation from the standpoint of the underlying
British objectives which motivated the agreement.!

U'The President of the Board of Trade has refcired to the operation of this agreement,
m the House of Commons, as very disappointing, stating that onc of its chief results
has been an increase in re-exports from the United Kingdom to Russta. The Times,
November 16, 1938.



CHAPTER VIII

THE PURCHASE AGREEMENTS

Purchase undertakings, in the form employed by the British-
Government, constitute a commercial policy technique of prime signi-
ficance. The Protocols to six Scandinavian and Baltic agreements,
and one South American agreement, provide for the increased sales
of British products in these countries through agreements between
United Kingdom exporters and the respective importers in the foreign
countries.! Four of the agreements introduce these assurances in
substantially the following terms 2 :

““ Representations having been made to the Estonian Delegation on behalf
of certain United Kingdom industries as a result of which statements
had been made on bchalf of groups of Estonian importers. The two
Governments take note of the following conversations and statements :...”

The Finnish agreement refers to *“ conversations... between the Chairman
and members of the Finnish delegation and representatives of certain
United Kingdom industries and statements having been made on behalf
of groups of Finnish importers. The Contracting Governments
take note of the following conversations and statements...”” Note is
taken in the Danish agreement of the negotiations between the exporters
and importers for each product specified. The Polish agreement on
the other hand differs from these in being more vaguely worded and
referring to the initiation of co-operative action between British exporters
and British importers and “ the conclusion of arrangements making
for further co-operation”. Note is taken of the reports submitted
with respect to these arrangements.

With the exception of the agreement with Poland, all the treaties
above specifically refer to the products which are the subject of purchase
undertakings. In the Danish agreement the contracting parties ““ take
note of conversations which, in view of the present disparity in the
balance of trade between the United Kingdom and Denmark, have
taken place in regard to steps for increasing the sales in Denmark of

! Denmark, April 24, 1933; Hstonia, July 11, 1934; Finland, September 29, 1933;
Latvia, July 17, 1934; Lithuania, July 6, 1934; Poland, February 27, 1935; Pcru, Octo-
ber 6, 1936, cit.

* Eistonia, Latvia, Lithuania and Peru. Italics minc,
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United Kingdom iron and steel 7.  Saltpetre, salt, jute cloth and parch-
ment paper used in the manufacture of bacon, hams and butter, respec-
tively, destined for the United Kingdom market are to be of British
produce or manufacture.!

The other agrecments also provide for similar undertakings.
Poland is an exception to this since the specific agreements have
apparently not been published. Iron and steel products are not men-
tioned in the Peruvian Protocol.2 Other items specifically referred
to in one or more agreements are commercial motor vehicles, fine
chemicals, pharmaceuticals, agricultural, dairy and road making
machinery, wool yarn, cotton thread, cement, wheat flour, creosote,
products for the use of the wood-working industries, coal tar, super
phosphates, refined sugar and textiles. These items are not provided
for in the Danish agreement.

An interesting reservation regarding the Lithuanian purchase
undertaking appears in the Anglo-Lithuanian agreement. Under
its terms the Government of Lithuania may at the expiry of a twelve-
month period, beginning from the effective date of the agreement, request
further discussions with the British Government if alterations ““ have
occurred in the economic circumstances of Lithuania which render
such discussions desirable ”. This may be taken, perhaps, as some
indication of the scope of the Lithuanian undertakings. The official
character which this reservation lends to the undertaking should also
be observed.

The significance of thesc purchase agreements is much greater
than may appear at first sight. It is the same Protocol, in the case of
five of the agreements, which start off by referring to Britain’s passive
balance of trade.* The Polish agreement is also clearly one whose
provisions depend upon balance of trade, while this element does not
appear to have been lacking in the Peruvian Treaty.! It is the same

! 'These are, with the exception of parchment paper for wrapping butter, in the form
of a scries of agreements between manufacturing or producing organizations in Denmark
and trade organizations 1n the United Kingdom.

*The Peruvian agreement refers to supplics from the United Kingdom for the cotton,
wool and sugar producers 1n Peru.

38ce supra p. 54.

4Sce Artcle 2 of the Anglo-Polish agreement which frees British goods of onerous
compensation requirements because of the trade balance situation. Op. ¢it.  For some
mtercsting relevant comments on Anglo-Peruvian trade telations see the statement by
M. Barreda Laos, the Peruvian representative to the Montevidco Conference of 1933.
Minutes and Antecedents with General Index, Seventh International Conference of American
States, Montevideo, 1933, p. 106.
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Protocol in the five agreements above which contain the coal clauses
referred to carlier.!

With reference to these undertakings a British minister declared
in the House of Commons 2 :

“ We considered whether, in dealing with this question of Danish
trade, we could rcally get sufficient improvement in our trade balance by
tariff concessions alonc and we decided we must try, if possible, to adopt
methods supplementary to tariff concessions. That was the origin of
the purchase agreements which appear for the first time in the Danish
Agreement. We considered that, wherever possible, we should bring
together trade organizations in the two countries where these trade
otganizations were able to enter into binding agreements for industries
as a whole, and, the respective Governments would take note of these
undertakings. ”’

Under these circumstances the character of the purchase under-
takings becomes more evident. They possess a quantitative character
in that they aim directly at an increase in the volume of United Kingdom
exports without recourse to the pricing mechanism as would occur
under simple tariff concessions (whether or not preferential). Their
principal objective, the expansion of British exports, is sought through
the direct method of officially sponsored agreements between the
exporters and importers concerned. The basis of the agreements is
the bilateral balance of trade. The character of the specific undertakings
must by their very nature involve conscious trade diversion. Compe-
titive factors which would ordinarily determine the source of imports
are set aside, for this is the only effective manner in which such under-
takings could be fulfilled. If this were not true the assurances of the
foreign contracting Governments would be superfluous and unnecessary.

The implications of the observations made above are not insig-
nificant. From the standpoint of a country professing adherence
to the most-favoured-nation clause, the results appear devastating to
that instrument of commercial policy.? Provisions stemming from
the bilateral trade balance can hardly be reconciled with the multilateral

1 Supra p. s5.

3 Parliamentary Debates, Commons, Official Report, Fifth Series, Volume 277,
May 10, 1936, col. 1667. Italics mine.

3 The British authorities have many times in the past declared their adhesion to the
most-favoured-nation clausc. ¢.g. Parliamentary Debates, Commons, Official Report, Fifth
Series, Volume 337, June 21, 1938, col. 872 (statement by the President of Board of Trade).
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principle of equality of trcatment. The exclusive nature of the under-
takings, for example the provision that jute cloth used in wrapping
bacon and hams must be of United Kingdom manufacture, is open to
the same comment. But perhaps the most sinister aspect of this new
commercial policy technique lies in the substantially confidential
character and the pseudo semi-private nature of such undertakings.
Under such conditions the problem of observance of the most-favoured-
nation principle becomes a difficult one to reach effectively. The door
is open to wide departures from and derogations of the principle of
non-discrimination.

On the other hand, assuming the most-favoured-nation principle
is not the governing consideration, such undertakings enable a country
in the short period to secure an immediate increase in cxports which
might not have otherwise been possible owing, inter alia, to existing
competitive conditions. In any case, however, it provides a further
set-back to the multilateral trading system.!

1 These aspects will be considered in some detail in the final chapter of this report.
7



CHAPTER IX

INTERNATIONAL PAYMENTS : PAYMENTS AGREEMENTS

The United Kingdom has met the problem of international
payments in a manner which differs quite radically from the American
approach described earlier.! It will be recalled that the United States
has endeavoured to build a general framework of commercial agreement
provisions regarding the application of the principle of equality of
treatment to all forms of trade control. To this end formulz have
been devised attempting to apply this principle in trade relations with
exchange control countries as regards the allocation and rate of exchange
for the settlement of current commercial debts. That considerable
difficulties have been experienced in this endeavour has already been
made clear.

British developments in this field are of wide interest since they
represent an alternative approach, which the American Government
has consciously shunned, to the question of trade relations with exchange
control countries, a problem which is becoming one of outstanding
importance in the commercial relations between nations. The most
significant aspect of United Kingdom policy here has been the recourse
to payments, clearing, compensation, and special trade organizations.
For the purposes of this study, it is convenient to make a clear distinc-
tion, arbitrary in some respects, between payments and clearing agree-
ments resting upon the presence or absence of the usual clearing
mechanism.

The United Kingdom has concluded payments agreements with
eight countries, »iz. Argentina, Uruguay, Brazil, Germany, Hungary,
Italy, Rumania, and Yugoslavia. Only brief consideration will be
given to the Italian and Rumanian agreements since they were sub-
sequently transformed into clearing agreements. ‘The other agreements
will be dealt with seriatim with chief emphasis upon the provisions
regarding the liquidation of blocked debts and payments for current
commercial transactions.

1 Supra Chapter 1IV.
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Argentina :

Far-reaching provisions relating to trade and payments were
inserted into the Anglo-Argentine agreement of May 1, 1933.1 Article 2
obliges the Argentine Government, in the following terms, to allocate
practically 100 per cent of the sterling exchange arising out of exports
to the United Kingdom for the purpose of meeting British exchange
requirements :

‘“ Whenever any system of exchange control is in operation in
Argentina, the conditions under which foreign currency shall be made
available in any year shall be such as to secure that there shall be available,
for the purpose of meeting applications for current remittances from
Argentina to the United Kingdom, the full amount of the sterling ex-
change arising from the sale of Argentine products in the United King-
dom after the deduction of a reasonable sum annually towards the pay-
ment of the service of the Argentine public external debts (national,
provincial and municipal) payable in countries other than the United
Kingdom.

Subject to the stipulation concerning the servicing of the Argentine
external public debts, the order in which the sterling exchange provided
for is to be distributed among the various classes of applicants is to be
determined by agreement between the contracting parties.

The third paragraph of this Article required the Argentine Govern-
ment to sct aside, from the exchange available under the section quoted
above, the sterling equivalent of 12,000,000 paper pesos. This was
to be employed to liquidate blocked peso balances awaiting exchange
for remittance on May 1, 1933. To facilitate the settlement of peso
balances still remaining after the above operation the issue of four per
cent 20-year sterling bonds, the repayment of which was to begin in
five years, was provided for in the fourth paragraph.?

Under paragraph 5 the Argentine Government “ undertake that
in no event shall applications for exchange for remittance to the United
Kingdom, whether in respect of peso balances or of current transactions,
be less favourably treated than similar applications for exchange for
remittance to any other country . Regarded in the light of the above

1 Cmd. 4492,
2 For details concerning the bond issuc see The Economist, London, October 14, 1933,
pp. 712-13; October 21, 1933, p. 773, and October 28, 1933, pp. 819-20.
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provisions, the chief significance of this clause appears to be that it
guarantees sterling exchange at the most favourable rate obtaining,
i.e. from the standpoint of those wishing to transfer pesos into sterling,
and secures that in the event of any other preferential arrangement
being concluded by Argentina, British interests will not be placed in a
relatively inferior position.

The final paragraph to this article provides for co-operation
between the Governments to ensure that the amount of sterling exchange
realized in Argentina from exports to Great Britain corresponds as
closely as possible to the f.o.b. value of such products realized on the
British market. This appears to be an attempt to prevent the transfer
of such sterling for payments to countries other than the United
Kingdom.

With the exception of the provisions regarding blocked peso
balances, the Anglo-Argentine Agreement of December 1, 1936,
continued the undertakings described above.!

Urugnay :

The Anglo-Uruguayan trade and payments agreement of
June 26, 1935, is quite similar in scope and character to the Argentine
agreement.? With respect to the general allocation of sterling exchange
for current United Kingdom requirements the following undertaking
appears : Uruguay is to allot each month, with a view to making sterling
available to the extent of at least 95 per cent of the f.o.b. value of
Uruguayan exports to the United Kingdom, an exchange quota equi-
valent to at least 76 per cent of the c.i.f. value of British imports from
Uruguay during the penultimate month. The monthly average over a
12-month period, however, is not to be less than 8o per cent. “..it
is estimated that the effect (of this provision) will be to allocate 100 per
cent of the foreign exchange available as the result of Uruguayan
exports to the United Kingdom.” 3

Article 8 of the Agreement assures importers from the United
Kingdom of import licences up to the value for which exchange is

Y Cmd. 5324. Both agreements provide for the “ benevolent treatment ” of British
capital including ‘“ due and legitimate protection of the interests concerned”. Op. cit.
Protocols.

2 Cmd. 4940. The Argentinc agreement was in fact used as a pattern for the nego-
tiations. See the interesting statement of Str. Pedro Cosio, Uruguayan Minister to the
United Kingdom, appearing in E/ Pueblo, Montevidco December 11, 1935.

3 The British Board of Trade. Board of Trade Journal, July 11, 1935, p. 64. Sece also
La Manana, September 2 and 3, 1937.
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made available under general sterling allocation undertaking, and also
provides that the Uruguayan Government “ will use their best endea-
vours to secute that additional import licences and exchange permits in respect
of imports from the United Kingdom will be granted ”.! Article ¢
concerns the manner in which imports are to be restricted if exchange
is insufficient during any month to meet payments for United Kingdom
imports to any substantial degree.? Provision is made in Article 10
which endeavours to ensure that the benefits of the exchange régime
established accrues to United Kingdom products. Re-exports are
included within the scope of the agreement only in the proportion which
they bore to the former in the year 1934. Attention is directed to the
method employed here by which import restriction is integrated with
exchange control.

Under Article 13, the Uruguayan Government undertakes that
with respect to ““ rates of exchange and formalities connected with the
allocation of exchange, the requirements ot the United Kingdom shall
receive trecatment not less favourable than that accorded to the require-
ments of any other country.” As with the Argentine agrecment,
this provision appears directed towards safeguarding the preferential
treatment of United Kingdom requirements consolidated by the
agreement.?

This agreement also contains undertakings regarding the transfer
of blocked payment; claims falling under the Uruguayan law of
November 9, 1934 may be settled in accordance with the terms of that
law, »iz. payment of 30 per cent in cash in foreign exchange and the
delivery of three and one half per cent Five Year Gold Bonds for the
remainder. Exchange requirements arising after the dates specified
in the above law and prior to the date of entry into force of the agreement
are to be dealt with on the basis of that law. Sterling exchange required
for the redemption and servicing of Gold Bonds of the First and Second
Series, and for the transfer of the 30 per cent in cash under the Uruguayan
law referred to above is #of to be met out of the general allocation of
sterling for United Kingdom requirements mentioned earlier, but out
of the general exchange resources of the National Bank of Uruguay.

1 Jtalics minc.

2 Sce supra p. 65.

3The United Kingdom was already recciving somewhat similar exchange trcatment
prior to the negotiation of the agreement. Department of Overscas Trade, Liconomic
Conditions n the Republic of Uruguay, 1934, p. 13-14. This should be considered 1n the light
of Sr. Cosio’s memorandum referred to above.
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The service of the three and one half per cent bonds, and the Uruguayan
Public Debt payable in London is to be met out of the general
exchange quota.

The order of priority in which United Kingdom exchange require-
ments, other than the three and one half per cent bonds and the Public
Debt above, ate to be met is to be the subject of supplementary agree-
ments from time to time between the two Governments. It is worth
while observing that in the first supplementary agreement, appended
to the text of the agreement under discussion, payments for imports
of United Kingdom goods are given a position inferior to the following,
in the order named : the Public Debt of Uruguay; the three and one
half per cent bonds; interest on debentures; rent charges, income
taxes (and arrears), expenses of the head offices in United Kingdom
attributable to operations in Uruguay; and pensions earned in Uruguay
and payable to persons in the United Kingdom.?

Brazil :

An agreement respecting the liquidation of blocked commercial
debts was signed with Brazil on March 27, 1935.2 The preamble
reaffirmed a Brazilian undertaking to allow all imports after Febru-
ary 11, 1935, and 4o per cent of blocked payments owing for imports
from September 11, 1934 to February 11, 1935, to be paid for by the
purchase of exchange on the free market. For the purpose of liqui-
dating all other commercial arrears regarding imports prior to
February 12, 1935, the Brazilian Government undertook to set aside
annually out of the exchange reserved for Government requirements
an amount of £1,200,000, to which was to be added, if necessary, a
further annual sum of £853,000 upon the termination of the blocked
debts arrangement of June 1933.> Brazil was to endeavour under
the terms of the agreement to apply a sum of £1,000,000 to the imme-
diate payment in cash of all small blocked debts and a proportion of
other commercial debts to be agreed upon between the two Govern-
ments. Arreats not liquidated by this latter amount were to be handled
by the issue of four per cent sterling stock. Interest on the stock was

10p. cit.

2Cmd. 4911. Just prior to this Brazil had practically freed the exchange market of
restrictions. In June 1935 exchange control was re-instituted. Commercial and Financial
Chronicle, February 16, 1935, p. 1020, The Economist, London, July 6, 1935, p. 19.

3 Statist, July, 1933, p. 18.
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to be met out of the annual allocations provided for above. Any
balance not required for this purpose was to be used to redeem the
stocks by repayment at par.

Article 7 of this agreement contained a Brazilian assurance to
the effect that no more favourable arrangements regarding the liquidation
of commercial debts would be made with any other country.

In Article 8, the contracting Governments agreed “ that neither
shall at any time discriminate against any persons in the United Kingdom
or Brazil, as the casec may be, either as regards the allocation and regu-
lation of exchange or the grant of import licences with the object of
regulating exchange.” This reciprocal assurance was repeated in the
exchange of notes regarding commercial relations of August 10, 1936.!

It should be observed that the Brazilian arrangements, in spite
of the fact that transfer difficulties were and are quite serious, differ
greatly from the British agreements with Argentina, Uruguay, and
other countries. The principal reason for this difference, according
to official information, appears to lic in the lack of effective British
bargaining power on the basis of the Anglo-Brazilian bilateral balance
of trade.? In this instance the British Government has endeavoured
to securc simply equal treatment.?

Germany :

The series of payments agreements between the United Kingdom
and Germany owe their origin to the accumulation of blocked commer-
cial debts and the German defaults on long-term debts which faced the
British Government in the first half of 1934.! Exchange allocations
for commercial payments had by the middle of 1934 shrunk to almost
zero. The long-term debt situation was particulatly annoying to the
British Government, in part because of the more favourable arrange-
ments which Germany had concluded with certain other countries.’

YCmd. 5267. This agreement was directed towards the establishment of reciprocal
most-favoured-nation trcatment in respect of all forms of trade control and was oriented
along the lines of the American provisions.

< See the statement of the President of the Board of 'U'rade, Parliamentary Debates, Official
Report, Fifth Series, Volume 313, Junc 23, 1936, col. 1571.

3'There 1s general satisfaction in the City with the recent Brazihian assurance that equal
treatment will be given British creditors 1n view of the arrangements recently concluded
betweén the United States and Brazil for the resumption of payments on the dollar debt on
July 1, 1939.  The Times, Junc 6, 7, 1939.

4 Scc The Economic Recovery of Germany, C. W. Guilleband, Macmillan & Co., London,
1939, p. 61 ¢/ req.

5 Sce The Economist, London, December 16, 1933, p. 1163.
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In a note to the German Government, dated June 20, 1934, the United
Kingdom referred to the fact that, in the circumstances, .., the defaults
and treatment accorded other countries, there was no option but “ to
ask Parliament for the immediate grant of power which would enable
them to protect British financial and commercial interests .1 The
threat to impose a unilateral clearing, made possible under the powers
secured from Parliament, resulted in a transfer agreement which provided
for full payment on the British #ranche of the Dawes and Young loans.«

In the preamble to the transfer agreement both recognized “the
general principle that a debtor country can only meet its external debt
obligations by means of a favourable balance of trade and services with
foreign countries . Moreover, the contracting Governments expressed
the desire that “ trade and financial relations... should continue on a
non-discriminatory and most friendly basis and that the volume of
mutual trade should be maintained and as far as possible increased .
In an exchange of letters, the German Government proposed the nego-
tiation of an exchange agreement for commercial payments. In
reply, the British Government, while assenting to this proposal, referred
to the increasing volume of complaints respecting blockage of com-
mercial debts and expressed the hope that “ this unfortunate situation
which must otherwise have serious effects on the trading relations and
credit of Germany ” would be remedied.?

An agreement regarding commercial payments was concluded
on August 10, 1934. Article 1 permitted German importers to pay
for imports falling within the scope of the agreement, and in excess
of the amount for which exchange was allocated monthly under the
German Exchange Control, by depositing Reichsmarks into a Special
Account (Sonderkonto) to be opened at the Reichsbank in the name
of the Bank of England!. Imports falling within the terms of the
agreement were those bought by German and United Kingdom firms
under general exchange permits. These did not authorize the impor-
tation of specific goods subject to import licences, controlled raw

YCnd. 4620. The result was the “ Debts Clearing Offices and Import Restricticns
Act”, 1934, 24 and 25 Geo. 5. Ch. 31.

2Cmd. 4640. In a letter dated June 15, 1934, the German Government expressed the
hope that no undateral clearing would be imposcd.  Cmd. 4620,

3Tt is 1nteresting to note the emphasts placed upon non-discrimination by the British
Government 1n the papers cited above. However, referring to the transfer agreement
the Economist remarked ““ The Germans have now clearly accorded us a very large measure
of preferential treatment . July 7, 1934, p. 9.

4 Cmd. 4702, Definite limitations were placed upon the use of such facilitics for German
imports of commodities not produced, manufactured or processed in the United Kingdomn.
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materials and articles falling under the German Agricultural Monopolies.!
Under Article 2 the Reichsbank could suspend payments into the
Special Account if at any time the total amount of unsold Sondermarks
exceeded RM.j5,000,000.

The Bank of England was to sell the Sondermarks deposited in the
Special Account to United Kingdom debtors to Germany and with the
sterling proceeds pay British creditors in the chronological order of
receipts into the Account by the corresponding German debtors.

Article 10 of the exchange agreement provided for negotiations
in the event of a diversion occurring in the “ trade in particular articles
in handling which United Kingdom firms have habitually played the
part of intermediaries . Especially worthy of note is Article 11 which
provides :

“The contracting Governments recognize that the additional
facilitics, outside the gencral cxchange control provisions, afforded
by the Agreement for the export of goods from the United Kingdom
to Germany,are nof intended to lead 1o any substantial alteration in the existing
proporiion between exports from the United Kingdom to Germany and exports
Sfrom Germany to the United Kingdons. Should any such substantial alter-
ation occur, the present Agreement shall forthwith be reconsidered by
both parties. >’2

This provision contrasts sharply with any of the pure trade agreements
negotiated by the United Kingdom discussed above. Combined with
the section of the preamble to the transfer agreement referred to above,
it shows a disposition on the part of the United Kingdom to place
financial interests in a position of priority as compared with current
export trade. ‘This is a tendency quite widespread in British external
economic policy which will be met frequently in the ensuing discussion.?

The introduction of the New Plan for forcign trade in Germany
in September 1934, which replaced the system of exchange quotas
by one requiring exchange certificates for each individual transaction
prior to the placing of an order abroad and the importation of the pro-
ducts concerned, necessitated the conclusion of an interim arrangement
with the United Kingdom.* Exchange certificates authorizing payments

! Board of Trade Journal, \ugust 16, 1934, p. 257.
* Ttalics mine.
3 For a questioning attitude regarding this priority sce The Liconomust, June 20, 1934,
p. 1425. )
Carl Hermann Muller, Grundriss der Devisenbewirtschaftung, Spacth & Linde, Berlin,
1938, p. 256 e# seq. Twenty-seven Control Boards were set up to administer the New Plan.
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into the Sonderkonto were to be issued for the importation of articles
covered by the Exchange Agreement to an extent corresponding to
the current value of German imports from Britain.! The purpose was
the maintenance of the existing position under interim arrangements
and to avoid new restrictions on British exports to Germany. Addi-
tional categoties of payments for which Sondermarks could be used
were also specified. Inter alia, United Kingdom importers were
permitted to use these marks for the purchase of German goods on their
own account which they intended to ship to any overseas country.
This apparently made it possible for United Kingdom interests to be
paid off by exchange derived from the re-sale of such products in other
countries.

The failure of British exporters to resort sufficiently to the Sondet-
mark facilities, partly because of ignorance and partly because the
discount on these marks as compared with the official Reichsmark rate
was deemed too small to warrant disturbing the previous remittance
practice, the exclusion of outstanding trade debts and controlled raw
materials from its scope, and the operation of the New Plan, all pointed
to the necessity of a new agreement between the two countries.? On
November 1, 1934, a comprehensive payments agreement was signed
by the two Governments which remained in effect until 1938.?

Under Article 1, current trade requirements were provided for by
the German undertaking that each month 55 per cent of the average
of the values of British imports from Germany and German exports
to the United Kingdom, during the last month but one, was to be
earmarked for payment to United Kingdom exporters. The stetling
value of Sondermarks sold by the Bank of England during the current
month, insolvent debts, and the value of German exports forming part
of private compensation or barter arrangements for the direct exchange
of British and German goods, in so far as no foreign exchange accrued
to the Reichsbank, were deductible from the average export figure as
determined above.

1 Board of Trade Journal, September 27, 1934, p. 473. Transfer of Reichsmarks into the
Sonderkonto was temporarily suspended.

20n November 3, 1934, the unsold Sonderkonto balance amounted to 4,850,000 RM.,
the amount awaiting transfer to this account totalled 13,975,000 RM., while Sondcrmark
sales to date were only 1,045,000 RM. The Lconomist, London, November 10, 1934, p. 881.
The blocked debts owed Lancashire interests were such that they imposed an embargo on
yarn exports to Germany in August 1934 which continued until November 1934. Ibid.
November 3, 1934, p. 871.

3Cmd. 4963.
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If the exchange so provided was insufficient in any month, Germany
could restrict the issuance of exchange certificates, but with respect to
the items particularized in the agreement only to the extent that imports
in any month exceeded imports of the average quantity imported
during the corresponding period of the years 1932 and 1933.2  Exchange
certificates were to be issued, in any event, for the importation of the
full amount of coal and coke provided for by the exchange of notes
of April 13, 1934. Germany gave a further assurance that any measures
regarding the allocation of exchange for raw materials and foodstuffs
which might reduce the usual proportions of these goods supplied
Germany by purchases through the United Kingdom or as re-expotts
from the United Kingdom or direct from the British Colonies would
be avoided.

Article 3 brought payments for freight carried in British ships
within the terms of the agreement. Article 5 terminated the Sonder-
mark agreement (except for payments due before November 1) and
provided for the continued sale of Sondermarks by the Bank of England.
If these mark balances were not liquidated within three months, they
were to be settled through the exchange earmarked under the 55 per
cent clause.

Provision was also made for the transfer of outstanding commercial
debts. The Reichsbank undertook in Article 4 to provide at least
£400,000 on the signature of the agreement for this purpose. Germany
further promised to seek to expedite this process, including the liqui-
dation of Sondermarks by the rcalization of outstanding German
commercial claims on the United Kingdom, whether by a credit operation
or otherwise ”.  So long as outstanding debts existed which were not
completely scttled under the preceding arrangements, the Reichsbank
was to allocate, under Article 6, sufficient exchange to permit liquidation
to be completed within twelve months from November 1st. The
amount of this allocation was provisionally fixed at 10 per cent. of the
value of German exports to the United Kingdom calculated on the basis
referred to above. The two Governments were to subject outstanding
debts due before March 1, 1934, to special examination to determine
whether they should be discharged under Articles 4 or 6.2

1 The items particularized in Article 1 (1), s.e., for which exchange permits were to be
issued, were coal and coke for use in the German Customs area, coal for usc as bunkers and
in free harbour arcas, herrings, yarns, tissues, textile manufactures.

3 Article 7 provided for the continuance aftcr December 31, 1934, of the payments duc
on the Dawes and Young loans.
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In an exchange of letters, appended to the text of the agreement
proper, note was taken of a clearing agreement which had been initialled
and which was to come into force if the payments agreement were
denounced.

It is worth while pointing out that for January and February 1935,
the total issue of foreign exchange certificates could be restricted to
R.M. 17,000,000 for each month, which was estimated to represent
the 55 per cent allocation provided above. The reason given by the
Joint Consultative Committee, established under Article 10 of the
agreement, was the desire to forestall foreign exchange requirements
for current imports from exceeding the 55 per cent limit.! Thus,
current trade was checked in the interests of other payments, including
outstanding debts.

The German absorption of Austria necessitated the amendment
of the November, 1934 agreement to take this into account. This
was concludgd on July 1, 1938.2 As in the preamble to the transfer
agreement of July 4, 1934, which was repeated in the agreement of
November 1st, 1934, reference was made to the “ earnest desire > of
both Governments that trade relations should continue on a “ non-
discriminatory and most friendly basis.” The principal change effected
by the amending agreement was the abrogation of the 55 per cent
provision, which was replaced by the following :

““ The Reichsbank will, out of the foreign cxchange received from
German exports to the United Kingdom, earmark each quarter for the
payment of United Kingdom exports to Germany an amount of £414 mil-
lions. If, however, the average between the value of exports from
Germany to the United Kingdom during the preceding quarter as shown
by German statistics, on one hand, and the value of imports into the
United Kingdom from Germany during the same quarter, as shown by
United Kingdom statistics, on the other hand... exceeds or falls short
of £7% millions, then the amount of £41 millions shall be increased or
decreased by nine-tenths of the excess or deficiency of the said amount
of £7Y% millions. ”

Thus, for example, if German exports per annum to Britain exceed
430,000,000, and they did in 1933, the lowest point reached in recent
years, foreign exchange will be earmarked for imports of United

1 Board’af Trade Journal, January 10, 1935, p. 44.
2Cmd. 5787,
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Kingdom goods to the extent of £18,000,000 and 9o per cent of the
excess over £ 30,000,000.

Under the terms of the amending agreement, if the difference
between the total sterling exchange accruing to the Reichsbank and the
amount earmarked is less than is necessaty to cover Germany’s financial
obligations to the United Kingdom, the German Government may
approach the British Government with a view towards reducing the
amount of exchange earmarked for imports of British goods into
Germany. Current trade is thus given a position inferior to that of
financial interests.

No modification is made regarding the arrangements for the allo-
cation of exchange for the various classes of goods on the basis of trade
in the years 1932 and 1933. Technical and engineering products are
added to the list of particularized items. A general provision in the
agreement relating to consultation between Government representatives
with respect to the detailed application of the agreement has been
elaborated upon by the Board of Trade as including an arrangement
for a larger proportion of stetling to be made available for the purchase
of finished goods.!

It may be observed that Germany secures a considerable amount
of free exchange in its trade with Britain, taking into account all of the
payments involved.2 The liquidation of commercial arrears was
apparently completed in 1936.

Haungary :

A payments agreement was concluded with Hungary in 1936
for the purpose of liquidating outstanding trade debts and ensuring
that a proportion of the sterling proceeds of Hungarian exports would
be set aside for the payment of imports of British origin.? The Hun-
garian National Bank undertook to allocate monthly, beginning
February 1, 1936, £6,000 for the payment of trade debts due prior to
November 1, 1935.

From February 1, 1936, the National Bank is to allocate every
month for cutrent trade debts due on or after November 1935, Go per
cent of the sterling exchange which it actually receives from exports
to the United Kingdom. If in any period of three months the amount

1 Board of Trade Journal, July 7, 1938, p. 8.
3See The Statist, September 1, 1937; The Times, June 29, 1939.
3 Board of Trade, Anglo-Hungarian Payments Agresment, February 1, 1936.
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of exchange which the National Bank derives from such exports is
greater or less than 43 per cent of the value of Hungarian exportts to
the United Kingdom, then for the next three months the * primary
sterling quota ” (the Go per cent) is to be reduced or increased by an
amount by which such quota exceeds or falls short of Go per cent of
43 per cent.! The purpose of this adjustment is to maintain the ratio
between the “ primary sterling quota ” and the value of exports to the
United Kingdom. This provision for “ adjusted sterling quotas”
does not become operative unless the amount of sterling obtained by
the National Bank from exports to Britain is either greater than 48 per
cent or less than 38 per cent of the value of such exports.

From the amounts to be allocated during any three months period
the National Bank may deduct payments made for imports into Hungary
from the United Kingdom by persons possessing special licences to
use exchange arising out of their exports of Hungarian products, 7.e.,
* self-compensation ”.  Such deductions may not exceed one quarter
of the three 'monthly quotas for that period.

Should the sterling quotas for any three months exceed 112,000,
one half of the excess is to be applied to increase the allocation for
those months, and the remaining half may be employed to pay for
imports of British re-exports. The total amount thus allocated to
re-exports may not be such as to reduce below £450,000 the total stetling
quotas allotted during the 12-months period for articles, the produce
or manufacture of the United Kingdom.

The balance of the sterling proceeds of Hungarian exports to the
United Kingdom is placed at the free disposal of the National Bank
of Hungary.

Trade and payments are integrated by the provision requiring
the National Bank to notify the British Legation of the approximate
amount of sterling which will be available on current trade account
during the following quarterly period to permit the grant of import
licences for British goods to be arranged by the Hungarian Ministry of
Commerce “ in such a manner as will enable the amount so available to
be fully employed and to be distributed in normal proportions between
different classes of goods . Import licences ate thus issued only up to
the available amount of sterling reported by the National Bank to the
Ministry of Commerce.2

1 Trade statistics of Hungarian exports are to be used for this purpose.
* Depattment of Overseas Trade. Report on Economic and Commercial Conditions in

Hungary, 1935-37, p. 17.
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Italy :

In the provisional commercial Anglo-Italian agreement of
March 18, 1935, the Italian Government guaranteed “that all devisen
accruing from Italian imports into the United Kingdom as from the
date of the signature of the provisional agreement shall be devoted exclu-
sively to the payment of United Kingdom imports into Italy ”.!  The
British Government earmarks in this fashion for United Kingdom
requirements the whole of the sterling proceeds of its imports from
Italy.

Ramania :

Two payments agreements were negotiated with Rumania in
1935 relating to blocked trade debts and current trade. The first,
concluded February 8, 1935, obliged Rumania to pay f400,000 into a
Special Account before February 28, 1939, for the immediate payment
in full of all “recognized debts” not exceeding £20, and for those
greater than this sum f20 or 20 per cent, whichever was greater.?
In addition, the Rumanian Government undertook to pay monthly
into the Special Account £6o,000 which was to be applied in chronolo-
gical order to recognized debts not settled under the provision above.
If the first sum referred to above was not sufficient for the purpose, the
latter sums provided were to be employed.? The monthly allocation
was, moreover, to be varied up or down if the value of United Kingdom
imports differed substantially from the value in the corresponding period
of 1934. All reasonable facilities for the exportation of articles available
in Rumania for the liquidation of “ recognized debts” were to be
afforded by the Rumanian Government.

So long as the monthly sterling allocation was provided for, the
Rumanian Government was permitted to restrict the importation of
British goods in any quarterly period to 55 per cent (not less) of the
value of Rumanian exports during the preceding quarter. The
application of such restrictions was to be so operated as “ not to vary

10p. cit.

2Cmd. 4820. ‘‘ Recognized debts » are defined in Article 8 as all debts duc for United
Kingdom goods before March 1, 1935, which have been *‘ deposited in lei at a Bank author-
ized by the Rumanian National Bank or notified to and accepted by the Rumanian National
Bank >,

3 The rate of exchange for payment of “ recognized debts  was to be the official buying
rate so long as any exchange derived from Rumanian exports had to be surrendered to the
Rumanian authorities at a fixed rate.
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between different classes of imports of United Kingdom goods the
proportions established by imports of such goods in the years 1933-34 "
Payments due after March 1, 1935 were to be made by purchases of
foreign exchange in the free market and no restrictions whatever were
to be placed upon purchase of such exchange. Moreover, at least
40 per cent of the sterling exchange arising from the sale of mineral oil
to the United Kingdom, and at least 70 per cent of the exchange origin-
ating from the sale of all other goods to the United Kingdom were to
be released for sale in the free market.

These provisions were superseded by those in the Payments
Agreement of August 3, 1935.! For the settlement of outstanding
trade debts Rumania undertook to provide a definite sum of £370,000,
and, in addition, five per cent of the sterling proceeds of Rumanian
exports to the United Kingdom.2 The monthly instalments for May
and June under the previous agreements comprised £100,000 of this
amount and were to be available by August 15. The remaining £270,000
was to be $et aside by November 15 and was to be derived from the
export to the United Kingdom of 50,000 metric tons of wheat and
30,000 of barley and such additional amounts as might be necessary to
realise f270,000. Finally, the Rumanian Government promised to
consider favourably the possibility of granting facilities for the expor-
tation of goods available in Rumania for the settlement of any
recognized debt.

In the Annex to the Agreement, Rumania declared she would
meet the coupon due on August 1, 193§, in regard to the sterling zranche
of the Monopolies Institute seven per cent loan of 1929 by providing
special exports of wheat and batley to the United Kingdom.

General arrangements for the allocation of stetling arising out of
Rumanian exports to the United Kingdom were also included in the
agreement : so per cent for payments for United Kingdom goods
falling due on or after August 1, 1935 (£80,000 for the month of
August 1935);® provided the £370,000 above is paid, 5 per cent is
allocated for outstanding trade debts, subject to increase should Ru-
mania undertake to pay more to any other country; 30 pet cent was

LCmd. 4976.

2 Qutstanding debts are those due befote August 1, 1935. ‘/ Recognized debts ’ have
the same meaning as in the previous agreement.

31In calculating this there was to be deducted from the value of United Kingdom
imports from Rumania the value of wheat and barley exports specifically provided for in
the agreement, imports of Rumanian goods “ for the settlement of any recognized debt ”’,
and 15 per cent representing freight, insurance, etc.
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earmarked for requirements in the United Kingdom of the Rumanian
Government and the Monopolies Institute; finally if the first and third
percentual allocations above proved sufficient to meet the obligations
referred to, 15 per cent was placed at the free disposal of the Rumanian
National Bank.

The Government of Rumania could, under Article 6, restrict
imports of United Kingdom goods during any quarterly period to
so per cent of the value of Romanian products exported to Britain
during the preceding quarter. Such restrictions as might be put into
operation were not to ““ vary between the different classes of imports
of United Kingdom goods the proportions established by such imports
in the years 1933-34.”” This contrasted, it should be noted, with the
figure of 55 per cent which was stipulated in this respect in the previous
agreement. Other claims were thus put before current trade.

Yugosiavia :

An Agreement relating to trade and payments was negotiated with
Yugoslavia in 1936.! Under an import control system instituted a
short time before to redress the existing passive trade balances with
certain non-clearing countries, about three-fifths of the imports custom-
arily coming from the United Kingdom were made subject to import
licence requirements.? In the agreement, the Yugoslav Government
undertook with regard to such products to issue sufficient import
licences on the basis of “the total value of exports from Yugoslavia
to the United Kingdom ”. In addition, permits ate to be issued * for
the purchase of the free foreign exchange required for payment in full
at the due date for all such goods and for incidental payments arising
from the purchase of such goods, including freight, insurance and
commission.”” # While any possible blockage of payments in the
future is prevented by the co-ordination of import and exchange control,
Yugoslavia’s rigid bilateral policy, dictated in an important measure
by the necessity of liquidating certain clearing balances, in this case

1 November 27, 1936, Cmd. 5323.

2 Department of Overseas Trade, Report on Economic and Commercial Conditions in Yugo-
slavia, July 1938, p. 10-11. This is one of the relatively few countries with which Britain
had a *“ favourable ” balance of trade. In 1936 and 1937 the trade balance turned active to
Yugoslavia. Op. ¢it. p. 36.

3 Free foreign exchange is specifically defined as ‘‘ sterling or currency, other than
Yugoslav currency, the conversion of which into sterling is not subject to any restriction.”

8
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has directly and perceptibly affected adversely the British trade position
in this market.!

Latvia :

The exchange provisions of the Anglo-Latvian agreements while
differing from those considered above are of relevance here. In the
exchange of notes of July 6, 1933, Latvia undertook to abstain from
imposing any tax on purchases of foreign exchange required to pay for
herring imports.2 Applications for exchange for such purposes,
moreover, were to be granted in full with as little delay as possible,
though it was recognized that in the event of “ an abnormal amount ”
of exchange applications some delay might be necessary. In the
expanded agreement signed in 1934, this undertaking regarding a tax
on exchange was generalized to cover all United Kingdom goods and
payments due British shipping interests. In both cases, the British
Government reserved the right to terminate the entire agreement if
this provision was not fulfilled. It may be observed that the imposition
of such a tax would amount to a depreciation of the Lat for purposes of
payments due the United Kingdom.

SOME CONCLUSIONS :

Three important conclusions appear to emerge from the above
discussion. In the first place, it is clear that a vital function assigned
to the British payments agreements has been the liquidation of blocked
trade arrears and the transfer of financial payments. The flow of
current trade has apparently been subordinated to debt coilection.
Trade debts owed British exporters have been settled through funding
arrangements in some cases, lump-sum sterling allocations in others,
and priority over current exports in practically all cases. In the second
Rumanian agreement described, even the exports of specified quantities
of grain were undertaken for this purpose.

More significant in some respects is the position of priority over
current trade accorded the transfer of financial debts due United Kingdom
creditors. The lengths to which this transfer priority has been carried

1 Department of Overseas Trade, op. ¢it. p. 11. It is reported that the Anglo-Yugoslav
agreement also provided for the maintenance of a margin of exports over imports from
the United Kingdom. Le Contréle des Changes en Yongoslavie, Alex. Yovanovitch, (mimeo-
graphed document) Internationale Institut of-Intellectual Co-opération, Paris, 1939, pp. 11-12.

30p. cit.
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are illustrated by amendment to the Anglo-German payments agreement
of November 1934 in which provision is made for reduction of the
amount of foreign exchange earmarked for United Kingdom goods
should the sterling available under the terms of the agreement prove
insufficient to meet German financial obligations to British creditors.
It is also worth while recalling in this connection the British Govern-
ment’s express approval of Germany’s active balance of trade with
the United Kingdom. This contrasts vividly with the position taken
regarding British trade relations with numerous other countries.

The second outstanding characteristic of these agreements is the
integration of trade and payments provided for and the method in which
this has been sought. In the most recent exchange article devised by
the United States, this problem has been met by the prohibition of any
restriction upon the transfer of current commercial payments to the
United States with the proviso that if the country concerned deems it
necessary to place some festrictions upon payments “to maintain the
exchange value of the currency ” this may be done through the impo-
sition of quantitative restrictions upon imports. In this event the
most-favoured-nation principle as defined in the quota articles is to be
applied.

Essentially, the co-ordination of trade and exchange control affecting
United Kingdom exports provided by the British agreements rests upon
the earmarking for United Kingdom requirements the sterling arising
out of British imports from the countries concerned. Provision is
then made whereby the foreign contracting Government undertakes
to allow British exports up to the extent necessary to exhaust the exchange
allotments for current trade. This is further knitted into the whole
complex of bilateral payments so that restrictions upon British exports
are provided for not only to prevent outstanding trade debts from accu-
mulating but also to secure the transfer of previous trade debts and
financial claims.

The question of blockage and possible discrimination does not,
therefore, arise. The restriction of exports to prevent blockage is
similar in principle to the new American exchange article and rests upon
the thesis that it is preferable to have a smaller volume of exports than
a larger volume accompanied by blockages, notwithstanding the effect
this may ultimately have upon the position of United Kingdom trade
interests in the markets concerned. ‘The methods employed, however,
to say nothing of the restriction of British exports in the intetests of
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financial creditors, differ enormously from those used by the American
Government.

The third important observation to be made here refers to the
strongly bilateral character of the agreements discussed. While this
has already become quite apparent it merits further comment. There
is no basic thread of equality of treatment running through the
payments agreements. On the contrary, the general character of these
arrangements is preferential since the British Government has reserved
without regard to the total available exchange assets most, if not all,
of the sterling exchange derived from British imports from the con-
tracting countries. The multilateral basis to international payments is
thus completely set aside with the corollary that the most-favoured-
nation principle of equality of treatment is disregarded. It was not
the result of any different policy that this procedure has not been applied
to Anglo-Brazilian relations. Britain’s active trade balance did not
offer the necessary bargaining power.

It should be observed, finally, that it is in terms of this preferential
exchange treatment that the British Government defines non-discrimin-
ation. But this should not be confused with non-discrimination in
the form of equality of treatment, which is a totally different concept.
Preferential treatment is certainly non-discriminatory as regards the
country receiving it but it can hardly mean by its very nature equal
treatment for other countries of the world at large.

Some mention should also be made of certain other clauses in these
agreements. 'The wide use of certificates of origin to restrict the benefits
to British produced or manufactured goods is indicative of the rigid
character of such agreements, the breakdown of the multilateral system,
and the preferential treatment accorded the United Kingdom.! Simi-
larly, the provision maintaining the proportions of the vatious classes
of goods supplied in previous specified years reveals the strait-jacket
into which the economic forces of the market have been put. Restric-
tions upon the extent to which re-exports may be included within the
scope of the agreement are open to similar comment and constitute
a further blow to Britain’s entrep6t trade.?

1 Certificates of origin are also, of course, required in all of Britain’s clearing agreements
which ate discussed below.

2 It is difficult to exaggerate the damage which has been done to the British entrepot
trade and to the London Money Market by the spread of the practices of bilateralism >,
Professor Lionel Robbins,  The Export Problem », Lloyds Bank Limited, Monthly Review,

July, 1939.



CHAPTER X
INTERNATIONAL PAYMENTS : CLEARING AGREEMENTS

More drastic methods than payments agreements to collect trade
and financial debts, and to regulate bilateral trade relations have also
been resorted to. As was observed earlier, German recalcitrance
regarding the payment of financial obligations to the United Kingdom,
particularly in respect to the British tranches of the Dawes and Young
Loan, led the Government to request authority from Parliament to
institute clearing arrangements with foreign countries. Under the
powers conferred by Section 1 of the Debts Clearing Offices and Import
Restrictions Act of June 28, 1934, clearing agreements have been
concluded with four countties, »iz., Spain, Italy, Turkey, and Rumania.!
Owing to the Spanish Civil War, the agreement with Spain was suspended
soon after its inception.? Numerous modifications and differences,
moreover, appear in the present agreements now in effect with the other
three countries as compared with the original arrangements. While
consideration will be given to these evolutionary aspects, it will be
convenient for the purposes of this analysis to place the emphasis upon
the existing clearing provisions in effect.

Spain.

The increasing delays experienced by British exporters in securing
payment for shipments to Spain resulted in the conclusion of an Anglo-
Spanish clearing agreement on January 6, 1936.2 In its simplicity
this agreement approached closely some of the payments agreements
discussed earlier. All payments due United Kingdom exporters and
certain other remittances were to be paid into a Peseta Account, opened
at the Banco Exterior de Espaiia in the name of the Spanish Exchange
Control Institute.* Included among such payments were re-exports of
a “normal character ’, remittances for freight, interest, dividends,
profits, rents, insurance, royalties, fees, commissions, efc.> These

124 & 26 Geo. 6. Ch. 31.

2 Board of Trade Jowrnal, August 13, 1936, p. 233; December 24, 1936, p. gor.

3Cmd. 5097. At the date of entry into force of the agreement, arrears amounted to
£6,500,000. Parliamentaty Debates, Commons, Official Report, Fifth Series, Volume 313,
June 24, 1936, Col. 1773.

& Centro Official de Contratacion de Moneda.

8 Such re-exports excluded those originating in countries with which Spain has or may
have clearing or similar agreements.
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peseta deposits were to be blocked until transferred through the Sterling
Account set up at the Bank of England, in the name of the Anglo-
Spanish Clearing Office. The latter account was to receive all payments
due to Spain for the price of Spanish goods imported into the United
Kingdom, subject to deductions for customs, freight, charges, and
commissions payable in the United Kingdom. The Anglo-Spanish
Clearing Office could assign for approved purposes part of the sterling
due to this office in respect of imports from Spain of minerals by com-
panies incorporated in the United Kingdom and engaged in mining
in Spain.

As sterling became available in the Sterling Account, the pesetas
deposited in the Peseta Account in payment of Spanish debts were to
be transferred to persons in the United Kingdom to whom the respective
debts were owing.! The debtor was made responsible for the full
sterling amount due and any difference in the rate of exchange between
the dates of deposit and transfer was to be credited or debited to the
Spanish debtor. The detailed working out of this provision was made
the subject of further agreement with the proviso that trade debts were
to have priority over other debts and payments. In an amendment,
signed June 6, 1936, freight for the carriage of goods and passengers
was bracketed with trade debts, the order of priority inter se being
prescribed by the United Kingdom.2

Conversely, the Banco Exterior de Espana, upon being advised of
payments made to the Clearing Office, was to pay Spanish creditors the
full peseta sums due from United Kingdom debtors. Where the
debt was expressed in pesetas, the full peseta amount was to be paid the
Spanish creditor from the Peseta Account. The British debtor was
obliged to pay to the Clearing Office the sterling equivalent of this
debt at the rate of exchange in London on the day of payment to the
Clearing Office. If the debt was expressed in a currency other than
sterling the debtor paid a sterling amount corresponding to the sum
due in such currency at the rate of exchange on the date of payment.

Should all applications for transfer of payments to the United
Kingdom be met without delay, the Agreement provided for the
termination of the provision requiring payments to be made into the
Sterling Account. In this event, payments could be remitted directly
from the United Kingdom debtor to the Spanish creditor, thus, in
fact, ending the agreement.

1 Newfoundland was also included in this provision,
3Cmd. 5260,
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The effect of the agreement has been officially described as assuring
that “ the whole of the sterling arising from United Kingdom purchases
of Spanish products will be used for the requirements of the United
Kingdom 1 In the same statement a warning was issued to British
exporters to the effect that an ““ abnormal expansion in exports in the
expectation of prompt payment would be bound to defeat the objects
of the agreement, and might even necessitate the imposition of some
measure of control ”.2

Italy.

A unilateral clearing agreement, voluntary for British importers,
was concluded with Italy in April, 1935.2 This was quite similar in
scope to the agreement above, providing for the establishment of a
Lire Account with the National Foreign Exchange Institute ¢ in Italy,
and a Sterling Account at the Bank of England. The Italian debtor
was responsible for any differences in the exchange rates between the
day of deposit into the Lire Account and the day of transfer to the United
Kingdom creditor, through the Sterling Account. Sums were to be
transferred from the Sterling Account to United Kingdom creditors in
chronological order.

The Italian creditors were to be required to notify British debtors
that their claims would be satisfied by payment of the amounts due into
the Sterling Account.® Where the British debts were payable in lire,
payment was to be made on the basis of the official Italian rate of exchange
on the last working day before the day of payment. If stated in another
currency, the current rate of exchange in London on the date of payment
was provided for. Lire payments by the Italian National Institute of
Foreign Exchange to Italian creditors, upon notification of payment
into the Sterling Account, were to be made at the official buying rate
for sterling ruling in Italy on the day on which the sterling was realized.

Outstanding trade and freight debts due prior to March 18, 1935,
were provided for outside the clearing. The sterling proceeds of Italian

t Board of Trade, Board of Trade Journal, January 9, 1936, p. §I.

20p. cit.

3Cmd. 4960. This was, of course, compulsory for Italian traders. See the Gagzetta
Ulfficiale, April 27, 1935.

4 Istituto Nazionale per i cambi con I’ Estero.

8 Re-exports of a “ normal character ” from the United Kingdom were included within
the scope of the agreement.
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credits in the United Kingdom for Italian exports prior to this date were
earmarked for the discharge of these debts.!

The British Government undertook to bring the clearing mecha-
nism set up under the terms of the agreement to the attention of the
trade interests concerned, and to encourage its use by British debtors.
In fact, several strong appeals were issued by the Board of Trade
regarding the employment of the clearing machinery by British traders.?
The unilateral character of the agreement was undoubtedly an important
factor which caused trade debts to pile up under the operation of the
agreement. In November 1935 the Board of Trade, referring to the
accumulation of arrears, warned exporters concerning contemplated
exports to Italy.?

A note to the agreement provided that foreign exchange “ received
from the sale of Italian goods exported to Newfoundland shall be
devoted to meeting debts due in respect of the importation of goods of
Newfoundlaad origin into Italy”. To the extent such exchange was insuf-
ficient for the purpose, recourse could be had to the Sterling Account.

The agreement also provided for private compensation, subject
to the specific approval of both Governments.

During the period of economic sanctions against Italy, this agree-
ment became inoperative. A Controller of Anglo-Italian debts was
appointed in Movember 1935, and all British debts had to be paid
compulsorily into the Sterling Account at the Bank of England.! Sums
available in this account continued to be transferred to United Kingdom
creditors for British goods shipped prior to November 18, 1935, the
beginning of British sanctions, and freight payments deposited in the
Lire Account. In July, 1936, however, with the termination of
sanctions, an Anglo-Italian Clearing Office was set up, to which payment
of all sums owed by British debtors to Italian creditors in respect of
goods and freight was obligatory.® Thus the voluntary system obtaining
previous to the sanctions period was not reverted to.* Owing to the

! The National Foreign Exchange Institute undertook to collect the necessary inform-
ation concerning such debts.

2 Board of Trade Journal, May 2, 1935, p. 736, 737; June 27, 1935, p. 1015; Novem-
ber 7, 1935, p. 638.
3 Ibid.

¢ Board of Trade Journal, November 14, 1935, p. 691; December 19, 1935, p. 854.
Statutory Rules and Orders, 1935, No. 1090.

5 Statutory Rules and Orders, 1936, No. 696.

¢‘ We have tried the voluntary method because we did not like the cumpulsory
clearings, but it did not work satisfactorily, and we were inundated with complaints about
the operation of the Anglo-Italian Trade Agreement ”’, Financial Secretary to the Treasury,
Parliamentary Debates, Commons, Official Report, Fifth Series, Volume 334, April 8, 1918,
Col. 704.
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absence of any agreement between the two Governments regarding
the disposition of the sterling newly collected by the Clearing Office,
deposits were placed in a reserve fund at the Bank of England until a
further Order was issued by the Treasury concerning their disposal.

The refusal of the Italian Government to include frozen debts
in any new arrangement delayed the conclusion of a clearing agreement
until November 6, 1936.! This agreement established a bilateral
clearing compulsory at both ends.? As with the eatlier agreement,
two general accounts were provided, a Lire New Account in Italy, and
a Sterling General Account in the United Kingdom. In addition,
corresponding Sub-Accounts were set up providing for the detailed
application of the funds received into the general accounts. Sterling
proceeds of United Kingdom imports, payable into the Sterling General
Account, were to be allocated as follows :

(i) 18 per cent to Sterling Arrcars Account “ A for the payment
of Italian debts in respect of goods and freights due after March 17,
1935, and beforc November 18, 1935 — 7. ¢. ‘““ agreement debts .

(ii) 9 per cent to Sterling Arrears Account “ B” for commercial
arrears and freights due prior to March 18, 1935, and after November 17,
1935, but before July, 16, 1936.3

(iii) 3 per cent to Sterling Arrears Account “ C” for financial debts
and remittances.

(iv) 70 per cent to Sterling New Account for all trade debts after
July 14, 1936, with priority given freight payments — 7. ¢. current-trade
account.

Under this allocation, 27 per cent was thus devoted to the liqui-
dation of commercial arrears. Any balance not required for current
trade on December 31, 1936, and at the end of each subsequent quarter,
was to be applied to commercial arrears in the proportions given above.
Sterling collected by the Clearing Office between July 15, 1936, and
November 15, 1936, and placed in the reserve fund was to be transferred
as to 5o per cent to current trade,and as to 5o per cent to arrears.
Outstanding trade debts, within the classes, provided were to be liquidated
in chronological order of the deposits in Italy. Provision was also

1 Parliamentary Debates, Commons, Volume 315, July 30, 1936, Col. 1725.
2 Cmd. 5346; Staiutory Rules and Orders, 1936, No. 1193,
3 Italian colonies and possessions are included in the scope of this provision.
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made for the transfer of blocked lire, with certain exceptions, to a
Conto Loro Vecchio for investments and travel in Italy by the holders.!

Corresponding lire accounts were established in Italy to receive
payments from Italian debtors, the lire proceeds of which were to be
paid to Italian creditors.2 The rate of conversion of lire into sterling
was established at the rate for sterling on the Rome Bourse on the
day on which advice of payment is sent to the Clearing Office. The
Italian debtor was responsible to the British creditor for the full sterling
amount due except with regard to commercial arrears which, under
the Italian Ministerial Decree of November 20, 1935, the Italian debtor
paid a deposit in lire and received a full discharge. In this case the lire
were to be re-converted into sterling at the fixed rate of 64.46 lire to
the pound.’

To make certain that sufficient sterling would be available for
liquidating arrears, as well as for current trade, severe restriction of
United Kingdom exports to Italy, under the commercial agreement
negotiated at the same time, was provided for.* ‘The Financial Secretary
to the Treasury stated in this connection, that it was “ contemplated
that for a period, in order to make certain funds are available for both
current trade and arrears, there shall be a surplus of imports from
Italy.” 3 It may be observed that since at least the beginning of the
present century, the United Kingdom had an active balance of trade
with Italy.¢

These provisions liquidated by the early part of 1938 practically all
the commercial arrears owed to British creditors, with the result that
an amending agreement was signed providing for the re-allocation of
the earmarked sterling.” The 1936 agreement as so amended still
remains in effect. Sums credited to the Sterling General Account are
now allocated as follows :

(i) 46 per cent to Stetling Coal Sub-Account for the payment, in
chronological order of deposit into the corresponding lire account, of
British coal exports to Italy (f. o. b. price).

1 For details see Anglo-Italian Clearing Office, Memorandum, .M. No. 3, November, 1936.

? Debts arising out of Newfoundland exports of codfish and stockfish to Italy were to
be handled in the same way as United Kingdom exports.

3 Gazzetta Ufficiale, December 21, 1936.

4 Supra p. §8 ff. and Board of Trade Journal, November 12, 1936, p. 698.

8 Parliamentary Debates, Commons, Volume 318, November 26, 1936, Col. 716.

8 Annuario Statistico Italiano, Anno 1936, XIV.

7 March 18, 1938, Cmd. 5695. Through an exchange of notes dated December 24, 1937,
certain transfers were made from Sterling Arrears Accounts “ A” and “B” to “ C” and
Sterling New Account to make up deficiencies in the latter accounts.
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(ii) 41 per cent to Sterling Sub-Account “ D ” for the payment of
other British goods, freights, (except for coal), films, and Newfoundland
codfish and stockfish, (including freight thereon due British shipowners);
freights receive priority of transfer.

(iii) 614 per cent to Sterling Arrears Account “ A” for the transfer,
in chronological order of deposit into the corresponding lire account,
of outstanding trade and freight debts due after March 17, 1935,and
before November 18, 1935, (i. e. old agreement debts); subject to the
retention of £10,000, any balance up to £30,000 is placed at the “ free ”
disposal of the Italian National Foreign Exchange Institute; transfer
of payments for freight and insurance on United Kingdom exports is
to be made partly out of this free allocation and partly, to the extent
the latter is insufficient, by providing sterling from sources outside the
clearing; the “ free ” allocation is also to be used to settle debts owed
persons in Newfoundland, Burma and the Colonial Empire;! any remain-
ing balance to this account, after the £40,000 deduction above, is to
be transferred to Sterling Coal Sub-Account and Sterling Sub-Account
“D” in the ratio of 46 : 41. Any sterling balance to Sterling Arrears
Account “B”, which now disappears with the corresponding lire
account, is to be transferred to this account.

(iv) 614 per cent to Sterling Arrears Account “ C” for the transfer
of financial debts; priority of transfer continues to be given to certain
remittances of a recurrent nature, ¢.g., commission, interest, dividends, ec.

Any balances standing to the credit of the old Sterling New
Account are to be transferred to Sterling Coal Sub-Account and Sterling
Sub-Account “ D ” in the ratio of 46 : 41. Lire deposits in respect
of outstanding trade debts falling under the Italian Ministerial Decree
of November 20, 1935, ate to be transferred through Stetling Artears
Account “ A ” at the fixed rate of 64.46 to the pound.

Under these amendments 87 per cent of the sterling arising from
British imports from Italy is now allocated to current trade, while the
30 per cent formerly earmarked for commercial arrears and financial
debts is reduced to 13% per cent, which, * in actual practice... will be
devoted to financial transfers and for sterling for the transportation and
insurance of coal exported to Italy ”.2 The commercial agreement

1 Lire deposited with the National Foreign Exchange Institute, for this purpose, to be
converted into sterling at the rate of 64.46 to the pound.

3 Parliamentary Debates, Commons, Volume 334, April 8, 1938, Col. 693. Parliamentary
Secretary to the Board of Trade.
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which accompanied the negotiations of the provisions above accordingly
provided for some increase in British exports to Italy.! It was
estimated, for example, that if the sterling receipts of the Clearing
Office, which were £6,500,000 in 1937, amounted to £7,000,000 in 1938,
British coal exports to the value of £3,250,000, or nearly £1,000,000 in
excess of the 1937 figure would be possible.? However, at least as
early as August 1938, the Board of Trade had to warn British exporters
to Italy to exercise caution owing to the existence of transfer delays.?
It may be observed that the re-exports from the United Kingdom
to Italy have apparently been ‘excluded from the terms of the
agreement.

The rate of conversion of lire deposits into sterling remains the
same; the rate of exchange for sterling on the Rome Bourse on the day
advice of payment is sent to the Clearing Office. The Italian debtor is
responsible for the full sterling amount due, or “ where the debt is
expressed to be payable in a currency other than sterling, the full sterling
equivalent of his debt calculated at the rates ruling for such other
currency and for sterling on the Rome Bourse on the day on which the
Istituto sends to the Clearing Office the advice of payment in respect
of the original deposit.”

After the above arrangements had been in effect for some time,
the clearing became unbalanced, “ partly due to a decline which occurred
..... in the value of Italian goods imported into this country (the
United Kingdom) and partly due to the fact that Italy’s imports from
the United Kingdom (excluding coal) were considerably in excess of
the prescribed quotas for non-coal imports.” ¢ A new supplementary
trade agreement was therefore signed which restricted British exports,
generally speaking, to the provisions of the November 6, 1936,
agreement.® The new quotas reduce the total value of imports of British
goods from 258 million lire per year to 211 million lire. A further
contraction is provided by the stipulation regarding the non-issue of
licenses for the petiod January 1 to February 28, 1938.¢ The Board of
Trade stated these modifications were necessary “ to check the accumu-

! Supra, p. §59-60.
2 Parliamentary Debates, op. cit., Col. 692.
3 Board of Trade Journal, August 11, 1938, p. 206.
4 Board of Trade Journal, March 16, 1939, p. 418. The overvaluation of official lire in:
terms. ;)bf ;tctling must be considered in this connection.
id.
$ See supra, p. 6o.
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lation of arrears and gradually to shorten the present transfer delay
regarding Sub-Account “ D .1

Turkey.

Turkey is also among the countties with which the United Kingdom
has concluded clearing arrangements. The immediate reason for a
clearing agreement with Turkey stemmed from Turkey’s policy of
bilateral balancing of payments which led to the denunciation,
effective September 15, 1935, of the Anglo-Turkish treaty of commerce
and navigation of 1930. This treaty, specifically applying the most-
favoured-nation principle to quantitative trade controls, enabled the
United Kingdom to secure, in spite of the active British bilateral balance
of trade and payments, the treatment reserved for clearing countries,
and countries with which Turkey had a “ favourable ” balance of trade.?
A clearing agreement was, therefore, signed with Turkey in June, 1935,
to forestall the inclusion of the United Kingdom in the category of
countries receiving less favourable treatment.?

This early clearing arrangement was unilateral in nature, and
provided that sums owed for imports of Turkish goods into the United
Kingdom could be paid into a “ Sterling Account ” to be opened in a
bank in the United Kingdom, designated by the Central Bank of Turkey.
The Turkish Government undertook to pay, so far as was possible,
sterling sums in this account which were remitted directly to the Turkish
exporter instead of through the clearing machinery. Sterling paid
into this account was to be allocated as to 30 per cent to Sub-Account
“B”, and as to 70 per cent to Sub-Account “ A”. The former was
placed at the free disposal of the Central Bank of Turkey.

The allocations to Sub-Account “ A were to be employed to
transfer the blocked Turkish debts deposited in Turkish pounds into
a special account at the Central Bank of Turkey. These debts were in
respect of outstanding trade debts and current British exports to Turkey.

1Op. cit. British coal exports are not affected by these modifications in the preceding
trade agreement.

% See Department of Overseas Trade, Report on Economic and Commercial Conditions in
Turksy, 1936, p. 1-2, 22; Hazim Atif Kuyucak, Memorandum on Exchange Control in Turkey,
International Institute of Intellectual Co-operation, Paris, 1939, p. 47. {mimeographed
document.)

3 June 4, 1935, Cmd. 4926,

¢ Included in such debts were payments for certain goods which were landed in Turkey
prior to May 15, 1935, but not cleared owing to absence or insufficiency of quota, which
were now to be permitted to be imported without restriction, and payments for certain raw
materials and foodstuffs exported to Turkey priot to February 15, 1935. Under the Protocol,



106 ASPECTS OF BRITISH COMMERCIAL POLICY

Any difference in the rate of exchange between the day of deposit and
the day of transfer was to be debited or credited to the Turkish debtor,
who was thus made responsible for the full sterling amount due. The
Turkish Government was to arrange, moreover, to have creditors notify
British debtors that payment into the Sterling Account discharged
their liability.

While the rate of conversion does not appear to have been inserted
into the text of the agreement, it was apparently based upon the official
Turkish buying rate for French francs, to which the Turkish pound was
linked at this time.!

The Fourth Schedule to the Agreement contained a list of Turkish
goods which, with any United Kingdom products, could be the subject
of private compensation. The condition attached to such transactions
provided that the f.o.b. value of the United Kingdom exports was
not to exceed 70 per cent of the f.o.b. value of the Turkish goods impor-
ted into th¢ United Kingdom. The balance of 30 per cent was payable
by the British debtors concerned in Sub-Account “ B ”, i.e., at the free
disposal of the Central Bank of Turkey.

The United Kingdom undertook to encourage the use of these
clearings by trade interests in Britain. To this end the Board of Trade
announced that by employing the above machinery * United Kingdom
debtors will materially assist the prompt payment of debts due by
Turkey for United Kingdom goods. In placing future orders in
Turkey, United Kingdom importers are requested to contract for
settlement through the Bank of England as above.” ¢ At the same
time the following warning was issued :

“ The attention of exporters is specially drawn to the fact that the
value of United Kingdom goods expozted to Turkey has in recent years
normally exceeded the value of Turkish goods imported into the United
Kingdom. In future the sums (apart from the £ 50,000 mentioned above)
available for payment for United Kingdom goods, including those at pre-
sent held up in the Turkish Customs owing to insufficiency or absence of

additional exchange was to be made available for other imports into Turkey prior to the
effective date of the Agreement, payments for which fell due after this date, and up to£s50,000
for certain other exports before the date of entry into force, payment for which was due
after this date.

1 Board of Trade Journal, June 20, 1935, p. 977; Hazim Atif Kuyucak, op. ¢it. p. 27.

2 Tbid.
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quotas, will be limited to seventy per cent of the sterling received into
the Sterling Account in respect of Turkish goods imported into the
United Kingdom .1

This arrangement failed to work to the satisfaction of the con-
tracting Governments. By September, 1936, atrears had accumulated
to the extent of about £1,000,000, with long delays being experienced
by British exporters in receiving payments.2 The Sterling Account
had been receiving only a part of the sterling due to Turkey. Moreover,
the situation was aggravated by the re-exports of Turkish products
from third countries to the United Kingdom, payments for which,
instead of being made into the Sterling Account were transferred directly
to the intermediaries in such countries.* A two-way clearing, i.e.,
compulsory also for British exporters, was therefore agreed upon in
September, 1936.

All Turkish trade debts due and owing on and after the effective
date of the agreement were required to be paid in a *“Special Account™
set up at the Central Bank of Turkey.® These remained blocked until
transferred through the * Clearing Account °, established in the Anglo-
Turkish Clearing Office, in the name of the Central Bank of Turkey,
for the receipt of corresponding payments owed by British debtors to
Turkey. The Turkish debtor was to be debited or credited with any
difference in exchange rates between the date of deposit into the “ Special
Account ” and the date of payment to the British creditor through the
“ Clearing Account.”

Sums credited to the ““ Clearing Account > were to be allocated
under the provisions of this agreement, except those arising on compen-
sation account, as to 30 per cent to Sub-Account “ B ”, at the free disposal
of the Central Bank of Turkey, and as to 70 per cent to Sub-Account
“A” for transfer from the blocked Turkish pounds in the  Special
Account ”.  Under the Protocol, the 70 per cent provision did not
become operative until June 3oth, 1937. Until this date, 65 per cent

1 Ibid.

% Parliamentary Debates, Commons, Volume 318, December 15, 1936, Col. 2418.
Statement by the Financial Secretary to the Treasury.

3 Department of Overscas Trade, op. cit., p. 24. Getmany was probably the leading
country in this category, for this was one of the methods employed by the German Govem-
ment to secure free foreign exchange.

4 September 2nd, 1936, Cmd. 5274; Statutory Rules and Orders, 1936, No. 858, 1251,

8 Except certain goods imported prior to June 20, 1935, regarding which the régime
in force prior to June 4, 1935, remained applicable. See Department of Overseas Trade,
op. ¢it., pp. 1-2.
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was allocated to “A”, and 5 per cent to Sub-Account “X ” for the
payment of debts, in respect of which deposits have been made into the
Special Account in cases in which for special reasons the Turkish
Government authorizes payment from Sub-Account “ X ” instead of
Sub-Account “ A .1

The Protocol also provided for the transfer to “ A of £50,000
for the final settlement of claims regarding sums paid directly to the
Turkish creditor by the British debtor, between June 4, 1935, and
March 20, 1936, otherwise than in accordance with the provisions of
the agreement of June 4, 1935. In addition, 70 per cent of a sum
equal to the foreign exchange collected by the Central Bank of Turkey
since March 20, 1936 for British imports of Turkish goods, for which
corresponding payments were not made into the old “ Sterling Account
was to be paid into “ A ”.

Articles 12 and 13 provide for private compensation transactions
to facilitate payments. Any United Kingdom goods and Turkish goods
specified itr the Fourth Schedule could be used for this purpose.? The
use of other Turkish goods for this purpose required the special approval
of the contracting Governments. British re-exports could also be traded
on compensation account as long as they did not originate in a country
with which Turkey had a clearing or similar agreement, and did not
exceed £ 75,000 per year for this purpose. Article 14 allows a British
creditor in whose name a blocked deposit in the Special Account in
Turkish pounds existed, to use part or all of this debt for the purchase
of Turkish goods included in the Fourth Schedule.

The Sterling arising out of such compensation transactions is
payable into the Clearing Account referred to above and was allocated
therefrom under the terms of this agreement as follows : 70 per cent
of the compensation sterling arising out of the transactions under
Articles 12 and 13 went to Sub-Account “ C ”’, and was earmarked for
the payment of goods imported into Turkey in execution of the same
compensation transaction, while the remaining 30 per cent was allocated
to “B” at the free disposal of the Bank of Turkey. Any balance in
“C” was transferable to “B .

Of the sterling accruing from compensation transactions for the
purpose of liquidating British debts under Article 14, 70 per cent went

! The “ special reasons > are not given.

2 Though considerably more extensive than the list in the preceding agreement, such
specified items did not represent more than about 15 per cent of the United Kingdom’s total
imports from Turkey. Department of Overseas Trade, op. ¢it., pp. 28-29.
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to Sub-Account “ D ” to be utilized for payments to the British creditors
concerned and 3o per cent allocated to “B . Any balance in “D ”
was transferable to “ A ”’, i.e., to transfer Turkish pounds blocked in
the Special Account.!

The rate of conversion for transfers between the * Special Account”
and the Clearing Account remained the official Turkish rate, but in
September, 1936, upon the devaluation of the French franc, the Turkish
pound was apparently placed at a level determined by the price of gold
in London.? The rate at which compensation stetling became available
to Turkish importers depended upon the relevant market forces within
the clearing.

The Protocol excepted from the provisions of the clearing trans-
actions between two private companies, one in Turkey and one in the
United Kingdom, to be set up for the purpose of erecting an iron and
steel plant in Turkey.? Products exported by each company to the
other country, as agent of the other company, were excluded from the
scope of the agreement. Moreover, the ““ gross proceeds of the sale
of the Turkish metals, mineral ores, concentrates and timber exported
by the Turkish company to order of the United Kingdom company
to meet the demands of the metal markets 7# the British Empire or in
countries which have no commercial treaty of any description with
Turkey ”, were to be placed to the credit of the United Kingdom
company.! Such sterling was earmarked in part for the requirements
of the two companies. The six months’ balance was to be distributed
as to 20 per cent to the Clearing Account above; as to the remaining
8o per cent, or 100 per cent when deposits in the Turkish * Special
Account ” were being transferred without delay, 30 per cent was
to be placed at the free disposal of the Bank of Turkey and 70 per cent
was to be employed for purchases of the Turkish Government in the
United Kingdom. Note should be particularly taken of the fact that
free exchange from Turkish exports to other countries was allocated
to United Kingdom requirements.5

As might be expected, the Board of Trade issued a number of
warnings to British exporters regarding the size of blocked arrears

1 Some details on the nature of Anglo-Turkish compensation are given below.

2 Hazim Atif Kuyucak, op. ¢it., p. 27.

3By virtue of a preliminary agreemént signed July 23, 1936, between the Turkish
Ministry of National Economy and Sumer Bank, and Messrs. H. A. Brassert and Company,
Limited.

4 Ttalics mine.

® This will be more thoroughly considered in the succeeding section.
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and the limited amount of sterling which would be available for the
payment of new exports.! It may be observed, in this connection, that
the trade provisions which accompanied the clearing agreement remained
substantially the same.?

A supplementary trade and clearing agreement, modifying the above
agreement, was signed on May 27, 1938.3 Article 1 restricts the impor-
tation into Turkey of goods, the payment for which is to be made
through the “ Special Account ”, for different classes up to but not in
excess of the c.i.f. quarterly value quotas specified in the appended
schedule. Imports in excess of these stipulated values are possible
only by way of compensation.! Article 3 deletes fresh fruits and vege-
tables, and wheat from the Fourth Schedule comprising Turkish
compensation products.

The fourth Article appears to exclude generally from the operation
of the clearing an important segment of the trade. Inter alia, debts in
respect of United Kingdom goods exported in fulfilment of the contract
between the two private companies for the erection of an iron and steel
plant in Turkey, contracts falling under the British export credit
guarantee of [£10,000,000, contracts under the Armaments Credit
Agreement, and the operations of the Anglo-Turkish Commodities
Limited, are placed outside the scope of the agreement.> These are
of considerable interest to this study and will be discussed in some
detail in the succeeding chapter, dealing with the establishment of special
trade organizations to facilitate bilateral trade and payments.

Sterling sums paid into the Clearing Account, with certain
exceptions, continue to be allocated as provided in the principal
agreement, i.e., 70 per cent to ““ A’ and 30 per cent to “ B .  United
Kingdom exports in compensation transactions are limited under the
supplementary agreement to 6o per cent of the f.o.b. value of the
Turkish goods imported into the United Kingdom. Article 14,
respecting the use of compensation for the liquidation of Turkish debts,

Y Board of Trade Journal, September 11, 1936, p. 407; September 17, p. 399; Scptember 24,
p. 452; Anglo-Turkish Clearing Office, Memorandum, September 12, 1936.

% Sec supra, p. 61.

3 Cmd. 5756; Statutory Rules and Orders, 1938, No. 580.

4 Sec Board of Trade Journal, June 2, 1938, p. 764.

5 These latter two agreements were negotiated simultaneously with the supplementary
clearing agrecment Cmd. 5754 and 5765 respectively.

Under Article 2 all Turkish currency required to be purchased in connection with con-
tracts falling under the Export Credit Guarantce Agreement must be secured by paying
sterling into the ‘‘ Clearing Account””. This undertaking is suspended if there are no
‘ abnormal delays ” in transfers from the *“ Special Account .
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is also modified in that 6o per cent, instead of 70 per cent, of the value of
Turkish goods exported for this purpose is earmarked for payment to
British creditors employing such facilities. Moreover, such facilities
may now be used for the liquidation of any debt awaiting transfer
from the “ Special Account” The full allocation of compensation
sterling in both cases provides for Go per cent in execution of the
compensation transaction,? 10 per cent to Sub-Account “A” for the
transfer of Turkish debts blocked in the “ Special Account” set up
under the principal agreement, and 30 per cent in free foreign exchange
placed at the disposal of the Central Bank of Turkey. Unutilized
balances with regard to the 6o per cent allocations are also to be
transferred to Sub-Account “ A ”.

The significance of the new allocations to “ A, or for transfers
from the “ Special Account ”, must be drawn from the very great delay
which there has been in the transfer of blocked Turkish deposits in the
“ Special Account” to British creditors through the * Clearing
Account ”,

It should be observed that compensation transactions are considered
essentially a method of facilitating a flow of bilateral trade which other-
wise could take place, if at all, only subject to very great delays in the
transfer of payments. They are made possible through pre-arranged
double matching of imports and exports initiated in Turkey. The
incentive to exporters to use such facilities lies in the premium at which
the Turkish exporter can dispose of this compensation stetling to
Turkish importers, thus encouraging the export of the products included
in the compensation schedule.? The Turkish importer, in turn, passes
on to the British exporter at least a part of the premium, since the latter
is quite anxious to find a market for his goods. ~Since the compensation
articles are products which are not ordinarily exported to the United
Kingdom, because of prices or other factors, this type of trade is
encouraged by the Turkish Government.

De-blocking transactions, .., employment of compensation to
transfer debts paid into the “ Special Account”, fall into a somewhat

1 Under the previous arrangements such facilities were available only regarding debts
deposited in the ““ Special Account ” prior to the effective date of the agreement.

2 Any balance representing the difference between the c.i.f. and f.o.b. values is placed in
Sub-Account ““ B ™, i.e., at the free disposal of the Central Bank of Turkey.

3 For further details sec Board of Trade, Anglo-Turkish Trade and Clearing Agreement :
Procedure Relating to Private Compensation Transactions, August 3, 1938, (mimcographed);
Department of Overséas Trade, gp.cit., pp. 26-29.
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different category, since such exports from Turkey are to be “ treated
as exports made in the normal way ”.! In order to liquidate a debt
here, it is necessary, owing to the allocation of sterling provided (6o,
30 and 10 per cent), to provide for imports in greater volume than the
amount of the debt.

Compensation now forms an important element in the bilateral
trade relations particularly in view of the fact that transfers from the
“ Special Account ” to British creditots are now several years behind.
For example, only deposits into the ““ Special Account * of the Central
Bank of Turkey, on November 12, 1936, were transferred to British
creditors by April 29, 1939, — a delay of almost two and one-half years.?

Sterling balances of the Anglo-Turkish Commodities Limited,
after all the specified requirements in Article 4 (iv) of the supplementary
agreement have been met, may be transferred at the end of twelve months
periods to the * Clearing Account ”” and allocated as to Go per cent to
“ A7, as to 30 per cent to ““ B ”’, and as to 10 per cent at the free disposal
of the Central Bank of Turkey but earmarked, so far as required, for the
payment of British newspapers, periodicals and books which are not
suitable for purchase through the clearing or by private compensation.

Payments for imports of figs and raisins into the United Kingdom
are handled apart from other products, and are allocated to a Sub-
Account “ E ”, from which transfers are made from day to day to “ A >
as to 7o per cent, with 30 per cent of such sterling being placed at the
disposal of the Central Bank of Turkey. However, the maximum
amount of such sterling payable into the Clearing Account for allocation
as above is fixed at £322,000. Sterling proceeds in excess of this are
transferred to the Anglo-Turkish Commodities Limited.?

It is important to note that the provision for quarterly value quotas
in this agreement constitutes a re-imposition, at the request of the British
Government, of quantitative restrictions upon British exports. In
July 1937, the Turkish Government abolished all quota restrictions as
regards imports from countries with which Turkey has a marginal
clearing agreement providing a balance of at least 20 per cent in favour

! Board of Trade, op. cit., p. 3.

2 Board of Trade Journal, May 4, 1939, p. 662. On April 29, 1939, approximately
£1,834,000 in deposits was awaiting transfer.

3 The proportion (70 per cent) of the £322,000 earmarked for “ A 7, i.c., for transfer
from the * Special Account ”, of the Central Bank of Turkey, amounts to £225,000, which
represents the amount which would have accrued to ““ A >’ on the basis of average impotts
into the United Kingdom during the three years 1935-37. Agreed Minute.



CLEARING AGREEMENTS 113

of Turkey.! Since the previous agreement guaranteed Britain the
full benefits of the general import régime in force, this decree had freed
British exports from all quantitative restrictions. Thus, Britain, in
effect, asked for discriminatory treatment to facilitate debt collection.

It should be observed in passing that the Turkish clearing arrange-
ments differ structurally from the more orthodox Italian agreements
in that a margin of free sterling is placed at the disposal of the Central
Bank of Turkey, not an uncommon provision, and in the provision
for compensation transactions. Structurally, the Rumanian clearing,
currently in operation, to which the discussion now turns, is to be distin-
guished from the Turkish clearing in that compensation has been
extended to practically all kinds of goods, with the consequent freeing
from the official rate of exchange of a large proportion of the bilateral
payments within the clearing framework.

Rumania.

The fourth country with which clearing agreements have been
concluded by the British Government is Rumania. In the agreement
of May, 1936, elaborated upon by the supplementary agreements of
May 28,and May 30, 1936, detailed arrangements regarding payments
between the two countries were provided for.2 All debts due for
imports into the United Kingdom after June 10, 1936, and all debts
due and owing on that date had to be paid into the ““ Special Account
set up in the name of the Anglo-Rumanian Clearing Office at the
Bank of England. Sterling arising out of compensation transactions,
payable into a Compensation Transactions Account, and 5o per cent of
the proceeds of Rumanian oil exports, with some qualification, were
excepted from this provision. The amounts paid into the Special
Account were to be distributed among the following Sub-Accounts :

(i) 35 per cent to Sub-Account “ A ” for the financial requirements
in the United Kingdom of the Government of Rumania and the Ru-
manian Monopolies Institute, (less £2,500 a month placed at the free
disposal of the National Bank of Rumania).

(ii) 5 per cent to Sub-Account “ B ”, up to a maximum of £ 50,000
per year, for outstanding short-term banking credits and bank debts.

1 Hazim Atif Kuyucak, op. cit., pp. 40-41.
3Cmd. 5587 and 5187 respectively. The Anglo-Rumanian Clearing Office was set
up by Statutory Rules and Orders 6936, No. 427,
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(iii) 5 per cent to Sub-Account “ C” for interest, dividends, and
profits, rent, insurance and reinsurance, royalties, fees, commission,
outstanding freight charges and payments due under the Manchester
Agreement of 1923.

(iv) 5 per cent to the ““ Current Account” of the National Bank
of Rumania at the Bank of England (free disposal).

(v) 5 per cent to Sub-Account “ D ” for the payment of outstanding
trade debts, together with such additional sums necessary to provide
the specified instalments; also the necessary interest and amortization
accruing from investments made in Rumania to settle outstanding trade
debts; the amount of outstanding debts settled by special exports and
investment in Rumania (not more than £75,000 in one year) during
each month wcre to be deducted from the additional sums above.

(vi) 75 per cent of the balance remaining to the credit of the Special
Account, after the above transfers have been made, to Sub-Account
““BE” for current trade debts.

(vii) The remaining balance to Sub-Account “ F ”” for the purchases
of United Kingdom goods on the part of the Rumanian Government.

The proceeds of compensation exports from Rumania for payment
in part or whole of United Kingdom exports, or for settling outstanding
debts, were to be paid, to the extent required under the existing arrange-
ments, into a Compensation Account, opened at the Bank of England
in the name of the Anglo-Rumanian Clearing Office.! These sums
were to be allocated to the Sub-Accounts above in the following pro-
portions : 20 per cent to “ A ”’; 5 per cent to “B” until the £ 50,000
referred to is reached, then to “C”; 5o per cent to “F ”, provided
that, upon notification by the Rumanian National Bank, all or any
part of this percentage may be allocated to “ A, “B” or “C”; and
25 per cent to the Current Account of the National Bank of Rumania.
Compensation under these terms was provided for a list of specified
products only, any other products requiring the approval of the United
Kingdom in each case.

The Rumanian Government undertook to liquidate old debts
to the extent of £400,000 by June, 1937, under the provisions of (V)
above.? In addition, Rumania was to pay £100,000 (subject to certain

1 Compensation permits issued before May 2, 1936, providing that they be used for a
specific purpose could be used for that purpose.

? Qutstanding trade debts were defined as debts falling due before August 1, 1935.
These sums were payable into “ D ”,
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deductions) in liquidation of their obligations under the August, 1935,
Agreement, and complete the payment of exchange derived from the
export of cereals, also provided for in the 1935 Agreement.! Out-
standing trade debts due before March 1, 1935, were given priotity of
transfer over other outstanding trade debts. Article 6 of the May 2, 1936,
arrangement also obliged Rumania to grant facilities for the special
exportation of goods, either to the United Kingdom or to countries
with which Rumania has no payments agreement, to provide sterling
for the liquidation of outstanding trade debts due persons in the United
Kingdom.

The rate of conversion between the pound and Rumanian lei
was, with the exception of compensation trade, the official rate plus a
premium, (38 per cent in practice). For compensation the rate was left
to the play of supply of and demand for “ compensation ” pounds within
the framework of the clearing.

In June 1936, the Board of Trade advised traders to exercise caution
with regard to the acceptance of new business, pointing to the limited
amount of sterling available under the clearing for United Kingdom
exports.®

The high level of imports into the United Kingdom from Rumania
during the year following the agreement permitted the liquidation of a
great part of the outstanding trade debts, arrears due on Rumanian
loans, and “good progress” was made regarding the transfer of
payments in respect of the temaining financial debts due to British
creditors.® It was also necessary at this time to calculate the volume of
outstanding trade debts to be settled after June 9, 1937. An amending
agreement was, therefore, signed in May 1937, altering the proportions
between the stetling allocation to the different classes of debts? :
“ Owing to the large amount of sterling available, it was possible,
without prejudice to other creditors, to provide for a substantial increase
of the amount of United Kingdom export trade, and to increase the
amount of free sterling at the disposal of the National Bank of
Rumania,” 8

1 See supra, p. 92.

3 Board of Trads Journal, June 11, 1936, p. 851.

3 Parliamentary Debates, Commons, Volume 334, April 8, 1938, Col. 709. Parliamentary
Secretary to the Board of Trade. See also Dcpartment of Overseas Trade; Repors on
Economic and Commercial Conditions in R ja, May, 1937, p. 28.

4 May 27, 1937, Cmd. 5471,

8 Parliamentary Debates, op. cit. Italics mine.
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This supplementary agreement provided for the allocation of
additional sterling to trade payments from the anticipated surpluses
accruing out of the provision (35 per cent) regarding the financial
requirements of the Rumanian Government and Monopolies Institute.
For outstanding debts, £400,000 per year was to be set aside at the
monthly rate of £33,333, with no deduction for outstanding debts settled
otherwise than through the clearing. The limit of {50,000 for out-
standing short-term banking credits and bank debts was raised to
£100,000. The amount of sterling at the free disposal of the National
Bank of Rumania was increased from § per cent to 10 per cent, with
provision for additional sums from expected surpluses on the under-
taking regarding Rumanian Government debts. Surpluses on the
Oil Account, set up as a reserve of sterling for the needs of oil companies
in the United Kingdom, were to be automatically transferred to the
clearing at the end of each quarter.

The compensation arrangements were modified to the extent
that sterling arising out of such transactions was to be devoted entirely
to payments for goods. The percentage of sterling to be surrendered
for the compensation articles set out in the Annex to the agreement
was to be paid into a newly-established “General Trade Account”.
This was to be used for payments in respect of any goods imported
into Rumania as long as the debt arising out of such imports was due
to a person in the United Kingdom. The remainder of the sterling
accruing from such operations was payable into the “ Compensation
Transactions Account ”; also a new account.! Of the sums credited
to this account, so pet cent was to be employed for goods grown,
produced or manufactured in the United Kingdom. The remaining
5o per cent might be used to pay for any goods imported into Rumania,
provided the debt resulting from such imports was due to a person in
the United Kingdom.

With a danger of fresh arrears accumulating, owing to a considerable
decline in Rumanian exports to the United Kingdom, the Rumanian
Government agreed in February, 1938 to transfer from its free exchange
resources to the various sub-accounts, supplementary sums to enable
requirements to be met, subject to repayment to the National Bank of

! Provision was made for recording in separatc sub-accounts the names of the persons
or banks in Rumania nominated at the time of payment as the beneficiaries with regard to
the corresponding payments to the Bank of England. Payments from this account could
be made at ‘“ the sole request of such persons or banks in Rumania or of their nominecs,
to the extent of the amounts standing to the credit of their respective sub-accounts.”
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Rumania, from the sub-accounts concerned, when it and the Clearing
Office considered that an available surplus existed in that sub-account.!

The arrangements provided for above were superseded by a
completely new agreement, signed on September 2, 1938.2 The
motivating force for the new agreement lay in the heavy decline in
Rumanian exports to the United Kingdom, with the consequence
that a growing tendency developed for receipts to fall short of liabilities
under the previous clearing arrangements.? Essentially, therefore,
the new agreement was directed towards “ stimulating exports from
Rumania to the United Kingdom, and so making available an increased
amount of sterling for financial payments and for the payment of United
Kingdom exports to Rumania.” *

As under the previous arrangements, debts due for the price of
imports grown, produced or manufactured in Rumania have to be
paid to the Bank of England for the account of the Anglo-Rumanian
Clearing Office. This is, with the exception of certain provisions
regarding debts due on oil imports into Britain and compensation
sterling, to be allocated as follows :

(i) 20 per cent to ““ General United Kingdom Account” to the
credit of the Rumanian exporter and available for any payments by
persons in Rumania to persons in the United Kingdom, e.g., debts
due in respect of imports of any goods into Rumania, payment of
interest, dividends and profits, rents, insurance, etc.

(ii) 40 per cent to “ United Kingdom Goods Account” also
placed to the credit of the Rumanian cxporter, and available only for
payments of exports to Rumania, which are grown, produced or
manufactured in the United Kingdom.

(iii) 40 per cent to the “ Special Account ” to be distributed in turn
among the following sub-accounts :

(@) To Sub-Account “A” fLis0,000 for September 1938,
£62,000 in each month thercafter until March 31, 1939, and £80,000
thereafter; this is to be used for financial requirements in the United
Kingdom of the Rumanian Government and Monopolies Institute.

1February 25th, 1938, Cmd. 5718. Repayment from the sub-accounts necessitated
an additional Order from the Treasury. Statutory Rules and Orders, 1938, No. 235.

3Cmd. 5840; Statutory Rules and Orders, 1938, No. 908.

3 The Times, November 15, 1938.

4 Board of Trade, Board of Trade Journal, September 8, 1938, p. 351.
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(b) To Sub-Accounts “B ™, “D” and ““ F ” £70,000 a2 month
in the proportions of 12, 55 and 33 per cent respectively; the
putposes of these accounts are :

(1) “B” for outstanding short-term banking credits
and bank debts.
(2) “D?” for outstanding trade debts (before August?,

1935) first, then for any debts due in respect of United Kingdom

goods imported into Rumania prior to the entry into force

of the present agreement.
(3) “F” for the purchase of United Kingdom goods
on the part of the Rumanian Government.

The National Bank of Rumania may make advances to any of
the Sub-Accounts of the Special Account repayable when an available
surplus exists in the account concerned, but subject to the condition
that sums in excess of £250,000 accruing to the free disposal of the
National Bank are to be regarded as tepayments.

With respect to debts due to any Rumanian Oil Company for
imports of oil into the United Kingdom, 5o per cent is to be paid into
the Special Account above, (or by agreement a higher proportion);
30 per cent to a Repayments Account, to be repaid direct to a person
in the United Kingdom; and any balance remaining to the Oil Account
for payments necessary to meet the sterling requirements for payments
to be made in the United Kingdom. Payments in excess of 25 per cent
of the payments into the Oil Account in the preceding quarterly period
are to be paid into the Special Account.

The compensation arrangements provided in the preceding agree-
ment remain unchanged, with the exception that the “ General Trade
Account ”, set up to receive the sterling surrendered to the National
Bank of Rumania, disappears. This sterling is now placed at the free
disposal of the National Bank of Rumania. The Compensation
Transactions Account to receive other compensation sterling remains
subject to the same condition that 5o per cent be employed for goods
grown, produced or manufactured in the United Kingdom, and 5o pet-
cent for any other goods imported into Rumania provided the debt is
owed to a person in the United Kingdom.!

1 Certain modifications were also made in the Annex regarding the specified goods
which may be exported to the United Kingdom in compensation without the specific approval
of the two Governments.
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As before, the Rumanian Government undertakes to issue the
import licences required to exhaust the stetling made available under the
terms of the agreement. ‘The administration of these licences is not
to be such as “to vary to a substantial extent between different classes
of imports of United Kingdom goods the relative proportion in which
these classes of goods were imported into Rumania, in the years
1933-35.7 1

The rate of conversion for payments falling within the Special
Account remains the official rate plus the premium. In the case of
outstanding trade debts, i.e., due before August 1, 1935, this premium
is not to exceed 38 per cent.

But the principal difference between the two agreements, and the
raison d’étre of the new arrangements, rests in the provisions made with
regard to sterling arising out of items in the “ General United Kingdom
Account ”, and the United Kingdom “ Goods Account”. In these
instances, sterling for payments to the United Kingdom is now to be
available, not at the official c#» premium rate, but at a rate determined
by the supply of and demand for such sterling within the framework
of the clearing. The Rumanian holder of sterling may thus sell
20 per cent of the sterling accruing from his exports to pay any debt due
in the United Kingdom, and 4o per cent of such sterling for the payment
of United Kingdom goods at * rates of exchange determined by supply
and demand in an open market 7.2 'The remaining 4o per cent (5o per
cent for oil) must continue to be sold by the Rumanian exporter at the
official c#m premium rate.

Under the new provisions, the Rumanian debtor purchases his
sterling requirements from a holder of sterling in a Special Sub-Account
set up in his name at the Anglo-Rumanian Clearing Office. ~Payment
is then made to the British creditor at the request of the Rumanian
Bank or other person holding the sterling credit in the United Kingdom.

It will be observed that the compensation sterling provisions already
provided for in the previous agreement were of the same nature. They
do not provide for the direct exchange of goods but are essentially a
source of sterling for United Kingdom requirements stimulated by
a more favorable, for the Rumanian exporter, market relation-

1 Article 12.
2 The Times, November 15, 1938. It was for the purpose of providing the arrange-
ments discussed in this paragraph that the structure of the clearing was altered as set forth

above.
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ship between the pound and lei than the official c#m premium rate
provided.?

The compensation provisions together with the new provisions
stated above constitute a large measure of relaxation of the clearing
mechanism, freeing in some degree the exchange rate for all classes of
goods, and therefore differ markedly from the rigidity of the Anglo-
Italian clearing arrangements. In this way, the British Government
hoped to stimulate exports from Rumania to the United Kingdom for
the lei rate to the pound fixed by supply and demand, within the clearing,
has consistently been higher than the official c#m premium rate.? It
can also be viewed as an attempt towards readjusting the over-valuation
of the lei in terms of sterling.

The anticipated effects of these new provisions was realized to
such a degree that the United Kingdom has become a debtor on clearing
account. A sizeable sterling balance, to the credit of the Rumanian
Bank, on non-compensation exports alone, has accumulated in recent
months. To meet this situation, in part, a Protocol to the agreement
was signed on May 11, 1939.2 This agreement provided measures for
the increase of British exports to Rumania, which will be discussed
in the succeeding section to this study. It is relevant here to note that
one provision condemns clearing arrangements in the following terms :

‘““ The two Governments recognize that it is in their common interest
to develop the commercial exchanges between the two countries on a
sound economic basis and, so far as possible, through the normal com-

mercial channels.

*
* E

The present exchange conditions render difficult the sale in Ru-
mania of certain classes of United Kingdom manufactures, and a clearing
system inevitably impedes the normal functioning of trade credits. It
is the common aim of the two Governments to work towards a freer
system as and when possible, and, in the meanwhile, they have agreed
to make certain alterations in the provisions and working of the agree-
ment of the 2nd of September, 1938, on the lines proposed in Annex II.”

! For some details of the actual mechanism see Anglo-Rumanian Clearing Office,
Rumanian Memorandum No. 2, October 1938 ; and Articles 11 and 12 of the agreement
proper.
# Nonetheless exporters to Rumania were wamed regarding the limited amount of
sterling available. Ibid.

3Cmd. 6013,
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Annex IT starts off with the remarkable statement that “ the rates
of exchange between the lei and sterling should be such as to attract
exports to the United Kingdom, without making the cost of United
Kingdom goods too high for the Rumanian market”. To lessen
the wide fluctuation in the sterling allotted to the various blocked
accounts under the “ General United Kingdom Account” and the
“ United Kingdom Goods Account ”, which is negotiated at market
rates within the framework of the clearing, provision is made that such
sterling is to be used as rapidly as possible. Time limits have accordingly
been placed upon the utilization of exchange permits to curb speculation
and to prevent the holding of sterling for purposes other than those
connected with commercial transactions. Should these arrangements
fail to result in the desired development of trade, the percentage allocated
to the three general accounts, (i.e., the above and the Special Account),
may be altered.

Provision is also made for the establishment of forward exchange
facilities in Rumania for the purposes of enabling traders to rcly upon
the rate of exchange when concluding commercial contracts. Regarding
trade credits, transfer of advance payments may be made by United
Kingdom importers under contracts to import Rumanian goods.
Five per cent is added to the percentages of the sterling proceeds of
compensation transactions placed at the free disposal of the National
Bank of Rumania. Finally, sums credited to the Repayments Account,
(oil), teferred to above, may be utilized for specified current expenses
of the companies concerned in the United Kingdom and any other free
foreign exchange country.

Recently, it has been found necessary, owing in part to the provi-
sions of the above Protocol, to modify somewhat the structure of the
Anglo-Rumanian clearing.! A Miscellaneous Account has been
established for the transfer, at the official c#» premium rate, of ship
passenger fares and insurance premiums due British creditors.? The
other significant changes consist of provision for advance payments
for British imports from Rumania; provision for an increased allo-
cation to Sub-Account “D” to hasten the transfer of Rumanian
trade debts at the official rate plus a premium of 38 per cent; and an
alteration in the Compensation Transactions Account permitting

1 July 12, 1939, Cmd. 6063,
2 Insurance interests in Britain had been complaining of this omission in previous
agreements which they regarded as discriminatory. The Times, May 24, 1939.
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70 per cent, instead of the previous so per cent, to be used for the
purchase of British re-exports (subject to an undertaking to expend this
70 per cent, as far as possible, upon Empire produce). With the excep-
tion of these relatively minor changes, the clearing structure remains

substantially the same.

SOME CONCLUSIONS.

The analysis offered above regarding Britain’s clearing agreement,
supports the observations made in the preceding section relating to
payments agreements. Current trade has been subordinated to the
collection of trade arrears and financial payments. Further, the prin-
ciple underlying the provisions respecting current trade is based upon the
thesis that a smaller volume of trade is preferable to a larger volume
combined with delays in payments to British exports. There has been
no explicit recognition of the wider forces which cause such delays.
Instead, attention has been closely focussed only upon the bilateral
payments in question. It is true that the clearings have been principally
a technical medium to permit the transfer of payments, in contrast to
German clearings which have been more aggressively employed, but
it is equally true that the flow of bilateral trade has been regulated and
moulded to enable the clearings to work in the desired fashion. For
this reason British clearings must be considered as an integral part of
British foreign trade policy, distinguished from external policy regarding
international payments.

Where necessaty for the realization of the purposes of the clearing,
British exports have been greatly and consciously restricted. This
has been accomplished both by repeated official warnings to exporters,
and by the actual negotiation and acceptance of restricted quotas for
British goods. The latest agreements ! with Italy and Turkey provide
striking examples of the latter method. In both these instances, the
British Government itself appears to have requested the imposition
of greater restrictions upon British exports to the country concerned.
In the case of Turkey, the restrictions imposed have not been stringent
enough to prevent the cleating accounts from becoming unbalanced.
This has taken the form of a large accumulation of frozen deposits
awaiting transfer to British creditors through the clearing mechanism.

As a corollary to this endeavour to restrict exports,an expansion of

1 As of July 1, 1939.
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imports into Britain from the clearing countries has also been sought
where debt collection upon a bilateral basis, both as regards arrears and
financial ‘payments, has made this necessary. This was the purpose of
the Anglo-Rumanian agreement of September 1938 which greatly
extended the scope of compensation transactions within the framework
of the clearing. This was also the purpose of the grain undertakings
of the Rumanian agreements, which could only be realized through
subsidies by the Rumanian Government.

The rates of conversion established in the agreements with Italy,
Turkey, and Rumania have led to real difficulties, as they must from
the very nature of the circumstances in which clearings are arranged.
In all three cases, the official rate has over-valued the foreign currency
concerned in relation to the pound. An examination of the discounts
on the various classes of lire in free markets, and the compensation rates
for sterling in both Turkey and Rumania, give clear evidence of the
under-valuation of the pound provided by the official sterling prices
of these currencies.! The tendency of this over-valuation to encourage
imports from the United Kingdom and discourage exports from these
countries to Great Britain, has threatened the functioning of the clearing,
since it leads to an unbalancing of the bilateral accounts.

The Turkish clearing has actually become weighted down with
alarge accumulation of Turkish debts blocked in the *“ Special Account ”,
payment of which is almost two and one-half years behind. Only
the rigid restriction of British exports, the chief purpose of the
March 1939 agreement, has prevented the Italian arrangements from
falling into the same condition.2 The new state of the Anglo-Rumanian
clearing, making the United Kingdom a debtor on clearing account,
is to be attributed primarily to the freeing of a large proportion of the
bilateral payments from the official c## premium rate.® This shift in
the status of the clearing account is also an illustration of how the
qualitative character of international trade deteriorates under clearing
arrangements. It is in some measure because the difficulties of finding
a satisfactory rate of conversion that the British Government has found
it necessary to restrict exports and to encourage imports in respect of
clearing countries.

! See The Economist, May 6, 1939, pp. 317-318, and May 13, 1939, pp. 374-375. These
articles appear to miss the basic difficulty involved in the determination of a suitable rate
of conversion.

2 Board of Trade Journal, March 16, 1939, pp. 418-419.

3 The present position, interestingly enough, appears to involve an undervalued lei,
with the result that British exports are retarded, and clearing balances accumulated.
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Thus the rate of conversion becomes a powerful element in the
regulation of bilateral payments. There is real question whether a
rate can be secured which will give an equilibrium in terms of the
bilateral balance of payments or in the relation between the internal
and external purchasing power (in the free exchange country) of the
currency.! If the internal economic structure of the country concerned,
in relation to the economic structure of the other country, and its external
payments could be completely “ bilateralized , and if payments within
the clearing framework were entirely free, it is conceivable that such an
equilibrium rate might be realized. In this event, quite unlikely under
existing conditions, there would be no need for clearing arrangements
as such and the question ot bilateral relations would assume a different
character.

In the absence of these structural adjustments any rate fixed arbi-
trarily, as such rates must be, can hardly approach the purchasing power
parity of a currency, e.g., in terms of wholesale prices, which after all
is the desideratum if both an over-valuation or an under-valuation are
to be avoided. With only one set of bilateral payments employed as
the data it cannot, in the circumstances, properly represent the relations
between the two price structures concerned, the character of which will
be affected by forces broader in scope than the bilateral relations in
question.

Moreover, the difficulties are enhanced by the fact that Britain’s
clearings are directed in an important measure towards the transfer of
financial payments and other payments on a bilateral basis. A rate
which might conceivably perhaps for a short while balance trade
bilaterally to the satisfaction of both parties, ceteris paribus, would not
necessarily be the rate which would permit trade arrears and financial
payments to be transferred. In the latter case an excess of merchandise
imports would be desired which, in the absence of a multilateral system,
might require an over-valuation of sterling in terms of the exchange
control currency. The alternative to an over-valuation might be an
under-valued pound sterling, or over-valued foreign currency unit,
but in this case British exports would have to be vigorously restricted

1 Both these conditions would be realized if an equilibrium rate were found, since the
existence of each would appear to imply the presence of the other in the circumstances under
discussion. It is to be observed that the very existence of exchange control, in the sense
employed in this study, implies the absence of equilibrium rates of exchange, and at least
a partial destruction of the international price structure which is, after all, basic to the con-
cept of an equilibrium of purchasing powers.
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if the clearing is not to become seriously unbalanced.! Further, in
this case, the over-valuation of the foreign currency unit would mean,
ceteris paribus, a diversion of exports ta other countries, whose curtency
is also over-valued in relation to sterling.

When prices in the exchange control country become linked to
the price systems of other countries whose own price structure is isolated
from world prices, the clearing mechanism has an even more difficult
time. ‘The magnetic pull of exports to Germany, for example, through
agricultural prices stabilized at levels completely out of line with world
prices, affords an additional obstacle to the operation of a British clearing
with such a country in a manner satisfactory to the contracting parties.
This is particularly true where an excess of imports into Britain is desired
sufficient to transfer financial payments and liquidate blocked balances.
In cases where this situation does not exist, either bilateral trade must
be reduced severely, or else blocked trade debts must inevitably result,
assuming no subsidizing methods, such as Rumania has resorted to,
are employed. British clearings, of course, fall into the former category.
The problem of searching for a suitable rate of conversion in both cases
is clearly an insuperable one.

In any event, it is clear that the integration of trade and payments
by means of clearing agreements cannot, even in the narrow sense, be
said to have been successful so far as Britain is concerned. Financial
interests have, of course, benefited for current imports into Britain
have been earmarked for their requirements. Fluctuations about a
consciously chosen type of equilibrium in the form of an equivalence
in bilateral payments has in itself led to a dislocation of trade and the
prevention of shifts in trade which, in the absence of a bilateral system,
the economic forces of the market might be expected to bring about.

In the broader sense, it is very doubtful, to say the least, whether
the narrow gains to certain interests through the clearings have not
been more than offset by the destructive nature of such arrangements
to the multilaterial system of trade and payments into which the British
economy had woven itself, with such great benefit to the national
dividend.? More immediately, British trade relations with the clearing

1 Of course, if exports, imports, or both are rigidly controlled, a clearing can be said
to work satisfactorily in that the accounts do not become unbalanced because of an undet-
valuation or over-valuation. The case considered above refers to an attempt to avoid a
disequilibrium regarding the valuation of a currency in the establishment of a rate of
conversion.

2 This is to say nothing of the wide cumbersome and tortuous administrative regulation
of the activities of international traders which becomes necessary under clearing arrangements,

10
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countries have acquired a spasmodic character with resulting violent
fluctuations unless, as in the case of Italy, bilateral trade is ruthlessly
checked. This qualitative deterioration of international trade has
been characteristic of the trade relations between exchange control
countries, which is largely conducted upon a clearing basis.

It should be pointed out in passing that the British Government
has on numerous occasions condemned, at least officially, clearing
agreements and has viewed them as a pis aller.

1¢.8., Parliamentary Debates, Commons, Volume 307, December 12, 1935, p. 1187;
Volume 318, December 15, 1936, Col. 2419 : Volume 328, November 8, 1937, Col. 1484;
‘“ Protocol between the United Kingdom and the Rumanian Govermnment” regarding
Commercial and Economic Relations with Rumania, May 11, 1939, Cmd. 6018.



CHAPTER XI

SPECIAL TRADE FACILITIES
AND GOVERNMENT PURCHASES

JOINT TRADING ORGANIZATIONS.

An additional element in British trade relations with countries
closely regulating their external trade has been the institution of joint
trading organizations. The character and operations of these organiz-
ations contain aspects of considerable significance to this study.

It will be recalled that among the provisions of the trade and
clearing agreement signed with Turkey on September 2, 1936, was
one which excluded from the clearing framework transactions of two
private companies, one in Turkey and the other in the United Kingdom
(under H. A. Brassert and Company), established to build an iron
and steel plant in Turkey. It was further provided that the gross
sterling proceeds of exports of metals, mineral ores, concentrates and
timber by the Turkish company to the order of the British company
to metal markets in the British Empire or in countries with no com-
mercial treaties whatever with Turkey were to be credited to the British
company. These funds were to be employed to meet the administrative
and overhead expenses of the two companies and for payments to
H. A. Brassert and Company, the British company.! The Anglo-
Turkish Comptoir Limited was set up, under an agreement between the
British Government and the Turkish Ministry of National Economy,
in September 1936, to carry out these provisions regarding Turkish
exports.

The clear meaning of these arrangements was that the proceeds
of Turkish exports to other countries were to be used to finance exports
of British products to Turkey and, perhaps, liquidate some part of the
blocked deposits in the ““ Special Account * awaiting transfer to British
creditors.?

In May 1938, these arrangements became part of a much larger
scheme under the Armament Credit Agreement, the Export Credits

1 Any six months balance was in part transferable to the * Clearing Account ”’, and in
part was allocated to Turkish Government purchases in the United Kingdom and for the
free disposal of the Central Bank of Turkey.

3Ibid. See the informative article by F, H. Nixon, the General Manager of the British
Export Credits Guarantee Department which guaranteed £3,000,000 worth of bills for this
project. ‘‘ The Export Credits Guarantee Department >, The Banker, February, 1939.
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Guarantee Agreement, and the provisions of the supplementary trade
and clearing agreement.! ‘The supplementary agreement excepted
from the operation of the clearing Turkish debts accruing from the
contract for the erection of the iron and steel plant in Turkey by
H. A. Brassert and Company, any contracts within the scope of the credit
guarantee facilities, and contracts for exports under the Armaments
Credit Guarantee Agreement.? Conversely, the sterling proceeds of
Turkish exports to the United Kingdom of metals, mineral ores and
concentrates, coal, wheat, timber, fresh fruit and vegetables (other than
nuts used as fruit), canned foods, and other commodities which might
be added from time to time, become payable not into the *“ Clearing
Account ” but to the Anglo-Turkish Comptoir Limited and its anti-
cipated successor the Anglo-Turkish Commodities Limited. The
latter organizations receive in addition sterling proceeds of British
imports of figs and raisins from Turkey in excess of £322,000.> The
supplementary agreement then specifies the purposes for which the
receipts of these companies are to be used. These are presented below.
The Export Credit Guarantee Agreement sets up the Anglo-
Turkish Commodities Limited as a joint Government organization
“for the sale in the British Empire and in all foreign countries ”” of
the Turkish products enumerated above. These are classified into
“ the principal commodities ” which include metals, mineral ores and
concentrates of coal, and “ the secondary commodities ” comprising
the remainder of the products above. Reference is then made to the
programme drawn up by the Turkish Government for the export of
metals, mineral ores and certain other products from 1940 onwards
“ to the British Empire and against foreign exchange freely convertible
into stetling to foreign countries for the purpose of meeting its ob-
ligations under this Agreement ”. Further, exports during 1938 and
1939 and thereafter of the principal commodities to meet these ob-
ligations are given a priority over all other demands for exports.
Should the sterling proceeds of the sale of principal and secondary
commodities through the Anglo-Turkish Commodities Limited prove
insufficient for the purpose, additional allocations are to be made to
this organization by the Turkish Government. In this event the
proceeds of a// sales of principal commodities in the British Empire,

1 0p. cit.

* Such British exports were specifically excepted from the general quantitative provisions
regarding imports into Turkey.

3 See supra, p. 112.
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all sales in the United Kingdom of secondary commodities (except raw
cotton), and &// sales of principal commodities in foreign countries
through the Eti Bank and the Komiir Satis Birligi * against foreign
exchange freely convertible into sterling > are to be remitted to the
Anglo-Turkish Commodities Limited. These proceeds are specifically
earmarked for expenses of the latter company,! payments due
H. A. Brassert & Company in respect of the contract to build an iron
and steel plant in Turkey,? and debts arising under the credit guarantee
scheme. Any insufficiency of funds to meet these charges is to be made
up immediately by the Turkish Government.

In addition to these charges, the reccipts of these companies are
to be employed for the payment of certain public utility annuities due
creditors in Britain, and for payments due under the Armaments Credit
Agreement. The defence loan is thus commercialized.? Finally, the
proceeds of wheat imports from Turkey before January 1, 1939, may
be used by the Anglo-Turkish Comptoir Limited, if it is still in existence,
or the Anglo-Turkish Commodities Limited for financing the sale of
ships in the Unitea Kingdom to Turkish buyers. Should there remain
any balance at the end of each year after all these charges have been met,
provision is made for its transfer to the ‘ Clearing Account” for
allocation in accordance with the terms of the supplementary clearing
agreement.?

Similar arrangements to these are apparently to be created to assist
the bilateral flow of Anglo-Rumanian trade and payments. This is
foreshadowed by the provisions of the Protocol signed with Rumania
on May 11, 1939, which records that the two Governments “ propose
to encourage the formation of appropriate organizations to be set up
by business interests in the United Kingdom and in Rumania respec-
tively, and guarantees (credit) may be given by His Majesty’s Govern-
ment in the United Kingdom to facilitate the operations of any organ-
izations which may be set up in the United Kingdom for this purpose.”

! Prior to the institution of the Anglo-Turkish Commoditics Limited, the expenses of
the Anglo-Turkish Comptoir Limited are included.

2 The Karabuk Stee] Works.

31t is interesting to observe that the preamble of the Armaments Credit Agreement
refers to the economic programme of the Turkish Government ‘“ whereby provision is
made for substantial increases in the amount and value of the mineral and certain other
products to be exported from the Turkish Republic in future years.”

4 See supra, p. 112.

80p. cit. An editorial in The Times stated : ‘‘ If British goods are to find a sale in
Rumania it is essential that we should help Rumania to sell the goods she produces, either
in British or otber free currency comntries . May 12, 1939. Italics mine,



130 ASPECTS OF BRITISH COMMERCIAL POLICY

This is confirmed by a more recent statement of the President of the
Board of Trade in the Commons.! While the details of the joint trading
organisation to be set up have not as yet been revealed, it should be
noted that the political element is quite strong here, the background
of the Protocol being the German extinction of Czecho-Slovakia.
The dominant economic motives appear to be the penetration of
Germany’s discriminating monopoly of foreign trade, the difficulties
which have been encountered in the operation of the clearing, and
possibly the precedent established in the case of Turkey.?

The economic implications of officially sponsored and directed
joint trading organizations, such as has been established in the case of
Turkey, are interesting. The provision for Turkish exports to free
exchange countries through an official intermediary company in order
to provide funds for the payment of British exports to Turkey, including
armaments, may be viewed as evidence of the failure and breakdown
of the bilateral system governing commercial relations between the
two countries. It is, in a sense, a type of forced and distorted reversion
to the multilateral system of international trade. The basic origin
of the arrangement lies in the effect of the collapse of a multilateral system
of trade upon a country, such as the United Kingdom, which has not
modified, and probably could not modify without incalculable loss,
its production structure so as to permit the bilateral system to function
even at a lower level.

Such arrangements appear, moreover, to be parasitic in nature
since ‘they ultimately depend upon the existence of free-exchange
countries which have no rigid bilateral arrangements with Turkey.
Nor can this development be viewed with equanimity by the free-
exchange countries concerned since, to the extent to which their products
enjoy a market, however small, in Turkey under the latter’s bilateral
policy, this market must inevitably be further restricted, relatively if
not absolutely, if British policy in this sphere is successful.? Thus,
what might under a freer régime of world trade be of less significance

1 Parliamentary Debates, Commons, June 9, 1939.

3 The President of the Board of Trade, in the statement above, referred to British trade
relations in South Eastern Europe “ which had been rendered more difficult in the past few
years as a consequence of Germany’s trading methods in that area...” and “ the serious
situation caused by the presence in South Eastern countries, particularly in Rumania, of
any number of German agents.”

3 See Department of Overseas Trade, Report on Economic and Commercial Conditions in

Turkgy, 1936, p. 24.
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becomes an immediate question for such countries because of the close
linking up of imports and exports in Turkey.

It is interesting to note in this connection that one of the reasons
offered for the conclusion of a two-way clearing between the United
Kingdom and Turkey in 1936 was the fact that Germany was re-exporting
Turkish products to the United Kingdom and theteby securing free
sterling.

It is also worth while recalling, in this connection, the exchange
provisions of the Turkish-American trade agreement signed at Ankara
on April 1, 1939.1 This provided that exchange for the payment of
American exports was to be allocated to the extent of 10.91 per cent of
the value of all commercial imports into Turkey.2 Imports from the
United Kingdom under the Export Credit Guarantee Agreement are
excluded from the figure for total imports,in so far as such imports are
not paid for in the calendar year in question. A shortage of dollar
exchange to meet American trade requirements becomes possible under
these circumstances since part of the dollar funds arising out of imports
from Turkey through the United Kingdom may be soaked up to pay
for British exports to Turkey. This in turn might well make it difficult
for Turkey to supply dollars to pay for American imports even though
the balance of merchandise trade remained active to Turkey. In this
event, blockages would result and the American exchange provision
would be defeated.?

SpEciAL TRADE ProMoTION PROVISIONS.

Mention should also be made here of certain other provisions in
the Rumanian Protocol referred to above. These have been designed
to counteract German economic penetration into Rumania, partly
because of the interests of British export trade and partly a result of the
political implications of such penetration.* The Rumanian Govern-

1 Department of State, Text of Trade Agreement between the United States of America and
the Republic of Turkey, press release, April 1, 1939.

3 Detived from the proportion of the total commercial imports into Turkey supplied
by the United States during the period January 1, 1935, to December 31, 1937.

3 The exclusion of imports into Turkey from the United Kingdom under the credit
agreement which have not been paid during the year in question fails to consider the possi-
bility that such products may displace American products permanently with repercussions
upon American exports to Turkey in subsequent years.

4 ““ But though normal considerations cannot be forgotten, there has never been any
pretence that the sending of the British Mission or the conclusion of an agreement were
ordinary peace-time measures devoid of any political content.” The Economist, London,

May 20, 1939, p. 420.
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ment undertakes to encourage the use of modern oil-refining ma-
chinery, and such companies in which there is a substantial British
financial interest are to receive most-favoured-nation treatment
regarding “ the grants of permits for exploration and exploitation of
new lands and in all matters concerned with the grant and operation
of concessions and with the production of oil.”’! The machinery of
export control of oil is to be simplified, and freight charges and export
taxes are to be re-examined with a view to assisting the oil industry to
export more easily. The machinery in effect regarding the export
control of timber is also to be made less cambersome.

The British Government on its part offered to give * such assistance
as it can to the Rumanian authorities to secure the advice of cxperts
in regard to the best methods of meeting the requirements of the
United Kingdom market.” In addition, Britain undertook to purchase
200,000 tons of Rumanian wheat from the next crop “if available at
world prices ”. Owing to the German magnet of agricultural prices
stabilized about world levels, it may be remarked, that this can only be
realized through subsidies by the Rumanian Government. Finally,
part of the funds available through British export credit guarantees
is to be used to finance the equipment of silos in Rumania in order to
improve storage facilities and the marketing of grain exports from
Rumania.?

ExprorT CREDIT (GUARANTEES.

It may be observed that in recent years the British Export Credits
Guarantee Department has extended its field of operations to, Znter
alia, medium term financing of exports of capital equipment of United
Kingdom origin. In two important cases, through agreements with
the Governments of Russia and Turkey, the Department has provided
what amount to in fact international loans to the extent of £20,000,000.2
The modus operandi of these transactions involves the issuance of bills
by the foreign government concerned which, with the endorsement
of the Department, are offered for sale in London. The proceeds are
paid out to the British exporters of capital equipment. Repayment

1 Cf. The Times, March 24, 1939, which contains a summary of the Rumanian-German
Trade Treaty signed on March 23, 1939.

3 These provisions should be read together with the payments provisions discussed
earlier. See supra.

3 For some technical details see the texts of these agreements, Russia, July 28, 1936,
Crid. 5263; Turkey, May 27, 1938, 0p. ¢it.; and F. H. Nixon, op. cit.
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is amortized over a period of years. These facilities differ from the
orthodox species of international loan, for which they are intended as
a partial substitute, in that they are intimately linked with specific
British exports, resembling in this respect loans of former days con-
taining “ tying clauses . ‘The Department thus concerns itself with
transactions closely related to those formerly undertaken by Issuing
Houses. It may be noted that though the actual mechanism differs
the American Government through the Export-Import Bank has
undertaken operations quite similar in purpose.!

In this way it appears that the British Government is actually
permitting foreign lending, in spite of its embargo on international
loans of the ordinary variety, without, however, any pressure being
exercised upon sterling for practically no sterling is offered for sale in
the foreign exchange market under these arrangements. It is hardly
necessary to add that there may be serious objections to the extension of
such developments so as to replace on a large scale the functions formerly
performed by international lending, the proceeds of which were available
for purchases of capital equipment under the most favourable terms
available in any country.?

Recent developments indicate that this type of lending is destined
to occupy a place of growing importance in Britain’s external economic
relations. Since the Munich Agreement, Britain has been greatly
concerned with the competitive possibilities inherent in German trading
methods. The view that extraordinary measures might be necessary
to safeguard British export trade against German competition has
obtained wide support.? In February, 1938, a new Export Guarantees
Act was passed which was designed, in part, as an essential means of
combating German competition. Clause 4 provided for guarantees
“in connection with any matter in connection with which it appears
(to the Board of Trade) ...to be expedient in the national interest that

1 See Benjamin H. Williams, Foreign Loan Policy of the United States Since 1933; a report
to the Twelfth International Studies Conference, Bergen, 1939, especially Chapter V.

2Mr. F. H. Nixon, General Manager of thc Export Credits Guarantee Department,
has said in this respect : “ No one would argue that the medium term credit is a perfect
substitute for the long-term international loan, but it has certain advantages which make
it particularly useful in the world of economic nationalism in which we live at present.””
Op. cit.

3 Parliamentary Debates, Commons, October 31, 1938, and June 10, 1939; “ Germany’s
Trade Offensive ”, The Economist, London, November s, 1938, pp. 262-267; * Collective
Security for Trade ”, 7bid. May 20, 1939, pp. 420-421; ‘‘ The Fight for Rumania’s Trade ”,
ibid. June 3, 1939, pp. 537-538; ‘ Germany’s Trade Aims **, The Times, November 17, 18,
and 19, 1938. Export subsidies and the organization of British export industries were
frequently mentioned as measures in this direction.
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guarantees should be given”.! The aggregate liability at any time
which the Board of Trade could guarantee was fixed at £10,000,000.2
In effect, this constituted a * fighting fund * in the form of credits to be
made available to selected strategic countries for the purpose of
expanding British export markets.

It is important to bear in mind that this development formed part
of an official drive for export markets. As part of this programme,
British Ministers were to visit Berlin and various northern countries
including Russia. It was expected, in this way, to even out further the
bilateral trade balance with certain countries other than Germany.?
In the latter case, the aim was to arrive at some control of Anglo-German
competition as a supplementary effort to the credit facilities referred
to above. The results of the trade conversations between the Federation
of British Industries and the Reichsgruppe Industrie will be considered
further in a later chapter.t The emphasis at this time was definitely
upon the commercial aspects of German competition.

The political events of March 1939, which suspended, for the
time being at least, the full implementation of industrial entente between
members of the Federation of British Industries and the Reichsgruppe
Industrie, also led to the enactment of a bill increasing the fund from
£ 10,000,000 to £60,000,000.° In addition, the allocation for re-exports
was raised from £2,000,000 to £6,000,000. By providing a separate
statutory basis, the “fighting fund > has been completely divorced
from the ordinary commercial transactions of the Export Credits
Guarantee Department. The most important change made by the new
act, aside from the increase in the size of the fund, permits the Board of
Trade to acquire and hold any bills issued under either the old or the
new statutory provisions.® It is anticipated that the major part of the
larger credit facilities now available will be used to assist the rearmament
of countries forming the so-called “ peace front ”.

Credit facilities have now been granted in Europe to Rumania

1 February 28, 1939, 2 and 3 Geo. 6, ch. 5. Italics mine.

8 While it is not entirely clear to use the term ‘‘ guarantee » in this connection, the
term is employed because such arrangements ate so described by the British Government.

3 The Times, February 22, 1939. In the case of Russia a reduction in the proportion of
re-exports from Britain in the bilateral trade, for the benefit of British goods, was desited.

4 Infra, Chap. XII.

8 The Times, July 7, 1939; Parliamentary Debates, Commons, July 14, 1939.

¢ This is to prevent marketing difficulties from obstructing the operation of the
programme.
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and Greece to the extent of £5,500,000 and £2,000,000 respectively.!
Conversations are in progress regarding the extension of credits to
Poland. ' It is interesting to observe that Poland’s desire to secute free
sterling which could be used for purchases in other countries has proved
a stumbling block in the negotiations.?

The Protocol to the new clearing agreement signed with Rumania
on June 12, 1939, simultaneously with the guarantee agreement,
provides for Rumanian purchases of specified products in the United
Kingdom, for delivery before January 1, 1940, to the extent of £750,000.
Of this amount £650,000 is to be paid for by funds made available
under the guarantee facilities. The remaining £100,000 will be assimil-
ated into the framework of the new clearing agreement.

The new powers of the Board of Trade cannot be evaluated upon
economic grounds alone since the emphasis under present conditions
is chiefly political. However, it would be a mistake to ignore the
economic aspects, if only for the fact that a ““ fighting fund > would have
been instituted even in the absence of international political difficulties.?
It should be recognized that new credit facilities fit quite consistently
into the general pattern of recent British commercial policy. For this
reason it would be too much to hope that the sterling proceeds of
loans made under these provisions might be made available for purchases
determined solely by market considerations. This applies, of course,
also to the operations of the Export-Import Bank of the United States.
The seeds of a real struggle between the United States and Britain in
the drive for export markets appear to have been sown. Unless it
is assumed that competitive power is lacking, there does not seem to
be any important economic reason why German trading methods
cannot mote efficiently be met by free credits.* If the former is true,

1 The Times, July 13, 1939; July 12, 1939, Cmd. 6063, and 6072, respectively. China
received a grant under clause 4, while New Zealand has been promised funds for rearmament
and commercial requirements.

2 The Times, July 17, 1939; The Economist, London, July 22, 1939, p. 160.

3 The following excerpt from an editorial in The Times is of relevance in this conncction :
““ It should be added that, though in the present circumstances the supply of armaments is
in question, the bill possesses more than a temporary significance and is not contined to
facilitating the supply of armaments. It should be of permanent service in helping other
countries to preserve their economic independence by enabling them to avoid exclusive
dependence on any one market...” July 7, 1939.

4 For Britain the possible repercussions of pressure upon stetling would have to be
considered. The matter is complicated here by the enormous rearmament programme in
process. The above discussion assumes a considerable lessening of political tension.
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then the proper remedy appears to be something other than recourse
to special credit facilities.!

GOVERNMENT PURCHASES.

The British Agreements contain no standard or uniform provisions
regarding Government purchases such as are to be found in the American
agreements. This is, of course, what one would expect in view of
the characteristics of the British agrecments that have been brought
to light in the preceding chapters. In a discussion in the House of
Commons regarding the Anglo-Danish trade treaty of 1933, the
President of the Board of Trade made the following statement 2 :

““ The Danes are prepared to agree to a general understanding for
Government purchases and also for municipal purchases — that is to
say, as far as this can be influenced by the Government. The first
offer of orders shall be made to United Kingdom firms coupled, in the
case of Government purchases, with a price preference of ro per cent,
and, in addition, private purchasers shall be urged to give the first
offer for iron and steel to the United Kingdom wherever possible.”

This is to be contrasted with the American provisions in respect
of Government purchases which attempt to apply the principle of
equality of treatment in such cases. The Danish undertaking above
does not, it may be noted, constitute a part of the published agreement.

In the Turkish and Rumanian trade and clearing agreements
further provisions in this sphete are to be found. The Rumanian
agreements simply provide for the allocation of sterling to meet payments
for Government purchases. Under the terms of the Turkish agreement
of 1935, the United Kingdom was permitted to participate in Govern-
ment tenders, Turkey undertaking that “ United Kingdom goods
purchased by the Turkish Government or the Departmental and
Municipal Authorities in Turkey will be permitted to be imported
without any restriction as to quantity . Payments for such goods
were, of course, within the framework of the clearing.

! It is quite possible, in Britain for example, that the plea for relief from German trading
methods by exporting industries constitutes, in part at least, a mask designed to conceal
inefficiency and to secure Government assistance to buttress competitive power.

* Parliamentary Debates, Commons, Volume 277, May 10, 1933, col. 1543-4. This
forms part of a lengthy discussion regarding the Danish and Argentine agreements and
offers a most revealing commentary conceming British bargaining technique with countries
such as Denmark.
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These are the only published provisions, within the writer’s
knowledge, which have appeared regarding Government purchases.!
It is true, of course, that part of the funds available under the credit
guarantee agreements have been used and will continue to be used for
Government undertakings. These appear to be, however, in a some-
what different category.

The significant aspects of the above provisions are the preferential
treatment which the United Kingdom secured in the case of Denmark,
and the assimilation of Government purchases into the bilateral clearing
framework established in the agreements with Rumania and Turkey.
Generally, it may be assumed, in view of the character of the various
agreements negotiated by the United Kingdom, that where bargaining
power has made it possible the British have propably received
something more than simple most-favoured-nation treatment.?

1 The provisions regarding the prices to be charged by the Norwegian alcohol monopoly
might be considered as also relevant here. See s#pra p. 69.

2 Note should also be taken here of the effects of British commercial policy in this sphere.
For example, the Norwegian undertaking to import 70 per cent of her total coal imports
from the United Kingdom required the cartellization of the coal trade in the form of the
establishment of a State Coal Office. This permitted imports to be diverted to Britain in
spite of the higher price of British coal as compared with that of other national origins.
International Studies Conference, Twelfth Session, Etling Petersen, Memorandum on the
Repercussions of Modern Commercial Policies on Economic Conditions in Norway, Paris, 1939,
PP 57, 72. (Mimeographed.)
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CHAPTER XI1I

CONTRASTS IN INTERNATIONAL TRADE POLICIES

It must be apparent from the preceding chapters that the external
trade policies of the United States and Great Britain differ profoundly
in nature and scope. The cornerstone and basis of America’s foreign
trade policy is the principle of equality of treatment. The American
system rests upon the premise that multilateral trade and payments,
facilitated by the principle of equality of treatment and originating in
private enterprise and initiative, provide the system most calculated to
expand the world’s real income and so improve the real standard of
living of the peoples of the world. It is reciprocal in nature, and posits
that the establishment of an effective régime of equality of treatment
requires that a country not only grant no preferences in its market, but
also refrain from requesting concessions likely to be preferential in
character. It is essentially the classical economic conception of the
benefits flowing from international specialization of the world’s resources
and its obverse, the mutual economic interdependence of nation-states.

In practice, however, as was observed earlier, the application of
these principles to systems of commercial policy extensively employing
exchange restrictions and quantitative controls, cannot be said to have
been wholly satisfactory. The principle of equality of treatment is
most easily applied to quantitative controls when they are of recent
origin, for then trade may be related to a base period. The longer such
controls remain in effect, the mote arbitrary any relation to pre-restriction
trade becomes. If a period is selected during which the controls have
been in operation, the base becomes a period which itself was influenced
by the restrictions in question. There is no method by which trade
can be regulated on the basis of competitive market forces, for such
forces are, at least partially, suppressed under the controls. It is,
therefore, impossible to achieve the objective of equality of treatment
which, in the orthodox sense, must mean the allocation of national
shares according to what they would be in the absence of such
restrictions.

Some of these difficulties may be overcome by the use of unallo-
cated global quotas administered by licensing arrangements permitting
market forces to operate within the global quota. But even here,

as was pointed out in an earlier chapter, discrimination through the
11
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operation of licensing arrangements may be unavoidable. Practically,
it is hardly likely that unallocated global quotas will find wide employ-
ment, since they do not permit control of imports according to national
origin. This is, of course, a cardinal requitement in any bilateral
system.

With respect to quota concessions, as distinguished from the
application of the most-favoured-nation principle, difficulties also
appear. Recourse to a so-called “representative” period may be
satisfactory for a relatively short period after the institution of quanti-
tative regulation of imports. But as the period or restriction lengthens,
this becomes a more and more artificial criterion, as was shown above.
Minimum quantum quotas (the United States purposely shuns value
quotas because of the difficulties involved) may even lead to a preferential
position in a foreign market if global impotts of the products concerned
are reduced. From this view it might be more consistent actually to
specify a percentual share in accordance with some previous petiod,
artificial as this might be, rather than any minimum quantum.

In the calculation of quantum quotas, the percentage supplied by
the United States in a previous period is the essential method employed.
'The American theory of equality of treatment in this respect holds that
so long as such percentages do not give exclusive advantages to the
United States they do not violate the most-favoured-nation principle.
However, it is easily observed that the base period employed in the
calculation of such percentages may and usually seems to be one in which
the United States enjoyed a satisfactory position as the supplier of the
product in question. This may not be considered * representative
by other countries so that its designation as “ representative ”, aside
from the considerations pointed out above, may be quite arbitrary.
But of prime significance here is the fact that the use of such percentages
must become completely arbitrary with the passage of time, and so
mean nothing in terms of the principle of equality of treatment. They
may in fact lead to discrimination in favour of American products since
they ignore trends in the competitive position of individual producers
in different countries.

In the trade agreement with Czechoslovakia, quota concessions
to the United States were expressed in terms of a minimum quantum
and percentual share. During a petiod when imports into that country
might have been reduced, the implication would seem to be the same
as that described earlier for minimum quotas. Under expanding imports
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the result would be different, for here an absolute automatic expansion of
imports from the United States would be provided for. This increase
would be divorced from market forces.

The conclusion must be, therefore, that the principle of equality
of treatment cannot be applied satisfactorily under present conditions
to quantitative restrictions, and that with the passage of time the diffi-
culties in this direction will be enhanced by the very nature of the
controls.

Nor can it be said that greater success has met the efforts of the
United States in the realm of exchange restrictions. The exchange
provision most generally used hitherto, i.c., the allocation of exchange
on the basis of the proportion of total exchange required for American
requirements in past years, has proved unworkable in practice. The
reasons for this werte given eatlier and need not be repeated. Even
if it were practicable, there would remain the serious disadvantage of
employing past trends to govern future payments. Moreover, there
has been a complete lack of co-ordination between the quantitative and
the exchange provisions, — a rather unrealistic treatment in view of the
growing integration of the two controls in foreign countries.

The newer form of exchange article, #nfer alia, prohibiting the
imposition of any restrictions upon the transfer of commercial payments
while constituting in many respects a considerable improvement
over the earlier provisions, is itself open to certain difficulties. Its
principal merit lies in the attempt to integrate the regulation of trade
and payments under the trade agreement provisions into a single unified
control of imports. In a sense this constitutes a somewhat belated
recognition of corresponding developments in this field in exchange
control countries. However, the shifting of emphasis to quantitative
controls, as distinguished from exchange control, which this implies,
raises all the issues discussed above in this connection. Since the
integration of the control of trade and payments into national systems
of economic policy in foreign countries has generally been strictly
bilateral in character, the logical conclusion is that America’s trade
relations with such countries must become more and more artificial
and arbitrary, until finally completely divorced from the orthodox
concept of the principle of equality of treatment.

It must also be observed, in this connection, that the rigid require-
ments of the new exchange provisions are such that to date their
employment has only been practical in cases in which the United States
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had had a passive balance of trade. While Italy may seem to be an
exception, the heavy outward payments from the United States to Italy
on “invisible account > must be considered. The dependence of an
important phase of American trade policy upon the bilateral balance
of trade, or payments, raises a fundamental question of far-reaching
implication. The effective implementation of the new exchange
provisions under these circumstances cannot be considered successful
either in bridging the gaps between commercial policy systems, or a
device promoting the principle of equality of treatment — an out-
standing objective of American trade policy. It is not American
policy which governs the trade relations in these cases, but the bilateral
system of the foreign country which, as long as it has an active balance
of trade with the United States, can meet the requirements of the new
exchange provisions. There is no promotion of multilateral trade.
The net result, therefore, of this situation is that American policy in
this sphere, as it now functions, depends upon a bilateral concept, wholly
inconsistent with the philosophy of the American trade programme.

These remarks are not made in criticism of the efforts of American
trade policy as such in this field, for none would deny the sincerity and
whole-hearted endeavour of the American Government to implement
the principle of equality of treatment in the fullest degree possible.
They are to be considered more as a reflection of apparently insoluble
difficulties arising out of fundamentally discordant elements in interna-
tional economic relations. The nature of these elements and their broad
significance will be considered later. For the present, it is sufficient
to observe that American trade policy has not successfully coped with
the problem of the quantitative controls and exchange restrictions.

It may be observed further that the principles of American trade
policy cannot be effectively applied to monopolies of foreign trade,
including the Russian State monopoly of all foreign trade. The reason
lies, primarily, in the fact that the principle of equality of treatment
has been conceived in respect of and applied to the relations between
States whose economic organization has been based upon private
capitalism. It is a principle devised to allow private initiative and
enterprise of different countries to compete in a given national market
under conditions of equality, in so far as the Government of such country
may regulate the conditions in which such trade is conducted. Under
monopoly conditions, in the sense employed here, the forces of private
competition which might ordinarily determine the source of imports
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are necessarily absent in the monopoly country. In this case the
Government does not prescribe the conditions under which various
producers in different countries may compete among themselves, and
with domestic producers, to supply the market of the country in question
but itself imports in accordance with the objectives of the monopoly.
This means that the origin of imports becomes more or less arbitrary
and divorced from comparative costs. The history of the Russian
monopoly, and other import monopolies under recent commercial
policies clearly indicates that ordinary market forces need not be the
dominant factors determining the source of imports.

Under these conditions, the principle of equality of treatment
cannot be applied. But there appear to be further implications here.
It is believed that the observations above will become increasingly
applicable to a number of other States whose recent external and internal
economic policy developments exhibit a growing assimilation of
private trading functions into the sphere of governmental activity.
In fact, however, this conflict with the most-favoured-nation principle
has already been recognized by such countries, by the institution, for
a number of reasons, of the concept of strict bilateralism in their external
trade relations. Since such countries have expressly renounced this
principle, the problem takes on a different aspect — 7.e., the relations
between multilateral and bilateral trade policies. The point is,however,
that it would become, in any event, quite difficult for such countries
to cling to the multilateral trading principle in its complete sense, even
if such a desire were to influence the formulation of external trade
policy.

When attention is turned to British commercial policy, striking
differences appear in the nature and scope of the approach to the problem
of commercial relations employed. An examination of Britain’s
many trade and payments agreements reveals comparatively little
of the general consistency so characteristic of American trade policy.
Instead of any attempt to build a general framework of commercial
relations based upon a multilateral system, there is what might be
described as an improvised policy designed to fit easily, according

11t is to be observed that the very extensive development in recent years of admini-
strative control over foreign trade relations accompanied by wide discretionary powers has,
in practice, tended to render more difficult the functioning of American policy in this sphere.
This has permitted the evasion of trade agreement obligations and hinders the negotiation
of other agreements. This development appears much less difficult regarding agreements
between two countries pursuing bilateral policies since relations may be checked by trade
statistics, defective as they may be, and bilateral payments requiring transfer.
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to the consideration of the British interests involved, into the trade
regulation and commercial policy structures found in different countries.
If the term “policy > can be used, then it may besaid that British policy
has been purely opportunistic in character in contrast to the uniform
principles which the American Government has devoutly pursued.
The outstanding fact about British external trade policy since the
adoption of full-blown tariff protectionism is its strong bilatera lflavour.
If the earlier chapters have demonstrated anything it is this one fact.
The purposes of British bilateralism have been twofold — the imme-
diate expansion of exports to certain markets, and debt collection from
other countries.

While the British Government has officially recognized, in its
import policy, the application of the most-favoured-nation principle
to quantitative restrictions, the quota and quantitative concessions
obtained from foreign countries have, with a few minor exceptions,
been totally and explicitly divorced from any concept of equality of
treatment. Both the provisions themselves, and the context of the
agreements into which they have been inserted, offer incontrovertible
evidence of this fact. The objective has sometimes been an immediate
expansion of British exports in return for a promise to limit in some
fashion any further restrictions which might be imposed upon imports
into the United Kingdom. In other cases, the British Government
has deliberately wished a restriction of the quotas allotted to United
Kingdom products in order to facilitate debt collection.

In both cases, the British Government has accepted, or indeed
sought, quota provisions upon an arbitrary basis according to the
bilateral balance of trade, and, for the latter group of countries
mentioned above, the bilateral balance of payments.

As the period during which quantitative restrictions have been in
effect lengthens, the difference here between British and American
policies narrows down somewhat, since American quota concessions,
as was shown above, must also become more and more arbitrary.
The underlying conception of quota concessions has, however, been
radically different. While in the longer period American devices in
this field become more arbitrary, i.c., bear little relation to what trade
would be in the absence of such restriction, the British Government,
from the start, have disregarded any principles and have definitely
linked such quota provisions with the bilateral balances of trade and
payments. Even in the longer period, arbitrary treatment regarding
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quantitative controls based upon a desire not to secure any preferences
must lead to different results, in some degree, from a policy expressly
premised upon bilateralism.

The British Government has avoided the problem of unintegrated
trade and payments control which faced the United States, under its
most widely used exchange provisions, by the employment of bilateral
exchange and clearing agreements with many countries. These
essentially earmark the proceeds of imports from the countries con-
cerned for United Kingdom requirements. The dominant charac-
teristic of these agreements has been their employment as debt-
collecting devices. Current trade has been gencrally subordinated to
the purpose of liquidating past trade debts and the transfer of financial
payments. ‘The British financial creditor has been placed in a superior
position.

It is to be noted that, on the question of blockage the British
authorities have taken basically the same position which the new
exchange provisions of the United States imply, »7z., that it is better
to have a smaller strcam of exports for which the transfer of payments
is possible, than a larger volume of exports accompanied by blocked
payments. This objective has led the British Government to welcome
restrictions upon British exports in certain instances, to provide for
increased imports into the United Kingdom, and repeatedly to warn
United Kingdom traders to keep down the volume of their exports in
cases. This may be considered analogous, in some degree, to the
potential encouragement of quantitative restrictions upon American
exports which the new exchange provisions provide for.

But beyond this the integration of trade and payments in the
two systems of commercial policy differs very widely. The British
Government has secured integration through payments agreements
which allocate practically all of the sterling arising out of British
imports from the individual countries concerned to British transfer
requirements regarding that country. In the clearing agreements the
United Kingdom has carried out essentially the same objective by more
drastic measures. The bilateral and preferential aspects of such
arrangements are completely alien to American policy in this field
which is directed towards meeting this problem, as far as is possible,
within the framework of the principle of equality of treatment.

It is worth while recalling in this connection the position of the
American Government regarding blocked trade debts and financial
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payments in American commercial policy. In sharp contrast with
the British position, the American Government have generally felt
that such questions concern it only in so far as discrimination may be
practised by a foreign Government against its nationals, as compared
with the treatment accorded to the nationals of any other foreign
country. The liquidation itself of such debts has been officially
considered a matter of private concern alone.! For this and other
reasons such questions have not formed a part of the economic agree-
ments concluded by the United States with foreign countries.? The
basic reason perhaps for this position, under the new American trade
policy, is the belief that attention should be concentrated upon current
trade and current trade restrictions.? In this manner it was anticipated
that the relaxation itself of trade barriers would ease the problem of
international payments and so permit other than current trade debts
to be settled.t

The use of payments agreements to ensure bilateral payments
due to persons in the United Kingdom has, of course, involved pre-
ferential treatment and discrimination against other countries. The
criterion under these agreements becomes, not the size of British
demands for transfer to the United Kingdom in proportion to the
total foreign exchange available, but the volume of imports into the

! e.g. U. S. Department of State, Press Releases, Weekly Issue, No. 251, July 21st, 1934,
p. 6o.

2 The Brazilian agrecement might be considered an exception, though it is quite signi-
ficant that the financial provisions really formed a supplementary agreement in addition to
the agreement proper.

3See U. S. Department of State, *‘ International Trade and Domestic Prosperity ”,
Commercial Policy Series, No. 3, 1934, pp. 9-10.

‘“ The current emphasis, therefore, on the current and variable state of the trade balance
and the tendency to make such balances, country by country, the basis of an increasing
number of special agreements connected with debt payments will inevitably cut across
natural channels of trade, and may not improbably reduce the total volume of trade and
general transfer capacity. Furthermore, since the terms of such special agreements are apt
to depend on the real or conceived bargaining position of each of the parties at the moment,
the result of the pursuit of this policy will be to make the matter of debt payments a question
of national relations rather than obligation or of contract. Such a process must inevitably
result in discrimination between various creditors, and thus augment the causes of dispute
and ill-will between countries.” An excerpt from a memorandum by Mr. Cordell Hull,
transmitted to the German Government. U. S. Department of State, Press Releases, Weekly
Issue, No. 248, June 3oth, 1934, pp. 447-448.

4 It is not believed that the authority existing under the terms of the Reciprocal Trade
Act of 1934, as extended in 1937, would permit in itself consideration of blocked debts.
Nor could this be done under the general powers of the President over foreign relations.
But special legislation could certainly be enacted.
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United Kingdom.! There is no provision for the multilateral character
of international payments, and the principle of equaiity of treatment
which underlies multilateralism is completely disregarded. It is, of
course, true that individual interests have benefited from such agree-
ments, but can this be the criterion of policy for a country such as Great
Britain, or any country for that matter ?

It was argued in an earlier chapter that Britain’s clearing agreements
are also open to criticism. It was shown that even from the narrow
view of balancing bilateral payments such agreements have encountered
serious difficulties. By the very nature of things, it has been impos-
sible to determine a rate of conversion which would enable the various
transfers to be made without leading to an unbalancing of the clearing
accounts. Such rates must always be arbitrary in respect of the
objectives sought, owing to the absence of the required data and
market forces necessary to establish a suitable rate of conversion.
It is probable that a different economic organization from that prevailing
in Britain, and possibly also a different political structure, would be
required for a smoother operation of such agreements. Even in the
latter case there would be great difficulties, of a somewhat different
nature, perhaps, since inter alia the rate established would be a most
important factor in the barter terms of trade between the two countries.

In the case of Turkey, the transfer of payments regarding ordinary
clearing trade is now almost two and one-half years behind. The
Rumanian Agreement has seen violent swings, which successfully
made Britain first a creditor and then a debtor on clearing account.
Only the severe restriction of British exports has prevented an unbalanc-
ing of the clearing accounts in the Italian clearing agreement. To
attribute these developments simply to the fact that the “ proper”
rate of conversion has not been established is to beg the question.
Apart from the unwillingness of debtor countries to increase the real
burden of their debt through a modification in the bilateral rate of
conversion, no such rate can be found. In any event, under British
experience, trade, strait-jacketed into a clearing structure, takes on a
spasmodic and paralytic character.

From a broader viewpoint, of course, such agreements, as well
as payments agreements, are open to serious objections on the

11t may be noted that in the case of Argentina, since the end of 1933, the problem has
taken the form of the rate at which exchange is allocated. Here the effect appears similar
to that of a preferential tariff.



150 CONCLUSION

grounds of their destructive effects upon multilateral trade and payments.
Whatever may be said of other countries, it cannot be maintained that
a country whose commanding position in the economic world was
vitally dependent upon multilateralism stands to increase its national
dividend through a further destruction of that system.! For a country
such as Great Britain the pursuit of such a policy holds disastrous
implications. It is difficult to perceive how such a policy can fail to
react adversely upon the trade and payments position of certain other
countries, and through these to have further repercussions upon British
trade and payments.?

British trade policy itself contains a confession of the breakdown
of these bilateral arrangements. The institution of special joint-trading
otganizations to sell the products of clearing countries in free exchange
markets, to enable British debts owed by the clearing country to be
paid, certainly appears in this light. Such arrangements, as was noted
earlier, constitute a type of fotced and distorted reversion to the multi-
lateral system to enable a particular bilateral payments arrangement to
work. It was also noted earlier, in this connection, that the breakdown
of rigid bilateral agreements might be viewed as the logical conse-
quence of an attempt to force bilateralism upon a world’s production
structure, built up upon the basis of international specialization of the
world’s resources along lines determined by comparative advantage.

In summary, therefore, it can be stated that the British system is
ptimarily a bilateral one. The Government has insisted upon imple-
menting the principle of bilateral balancing of trade where financial
and blocked trade debts have not dictated otherwise. In such cases
the weapon of the import balance has been used to the hilt. These
agreements not only generally refer to the necessity of evening out the
bilateral trade balance, but contain provisions which must be clearly
preferential in their nature. In the payments agreements, bilateral
balancing of payments is provided for. In certain cases there has been
strong pressure, publicly acknowledged, for the diversion of trade to
the United Kingdom. In the clearing agreements, Britain has not
insisted upon bilateral trade balancing since this would have made

1 For a British commentary in this respect see F. W. Paish, Menorandum on the Effects
of Exchange Control on British Trade, International Institutc of Intellectual Co-operation,
Paris, 1939, pp. 14-15. (Mimeographed documcnt.)

2 For a brief compatison of the German and British clearing agreement see The Economist,

May 13, 1939, p. 375.



CONTRASTS IN TRADE POLICIES ISI

impossible the transfer of financial payments and trade debts.! Indeed,
the British Government in the case of Italy, and also Turkey, speci-
fically desired a restriction of United Kingdom exports and a stimulation
of imports. In the former case, increased British exports upon a bilateral
basis had been negotiated when British creditors had been paid off,
but 2 new accumulation of arrears led to new restrictions upon exports.
[n any case, these clearings provide for bilateral balancing of payments.2

With regard to the trade relations of the United States and the
United Kingdom with Germany, a few comments seem appropriate
tere. It is undoubtedly true that British relations with Germany
1ave proceeded much more smoothly than have those of the United
States. However, Britain’s trade is regulated through a payments
igreement, which the United States could not adopt because of its
wctive trade balance, and would not because it is opposed in principle
o such agreements negotiated with Germany. It is less difficult to
it a trade policy into the German bilateral system when the bilateral
rade balance is such as to incline the German Government to treat
avourably the imports of the country concerned. Moreover, in the
ibsence of such inclination the possibility of retaliation forms an added
nducement. Perhaps, if the United States had a passive trade balance
vith Germany, the course of the recent trade relations between the
wo countries might have been, in the short period, somewhat less
trained. Trade relations with Germany on this basis, however,
vould not in any way constitute a furtherance of the principles motiv-
iting American policy.

The British Government has, then, used to the hilt its enormous
»argaining power to secure preferential and trade canalizing agreements.?
Che meaning of the most-favoured-nation principle in British com-
nercial policy has undergone a peculiar transformation in recent years.
ime and again in recent years, the British authorities have officially
pproved the most-favoured-nation clause, yet, as this study has
lemonstrated, Great Britain has done violence to the principle of which

1 This is also truc of the payments arrangements with Germany. As was noted in the
elevant chapter, the United Kingdom expressly accepted and approved an import balance
s the only method by which financial debts due the United Kingdom could be paid.

2 The Anglo-Russian agreement falls in this category, also providing for bilateral
alancing of payments.

3 This bargaining power has been composed of an import balance of trade, agricultural
rotectionism, the new flexible tariff, imperial preference and the existence of alternative
surces of supply for the agricultural products of certain countries not possessing alternative
rarkets for their products.
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that clause is an embodiment. If the British concept of most-favoured-
nation relations can be compressed into a single statement, it would be
that they are willing to grant equality of treatment in the British market
for something more, in some cases a great deal more, in return as regards
their exports.! It must be such treatment which the British Govern-
ment regard as meeting ‘ reasonable requirements... in regard to the
treatment of United Kingdom goods.” 2 In other cases the principle
has been completely set aside by the negotiation of bilateral payments
and clearing arrangements.

It is difficult to reconcile the facts stated above with the views
expressed by the President of the Board of Trade when he described
British trade policy in the following terms 2 2

“ Our policy is founded on equality of opportunity for all nations,
and is qualified only by the duty of other nations to play their part in
the same general scheme. Our policy rests on the belief that only the
removal of the artificial restrictions which at present hamper multi-
lateral trade can restore the volume of turnover which was reached
before the crisis of 1931...”

A real conflict exists between the commercial policy systems of
the United States and Great Britain. British bilateralism must seriously
impede the efforts of the United States to promote multilateral trade
upon the basis of non-discrimination. This obstruction results from
the destruction of the multilateral system which the British agreements
aggravate, and the difficulties which they offer to the American trade
agreements programme itself. The United States, by the very nature
of its trade policy, cannot negotiate a trade agreement with a country
already bound to accord wide preferential treatment to the United
Kingdom. Such countries as Argentina, Denmark and the three Baltic
countries, for example, can hardly undertake to grant American products
equality of treatment when they are under heavy pressure from the
United Kingdom to accord products of the latter country preferential
treatment in line with the principle of bilateral trade balancing.

How could Argentina under the older form of American exchange
provision undertake to allocate exchange to the United States upon

! The British Government has recognized the application, with respect to United
Kingdom imports, of the clause to quantitative controls. Parliamentary Debates, Commons,
Volume 324, May 25, 1937, Col. 98.

3 Parliamentary Debates, Commons, Volume 309, March 3, 1935, Col. 1175.
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some fair and equitable basis when the United Kingdom reserved for
its own requirements all of the sterling proceeds of imports into the
United Kingdom ? Even under the newest form of exchange provision,
Argentina cannot permit exchange to be allocated to American require-
ments at a rate as favourable as that granted to exchange for British
requirements when the reason for such differential exchange rates is
principally a scarcity of exchange. Nor would the provision prohibiting
restrictions upon the transfer of payments be possible, since any threat-
ened scarcity of exchange would be met by the imposition of quanti-
tative restrictions which would have to be upon a basis bearing
some resemblance at least to the principle of equality of treatment.
Such a move would require some proportionate restriction of British
imports but this would be impossible under the terms of the Anglo-
Argentine agreement.!

To cite one example of the practical operation of British policy
in Argentina, in 1933 — shortly after the Roca exchange agreement — an
official circular was issued in Argentina providing that all dollar
transfers were to be made only in dollars derived from Argentine
exports to the United States. While this was the subject of a memo-
randum of protest on the part of the American Government and was
subsequently repealed, it is illustrative of the difficulties which face an
American trade agreement with that country.?

With regard to British clearing agreements, it is not insignificant
that shortly after the institution of full bilateral clearings with various
countries concerned, the American Secretary of State, Mr. Cordell Huil,
considered it appropriate to make the following observations 3 :

““ The establishment of an effective régime of equality of treatment,
however, requires not only that nations refuse to grant preferences in
their own markets, but also that they refrain from seeking a preferred
position in markets of other countries. The pursuit of exclusive
advantage tends to render it difficult and, in certain cases impossible,
for the country which grants them to extend equally favourable and hence
non-discriminatory treatment to the commerce of all nations. Unfor-
tunately, in this respect, the practice followed in recent years by some

1 It is interesting to note that no exchange provisions providing for equality of treatment
appear in the Anglo-American trade agreement. These provisions have been frequently
inserted in trade agreements with free-exchange countties.

2 Buenos Aires Herald, June gth, 1933.

3U. S. Department of State, Press Releases, Weekly Issue, No. 347, May 23, 1936,
pp. 535-536. Italics mine.
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important countries has, in scveral important instances, diverged from
essential adherence to the principle of equality of treatment.

‘“ This divergence is particularly apparent in the making of clearing
agreements, which almost inevitably result in inequality of treatment :
preference for the country initiating the clearing agreement and discri-
mination against some, if not all, other nations, in that the foreign
exchange receipts of the country in question are not divided among its
creditors on current accounts in proportion to the size of their claims
but according to an arbitrary plan.

““'The logic of the clearing agreement technique is bilateral balancing
and, as I have indicated, bilateralism is inherently discriminatory and
tends to level down the volume of trade between countries entering into
such arrangements, rather than to augment an already diminished trade.
I therefore cannot sufficiently stress the relation of angmented world trade to the
abandonment of short-sighted artificial expedients, and the vital importance
of the world returning again to the sound principle of most-favoured-
nation non-discriminatory treatment — a principle which served well
the interests of world trade for many years, and which, therefore, has
proven itself by the test of experience.”

The significance of this clash may be far-reaching with respect to
the future of the commercial relations between nations.! Clearly,
the success of the American programme of reducing international
trade barriers and promoting multilateral trade must be of concern to
Great Britain. If Britain’s vital interests are similar to those of the

United States, it appears that a great opportunity, which may not recur
for years to come, for economic collaboration of the most powerful
sort is being wasted because of the essential short-sightedness of

British external economic policy.2

1 Tt should be noted that the two Govemnments have also differed in the question of
long-tetm debt payments due by Germany, the United States insisting upon equality of
treatment without success, and the British Government succumbing to the pressure of
British financial interests, and accordingly securing preferential treatment. Sce, e.g.,
U. S. Dcpartment of State, Press Releases, Weckly Issues Nos. 241 and 270, July 31st, 1934,
and December 1st, 1934 respectively.

2 The Anglo-American trade agreement has been possible principally because Britain
does endeavour to apply the principle of equality of treatment to imports and because the
United States was willing to recognize officially the discriminations of imperial preference.
The chief effect of the agreement appears to have been the further reduction of the uncon-
scionable American tariff. Nothing was done regarding British bilateralism. In spite of
this, however, the agreement, at least from the American side, must be viewed as a real
achievement.

The recent barter agreement, wheat against rubber, between the two countries could
hardly have originated in the Department of State of the United States. Sce s#pra pp. 43-44
and Cmd. 6048.
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It is true that were the British authorities to shift to a full régime
of equality of treatment, the same difficulties of implementation would
be met regarding quantitative controls and exchange restrictions which
have faced the United States. But there would be important differences
in the situation. The foreign countries concerned would be freed, to
this extent, of any compulsion to treat British products upon a bilateral
and preferential basis. This, in turn, would provide greater scope in
the formulation of the external trade policies of such countries. The
economic satellites of the British market would be especially affected
by a reversal in British policy.! If this were combined with a consid-
erably more liberal British import policy, particularly as regards
agricultural products, it is quite possible that such extra tariff controls
might in time be abolished in some, if not all, such countries.? In
all cases, the multilateral system, with its real income implications,
would certainly function over a wider area.

But the most important result would be the immense influence
which such a British trade philosophy could be expected to exert upon
the course of commercial relations. The full weight of the cnormous
economic power of the United States and Great Britain could be placed
behind the restoration of a liberal international trading system. This
would probably be its great contribution. Under such collaboration,
the problem of non-tariff trade controls would probably become relative-
ly simple, for the force of such co-operation could remove the
underpinnings of these controls.?

These observations are less easy of application to the trade relations
of various countries, within the contemplated liberal system, with
Germany and countries of the “ mark area”. The net result might
be the existence of two very different trading systems. The possibilities
of rapprochement hardly appear promising, for the German system
would presumably maintain its rigid control of trade and payments.
This would lead to the problem of fitting a multilateral into a bilateral
system, with all the difficulties which this study has shown must accom-

1 To make this fully effective a considerably more liberal United Kingdom impott
policy, in line with the tendencies in Ametican policy, would be necessary.

2 A number of other factors would, of course, also be involved in such a process, but
the one mentioned here would certainly rank among thc most important ones.

3 The writer, during his travels to various countries in Europe, has been impressed with
the strength of the liberal tradition in many of the smaller countries which are heavily
dependent upon the British market. They correctly arguc that they cannot, however willing,
return to the liberal system unless British policy is changed.
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pany such an attempt. Further consideration will be given to this
aspect in the final chapter.

However, as desirable as the above approach suggested might
seem, the fact must be faced that there is little hope of such collaboration
materializing. The roots of British bilateralism, and protectionism,
are so deeply embedded in the internal economy of Britain that the hope
of any change in the near future appears dismal indeed. And herein
probably are to be found some of the basic reasons for the divergencies
in the policies of the two countries. The impact upon an already
hardened industrial structure of wide agricultural and industrial protec-
tionism, the adoption of the principle of reciprocal imperial preference,
and the astounding degree of cartellization of industry have profoundly
changed the character of the British internal economy.! Liberal trade
principles have been abandoned. The emphasis upon an immediate
expansion of exports leads one to the belief, in the circumstances,
that the rigidities in the British economic structure have inspired the
British Government to seek to retrieve and maintain its competitive
position in export markets through the full utilization of Britain’s
bargaining weapons.? In this way the inherent costs of flexibility have
been side-tracked and the economic effects of this resistance partially
offset in the short period. In the longer period, Britain’s real standard
of living must suffer.

Indeed, there is abundant evidence indicating that Britain will
depart even further from the liberal system. The position taken
regarding commercial policy by such important organizations as the
Association of British Chambers of Commerce and the Federation of
British Industries offers definite evidence in this direction.? The coal
agreements with Germany and Poland in respect of competition in
neutral markets certainly suggest the same conclusion. Moreover,
the discussions between the Federation of British Industries and the
Reichsgruppe Industrie, held during the eatly part of 1939, were to
have led to the division of foreign markets and agreements regarding
prices of competitive products as ‘““a most important step towards a

1 See Professor Ben. W. Lewis’ admirable pamphlet, Prices and Production Control in
British Industry, Public Policy Pamphlet No. 25, University of Chicago, 1937.

2 There is no evidence to support the view that unorthodox German trading methods
has been a factor of any real importance regarding Britain’s export markets in recent years.
See  Germany’s Trade Offensive **, The Economist, London, November 5, 1938, pp. 263-264.

3 E. g., The Daily Telegraph and Morning Post, October 21, 1938; Association of British
Chambers of Commerce, Report on Export Trade, January, 1939; The Times, April 20, 1939;
The Economist, London, May 13, 1939, p. 365.
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more ordered system of world trade ”’.! The extent of Anglo-German
collaboration anticipated is indicated by the following extract from the
joint deéclaration of the two organizations issued in Dusseldorf,
Germany.?

““The two organizations realize that in certain cases the advantages
of agreements between the industries of the two countries, or of a group
of countries, may be nullified by competition from the industry in some
other country that refuses to become a party to the agreement. In
such circumstances it may be necessary for the organigations to obtain the
belp of their Governments, and the two organizations agree to collaborate
in seeking that help.

‘' The two organizations agree that it is their objective to ensure
that as a result of an agreement between their industries unbealthy compe-
tition shall be removed. Their aim is to secure as complete co-operation as
possible throughout the industrial structute of their respective countries.”

The consummation of this projected industrial entente has been
delayed by the political difficulties between the two countries.

Finally, it would be a serious mistake to distegard the profound
changes in British psychology, on the question of international economic
relations, which has occurred since 1931. Protectionism and the new
objectives and techniques of commercial policy have found fertile soil
in Britain. British interests have become enamoured of economic
control and regulation. The British Government has supported and
encouraged these interests without any understanding being demon-
strated of the implications from a national standpoint.

It appears as though America may, therefore, have to struggle
alone in the endeavour to promote the principles underlying its trade
policy. The odds are heavy against its succeeding, but the stakes
are high. .

1For the full text of the agreement between the two organizations setting out the
framework within which detailed agreements were to be concluded, see Parliamentary
Debates, Commons, March 21, 1939. Presented by the President of the Board of Trade.
3Jbid. Italics mine,
12



CHAPTER XIII

SYSTEMS OF COMMERCIAL POLICY :
THE PROBLEM OF RAPPROCHEMENT

The central theme of this study has been the technical aspects of
present trade relations between regulated and unregulated countries.!
In the preceding chapters, the trade relations of the United States and
Great Britain with regulated countries was examined in some detail.
The main purpose has been to shed some light upon the problems and
possibilities of rapprochement between the regulated and unregulated.
It has been demonstrated that many difficulties have met the efforts
of the United States and Great Britain in this direction. The radically
different approaches of these two countries was also brought out.

In the absence of political upheaval, it is no longer certain that
regulated cquntries, as defined in this study, are fated to disappear in
the near future, or even in the distant future for that matter. The
autarkic economic orientation of certain important countries, and their
desire to isolate their internal economy from the influence of fluctuations
in the world economy 2 necessarily imply the permanence of severe
controls over external trade. It is quite doubtful, moreover, whether
the economic satellites of the markets provided by such countries will
not be compelled to knit their national economic policies and structure
into the pattern designed by these countries. Inthese circumstances,
there will continue to exist a group of countries maintaining value-
judgments regarding the objectives of national economy and economic
organization to realize such objectives which will be diametrically
opposed in these respects to other countries of the world. The
inescapable economic interdependence of the various nation-states,
which cannot be completely eliminated for the most autarkic of them,
raises the serious question of the basis and character of the trade
relations of these countries in the world economy.?

The essential and immediate issue is whether, and if so under what

1See supra, p. 2 for the definition of the terms * regulated ” and “‘ unregulated ”
employed for purposes of this study.

2 E.g., the German aim of stable exchange rates and an independent Konjunktur policy.
See Fritz Meyer, ‘ Devisenbewirtschaftung als neue Wahrungsform ’, Weltwirtschaftliches
Archiv, May, 1939.

3 The discussion which follows is not intended to be exchaustive but simply suggestive
of the very broad outlines of the problem.
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conditions, trade between regulated and unregulated countries can be
maintained and expanded. Assuming the present political and economic
structure in the various countries, three possible categories of trade
relations between regulated and unregulated countries appear; the
unregulated country pursuing an active policy based upon the principle
of equality of treatment; the unregulated country seeking bilateral
balancing of trade or payments, or both as a general policy; the unre-
gulated country possessing no definite objective in mind but simply
maintaining bilateral trade and payments with regulated countries
upon an ad hoc basis.

The principle of equality of treatment as the cornerstone of com-
mercial policy, it has been shown, cannot be satisfactorily applied to
trade with regulated countries. As time passes, any devices which
have so far been conceived tend to become more and more arbitrary,
until completely devoid of any meaning in terms of equality of treatment.
There appears no method by which exports of the unregulated country
can be accorded treatment on the part of the regulated economy which
bears even an approximate relation to the basic competitive positions
of the different supplying countries. Nor is this surprising,for under
close regulation through State interventionism the forces determining
the origin of imports are subordinated to the various aims of the national
economy, which may be completely divorced from market consi-
derations. The principle of equality of treatment by its very nature
cannot function where market forces and private initiative are
suppressed.

In other terms, the conflict here is one of fundamentally incom-
patible economic systems. On the one hand, there is the system of
multilateral trade and payments operating and realized substantially
through the motives underlying private enterprise and initiative.
Trade flows are determined under this system primarily by market
forces. Such controls of trade as may be maintained are related chiefly
to the conditions under which trade may be conducted, and not the
volume, character and national origin of the trade itself. It is a system
based upon the free convertibility of currencies and the close inter-
relation of national price structures linked by exchange rates bearing
some relationship to the internal real purchasing power of the currencies
concerned. Bilateral trade balances are ignored as such and are con-
ditioned by private initiative seeking most profitable developments.

On the other hand, there is the system of governmentally controlled
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bilateralism, fully assimilated into internal economic policy and con-
structed for national purposes generally inconsistent with any consid-
eration for the principle of comparative advantage underlying the
multilateral trading system. ‘The requirements of the State, as they are
conceived by the authorities, determine the volume, character and
national origin of imports. Economic relations with individual
countries follow no set pattern but are shaped by the conception of
the réle each such country is to play in promoting the higher objectives
of the State in question.! There is a welcomed isolation of national
price structures, and exchange rates become one of the tools of mani-
pulation, and frequently of penetration, employed to realise vatrious
national aims.?

The systems are therefore completely antithetical in nature, scope
and purpose. Reconciliation through technical devices permitting
the principles of the unregulated country to fit into the niches set up
by the regulated country does not appear possible. For a while, some
devices may be created which will appear to serve the function of
reconciliation. In the end, however, the incompatible elements must
rise to the surface and hinder international trade between countries
in the two groups.

At best, in these citrcumstances, there is a kind of ad hoc trade
divorced from the principle of equality of treatment and shaped by the
policies of the regulated countries. Again, in the short period, if the
regulated country has had an active balance of trade or payments with
the unregulated country, trade will be facilitated to some degree because
the former may be inclined to afford more favourable treatment to
products of the latter country than would otherwise be true. This
would conflict, of course, with the trade principles of the unregulated
country since it would be based upon a bilateral concept.?

1 Clearing agreements become an active weapon of trade development which may be
used to influence consciously and directly the economic development of satellite countries
in accordance with the aims of national policy. See Karl Schiller,  Der Internationale
Wettstreit in den Handelspolitischen Methoden », Zeitschrift Fiir Die Gesamte Staatswissen-
schaft, July 1939.

2 Under this type of system, i.¢.,of wide State interventionism, even f it were technically
possible to apply the principle of equality of treatment, the presumption is that the exigencies
of national policy will required discrimination to be employed. The possibility of applying
this principle would, if this were desired, in any case be possible only in the event of a
conjuncture of circumstances which permitted the aims of national policy to be realised and
at the same time allowed the implementation of the principle of equality of treatment — a
highly unlikely situation.

8 The case under discussion involves a country which pursues the principle of equality
of treatment and is unwilling to contaminate this policy with any bilateral agreements
whatsoever. Other possibilities are examined in the next two cases to be considered.
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In the longer period, however, this situation is much less satis-
factory. . It would depend upon the maintenance of the existing bilat-
eral relations. Market forces, which undet the multilateral system might
conceivably modify the position, would be suppressed on the part of
the regulated country. 1In effect, the regulated country would demand
at least evenly balanced bilateral trade and payments. ‘The unregulated
country, ex hypothesi, would be unable to meet this demand, nor would
it wish to do so. Trade under such conditions would tend to become
spasmodic and paralytic in character — i.e. a further qualitative deterior-
ation in trade would result. Trade might be “stabilized” for the
regulated country but would, from the standpoint of the unregulated
country, lose its dynamic character and be strait-jacketed into bilateral
channels.

It appears, therefore, that under the assumption of the existing
political and economic organization the conscientious implementation
of a full régime of equality of treatment does not offer any material
possibilities of bridging the gaps in the two systems under discussion.
Expanding trade in this case must be difficult,and both quantitatively
and qualitatively inferior to the flow of trade between unregulated
countries upon a multilateral basis.

The second case suggested involves trade relations between a
regulated country and an unregulated country whose trade policy pos-
sesses a strong bilateral bias. Here the situation appears less clear than
the preceding case. It is at once obvious that the unregulated country
must have an import balance of trade, for if this wete not so there would
not be any incentive towards bilateralism. In the latter instance, it
would probably be quite difficult, in any case, to realize bilateral prin-
ciples without shifting over into the category of regulated countries.

With regard to tariffs, presumably these would have little or no
significance as instruments of trade control in the regulated country,
and preferential or discriminatory treatment could be requested because
of the bargaining lever of the import balance. Provided that legal
most-favoured-nation tariff obligations, such as exist in a regulated
country, permit, this would be most consonant with conditions in the
unregulated country and would give the most flexibility to trade.
In practice, however, it is likely, especially if the unregulated country
were pursuing an aggressive policy, that such a country would utilize
all of the measures at the disposal of the unregulated country to promote
its exports.
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With regard to quantitative controls, the unregulated country
would not be bound by the application of any principle save that of
evening out the trade balance. Trade agreement provisions regarding
quantitative controls could, therefore, be arbitrary in nature and simply
provide for a specified volume of exports of the products concerned.
This would not rest upon market forces and would, in many cases,
compel the importing country to pay prices higher than those prevailing
in other national sources of supply. Trade, i.e. exports to the regulated
country, would be by periodic arbitrary increases which basically
might depend upon the volume of imports into the unregulated
country.

There is, thus, no problem here such as was found in the first case
regarding the application of the principle of equality of treatment.
But,at the same time, trade cannot expand except by governmental fiat
and must become subject to all the vicissitudes of frequent bilateral
negotiatioff. Such increases in exports to the regulated country as do
occur possess a jerky and uncertain character. To the extent that the
bilateral policy vis-d-vis individual countries can be carried to its logical
consummation this unstable quality of the trade is accentuated. In
the indeterminate zone, as regards bargaining power, which is reached
with a close approximation to a bilateral balance, the shifts in trade,
particularly under the controls of the regulated country, may become
violent according as uncontrollable factors tend to upset the balance.

The control of international payments by the regulated country
may also be used to serve the purposes of the policy of an unregulated
country. Exchange agreements providing a preferred position for
the requirements of the unregulated country may be set up. The
total proceeds of imports from the regulated country may be earmarked
for such requirements. Technically this is a relatively simple process.
Such arrangements may work quite well, for a period at least, from the
standpoint of the bilateral payments between the two countries. In
other cases, the conditions of powerful competition in the regulated
country may disrupt the agreements. In all cases, where the control
over payments is very severe, the rate of exchange established with
respect to the currency of the unregulated country, to the extent to which
it is arbitrarily determined, will afford an important obstacle to smoothly
flowing bilateral trade.

Clearing agreements with the regulated country may also be
employed. But here, it is to be observed, the unregulated country
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transfers part of its trade to a regulated basis in both directions. It
takes on in part the character of a regulated country. However, since
other aspects of economic policy and organization are not, presumably,
correspondingly modified, all the problems of a mixed system and
none of the facilities of regulated countries, inter se, appear. This
situation reflects itself in the difficulties connected with the rate of
conversion. It is quite improbable, even from a purely technical point
of view, that clearing agreements can afford a suitable framework for
bilateral relations.

Payments and clearing agreements are considered above as instru-
ments for the regulation of bilateral trade. If debt collection is made
a primary objective of such agreements, their structure and operation
will be correspondingly modified. Ultimate realization of the principle
of bilateral balancing of trade will probably be foregone in order to
provide the basis for debt transfer.! In this event, bilateral trade becomes
more difficult since it is consciously shaped to meet objectives external
to the trade itself. The technical difficulties increase, while trade may
be suppressed owing to the necessity of transferring payments upon a
bilateral basis which formerly might have been settled through multi-
lateral channels.

The integration of trade and payments achieved under payments
and clearing agreements does not exhaust the possibilities here. It
is conceivable that the unregulated country might require that no
restrictions be placed upon the transfer of payments for its requirements.
With respect to trade, exports to the regulated country might then be
treated upon a quantitative basis. This would necessarily be arbitrary
and would be subject to the observations made eatlier in this respect.
As a technical measure, however, such arrangements would probably
lack the compulsory force of payments and clearing agreements.

Should a country, classified for purposes of this study as unregulated,
adopt a policy of exporting to regulated countries under the various
technical arrangements described above and endeavour at the same
time to pursue a programme of equality of treatment as regards imports,
one effect would be a further development of bilateralism all around.?
Such a policy, by reducing the trade and restricting payments of other

11t is probable that, if the financial interests concerned constitute a sufficiently strong
pressure group, the unregulated country may even welcome subsidized imports, particularly
if the rate of conversion or exchange of the regulated country’s currency is over-valued in
terms of the unregulated country’s currency, in order to facilitate debt collection.

3 British trade policy falls in this category.
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untegulated countties, pursuing a different policy or in a different
bargaining position, in the end must have repercussions upon trade and
payments of these countries with the country in question. This
presupposes that the principle of bilateralism does not govern trade
with all countries, a principle which might not be considered advan-
tageous in respect of certain countries (unregulated) with which an active
balance of trade exists. It is also questionable whether an unregulated
country could actively employ a full bilateral policy as regards every
country and still remain in the category of unregulated countries. ‘The
effect, none the less, would probably be to increase the bilateral character
of such a country’s trade.

Trade between regulated and unregulated countries, in the case
under discussion, appeats in the short period to be less difficult technically
than appeared in the first case. Even here, however, a serious deter-
ioration in the quality of international trade seems inescapable for
the reasons pointed out above.

But of prime significance are the economic implications, from
the standpoint of the unregulated country, of trade conducted under
these circumstances. It is at once apparent that such a country avow-
edly sacrifices the benefits of the international specialization of the
multilateral system. If the unregulated country’s production and trade
structure has been heavily multilateral in nature, the imposition of a
bilateral framework into the trading system must inevitably lead directly
to a disruption of the relations with at least some of the regulated
countries in the short period. In the longer period, if such difficulties
are to be removed and more satisfactory bilateral arrangements are
to be achieved,the character of the internal economy may have to be
seriously altered in view of the destruction of its multilateral base.
And the logic of comparative advantage is inexorable, so that real income
sacrifices must be expected. It is, moreover, the unregulated country
which makes the real, though not immediately obvious, sactifice, for the
regulated countries will presumably have different value-judgments
underlying their national economic policies.

It is, therefore, dubious, to say the least, whether relations between
regulated and unregulated countries upon the basis provided in this
case are in the national interest of the unregulated country. If not,
then the only alternative, upon a wide scale, appears to be the situation
of the first case. The possibilities there have already been discussed.

The third case is not an important one from a technical standpoint.
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Here the unregulated country does not endeavour to implement any
patticular type of policy but simply establishes some kind of basis for
commercial interchange. This is more of an interim type of policy
which does not really attempt to provide a lasting basis of recon-
ciliation with regulated countries. The technical devices of the first
and second cases may be employed with respect to different countries.
The degtee to which trade is possible here will probably depend princi-
pally upon the balance of trade with the regulated countries concerned.
In effect, a sector of the country’s trade will be carried on arbitrarily
under different conditions and principles. Generally, countries in this
group will be those too small to pursue a vigotous independent
commercial policy and forced, therefore, to take their cue from the
leading commercial Powers forming their major markets. The
character of the policies of these latter countries will affect the nature
of relations of States in this group with regulated countries. Ultim-
ately, these relations will be determined by the position of the great
commercial Powers as regards economic rapprochement with the
regulated countries.

From the view of the future of commercial relations between
nations, it is becoming ever clearer that the world is dividing up into
sharply defined commercial policy blocs under the influence of the great
commercial Powers. 1In the absence of political upheaval, the question
of reconciliation between these blocs must develop an increasing
importance and concern for the nations of the world. The American,
British and German systems of commercial policy differ greatly in their
aims and methods. But the sharpest distinction appears between the
policies of the United States and Germany. Britain’s policy appears
to be midway between these two with the German system exetting a
strong pull in its direction. It is believed that the success or failure of
American policy will exercise a profound influence upon the future of
the British system. This will in turn be conditioned, in patt, by the
presence or absence of British collaboration.!

The real question is the future of commercial relations between
the regulated and unregulated systems, for it is here that reconciliation
meets the most serious obstacles. If the regulated system’s methods
and scope of trade control are considered an inescapable function of
the political structure of such countries as may be in this system, and

1 The problem of future Anglo-American relations is, strictly speaking, beyond the

scope of this book.
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if it is assumed, moreover, that the regulated system is a permanent
phenomenon, then the problem of rapprochement will become more
acute with the passage of time.

But given the present political and economic organization obtaining
in the unregulated countries, it is extremely difficult, if at all possible,
to devise a suitable basis of trade relations with regulated countries.
Even where this may be technically possible, owing for example to
the state of the trade balance, rapprochement involves economic
sacrifices on the part of the unregulated country. This is not to deny
that in the minutiz, trade may take place, but it cannot do so upon a
scale compatible with the availability and distribution of the world’s
economic resources.

From a purely theoretical and technical point of view, it is con-
ceivable that methods of rapprochement might be devised which would
permit some considerable expansion in trade, provided, however, the
necessary modifications are made in the political and economic systems
of the countries in one group alone, or by both groups. There is no
convincing evidence to support the view that the leading regulated
countries, which shape in a large measure the policies of satellite countries,
are willing to make such changes voluntarily. If this is true, then the
issue appears to be whether the unregulated countries ought to make
the necessary adjustments and thereby undergo the permanent economic
sacrifices involved, to say nothing of other sacrifices which may be
required. In the long period, it is difficult to doubt the wisdom of
enduring immediate and more apparent trade losses by refusing to do
this, in order to reap to the greatest possible extent the benefits of
international specialization upon the basis of comparative advantage.!
If changes are to be made, it is the regulated countries which ought to
be required to make them. If the history of recent commercial relations
has meant anything, it has demonstrated that the true and permanent
expansion of world trade depends upon further development of the
liberal system of international trade.2

1The trade of regulated countries in the world economy has always formed in sot0
but a minor proportion of world trade.

 The r6le of the leading and influential unregulated countries would involve inter alia
the reduction of their import barriers. For the United States, which must take the lead, the
greatest contribution it can make is to reduce considerably more than has been done the
unconscionable Hawley-Smoot rates of the Tariff Act of 1930. Vested interests will offer
a scrious problem but there is too much at stake to allow national considerations to be
overridden by their disproportionate influence.
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To argue that the trend of economic policies is away from the
liberal system appears to be a specious and most dangerous form of
reasoning. It constitutes a blind acceptance of and surrender to the
deficiencies in present international economic relations simply because
they are there, without any consideration of the positive approach of
what ought to be. The alarming degeneration of international relations
in recent years is primarily due to the acceptance of such negative
attitudes.
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