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1. The world 1s agein traversing a period of economic difriculties, certain
espects of which have much In common with the crises of 1947 end 1943, One

of the most outstending festures of the present situetion livs in the
disturtence cof trade csused by disorder in internationel payments. o doubt
the Korean wer, the additional burden imposed by rearmement, disturbed
ccnditions In the world markets for rew materials, heve helped to eggrevete
the intermsticnel economic situwation. It would, however, be & misteke to look
uron these factors ss wholly or even meinly responeible {or the underlyinz
(isequilibrivm revealed in the present disorgenizetion of trade end raywents.
2. The root ceuse lies fer deeper. It lies in the feilure of too neny
countriea to recognize-the unpeletadle fact thet two world wars heve grestly
1nrpoverishad their peoples end to trenslate that vecognition Into a resolute
and consistent policy of action. They refused to see that they were in the.
rosition of a man whose resources have been eaten up by a long illnees. tllﬂ
he 1s back an his feet, he may have to borrow or even accept gifts from
friends, but he will never retrieve his former position unless he works
harder end lives strictly within his means. This herd fact of life is e trve

for conmmities as it is for individuals. n s : fenlt
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4. The feult cermot be placed wholly on the govermments, slthough a certain
alocterel demegory played ite pert. In e peraistent sellers' meri=t end under

ha chalter of direct oontrols end protsction, ell sections of the commmity

W.re 1roseing to heve & lorger slice of s emaller ceke with less effort, The
fgovernrentes ware thereforse losth to cerry through the drestic end unpopular
policios of finenciel equilibrium et home end of expension end freedom
intormationally which the true interests of their countries end of sll clessaes

of workers end consumers demended,

L, The pressure of events is now Torcing countries to follow the herd peth they
should have chosen serlier. This hes teen meds more difficult by deley end by the
Introduction of new factors such ss reermswent end rew meterlel scercities, but th-
ricture i3 by no reans es blaeck as it might et first eppesr. On the credit side
there is the immense progress, since the war, in reconstructlon end expended
production under the gonerous impulse of the Mershell Plan, end the fact that

in meny EBuropeen countriss s great measuro of Internal end extsmel finsncilel
aquilibrivm has elready been etteined. There sre elso welcome sigs of & change
of direction not only in the vigorous measures elreedy teken domssticelly by
corteln countrim, but also In the growing recognition given by government circles
prectically everyvwhere to ths effectiveness of monetery end financiel ection es a
meeng of correcting disequilibrie. One thing 1f certain, however. Whilst
“mbblwas inavitehla ston.oan meamime alane without the driving force behind them
of a lang term policy are bound to fall end will leave the door wide open to new
orisos and ultimstely to the Dbresk-down of intemationsl eccnomic reletions. _
'5. It is with this long-term policy that the ICC is malnly concernmed here. Not
long-term in the sense of distent, but in the sense of a continuing progremme.

6. Before outlining its recommendations for such e programme, the Tudeynaticnal
Cuamber of Commerce believes however thet certain preliminery remarks will help t
“gmiﬁr the issues involved. | )

5 First, the intimate link between a Geficit in the balance of payments and
Kﬁi’latim at homs, in fact between external equilibrium and domestic policias in
generel, camot be over-emphasized. They sre reslly twin facets of the same
problem which 1a overspanding in ml&ticn to aveilebls resources. Experience has
ahom thet wnless a country vigorously fights infletion by @ sound financlel end
"mcn:etary policy at home, ite belance of payments problems cennot be sclved. Thet
is why the ICC recommendetions place so heavy en emphasis on measures of domestic

rolicy.
/6. Becandly,
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8. Secondly, there is an equally intimate link between tho strorgtkh of a
currcney and Lte frec oxchangeabllity, A curroney whick camnot To frocly
«rehanged egainet other currencles 18 nover really strong, since whkabt strength 1%
g 18 a purcly artificlal one created by controls. Theac conbrols, which cannot
be entirely effective, mive a false sense of security, end under their protection
costo and prices tendl to rise and devalustion 1 always in the offing, The
coupctitive position of industry is morcover weakencd by the inability to buy

and sell in the best markets. A really strong currency is a currency vhich cen
be used by ite holder to buy goods or settle dcbts anywhere in the world, If it
docs not fulfil this its primary function of an instrument of e¢xchange, it will
be wenk because the demand for it will be weak, No currency, moreover, can hope
to continue for long as a key currcney for large areas unlecs 1t ls freely
cxchangenble., The policy outlined below 1s thercfore primarily a progromme for
rapldly achieving a lasting world system of frecly ocxchangcable currencies, for
without this thcre can bo no healthy world cconomy. If therc wore a flexible and
unlversally accepted monctary mechenism bascd on a multilateral systom of trade
and payments and a bottor distribution of wonctary rescrves, therc would still be
problems of economic adjustment, but these would probably not be causes of
nonctary dislocation,

9. Thirdly, the type of domecntic pollcy advocated in thic program:e ghould not °
micunderstood, Such a policy would not rosult in deflating the level of sconomic
activity or in creating widcepread unemployment, It aims on the contrary at
egtimulating cconomle activity by crcating conditions in which preduction cen
duvelop freely and in which resources (including menpower) can direct themselves
towards more productive uses, The inevitable shift of rececurces involved will
reeom pome temporary hardehlp for all sectlions of the community. But 1f the nolic:
is put into effect while there 1s the inflatlonary prensurc of rearmement, this
hardship will be little felt, & general depression becing unlikely,

13, The adopiion of a sound anti-inflationary policy ie, however, undouhtedly a
complex political problem in many countries, If the majority of the people do not
underotand the lesves involved and the dangere into which 2 pollicy of easy spendin
1e lerding them, 1t will be difficult if not impoeeible for the governments to
roverae the tremd. It might thercforc be wise, in those countries wherc this 1s
politically possible, for busincssmen and workers to come together through their

representative organlzations in an atiempt to reach agrcemont to support a sound

/anti-inflationary
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anti-inflationary nolicy by their governmentes. In dealing with inflation, the
Leneborm Interoate of all porties to production are idontilcal with those of the
wngmers, and the govermments would foel free to act more vigorously if they hed
Suhiind them the support of all sectors of the cormunity.

11, Tourthly, emorgoncy mcasures, such as cute in lmporte and foreign spending,
mey bo inevitable as methods of halting the lmmedlete draln upon eesentlal
recexvor, But it should never be forgotten that measures of this kind run counter
to the lonp-term interects of the countries concerned and of the world economy ap
o whole, Vested Intercsts, moreovoer, always meke them harder to get rid of than
to introduce, Nor must it be forgotten that one countryle iwports and foreisn
ancnding arc other countries! exporte and forelan recelpte., The cxpanded
pduchion needed throughout the whole world economy cannot be achieved by an all-
roind campalgn for more cxports end lees imports. It is therefore most important
thik, however groat the emergency, &ll corrective measurcs be taken with duo
rcird to the working of the world cconomy ns a whole ond to the interests of
other countries,

10,  Tifthly, the prescnt mevhods in use in many count
cuch other for promoting cxports, such as direct and indirect subsidles, or any
othor moasurse which entail penalizlng the domestic consumer or the tuxpayer, are
among, the numerous causecs of inflation today,

13, Lastly, although in the recommendatione which follow domsstlc measurce are
Eiven first placc, this does not mean that therc should be a long CGelay between
domestic action and international action. It is obviously vital that a little
time should be allowed for domestlc pollcy to take efflect. As long =s there is
iInflatlon at home and monetary reserves are Insufficient, no country can afford
to meet the strong winde of a free world market, But, although somethin~ in the
peture of a time-table 18 essentlal, rapldity is equally so.

RECOMMENDATTONS
A. DOMESTIC

¥onotary versus Direct Controls

__lfli--_ The 1CC strongly urges the adoption of an active policy of monetary control
onvrated through the central bank snd the banklng eystem in general, Thie weuld
lorgely remove the need for dlrect controls, whlich arc expensive and inefficient as
e weans of directing resources into the most productive channele, However, the

/ncede
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noeds of rearmament may of course makc the continuance of some diruct controls
un~voideble for the tine bvelng. The great ndvantage of over-cll monstery action 1
that it places the responsibility of the many individual decislons to be tuken

't the onterprise level squarely on the shoulders of the man actually engaged in
nroduction and trade,

15. Wherever inflation is strong, an over-nll p:licy of crellt resirictions,
ircluding where necessary sharply increased interest ratos, should be systematical
followed by the banks, If this policy is to be successful, 1t 1s most important
thr &t the central banks should be given the nccessary degree of Indcpendence,
Whuther nationallzed or not, they should be able to basc their policy on cconomic
ar.l not on politicai considerations.

Budgetary Policr

1€, The first eesential is to balance the budget at a level consistent with

the finoncial and cconomic resources of the country and, where inflationary
presgures arc strong, to produce if poesible a budget surplus. This can be done,
pvarticularly with the codditional firancial burden of rearmament, only by reducing
govornment exponditure end establishing o proper balance botween rearmament and
other expendliture, A great step forward could be made by climinating subsidies
and the administrative apparatus of numcrcus direct controls, The latter woigh
hcavily not only on goveornment Iinences but also on the financial pocition and
¢fficiency of industry and trade,

Pradustion

17, Provided that sound corrcctive rieasures aro taken on the monectary and
financial plane, an incrccse in production relative to consumption is clearly an
important factor in sny peolicy designed to check inflation and restore egquilibrium
in o country'e ciwrni peyments, But there are a number of obstucles to bo
orLroome,

18, There is no simple prescription for surmounting thesc obstacles., A cound
finoncial and monetary policy such as that outlined zbove will go a lonz way
towards solvinc some of the problems involved, Shortage of finance would be
eazcd 1f private sovings were reconstituted and the capital markets re-activated,
A Detter vtilizeation of manpowsr and personnel would result from the increose in
preductivity inherent in the working of a market economy. This would Le furthered
if, not only in manufacturing industries but also in the distribuative trades and
industries, every effort were madc by management to incrvase the output and

/efficiency



¢?Ticiency of already avallable manvower and personnel through lmproved methods
0. mnanufacture and administration, Finally, as far as rearmament ie concerned,
tiore will have to be a conestant endeavour to keep a proper balance between
revmanent requirements and the basle structure of civlilian needs,

1. The problem of raw material avallabilities and prices le being studled by
a spocial comnittoc of the IOC and a separate statement will be issued in due
COUTSG,

Trxation

2%, In many countries, taxation, both direct and indirect, is so heavy and so
faulty in its structure that it increases inflationary prossuvres. It is
tharcfore eseential that both the principles and tho methods of taxation should
bc overhauled, Conditiong differ, of course, greatly from country to country
and. 1t ig impoesible in a chort statement to make specifilc proposals, The
following points should, however, be noted: (1) excessivelr high rates and
undnly gtecp graduation as appliecd today reduce incentives and hemper the growth
of production, the formation of capital and new investments; (2) tax structures,
ab Lhey Lave evolved impirically, take 1illle accounit ol the long-term requiremente
of hcalthy economic expomsion: (3) tax etructures are further vitiated in
cocrtain countries by inadequate methods of tax collection, which moke some forms
of taxation ineffective ané thus result in too much reliance being placed on
JEEEEE forms, One of the undeqireble consequences of these develcpments is the
‘Tnnre;;ing difficulty of creating new concerns, excapt by public financing, whlch
iﬁ ‘not always economic and which finds its resources in inflatlon,

B, INTERNATIONAL

21, Once the above moasures have been taken domestically, the objective on the
1ntornat10nal plane should be free exchangeabllity of currencies, to begin with
at leaat for current trensactions, in other words the restoration of a foreign

‘“ o _Eﬁ.‘l:"n‘ﬁu whore private ;.Gr'poraw.ans and individuals may freely buy and
E -natlonal and foreign cuxrencies for thﬂ settlement of accounts,
22, The ICC is convinced that notwithstanding exlsting difficulties, worldewideé
.convartibility may be treated not as a distant goal but as an early practical
dbjadtive, provided that internal polieies of strong and steble finance are pursued
by the countrles concerned and that other msasures of an intermational character

/ere sdopted,
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arc odopted, s'ich as the following:
{a) Arrangements ehould be mode for the granting of convertibility loans
to countrles whose monetary reserves are inaufficient to bsar the
immcdiote imvact of a frse exchange market, The monetary reserves of
many counirics and arcas are in fact insufficlent today fto permit thenm
to frec thelr exchanges completoly without outside backing. The sole
purpose of thesec loans would be to facilitate convertibility, cnd they
should not be made available to Dolster up internal policies calculated
of thomselvoe to glve rise to balance of payments difficultics, Whether
those arrangements could be mode by alterins the charter of the
Intcrnational Monetary Fund and strengthening its rescrves or whother
other sources and methods of operation muet be sought, is a queetion that
will noed careful inveatigation, A Sub-Committeec of the ICC'e Commission
on Cormercial and Monetary Policy hos beem sct up to study the whole
oroblem, and it is hoped to issue a report on this subjoct a2t a later date,
(b) Tt is essential that countrics in a strong crediter position with a
reraletent tendoncy to a surplus in their balance of paymenits chould
follow monetary and commercial policies in keepinz with their veaition
ag creditors, In particular they eshould reduce tarlffs and cther trade
barriere sufficiently to allow lmportecd goods to compete effectively in
their home markete and they should encourage an active policy of vrivate
investment in other countries,
(¢) If rceourse to financlal operations of a govermmental charncicr appears
to ke unavoidaeble when creating the initlal conditions of a new eituction
of international monetary and financlal oquilibrium, it should no% be
forgotten that afterworis 1t will be neceossary o regtore ths frrditional
flow of private capital, In ell timce, such movemente of cupital - ehort,
redium ard lorng-term - kave beern a fundamental factor In the Intormationsl
taolance of poyments, There can never be any durable or satisfactory
cquilibrium eolily on the basis of tho coxchange of goods and services,
Twven in thic latter limited £icld, rocent cxpericnce with the TPU has proved
that crcdits from gquanLnt to government were incapoble of offuring an
acceptable seolution,
(d) As soon as general convertibility has boen cstablished under the
forugoing conditions, quantitative restrictions should disappear,

(¢) All divoet end indirect export subsidics should likewiss be nbandoned,

/23, Mmonpst
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2. Imongst the many adjuctments that may have to be made, not the least

importent is that of the rates of exchange themselves; ond it may bo found
unnvoldable, at leaet during a period of transition, to allow the cxchongee %o
v freely without therc being fixed parities cstablished between them,





