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1. The world is aGain travers ing e feriod of economic difficulties, ce rtain 

e spec t s of vhi ch have much :in collli!lon Hith the crises of 1947 and 1949. One 

of the moat out s t sndinr, features of the present situation lice jn the 

dis turbance of trade caused by disorder in international rayments , No doubt 

t he Korean wn r 1 the additiona l burCl.en imposed by rearmament , disturbed 

ccnditions in the wor ld markets for ra1.r mat e rials, have he l :t:ed t o a,g~rsvete 

tho international e conomic situatinn . It 1·1ould , hm;ever, be a mistake to look 

UlJon these factors as wholly or even ma inly Ns:ponsible for the underlyin·1 

<'Uaequilibrium revealed in t he present disorganization of trade and nayn:en t s . 

2 . The root ceuse lies far deey.er. It lies in the failure of too me.ny 

countries to recognize ·· the un:pelatable fact t hat t wo ~orld vre.rs have er eetly 
. . - . 

1 m:poV'erished their p;topl8a ~ to .,t:renslate tha t recogn1 t ion .1n t o a resolute 

· d ccnsistent ·pollcy of actic:n. They refused -to see that they were in tb.,t-.- _. ; 

~sitic:n ·6f a man whose res~s hav~ been eat en up by a lc:ng illnu, • . ~;~ 
-:~·.-:.,.·;~ 

he ia beck a1 hie feet, he rm.y have to borrow or even accept gifts from 

t'riende, but he wUl ne.ver tetrieve hie f ormsr positicn unle~e be works ·. 
. . 

harder and lives .strictly. within hie '!Jeane. 

. ft:Yr couan;d t ies as it is f~r ~elf vidual~. · 
52-~,. 

This he.rd feet of life is as tl'Uii -
. ~ · ·~ 
•I" •• ; 
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3 . The fault cannot be placed w-holly en the governments, alth0ugh a certa:1n 

dl~· ctc:re1 demagoc.ry played i ts pert. In a persistent sellers r marl:<: t a::1d umler 

h:} shelter of d i rect oantrole and protec t ion, all sections of tho conn:nunity 

1L ' 1'0 prossing to have a l ar ge r slice of e en!Bller cake w1 th lees effort . The 

aovernmcn ts were therefore l oath t o carry through t he drastic end tmpopular 

polic ies of fjnencial equilibr1.mn at hom end of exlJBnsion end freedom 

intom ationally whi ch the true interests of their countries end of ell cl asses 

of worke r s and consum9rs demanded . 

4 . The pressure of events is now i'orchg countrie s to f ollow t h-3 herd peth they 

should. have chosen earli er. This bee been made more difficult by deley end by the 

i r. t r oduction of new fac tors such as ree rmammt and r aw materiel scarcitie s, but tl:·: 

pictu!'9 i s by n o rr.eens as black as it night et first app:~ar . On t he credit side 

there is the :i.mmense progress , since the war, i n reconstruction end expanded 

· :prodhction unde r the g9ne r ous i mpulse of the MarshBll Plan1 end t he fac t t ha t 

in many Euro:peen countrie s a great Jmasuro of LJ.ternel end ext3mal financial 

equilibrium has e lreacl.y been etta mad . The re are also -welcome signs of a change 

of direction not only in the vigoroU.s tooaeure s alreedy taken domsticelly by 

cortain oount r1e 1 but also :1n the growing rec~1t1on g iven by govem.mmt circles 

prect icelly everywhere t~ t he ef:fec tiveness of monete.:ry and f:L-lenciel ect ion ee a 

· me~na of correcting disequilibria. One thl:ng 1f certain, however. Whilst 

'~ .~~~ ~!.-~-~!'t!l-1~, ~i:"·-::-:r-~~ '""""''""" alM.a vithout the driving force behiilA _:them . 

:o:f a lang-term p:>licT are b~ to :f'e1l end wiil leave the door wide open to new 

.qrieiee .. and ultimetely t<? the b~ek-do-wn o-r 1nterost1onsl ecmomic releticne • 
. ::), .... ~· . 

,~~. . It !e v.tt}J this long-term p:>licy that the ICC i a ma1nJ.y concerned here. Not 

l<ng.;.te.rm in the sense of d1stent1 but .:In the sense of a cont muing ~mme. 

6; 13efore outlining .i ta recommendations for sueh e :progrol!DD9, the ~nh.»'1la'ti:.c.md 
Oi!alDber of Commerce believes however that certain preliminary remarks will help t . 

~·~~.:- t-he iseuee involved. 
~· J_t.;~"!J:,~~ r • ~ • • • • 

~~~~t, · tne, intimate .:UJ?-k between e. deficit. in the ~ltmce· ot PQYW6nta ~d. 

~iiif~tlcn ·at hom, 1n feet between extemal equilibrium end d01113et ic policies in 

general, oennot be aver-emphaeiEed. The;r are re6Uy twin fecets of the same 

p~·oble:m which is ov~rspsnding 1n relation to aveileble resources. Ex~rien.ce has 
abo~ that unless a country vigorously fights 1nfle t 1an by e sound financiel end 

~ ·~;:;tal'y policy at horre , ita balance of payroonta problems cen.'lot be solved. That 

ie why the ICC -reconmand.etians place so heavy en emphasis on n:easures of don:estio 

r<>licy . 
/8. Sec<ndly, 
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e. s econd.l y ' there i s an equally i ntimate l ink between t ho s t r or.gtr. of (\ 

curron~y c.nd itA free oxchar.gecbilit~r , A currvncy whict. cccm.not "N ' fr;:ol y 

L.Y.char"eed [;:.G<;in.ct nthor curroncieo i o nove r really atrona, since vri::::.t nt r cnctr. it 

L: o i o a pur0ly a rtificial one crea~1d by controls . The:ac controls , vrhich co.n11ot 

be 0nt ircly effective , ~ive a f a l se aenae of a~curity , end under t he ir pr otection 

costa and pric es ten~! to rise and doYaluati on is always in tho offing . The 

c:->~;lpctitive positi on of i ndustry ie ll!oroover weakened by t he i nability t o buy 

and. sell in the best markets . A really s t r ong currency is a currency vhich can 

bo uoed by its holde :- to buy sooda or settle dobts Cnyivhc, ro in the "rorld , If 1 t 

do~s not fulfil this its primary functi on of an inetrumcnt of exchange , it will 

bo weak because t he d.o!Illlnd for i t '"ill be ~reek , No curr€1ncy , mor aover, ccn hope: 

to continuo for long a s a lcoy curronc;r for l a r ge a r eas ttnlcsa it is freely 

oxchungeo.ble . The policy outlined bel ow- i s therefore prima r ily o. progr~~ f or 

r~pidly achi 0ving a l asti nP, world system of freely oxchnngeabl o c urrenc i es , fo r 

without t his the:r c c an bo no hcaltey worl1. economy . If thor o we re a flexible and 

uni versally accnptcd mone t ary mechanism baaed. on a. multila t.e rol syst.:;rn of tr~e 

and po.ymcnts and a bot t or distribution of monetary r oscrvo3, thoro vrould ctill b e. 

problcmn of economic ndjus trtent , but t hese would probably not be causes of 

uonut a ry d islocc.tion . 

9 . Thirdly, the ty-i)0 of doment i c policy advocated in this procra.nv;.c. !:!h0uld not ·i 

micundcrst ood . Such a pol:!.cy vrould no t result in deflc.ting the l ovc l of economi c 

activity or in croeting widospr ead unempl oyment. It oL~ on thv c ontrary at 

E..tJ-~~i.i.E.a economic act i vity by croo.t i ng conditiono in which production can 

dovelop f r eel y and i n which resources ( includi ng ~bnpower) c an dir ec t themse l ves 

b vmrC..s mor e pr oductive uses. Tho inevitable shift of r cocurcc s i nvolvE-d ~.rill 

!:<>:'Dn nome t empora ry hc.rd.t.hip for <:.11 s ections of th0 commurd t y . But if' tho !-lOHc: 

iG put into effect while tilcro is t he infl ntionar; preneuro of ree~ent, this 

hardsfi1~ wi ll be lit t le fe l t , e general dopreeoion b0ine unltkely . 

1 ) , The adop~ion of a sound anti - inflationc..r-; policy is, hovrevcr , undoubtedly n 

complex political probl em in many countrie n , I f the majori ty of the people do not 

unde~Gtand the issues involved and t ho dange rs i nto which a policy of easy s pendin ... 

to lcc.ding them, it will bo dif ficult if not impossible f or tho govern.'TI.ent s to 

rove r Re the t r end . It mi ght ther efore 'i)e ~.rise , in t hoae c ountries \·rhcrc this i s 

pr,litic~lly possible , for bua i nesnmen and workero to come tocet her thr ough the i r 

reproson~e.tive organizati ons in an :lttempt t o reach agreement to support a sound 

/ anti - infl ationary 
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nnti-infl~ti0na~r pol icy by their governments . In dealing wit~ inflati on, the 

> ;o. :- tcmn. inter ests of o.ll par ties to prbduction o.ro idcmtical with those of the 

~ Cn:Jlt~nors, and the covc rrunonts \(OUld. foel free to act more vigorously if they had 

!~, , h i.nd therrt the: suppor t. of all oectora of the· community. 

11 . Fourth).:r , emereoncy m.caeuras 1 such ca c ute in ir.l.porte apd. foreign spending, 

:n: ,_y b·£) inevi tnbl 1; as mf1 thods of halting the immediate drain upon essential 

r covrvoo . But 1. i; should never be forgotten th3t measures of this kina. r un counter 

t o tho lonr;- t t.' l"'l interests of the countries concerned and o!' the world econonzy ae 

·'1 whole: . V~sted int erests , moreover, ~l~·rays make then ho.rdcr to get rid of than 

to lnt"t'oduce . Nor must it bo forBotten that one country's imports o.nd for eign 

s:r)(;nd. ing arc othe r countrles ' exports and foreign receipts. The oxpanded 

J):··,c: .. uction neoded t h:r.onc;hout the whol e \ror ld economy c annot be achieved by an a ll­

roi ~ nd CCJ.llpe.ign for mor 0 oxports and lof'ls imports. It is therefore most important 

t r .. :;. t , howeve r gr oa t t h•..i emergency, fl.ll corrective measures be t aken with duo 

r cs"' rd to the t-ro:rlclng of the worlc. economy llB a whole ~md to the interests of 

ot }K r countries . 

12 . ~ift~ll~:-- , t l1& prGsc:rlt methods i11 usG in rna.n:r countric::> in comiJctition n.g.:.irwt 

c:.-.ch othe r f or promoting exports 1 such as direct and indirect subni:iies , or any 

otno r measure s t,..hich entail :pena l! zing tho domestic consumer or t he ta:qn=-.yer 1 are 

Ol"lone the numerous c~mscs uf infllltion today. 

13 . Lastly 1 althoueh in tho r ecornrJendations which follow doffif; Stic m.c~surea are .._..,..., ___ ........ . 

given flret place, this does not mean that there shoul.d be a l ong delay between 

domestic .. action P.nd internat"ional action. I t is obviously vital that a little 

tinl€i should be ~llowed for domestic policy to take effect . As l ong ~ t here is 

infl-at i on at home and monetary reserves are insufficient, no country ce..'l afford 

to meet the strong t-rinde of a free world market. But, although somethinr-; i!'l the 

~~ture of a time - table ie essential, rapidity ia equally so. 

-¥-onota.ry versus Direct Controls 

RECOMMENDATION3 

A. DOMESTIC 

~~~ .~ Tho rcc strongly urges tho adoption of an P..ctive policy of monetary control 

O:;:'vrated through the centl"I."...J. bank and the be.nking eyetcm in general. This would 

l o.rgely x:eoovo the need. for direct c ontrols 1 which arc eipensive and inefficient as 

e, means of directing reeou:roea into the most productive chmmele. Ho,.rever, the 

/ne eds 
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needs of r c arcm.rnunt l113Y of cours e make thE-: continuance of some dil•uct controls 

un':".Y<.•i dc.blo for tho t1r.te being . The eree~.t a.d.vantago of ove r· 3-ll raoneter:r M tiC'n i · 

that it places t he r esponsibility of the many individual docislonfl t~ bo t aken 

-~t the untcrpriee l evel squarely on the ehoulde::::-s of the r.nn e.ctn3.lly engaGed in 

production and . trade. 

15. W'he rever inflation is strong, an over-all p:::licy of creitt re£;tr1ct1one, 

ir..cluding where necessary sharply increased inter es t rates , should be syEltcmatical 

f o:.lowod 1'Y the banlcs . If this policy is to be successful, i t is mont i mportant 

t h.:- t the central banks shoul d be given the necessary degree of independence . 

Hhdt her nationalized or not , they should be able to bas e their policy on economic 

ar..l not on political considerati ons . 

:Bt~dc_e tn.ry Pol .icy 

16 . The first <'ssen tial is to balance t he budset At a level cons i s t ent with 

t he finv.ncial and economic resources of the country and, where inflat ionary 

preoE•u:rc::s arc·; s t rong, to produce if possible a budget surplus . This can bo done , 

particularly wi t h t he cdditional financia l burden of r earmament , only by r f.JducinG 

govornmcnt expenditure e.nd. establish ing a prope r balance be tween !'flnnnatncnt and 

oth~r expundlture . A .Great step f orJnrd c~uld be mado by climinati~J s~bnidies 

::.nd the adminis trative apparatus of nlllllOrcus direct controls . '.rhe l atter vrcigh 

ho~vil:r not onl~' on govornmont finances but al so on the firu:mciu.l. pocition end 

~fficiency of ind.ust~J and trade , 

P:r·:)ci.ll~ t i on 

17 . l'r o·:ided t hat sound cor·roctive neasures are taken on tho monetar; and 

fL1.a.ncial plnne , an increase in production r elative to constmr,i?ti on is cle:;,.rly an 

important f ..1ctor !.n '1"\'/ r.olicy d.osigned to check inflat ion and resto~ equilibrium 

in c. count::.~r 1 0 c;:: ';c . :.'"'.~[,~;. ~eyne!!tS . But there a r e a number of obstc.cles t o bo 

o.J ' cc ome . 

18 . There is no ai.lllple prescription for surmounting these obs tacles . A sound 

fin(.mcial and monetary policy such as that outlined above ~~ill go o. lonG wny 

tmvo.rd.s solving sori!e of the problems involved. Shortage of fin:::.nce woul d be 

ee..cC'd. if private oo.vines were reconstituted. and tho capital mt1.rkets r e - activ1l.ted . 

A better utilizr:.cion of Illllnpowa r und personne l would resul t fl'0m the increase in 

p r od.uctiv i t y inherent i n the working of n I!l>'lrket econo~' . This trould 1)e furthered 

if , not only in manufacturing industries but e.lso i n t ho d i s t ributive trades a.nd 

tnduetri ee 7 every effor t were mado by menasement t o incrc~se tho out~ut anc 

/efficiency 
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c:"f iciency of <-1l ready available manpower and per sonnel through improved methods 

\>:.. manufactur e and aa.ministration, Finally, as far as rez.m.am.ent io concerned, 

t : .(:.r c will he.ve to be a constant endeavour to keop a propor bo.l~nce between 

r v':l:T1'lm0nt rcquil'f;ments and the basic· structure of civilian needs . 

J.~' . The -problem of r aw mnterial e.vailabili t i eo and prices i s be i ng ptudied by 

a spoci~l coniaittoc of the ICC and a s eparate s tatement wi~l be issued in due 

T~xation ---
20 . In many countr ies , taxation, both direct and indir ect, is so h0a\Jr and so 

fn.u l ty in its structur e the.t it increases infl ationary pressures . It is 

t1:wrc:for e essentiE>.l th::1t both the pri ncipl es and th0 methods of taxation should 

be overhauled , Conditions differ, of courso, gr eatly from country to country 

r:mcl :it in tmpoGsiblo in a ~:;hort statement to make specific proposal o . The 

foJJ.owinc point s should, however, be noted : ( 1) exceasi V8l;:r high rates and 

unduly etecp sro.duation as applied today reduce i ncentives and lu:unper t he growth 

of prod•.1c t ion, the formation of capital and new investments ; (2) tro: str uct ures , 

a1:1 Ll10Y k rve evulveu irnpirletilly., t.ciw littlt: ~:W<.:Ouui.. uf l.ho long- Letili requirerucmtl: 

of hr:elthy economic ex-pension; (3) tax etructures o.re further vitiated in 

ccr t o.in countries bJ' inadequate method:J of true colluction, which zn..'J.ke sor1e f orme 

of taxation incffe.ctivo and thus :result 1ntoo much reliance being placed on 

other f'orma. One of the undesirable consequences of these developments ~1!1 the 
w&« · ·n..r ~« ' • -..t....___.._. ·_ , .. ·- • • ., • . .... - • -·· 

:rncreaaiiJg difficult y of creating new concerns, excep~ by public financing, vhich 

~:.i...~·.£~t always economic and which finds i ts :resources in inflation. 

B. INrERNATIONAL 

:21. Once the above measures have been taken domestically , the obJective on the 

' 1ntom~tional plane should. be free exchangeabUity of c~rrencies, to begin with 
.. ' ,· ·.. ' . 

t for current transactions, in other words the restoration of a foreign ... ,· ·' ' . . ' . . 

:Kn.;-~et where prt vate corvoratioris ·and ind.:1:vidu.als may · freely buy wlA 

~~"'I~~~QflaJ: and. foreign currencies .ror the set 'tloment of accounts~ 
is convinced tha t notwithstand ing existing difficulties, world•wide 

convertibility may be treated not as a d.istant goal but as an early practi cal 

ob-jecti ve, provided. that interqal poligiea of strorig and. stable finance . are pursued. 

by the count ries concerned and t hat other measures of an international. character 

/ p.re adopted 1 
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( ~::-) Arrangements should he redo for the grunt i ng of convcrtibili ty J.oans 

to countri f.s ,,,hose monet.:~.ry reserves are insufficient to be.:1r :·,he 

iwJnc:di ute: im-:;>ac t of a free exchange trJD.rkct. The monetary r oac rveo of 

t!l.:lny count.ri cs and o.roas are in f~ct insuffic i ent totiay to pe:nni t then 

to freo t he i r exchanges comple t oly "tori thout outsido backil1G . The sole 

purposo of these loans would b~ to facilitate conve rtibility, ~nd th~y 

should not bl:) made av~ila.blo to -oolster up internn.l policies calcnlated 

of thvmse l ves to givo rise to balance of payments difficultiGs . Hhethe r 

those arrangementn could be r.ado by alterit13 the charter of tho 

Inh:rnationo.l Monetary Ftmd nnd atre!\.:,<Ythening its reserves or l·rhothor 

othe r source s and root~odo of opor3t ion must be sought , is a question tho.t 

l·rill nocd ca reful inveot igatton . A Sub -Cow:nittee of tho ICC ' s Commission 

on Conmercial and. Monetary l'olicy h:.1s been set up to s t udy t fle whole 

:orobl em, and it is hopod to isoue a rcpo!"t on this e ub j c:ct at a later d.ete . 

(b) I t is ess ential that countries i n a stronG creditor pos i tion witb u 

pers i stent tendoncy to a surplus in the i r balance of payt"lEmts nhculd 

follow monE: tary and. c ot'.morcinl pol ic i os in Jteepin;; 'ri t h t h<:ir po:J~.tion 

as creditors . In particular they Rhould roduco t1.rU'f s and ;)thr r trade 

barriers sufficiently to ullo\or imported. coods to compote cffecti vcly in 

t he 1 r home- mG.rkets and they should enc oarar;o t.m acti ve policy of -private 

inveetment in other countries . 

(c ) If rocourso t.) financial operations of a govorr.rncntcl ch'\X'f.~c '.:, e r appears 

to be unr.woic.able ~rhen creating tho initi al conditions of a new eit'lr.tion 

of i n t E:rno.t i onal monol~ar-1 ae1d. fina:1cial equilibrium, it shou.lcl no~ be 

forgotten t~at c.fter.r..!'do it •..rill be necessa ry to r ocd:.ore th<:> tr7d i t ionnl 

flor,r of priv;;rte capitol . In e.ll ti.m(;s , such mov<;::ments of cr~pitnl - sr.ort , 

m;;clium :;.r..d lonc.;-term - :r.::we beer_ n. f'u:-Lti..tl.lo:r:;atoJ. fac t or h : t he ir..t <.;rr ... 'l.tior:.e.l 

c c.l :mce of puym.:;nts . 'l't ro r f' ~an r_c•;or be an:,~ C.ur atl E; or ao.t isfac t 0l':f 

c:quilibriurt e0lo..,ly on th•.) basis of tho oxcha.ngv of gooclu a nd. s0rvicos . 

F.ve:,n in this httter limited. fiold , r~·;cont cxporionco 1-ri th tho r,pu has proved 

thct crcdi ts from GOVvrnm<.nt t o grwc r;uncnt wor e. incavn.olo of off vring an 

cccc ptablc solution . 

(d) As soon as gonornl conver tibility has boon o~tc.blishod U:ld.Gr the 

forosoing conditions , gu:1ntito.tivo r estrictions should disappear . 

(o) All diroct and i ndirect export subsidies sho:.1ld likovrise b0 nba.ndonod . 

/23 • Alnoncs t 
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23 . /.mongst the m"tny ndjuotrncnte tha t may h:wc to bEJ tn.:'.dc , not t he l e'ls t 

i l"'lpo:rtc.nt i~ tha t of the r a t es of exch:mga th0:naelvce ; c.nd it InC.}' b·~~ fotmd 

unnvo ld.abl c , nt l cee t during a pe r i od of tre.ns i t ion, to nl lmr th<. c~ch:;,118Cfl to 

c1~•Vo... free l y without there be ing fixed pari t1.ee established be t ween them. 




