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Forelcn Bgoaonio Polloy: A study of the Use of Koononlc Keans to Pr^te ̂ relgi>-Polloy Objectives Since 1918, witii Special Reference to Australia

AB8TOACT

Laiases~faire« having superseded mercantilism, has itself 
given way, under pressurê govemment economic intervention 
political Instability, to a new economic policy of power. The 
League of Nations failed either to deal with economic stresses 
likely to provoke war, or to use economic sanctions effectively. 
The United Nations attacked welfare problems much more capably, 
but failed to grapple with the rapidly developing problem of power 
economic policies. At the national level, the inter-war period 
was the critical period of change. The United Kingdom and United 
States substantially maintained laissez-faire policies of welfare, 
although the political and economic basis of laissez-faire was 
being undermined. Prance, Ineffectively, Geiiumy, Intensively and 
aggressively, and Russia, in defensive isolation, all applied mer- 
oarfllist policies of some kind. Since 1945, mercantilist policies 
have become virtually universal, involving both careful attention 
to national defence potential and the use of economic alliances 
and economic sanctions.

Australia had no ooixslstent foreign economic policy between 
tthe wars and, inaediately after 1945, adopted a foreign economic 
policy ained a.t;,xinlver8al welfare. However, anxieties about South* 
east Asia snd geMSm uncertainty changed the nature of /
her forelî icdrooado ̂ lley to give more precise attention to her'



2.

individual power position. An Australian foreign economic polloy 
is lunr vell>-estd>lished both in principle and practice, contains 
elanents of both eoonomlo alliance and economic sanctions. Is 
direotod especially to South-east Asia, and is likely to have an 
lapaot on every part of Australian economic policy, both domestic 
and International.
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lha raaaona for a study of foraiga aconooilc policy ara 

flufflolantly aridant* vdiat are tha functions of> let us say,

an Soonomlc Ralatlons Saotlon astabllahad within a Foraig^

Offioa? idiat influanoa mig^t ita aotiTitiaa have on tha policiofl 

of trade Oopartaenta^ Traaeuries^ and othar aoonomio-polioy Oapart- 

mentfl? 4iat is tha general affaot of its aotivitiaa on inter

national aooncnilo relations and on political relations among states? 

If the Seonomic Halations Saotions do their work thorou^ly^ tha 

answer is that arary signifleant act of aztamal aoonomio policy 

comes to be looked at> not only from the Tiewpoint of welfare, but 

from the Tiewpoint of foreign policy also; and special aots of 

SKtamal aeonomic policy are undertaken which find their inspiration 

not in any aoonomio gain bvrb in tha prospect of proiaoting national . 

security or national power*

Within any Foreign Office, there will, in these days of 

World Organisation, tend to be a certain duality in policy. On 

the one hand will be the effort at unirersal co-operation, inrolring 

lip^serrioe at least to the need for equal, impartial treatment of 

all coisitries, and for an objectire and eo—operatiTe approach to the 

settlement of differences* On the other hand will be the older 

effort for national security, not through semie organisation ideal

istically conceived, but through the sapansion of national strength 

and the formation of balance-of-power alliances* Thus there tends, 

in appearance at least, to be a certain duality in national policies.
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and this la r«flooted In the treatment attempted in this study.

Much of this study» I believe, breaks new ground. This 

seems to be true of the comparisons drawn between the League and 

the United Hâtions so far as soneems their eeoncanio role for 

peace, and there may also be scsae elements of novelty in the 

treatment of Qreat-Power policies, at least for the post-war 

years. In general, while a great mass of literature has been 

devoted to the economio origins of political conflict, less 

attention seems to have been paid to the economic instrunents 

and methods of foreign policy. More particularly, so far as 

Australia is concerned, there is comparatively little published 

material on Australian foreign policy, cuid, so far as I am aware, 

there has been so far no attempt to examine the special subject 

of Australian foreign economic policy in any comprehensive way. 

However, if this study makes an attempt to fill a large and im

portant gap, it also suffers from the déficiences which a first 

attempt involves. The treatment of multilateral and Great-Power 

policies necessarily touches only the major features; and the 

Australian section, though much more detailed, might have its 

main value in clearing the ground for a more adecénate analysis 

in the future.
.

Having acknowledged the study’s deficiencies, I should 

like to add that any merit it contains is largely due to Professor 

O.A.W. Manning, Mr. G.L. Goodwin, and Mr. D.J. Morgan, of the 

London School of Soonomies, Dr. S.R. dalker, formerly fieonomio



(lil)

Oounsellor at tho Australian Onbassy in Paris, Hr. J.P. Niznmo, 

of the Australian Ilreasiiry Dopartaent, and others i<ho hare from 

time to time offered raluable oomment and furnished documents 

and other material* None of those persons is, of course, in 

any say responsible for the deficienoes of the study, nor do 

they necessarily share any of the riews expressed or the oon- 

olusions reached*

I should also like to acknowledge my debt to the Common- 

wealth Public SerYiee Board* Without the freedom from 

Departmental duties made possible by a Postgraduiate Soholarship 

granted by the Board, the study eould not have been undertaken* 

Finally, I should make it clear that, although I am an officer 

of the Australian Department of Sxtemal Affairs, any views ex

pressed in the study and any oonolusions reached are attributable 

only to me personally, etnd.do not necessarily coincide with the 

official views of any part of the Australian Administration*

London, 
May, 1951.
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OhaptT I> IntrodTiction 

1 * Ihe Setting 

?• Dafinltion and Arrani^ament

1 . The Setting

Among the aere el^ifleant derelopnents In international relatione 

linee 1918, and aore eepeolallj einee 1943» been the trend tovardi the 

tiniTerial adoption of an intenslTe forei^ eeonoaio poliey, both bj 

indiTidaal eonntriei and bj aoltilateral a^enoiei. Ae this trend 

erjitallieee, the need to examine the nature, aethoda, and inplieationi of 

the nev foroign eeonoaio poliej beeoaee inereaiingly urgent« Ihe polie/

ie of Tital eoneeqnenee both to hi velfare and to world peaee, or.

taking the narrower obJeetiTei of national leeuritjr and national power, it 

lies at the heart of the problem of lafegnarding the nation froa at tank, or 

preparing the nation for eggreielTe adTentnrea« What ii the broad 

hiatorioal background to the growth of modem foreign eeonoaie polieTT

From about the time of the Renaiieanee until about the middle of 

the ei^teenth oentury, the eharaeteriitie eeonoaie policy of mereantiliea

aiaed at making **all economic actiTlty eubierrient to the state's interest
1

in power** • It was, first of all, a policy for internal unification of 

the state, but, beyond that, it aimed at increasing the state's power 

relatiTely to that of other states« Insert of goods necessary for war or 

war<-stqpporting industries was eneouraged and their export forbidden or dis-

1 X.y. Heckseher, "Mercantilism", London 1933* ^ol« IX, p« 13
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coura^ed by liQ>osln|̂  dTiaa; •'vqpplioa ot sssantlAl conmodltlai war® 

aocmralatad. - a Tarslon of the modern *etocl^iling*** self— enfflolency 

wae promoted, both within the metropolitan country Iteelf and with the 

aid of eoloniee; and a gold enrplna wat eonght from international trade 

by pressing exports on other countries and reducing purchases from abroad, 

the economies of the period were already largely self-sufficient and 

International trade was, to a large extent, a luxury trade; but there 

were nsTertheless a number of commodities whose st?>ply had to bo guaranteed 

In the Interests of security. In mercantile Xngland, "an effort had been 

made to regulate the maritime trade, so as to build yjp the power of the

country by the Harlgatlon laws, to stimulate Industry by protectlre tariffs,
2

to foster agriculture by means of the O o m  Laws". Snglish OoTomments 

encouraged the production of saltpetre, as in an earlier period they had 

forced the importation of adequate quantities of bowstares; and they took 

steps to preserre and expand the shipbuilding and fishing industries, in 

the interests of nawal defence. It is unnecessary to enter Into the 

complex details of mercantilism here. Bie essential thing Is that

"mercantilism I a system of power was* • »primarily • system for forcing 
economic policy Into the serrioe of power as an end in Itself" : "to the 

Tory end, the policy of power remained a principal factor In morcantlllsm,
4

while this was nerer so In laisses-falre".

The rapid derelopment of Industry and of the market economy from

about the middle of the sixteenth century broke yxp the old political

2 William Cunningham, "The Growth of Snglish Industry and Commerce", 
Cambridge 1882, p* 829*
3 Heokseher, op. cit., p* 17*
4 Ibid., p. 29.



rogimas and the interrentionlat dootrinoa with which t h ^  had been 

asaooiated* The newly^ am argent industrial and merchant elassea» with 

their abounding eonfidenoef wanted no goTemaental benefit except freedom 

to pursue their economic objectives untrammelled; and» since they were 

the classes to whom political power was passing» they gradually achieved 

this freedom» in varying degrees» in one industrialised country after 

another« In ^gland» the repeal of the C o m  Laws» whose underlying 

purpose had been "to call forth sufficient sustenance for the &iglish
5

population"» marked their final victory«

"In ceasing to rely for our food-siq>ply on our own soil» and in 
deliberately looking to trade as the means whereby we might 
procure com» we were throwing aside the last elements of the 
policy which had so long dominated in the counsels of the nation» 
and were exposing our very existence to a serious danger«««.Ve 
reverted from the pursuit of power in our economic policy to the 
pursuit of plenty"«^

Under laiseea-faire» economics and politics became divorced» the former 

being left to private interests and the latter alone being the proper 

domain of governments«

But laisses-faire never had a firm and complete acceptance by any 

nation« Although the doctrine probably received a greater measure of 

acceptance in Qreat Britain than elsewhere» even Adam Smith recognised 

the value of some divergence from the pure doctrine» for example» in the 

Navigation Acts; and» in the years that followed» some new social-economic 

regulation was almost constantly being introduced at the same time as old 

restrictions were being oast aside« By 16^» both trends wore clear:

"the abandonment of Mercantilism had become complete» and the reaction
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agpiinst lAisaas-Falre had begun to make itself oloarly felt» so far as
7

regulation of Industry and of Internal transport are eonoemed”. The 

germ of decay of laissea-falre was therefore present even during the 

years and in the country of Its most notable success* Slsewhere than 

In Great Britain» lalssea-faire seldom became more than a somewhat 

distant go*l» elements of the old mercantilism persisted* The 

divorce of politics from economics was therefore a temporary and» In any 

case» an Incomplete phenomenon; suid the trend was present even before 

1900» which would establish a "new Leviathan* with both sectors firmly 

in Its control*

Nevertheless» Intervention could still be part of a policy of

plenty rather than a policy of power: it could aim at the economic welfare

of the whole people» rather than at the political and military power of

the nation* Any now mercantilism would have to replace that objective

of power which was such an essential feature of the old* So far as

concerned Great Britain» It was said that:

****with the fall of the Mercantile System» the power of the 
English realm» in Its narrower sense» which was for centuries 
the determining factor in shaping the economic growth of the 
country» has ceased to be treated as an adeqj^te»far less as 
an exclusive obj^ect of consideration*** we have discarded
this doctrine /of lalssea-fairj^» deliberately and finally» in 
regard to ihe conditions of Industrial life» and the management 
of traffic within Great Britain* 4(ho shall say what the Issue 
will be when the question of its continued applicability to 
&igllsh ooDunerce Is once fairly raised?”*^

Under the Impact of the First ii/orld Jar» the issue was fairly raised.

•ftiile the war was still in progress» Great Britain took steps to modify

the peacetime application of laissez-faire principles in her commercial

7 Ibid*» p. 865
8 Ibid.» pp. 866-867



policy» and the poetaar Safeguarding of Industries Aot gave expression 

to the change*
Despite some points of change howerer» the British and most

other Gtoremments» up to 1929 at least» declared thsmselyes generally

in favour of de-control* Only the disastrous breakdoMn of the liberal

economic system between 1929 end 19!^ forced acceptance of a large

measure of government intervention in the domestic eoonomy; and the

development of economic analysis subsequently furnished Intervention

with its Justification in economic theory* Inevitably» in the modem

system of closely-related national eocmomies» domestic economic control

was reflected in international economic intervention* International

political policy had an associate of international eoononio policy

constantly expanding in significance* "The ‘planning* of foreign trade

came to be more and more widely accepted as a normal function of the

State» and the weapons which had been forged as an emergency defence of
9

prices» production or currency" established themselves on a permanent 

basis* "The evolution was accomplished gradually» often involuntarily» 

often reluctantly* It was most rapid and complete in the totalitarian 

countries; but even countries where the tradition of open competition

and free trade was strongest (e*g*» the United Kingdom***) were not
9

immune" •

This did not necessarily mean that eooncmic policy would be 

blended with foreigi policy* In theory at least» governments could 

have kept the two separate; but considerations like those behind the

9 League of Nations» "Commercial Policy in the Interwar Period"» 
Geneva 19^* pp» 71-72*



British Safeguarding of Industries Act tended to force thea together.

Briefly, the principal reason for their fusion was the passing of the 

nineteenth-century "Pax Britannica", which had made a foreign economic 

policy in time of peace unnecessary or laiprofitable. Die existence of 

a nunber of more nearly equal powers after 191^» and more especially after 

1955, aade a careful mobilisation of available power imperative, so long 

as any security system established, for example, under the Treaty of 

Tersailles, the League of Nations, or the United Nations, remained un

certain. Bierefore, it seems possible to say that the breakdown of the 

liberal economic system provided the opportunity, and the end of the "Pax 

Britannica" provided the motive for a fusion of international political 

and economic policies which advanced some distance betwe^ 1955 and 1959» 

and which has been hastened since 19^*
It should be noted that, if the breakdown of the liberal economic 

system provided an opportunity for the development of a foreign economic 

policy, the success of tliat system had also provided an opportunity in 

another sense. During the Napoleonic (Ielts, Great Britain — althou^ she 

seemed even then much more exposed to economic pressure than other 

countries — was able to withstand both the Berlin and Milan Decrees of 

Prance, and the âabargo Aot of the United States. At the same time, 

the losses which the anbargo Act involved for the American farmer fore

shadowed the difficulties that economic sanctions or blockade might 

involve in the future. But as interdependence between national economies 

increased, and as trade in essential food, raw materials, and manufactures 

and the international movement of capital grew to major proportions 

throughout the world, so did the opportunities expand for applying effective



eooncHftio tanotions and ooonomio blockade* In this way^ the inter

dependence which resulted from the strjjcing success of the liberal 

ooonomio system gave a much enlarged opportunity» as oompared with 

earlier periods» to draw fruitful results from a well-conceived 

foreign economic policy* Not only was there the possibility of 

economic sanctions or blockade» but there was also the possibility 

of economic alliance* And both oould be either defensive or

aggressive*

If» however» the economic weapon is to be used effectively 

by governments» economic activity must be under effective governmental 

control* But» even after 1913» liberalism» though undergolilg almost 

continuous modification» was still powerfully entrenched* In those 

circumstances» use of the economic weapon — either ssinctions or alliance - 

implied that governments would use as an instrument of foreign policy a 

sector of national power whose control they had delegated to private 

interests* Since governments did not control and support the economy» 

and» as a deliberate plank of policy» accepted a minimum of responsibility 

for it» it was unreasonable that they should - except in the final 

emergency of war - take over this sector of national power for foreign- 

policy purposes* A reasonable objection of those interests affected by 

economic sanctions or economic alliances would have been that governments 

should use only those limited instruments of policy over which it was 

agreed they had full responsibility and control» or that they should offer 

full compensation for losses incurred» either by management or by labour* 

Taking this a step further» however» it oould be claimed that» as 

governments extended their role in economic affairs after the Qreat
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Oopresslon» their right to apply eoonomio eenotione or to enter economic
»

alliancee was extended pari paseu* And, looked at from the other side, 

as governments conceived it to bo necessary to apply a forei^ economic 

policy, their need to extend their control of the economy also tended 

to increase* There tends, in this say, to be action and reaction be

tween the trend towards adoption of a more and more effective forei^ 

economic policy and the trend for increasing governmental economic 

intervention, and the former tends to round off the socialist evolution 

of our time*
There aro two further observations to be made here* Firstly, 

in m o d e m  international institutions, the major struggles have developed 

lihereve? proposals for sacrifice of sovereigity, even in apparently in

significant fields, have been discussed; and yet for more than a century 

liberal governments were willing to yield an important part of their 

soverei^ty to private interests, in the wide field of international 

economic relations, to satisfy the liberal ideology that market forces 

should be free* Dedication to non-interference - including non-inter

ference for foreign—policy reasons — has shown a strong tendency to 

persist; and the principles on which such international agencies as the 

International Bank for Reconstruction and Development and the International 

Monetary Fund were explicitly based underline this persistence* However, 

the fundamental concern of domestic policy — law euid order — has been 

increasingly Si^ported by internal policies of econcmiio welfare* The 

need for international economic policy to give the same close support to 

foreigi policy was acknowledged, in the liberal, democratic countries, 

somewhat later; but the trend towards establishing the link fimly and



oomplately is now unooiistakeablaf both in the development of United 

Nations activities and in the more precise formulation of foreign 

economic policies by individual governments* Sacrifice of a nation's 

soverei^ right to use economic means consistently and intensively to 

promote its forei^^-policy objectives seems oonsequently to be at an 

end* Moreoverf multilateral and national objectives do not always 

harmonise and^ as national foreign economic policies veer towards 

discrimination and have their impact on multilateral policies» little 

practical recognition may be given to the liberal faith of ^ich the 

Bretton «ifoods Agreements are the jocst explicit recent expression*

Ihe second point is that, historically, non-discrimination in 

economic policy has tended to be realised in conditions of political 

security, and to collapse when insecurity supervenes* Acceptance of 

free-trade laissea-faire by nineteenth-century Great Britain reflected 

hor political and eocnomio dominance* After the defeat of Napoleonic 

France until the rise of a powerful, united Germany towards the end of 

the century. Great Britain's position was for the most part secure, 

and British forei^ policy was consequently isolationist* Intervention 

In OontiAental affairs oocxirred at many points, but the general policy 

of avoiding any formal alliances was feasible in the circumstances as 

well as economical in commitments* Non-discriminatory free trade was 

in harmony with this political isolation* However, the growth of the 

industrial, military, and naval power of Germany drastically changed 

Britain's position* In the face of a power capable of challenging 

British supraaacy, the basis of isolationim disappeeired and a new 

policy exemplified by the íáitente Oordiale took its place* This
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ohanga ooincidad with euBtAinod attacks on the froo-trade element in

laissez-faire, which looked to a strong eoononio alliance among the

rarlous parts of tho British anpire. A successful liberalism was

able to withstand these attacks; but the economic-alliance element

in the demand for Imperial preferences was entirely in harmony with

the political anxieties about Germany and with the policy of the

intents Oordiale*
#

After the First ’rfk>rld iar, the "status quo" powers, with the 

exception of France, regarded their position as secure* Germany was 

defeated, disarmed, and h\xmlliated; Russia was in chaos and needed 

time to reconstruct and consolidate rather than embark on foreign 

adventures; and Japan end Italy had not yet shown dangerously aggressive 

potontialitiec* Therefore, a retxim seemed possible to the relatively 

easy political and economic relationships of an earlier period* Non- 

die crimination, baaed on acceptance of the most-favoured-nation clause 

in commercial agreements, would mean an international flow of goods, 

servicos and capital free from political distortions and directed only 

to economic gpiin* The illusion, which was reinforced by hopes centred 

on the League of Nations, was temporary* Germany was not permanently 

crushed, nor was she capable of remorseful acceptsuicc of the new status 

quo; Italy and Japan awaited only opportunity; and Soviet Russia was 

building, laboriously but securely, the foundations of economic and 

military power with which she could, if she wished, ultimately challenge 

the established powers* The Great Depression hastened, although It did 

not initiate, the challenge to the status quo* The breakdown of the 

eoonomlo system forced the adoption of protective measures which were
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initially a reflection of aoonomic neoessities; but, as the political 

ohallonge to the status ĉ uo emerged and developed, the nature of those 

measures changed. Tb an increasing extent, t h ^  became discriminatory 

on political grounds; and, instead of discrimination modifying as 

economic conditions improved, it intensified in many respects as 

political relations deteriorated.
Iho end of the Second World War differed importantly from the 

end of the First, in that the "statue quo" powers were almost immediately 

challenged, or believed themselves to bo challenged, by a proponent of 

change, and therefore regarded themselves as politically insecure. As a 

consequence, and ̂ with the background of controls developed through welfare 

problems and objectives, they rapidly came to regard a non-disoriminatory 

flow of goods, services, and, especially, capital as outside the realm of 

8o\jnd, practical policy. Either tacitly or overtly, non-discrimination 

was recognised to bo a realistic policy only in a context of political 

security and was therefore a policy to be suspended pending resolution 

of the East-West conflict. Against the historical background, and 

despite the peculiar influence of liberalism, this was less extraordinary 

than normal; and, as governmental control of the economy extends, economic 

policy is likely to be used even more intensively in the future than in 

the past as an instrument of foreign policy, in conditions of political 

instability. In general, where a country regards its political position 

as unassailable or static, economic power will tend either to be held as 

a neutral reserve to be called into play only at time of crisis, or to 

be enlarged through political pressure. Where, however, the political 

position is regarded as uncertain or dynamic, the role of the economic



/ /
h : !

• -I -r. -

12
t

factor will tend to bo rorerood. ¿ooíkialo powor will tend to be

uoedf throxxgh aconomic policy» to enhance a country*o political

position and to remove uncertainties from that position*
10

Professor Onrr has suggested two Vpos of state - the 

* welfare** state and the **powor** state* Xhe fomar is the product 

assurance or oocoplaoency about relative national power| but it 

aig^t be transformed into a •power" state when assurance is disturbed 

by the relative growth in power of other states» including possibly 

one or more of the original "power* states* Under Professor Oarr*s 

teralxiology» the Uni tod States» a "welfare" state between the wars» 

may be said to have changed to a "power" state under the impact of the 

Soviet threat* But» more precisely ttian that» economic policy as an 

element in power became increasingly directed» not towards welfare as 

the ultimate objective» but towards an incronos of power both of the 

United States itsslf and of its allies* Ihis latter attention to 

allied countries suggests» saong other things» a special development 

of m o d e m  policy beyond mercantilism or "soonoiaio nationalism"* Both 

of these aimed principally at self-euffioioncy» deriving from the need 

to protect the national siq;>plieo of food» raw materiale» and other 

essentials of life and war* On the political plane» however» it is 

for the most part impossible for any one country to guarantee its 

national security al<^o* For most countries and at most periods» ther^ 

fore» a scheme of alliances becomes essential* But in much the same 

way as the individual nation finds a reasonable measure of security only 

throu^ membership of a groiqp» so oos^leto solf»suffioiency is for most

10 &*iU Jarr» '*lhs Twenty Teeure* Orisis» 1919*1S?59"*
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oountries aii lioposBibili'ty* IhuSÿ oondi'tlon.s of polltdcal Insaourl'ty

will tand to give rise to eoonomlo allianoes» most normally as a ro-

flection and completion of political alliances. Prom economic

nationalism» the objective is transformed into economic regionalism;
«

economic blocs tend to form irtiich discriminate against one another not 

so much on economio as on political grounds» in keeping with opposed 

political affiliations and the possibilities of future armed conflict. 

Assmlng that political alliances are acceptable in principle» it may 

seem unreasonable to deny the eoctension of the principle to allow the 

formation of more nearly self »contained economic blocs» whose members 

give each other mutual economic and political support. In any event» 

that type of extension has clearly been involved in the postwar 

arrangements for a Soviet Oouncil for Mutual Economic Oo-operation and 

a Western Organisation for European Economio Oo»operation. On a amaller 

scale» the same extension \mderlies the proposals for the creation of the 

customs union of Benelux» or the largely informal political and economic 

alliance contemplated under the Australia-New Zealand Agrsoment. A 

likely concomitant of the econcaaic alliance is the Imposition of economio 

"sanctions”» in some form or other» against the country or countries 

which called the alliance into being; and those two features of economio 

alliance and eooncmiio "sanctions” mig^t in the future dominate the whole 

field of international economic relations.

;

y .
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2. Definition and Arranganent

líe will bo ooncomed here with eoonomio policy as an instnaaont 

of foreign policy» and not with the manner in which foreign policy has 

been influenced by economic objectives and interests* Bierefore, in the

interaction between economic and foreign policy, the passive and active 

partners in, for example, the Leninist theory of imperialism, will be 

reversed, foreign policy being set in the active role and modifying an 

economic policy whose role is passive* This is not intended to imply 

that eoonomio policy has always been passive in relation to foreign 

policy, or that economic interests have never had any important influence 

on forei^ policy and might not have such an influence again* But we 

are concerned here, not with verifying or refuting some form or other of 

the theory of imperialism, but only with examining the use to which 

economic policy has been put as an instrument of foreigi policy, given 

the objectives which foreign policy sets out to accomplish*

Our period extends from 1913* üfithln that period, the rapid 

growth of government intervention in economic affairs has made the use 

of a foreign economic policy more practicable, and the concurrent un

certainty in international political relations has made the use of such 

a policy more imperative* Within the selected period, the years of 

most siffiificance have been from 1955 to 1959 ®nd from 1 9 ^  to the 

present, or, in other words, those years of peace since 1955* These 

years witnessed the gradual adoption of intensive foreign economic 

policies by democratic as well as totalitarian countries, thovi^ this 

adoption came later in the democracies and has perhaps not even yet
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been as oompleta. For the most part, however, the dlfferenoe between 

totalitarian and deoooratio oountries now tend to be not difference of 

principle but of means and procedure* Me are not necessarily at the 

end of the evolutionary period of foreign economic policy, but, in 

terms of means and procedure, m i ^ t  rather be at the beginning* For 

many countries, forelffi policy has until very recently still been 

something fomulated mainly in terms of strategic necessities, political 

alliances, diplomatic negotiation on political issues, and, where 

eoonomio considerations have entered, they have tended to do so 

haphasardly and negatively* It is in the deliberate, continuous, and 

positive use of foreign eoonomio policy that the novelty of recent 

developments principally lies*

Almost any point of economic contact between nations can be 

tased to gBiin some political advantage, though in many instances the 

potential advantage is likely to be small* Any activity in the broad 

field of international economics is therefore potentially within our 

field of study* Any movement of goods or provision of services, any 

provision or acceptance of international eapital can be politically 

significant or can be made so* Most of these international economio 

activities will be governed by a country's commercial policy and 

investment policy* The foraer will dotemine - by tariffs, licensing 

and exchange controls, statutory restrictions and prohibitions, and so 

on, or by the absence of any of those things - the goods which the 

country will accept from abroad and the ooimtries from which they will 

come* Xhrou^ export prohibitions and restrictions, it might also 

determine the gobds which may be sent abroad and the oountries to which 

«lay may go. fllmllarly, Invaatmant policy will dotormino who«ior and
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to what oountriot prlrato oapital oan bo sentt and to what extent and 

in what manner the goYomment will itself invest or extend oapital 

assistanoa abroad« From the borrowing sido, it will determine whether 

the country oonoemad will depend wholly on domestic oapital or will 

seek investment» pexiiaps on certain well-defined terns and from a 

limited number of oountries» overseas« For the most part, therefore, 

we shall bo oonoer^ed with ooameroial polioy and policies of foreign 

investment, althou^ those will be affected by certain domestic poUcles, 

for example, of economic stability and employment, which will be touched

on at some points«
Oommerclal and investment policies are often used to achieve 

objectives which, though they are related to foreign polioy and have an 

impact on it, are more directly oonoemed with Independent, national 

defence. For example, policies of greater self-sufficiency m i ^ t  be 

adopted which do not attempt to promote any special link with any 

country or to impose any discrimination against any particular country, 

but which merely attempt to reduce dependence generally on foreig^i sources 

of raw materials, food, esswitial manufactures, or capital« Special 

support mi^ht be given to "key" industries suph as steel and steel-goods 

manufacture, aircraft production, shipbuilding, and so on« This field 

of what may be called defence economic policy will in general be 

subsidiary to the main theme of this study, thou^ it will enter at some

points«
This raises the further point that we are not ooncemed with ths 

use of economic policy and economic resources for direct military purposes, 

fiioonomic resources must be drawn upon to maintain peacetime armed forces
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and to «zpand and maintain thaaa foroea in time of m r t  or they might 

be used (as in an earlier period) to hire meroenaries or (as more 

recently) to koop allied foroee in the field« In time of mart 

ooimtries have alwsyo directed their eoonomio resources and eoonomio 

policy - and. In modem tlmee, the whole of their eoonomio reeouroee 

i>nd eoonomio policy ■■ to aohieve victory« Sut it is a distinet 

question to oonsider the peacetime dlreotion of economic policy and 

eoonomio reeoiaroes in the interests of foreign policy; and it is this 

question with which we shall be oonoemed here«
There are two expressions used already whose meaning should 

be made clear« Firstly, the term "foreign economic policy" is some

times used to cover the whole of economic policy concerned with 

economic relations across the i^tional frontiers« Under this 

definition, the whole of commercial and investment policies, whether 

motivated by forei^ policy or not, would be part of "forei^i economic 

policy*« That is not “Uie meaning intended here« Instead, the term 

"foreign eoonomio policy" will mean that part of economic policy idiloh 

has a forei^A-policy motivation, or, alternatively, that part of 

foreign policy which adapts economic policy to its purposes« It is 

in this more precise sense that the tern is now coming to be generally 

applied«
Secondly, the term "economic alliance" is not meant to cover, 

for example, a simple trade—treaty association if that association is 

eoncemed only with trade and not with forging a closer political link 

between the countries concerned« Throughout this study, an eoonomio 

alliance will mean, not simply an association for the sake of welfare
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benofitsy but an association intended to lead to or to strengthen 

a political alliance.

So far as arrangement is oonoemed» it is proposed to deal 

first with the two major attempts since 1918 to create an effective 

international organisation. Both the League and the United nations 

(with its Specialised Agencies) have attempted to regulate economio 

as well as political relations» both in the interests of welfare and 

in the interests of world peace. In other words» both have had 

something of a foreigi economic policy of their own. After dealing 

with the two world orgianisations» it is proposed to pass to a broad 

examination of the foreign eoonosLio policies of some of the Great 

Powers» especially the three major postwar Powers» the United States» 

the United Kingdom» and the Soviet Union. Against the background of 

multilateral and Great-Power policies» a more detailed treatment of 

Australian forei^ eoonomio policy will then be atteo^ted. The 

Australian experience is of interest not only in itself» but also 

because it illustrates the wider development of foreign eoonomio 

policy and sheds light on the difficulties and dangers which confront 

any country in the exercise of an effective foreign economic policy 

in conditions of political insecurity.
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OiiptT II fh» leen— le lattor in 
1 . Til« OoTMHmt
2* hmgym Seottosla Naehinary 
3* tha laonaaie Woyk ef %ba Laac^ 
4* Tha Sl^lfleanaa ef Saaotie&a 
$. Ooaalueloa

ef latioBt Pollay

1 • The OoTaiuuit

Praaident Wllaon*a fearteaa Peiata aj^raaaad, not oml/ tha «eearal 
aoaaapt ef a league of latioBat but aleo» theu^ broadly aad liq>reaiealx, 
the aaeaoala role vhiali the Oerauaiit «at daatlnad to aeelgn to the Xaagua. 
lha flTo of the Poluta deal lag «holly or partly with eeonaaia quaetioaa
aallad fort

**Abseluté fraados of uaTlgatlott t^u tha taae» outalda territorial 
«atara» alike in paaea aad la «ar» axoapt as tba aaaa «ay ba eloaad 
ia «hola or ia part by iataraational action for tha anferaaseat of 
iatamatioaal aeranaata* (Point 11) •
»fha raaoral» ao far aa poaaibla» of all aeonoaio barrier« aad tha 
aatabliahwmt of an aqmlity of trade aonditiena anoint all the 
aationa oonaantii« to tha paaaa and aaeoalatiag thanaalTaa for ita 
■aintaaanae* (Point 111)*
^Interaational guarantaaa of the political and aeonoaio indopandanca 
and territorial integrity of tha aararal Balkan «tata«* (PoUt XI).
"Tha JkrdaLBOllaa «hould ba panamaatly opened a« a free 
the «hip« aad eonoMrea ef all nation« under iatamatioaal 
guaraataaa* (Point Xll).
"An indapaadaat Politdt atata. • ««hoaa political and aeaaoiiie 
iadapandaaoa and territorial integrity «hould ba gaarantaad by 
intaraatioaal coranaat* (Point XIIl).

to
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One other Point - Point V, dealing with colonies - was largely oonoemed

with establishing the principle that the interests of colonial populations

should receive ec^ual weigjit with the claims of colonial powers» but it had

some economic content. It called for "a free, open-minded, and absolutely

impartial adjustment of all colonial claims”.
All the Allied Powers except the United States, fully reserved

their position on Point II. Two other Points - XI on the Balkans and

XIII on Poland - dealt with economic questions only to the limited ext^t

that the economic independence of newly—emergent states was guaranteed.

The special oase of the Dardanelles, while important in other sontexts,

furnished no general principles for the conduct of international economic
*

relations, especially when Point II lapsed without even an Allied 

"seconder". Only Point III, dealing with the removal of economic 

barriers and equality of trade conditions, remained to establish the 

general lines along which the Allies agreed to direct their international 

economic policies. So far as machinery for economic consultation was 

concerned, the "general association of nations" referred to in Point XIV 

would presumably arrange oonsultations for "the rentoval...of all economic 

barriers" and "the establishment of an equality of trade conditions", 

along with its wider political responsibilities.

1 It is of Interest that these Points referred to economic as well as 
political independence. In so doing, the Points recognised that, by 
special trade or investment arrangements, or throuj^ "economic alliance" 
including customs or economic union, the political independence of the 
new states might be undermined. The same considerations underlay the 
refusal to permit Austria to enter into a customs union with Oermany.
2 Point XIV read I "A general association of nations must be formed under 
specific covenants for the purpose of affording mutual guarantees of polltioi 
independence and territorial integrity to great and small states alike".
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Point III« "the removal*»»of all eoonomlo barriers” presuaably 

me6uit the removal of all barriers not attributable to the inaooessabllity 

or remoteness of the market or other ”natural oauses”* All tariffs« all 

subsidies« all discriminatory internal tax levies« and so on« would be 

removed to create a single world market in whioh goods would move freely in 

accordance with market forces* . The President's own country would become 

a fre»-trade state* But the words ”so far as possible”« inserted after 

”removal”« changed the whole position* No authority nor any criteria were 

set down to determine what barriers it might be possible to remove or 

reduce« smd the assessment of the possibilities therefore remained firmly 

and ccmiplately with individual governments* No government accepting 

Point III committed itself to any specific action« although the later 

phrase requiring ”the establishment of sui eqwlity of trade conditions 

among the nations* implied a commitment by each government to extend most

favoured-nation treatment to all other members of the "general association 

of nations”* President ^filson said that Point III intended "no 

restriction upon the free determination by any nation of its own eebnomio 

policy« but only that« whatever tariff any nation might deem necessary for 

its own economic service« be that tariff h i ^  or low« it should apply
5

equally to all foreign nations”*

perhaps more than anything else« Point III expressed the postwar 

desire for decontrol* Ihe leaders in most countries seem to have "believed 

that the old pattern of trading relationships would re-establish itself4
more or less automatically”« and were very content that that should be so*

5 Quoted from "Oomercial Policy in the Interwar Period", op* cit*« p* 15*
4 Martin Hill« "Ihe Soonomic and Financial Organisation of the League of 
Nations« sitashington 1946« p* 20*



Moreover» onoe th# was was oTer» goT^rnments mads it olsar that *tho 

willlng^ase to aoeept in wartimo the reetriotions inherent in •oonomio 

cooperation waa due to a realisation of imainent danger and that the 

participating goTemments intended to resuae their freedom of action as
5 6

soon as the war had been won”* There was little real evidence. that any 

economic alliance would be continued by the Allies into the postwar 

period. At the same timot since Point III prorided for *an equality of 

trade conditions* only *among...the nations consenting to the peace and 

associating themselves for its maintenance”» it appeared to assume that 

the supporters of the status quo might discriminate against those seeking 

its violent revision« If it is correct that Point III assumed this»
4

then there is some tendency towards contradiction between the first part 

of Point III requiring non-intervention and the second part implying 

discrimination* The apparent contradiction should not be pressed too 

far* 3o long as there is any government intervention in economic affairs» 

discrimination is possible* Moreover» even if government intervention 

were completely abandoned» it could be resumed for preventive or punitive 

measures agsinst countries not "associating themselves for maintenance”!

of peace* Hevertheless» a continuing tradition in favour of a minlmiP  

of government intervention in economic affairs reduces the scope of 

possible discriminations and makes the sudden Imposition of discriminations 

more difficult in a crisis* Seventeen years later» the failure of 

eoonoBiio sanctions against Italy furnished some ovidenoe that the apparent

^ Ibid*» p* X6*
6 The decisions of the Soonomio Conference of the Allies held in Paris 
in 1 9 1 6  pointed to a continuing economic alliance» but they were never 
implemented*
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Moreover» onoe the was was oTer» goTemments made it clear that "the

willingness to accept in wartime the reetriotione inherent in economic

cooperation was duo to a realisation of imminent danger and that the

participating governments intended to resuae their freedom of action as
5 6

soon as the war had been won"* There was little real evidence.that any

economic alliance would be continued by the Allies into the postwar

period* At the same time^ since Point III provided for "an equality of

trade conditions" only "among**»the nations consenting to the peace and

associating themselves for its iiiaintenanoe"^ it appeared to assu&e that

the supporters of the status quo m i ^ t  discriminate against those seeking

its violent revision* If it is correct that Point III assumed this»
*

then there is some tendency towards contradiction between the first part 

of Point III requiring non-intervention and the second part in^ lying 

discrimination* The apparent oontradiotion should not be pressed too 

far* So long as there is any government intervention in eoonomio affairs» 

discrimination is possible* Moreover» even if government intervention 

were completely abandoned» it could be resumed for preventive or punitive 

measures against countries not "associating themselves for maintenance*

of peace* Nevertheless» a continuing tradition in favour of a minimian 

of government intervention in economic affairs reduces the scope of 

possible discriminations and makes the sudden imposition of discriminations 

more difficult in a crisis* Seventeen years later» the failure of 

eoonomio sanctions agpdnst Italy furnished some evidence that the apparent

^ Ibid*» p* 16*
6 The decisions of the Soonomic Jonference of the Allies held in Paris 
in 1 9 1 6  pointed to a continuing economic alliance» but they were never 
implemented*
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eontradiotion In the two part® of Point III oould become real and

7
oould have a policy significance*

fiscopt for the action possibly implied against the "violent

revisionists"» the economic approach of the Fourteen Points was to
8

assign a passive role to governments* It was asstssed that 

government intervention in eoonoiftio affairs» whether undertakoi for 

welfare or power reasons» would tend to create economic stresses 

prejudicial to political stability* Sconomic policy was regarded 

as an instrument to be used actively and continuously for the 

maintenance of political stability only in the sense that it should 

leave market forces as free as possible to achieve their own beneficent 

equilibrium* Given the xsiderlying theory of moderately diluted 

laisse:^fairo» Point III was in this respect logical*

Point III was logical in another respect* The "general 

association" of Point XIV was intended to establish the national security 

of all countries* In an atmosphere of guaranteed security» neither

would-be aggressors nor their would-be victims oould derive any value
9

from unilateral use of the economic factor in foreign policy* However» 

whether countries would try to derive value from use of the economio 

factor would depend on whether Point XIV proved to bo fully effective 

and was universally reco^ised to be so» and whether» if one country

7 See Section 4 infra*
8 In using the word "passive", we mean that the emphasis was on what 
governments should not do* Put in another way» governments were 
expected to bo "active" in halting and reversing the multiplication of 
trade barriers and in eliminating discriminations* 4e do not moan 
that governrents wore intended to ignore their responsibilities but 
rather that they were to recognise the best means of fulfilling them*
9 There might of course still be a need for welfare barriers and 
even for welfare discriminations*
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•tappod out of line on Point III» it oould rapidly bo brought back 

into lino* If Point XIV proved to be ineffective» abandonment of 

the economic factor in foreign policy by one eet of nations» while 

it continued to be used by another» was different only in degree of 

innediate danger from diaarmament by one group idiile another remained 

armed to the teeth*
After their acceptance as Armistice terms by Oermany and» 

except for Point II» by the Allies» the Fourteen Points became the 

ostensible basis for the Treaty of Versailles and the Oovenant of the 

League of Nations* The close association of the Treaty with the 

Oovenant was important for it tended to establish the League primarily 

as an instrument for the preservation of the status quo* The Oovenant 

made little provision for peaceful change* At a nu&ber of points» it 

looked not to the future but baok to the past* Preservation of the 

status quo was guaranteed in the wording of Article 10 thatt "The 

Members of the League undertake to respeot and preserve as against 

external aggression the territorial integrity and existing political 

independenoe of all Members of the League"* As against this» Article 

1 9  provided that "the Assembly may from time to time advise the re

consideration by Members of the League of treaties which have become 

inapplicable and the eonsideration of international conditions whose 

oontlnuanoe might endanger the peace of the world”* Here oertainly 

was formal provision for peaceful change» and» taking the wide inter*- 

pretation of "international conditions"» for peaceful economic change; 

but its effect was vitiated by the terms of Article ^ which provided 

that "except where otherwise expressly provided in this Oovenant or
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by the term« of the preaent Treaty, deoiaione at any meeting of the

Aesembly or of the Ooimoll shall require the agreement of all the

Members of the League represented at the meeting”. The unanimity

rule limited effectlTO review to those very few oases in which all
League Members would benefit or at least suffer no ai^iifioant injury

from the changes proposed. In 1919» i’t '•as alleged that the League

was equipped "from the outset with an almost fatal bias towards the 
10

status quo", and that Articles 5 and 10 "have reconciled to the League

some of its original opponents, who now hope to make of it another

Holy Alliance for the perpetuation of the economic ruin of their

enemies and the Balance of Power in their own interests which they
11

believed to have established by the Peace”.

Assuning that the Allies had successfully achieved "the economic

ruin of their enemies”, one way to help perpetuate that ruin was to outr-

law special measures to retrieve it* In part, the Allies did this by,

for example, requiring Germany and the other defeated countries to

extend unilateral mostr-favoured^nation treatment to them, and by12
forbidding a customs union between Germany and Austria. Nevertheless, 

the defeated, countries retained for the most part their right to 

determine their own economic policies, both national and international. 

Their future welfare depended, however, less on their own freedom of 

action than on the freedom allowed them in Allied and neutral markets.

10 J.M. Keynes, "Economic Consequences of the Peace”, London, 1919» P«245
11 Ibid., p. 2Uy
12 This xmion was, of course, forbidden for political reasons, but could 
still entail welfare disadvantages for the defeated oountries, especially 
Austria.
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In a system of free trade» they would suffer no disoriiaination either 

in metropolitan markets or in the eolonies» and colonies would approximate 

to oonmon economic "property"* In the degree to whioh Allied and neutral 

countries diverged from free-trade principles» however» the complaints of 

the defeated countries as "have-not" powers would be increased.

Much therefore depended on implementation of President Wilson's 

Point III which» however» needed a good deal more definition* To give 

it this greater definition» the president included in his second draft 

of the Covenant a "Declaration of fiquality of Trade Conditions"» which 

provided for the removal of existing discriminatory tariffs and 

prohibited their future adoption* In other words» there was to be 

universal acceptance and application of most-favoured—nation treatment* 

Unfair competition in the form of dunping was also to be proscribed* 

Purthermoro» the President contemplated the establishment of inter

national machinery to realise his objectives of nonr*discrlmination and 

fair competition* A note attached to the Declaration included the 

statement that "provisions for an International Trade Comraission» 

regarded as a desirable» if not an essential part of a declaration of 

this character» ore under preparation"* At this stage» therefore» it 

seemed that two weaknesses in Point III - lack of precision and of 

specialist machinery for its implemmitation - might in large measure 

be overccmie*

President Wilson*s second draft was» however» the high point 

for elaboration of Point III. His third and fourth drafts contained 

only a general denunciation of discrimination* proposals from other 

delegations were as non-committal as the President's» and the final
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incorporation of Point III in the Oovonant as Article 2^(e) showed 

little improvement on the wording of the original Point 111*

The final wording was:

"Subject to and in accordance with the provisions of inter
national conventions existing or hereafter to be agreed tqpon« 
the Members of the League: •••

"(e) will make provision to secure and maintain freedom of 
communications and of transit and equitable treatment for 
the oommerce of all members of the League* In this 
connection» the special necessities of the regions devastated 
during the war of 191^18 shall be borne In mind".

"¿Quality of treatment* has become "equitable treatment"; and» 

since once again there are no criteria nor any declared authority to say - 

whether any treatment Is in all the clroumstsinces "equitable"» each 

government Is Its own judge* Ihe phrase In Point III relating to the 

"removal ••*of all economic barriers* has completely disappeared» leaving 

only provision for "freedom of commxmlcations and of transit"* So many 

exceptions and qualifications would have been necessary to include the 

wider principle in a satisfactory form that the attempt at Inclusion seems 

to have been readily abandoned*

Sxcept for Article XVI dealing with Sanctions which will be 

considered separately» the economic provisions of the Covenant virtually 

ended with Article 2^(e)* The Covenant's preambulary declaration that 

the League was established "in order to promote international co-operation* 

referred primarily - almost solely - to co-operation in the narrow 

political sense* Ihe general objective of "international co-operation* 

nevertheless inspired economic activity by the League perhaps more often 

and more directly than did the more precisely-worded Article 2^(e)*

There was a similar general provision in Article 11» paragraph 2 of
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which roads

"it is also declared to be the friendly right of each 
Member of the League to bring to the attention of the 
League or of the Oounoil any ciroupatanoe whatever 
affecting international relations which threatens to 
disturb international peace or the good understanding 
between nations v^on which peace depends"•

Ihe words underlined implied that economic conditions» problems» 

or frictions could be submitted for discussion by the League» provided 

they met the very broad condition that they threatened international 

peace or good understanding* Via a dra^et clause» therefore» the 

League's power to oonsider any economic question was turilimitod*

To sum up* the Oovensint» to the extent that specific reference 

to economic matters was lacking» reflected the prevailing conception 

of the governmental role in economic affairs* "ihe area of inter

governmental oo*-operation in economic matters is naturally limited by 

prevailing ideas aboxxt the economic functions idiich the state ought 

to perform and by the functions actually performed by the state in
15

different ooxmtries^* Ihe manner in which the economic factor might 

be used» on any substantial sodle» to assist political stability was 

not developed in any detail» largely because it was relatively un

developed in that sense in national foreign policies* Article 2^ 

and the other Articles referred to above» should» if implemented» have 

operated to reduce economic frictions* But they provided an uncertain 

framework for the economic work of the League which developed subsequently 

without much specific reference to them*

1^ Martin Hill» op* cit*» p* 13*
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L— gif Bcoacaie MaehlnTy

14
Th# OoT«xiant oontsined no spec if le proTltloa for anj aeoaoBlc

organ or an/ aeonoaio staff. ”Ths Saeratarlat**, aeeordlng to Articls 6,

**shall ooiq>rlsa a 8seratar/»0snsral and sifh saeratarlss and staff as aa/ 

ba raquirad”. loonoale staff eoald ha inelndad and an "aeonoale"

Sacra tar iat soon daralopad, beginning with a nuelaus of aeonoaie sjqparts 

appointad bj ths Saeratar/»0#naxal in tha staraar of 1919* tha and of 

^9381 leonoaie and Tinanoial Organisation* • • .had a staff of sixt/-fira 

Oamara, vhila tha haadqnartars staffs of tha Health, Coaaiuieations and 

Transit, Drug Control, and Social ^nastions Organisations nnabarad lass
1 5

than sixt/ all told".

Tha daralopaant of aeonoaio organs was lass rapid. IsTsrthalass, 

althop^ there was no spaoifie prorision for than under tha Ooranant, an 

Xconomle and a financial Coaaittaa vara sat nqp within a few /ears of 

astablishaant of tha Laagna. Tha International financial Conference 

summoned b/ tha League Council at Brussels froa 24th Sapteabar to 8ih 

October 19^» racooaandad in its report tha adoption of an International 

Credits Schaaa and tha foraation of a technical oomaittaa to assist in 

tha technical execution of tha schaaa. As a result, tha League Council 

appointad a coaaittaa of bankers and businassaan, tha aambars of whidi sat, 

not as national raprasantatiras, but as aiqparts aspaeiall/ qualified in 

tha field of the Coaaittaa's responsibilities. In their role as experts.

14 Nr. Nartin Hill writes that "tha sxggastion made b/ sararal of tha 
principal delegations tha Peace Confaranc^ that soaa fora of aconoale 
commit tea be created within the League framework aroused opposition owing, 
it would seen, to fears of possible intarfaranoe with matters held to be 
of domestic oonoam" (op. oit. p. 20).
15 Ibid., p, 4*
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members v«r«, at laasi in thaorj, frea to prêtant their Tiavt vlthout

i:oTemiiiental influença; hut the Committee wee an adrieoxy at dittinet
from a policy organ, and, whan it made recommandâtiona to the policy

organt, thote reeommendationa did not neeetsarily go forward with the

hacking or commitment of any League goTemment. Ita adritory cheractar

teemt to hara darirad from wartime experience. Ihiring the war, a

nnmher of intar^Allied technical, adTitory committaet operated, whota

membart were utually top-ranking officiait» At a reault of thit hlg^-

leral rapreaentation, "it wat. • .pottihle for agraementt to ha made that

thould become effect ire althou^. the deeitiont reached were nominally no
16

more than reeommendationt".

The tingle Committee of bankart and hutinettmen eplit into the 

financial Committee, which wat primarily retpontible for the International 

Crédita Schema and later propotalt, and the Soonomic Committee. The 

Committaat continued to hare an adTitory role only and their membert tat 

at experte, not at goTemment repreaantatiTet* Initially, their 

"aittion wat...to minitter to the needt of Statat teeking help; the work 

undertaken by them and by the Secretariat created to terra them waa, to
17

atart with, ancillary to thit eminently practical end". HoweTtr, haring 

once been created to carry through reconatruction projeett, the Beonomio 

and financial Committeee toon became permanent inatitutiona of the League 

and extended their intereata to a wider and more long-term field than 

reconttruetion. With minor modificationa in their atructure, they

16 S.B.G. CreaTet, "The League Oomnitteea and World Order",
London, 1931» P* 1̂ *
17 League of Ihitiona, "The League of Xationa Bacona tract ion Sehemet 
in the Inter-War Period", Genera, 1943» P* 9*



/ /
/ / /' • / I i

31
continued to operate vp to and after the outbreak of v#ar In 1939 

the most iiq;)ortant apeeialist authorities of the Lee^ua on economic 

and financial natters of international oonoem*
At the same tine, the potential Talue of the Committees was 

limited. The guidance they prorlded for the economic %fork of the 

Secretariat was Taluahle, and they continually submitted to the Council 

and Assembly of the League recommendations OTer a wide field of economic 

policy. In this, they proTided an essential basis for action by the 

policy bodies. But there was then a need for goTemnents to gire fully 

effect ire consideration to the proposals which cane foiward, to define 

their position clearly and responsibly on policy issues, and to work in 

constant co-operation with one another towards agreed solutions. These 

things could be done only by representatlTes speaking directly for 

goTemments* To appoint erperts and absolTe then from responslhllity 

wight be sinply to establish a facade of consultation and co-operation 

whose depth would be rerealed when final gorernmental decisions were 

required. After I9 1 8 , it seems that most goTemments wanted no more 

or little more than this facade. Trom the expert committees, 

recosnnendations went to the Council or Assembly of the League which were 

preocotpied with more obTious and directly political issues, and gars
1 8

relatiTsly little attention to economic problems. Ad hoc confereness 

helped to fill the gap, but they were held only periodically, were 

limited in scope, and were of relatirely brief duration. They did not

1 8  "The Council, a political body of diplomats and foreign ministers, 
meeting primarily to consider politicstl questions, felt Itself more 
conoenwd with political than technical natters...the Assembly discussions 
%rere usually oTershadowed by political issues, and the treatment of 
economic questions by the Second Committee was often somewhat perfunctory" 
(Martin Hill, op. cit., p. 111).
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glT« the opportunit/ for eontlBuone eonstiltation orer an unllaited 

field of eooBomio relatione that the aeipfiitnde of inter->war eeoaoole 

prohleae eeeaed to call for.

the aeed for a repreeentatlTe eoonoaic hody vae ezpreeeed on 

nan/ oooaeioae. Ae aentloned earlier, Preeldent Wileon bad eonteiq>lated 

eetabllehini; an "International Trade Ooanieeion". Siie propoeal eae 

loet, perhape deliberatelx, in the welter of political issuee aesociated 

with the Lead^*e foundation, but the idea of an eeonomie council, with 

policy authority, pereieted. Propoeale for e\ioh a council were
19

Tent Hated, for eiaaqale, at the World XconoBie Oonferenee of 1927» cu&d, 

in 1935» ® Oomaittee reporting on the "Conetitution, Procedure and

Practice of Oomitteee of the LeagiM of latione", eaid thatx

"Aiere ie no reaeon why the League ehould not eeek, when the 
natter ie of eufficient in^ortanee, to eolre economic and financial 
problème through the effectire collaboration of Ministère of Tinance 
and Aconomics, in the same way ae Foreign Ministers collaborate in 
the Council to eolre political problems...

"It is essential that both the effeotire initiatlTe and the 
control in regard to the undertaking and carrying out of different 
tasks ehould be in the hands of the OoTez*nmeBts. The Council and 
the Aesenbly will constitutionally be in the styrene control but 
it is esq;>edient that, within the general framework of action approred 
by them, specialised bodies of Corernment représentâtiTss should 
control different spheres of work".

Vo immediate action was taken along these lines. But later a Co

ordination Committee on economic and financial matters was established, 

and then, on 3^th September 193B, the League Assembly passed a Besolution 

looking to greater collaboration between the League and non-MeiA>er States*

19 A United kingdom suggestion at the Conference was that "an Vconomic 
Couneili^ representatiTe of states, producers (including employers and 
workers;, and consumers should bs established ..should consider
the Surreys and Beports made from time to time by the Bconomic Committee, 
i%fonnulate policy in International Bconomic Conrsntions or by means of 
Hecommondations, • .^i^woxk in close co-operation with the X.L.O. and 
other actirities of the
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Tron the United States response to this Besolutlon sprang a council

decision of Nay 1939 establishing a special Committee of seren members,

under the Ohairmanshlp of Mr. S*M. Bruce, to consider the need for

**major structural changes with a Tiew to widening the basis of
20

international co-operation in the economic field", as well as the means

of making collaboration with non-Menbers more effect ire. This Oommittee
*

reported to the 1939 Assembly, drawing attention to the fact that

"State policies are determined in increasing measure by such 
social and economic aims as the prerentlon of unemployx&ent, the 
prerentioB of wide fluctuations in economic ectlrity, the prorision 
of better housing, the suppression and cure of disease. These 
matters, which affect the dally liras of erery man, woman and child, 
are among the principal preoeor^tions of statesmen and politicians 
in all countries, whaterer their political structure".^

This pointed to the enlarged significance which economic policy had

gained in international relatione. ïlsewhere, the Report suggested

that "the League's resources enabTe It, In the most economical possible

way...to proTide the essential links between the experts and those
21

responsible for policy"; and it recommended that a Central Committee on 

Beonomic and Social gestions ba created, eomposad of twenty-four 

représentât ires of Member States and not mors than eight co-opted un

official members. The Committee's proposals were approred by the Assembly,

and an Organising Committee was appointed to arrange the oonrening of the
*

Central Committee. Althoi^^h, because of the outbreak of irar, these 

arrangements were nerer completed, the Beonomie and Social Council of 

the United Bâtions was "in its conception almost identical with the

20 Report of the Bruce Oommittee, that is, the Committee on the Structure 
and Functions of the Beonomio and Financial Organisation.

21 Ibid.
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22

Central Cosunlttee which the League in 1939 decided to constitute".

EoweTer, proTision for a specialist, representative, economic 

hod/ had taken a very long time to accomplish. This was a reflection 

of the general failure to realise the magnitude of the changes which 

had taken place in the world economy, the nature of the problems idiich 

these changes entailed, and the need for close and continuous 

international co-operation to find adequate solutions to the problems 

inrolved. However, with the machinery at its disposal, what sort of 

tasks, in the economic field, did the League attempt to perform, and 

with vdiat success?

22 Alexander Loveday, Preface to "Ihe ISoonomio and Pinaacial 
Organisation of the League of Nations", op. oit., p. ix.
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3* The Beononic Work of the

I>eBpite the CoTenent's relatire silence on eeononle matters, the 

Lea^e gradually came to ooneem Itself vith a vide range of economic 

prohlens. Looking hack in later years, it was possible to say that, 

throiigh its actiTity in sminy fields of economic and financial policy, 

the Leagna had insisted, energetically, **that a better economic order 

would promote international peace and that facility of exchange of goods 

is not without influence on the political and eren spiritual rapprochement
?3

of men". But this development was gradual, unplanned, and somewhat 

hapasard. ();aite apart from the economic problems of the longer term, 

even the urgent short-term problem of reconstruction was left unattended 

immediately after I9IH. The concept of a close interconnection between 

economic welfare and peace, though it may hare been present in the minds 

of some of the statesmen at Tersailles, seeme to have been prominent, to 

the degree of effectively influencing their policies, in the mind of none.

Since the war had left almost every country in lurope with some 

major reconstruction problem, plans for international reconstruction 

would seem to have been an obvious need. In fact, however, Buropean 

reconstruction was ignored as an international problem in the years 

immediately after the war. The Treaty of Versailles was silent on the 

problem; it tacitly assumed that reconstruction would find its own means, 

or that reconstruction was not a matter deserving special action by the 

Treaty-isposing Powers. In 1919» Keynes commented that:

?3 Bobert de Tras, **The Spirit of Geneva", London 1935» P* 94
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*Ihe Ijraaty Inoludos no proviolons for tho soonomio 
rehabilitation of fiurope» - nothing to make the defeated 
Oentral Onpireo into good neighbours» nothing to stabilise 
the new states of Surope» nothing to reclaim Russia; nor 
does it promote in any way a compact of economic solidarity 
amongst the Allies themselves; no arrangement was reached 
at Paris for restoring the disordered finances of Prance 
and Italy» or to adjust the systems of the Old itforld and 
the New*

*The Ooizncil of Four paid no attention to those issues» 
being preoccupied with others - Olemenceau to cruoh the 
economic life of his enemy» Lloyd George to do a deal and 
bring home something which would pass muster for a week» the 
President to do nothing that was not just and right» It is 
an SKtraordinary fact that tho fundamental economic problems 
of a fiurope starving and disintegrating before their ^es» 
was the one question in which it was impossible to arouse the 
interest of the Four* Reparation was their main SKoxirsion 
into the economic field» and they settled it as a problem of 
theology» of politics» of electoral chicane» from every point 
of view except that of the economic future of the States whose 
destiny they were handling.” 24

In 1 9 1 9 # therefore» economic reconstruction - or economic 

deterioration - was loft to take its own course; "action was taken 

only when inflation and the threat of social xiçhoaval rendered it an 

unavoidable political necessity*«»iifhen action was taken after the 

collapse of currencies» it inevitably assumed the form rather of 

curing one festering spot after another than of attempting to restore
2 5

health and vitality to the whole economic body of the Continent”*

8y Resolutions of l^th February and ^th August 1920» the League 

Oounoil summoned on hitemational Financial Conferenoe to meet in 

Brussels ”to study the financial crisis and to s e ^  means to remedy it

24 J*M* Keynes» "Eoonomio Consequences of the Peace”» pages 211-2* 
2^ League of Nations» ”Burope*s Overseas Needs» 191^.1920» and how 
Ihey were met”» Geneva» 1$^^*
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and attenuate its dangaroua ooneaqucnoa«”* Ihe Cbnforenoa vas not

to diaousa the Poaoe sattlecienta or roparatlona» and delegates were

to attend the OonTerenoe as eocpertSf not as goTemment representatires•

Ihe Report ultimately adopted by the Oonfersnoe desoribed briefly the

international financial positiont reriewod possible remedial measures

for specific problemst and included four sets of resolutions from the

Conference Commissions on Public Finance» Currency and Srohange»

International Trade» and International Credits* In brief» the Report

called for sound national finances» and urged that *goTemments***giTe

up practices contrary to the laws of economy and capable only of

producing artificial effects» which concealed the true position* The

Conference subscribed to the Supreme Council's resolution of March 6th>

1 9 2 0 » calling for the untrammelled exchange of goods between the States

created or enlarged as a result of the war» in order that the essential

unity of fiuropean life should not be Jeopardised by artificial economic
26

barriers”* Detailed recommendations related to budget equilibriun» 

arrest of inflation» establishment of eentral banks of issue» sixtemal 

credits» export credits insurance» and revolring eredits* But the

Report also contained specific proposals for an International Credits 

Organisation to aid reconstruction* As adopted by the League Council 

on l4th December 1920» these proposals were intended to proride credit 

to goTemments needing reconstruction assistance» after application 

throug)b the Financial Committee» and subject to somewhat elaborate 

guarantees and procedures for expenditure and repayment*. Austria

26 ”lhe League of Nations Reconstruction Schemes in the Inter— Mar 
Period”» op* oit*» p* 11*
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applied for aasistanoe under the sohcne In Mereh 1921« Ihe United

f

Kingdom» Franco» Italy and Japan imnodlatoly auspendod reparation 

oldlma so as to free Austrian assets as security for reconstruction 

oroditsi but fifteen months passed before enough assets had been 

freed» as a result of similar suspensions by the smaller oountries» 

to form security for a credit operation* Bren then» delays oontlnued» 

ohiefly because of difficulties with the Reparations OoianisBion*

Finally, in Kay 1922, the Orguiiser whom the League had appointed for 

the soheme, resided and, in effect, brou^t this attempt to furnish 

international aid to an end*
Subsequently, the League adopted a more flexible approach» under 

which credits were extended "bilaterally" to individual governments under 

individual agreements as the need arose* Austria was the first to 

benefit from this new approach* Her financial condition had remained 

grave since the end of the war; and both political and economic consider

ations combined to such an extent in demanding intemational assistance 

for her recovery that League responsibility and League prestige were 

elearly involved* This was the iiq>ortant feature of assistance to 

Austria: it constituted not a simple excursion into economic co-operation 

but contained as an important element the application of economic 

resources to safeguard and promote the political objectives of the 

League* Furthezmore, althou^ belated» the experiment of League 

assistance proved effective*

Under the Treaty of St* Qermain» the Austrian Republic had undez^ 

taken not to "alienate her ind^endence" without the consent of the 

League Oounoil* Under pressure of economic distress» however» Austria
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had, after the Aralstiee but before the St* Oermain Treaty» tried to

r

link first with Germany and later with Switzerland* The possibility 

of an Austrian union» espeoially with Germany» was an io^portant 

element in the pressure against the Allies to furnish Austria with
27

assistance* Some assistance she had already had by 192?* She had 

received "relief oredits"» reparations olaims against her had been 

abandoned» and the British» French» Italian and Oseohoslovak Governments 

had made large bilateral advances* However» her economic condition 

remained acute and in August 1922 she appealed to the Si^^remo Sconomio 

Council for a loan of SStg* million to be guaranteed jointly by the 

Allied Governments* The Allies replied that» althou^ they were 

"unable to hold out any hope of further financial assistance being 

given to Austria by their Governments"» there might be some prospect 

of assistance if the League» after investigpition eind report» were able

27 "Of all the new countries that emerged after the last war» Austria 
was the one about %diose survival the gravest doubts were held» from the 
very outset» both at home and abroad* infith a population something over 
6 millions» of whom about a third lived in Vienna» Austria as defined by 
the treaties had for many oenturies past not known what it was to fend 
for herself* The results of the experiment were not looked forward to 
with oonfidenoe* Indeed» in the period from the Armistice to the Treaty 
of 3t* Germain» Austria attempted to join Germany but was warned to desist 
by the Allied and Associated Powers* Germany herself» at the time» did 
not appear to welcome the idea* Sven within the small territory» to which 
the name Austria now implied» there were separatist tendencies* One of her 
provinces asked in vain» in 1920» to be received into the Swiss Confederation| 
Such syaqptoms» together with the undisguised misgivings felt by the members 
of the Austrian Peace Delegation» moved the chief Allied and Associated 
Powers to assure the Austrians that their country would not be left without 
assistance" ("The League of Nations Reoonstruotlon Sohemes in the Inters 
4ar period"» op* cit*» 55)*

Unofficial plebiscites showing the Austricms to be strongly in favovr 
of union with Germany» kept up the pressiire agaihst the Allies to extend 
assistance to the new Republic*



ko

to present a aomprehentire programme of reconstruction "containing 

definite guarantees that further subscriptions wouId««*not be thrown 

away like those made in the past”* As a result, a special committee 

of the League Council, including representatives of the United Kingdom, 

France, Italy, OsechoSlovakia and Austria, was set t;qp to direct the 

Financial Committee in its formulation of a reconstruction progranna; 

and, on 4th October 1922, three protocols were si^pied oontaining the 

fruits of the committee *8 work as modified subsequently by the League 

Council* The protocols set down the extent of assistance to be given, 

and provided for refom of Austrian economic policy under international 

8\jq)ervi8ion* In the first of them, the Allies undertook to respect 

Austria’s independence, and Austria not only reiterated her pledge under 

the Treaty of St* Cermain but undertook also not to enter into any 

economic agreement idiich rai^t compromise her independence*

The loan to Austria amounted to £Stg*^^,7^t^^* Throu^ 

international s\4>erviBion, the Allied Oovemments guaranteed themselves, as 

far as possible, against financial loss; and, although they guaranteed 

the loan, the actual funds were supplied by private lenders* Government 

risk and participation were kept to a minimian*

fiCl^t other loans on the Austrian model were made under League 

auspices between 1924 and 1928. There were differences in detail in the 

tom s  of those loans, but all applied the important principle of using 

the economic resources of League Members to promote the basic League 

objective of political stability* None of these loans was set in a 

broad enou^ economic or even financial contaoct* For axample, forel^ 

borrowing proceeded lancontrollod after the suedbss of the League loans,
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and "there iiaa nothing in the oentral bank atatutest an important part

of the League's reoonatruotion plana« enjoining on thoae oentral banka

or any other authority the duty of oontrolling foreign borrowing*
26

Automatism was supposed to do that"* Ihe League saw the need for 

some speoial oomneroial arranganants among the Danubian states« and 

"the adTantages of lowering trade barriers and concluding oommeroial

agreenents between the Ouuibe States were rehearsed in report after
29

report"* But no oonorete results emerged* Herertheless« the 

League loans taken by themselves made a real contribution to 

reconstruction« and were perhaps the League's most direct« practical 

and effective contact with the international economic problems of the 

interwar period« and gave the League the beginnings of a foreign 

economic policy of its own* By coiiq>arison« many of the League's other 

economic activities too often had the appearance of ineffectual« almost 

acadenlo excursions into a field in which national governments jealously 

guarded their competence or the competence of private enterprise within 

their borders*.

Beyond reconstruction lay the broad sweep of international 

economic problems involved in trade« investment« and exchange relation

ships* Ihe provisions of the Oovenant directly dealing with economic 

matters referred only to international "commerce"| and most of the 

countries which framed the Oovenant wanted to get back to pre-war 

commercial relationships as soon as possible* This restoration became

26 Ibid*« p* 1^9
29 Ibid*« p* 5 6



the task of the two Oouiitteee initially eetabliehed to aid 

rooonetruction - the Soonomlc and Financial Committees* Of these» 

the Financial Oomnittee eonoemed itself mainly with probleeis of 

exchange relationships» the gold standard» international investmsnt» 

budget policy» and so on* It rendered "adTioe to the Council In 

leading assistance to goTommenta» and***(sa financial questions capable 

of international solution» ** took the initiative in preparing for

Conferences which **•*«dealt with Suppression of Oountex*fsiting Currency 

(1 9 2 ^); Suppression of the Falsification of Dociznants of Value (19^); 

Convention on Financial Assistance (19^)* iuad the problem of 'double
5 0

taxation* which was forwarded to governments for their approval (19!̂ )̂''* 

The Soonomic Committee concerned itself with such problems as most

favoured-nation treatment» reduction of tariffs» removal of quantitative 

restrictions» simplification of customs foziaalities» and» at a later 

stage» standards of living» economic stability» and employment* Soonomic 

and financial publications such as the Monthly Bulletin of Statistics» 

Money and Banking» Balances of Payments» the iiorld Economic Survey and 

others gave Member Qovemments a factual background on which to base 

policy decisions* Ihe Soonomio Committee prepared for a number of 

international conferences» including» for example» the Conference on 

the Simplification of Customs Fonaalities in 192^» the Conferences on 

the Abolition of Import and Export Prohibitions and Restrictions from 

1 9 2 7  to 1 9 2 9 » the iiforld Economic Conference of 192?» &nd the International

3 0  John I* Xnudson» "A History of the League of Nations”» 
Atlanta 19^» p* 206*



43

Oonf*rene« for tho Unifloation of Icononlc Statiotles In 1920. fhm two 

prineipal Comnlttooi were wqpportod by otbor technical oonltteee of 

expert• ctwh as the fiscal Conaittee and the CoMilttee of Statistical

laqperts*
To restore trading conditions, the Sconoalc Ooimlttee

saw one of its first aajor tasks to he the reaoTal of those qnantltatlTS 

restrictions which a mniber of oonntrles had used during the war and 

which, with a gradual and unewen tendency towards relaxation, had been 

continued Into peacetime trade policy. After preparations had been Bade 

by the Xconomlo Oommlttes and the Xconomlo Section of the Secretariat, 

the first Conference on the Abolition of Import and l^ort Prohibitions 

and Bestrletlons was called In CensTa In October 1927* *here twenty- 

nine nations adopted a ConTention, the Parties to which undertook, 

subject to certain exceptions, "to abolish within a period of six nonths 

all Import and export prohibitions and restrictions and not thereafter 

to Impose any such prohibitions or restrictions". A second Conference 

met In June 1920 to consider supplementary material and reserratlons, 

and the ConTention was then to come Into force on receipt of eighteen 

ratifications, the necessary number of ratifications was nerer recelTsd.

A third Conference was held In December 1929 and the ConTention was brought 

into force for a few countries which. In any oTont, applied few of the 

restrictions which the ConTention outlawed. Although there were later 

efforts to rsTlTs the ConTentlon, they were uniformly unsuccessful. If 

In 1919 It was true that "in the great majority of countries ..., there 

was no disposition...to limit national freedom of action In regard to



51trade policy", the Oepreeeion after 1929 made all eountriee anxious 

to cling to whatever instrumente they had at hand or could newly devise 

to protect their national econosiios from the eoonoialc blizzard. 

4xmmtitative restrictions remained and were extended and the efforts 

of the League bore no fruit*
About the same time» the League made an attack on the tariff 

problem. In September 1925, the Assembly decided to call a iferld 

Boonomic Conference which met in May 192?» and idiich inter alia, 

eo5 )hasised the "harmful effects upon production and trade /phlo^ result 

from the higih and constantly changing tariffs which are applied in many 

ooxmtries". Blse^diere the Oonferenoe "urged the rapid re-establishzent 

of treaty relationships based upon unconditional and unrestricted m«f«n* 

treatment* and asserted that *the time has Oome to put an end to the
52

increase in tariffs and to move in the opposite direction*". Ihe 

League Assembly subsequently adopted the recommendations of the 

Oonferenoe unanimously, and twenty-nine i^vemments, including twenty 

European governments, separately declared that the recommendations had 

their support. Inaaediately after the Conferenoe, the tariff position 

in many countries seemed muoh more hopeful. A number of tariffs were 

reduced either by unilateral action or through bilateral agreements• A 

number of agreements based on most^favoured-nation principles, were 

concluded and, for a short period, it seemed that the status of the most

favoured-nation clause might be restored. However, the trend was short-

51 "Commercial Policy in the Interwar Period", op. cit., p. 16.
52 League of Nations, "Commercial Policy in the Post-’dar dorld",
Geneva 19^» P*
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llT»d. Th« Depreasloii undeniiasd what tha Lmg^ had alraady aehleTad 

and prarantad any aaw adi^noa* Tha Seononie Coianittaa, which had aat 

to work to codify Aoat-faTotirad-nation traatnant and to prapara tha 

way for a Bialtilataral a^aamant, oonld do nothing of imnadiata, 

practical walne in tha datarlorating aoononic conditions of tha tiaa.

But the effort at co-operation did not die. In 19331 • World 

Bcononic and Monetary Conference net in London* The Preparatory 

Commission of S:q>erts for the Conference» appointed by the League 

Council in October 193^» reported on tha problems confronting the 

Conference as follows!

"Three years of world-wide dislocation hare generated a 
Tast network of restraints nqpon the normal conduct of 
business* In the field of international trade, prohibitions, 
quotas, clearing agreements, exchange restrictions - to mention 
only some of the most widely eaployed forms of regulation - 
throttle business enterprise and indiridual initiatira. BefensiTcly 
intended, and in many instances forced by unaToidable monetary and 
financial «aergeneie«, these measures hare daraloped into a state 
of Tirtual economic warfare. Xt is not only in the field of trade 
that this tension exists* In the difficult sphere of international 
monetary currency relations and in the world capital markets, 
free international co-operation has giran place to complex and 
harassing regulations designed to safeguard national interests*
If a fall and durable recowery is to be effected, this prawailing 
conflict of national economies mast be resolTcd".

Althoui4^ tha psirtieix>ating goramments agreed on tha nature and significance!

of tha problems facing them, the 1933 Conference was completely unable to

deal with them* *^are was Tinaninity as to the objectiras of economic

policy - the same obJactiTes that had bean Tiqphald in international

gatherings since 1919 • Wut there was no agreement between goTemments on

how those objectiTes mi^t bast be achiared and fundamental difference
33

on crucial issues of immediate policy". The immediate cause of the

33 Ibid., p. 17.
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breakdovn of ihm Comfmrensm vas ihm saddon and tmwfyormrjr rajaetion of
tha «old atandard hy tha ITnltad Stataa. “Äa Unitad Statas dlacorarad

34
that ««old «aa an ohaolata fatiah of ao-eallad latarnationaX hankara'" 
and har *anddan antl--«old atandard attltada» • •aoaplatal/ atjaiad tha 
Confaranea*« Aftar aaran waaka* aittin« and tha paaaa«a of aoaa 
Inaffaatml raaolatlona, tha Confaranea adjottraad - It vaa not eloaad - 
but It narar nat a«aln.

fhia nnhappj dlaparaal «ndarllnad tha Laa«na'a fallnra to 
aatabliah a aaeara aoonoale haala for vor Id paaaa. It «ay hara haan

55
that "tha Oonfaranoa on^ht not to hara mat vhan It did", and that, ln 

tha eironmatanoaa of tha tima, it vaa honnd to fail* But, aran thoa«^ 

tha Laa«aa al«ht not haTa haan ai^aetad to raaady tha aoonoaie ealaiiitiaa 

of 1929 to 1933, it ai«ht parhapa haaa baan azpaetad to do aoaathin« 

affaetiTe to arart tha ealaaity in tha yaara hafora 19^« ®iat It had 

not dona, althox^ it had cartainly triad. tha Lmagum coald claim to 

haTa ramoTad or modifiad fav of tha maladJaataanta fron vhioh it had 

aaknovlad«ad tha world acoaony to ha anffarin«* Bo raal or lasting 

solutions had haan found to tha spaoifie prohlams tha Laagua had posad 

for itsalf - raduotion of tariffs, ramoTal of discriminations and 

quantitatira rastrictions, raatoration of tha gold standard, and so on*

A numhar of factors me^ hara contrihutad to this failura. In part, tha 
Laagua fallad haoausa it mistook tha symptoms for tha oausa of aoonoaie 
ills, and eonoamad itsalf with tariffs mora than with affactira damand

54 J.W. Bayan, "Monay in a Maalstrom", Haw York 19491 P* 93
55 Martin Hill, op. cit., p* 6 7 *
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(It %fai, of oonrso, hj no naans alona in this arror); in part, it

■aj haTa fallad baoansa it laokad adaquata mehinary for eontinuons

aeononio oonsnltation at tha raprasantatlTa, as dlstinet fron tha

axpart, laral; and, in part, it fallad hasansa Manbar OoTamiaants vara

mora anxious to pronota thalr aoononle Intarasts by unilateral nation

than throui^ Intamatlonal oo-oparatlon. But vhatarer tha azaet causas,

tha Laa^ua had by 1933 fallad as eo^plataly to prorlda a satisfactory

aeononle basis for world paaea, as by 1939 fallad to prasarra

vorld paaea Itsalf. Ona vrltar has said that:

’•Thera hare even bean voices that proolaimad tha fall\ira of 
tha 1933 Conferanoa to be the causa of tha Second Vorld Var.
It is mora correct to say thpt those developments had already 
started and that tha eonfarenca was unabla to stop than**. 3^

The 1933 Oonferanca was part of tha general failure to deal with vorld

aoonoaie problems. Thera vas no direct connection batvean tha failure

of the Gonfarenca and tha formation of a Sasl Ckivamnent In Samany.

But the aconomle breakdown helped axtranist raglmas Into power, and tha

failure of tha League to turn tha economic factor to Its fundamental

purpose of vorld peace seams to be underlined by tha naar-colncldanea

batvaan tha collapse of tha 1933 Oonferenca and the Basl accession to

power.

After 19331 there was no singla "world trend•• In economic policy.

for soma countries, especially Germany, tha anqphasls was Increasingly 

placed on a policy of economic nationalism or aeononio rcflonali«!, 

while vorld trade conditions were slowly, but naTarthalass clearly, 

ii4>roving. for other countries, especially tha United States, tha

36 J.V. Bayan, op. elt., p. 91*
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improTeaent In world trading eonditlont wnt aeeo^panled. 'bjr a polio/ of 

rednolng trada barriarf and appl/ii^ than without dlBeriBiination. Tha 

lattar eowatriaa followad, in affaet, tha prinolplaa which tha Laagua 

had eonaiatantlj adroeatad; but tha Laagua itaalf aaaaa to bawa had 

littla diraet influanea on national polieiaa aftar 1933* ^ i a  doaa 

not naan that tha Laagua abandonad tha affort. On tha eontrar/, tha flald 

of Laagua intaraat in aoononie affairs axpandad, rathar than contract ad, 

in tha la tar intar-war yaara, and thara wars constant Laagua anquirias 

into ways of inproTing world aconoaie eonditions and acononio co-oparation. 

In 1935 leononie Oonaittaa praaantad a report on tha inpact of ra- 

strictionism and loolrad to at least torve ta-rporary e^oparation against 

rastrictionist polieias which "could, without difficulty, ba transforaad 

into paraanant co-operation*; in tha same year, a Joint Oounittae of tha 

leononic and Financial Committees reported on "the causes, scope, methods 

and results of oon^enaation and clearing agreeaants*, and studies in tha 

general field of exchange control and exchange agraanants ware eontinued 

in later years; in September 19331 League Assai^ly initiated an enquiry 

into nutrition and, in the following year, it instructed a Joint Oommittaa 

of the loonomio and Financial Oommittees to enquire into the question of 

equal eomaareial access, by all nations, to sources of certain raw materials; 

tha Feonomic Committee oontinued its work on equality of eomaercial treat

ment and in a Seport of 193^ insisted that "the most-faToured-nation clause 

and the system of equality of treatment which it ia designed to establish 

constitute an aaaantial guarantee for tha maintananea and darelopmant of 

world trade"; in 1937» Assembly inritad tha Boononio and Financial 

Coomittaaa to examine meesuras to prerant or mitigate aooaomie dapraasions.
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and alao to o j e mIm  Mthoda, of a natloaal or an latoniatlonal eharaeter,

✓

for roitlag tiandards of llTini;. Iha H a t  of amiiilrlaa» raporta, aiaditi, 

and to on oonld ba graatly axtandad, 'but thair inmadlata influanea vaa 

anall - nona "eould do aora than dia^noaa ilia and point out vbat oni^t
37

to ba dona to raaady than”. Hovarar, thaj vara

broadar LaainoM undaratandii^ of tha uaa of aeononie eo^oparation for 

world paaea* Ona approach vaa to ranoTO raatrletiona and diaarlalnatlona 

froB intamatlonal aeonoBio ralationa - to ramoTa vhat ai^ht ba eallad tha 

diraet aoonoBie provooationa to bar* But a mora intricate problaa 

had anareiaad nany brilliant ainda in tha intar-aar pariod - tha problaa 

of paaoofnl ohann^a, in idiich aeonoaie i>olio7 would hava to play a oantral 

part. Tha Laa^^ua waa ba^inning to taekla thia problaa alao in ita 

an<^uiriaa into atandarda of living, nutrition, aoonoaie atability, aeeaaa 

to markata and raw natariala, and ao on. Though tha I»aagua vaa unabla to 

adiara any aubatantial raaulta Itaalf, araoh of ita work after 1933 

providad a valuabla baaia for tha aarly work of tha rOnitad Bationa; and 

parhapa in that lay tha chief value of tha League» a acononic work ganarally. 

League axparianca daaonatratad tha algnifioanoa and tha complexity of 

aatabliahing an aoonoaio baaia for a durable peace. On tha one hand waa 

tha andaavoxir for

*...tha total abandonment of raatrictioniat polioiaa and the 
conatruction of an international political ayataa under t^ieh 
auoh polioiaa cannot ariaa, a ayatam under which tha political 
adainiatration of eountriaa no wore than the political 
adainiatration of eountiaa or provincaa ia allowed to aaxva the 
purpoae of local monopoly*. 3^

37 *The League of Bationa Raoonatruction Schamaa in tha Inter-Var 
Period*, op. oit. p. 25«
38 L.O. Bobbiaa» in "Peaceful (Bianga, An Intamatlonal Problem*, 
Bditad by C.A.W. Manning, London 1937» P*
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On th« other hand, vet the wider, more pot It Ire approach of Informed 

action to promote economic derelopment, to reitc nutrition and living 

ttandardt, and to maintain high lerelt of ei^loTment and hntinete 

actiTit/. One of the League*t moat important ad hoc hodies - the 

Delegation on feonomie Daprtttiont, appointed at a retult of an Attembl/ 

decition of October 1937 “ prêtant the firtt part of itt Baport

until 1943. and the teaond part until 1945t and it vat then oTerthadoved 

"bj national plant, declarationt, and programmât, and bj arrangaaentt 

for pottvar international organ! tat ion. larerthelata, the leport 

indicated the linet along vhich international thinking, under the League, 

had developed, and provided tome guidance for the League*t tuccettor*
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The aignifioano» of Smotione

1i

It is one thing for QoTemments to ensure that eoononio conditions

do not i;qpset the existing political balance or for doTemments aotirely to

work for oconomio conditions which assist political stability* But it is

a more precise and directly political approach to assert the collectire

will of a group of nations by using econoaio power against an actual or

potential aggressor* This approach of economic resistance, temporarily

replacing that of economic appeasement, was involved in the League policy

of economic sanctions*

Article 16 of the Govenant declared that

"should any Member of the League resort to war in disregard 
of its covenants \mder Articles 12, 1^, or 1^, it shall ipao 
facto be deemed to have committed an act of war against all 
other Members of the League, which hereby undertake immediately 
to subject it to the severance of all trade or financial 
relative, the prohibition of all interooiirse between their 
nationals and the nationals of the covenanV-breaking state, and 
the prevention of all financial, commercial or personal inter
course between the nationals of the oovenanVbraaking state and 
the national of any other state, whether a Member of the League 
or not"*

In 1919f President Wilson underlined the potential force of this Article, 

when he said:

"Suppose someone does not abide by those engagements, then 
idiat happenst An absolute isolation, a boyeotti The boy
cott is automatic* There is no *but' or *if* about that 
in the Covenant* •• Udien you consider that the League is going 
to consist of every considerable nation in the world except 
Qennany, you can see what the boycott would mean* No goods 
can be shipped in or out, no telegraphic messages can be 
exchanged, except throu^ the elusive wireless perhaps; there 
would be no communication of any kind between the people of 
the iOther nations and the people of that nation***It is 
the most complete boycott ever conceived in a public document"*
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On a strict reading of the OoTonant» the second paragraph of 

Article 16» dealing with a m e d  resistance to any aggressor» appears to 

supplsEiant the first paragraph of Article 16 quoted aboTs« Mhen the 

League came to apply Artiele 16» howerer» paragraph 1 became in practice 

an altematiye to paragraph 2» in largo part no doubt because it was 

politically more palatable to apply economic pressure than to proride 

men to f i ^ t  in ware in which the national security was not too closely 

or too seriously inYolred« iiAien paragraph 1 became an altematlTS and 

not a supplement to paragraph 2» economic power became» in effect» the 

only material weapon available to the League» and "sanctions” meant in 

practice only "economic sanctions”« This result oould hare been 

beneficial if it had derired from a sincere faith in» and a studied 
understanding of» the economic factor in League policy* If on the 

other hand it were siiiq>ly a means of escape for governments from the 

more onerous obligpitions of the League» it would be symptomatic of League 

impotence«

Sanctions were imposed by the League only once» and then un

successfully against Italy during the Italo-Abyssinian conflict of 1955* 

Since Italy had been declared the aggressor» economic sanctions were» 

under Article 16» to be imposed against her ixamediately and» one m i ^ t  

alao have sapeoted» automatically« the measures agreed upon» however»

39 The second psuragraph reads ”lt shall be Uie duty of the Oouncil 
in such case to recommend to the several Ok>vemments oonoomed what 
effsotiva military» naval or air force the Members of the League shall 
severally eontribute to the armed forces to be used to protect the 
oovenants of the League”«
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aao\mt«d to moth le«s than the *'eoî )lot« hoyeott” •nTioa^od hy
40

Protident Wilson, and, in fact, the praetioal, if not the le^el 

force of Article l6 had already been weakened hy interprétât ire 

decisions of the Lea^e Assembly, especially in Hesolntions of 

19^1 • It was now agreed that Meaber States were **entitled^, rather 

than ooiqpelled to apply sanctions a^inst a CoTenant-breakin^ state; 

that each eonntry should decide for itself idiether another country 

had broken the Cowenant; that certain countries could postpone sanctions 

idiolly or partially in order to minimise loss and IneonTenienee; that 

the form of the sanctions should not be decided beforehand, but as each 

ease came up for action; suad so on.

40 **The measures erolred by the Co-ordination Committee fell far short 
of the 'sererance of all trade and financial relations* contemplated by 
the CoTenant. There was newer any question of cutting off Italy from 
intercourse with states which were not Members of the League or, indeed, 
with states which were members; remittances continued to reach Italy from 
Italian emigrants resident in League countries; tourists from League 
states could still wisit Italy, though their number was naturally reduced 
by the prerailing tension; the nationals of League states were free to 
trarel on Italian wessels or to consign goods in Italian bottoms; the 
export of aluminium was prohibited, though aluminium was one of the wery 
few minerals with which Italy was able to prowide herself from domestic 
sources; iron ore and scrap iron were prohibited, but pig iron and bars 
were not; nor were coal, oil or copper. The prohibitions which were 
enforced, with the exception of the financial sanction and the arms 
embargo, had effect as from lorember Ihth only, leaving a considerable 
period of which both the legitimate trader and the speculator took 
advantage. Article I6 had spoken of the 'immediate* severance of trade 
and financial relations. Thus, to take a hypothetical example, tanks, 
built of steel bou^t from League countries and paid for with money 
spent in Italy by the nationals of League countries, cotild be driven 
by petrol svq>plied by League countries and transported to Massawa by 
tankers flying the flags of States Members of the League** (B.I.I.A., 
"International Sanctions’*, London 1938# PP* ^^05-?06).
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Zn part, aanetiont against Italy fallad baeanaa the lack of 

tmiTaraality of Laa^n^^ aaabarahlp aarrad to "craata a farthar alamant 

of doaht aa to tha poaalhla affieaey of tha aanetloaa laid down la

the OoTanant and Ineraaaa tha hardan of aaoh aanotiona for Stataa
41

vhieh m y  apply than". fhara wara a nambar of laportant •nmtrala*

with whom Italy ooald atill trade and e ommloata fraaly aran if all

other eoantriaa had applied aanetiona wlthoat raaarra* Fnrthamora,

althot^ tha Thiitad Stataa applied her laatrality Act a«alnat both Italy

and Ahyaalnia. and althou^ tha Aot probably operated to the net

adTantai^a of Ahyaainia rather than Italy, tha ’•boycott* i^^oaad by the

Aat van far from eosQ>lata* Amons raaaona for thia waa tha faet

that "the Aaariean aiq}ortara oonld. with acme juatiea. aripia that ao

lon|̂  aa Leagna eonntriaa. idiioh wara nndar an obli^tion to aerar

aoonomio ralationa with the a^raaaor. continued to permit T&nraatrictad

trade in Tltal oommoditiaa aa oil. coal. iron, and atae^, it waa

nnfair for Americana. lAo were under no auch obli^tion. to be daprlred
42

of profitable ■arkata’*«

A  further point waa that Article l6 had enjoined nationa 

applying aanationa to **»utually aa^o**^ •»other in the financial 

jiná economic maaanrea which are taken under thia Article, in order to 

minimiaa loaa and inoonrenienca’'* The ••loaa and inconranianca*. which 

would hare reaulted from tha eoiqplata cloaure of the Italian market, 

could not be ignored in the conditiona of laaa than full en5)loynant

41 League of Mationa. "Baport of tha Special Committee aet tsd to Study 
tha i^lieation of tha Principlaa of the Ooranant*, Canera 193ot P* H o *
42 "International Sanotiona", op. oit., p. l64*
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•till aff#oting BOtt eoBntrlBt In 1935* woBld haT# fallan miaTanly 

on th# sanetlona-l^potix« powara. On I4th Oeteb%r 1935t tha Co

ordination Ooanittaa adoptad a daelaration on Bratml it^pori and, on 

19th Oetobar, accaptad a proposal of tha Coaaitiea of Si^taan, on 

Or«aniaation of Hntaal 9vpport. ahich was snboaviantly aacaptad by 

forty^six Maabar OoTsmaants» Bnt praetieal staps to axtand antnal

stq>port still fallad to aatarialisa.

*»A eonsidarabla aaonnt of disenssion took placa In tha Co
ordination Ooaaittaa and its sTJb-coaaittaas of tha possibility 
of darising aaans for lightening tha bnrdans of statas 
partienlarly hard-hit by tha applieation of sanctions* •• In 
praetioa, howarar, tha fmlts of tha attanqpt to organisa antnal 
sD^ort* wars axoaadingly swagra, thongh Qraat Britain did aaka 
oartain eoneassions in raspact of TngoslaT fara prodnea*
Tngoslaria was tha hardast-hit of all tha applying eonntrias, 
sines sonathing batwsan a qnartar and a fifth of bar aborts wara 
taken by Italy* »ha fact that so littla was dona to gira affaet 
to paragraph 3 of Artiela I6 eight prora to ba of iaportanea if 
tha qnastion of tha application of this Irtiela wara to arlsa
again". 43

PriTata intarasts likaly to snffar froa tha loss of Italian aarkats 

quita nndarstandably axartad prassnra on thalr goTamaants to axaiq>t thair 

products froa tha affact of sanctions* OoTsmaants wara in a weak 

position to rasist this prassnra nnlass thay wara abla and willing to 

offar adaqmta eoapansation for any lossas snffarad; and plans for 

ooapansatlon saam narar to hara baan oonsidarad or at laast daralopéd 

into affactira policy. "Thara appaars to ba no arldanaa to show that 

^ndiTidnals and firas^ wars in any way oosqpansatad for tha bnrdans 

whieh thay wara eallad upon to shonldar in tha naaa of collactiTo 

saenrity, and soaa faaling of rasantaant against tha whola policy of

43 Ibid., p. 210
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tanetions It tharafora Tarjr tudarataadabla”. This raaantaant auat 
hara had aone Inflnaaea on tha eontlnnad axport to Italy of avppliat 
of oil, eoal, pl|; iron, eoppar, and othar raw aatariala and nanufaetnrad 
products usafnl for tha prosaeution of aar. Sanctions which nay, in 
any casa, hara been inaffactira, bacana in thasa eiretoistaneas 
ludicrous* Laair̂  i^amnants with political baelciKrounds similar to 
that of ths United Kingdom OoTarnmant had hot raachsd a stage of 
aconoaia control where, for foraigxwpolicy reasons, they eodd 
sliminata an important foreign market and still maintain tha internal 
balance of their aconomias* ®ha choice for thasa gorammants tended to 
be a olaarwcut one between maintaining entire tha relationships of peace 
and making an unequiTocal declaration of war. the half-way course of 
economic sanctions proTsd to be inq>raeticabla* A threat to national 
security which would Justify a declaration of war would Justify also
almost any aconomic sacrifices and, in tha arent of actual war,

«

goTammant war expenditure would conpansata prirata intarasts for any 

sacrifica which a i ^ t  otherwise be inwolrad. In a situation short of 

actual war, howerar, the reasons for aconomio sacrifico’ ware lass obrious 

and eoiq>alllng, and the prospects of automatic ooipensation less 

assured.

Sanctions therefore failed. But they failed largely because of 

an established economic system - an economy based on a large measure of 

freedom and economic responsibility for priwate enterprise - idii^ was 

rapidly being undeminad. If and idian that system finally passed away.

44 Ibid., p. ^10.
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•anetiont would toeoM iraoh moro practieablo; and tomathla« Boro, 

whieh Artielo l6 and the si^portars of Artiolo l6 had noTor vlohad 

for, would bo praetieablo alto* A  gonorallj aeeoptablo dofinitlon 

of oanotlono ran an followos

"Sanetlono aro noaouroo takon in onpport of law. It it of 
tho ooooneo of law that its oanetlouf aro appliod with and by 
tho i^onorol authority, not by any indiridual. With tho oub- 
otitution of tho word *otato' for tho word •indiTidual’, thit 
io t m o  in prineiplo, and ousbt to bo truo in faat, of tho 
oanetiono of intomational, ao wall at of national law. In 
00 far ao oanetiono aro punitiTO, thoy are appliod only after 
duo enquiry and jud^oaont by a eoapotont authority. Phyoieal 
foreo ontoro into thou but rarely and only in clearly defined 
eireuffiotaneoo; it auot bo roaonborod, howoTor, that foreo it 
always pro sent in tho baek^ouad.

"lot all oanetiono aro punitiTo; tone aro prorontiTo. 
OirouBstaneoo uay arise in whieh forcible action is necessary 
in order to ensure that law-breaking shall bo dealt with in 
duo course of law* Such forcible action (for osaqplo arrest) 
is called police action, and it is goTomod by certain clearly 
defined principles* Its sole object uust be to eugppress dis
order, and ensure that tho peaceable and orderly process of law 
shall proTail. It must not be indiscriminate, so that it strikes 
those who are neither taking part in, nor abetting the disorder 
against whieh it is directed. It must not be punitiwe, 
arrogating to itself functions which may be exercised only with 
the authority of, and after due enquiry by. a competent court.
And it must not be Tindictire, so as to leare behind it feelings 
of resentment, or grierance against injustice. The measure of 
force necessary to si^ppress the disorder against which it is 
directed must be used, and no more* Police action of itself 
neither settles anything nor eren professes to. It merely 
ensures that disputes shall be settled, or law-breaking dealt 
with, by the collectiTe process of legal action, and not by 
priTate Tengeance or the strife of indiTiduals". 45

Vhen the League Members applied sanctions against Italy, the 

imposing powers formed, in effect, an anti-Italian alliance, whieh used 

the economic power at its disposal against its opponent. This alliance 

was within the League, a recognised instrument of international law; the

45 Ibid., pp. 4-5*
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aetlon bj th« alllaae« wat "in av^ort of lav”; it vai appllod
”vith and bx tha ¿anaral anthorltx”, aftar that anthority bad nada 
”dva aaqnirx nnd jndî anant”. fha allianea vaa a failnra but tha 
atrnotTira of tha libaral aeonomie ayataa vaa alraadx undargolnc 
auoh eban^a that aneeaaa on aoi&a fxitnra oeeaaion ai^t ba llkalj.
Whan thaaa ebanirva bad baan eovplatad, hovaTar« wonld any allianeaa
î poalns aanetiona alvaya do ao vithin tha fraiiavork of a ”eoqpatant 
authority”? Would aanetiona alvaya ba iapoaad aran by an allianea, 
and not by individual natlonat Iran if aanetiona vara iapoaad by 
”a eoiQ>atant authority” aiailar to tha Laâ na, vbat aaauranea vould 
thara ba that that authority vould ba aativatad by an ob jaetiva 
aanaa of juatiea and not by tha aua of the aaaaaaaanta aada by 
individual nationa of thair individual national intaraataT Would 
it tharafora ba at all poaaibla to fonralata tha kind of aeononie 
and financial awaauraa vhieb ahould ba inpoaad and to aatabliah 
objaetivaly and in advanea tha aireumataneaa or tha aritaria undar 
vhiah tboaa naaauraa ahould ba inpoaad?

Xha Laâ ua aada hardly any attâ >t to anavar thaaa ooiqplax 
quaationa* In any want, tha failura of its ona attaiq>t at aanetiona 
ai«gaatad that, in ita lifatima, it ai^t not ba naoaaanry to anavar 
aoaa of than. But it ia doubtful that it it atill unnaeaaaary for 
tha United Bationa to anavar than. Thara ia avidanea that govamaanta
now find aanetiona to lia vithin tha raalm of praetieal policy; and 
that, having dona ao, thay do not vait for the approval of an 
intamational authority to apply than* Thua it aaaaa that tha 
inatruaant of aeonomie aanetiona, which tha Laâ ua triad pranaturaly 
to adopt, ia bainc appliad in nora eonganial eirouaataneaa aa part of



national poliojr* That# oora eoacanlal alrennataaeaa darira larî aljr 
froB goiramBaat aeonoale aontrola which aaintaiii tha balaaoe of tha 
dosaatie aeonoasr and, in ao doin̂ , prorida diraot or indiraet 
ooBpanaatioB to prirata intaraata whieh vonld otharwlaa ha affaotad 
"by aanetiona* that at ill laaraa tha prohlaaa of aniTeraalitj and autTial 
anpport which halpad to dafaat tha Laâ ua, and thaae point to tha naad 
for a tî ht and axtenaiTa aeonoBie and political allianea to airport 
aanetiona* In poatvar Taara, aneh allianeaa hara tendad to fom* fha 
ai^ifiaaaoa of aanetioaa la7 , tharafora, not in what thay a^iarad, Irat 
in what thaj foraahadowad. In thamaalwaa, aanotiona nndar tha fcaagna 
wara a failnra. Bnt thay wara not an idla, iaolatad axpariaant î ioh, 
haring failad in itaalf, loat it a ralaranea in intamational affntra. 
fha liaagna action waa rathar an cxareia# or an incident in a tread 
which waa altiaataly to aatahliah economic aanotiona at a atrateglo 
point in foreign policy*
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Oonolusion

The League aohlered little that was iounediately useful» But 

despite its oTerall failure, it gradually developed an understsndizvg 

of the use of eoonomio moans to promote its political objeotives; and 

it passed on a varied and valmble eocperienoe to its successor world 

organisation* ifliat were the principal features of this experienoeT

Firstly, the League began its oareer with a totally inadequate 

reooffiition of the importanoe of the eoonomio aspects of international 

oo-operation* This was primarily the result of the continuing 

influence of the laissea-faire system* Political problems called for 

international oo-operationi but eoonosiio relations were on a different 

plane, determined largely by private interests, and requiring a minimun 

of political intervention, either national or international, to achieve 

a beneficent equilibrim* As laissez-faire was increasingly undermined, 

however, government intervention was accompanied by increasing 

international attention to eoonomio problems* The League then 

intensified its emphasis on the link between peace and welfare, and the 

United Nations was launched in an intellectual atmosphere which regarded 

peace and welfare as twin objectives, the preservation of peace being 

dependent to an Important extent on the active, oontinuous promotion 

of welfare*

Secondly, even thoiagh the economic role of governments was 

relatively small in 1919 eompared with later years, governments 

seemed even more unwilling to yield their Independent sovereigpity in 

economic affairs than in the field of political relations* Oomplete
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froadom to go their own way in femulating economic policy was the aim 

of most goTommentSf and the increased goTemment interrention caused 

by the Depression did not reduce but intensified this attitude* Bie 

lack of any represantatire economic organ of the League to correspond 

to the primarily political organs of the Oouncil and the Assembly 

illustrated the limits of international co-operation* Nefrertheless» 

the econoeiio and political costs of the "boggaz^-ny^oig^bour” policies 

of the 'thirties had their impact on the thinking of most governmental 

the \argent need for co-operation came to be stressed more and more; 

action was taken to set up a Oentral Oommittee on Sconomio and Social 

4uestlona; and the way was cleared for a thorou^» well-siqpported attempt 

at economic co-operation by the United Nations» with the surrender of 

some part of national economic sovereignty which that migjht involve*

Thirdly» the League policy of economic sanctions proved futile 

in the oiromstanoes of its time* The failure of sanctions seemed to 

xmderline the severe limitations of collective resistance to aggression 

which stopped short of actual armed resistance*

Those are the principal features of League experience* But 

we might recapitulate further that the League was principally concerned 

with preventing those frictions in international relationships deriving 

from welfare distress or welfare conflicts* The latter mij^t assist 

the formation of extremist political regimes willing to resort to war 

or might make the path to war shorter even for originally moderate 

governments* To obviate such a chain of events» the League tried 

originally to minimise government intervention* The Boonomio Section 

of the Secretariat» the Bconomio and Financial Oommittees» and apparently
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most League Koabers themselTee assmed that government Intervention - 

reetrlotlve intervention — led to eooncHiilo maladjustments vhioh oaused 

or intensified economic distress; and, where there had to be government 

intervention, there was general agreement, in principle, that intervention 

should be non-disoriminatory, so that economic frictions should be 

minimised* Applying this approach, the League tried to reduce tariffs, 

remove quantitative restrictions, \4 >hold the gold standard, and obtain 

universal acceptance of unconditional most^favoured-nation principles*

Ihe League assvimed a world economy based substantially on freedom for 

private enterprise; and it assuned that the free play of market forces 

would achieve its own harmony which government intervention would destroy* 

Qovemments generally intervened of course in response to pressure by 

private interests* The League's problem was to induce governments to 

resist those private pressiires, which might damage not only the pattern 

of international economic relationships, but perhaps also the political 

fabric of international society*
Thus for most of its life, the League assianed that intervention 

itself was the enemy* B\xt in its later years the League began actively 

to sponsor a programme of government intervention intended to raise 

standards of living, promote full employment and economic stability, 

improve nutrition, and so on* This change und^lay the difference 

between the problem of the League in its earlier years and the problem 

which the United Nations was later to face* Oovemment intervention 

had become not merely accepted but actively encoiiraged* If this 

intervention succeeded in banishing unemployment and eoonmoiic instability, 

the main cause of acute and wide-spread economic distress would disappear*
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For a world orgpuilsation the main politloal problem presented by 

eooncmio policy would then seem to be to avoid any economic frictions 

arising from discrimination*

Bat here a further problem intervenes* On the one hand^ high 

levels of business activity tend to reduce seetional pressures for 

disorlminatory privileges* As League experience showed^ it then 

becomes easier to reduce tariffs and other restrictions and to apply 

Bio8‘t*favoured"»natlon principles» provided only that balanoe-of—payments 

problems do not Intrude* In other words» welfare discriminations tend 

to decline* But» idien governments effectively control the level of 

business activity and gain or extend their control or ownership of 

economic resources» they are In an Improved position to use economic 

power and policy to promote *national" interests» as distinct from the 

interests of sectional pressure groi;qps» without apparent damage to 

those private gro\;9 S* At that stage» the problem becomes» not to 

control private pressures on governments» but to regulate the manner 

in which governments seek to promote national interests — including 

the supreme interest of national power* In other words» the problem 

chcuiges from one of control of welfare discriminations to one of 

control of power discriminations; and the new problem becomes 

especially acute when the balance of estimated power is uncertain and 

unstable* This problem» although it was erystallising in relation 

especially to (Germany during the lifetime of the League» is in 

intensity and universality (^uite a dist^inctive problem for the Ibiited 

Mations» and will be taken up again in the following chapter*
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Ohapfr III» lha toonottlo Factor in United Katione Policy 

1« Introduction 

2• The Chartor

5« AotlTities of the ficonoalc euid Social Obuncil

4« Ihe Role of the %)eolali8ad Agenolea 

duDBnary and Proapeot

1« Introduction

Ihe United Nations owed much to the experience of the League,

especially in terms of the economic functions assigned to the new

organisation, and the machinery established to perfom them* National

delegations went to San Francisco with a wivid recollection of League

frustration and of inter-war economic chaos* On behalf of the

Australian i>elegation, Dr* i£ratt said that "the real enemy is not eyen

war but the economic and social injustices which lead to war"* Other

Delegates often expressed much the same kind of attitude* The new

world organisation was therefore intended, inter alia, to remove the
1

economic causes of war* i^s it possible to raise welfare steindards 

throughout the world, and eliminate welfare frictions, so that peace 

would be established on sound and durable foundations? This was the 

nature of the problem - the same which had faced and defeated the 

League* But, at San Francisco, the nations had a wealth of experience.

1 Welfare was, of course, foreseen as an end in' itself as well as a 
means to the end of peace*
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an \mderstanding of teohniques» and an intellootual background much more

favourable to a solution of the League's problom» and they tried to draft

a Charter which would give this enlarged capacity full play.
.

Planning for postwar international economic co-operation had begun 

long before 19^5* Atlantic Charter had linked peace with economic

progress» and had laid down some general principles to guide those who 

would later frame a charter for a world organisation. The ^!utual Aid 

Agreements had given the principles of economic co-operation some further 

expression» and» before the San Francisco Conference met» multilateral 

agreements had already been drawn up for UNRRA» for FAO» for the Intez^ 

national Bank and for the International Monetary Fund. By 19^5» these 

agreements had already been ratified or submitted to governments for 

ratification. UNRRA had been endowed with huge resources» and was 

carrying Its operations into the waz^devastated countries immediately 

the military situation allowed. There was no repetition of the delays 

and the piecemeal approach which had characterised reconstruction after 

the First nbrld Wiar. UNHRA was conoomed not merely with "soup-kitchen" 

relief» but with the larger problem of giving sxiffioient reconstruction 

aid to enable the war-devastated countries to stand on their own feet 

within a minimus of time. Industrial and agricultural equipment was 

provided along with food» clothing» and medical supplies in order to 

meet the long-term economic problem as well perform the short-term 

hunanitarian mission. All war-devastated countries received UNHRA 

assistance whether in Asia or Surope» whether oomniunist or democratic.

'̂ ith this tremendous multilateral operation of UliRRA already under way» 

and against the background of the eoonomio agreements already drafted»
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2« The Gharter

Under the Ohairtery the United Nations was established in order

to promote, among other things, "social progress and better standards

of life in larger freedom, aiad for these ends, •••to employ international

machinery for the promotion of the economic and social advancement of

all peoples"« It is doubtful how far preombulary provisions have any

binding force, and, in any case, this wording is clearly too broad to

have muoh practical effect* Much the same may be said of Article 1,

which declared that one of "the Purposes of the United Nations" was

"to achieve international oo-«peration in solving international problems

of an economic, social, cultural, or humanitarian character, and in

promoting and encouraging respect for h\iman rights and for fundamental

freedoms for all without distinction as to race, sex, language or religion".

Ihe significant eoonomio provisions are in Chapter IX on

International ¡¿conomio and Social Oo-operation and Chapter X on the

Economic and Social Council« Within these Chapters, those Articles of

principal importance are Articles ^  and rsading as follows:

"Articla ^  With a view to the creation of conditions 
of stability and wsl 1-being which are necessary for peaceful 
and friendly relations among nations based on respect for 
the principle of equal rights and self-detemination of 
peoples, the United Nations shall promote:

"(a) higher standards of living, full employment, and 
conditions of economic and social progress and developmoit;

(b) solutions of international eoonomic, social, health,
and related problems; and international cultural and educational 
co-operation; and

(c) universal respect for, and observance of, human rights 
and fundamental freedoms for all without distinction as to raoe, 
sax, language, or religion«"
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"Arilole ^  All Members pledge themselves to take Joint
and separate action In oo^operation with the Organisation 
for the achievement of the purposes set forth in Article

Under Chapter the Koonomic and Social Council is established

as an organ of "eighteen Members of the United ¡Nations elected by the

Cenerai Atserrbl/"» and rotation is ensured by the provision for

retirement of six members each year* Unlike the Security Council,

there is no provision for permanent seats» although in practice the

United States, United Kingdom, the U*S*3«R*, France and China have

been members of the Coimoil since its inception and are likely to retain

continuous membership* Sleotions have tended to conform to the "bloc"

pattern of Security Council elections, with an aecepted mmiber of

members from Latin America, Scandinavia, Eastern Surope, Asia, the

British Commonwealth, and so on* This should result in the Council

of 18 being reasonably representative of all aroas and at the same time

retaining the efficiency of a relatively small, compact organ*

Articles 62 to 66 set out the functions and powers of the

Council: initiation of studies and reportai making reconoiendations

to the General Assembly or the %)eoiallsed Agencies or Members of the

United Nations; preparation of draft conventions; convening of

international conferences; ' oo-ordlnation of Specialised Agency

activitios; and assistance to the %)ecialised Agencies and United

Nations Members, and to the General AssCubly in carrying out the

latter's recommendations*

Article 6^ is of particular interest in the link it establishes 

between the political and economic activitios of the United Nations*

It provides that: "ihe Sconomlo and Social Council may furnish
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infomiation to the Seoiirity Ooimoil and shall aaslat the Security

Oounoil upon ite request". In other words, if the Security Oounoil

were faced with a situation threatening peace in which the problem

and/or the proposed solution inrolred economic and/or social issues,

the Sconomio and Social Council m i ^ t  be called t^on to play a direct

part in solving international political problems; it zoi^t be askod,

from time to time, to deal with speoifio day-to-day issues of direct

and immediate political consequence, as well as with problems which might

be of wider scope and perhaps affeot a larger nunbor of oountriea, but

which would be oonoemed eseentially with welfare and would have only an

indirect political importance* This would tend to enlarge the

immediately practical tasks of the Oounoil, and would reduce or remove

any tsndensy for economic policy to become isolated from political facts*

However, except in the case of Korea, Article 6^ has never been used*

One difficulty of reference to the Ootnoil might be that Security Council

problems require \irgent attention and oennot awsi.t a regular session of

the Council which m i ^ t  be some months away* However, provision exists

for emergency sessions of the Oounoil, and the difficulty of speedy

reference sould readily be overcome if regular implementation of Article
2

6^ were oonsidered desirable*

The last six Articles of Chapter X deal with voting and prooedvire* 

fiach member of the Oounoil has one vote and, unlike the Security Oouncil,

2 Note that, in order to oonaider relief and reconatruotion in Korea, 
the Sleventh Session of the Oounctl was adjourned, not concluded, in 
August and mot again during the Fifth Session of. the General Assembly*
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deoislons are by simple majority» without the complication of the reto* 

Article 66 provides for the establishment of subsidiary organs; Article 

70 for non-Toting participation of the specialised agencies in the 

discussions of the Oouncll and its subsidiary organs» and» reoiprocally» 

for Oouncil representation at the deliberations of the specialised 

agencies; Article 71 ^or consultation with relevant non-govemmental 

organisations; and Article J2 for the Ooumoil*s adoption of its own 

rules of procedure» "lAiich shall include provision for the convening 

of meetings on the request of a majority of its members”« Under its 

present rules of procedure» the Oouncil meets in regular session twice 

a year - normally in February and July«

If we are to s e ^  for shortcomings in the economic provisions 

of the Charter» it m i ^ t  be noted that there is no explicit provision 

for dealing with economic disputes between individual Members of the
5

United Nations« In 19^$ ïugoslavia submitted to the Sixth Council 

Session a complaint that the United States was illegally withholding 

Yugoslav gold reserves sent to the United States for safekeeping during 

the war» and that Yugoslav reconstruction was thereby being retarded«

On this occasion» because of the juridical issues involved» the Council 

decided that it was not competent to deal with the matter« Ihe vote of 

fifteen to three followed BaaV*n/eat lines» the Soviet» Poland» and Byel

orussia voting in support of the Council's competence. Die general

 ̂ Article 6^ could eover economic disputes in part» if these were referred 
to the Council by the Security Council; but» if it were intended that the 
Council should deal with economic disputes» this coverage would obviously 
be incomplete and unsatisfactory«
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oompotenoe of the Oouncll to deal with ooonomlo disputoB wa« not

•ttabliohad; but thoro nao Bomo faellng that the Oounoil could not
4

in fact deal with eoonoBiio diaputoB. (A definition of what wae 

intended by the tern "diopute" mi^t» inoidentallyt not be eaay).

It wao agreed that Article 62(1) of the CBiarter allowed the Oounoil 

make reconuaendatione to *McDibero of the United Natione^f but there 

was a diriaion of opinion on whether this should bo interpreted to 

allow recomendationa to a single Member of the United Nations* Some 

countries maintained that the obligation laid on the United Nations in 

Article 55 to pronote certain economic and social objectires "with a 

▼iew to the creation of conditions of stability and well-being which 

are necessary for peaceful and friendly relations among nations"» 

eztmided the Ooxancil*s right and duty to consider economic disputes 

and to make recommendations to Individual countries; but other countries 

rejected this argunent. Most Oounoil Members refused to take any action 

which would limit the Oounoil's general competence» and the final 

resolution denied the Oounoil*s competence in the Yugoslav dispute only 

because of the juridical issues involved* Ihe Council’s competence to 

deal with economic disputes is therefore uncertain, but not definitely 

denied*

Tb otm tqp, the Charter intended the Oounoil to help create and 

preserve world eooncmxic conditions idiioh would reduce economic distress

4 See Report of the Noonomio and Social Oounoil to the General 
Assembly Covering the period from 18 August 19^7 to 29^ August 19^»
pp* 24—25*
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ererywheroy and minimise eoonociio frictions between Member States* It 

did not axplioitly ask the Oouncil to try to so Ire spécifié economic 

oonflicts between any two eountries or groups of countries» but rather 

to produce conditions in which such conflicts would be less likely to 

occur* This was much the same broad objeotire as the drafters of the 

OoTenant had in mind in 1919* But the Tital point is that the means for 

aohiering this objectire under the Charter were» in one fundamental 

respect» exactly the opposite from those contemplated by the drafters 

of the Oorenant* The background of thinking about the Covenant - 

althou^ it did not appear explicitly in Article 2^(e) or elsewhere - 

was to reduce as well as to regulate intervention by governments in 

economic affairs* In Articles and ^  of the Charter on the other 

hand» there is no suggestion whatever of any retreat from widespread 

government intervention; and the balance of responsible thinking in 

1 9 ^  was agoinst any such retreat* Under the Charter» the economic 

activity of governments was to be regulated (for example» to achieve 

the objectives of Article but it might at the same time be

expanded (for example» in carrying out the obligation for "joint and 

separate action" in Article ^ ) *  Governments were eommitted to an 

active role in promoting economic stability and economic development» 

and the Council’s role was to stimulate» assist» and co-ordinate fruitful 

activity by individual Governments* There is the further point that» 

i^ereas Article 2^(e) contemplated prevention of frictions throu^ 

"equitable treatment"» the Charter seeks not only to prevent economic 

frictions» but also to apply the more positive concept of peaceful change 

through economic development* This more dynamic approach was a striking 

advance on the Covenant*
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lha Aativity ef tha goonenio *nd Social Oounoll

It is not intandad to daaorlba in datall all the work of tha 

Soonomlo and Social Oounoll and its aubaidiary organa* Ihe Oouncil'a 

work haa ooTared an extraoialy wida flald •• from eaotario raaeaLToh to 

broad policy rocoDtaandations on problona of popular oonoam* At ona 

and of the acala» the Oouncil haa tackled tha general problem of 

economic atability* At tha other and» it haa atudied auch thinga aa 

the uniform compilation of index nxmbera of industrial production» and
5

"a uniform ayatem of accountancy for main»line railwaya”* In moat of 

thia work» it ia poaaible to diaoam a concentration of intereat on a 

relatiTely amall nixaber of major topica* Sararal reaearoh projeota» 

at firat aight appearing to be vsiralatad one to another and of mall 

oonae^iuenoa in thamaelvea» will all be found on oloaer examination to 

be directed towarda dayaloping for example» a more adequate inter

national full-employment policy* It ia with one or two of theaa 

major topic a» rather than with component activitiea within them» that 

we ahall be eoncemed here*

The Council doea not itaelf perform all the taaka within its 

field of reaponaibility* Apart from the rery oonaiderable aaaiatance 

it reoeivea from the Secretariat» it haa appointed a nuaber of 

Functional and Regional Commiaaiona which» in theory» are aubjeot to

5 Ihe * Catalogue of Soonomic and Social Projeota 1950% published by the 
United Nations in lake Success in 1950» furnishes a oomprehensiTe record 
of the manifold activities currently being undertaken by the Koonomio and 
Social Council and Commissions» and the Socialised Agencies*
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Oounoil control but whioht in praotioOf have dorolopod a good deal 

of autonomy* Ihe Regional OoBuiaoions eapeoially enjoy a large degree 

of practical autononyt but many of the technical decieions of auoh 

functional (3ommiaaions aa the Statiotioal and Population Oommiasiona 

are alao aubjeot to little effeotiro review by the Oouncil* Neverthe- 

leaa» the aotivitiea of all the Oosniaaiona are» formally» aupervlaed 

by the Oounoil and can be traced in general outline through the 

Oouneil*a deciaiona*

The Oounoil'a early deaeiciia were largely taken with 

eatabliahing its aubordinate organa* In thia taak» the Ooimoil'a 

first approach was functional* Oommiaaiona and Sub^ooBiniaBiona were 

aaai^ed certain limited reeponaibilitiea in auoh fielda aa atatiatioa 

or demography or economic stability» but their geographical interests 

were tailimited» except» of course» by the limite of United Nations 

aemberahip« This approach was later superseded by the appointment of 

Oommisaiona with regional responsibilities — Conmission interests were 

confined to a fairly well-defined region but» within that region» a 

wide variety of problems m i ^ t  engage the Oommisaion's attention*

Ihe work of the Opunoil may be regarded aa falling into two 

major parta* The first peirt has been concerned with unemployment and 

economic instability» and has been the principal responsibility of the 

functional Oommlssions — especially the Boonomic and Anployment 

Oommisaion and its Sub-Oommisaion on A&ployment and Soonomio Stability* 

The second covers the more active» operational task of economic 

development* This was also intended to be the concern of the 

functional Oommisaions (for example» a special Sub-Oommission on
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Bsonomio Oovolopment was ostablishod undar tha Soonomio and Snployxaant* 

Oommiaaion); but any affactive Oommiaaion reaponalbllity for economic 

devalopment paaaad largely to the Regional Oommiasions» rfe shall 

examine the work of the Council in these two major sections, dealing 

first with employment and economic stability, and then with economic 

development*
The period of the drafting of the Charter ooinclded with a 

period of national activity on plana to solve the moat distressing 

of the inter-war problems - chronic unemployment* The United Kingdom, 

the United States and a number of other countries drafted formal 

government declarations or "iihite Papers" outlining the methods to be 

used to maintain full employment and hig^ levels of business activity* 

In Australia, the Curtin Labour Obvemment presented a "^ite Paper" 

to the Commonwealth Parliament in May, 19^« ^8 in other countries,

this had followed and was followed by the most Intensive discussion of 

the problems of a full employment economy* The result was that, at 

San Francisco and immediately afterwards, there was a good deal of 

preparedness to go ahead with the development of international policies 

on full employment and economic stability*

Nevertheless, the drive for international action was uneven* 

Some countries, such as Australia, whose economies were dangerously 

exposed to overseas recessions, pressed most strongly for international 

action, including general agreement on domestic measures to be adopted 

to prevent recessions* Some other countries, such as the United 

States, which were less exposed to recession overseas, which in some 

instances, themselves generated recessions of world—wide importance.
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•nd «ho«« polltloal philosophy ««• opposed to goromment IntorTonUon 

In «oonomlc affair«, wanted to proceed more oautlously.
The "Australlsn" group won the first round by writing a full- 

employment clause into the United MaUons Charter and by having expert 

subordinate organs of the Soonomio and 3ooial Oouncll appointed to deal 

with problems of economic stability on a continuing basis. with the 

help of the Kconomlc snd Siiployncnt Oommisslon, and the 8ub-0omml«eion 

on Etoployment and Bconomlc Stability, the Boonomic and Social Oouncll 

seemed well-equipped, with facilities for oonsulUtlon, to avoid the 

disastrous cycle from economic depression to pollUoal extremism to war

which had dharaoterlsed the 'thlrtlee.
But the first few years after San Pranolsco called for no

immediate action to combat an incipient depression. A shortage of 

labour, not a shortage of Jobs, was the almost invariable rule through

out the world. Bcperts *rtio had been Intended to serve on such bodies 

as the Bconomlo and anployment Oonmlssion were often too deeply en^ged 

in immediate problem« of infUtlon to confer at length on depression 

policy; and the prevailing atmosphere seemed to make it matter little 

whether or not they want beyond the re-expression of a few harmless 

pUtltudes or generallUes in their resolutions and reports. The 

reports of the Bconomlo and Saploynant Oomnloslon and its Sub-Oommission 

wore almost valuelea«« they Inspired no concrete action by the Oounoll 

or any other organ of the United Nations, and they contributed little 

to an improved imdorstanding of employment problem« or. their solution.

In these circumstances, if it is true to say that the 

"Australian* group won the first round, it is equally true to say that
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«rent« oonaplred to anablo tho •ttoltod Statos* group to win the «ooond. 

Very little effeotlre planning wae done between 1 9 ^  and 19**8 to eombat 

any future reoeeeion. There were, for example, the eoonomlo eurreye 

initiated under Oounoll Reeolutiona 26(IV) and 6l(V), and General 

Aeaeobly Reoolutlon 118(11); and the Secretariat reports editing 

Ooremmente* repllea to the full on?.loymant queationnalree leeued under 

Oounoll Reaolutione 104(VI) and 221B(IX). Iheee provided an improved 

factual background, and perhapa moved aome Oovemmenta or admlnlatratione 

to look again at the full-employment plane they had ao far deviaed. But 

ultimately of much more eonaequonoe to the development of effective full- 

employment policlea waa the fact that there grew, in virtually all 

eountrlee during theee yeara, a habit of government oontrol of the 

economy principally beoauae of the- urgent need to check inf U U o n a r y  

tandanoiea, promote reconatruction, and reatore equllibriv« in the 

balance of payments. This habit of government oontrol although It was 

for the moat part aimed at exactly the opposite problma, was likely to 

assist the adoption of an effective full-employment policy whem the

‘tima came*
But between 19^5 and 19^9# «n additional factor entered, The

pollUoal division Intanalfled between the United States and Soviet 

Russia, and the United States increasingly used in this conflict ouch 

economic means as discriminatory relief, the Suropean Recovery Programme, 

capital and technical aeelsUnco, export restrictions, and so on.

6 See Ohapter IV infra.
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an'tl'*oomniunlB‘t ooonooiic polloy demanded oonditlone of otAble 

economic progreee: the greatest threat to the eauee of anti-eomfiiuniem 

Would be a eerere depreeslon in the iiieetem world* If therefore there 

wae any unwillingneee on the part of the United States or other ifestem 

countries in the early postwar years to enter into international 

oommitments on full-employment policy, this was gradually replaced by a 

more evident readiness especially after* 1 9 ^  to support full-employment 

oommiteents that were effective, reasonable, and acceptable to a 

significant number of other Western countries*
A lon^sustained habit of government economic oontrol in peace

time and a strong foreign-policy incentive for economic stability were 

therefore present to influence the policy of rfestem countries when the 

United States experienced a sharp recession in the latter part of 1 9 ^  

which intensified, with damaging repercussions on other oountries, in 

the first half of 19^* <ihen the Sconomio and Social Council met for 

its Ninth Session in July 19^9, a nuaber of Delegations insisted that 

the Council take action to meet the threat of a serious downturn in 

business activity irtiich m i ^ t  affect the whole world eooncMny; and, as 

a rasult, a panel of independent experts was appointed to report on 

"national and international measures to achieve full anployment"*

iiihen the Report was completed late in 19^9# it» was said that 

"the writers. **have commendably striven to produce positive analyses 

and recommendations, and to avoid a report consisting largely of 

pointing to unsolved problems, and recommending that further study be
7

given to them". Ihe Report's principal recommendations were thatj

7 "National and International Measures for Full Saiployment", New foxic, 
1 9 5 0  Concurring Statement by J.M. Clark, p* 100*
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(i) Such govarnmoat "adopt and azmounco a full oaployment 
target» • «annovDice a oompreheneive progranme for •••the oon- 
tlnuoua aohierement of its full eoplopmant objeotlro» •••

adopt and euinounce an appropriate eyetem of oompeneatory 
moaoures«««for automatic application in case its general 
programme for maintaining full aaploymcnt» indicated above» 
fails to prevent unaaployment from exceeding the limit pros
cribed by the full-employment target by a pre-detemined amount 
for three successive months" «6

(ii) "Ihe ¿oonomic and Social Oouncil convene a meeting of the 
governments of interested oountries in order to develop a Joint 
programme designed to establish» at a reasonably early date» a 
new structural equilibriua in world trading relationships”«^

(iii) "Lending countries*• «fix annual targets for long-term 
international investment for five-year periods» and*••make the 
necessary legislative and institutional arrangements to enable 
them to stabilise the total flow of lending at the planned 
level"«10 .

(iv) "&oh government*««accept the responsibility» within a 
peraanent and systematic international scheme» of replenishing 
the monetary reserves of other oountries concurrently with» and 
to the extent of» the depletion of those reserves which results 
from an increase in its own reserves induced by a fall in its 
demand for imported goods and services» in so far as this fall is 
caused by a general decline in effective demand within its own 
country"«11

Although the fioonomio and Bhiploymmit Ck>mQii88ion considered the 

Report» it seems to have had no influence on subsequent Oounoil action* 

Ihe Jounoil*8 iSleventh Session discussed the Report in somewhat ponderous 

detail» modified its recomnendations considerably» and set something of 

their intention in a Resolution adopted on l^th August 19^» of which the 

following three recommendations are of particular interests

Ô Ibid*» P* 75
9 Ibid.» p. 88
10 Ibid«» p« 91
11 Ibid«» pp«95-96
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do
(i) that each gpvernment "publish as soon and as precisely 
as is practioablo tlie standard by which it defines the moan
ing of full soiployment as a eontinuing objective of policy, 
such standard being expressed, wherever possible, in terms 
either of employment percentages or of absolute numbers of 
imsBiployed, or in ranges of suoh percentages or manbers; and 
thereafter publish suoh revised standard as may becc^e necessary 
from time to time;"

(ii) that governments "achieve and maintain, to the extent 
feasible, a h i ^  level and regular rate of flow of international 
investment capital for development purposes"; and

(iii) that governments, "in the event of a domestic recession 
adopt, to tlie extent feasible, measures to offset the adverse 
effects of suoh recession on the balance of payments or employ
ment levels of other countries"* 12

The last, though a well—diluted version of the exports* recommendation, 

was Important as an expreseion of principle, even though it placed no 

precise obligation on any Member Qovemment* Slsewhore, the Resolution, 

Inter alia, called on governments to formulate and announce their full 

ornploymont prograanies and to submit trade figures to enablo studios to 

be made of the future world trade equilibrium, and appointed three 

further sets of experts to deal with special aspects of the employment 

problem, including the problem of underemployment in the under

developed countries*

Oouncll action on full employmont, culminating in the Resolution 

of August I950f has been useful, though, it seems, not of front-rank 

significance* Its main value has probably been in keeping the problem 

of full oaployment and economic stability near the forefront of government 

thinking, and in establishing a habit of international consideration of

12 Council Qccument of l?th August 1950, which contains the full
text of the final Resolution*
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issue« often deesied in the past to be of donestio oonoem* Ihe 

Oounoil's direct influence on goTomment policies to date has 

probably been slight* An ssaot assssaaent of the Ck>unoil*s sapaoity 

in the field of soonooio stability must nerertheless await the time 

when a widespread reoession« requiring swift and oonoertad international 

astionf threatens onoe moret And» amid the many eoonomio problems of 

the moment» at least the threat of a widespread fall in effeotire demand 

seems to be some distance away*

In its second main field of eooncmiic dewelopmentf the Oounoil 

has for the most part left operational activities to the Sjpecialised 

Agencies and to Individual governments* In its early years» the 

Oounoil seemed entirely ooci;qpied with formulating some general principles 

to assist the flow of international capital* This task was entrusted 

mainly to the Economic and ishployment Oonnission» and espeoially to that 

Commission*« Sub-Oommission on Soonomio Development; but» although the 

experts who oonq>osed the Sub-^^ommission produced a ntiaber of reports» no 

substantial action followed* At its Sleventh Session» the Oounoil 

abolished the Sub-Oommission* The Soonomio and Saployment Oommission» 

having been re-named the Soonomio» Buplopment and Development Oomaission» 

was intended to continue to carry out the responsibilities formerly 

delegated to the Sub-Oommission* Despite this failure of the Functional 

Ooomission system» the Ooimoil has passed a number of resolutions on 

economic development» of which the most important is probably that of 

the Sleventh Session on the "Financing of the Soonomic Development of 

Underdeveloped Oountries"* > These resolutions may have had some 

influence on the policies of Member Governments» but it is difficult to
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•eo their pimotioal effect on the rate or dlreotlon of flow of 

international oapital*

Much of the Oounoil*a responsibility for eoonomio derelopment 

has passed to the Regional lioonamlo Oommissions» established by the
15

Council in 19^7 and I9k6» Their terns of reference which are sub

stantially the same for all three Oomiiissions» require them tot

(a) Initiate and partieipate in measures for facilitating 
oonoerted action for the eoonomio reconstruction of Rurope, l4 
for raising the loTel of European economic actlTity» and for 
maintaining and strengthening the economic relations of the 
Buropean countries both among themselres and with other 
eountries of the world;

(b) Make or ^>onsor such inTSstig^tions and studies of economic 
and technological problems off and developments withiAf member 
countries of the Comaissionf and within Rurope general lyt as the 
OoDunission deems appropriate;

(c) Undertake or sponsor the oollectionf evaluation and 
dissemination of such eoonomiof technological and statistical 
information as the CkKnmission deems appropriate*

These Commissions seem to have been more dynamic bodies than the

Functional Commissions* Regional bodies seem able to gpULn the loyalities

of member countries more readily than the Functional Oonmiissionst they

become regional "pressure groiq)s"f publicising the needSf problems and

aspirations of their particular area* Since the Regional "Oosniissions'

terms of reference emphasised their interest in eooncnnic advancement

within a well-defined regioUf the Commissions gave a greater impression

of having a praotioalf preoisOf progressive and roadily^mderstood job

to do than most other United Nations bodies*

15 See Resolutions 106(Vl)t of the Coxmoili
establishing Soonomio Commissions for BuropOf Asia and the Far Bastf 
and Latin imerica respectively*
l4 Or Asia and the Far fiast or Latin imericaf as the case may be*
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Ihe Regional Ooamlaaione have done aome useful work In the eauee 

of eoonomio development* As one eocample» the regional eoonomio surveys 

have met a need for improved factual data on which to base national and 

international plans for eoonomie development* This is especially true 

of Asia and the Far fiast* the 19^9 Survey for which was "in two parts; 

part I dealing with the year’s developments in food and agriculture, 

mining and industry, transport and communications, labour, currency, 

banking, public finance, inflation and price movements, international 

trade and balance of payments; part II dealing with factors and problons 

underlying pos'^war economic development, including economic planning, 

mobilisation of domestic capital, flow of external aid and investment, 

technical assistance and training, social factors, population changes and 

economic development, conservation and utilisation of mineral resources, 

flood control and water resource development, Intra-reglonal co-operation
15

and the region’s position in the world economy”* In the past, reliable 

data of this type has been meagre* Iherefore, even thou^ the Surveys 

for Asia and the Par fiast are short of their full development, they are 

already valuable as factual docments* Ihe European Surveys have 

probably been of a hi^er technical standard, have been useful and have 

been well-received* In other more limited fields of research, the 

Regional Oommissions have also been active and competent*

Beyond this, however, the aooompliohaients of the Oommissions are 

less easy to discover* The role of the Economic Oommission for Europe 

has been very humble compared with that of the Organisation for European

1^ United Nations "Catalogue of Economic and Social Projects 1950”» 
I ^ e  Success, 1950» pp* 7^77«
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Bconomic Oo-oporation* lha Ocaamiaaion*« tarns of refaretioa gave it.

In thaory, a prominent place in fiuropaan raoonstruotion and development«

It took over the functions of sxisting fiuropean recovery orgpins, and 

reoruitad an inpreseiva sacratariat* But its woric was then frustrated 

by the Bastr-«irast conflict, and by the independent formulation of re

construction and development plans by each of the two opposed political 

gro\;Q>s* For soma years, a n m b a r  of people fait that the correct policy

"•••should be to press for using the European Economic 
OoBi&iseion of the United Nations as the co-ordinating 
body throu^ which East-tfest trade and all-European 
planning could be promoted* As a beginning the U*N«
&iropean Economic Oommission might be asked to got in 
touch with both the 0«fi«S*C* in itTestem Europe and the 
East European Soonomio Mutual Aid Oouncil, get all the 
information possible on their org^isation, functions 
and plans; survey the network of Eaatr-irfest trade treaties; 
aind then prepare the ground, technically and, with the aid 
of the governments eonoemed, diplomatically, for an Eaet- 
iiifest Ck>nfer«ice on trade and the international co-ordination 
of national planning in both halves of Europe, the extension 
to Eastern Europe of the Intra-European Payments Agreement, 
etc«"* l6

17
This view, it became Increasingly clear, was unrealistic, so long as the 

fundamental political conflict which had caused £«0«£«*s displacmaent 

remained unresolved« 0*E«£«0* and Oomecon deprived E«C«E« of its 

intended role in each of the two divisions of Europe, and by their very 

nature made it unlikely that S«C.S. could succeed in the role of mediation 

between the two economic blocs« E«J«i£. has never really dealt with the 

main European problems of finding overseas capital for EXuropean re

construction, liberalising trade within Europe, rationalising production.

16 K« ZilliaouB, "I Choose Peace", London, 19^9t PP* 450-451«
17« There was some hope for expanded trade and B«0«£« attempted this 
expansion« This particular problem is discussed on pp* 55*^7 infra*
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raising produotirity and so on* Ihese problams havo been dealt with

oiseidiere. fi.O.fi* has helped to distribute materials in short supply,

it has given some useful sonsideration to manpower problems, and it has

sponsored some trade exchanges; but in the main, its activities have

been of minor account and have lain outside the main stream of events*

Broadly, the same is true of the Soonomic CoBBoiasion for Asia

and the Par Bast, though its huaible role has had a différait causation*

In brief, it has been adequately equipped for research but little more:
16

any large operational contribution to ecommiio development has so far 

been impossible* Its budget for 1 9 ^  was less than 1500,000, and for 

1 9 5 0  fell below 1250,000* The Oonanission has directed the attention 

of the Bpecialised Agencies and of governments of highly-developed 

countries to the urgent needs of the region; it has helped to co

ordinate the operational and other work of the Specialised Agmioies in 

the region; it has undertaken joint studies of problems and projects
1 9

within the region; and it has established lechnical sections to deal 

with such special problems as flood control and trade promotion* But 

the overshadowing problem of the region is its need for capital* Even 

to maintain the present low living standards, millions of dollars will 

be needed for investment in the next few years - "it would**«take all 

the presently available resources of the countries of the region in 

the next five years to ensure at least maintenance of per capita

16 £*C*A.P.E, *8 operational role will, of course, be extended as the
Expanded Programme of Technical Assistance gathers momentum*
1 9  A typical example of such a study is that undertaken with the 
International Bank on "International Bank loan requirements in respect 
of a few oategories of projects of an inq>ortant character common to 
most of the countries of the region"*
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produ0%ioA a&d oo&tvD̂ ptloB •▼•n this lialt#d ipoal
oaaAot ba attainad viihout iba oontionout and ayataaatic affarti of 

tba paoplaa and ^oramitaata of iba ra(ica, ai^portad and aneonracnd 

by tba aetlra aaaiitanea of eomtrlaa ontalda tha ration which ara 

In a poaltlon to t̂ rnnt l oam and othar foraa of aid, and not laaat

tha Thiltad Ifaitlom, tha ap^aclallaad aranciai and othar Intamatlonal
PO

bodlaa'*. So far, tha Coanla^lon baa cartalnly not Itialf proTldad 

and It li donbtfnl that It hat dlractly Indnoad any othar aonrca to 

prowlda any anbitantlal part of tha capital ra<ialrad within tha 

ragion. At tha Uaranth Saatlon of tha Hconoalc and Social Connell.

tha Hapraaantatlra of Pahlatan aald that
*...althoui^ foaa prograat had baan aada in parta of tha 
ragion with which tha Oonaila»lon waa eoneamad, on tha 
whola tha ceonoay of tha ri^lon had raaalnad stagnant. •• 
ha « m t  aah ^athar tha Cowaoll Intandad to do mora than 
pay llp-aarrlca to tha naad for aaslatanca to tha oonntrlaa 
of Asia and tha Far Fait, whara standards of llTlng wars 
stib-hi8ian and paopla who eonld attain as autìi at 1100 ealoriaa 
a day, whatarcr tha qmtllty, wara coaaldarad lucky*. 21

So one at tha flawanth Saaalon attaaptad to dany tha ganaral Talldlty

of tha criticiaa a^piinat F.CJk.F.«. w h l A  this atatamont contained.

Tha aoat that conld ba aald In Aafanca was that ».C.A.F.S. Just waa

not Intandad to parfora oparatlonal tasks slnca ‘*the Coaalsslon was
2?

not an azaentlwa body**.
Diat brills tu to contldar action undertaken dlractly by tha 

Gonnoll Itaalf. In tha aaln, tha Council hat baan a conatatatlwa 
bodyi It has not, for tha aoit part, baan concamad with azaentlng

20 United Itatlona, ‘̂ o noalc Surrey of Asia and tho Far *att 1949*.
Lake Sneeaaa, 195®» P* «  .w21 Official Pacordt of tha Sconcale and Social Council, aXavantn
Saaalon, Doeuaant l/SH.402.22 Stataaiaat by tha Anatrallan »apra tanta tira. Ibid.
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praetleal, "field* taeke. The Coaneil has« for ezaiqple, aade 

reeomnendations to the International Bank on lending poliex, hut 

it has lent no funds itself. SeTertheless« the Oouneil did« at 

an earlj stage of its eareer« go somewhat heyond either researeh 

or the issue of recommendations to Nemher OoTemnents and the 

Speeialised Agencies. Post-UBBHA Relief and the programmes of 

the International Children's Bmergency Trmd were examples of this 

extension, although the role of the Council was still largely in- 

direct. A really direct participation in "field" projects began 

on a noteworthy scale in 194B with Resolution POO (III) of the 

Censral Assembly, which authorised "the Secretary-General to proTide 

technical assistance for economic derelopment t^on request by Member 

Goremments, and to proride ouch assistance, where appropriate, in 

co-operation with the specialised agencies". ^  to the first quarter 

of 1 9 5 0 . "the types of assistance, .rendered to Member Goremments under 

resolution 200(III) ^ « l l j  three main categories!

(a) Bxpert adrice on economic derelopment problems, 
proTided by indiTidual experts or by teams
of experts;

(b) The training abroad of experts from the less- 
dereloped countries throTUgh the proTision of 
fellowships;

(e) The dissemination of information concerning
technical problems of economic deTelopment*'.24

2 5

Operations under Resolution POO(III) were conparatiTely small, but 

horitons were greatly extended under the Ixpanded Progrtuame of Technical

?3 "Catalogue of Beoaomic and Social Projects", op. cit., p. 21
2 4  Ibid., p. 21.
2 5  The total cost of projects under the programme in 1949 ^ s  
^9,520, and in 1950 1508,420.
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Assistance for Underdsrreloped Countries Inspired by Point Pour of 

President Tmaan** Inan^pural Address of January 1949* This Pro^ranme 

"got off to a good start with the pledging of orer |??0 ■llllon by
2 6

dorermients at the Teehnieal Assiststnes Conference". At that 

Conference, the United lations Secretarj^Oeneral said that the 

Blended PrognuBse was "fonnded on the principle of untrersality -
2 7

nniTersstlity of psdrticipation, of contributions, smd of benefits"; 

that it was "open on a basis of equality to all peoples, regardless 

of their politiosil opinions, their social organisation, or any other
2 7

differences among them". Howerer, the SoTiet bloc did not participate 

in the Conference because the nationalist and not the Ooaraunist 

Ck>Temment of China was represented. It was therefore essentially a 

Western Conference, althoui^ the SoTiet bloc could still participate 

in the benefits of the Programse at a later stage. But here another 

problem enters. Only 23 per cent of the Technical Assistance 

contributions goes to the United nations. Twent^nine per cent goes 

to 7J1.0. 22 per cent to W.H.O. 14 per cent to U.H.l.S.C.O. 11 per 

cent to X.L.O. and 1 per cent to X.CJl.Os and, as will be shown later, 

SoTiet^bloc aeabership of these agencies has becoae almost negligible.

The President of the Conference said, rery nairely, that the Programme

was a "more powerful and dec is ire contribution to peace than an agreement
28

for the limitation of armaments". Bren leaTing aside the fact that the 

largest technical assistance plans are likely to be conducted by grotq)s 

outside the United Itaitions, a Programme of which 77 per cent is to be

26 first Hsport of the Teehnieal Assistance Committee, Iconomic and Social 
Council Document I/I833 of 15th August 195®* para. 7*
^  United Bations Btdletin, 1st July 195®* P* 3*
28 Ibid., p* 3«
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d^Toted alnoti axelutlTaly to on« politieal ‘bloe, and of which the 

roBalnder 1« likely to be allocated to faTour the ea*e grojxp, doe« not 

isprc«« ae an exereioe In nnlTereallty and 1« unlikely to proaote under- 

•tandin« between the two uajor political bloc« on who«e relatlonehip« one 

with the ether the peace of the world principally depend«.

Learing thi« i««ue a«ide for the «»ment, howerer, the l^panded 

Prograane, a« an attempt to rai«e «tandard« of welfare in a large part, 

if not the whole, of the world, is liipre««lTe. Althon^ it will, in 

large part, be carried thro\^ by the Speciall«ed Agencies, the Programme

as a idiole will be co-ordinated by the Iconoaic and Social Council» and,
29

in its general policy aspects, s\Q)erTi«ed by the Council. Khatercr 

success attends the Programme may therefore bo eipected to enhance the 

Council*« standing, especially as an organ capable of undertaking some 

major operational aotlTity.
Iren so, the Programme cannot be expected to e^and the authority 

of the Council considerably oTernlght, for the welfare significance of 

the Programme itself is subject to Tory real limitations. At the 

Slerenth Session of the Council, the Hep re «entât ire of Pakistan said 

that **unless a scheme on the scale of the Marshall Plan were derlsed to 

bring prosperity to the ^ « l a n  and Per lasteri^ region, world peace 

would continue to be threatened by conditions there. Minor measures, 

howerer, desirable, such as the proTislon of fellowships for study in 

other regions and the sending of advisory and technical missions, would

not be sufficient to solve the region*« vast economic problems or to
30

preserve world peace”.

2 9  Through the Technical Assistance Comraittee, a Committee of the Whole 
of the Council.
3 0  Official Becords of the Iconomlo and Social Council, Eleventh Session, 
Document l/SH.402.
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Th« Dlrector-&«n«ral of 7*A*0. •xpvmmà aooh th« «ftse view when he 

said, in speaking of the Szpeaded Prograamet
^•••we eaa furaith only the einall corps of experts who galTaniee 
and s>9 « m s «  aetlTitles. Money and aai^over on a large scale will 

■ be required to carry through what these task forest plan and start. 
...I hope that fJi.O. can be of sons use in stinolating greater 
international inrestiient« in economic expansion of the kind that is 
so badly needed today”«31

It m s t  also be recognised that, eren in the field of technical assistance, 

a large proportion of international action will be undertaken under 

bilateral or grois^ agreements* Both the TJnitéd States and the British 

Oonmonwealth are iiiqplementing technical assistance programmes outside the 

United Bâtions, and, since United Hâtions programmes might assist, eren 

in minor degree, the Soviet enemy or might prevent the fullest possible 

attention to countries or areas of principal security interest, it is 

probable that these ”outside” schemes will receive the principal en^hasis* 

In the case of Australia, for example, this ”outside” emphasis is 

already clear.
Bren with these qualifications in mind, however, the Hxpanded 

Programme probably has a long*term welfare value beyond anything the 

Oouneil has previously undertaken* In the past, the Oounoil has, in 

large measure, been set apart from the major economic erents, pre

occupied with procedural and organisational problems, preparation of 

often inconclusiTe studies and reports, and frequently inconclusive 

debate on fundamental issues, punctuated by strident exchanges between 

the ideological opponents* The really significant decisions have been 

taken outside the Council, in bilateral agreements bstween, for example, 

the United States and the United lingdom, or in grotp organisations such 

as the O.a.a.C. Though the Council is still far from being a major

3 1  Beport of the Director-General on "Work of F.A.0 1949/50*. 
Washington, October 1950# P*5*
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Authorit/ In international eeonomle affaire» the Ifacpanded Proi^raaite 

has taken it sonewhat nearer to the centre of international actiTity.

Xhere are two farther aspects of the Ooancil*s work which 

deserre special attention. The first concerns iiq;>leaentetion of 

Article 6 5 * The whole of the Oooncil*s work should» in theory, 

assist the Security Oouncil - "the oain cause of unrest in the 

world derired froa the fact that the Council’s ohjeotires had not yet
3 2

heen attained*. But Article iiqplied soae wore direct Council 

participation in security prohleas. Xt implied that, when the 

Security Council was confronted with an iesue which contained a sub

stantial econoaic element» it night ask the Council for assistance and 

the Council was bound to furnish that assistance to the best of its 

ability. If this Article were carried fully into effect, there would 

tend to be a continual mingling of economic and political problems on 

the Council’s agenda. Zn many eases, it would be theoretically possible 

to ask the Council to giro purely technical adrice, but in x>raetice it 

seems that the Council would quickly derelop into a quasi-political body 

- a specialised committee of the Security Council.

In fact, howeirer, a request for assistance was nerer receired 

from the Security Council until the Council’s Blerenth Session. Where 

a political problem involved some economic complication - end it is 

relatively seldom that a "political* problem is not part economic - the 

Security Oouncil either itself attempted a solution to the economic as 

well as the political aspects, or passed both aspects to some committee, com

mission or other body especially established to deal with the problem.

3 2  Statement by Sir Bamaswami Hudaliar, Official Kecords of the Bconomic 
and Social Council, Xleventh Session, Document l/SB*373*
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There has moreorer been a tendenoy for the spirit of the

Ooiinoil itself to be opposed to reference of "political" questions

to it. There have been frequent assertions within the Oounoil

that the Council is a technical body which should not allow political

issues to intrude. This reflects a persistent tendency to assume

that it is possible to maintain a high degree of technical "purity"

or objectivity in eoonomic thinking, free from the distraotions of

political conflict and prejudice. For SKample, one representative

at the Sleventh Oounoil Session eaid of the JS.O.A.F.E. Report thatx

"...ho noted that there appeared to be within the Oonniission 
a recurring tendenoy towards politioal oontroversy. That 
■horteoming oould not be eoceused by putting the blame on the 
peoples in Asia. If there had been political oontroversies 
they had been of •outside making•....".55

Ihese objections seem however to be disappearing. As politioal 

relationships throughout the world have become more uncertain during the 

past two or three years, the link between peace and welfare had been 

stressed more and more. But this link has received a great part of its 

emphasis because the basic conflict has been between the Soviet gro\q> of 

comxzrunist countries and the snti«-cosBnunist countries of the iifestem World. 

The latter group of countries have tried to Improve standards of welfare 

in the Western World because "those who had designs on /the territory of 

some Western country/ .. exploited., the confusion which miserable
5^

condiUons of living always produced". Furthermore, since the Oounoil

55 Official Records of the Soonomio and Social Oounoil, Eleventh 
Session, Oocxaaent ^SR.4o2, p. 19*
5^ Statement by the President of the Oounoil, Official Records of 
the Eoonomic and Social Oounoil, Eleventh Session, Document ^/SR.575*
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has habitimlly been oon^oaed of fifteen iifeetern eoiintrlee and three 

oountrlea from the SoTiet groiqpt the policy of promoting welfare as 

an anti—eom. luniet measure has rapidly become Oounoil policy also*

This has tended to change the Ck>unoil from an inatra&ent for genuine 

and unirersal oo-operation to an instrument for maintaining the 

balance of power in favour of the ifest*

More reoentlyt the political character of Ooimoil activity 

has extended even b^ond this* Shortly after the outbreak of 

hostilities in Korea, the Security Oounoil requested the Soonomic 

and Social Council "to provide suoh assistance as the Unified Oosuoand 

may request through relief and siqpport of the civil population of 

Korea, and as appropriate in connection with the responsibilities 

being oarried out by the Unified Command on behalf of the Security 

Council"* The Council quickly passed a resolution which 

"categorically and unconditionally affirmed /its/ will to co-
56

operate", and resumed its Slsventh Session during the Fifth Session

of the Oeneral Assembly in order to take more concrete action to

assist the Security Coiancil* At the first part of the Council's

fileventh Session in Qeneva in August 195^» the President of the

Council sucsned up the Council's attitude to assistance to the

Security Council in dealing with the situation in Korea as follows:

"ihe JSoonomic and Social Council was conscious of its 
obligation under Article 6^ of the Charter to assist the 
Security Council which had the primary responsibility for 
the maintenance and restoration of peace* Ihe Council 
was also aware that the criminal aggression perpetrated

3^ Official Records of the Soonomic and Social Council, Eleventh 
Session, Document ^3R*4ll*
56 Ibid*



by North Korea naa an attaok on the United Nations and 
that the defence ag^ilnet that attaok has been entrusted 
by the organ ooapetent under the Oharter to its Unified 
Oommand* That meant that in answering the Unified 
Oomn>and*s request for assistance the Sconomio and Social 
Uouncil would collaborate with an organ of the United 
Nations itself» namely» the first international army 
called upon to oppose aggression in the name of the 
principles laid down in the Oharter*

The most Important points about this decision wore (i) that it 

SKplioitly implemented Article 6^ for the first time» therefore perhaps 

setting an important precedent for similar future action» and (ii) that 

the Oouncil explicitly took or at least affirmed a political decision 

taken by the Security Oouncil and based further economic action on that 

decision* In principle» that seems to mean that the Oouncil can, in 

the light of political conditions which it declares to exist or aoc^ts 

from the Security Oouncil as existing» reooeimend certain specific 

economic action which has not only a direct welfare aspect but a direct 

political aspect as well*

Now far these precedents will be applied remains to be seen*

But since they proYide the closest conjunction so far between inter

national political and economic policies» it is of especial interest 

to consider their possible application in a very different instance -
56

that of unilateral or group economic sanctions* lhat suggests the 

second aspect of the Council*s wort: which deserYSs attention - whether 

it has attempted to achisYe economic disarmament» whore "disarmament*

57 Official Records of the Boonomic and Social Council» Eleventh 
Session» Document ^SH*4ll*
^  Ihe Korean decision is essentially an anti-Soviet decision» and a 
number of other Council decisions are in practice» thou^ not in declared 
intention» of this type* idiether isq)lementation of Article 6^ in order 
to resist the Soviet can set a precedent for more general lBq> lementation - 
including implementation to bridge the economic gap between Bast and Hast - 
is a very different matter* It would involve a reversal of the present trendl 
towards making the Council an orgsin to si;q>port the Western power balance» and| 
restore it as an agency for a co-operative peace*
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is U8od in the more accurate eenae to mean reduction of the means

actlYoly to assert national power* In its formal declarations» the

Oounoil has Insisted that its own work is intended to promote the

advantage of no single country or political bloc but all United Nations

Members* For example, in a Resolution of 28th March 19^7» the Ootmoil

expressed the view that its Soonomic and Saployment Oonunission,

”***in carrying out its functions in regard to technical and 
other assistance to any country, should be guided by the prin
ciple that such assistance should not be used for the purpose 
of exploitation or of obtaining political and other advantages 
exclusively for countries rendering such assistance"*>9

This in^lied some Judgement on the way in which national, as well as 

Ooimcil, policies should be directed* But it did not pursue the issue 

of political discrimination, sanctions, and economic alliance very far* 

«specially since early 1 9 ^  there has, in the case of some 

Western countries, been a decline in trade with the countries of Bastem 

Surope, and, in the case of other countries of the West, trade with 

Bastem Burope has not revived in harmony with progress in economic re

construction* Ihe Soonomic Oommission for Surope tried unsuccessfully 

to find a remedy* The Ooomission^s failure was due in part to economic 

factors, such as the incmaplete recovery of Sastem agriculture, but at 

base the cause was political*
»"While the possibilities are undoubtedly present for a large 

expansion in the production and exchange of products between 
eastern and western Buropean sountries to their mutual advantage, 
it is idle to attempt a more precise measurement of these 
potentialities as long as the limits to its development are so 
largely political rather than economic"*A0

59 Resolution 27(17) of thè Fourth Session of the Oounoil. 
"Sconomio Survey of Surope in 19^9*» op* cit*, p* 95«
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Dsspito this Msantlally politioal oause of trade stagnation«

the Oommieelon hae had to attempt expansion of trade by appeal solely

to the inadequate motiTes of welfare* It has attempted to eolleot

data on needs and availabilities« established a special Oommlttee on

which the two sides m i ^ t  discuss exchanges« and emphasised the welfare

advantages of inoreased trade* The Oommittee on the Development of

Trade seemed at first« to some observers« to be likely to "succeed in

getting to grips with the problem« but at its last session in May 1^49
4l

a deadlosk had been reached” and there will be ”no further meetings of

that eommittee unless there was an agreement among the interested

governments as to the need for such action and on a procedure by which
4l

it oould be undertaken”* In the meantime« trade between Sast and

tfest is continued on the basis of such agreements« contracts« and

understandings as may be concluded bilaterally* In IS^« the Oommission
42

attempted ”an expansion of trade in grains” as a moans of stimulating 

eoonomic contact between ^ s t  and niest« and no doubt other specific 

projects of this kind will be attempted from time to time* But the real 

problem facing S*0*E« is that of unrestrained economic sanctions« some» 

times clear and deliberate« sometimes passive and concealed* S*C*S* 

cannot have any noteworthy success in expanding trade« nor can any other 

agency succeed in substantially enlarging econoaic contact generally 

between Sast and <3iest« until the political conflict is resolved« or

41 Statement by Qxecutive Secretary of £*C*1£« Official Records of the 
Soonomic and Social Oouncil« Sleventh Session« Oooimient
42 Ibid.
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xmtil Boma Buooatoful effort la mado to regulate the extent to whioh

one oo\mtry or group of oountriee oan Impoae prerentire or punitive

eoonomio diaorininationa againat another beoauae of political differenoea*

The latter effort aeeoia to involve anawers to the following queationat

(1) How far ia it peraiasible, in principle» for eoonoaio 
aanotiona to be iapoaed unilaterally or on a group baaia?

(li) If aanotiona are permiaaibla in principle» ia it never- 
theleaa poaaible to regulate thamT

(iii) If regulation ia poaaible» what ia the moat praotioal 
approach to regulation? For aizaa^le» it might be inq)oaaible 
to define aatiafaotorily the oiroumatanoea in which a country 
oould juatifinbly impo»9 unilateral aanotiona againat a 
presumed enemy» but it m i ^ t  be possible to define» in some 
degree» the oatagoriea of goods and aervloea to which sanotiona 
might Justifiably be applied»

No approach along these lines has ao far been attenqpted by B.C.S« by the 

Baonomic and Social Oouncil» or any other international body» although 

the iaaue of political discrimination has been raised in the Oouncil and

in the Qeneral Assembly on a number of occasions* For eocample» at the
»

Seventh Soaaion of the Ooiincil ia July-August Ip^t Poland introduced a 

Resolution recalling the objectives of the International Bank as 

expreased in its Articles of Agreement» stressing the need for re

construction and development loans» and insisting that international 

investment should be guided in the direction of mazimua economic 

productivity* Ihe Soviet and Byelorussia refused to siq>port this 

resolution on the groimds that it did not attack the diiwriminatory

It has to be admitted thtt the effort might» in any case» be almost 
hopeless* One point to bear in mind ia that» atjq)po8ing there were a 
general agreement rejecting sanctions» the good faith of the still largely 
free-enterprise United States m i ^ t  be oooq>aratively easy to establish» 
whereas that of completely State-controlled eooxiomies like the Soviet 
might be almost impossibly difficult*
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polioies allegedly being pursued by the Bank; but the Oouncil ae a whole 

skirted the issue of discrimination and passed a Hesolutlon« replacing 

the Polish draft, which did no more than note with approval the change 

in the emphasis of Bank lending from reconstruction to development and 

express the *hope that the Bank will take imiaediate steps to expedite 

the examination of these probleas ¡Zf development and to adopt all 

rsasonable measures to facilitate the early realisation of development 

loans, particularly in areas economically under^developed” •

In the same year, at the Third Session of the Gkxieral Assembly, 

Poland introduced a further Resolution whose principal roooamendation 

was that "all Mombers eschew the use of eoonomio discrimination designed 

to apply sanctions to other oountries or to influence their domestic 

or foreign policy"* In commenting on this Resolution, the United States 

Representative claimed that "governments had the right to prohibit or 

restrict the export of goods for the direct or indirect uee of foreign
44

military establlahmente", and that the United States had been forced "to
44

adopt appropriate measures" in order to counter the "aggressive actions 

and Words" of the Soviet bloc* The United States attitude was entirely 

reasonable; but the United Hâtions, as an org^lsation for world peace, 

was faced with a situation in which Individual nations olaimed unlimited 

freedom to apply unilateral economic sanctions against any other country 

or ooimtries, as eind when tiiey wished, and in which this complete freedom 

was currently being exercised* However, the Ctanaral Assembly refused to

44 Official Records of the Third Session of the Oeneral Aessmbly, Part I, 
Second Oomrnlttee, Summary Reoords of Meetings 21 September»26 November 19^»
pp. 1 9 0 - 1 9 1 .
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9̂lo% th® i®0u®t ft lon^ unsftt»l,6fftot»ory dftbfttrfty Fosol^od

tftke no ftotlon"*
But the problsm of politicftl dieoriminfttion in ftoonomic policy» 

involving direct or indirect economic eftnotione» remains and has for 

some time been reflected in the policies of some at least of the 

dpeciftlissd Agencies. This will appear more clearly in the discussion 

of the role of the ^ecialised Agencies which follows.
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4* fh# Bolt of Sp>eiali«#d Air#nei#».

fh« Thilted lationB !• the Mntnil body in pottwar intornational

orgaaitation; bat thara are a nart>er of othar latarnatlonal organlaatlona,

aaoh daallng with ooina aspaet of aeononie and aoolal ralmtlona andar Ita

own aaltilataral ahartar. fhaaa othar organiaationa anjoy tach a high

dagraa of Indapaadanoa that tha Thiitod Ibtlons of tan tanda« In ita «
ralationahipa with thaa, to ba littla aora. at laaat in thaory, than 

priaaa intar parat; bat in praetiea it aaaaa to ba daraloping aoaathing 

of a raal, owarall authority, aran though this raaaina aoaawhat nabaloaa

and infomal*
Aa alraady notad, tha Artiolaa of tha Onitad lationa Ohartar 

daalizg with aeonoaie and aoeial qaaationa wara ai^raaaad in wary ganaral 

tarma* fha raiponaibllitias of tha Boonoalc and Soaial Council wara 

oorraapondlngly broad; but Artiela 57 raaognltad that •rarloua apaciallaad 

aganoiaa" would ba aatabliahad to daal, andar aaparata Dultilataral
9

chart art, with aora liaitad aubjaota of apaeial intamatlonal conoam.

Tha principal of thaaa Aganelaa aatabliahad in tha eeonoaic fiald ara tha 

International Labour Organisation, tha food and Agrioaltura Organisation, 

tha Intamational Bank for leconstruction and Baralopnant, tha Intamationnl
45

Nonatary fund, and tha Intamational Trada Organisation. for tha sana

45 has not yat baan fully astablithad, and, it saana, night now
narar ba astablishad, although an Intarim Ooamlsalon has baan oparatlng 
for sons tins. It is a littla difficult to draw an asaot lina batwaan 
tha •acononic« and tha "social* Aganelas. for arawla, tha I.L.O. has 
a claar "social" function and tha World Health Organisation is by no naans 
without "acononlc" iiç)ortanea. It should also ba notad that tha status 
of aaoh igancy in ralation to tha United Hâtions is not exactly tha sans. 
Tha Bank and ftmd, for axanpla, tend to guard thalr indapandanca nora 
jealously than tha othar organisations.
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reason that it was tumeeeetary to esanina the vork of the laononlo and 

Soeial Oonneil in detail, ve ehall not enbaTk t^on a detailed deeeription 

of the work of the Specialieed i^enoiee, hnt shall attespt to assess their 

signifieanee in relation to the politieal-stahilitj ohjeetire of the 

United Sations*

First, it Bust he reoo^ised that, althong^ the Speeialised 

A|:eneies fora an essential part of the United lations etmetnre, thej 

operate under quite separate ebartere which are accepted or rejected h/ 

goremaents independently of the attitude of each of those foTemaente 

to the Ihiited Bâtions itself. A aeaher of the United Bâtions night 

often he prejudiced in faTour of joining the Specialised Ageneiee as 

well; hut this is only one general consideration, and neaberehip will 

ultiaately he decided after a detailed assessaent of the purposes and 

obligations of aeaherehip of each organisation considered by itself.

As an exaaple, Australia accepted the United Aitione Charter without 

hesitation and has since accepted the charters of each of the %)ecialised 

Agencies; hut, for a long time, the Ghifley UoTemaent was doubtful whether 

it should accept the Articles of Agreement of the Fond and Bank and it is 

not difficalt to conoeiTe that the ultimate decision might hare been to 

decline aeaherehip of these two organisations. Bew Zealand did reject 

the Articles of Agreement of the Fund and Bank, although she was an 

actiTe aeaher of the United Bâtions and the other Specialised Agencies.

More iiqportantly from the Tiewpoint of world political harmony, the 

SoTiet Union acceded to none (with one teiq;>erary exception) of the
46 47

Specialised Agency Agreeaente, and her laetem luropean allies to a

46 The SoTiet did join and then withdrew from V.H.O.
47 Poland, Buaania, OsechosloTakia, Hungary, Bulgaria, Albania, and 
(althou^ her affiliation are now extremely doubtful) TugoslaTia.
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larg« extent reflactad SoTiet oppotiiiox. By 19^« Bat tern Buroptaa

of the Spaelalitad Agantlat vat alaott negllglbla. Albania, 

Bolgaria, Giachotloraltla, Huz^ry.and Poland vara ttill aeabart of 

I.L.O.; but only Hungary ratainad aaaberthip of P«A*0., OtaehotloTakia 

having notifiad ita intantion to withdraw in Daoaabar, 1949t and Poland 

in April, 19S0. Poland alto withdraw froa tha Pond and Bank, whota 

lattam Buropaan aambarthip than baoaaa eonfinad to OtaohotloTakia* 

Signifiaantly, Tugotlavia raaained a manbar of P.A.O., tha Pund and 
tha Bank.

this diffaring, liaitad aambarahip of tha Spacialiaad Aganeiat 

ia vitally iaportant. It it of little oonaaquanca that an organitation 

it eallad, for axaapla, tha United Ihitiona Pood and Agriculture 

Organitation, if itt ueabarahip eoineidat, not with the United laticna, 

but with tha Organitation for Buropaan Beonomie Co-oparation and oountriaa 

whota political affiliationa are with O.B.B.O. manbart. Ooapleta 

univaraality of aemberahip ia not aaaantial, but where maabarahip and 

non-menberahip followa tha lina of prineii>al political divition in tha 

international community, lack of univaraality diatorta tha whole purpoaa 

and meaning of tha organitation.

Thit laada to a tacond and more fundamental point. If tha 

eountriaa of tha anti-Boriet bloc are, by and large, alto Bambara of 

tha Specialitad Aganciaa while tha Soviet bloc countriaa reject aeabex^ 

ahip, there ia a prima facia praauqstion that tha Spaoialiaad Aganciaa 

are, in their aaaantial oharaetar, oppoaad to tha intaraata of tha Soviet
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eountries. Zhls is not o))Yio\is from thsir ebartoro, hovoTsr, nor 

Bsesssarily from thsir work programmss nor from the statements of 

their leading fignres* She latter seem always to assnme that the 

Specialised Agencies still haTe a role for pence consisting solely 

in the reduction of economic distress» the isQ>roTement of liring 

standards and so on. For exssqple» in his Beport to the Shirty-
I

Third Session of the International Lahonr Conference» the Director-

Oeneral of X.L.O. (Mr. DsYid A. Norse) said;

"No longer can the poverty» disease, ignorance and miserable 
eonditions of life of the Tast majority of the people of the 
world he hidden from view or from the spotlight of world 
public opinion...It is diseemihle even to the most vi- 
enlinterned that these are the ugly facts of life and that 
the rapid iiQ>roTeBient of these eonditions is essentisil to 
the elimination of internal national strain» to the easing 
of International tension, and to the promotion of world 
peace. I cannot see how the leaders of nations and public 
opinion oan he at peace with their oonsoienee or their 
deepest oonrietions if they do not wholeheartedly accept and 
Tigorouely pursue this policy. It is on this front and 
this front alone that the major attack must he launched. This 
is the snamyl Hiis is ths iiqpsdimsnt to peace — and I would 
insist again» as always, that hers vs have a common ohjeetivs 
which must he the rallying point for our joint and ooneerted 
efforts regardless of race» creed, colour, caste, religion or 
political opinion. It la for this reason, too» that ths I.L.O. 
must continue strong in its resolve to keep its ranks olossd, 
its forums free o f  ̂ 1 1  tieal opportunism and disgression» and 
its eyes on its main constitutional and htsnanltarian mission".49

4 8  For axsople» the l^claration of Philadelphia states that the "central 
aim" of the International Labour Organisation is to establish eonditions 
in which "all human beings, irrespective of race, creed or sex, have the 
right to pursue both their material we41-belng and their spiritual develop
ment in conditioae of freedom and dignity, of economic security and equal 
opportunity". The Declaration affirms that "lasting peace can be established 
only if it is based on social justice". The Charters and Agreements of the 
other Agencies were developed, explicitly er implicitly» with this b a ^ -
ground of (l) non-dlscriminatory and equal Interest In all peoples and 
countries, end (il) association of the Agency's more Immediate %relfare 
objectives with the ultimate objective of a co-operative vorld peace.
4 9  Report of the Director-General to the Thirty-third Session of the 
Intsmational Labour Oonferenee, (Geneva» 199Gf p* 3*
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lAien the SeoretarywOeneral of the United Nations formulated 

and presented to the major powers a "20-Tear United Nations Peace 

Program”» he assigned to the %)eoiaIised Agenoies a similar si^fioanoe 

and responsibility. At the same time» Mr. Tfygre Lie reoogniaed a basic 

weakness of the Specialised Agenoies whioh Mr. Morse has passed over. 

Point 7 of the "Peaoe Program” oalled fort

"More vigorous use by all the member governments of the 
Speoialised Agenoies of the United Nations to promote» in 
the words of the Charter, *hi^er standards of living, full 
employment and oonditions of econcmiic and social progress • " . 5 0

Mr. Lie went on to comment that:

"ihe great potentialities of the Specialised Agenoies to 
participate in a long-range program aimed at drastioally r ^  
dueing the economic and social oauses of war, oan be realised 
by a more active support from all governments, including the 
membership of the Soviet Union in some or all of the agencies 
to whioh it does not now belong. The expansion of world 
trade lAiich ie vital to any lon^^range effort for world better
ment requires early ratifioation of the Oharter of the Inter
national !firade Organisation". ^

Mr. Lie therefore implied that the %ecialised Agenoies, to be effective 

instruaonts for a co-operative world peace, must include the Soviet (and 

that would almost certainly mean the Soviet allies also) among their 

membership. He did not go further than that however to consider why 

the Agenoies have attracted only a nonp-Soviet membership, in what manner 

the nature of their work tends to make such a restricted membership in

evitable, and in what way the Agencies' approach would have to be changed 

if they were effectively to assist the attainment of a secure, co
operative peace.

5 0  Press Release No. PM/11 of 6th June, I9^t issued by the £iformation 
Centre at the fiuropean Office of the United Nations, Oeneva.
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Ostensibly» the work of all the Agenoies io direotad towarda 

unlToraal welfare* The lotemational Labour Organieation muet« 

according to Mr* Morae, develop Ita efforta "regardleas of***political 

opinion”* Traditionally« I*L*0* haa formulated Oonventiona and 

Recommandationa on labour problème to be applied« after ratification« 

by each Member State* Ihe number of ”international labotir Oonventiona
51in force« l*e*« legfàlly binding on two or more eountriea” had« by 1 9 5 0 «

. 51reached "the impreaeive figure of 6 5 ** althou^ the Direotoz^Oeneral
. 5 1called for atill "further aubatantial advancea” in ratification* More 

recently« the Organiaation haa oonaiderably direraified ita activitiea* 

Prom developing legialation which will isnprove the oonditiona of woxic« 

it haa concentrated ita attention inoreaaingly on is^roving the 

productivity of work - throu^« for example« vocational guidance and 

vocational training* Ihe OirectoiMleneral highlighted the theme of 

productivity in diacuaaiona at the Ihirty-Third Seaaion of the
5 2

Conference* There waa« however« nothing in thia nor in any other 

of the actual or propoaed activitiea of I*L.O* which waa overtly 

directed towarda the power benefit of any aingle nation or grovqp of 

nationa or which had any power activation whatever except in the aenae 

that improvement of welfare would reduce the provocation to the 

aggreaaive exeroiae of military atrength*

The aame haa been formally true of the International Bank for 

Reoonatruotion and Development« and the International Monetary fund* In

5 1  Report to the Thirty-third Conference« op* cit* p* 1 1 9 *
5 2  See Chapter III of the Report to the Thirty^third Conference« 
op* cit*« "The Productivity of Labour"« pp* 77-H^*
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tho first three years of its effeotire operation» the Bank nade loans
55

totalling ^96*6 million* All of these loans were made allegedly 

for the single purpose of non-disoriminatory eoonomio derelopment* 

Under its Artioles of Agreement» the Bank must not permit itself to 

be influenoed by political oonsiderations* Its decisions to extend 

or withhold loan funds are intended to be made principally on the 

basis of a technical assessment of the soundness of the intended 

inTsetment* This striot attitude is modified» in some measure» to 

assist under dor eloped oountries which offer a dubious inrestment 

risk* At the Alerenth Session of the Soonomio and Social Ck>uncil» 

for example» the Bank representatire denied *that the Bank was a 

eommeroial institution run on oommeroial lines”* *It was eertainly 

true”» he said» ”that it made loans which had to be repaid in the 

same way as loans made by ordinary oommercial institutions* But its

lending criteria were not oommeroial» nor were the financial terms on
54

whioh it extended loans”* Most izaportantly» the Bank oonsidered 

not merely the individual project for whioh a loan was sought» but 

also the general eoonomio position and economic development programme 

of the applicant country* Ihe Bank's view was much broader and was 

subjeot to criteria more flexible than any oommeroial institution*

At the same time» the resources of the Bank were solely ”dedioated to
55

the welfare of its members”: there was no overt suggestion that the 

resources of the Bank should or would be used for any power purpose

55 Up to 50th June» 1950*
54 United Hations Boonomic and Social Oounoil» Official Records» 
Slevsnth Session» 5 ^ ^  Meeting» Document E/SR*594» p* 164*
55 Ibid*» p* 164*
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the reeouroee of the Bank are by zio neane unllfflitedf they hare been 

euffioient to make the Bank an Inportant welfare institution» and it 

still has unoomaitted resouroes suffioient to make a useful contribution 

to the eoonomio development - and thus perhaps to the politioal stability
5 6

and moderation - of underdeveloped oountriee* The Bank is the out^ 

standing operational institution oonoemed with establishing an inter» 

national olimate of steady eoonomio progress in which peaceful inter

national relationships may floxnrish*

▲Ithou^ the Bank nay be the outstanding operational institution» 

the resouroes and responsibilities of its sister organisation» the 

Intamational Monetary fund» are also oonsiderable* In its control of 

exchange rates and exchange restrictions» and in its provision of short

term aid to meet temporary balance-of-payments difficulties» the whole 

purpose of the fund was to avoid dlsorlminatlono and to regulate those 

arbitrary governmental intrusions into the international financial 

market which mig^t oause eoonomic ohaos and welfare eonflict* Although 

they were not explicitly prosoribed» power discriminations were presumably 

to go along with any ether discriminations» and proscription of exchange 

control would make eonoealed discriminations» of idiatever type» more 

difficult.
Much the same may be said of the food and Agriculture Organisation

56 It is worth noting that» at the Sleventh Session of the Boonomic and 
Social Oouncll» there was some feeling that the Bank's lending activities 
were at the moment limited not so much by the resources available ̂ to the 
Bank as by the opportunities which underdeveloped countries were able to 
offer for investment even under the relaxed oriteria adopted by the Bank 
as compared with commercial institutions.
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and the proposed Intamational Tkmdo Orgpudiaation* Althoia^ the fomer 

haa an extremely flBMLll budget and oannot make the aane operational 

oontrlbution to welfare that ie possible for the Bank and Fund» its 

potential for raising produotlTity by researoh and expert teohnical 

advice is oonsiderable* So also is its potential for increasing the 

prospects of stability in international trade and payments by fostering 

multilateral arrangements on primary oommodities* In theory» there is 

no reason why a oommunist Poland should be less interested than a 

demooratio Oreat Britain in F«A*0« work of this kind or should stand 

to benefit less from it* Oeytainly» F.A.O* was established with the 

intention that both should benefit eind the same intention lay behind 

the drafting of the X*T.O« Oharter* Jn the latter» i^ecial steps were 

taken» for exao^le» to oover state trading as the accepted trade organisation 

of the Soviet group of countries* Similarly» I.T.0**s responsibility to 

assist industrial development was intended to apply to Bastem Burope as well 

as the countries of the Vest* Finally» the Charter became long» detailed 

and hi^ly complex in the attempt to maximise non-discrimination in inter

national trade* Ihe whole of the Charter was essentially an exercise in 

eliminating or reducing those frictions in trade relationships arising 

from discrimination (i) in favour of the domestic producer as against the 

foreigner» and (ii) in favour of one foreign producer against another*

Looking more closely at the origins and purposes of the Socialised 

Agencies» however» it seems that there were two fundamental ideas on which 

all were based:

(i) Bach aimed at steady economic development» and» remembering 
the experience of the ’thirties» the emphasis fell heavily 
on the need for stability* It was not desirable that the
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world ooonomy should be statio; but it was above 
all aseential that there should be no disastrous 
dips in prices or in enployment or in business 
activity generally*

(ii) Bach was aimed at establishing conditions in the world
ooonooy which would allow a capitalist — ^ee-witerprise 
systas to survive* Lord Keynes said in 1 9 ^  that "the 
authoritarian state systems of today seem to solve the 
problem of unemployment at the expense of efficiency and 
freedom* It is certain that the world will not much longer 
tolerate the unemployment idiioh» apart from brief intervals 
of exoitement« is associated - and, in my opinion, in
evitably associated - with present-day capitalistic 
individualism* But it may be possible by a rlj^t analysis 
of the problem to cure the disease whilst preserving 
efficiency and freedom* • 57 the Specialised Agencies were 
part of the answer, on the international plane, to finding 
the "right analysis” and applying it in terms of effective, 
practical policy*

(das there anything in these two ideas which changed the nature 

of the ^eclalised Agencies as instruments for the preservation of a 

co-operative peace? Actually there was not - so long as no political 

division occurred along the lines of the ideological cleavage between 

communism and anti—communism* iAien this division did occur and as it

steadily intensified, especially after 19^7» the initial purpose - the 

widely-understood purpose - of the Specialised Agencies was gradually 

and, for the most part, unrecognisedly undemined*

The reason for this is not far to seek* The Specialised 

Agencies were ooncemed with two broad objectives - economic stability 

and economic development* The Bastem Buropean countries were vitally 

oonoemed only with economic development* Loans and capital equipment 

from whatever source - which means in effect principally from ¡Western

57 J*M. Keynes, "ihe Oeneral Theory of Bnployment, Interest and 
Money", London, 195^» p* 531«
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£Durope and the United States - gare the fiastern Buropean countries a 

special interest in such organisations as the International Bank for 

Reoonatruotion and Oerelopment* But they had much less interest in 

economic stability. T h ^  were already able, at the sacrifice of 

certain freedoms, to ensure stability — or at least to avoid the most 

distressing featiures of instability such as unemployment* There was 

no danger of a slump generated internally and, although a slxmip 

occurring overseas could roduoe welfare standards, its influence oould 

be largely offset* ‘Moreover, the soctent of its potential impact was 

steadily reduced as the area of ooocrunist control was axtended and as 

this area increased its self-sufficiency* If the consideration were 

immediate welfare, even communist countries oould be expected to prefer 

a healthy economic atmosphere in nonr-oommunist countries, for that 

would mesui stable markets for their exports and a stable income of 

foreign ourrenoy to purchase their ixqporte* But economic stability 

had not the same vital importance for the communist countries as it 

had for the non—omnmimist countries; and it could sasily be overridden 

by communist political interest in economic distress in non-oommunist 

countries*
That provides the simple framewoik of the story sines 19^* *Ihe main 

political division sines the end of the war has been into a oemmunist 

and an anti— communist bloc* For the aooeseion of new ideological and 

political allies, the oommuniet bloc depends in large part on economic 

distress for which people may seek a remedy in the extreme expedient of 

authoritarism communism* lb asiintain its position in turn, the anti— 

sommunist bloc relies on the prmaotion of stable economic develo;mient
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throughout the world and oapeoially in thoee areas where living 

standards are low or static or particularly sacposed to possible 

fluctuations• And this last objectiTc - the objective of the 

anti-conununist bloc - completely accords with the objective of 

the Specialised Agencies* There is no cause for siirprise, there- 

forc^ that« in the face of a deepening political conflict between 

eooBDunist and anti—comiaunist countries« fihstem Bhropean membership 

of the %>eoialised Agencies has rapidly declined and Western activity 

within the %>ecialised Agencies has noticeably intensified. 4iere 

the communist countries remain members« their membership becomes 

increasingly futile and their policies increasingly obstructionist; 

and« in turn« the anti—communist countries ignore the possibilities 

of compromise end override opposition by weight of maabers in pressing 

forward with proposals of epeoial political significance to than* In 

these circumstances« the presence or absence of representatives of 

oommimist countries becomes relatively unimportants debatec are shorter 

and less bitter when the oommunist countries are unrepresented but the 

decisions are much the seme* This was the experience of the Eleventh 

Session of the Economic and Social Oouncll« and it was also true of 

the Thirty^third Session of the International Labour Conference when 

the Soviet bloo representative withdrew because of the presence of a 

representative from Nationalist China* At the time of this withdrawal« 

the United States representative oommented thats

"The United States supports the fullest maintenance of the 
activities of the I*L*0* and of the Conference* In the absence 
of the representatives of these Oovemments (of CsechoSlovakia« 
Hungary and Poland) the work will not be impeded and this body
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will, 1 am sure, proceed In its normal f&shion to 
carry on the important work which is entrusted to 
the Oonferenoe \mder the Ck>nstitution of the 5®

Ihis statement was completely oorreotx the absenoe of the Sastem

European representatiTes made no difference to the subsequent work

of the Oonferenoe« Nothing oould hare underlined so strikingly that

I«L*0«, along with the Sconomic and Social Oouncil and the other

Specialised Agencies, had become an instrument of the itfestem Oommunity:

it had completely changed Ite pre-war character« From being an

instrument of a co-operatiTe psaoe. It had become an instrument of an

\xneasy balanoe-K>f—power peaoe«
It has already been pointed out that, althou^ the Bastem

¿¡uropean countriae migiht have only a limited interest in economic

stability (because they had already achieved it) and perhaps a "vested

interest" in economic instability in non-communist countries, they took

a very olose concern in ooonomio development« For both welfare and

power reasons, the Bastem Buropean countries have been anxious to

improve the capital basis of thsir economies« Jxi part, this has

been a queetion of status - "the view appears to bo ourrsnt that the

exportation of primary goods is, in s w e  way, an evidence of inferior
99eoonoraio status" - and, in part, it has derived from quite justifiable 

and universally acceptable welfare objectives« But there is no queetion 

that "in the case of eastern European countries, political considerations

Provisional Record No« 5# Thirty^third Session of the International 
Labour Oonferenoe, Geneva, 7th June 19^ •  ̂
59 Boonomic Oemmission for Europe, "Boonomic 3urv^ of ftirope in 19^9 » 
Geneva, 1990f P* 9^*



r«iiifore«d thtte ••onoaie f«ar«*, and their pre-var relationship 

with ^eraaax eontrlhuted to their determination th»t. If at all 

pot «Ihle there would he a quick transition to a stai^e of Industrial 

equalltj with the countries of the Vest. fhese apolitical considerations" 

hare Intensified as the posslhlllty of conflict with the Vest has hecone 

more Inmedlate.

But In the struscl* for Industrial equallt/ with, or si^erlorlty 

oTer the Vest, the lästern Xuropean countries would benefit conslderahlj, 

in the Initial stages of their derelopaent, from Vestem capltal-coods.

"for eastern Xuropean countries - particular!/ the smaller eastern 

oountrles idilch are historical!/ dependent on manufactures from western 

Burope - the failure to obtain capital i^oods and other manufactures from 

the outside, eren In the limited Tolume liq>orted before the war, can onl/ 

mean increased difficulties and dela/s In the attainment of their 

industrialisation. ...howeTer ImpresslTe the relatlTe Inorease in intra- 

eastern luropean trade has been, the si^pl/ of capital equipment that can 

be obtalned from within the area Is probabl/ extreme!/ small in relation6o
to their Industrialisation obJectlTes". As a result, the Xastem 

Xuropeans sxq>ported ÜXXXA and pressed for Its extension; those countries 

which joined the International Baidc tried to obtain derelopmental loans 

from the Bank; the slni^le countr/ • Oseidioslorakla — which became

a Oontractlni: Part/ to the leneral ii^reement on tariffs and Trade tried 

to use that agreement to step the United States *bo/eott* on ei^ort of 

capital goods to lästern lurope. Here was a means, therefore, b/ which

So Ibid., p. 94*
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»uropeflÄ meoT>er«hlp of the Speelelleed Meneiet here been

stittulated.
6 l

Howerer, as thonn in nor« detail enbteqnently, the postwar policy 

of Vestem oountrles hecaoe progresstrely less faronrable to eiport of 

capital or Coital agaipaeat to fiastem coant rise i the aaln line of 

Vestem forel^^a economic policy as It enerised with Increasing clarity was 

to concentrate mntaal economic snpport within the Western bloc and to 

exolnde the fcst. It was nnllkely that countries applying this policy 

bilaterally wonld allow It to be mndemined mnltilaterelly. thus, Jnst 

as almost all United States bilateral loans end grants went to Weitem 

conntries» so also did all dollar loans, except only one, through the 

International Bank (which the Ihilted States effectlTely controls) go to

Western countries. Between May 1947 ^nd Jmne 1950* 1®»» disbnrseiients
6?

by the Bank amounted to 1^798.8 million, of which frÖl million was re

payable in Ihilted States dollars. The only Bastem luropean country 

to benefit from these loans was TmgoslaTla, who recelTsd a loan of $2*1 
million, under an agreement dated October 1949 *" that is. after the breach 

with the Cominfom. In the same way as the Bank excluded the Bast from 

its loans, the Contracting Parties to OAfT also recognised the right of 

IndlTldual nations to discriminate freely on security grounds in export 

of capital and other goods, by setting aside the Oseehoslorak complaint 

against United States restrictions on exports to Bastem Burope. The 

CsediosloTak Hep resent a tire asked »Sihether U.S. regulations reUtlng to

6 l See Chapter IT infra.
6 ? International Monetary fund, «International ilnanclal SUtletlee*, 
▼ol. Ill, lo. 7, inly 1950. P* 17*
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•xport lie«nse« oonformed to the proTlelone of Article I ¡on moet-63
faTonrod^aation traataen^ of the QATT''# and whether "erery country 

/wae7 entitled to Inroke the same eeenrlty reasons in its international
63trade relations'*. By seventeen rotes to one with three ahstentions,

the Contraetln« Parties denied that **the «oTernaent of the tfalted

States had failed to carry out its ohligatlons wider (lATT throni^ its
64

adainistration of the issue of export licenses", and took no further 

action. As it thus hecaae clear that the Specialised Agencies would 

not actlTely promote or assist economic derelopment in lästern luropean 

countries« the last reason for lästern luropean aeahership disappeared, 

and lästern luropean countries hare gradually withdrawn froa one after 

another of the Agencies until now they retain effect ire aeahership only

of the United lations itself^ and to a lesser extent» of I.L.O.
The lästern luropean failure to obtain assistance for econoaic

deTelopment suggests that the Specialised Agencies theaselres hare 

applied discriminatory policies. This is not illogical if IndiTldual 

countries discriminate in their bilateral relations. If the sub of 
such countries is sufficient, they will formulate discriminatory 

policies for the Agencies of which they are members. This raises a
s

wider issue. Do the Specialised Agencies, in any way explicitly or 

implicitly, condean or condone power discrimination in econoaic policiest 

Do they, irrespectlTe of the Idealogical conflict, regard discrlainatlon

in their own polici< iceptable in principle and do they allow

6 3  Third Session of the Oontracting Parties to SATT, Press tel esse
Mo. 4i?, 8th June 1949» P* !•
6 4  Ibid., p. ?.
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unilAtarml and bloo foreign aeonomlo polieioe to go unoontrolladT 

More spaolfioally, Khat do their Ohartere eay on the aubjeot of 

dlaorialnation? Oo thair Charter a allow or forbid power dla- 

erimination by Individual mambar nations? Db they allow power 

diaorimination by the Áganoy itaalfT
Ihe short answer 1b$ of oouraa^ that the 3 pacialisad Aganoiea 

ware originally aatabliehad vary largely to eliminate or at least to 

regulate all forms of di sor imination in international eoonomio policy*

The Atlantic Charter had oalled for "the enjoyment by all states» great 

or enm.ll» victor or vanquished» of aooess» on equal terms» to the trade 

and raw oaterlale of the world which are needed for their eeonomio 

proaperlty”. Article VII of the Mutual Aid Agreement between the 

United States and the United Kingdom had obliged the two countries to 

"agreed action*• »directed*••to the elimination of all forms of die- 

criminatory treatment in international commerce"» and had reaffiimed the 

two oountries* acceptance of the eoonomio objectives of the Atlantic 

Charter* Moreover» it was directly from Article VII that the United 

States proposals idiich led to the I*T*0* Charter and the General 

Agreement on Tariffs and Trade drew their inspiration*

Declarations of this type were at the back of the charters of 

all the Specialised Agencies» even though specific reference to non

discrimination was not always included* However» some of the ohartera 

did outlaw discrimination* Article VII of the Articles of Agreement 

of the International Monetary fund laid down that "no member shall 

engage in» or permit any of its fiscal agencies referred to in Article V» 

Section 1» to engage in» any discriminatory exirrency arrangements or



i /

1
117

multiple ourreno/ praotioas axoept as authoriaad imdar this agraemant 

or approved by the Pimd”. Similarly, the United States "Proposals

on Trade and finployment"» which ware published in ii^Bhington on 6 th 

i)eoember 19^% *Ad on which the 1*T«0« Qhartar was basedi provided 

among the "purposes" outlined in its opening (^apters

16 fiaoilitata access by all menbers» on equal terns» 
to the trade and to the raw materials of the world which are 
needed for their economic development*

”4« In general» to promote national and international 
action for the expansion of the production» exchange and con- 
suBq>tion of goods» for the reduction of tariffs and other trade 
barriers» and for the elimination of all forma of discriminatory 
eoamerce; thus oontributing to an expanding world economy» to 
the eetabliehmant and aaintenanoe in all aountries of high levels 
of employment and real income» and to the creation of eoonomio 
eonditlons conducive to world peace"*

Ihese declarations against discrimination may» however» have 

been directed only againet welfare discriminations - discriminations 

aimed at some economic advantage* Although the words "all forms of 

discriminatory treatment in international oominerce"» "all forms of 

disoriminatory oomtuerce"» eind "any discriminatory currency arrangements' 

are used» there may have been in all of thorn a tacit understanding that 

they did not refer to dieoriminations applied for "security" or "power" 

reasons* At least this was partly true of the "Proposals on Tirade and
6 5

febip loyment' But it was not true of the largest operational Agency»

the International Bank for Reconstruction and Development* Ihe Articles

6 ^ Section S of Qhaptor III of these proposals provided thats
"Sie \mdertakings in this Gbaptar (i*e*» on Oeneral Oommeroial Policy) 

should not be construed to prevent members from adopting or snforoing 
measures:* * *

"^* relating to the traffic in arms» ammunition» and implements of warj 
and» in exceptional oiroumstanoee» all other military siq>plies; ***

"6 * undertaken in pursuance of obXigpitlons for tlie maintenance of 
peace and security;***"*
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of Agreement of tho Bank «xplloltly forbade any political dlBcrimination

in making loans or in any other Biattora of policy. Article IV, entitled

"Political activity prohibited", read:
66

"The Bank and ite of floor a aha 11 not interfere in the 
political affairs of any member; nor shall they be in
fluenced in their decieions by the political character 
of the meoiber or mambers sonoemed. Only economic 
considerations shall be relevant to their decieione, and 
these oonslderatione shall be weired inçartially in order 
to achieve the purposes stated in Article l".

Therefore, although most of the multilateral declarations and

agreements made during the war euid post-war years might forbid only

welfare discrimination, at least one of those agreements emplicitly

outlawed power discrimination as well* But it should be noted that

only the Bank, acting as a corporate body, la forbidden any power dla-
é

crimination* There is nothing in the Articles of Agreament of the Bank 

to prevent a Member government, landing outside the Bank, from die- 

criminating between potmitial recipiemts on political grounds. Never

theless, Member governments cannot be expected to make available large 

amounts of capital through the Bank and then, irraspactive of their 

attitude to disoriminatlon in bilateral or other negotiations outside 

the Bank, to bring a politioally impartial spirit to Bank discussions.

It is clear that either Article IV will be faithfully adhered to and 

there will also be no discrimination in loan transactions outside the 

Bank, or there will be disorimination both by the Bank and by Its 

members acting outside It. If, in acmie way, important members of the

6 6 The "officers" of the Bank, it must be noted, are the Oovemors, the 
Executive Directors, and such office-bsarors as tha President* They are 
not the secretariat of the Bank, who are referred to in the Articles of 
Agreement as the "staff"*
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Biuok were determined on a policy of diccrlainaiory iHvcstaent 'but the Bank 

were ftble to tmtferraine tki« by a resolnta policy of ncn-di«erlmlBntlon, tlae 

Bftulc vonld soon be abaadonad by the diecrininatin^^ goTamment» and its povar 

and effactlTanesg wonld be nndarmlnad pari passu* If a goTemmsmt as 

in^ortent to intamatioiial ixirastment as the Unitad States vara detarainad 

to adopt a diseriminatory inTsstmeat policy* tha Bank must elthar adopt a 

similar policy or go into Iiq:aidatioa*

Bat aran let tw st^posa that tha Bank* as an lastitotioa* is abla 
to follov a policy of strict non-disoriiiixiation. there Is still so 

explicit strioinre in any Agency charter a^inet individaal coontrias 

applyini: a policy of power discriminât ion a^lnst oUiar Agonay M A a r s *

This is vitally important• liât as taka a hypothetical* bat aevertbalas^ 

qfoita feasible example*

Sh^oee that the Bank spread to lend United States dollaurs to a 

eoxmtry In Bestern B\irope, let as say OsacboSlovakia. through the 

agenoy of the Bank, the United States voold than be meUag n loan to 

asi^lst ths economic development • and probably enlazga tha indirect 

military potential - of a cnantry which It regarded as politically 

hostile. to this extent and op to this point, the Tbiitad States voald 

be dieregarding one of the most important poaslbllitlas of foreign 

economic policy - the possibility of applyii^ capital sanctions against 

a presomad aneagy. Bat Osaehoslovnkia voald want dollars not for their 

ova sake bat for the porehasa of capital aqalpmant, and tha Xntamatioaal 

Bank has no aothorlty to determine whether or hov she shall obtain this 

aqaipment. Xn so far as national poliaias govaming tha export and 

import of capital aqaipmant are regulated by intamatlonal instromeata*
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they are 0 0 regulated by the spirit of the International Trade 

Orymisation Oharter» which has not yet entered into force, and 

the General Agreement on Ttatrifre and Tirade, which has been 

provisionally applied by both the United States and OseohoSlovakia. 

Article 22 of the I.T.O. Charter (and the equivalent Article of GATr) 

require sapital equipment or any other goods entering the export 

market to be made available equally to all Members without discrimination. 

Article 22 readss

*No prohibition or restriction shall be applied by any 
Member on the importation of any product of any other Member 
oountry or on the exportation^^ of any product destined for 
any other Member oountry unless the importation of the like 
product of all third oountries or the exportation of the like 
product to all third oountries is similarly prohibited or 
restricted*•

But Article 22 dealt only with welfare discriminations« Althou^ the 

Bank was, in theory, not allowed to engage in political discrimination, 

the Z«T«0« Charter explicit release to individual nations to

discriminate on political grounds whenever and to the extent that it 

appeared to them desirable« Article 99 provideds

*Nothing in this Charter shall be construed ««««
(b) to prevent a Member from taking, either singly or 
«1 th other States, any action which it considers 
necessary for the protection of its essential security 
interests where such action

(i) relates to fissionable materials or to the 
materials from which they are derived or

(ii) relates to the traffic in arms, ammunition or
implements of war, or to traffic in other goods

6 7  In pre-war years, restriction of iitq>orts appeared as the main problem 
to be dealt with, and this was the problem \ippermost in the minds of the 
framers of the 1«T«0« Charter« It is obviously still important, but its 
importance is declining as governments succeed in maintaining a h i ^  level 
of employment and in regulating the flow of international funds« On the 
other hand, the relative importance of restrictions on exports is rapidly 
increasing«
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and laatoriala oarrlod on dirootly or indirectly 
for the purpoee of supplying a military eatablish- 
ment of the Member of any other oountryt or

(iii) la taken in time of war or other emergenoy in 
interna tiou41 relatione ”•

Therefore, althou^ OseohoaloTakia la entitled to equal treatment 

under Article 22, the United States may refuse to allow export of capital 

goods to OzeohoSlovakia if the United States considers that the goods may 

be used "directly or indirectly" to bxiild up the Oseohoslovak or the 

Soviet or any other war establishment* The United States nay also refuse 

permission to export if she oonsiders that there is any "emergency in 

international relations"* These phrases cover innumerable contingencies* 

It is not suggested that the guiding clause in international 

agreements should be Article I\T of the Bank charter, applied to both 

institutions and governments, rather than Article 9 9  of the 1«T*0. Charter« 

^e are not concerned, at the moment at least, with what is desirable or 

possible, but simply with what is the existing position. I.T.O* Article 

99 shows that the Specialised Agencies do not attempt to establish the 

necessary economic foundations for a durable peace except in a very 

limited way* They regulate welfare economic policies and in so doing 

tend to establish conditions of stability and progress ^ i o h  are, up to 

a point, conducive to world peace* But they make no real attempt to 

regulate power discriminations, idiile, for the most part, the Security 

Oouncil and other bodies sonoemod with "political" matters including 

disarmament, assume that eooncmio policy, including economic warfare 

will be dealt with by the economic bodies* There results a "no-nanis

land" where national or group policies are carried out without any



122

lnt«rnAtional control or oven offootivo intomotional diocueeion« In 

those eiroumotanoes, the SpoclAliood Agenoioo lose their place as 

instnmenta for a univoraal co-oporativo peace«

Sven though there la no doubt of a country’s rlj^t to detemine 

whether or not its aeourity intareata justify the imposition of dia- 

criminations, the "spirit” of the Z«T«0 * Gharter might, of course, be 

expected to have a sobering effect on the tendency to impose foreign- 

policy discriminations* Ibis possibility sanriot be entirely discounted 

but, so far, there is no evidence that the 1 *T*0 * "spirit" will prevail* 

For example, almost immediately after the ocouiiunist ooi;qf> in OsechoSlovakia, 

the United States In^osed restrictions on exports to fiastem £uropean 

countries* As a Oontraoting Party to GATT, GseohoSlovakia appealed 

against these restrictions to the Third Session of the Oontracting Parties 

held in Geneva in the summer of 19^9» The appeal was set aside and the 

United States action vqpheld* There was no attempt by the United States 

or by GATT to qualify or limit the freedom granted by Article 99*

Althou^ the major political division at the moment is between 

communist and anti«>ooaiinunist countries and attention tends to be 

concentrated on economic warfare between those two groups, there is no 

reason why less powerful opponents should not indulge in economic warfare 

on a more humble scale. Soonomio warfare — for foreign-policy reasons - 

between India and Pakistan or the Soviet and Jugoslavia or between any 

states in South America or the Middle fiast or elsewhere is forbidden or 

regulated by no international instrument at present in force and there 

is some justification for concluding that that omission is deliberate*

For example, Australia oan disoriminate against Japan on political
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grounds in the future to any extent she nay wiah* And, If the major 

trading countries maintain a h i ^  lerel of eoonomio activity» Australia 

would find it much easier in the future than in the past to deny 

essential raw materials to Japan. In that event» Japan could much 

more justly complain that she is a "have-not” country» denied access 

to raw materials essential to her econoaio prosperity and to her defence 

On their perfomance so far» however» the Specialised Agencies would
66

have little authority or inclination to deal with this type of complaint» 

and» for want of effective attention» it could rapidly intensify any 

political dispute arising from either economic or non-econcM&ic causes.

The %)ecialised Agencies» it can be said in sumnary» are making 

a substantial contribution to economic welfare» especially throu^ 

programmes for economic development« They have substantial resources 

at their disposal both for research and for field work» and in addition» 

they provide permanent fora for the discussion of economic problems and 

the implementation of agreed solutions« But» by their very nature» 

they have become» in the present world division into ooizimunist and anti

communist blocs» not instruaents for the maintenance of a co-operative 

peace but instruments for the maintenance of the balance of power in 

favour of the Miestem majority. Beyond this» however» they are not 

merely powerless to stop the exacerbation of political conflict by 

discriminatory foreign economic policies» but turn their backs on the

66 The Security Oouncll might of course deal with a complaint of this 
kind; but whether or not it is seen to fall to the responsibility of the 
economic or the political organs» the main thing is that the very broad 
and important problem which a possible complaint of this type illustrates 
is not clearly foreseen to be dealt with by any particular organ and no 
advance preparation to meet the problem has been undertaken«
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problem and help to create oonditlone of controlled economic atabiUty 

which directly encourage power diacriminationa. Not only between Baat 

and rfeat but eren within the Weatem majority, they igaorm any economic 

conflict derlring from power conaideratlona • Thla may be right and 

proper, and it may be inevitable, but the eaact nature of the %)eolaliaed 

Agenciea aa Inatrumenta for peace ahould be clearly recogniaed.

m
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fkm United Ihition« lut« a ■noh aora iapraaclTa lastrawat 

of Intamatlouai aoonoalc co-oporatlon than tho Laaipia* *ot oaly hao 

ünitad Bâtions organisation T)ssn 'batter, bat it has also had a aora 

aatnra andarstandlng of the problaas with vhleh it has been faced •

What hare been the outstanding faattares of this United latlons

aohlereaent?
In the first place, an array of international organlaatlons has

been created within the United Batloas fraaeworit to ccrer all the aajor
b9

fields of International eeonoaic relationships* Between thea, the

Bconoalo ax^ SocleúL Council and the Specialised Agencies probably hare

all the essential resoxœees for consultation and research on welfare
70

problems of international scope*
Secondly, the Charters and the subsequent resolutions, 

reconendatlons, and decisions of the Tarions eeononlc organisations 

hare placed rery substantial obligations on their Meaber States* 

Obligations with far-reaehing iiq>lications hare, in a large number of 

instances, been accepted readily and unanimously* Bren allowing for 

the still*-numerous "escape clauses" and the consequently reduced ralue of 

many Commitments, the scope of the international obligations accepted by 

goremnents since 1945 Is remarkable by coiqmirison with pre-war years* 

thirdly, the eeonoaic organisations hare impressire resources 

at their disposal* this is especially true of the fhnd and Bank; but

6«i Qnlt*d Stat*« r*J*ction of th* X.t.O. Oiart*r thraaton* to laaT* a 
lar,* ,ap la Intoraatlonal aooaeale orfaalwtloa, which aajr or aar aot 
be completely filled by CAfT*
7 0  Besources for operational wozk may not, of course, be so adequate*
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the mxiwomX bvd^tt of th« other fl̂ eeialieed bare been be
tween ^  and fi million in the reeent paet and, althongh the bndî te 
are now tendiî  to be atabilieed» the aeale of operations ia already 
î [>osing- The Ispanded Tedinical Aaaistanoe Prograane places further 
large reaonreea at the disposal of the organisations.

Vomrthly, the work of the loonomie and Soeial Ooxaieil and the 
Specialised Agencies has giwen practieal expression to the concept of 
peacefnl change. lach organ directs a major part of its tine and 
resonrces to the needs of the mndsrdereloped coantries* Xf the Ihiited 
Bâtions can be said to hare a genuinely dynamic approach to world peace 
rather than the stAtio approach often implied in safegnarding the statns
qmo, it is 
sffectlTs

because the economic agencies heTe began to fermnlate
#

for the economic development of anderdeveloped
soantries. for raising living standards in these coantries* and for 
narrowlag the tremendoas differences which at present exist in the living 
standards of the nationals of different coantries* If these 
prograanes saoceed, the tendency shoald be for welfare frictions and 
hostility betwesn **have* and **hava-mot* ooantries to decline. The 
sconomic agencies of the United Bations cannot provide a qaick or easy 
solution to the problem of eqaalising hi|̂  living standards throaghoat 
the worlds bat they shoald be able to make a not-inoonsiderable

7 1contribation to the altiaate eolation. That should be a contribatiom

7 1  In his report on the *Work of FAO 1949/5U'*» the Dlrector-A«eral of 
PtO giggestsd that: *Tigoroas International action can relieve Violent 
stresses and strains within and among nationsTby removing their fundamental causes. I do not mean that it is possible to do away overnight with pover^, 
hunger» ignorance and preventable disease. It takes time for science and 
education to bring about their miracles. Bat we can quickly prove that these| 
evils, as well as some of the worst economic difficulties associated today 
with agrieultaral production and distribution, can be eliminated and that 
nations and peoples can work together to eliminate them. If we prove this clearly and convincingly, faith and hope will take the place of bitter
ness and despair among vast numbers of human beings” (ĉ * cit., p*l)«
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to world politieal «tA^llltr «ad world pooeo alto.

All thlo does not nonn that tho wolfaro plannlni; cf tha Unitad 

latioas a^anelaa la alraady adaqnata. Intamatlonal polielaa af 

aeonoaie atabllltj ara far froa proTant full-aaployaant and eoaaodltj 

polielaa, for aJMpla, atill naad a c^aat daal of attantloa* lalthar 

are tha praaant plana and prograflaea for aeonoaie daTalopaaat adaQaata 

to the naade of tha nadarderalopad eonstriaa* Finally, there era 

aborteoaln^a In International aachlaery which will hare to he reatlflad. 

X.T.O«, for exanple, aaeaa llhely to ha dlaeardad, and tha Toomoale and 

Social Coimell haa recently aho%m dlaaatlafectlon with ita aoanlaelon 

atmetxure.
Fran, hoirarar, apart fron the naad for fvirther effort to eatahliah 

a aecura welfare hasla for e dtirehle paeca, there nay ha a atill aera 

Inportant, nntonchad prohleo for the acononlc orsana to tackle, in the 

cloaeat collaboration with the political organa of the United flatlona-

Thia prohlen aprlnga largely from the changed econonlc role of 

goremaentt. Postwar International co-operation aaanaea a high degrea 

of poaitlTe Interrentlon hy gorem:?Hinta In econcnlc affalraj and, 

eapeclally aa conparad with pre-war years, all gorernnenta hare Intarrened 

considerably aiace 1945 to aalntaln aconoalo stability and to pronota 

aeononlc darelopaent« As acoaonlc taohnlq.uaa are l^rored, aa the 

sector of the econoay under close goTeninent control is extended, and 

at International co—oparatlon is ia^roTad, the poatlhllltlea of Inrolnntary 

welfare frictions should he dlainlahed« In other words, a soundly- 

eonealTed interrentloniat policy should enlarge the poaslhllitiee of 

peace In a way suggested hy Lord Keynee in 193^ *a followat
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**WlLilst •eottoaitts v«r« aeofmstoaed to applaud tba praraillni^ 
iataroatlonal «Tstaa at furnlthini; tht fruits of ths intorxiattonal 
dlTitioa of lal>our and haraonitlnK *t tht taao tint tho Intoreots 
of different nations, there lay eoneealed a lees henicn influenee; 
and those statesaen were aoTed hy eonmon sense and a eorreot 
ai>prshension of the true course of erents, who heliered that if a 
ri(di, old country vere to neglect the struffle for aarkets its 
prosperity would droop and fail* But if nations can learn to 
proTide theaselTes with full employment by their domestic policy 
(and, we must add, if they can also attain equilibrium in the trend 
of their population), there need be no important economic forces 
calculated to set the interest of one country ai^ainst that of its 
nei^bours. fhere would still be room for the intermational dlrision 
of labour and for international lending in appropriate conditions*
But there would no Ioniser be a pressini: motiwe why one country need 
force its wares on another or repulse the offerings of its nei^bour, 
not because this was necessary to enable it to pay for what it wished 
to purchase, but with the es^ress object of upsetting the equilibrium 
of payments so as to derelop a balance of trade in its o%m faTour* 
International trade would cease to be what it is, namely, a desperate 
e^>edient to maintain oi^>loyneat at home by forcing sales on foreign 
markets and restricting purchases, which, if successful, will merely 
shift the problem of uae^>loyment to the neighbour i^ch is worsted 
in the struggle, but a willing and uniiQ)eded exchange of goods and 
seiTices in conditions of mutual adrantage"* J2

this is true as far as it goes* But a Keynesian system abolishes
one set of conditions prejudicial to peace, only to substitute another set

equally or perhaps eren more prejudicial to friendly international

relations* this springs from the new harmony which can be dereloped
between foreign policy and external economic relations* Instead of being
set apart on a different plane and beyond any close goTemment control,

external economic relations lie, under a Keynesian system, within the
direct and constant responsibility of goTomment and can be Integrated

with the older foreign-policy responsibilities of goTemment*

this power of integration was always theoretieally aTailable to

JP J«M. Keynes, **0eneral fhecry of fimployment. Interest and 
Money*», pp. 382-383-



an/ fioT«rol|pi goT«rnm«A%, uliether d«rot«d %o lalMAA-fflir« prineiplet 
or not. fhe iiqportattt thine 1«, hownrer, that, for an aoonoaj vhoto 
•tahllitj io e^^^tead hy e^Tamaeat Intarrantlon and eontrol, in- 
taeration heooBaa not iiaraly thaoratieally poaalbla, hut alao politleally 
praotleahla. fha two hroad ohJaotlTaa of tha plannad aeonoay hara haani

(a) Baintain hi|^ and otabla laralo of asploynant 
and huainato aetlTlty - to anaura, in affaet, a aeller*a 
■arkat for goodn and sarrieaa. ineluding labour; and
(b) 9o protaot tha aconony, not oxily aeainat bualnaaa 
nuotmtiona originating intamally, but alao againat tha 
affaeta of fluotuationa in aetiuity oeourring oraraaaa.73

If a aallar*a narkat ia naiatainad in tha donaatio aeonony, tha kalua of
aiport narkata tanda autonatioally to daolina« and intarfaranea with
thoaa aarkata - aran for arbitrary and unpradietabla foraign-polley

74
raaaona - baaonaa politically laaa raprahanaibla.

NoraoTar, any loaaaa in tama of foraign axehanga or ai^loynent 
which night otharviaa haua baan a^erianead ean ba daalt with through 
tha ta^niquaa alraady daralopad to protaat tha aoonony againat oraraaaa 
fluetuationa. It ia elaar that asport induatriaa aannot ba raatrietad 
or prohibitad in thair aiq>ort narkata with aqual aaaa in all aaaaa or 
with ooi^lata iî punity; but it ia aqnally claar that tha plannad 
aeonony haa nueh graatar opportunitiaa than tha ralatiraly fraa aeonony 
to prohibit or raatriet azport of good a or aarrieaa or capital to 
daelarad narkata, without any elaarly obaaraabla loaa to any partieular 
groupa or indiriduala within tha aoonony.

73 Theaa wara tha two principal aeononio obJactiTaa originally nought by 
tha Iasi Ooramnant in fl̂ amany. In purauing than, it bacana apparant to 
tha Xaaia that tha inatrunanta and tha oonditiona which they oraatad wara 
ndnirably auitad to a wall-diaciplinad foraign aoononio policy, taa 
Ohaptar X? infra.
74 Vota tha praaaura in tha 9nitad Kingdon during 19^ fkon primta 
intaraata thanaalrao for raatriotion cf capital-gooda aiqporta to Ihiatam 
^toopa. Saa also Ohaptar XT infra.
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Nrush the eaiie it also troe of siqDplies ooaing froa oTerseat. 

ProTided an alternat ire eouree and/or an altematlTe eommodltj it 
arailahle, a planned eeonoiB7 hae méh lees diffleiiltp than lit laietee- 
falre piredeeeesor in transferring its inports from one countrp to

75
another. Iny difference in cost anj he of little Isqportanoe to the 

planning goremnent in the light of ether eonsiderations, end sen 

prohshlj he ahsorhed in such a vay that its adrerse in^Aet on the 

economr is alaost totally eoneealed. fhere aay he eonmodities for
7 6

vhieh there is no alterne tire souree and this will influence policy, 

hut. In the nain. It is likely that there will he few eoBmodltles w h i ^  

are not arailahle in adequate quantity from more than one country or 

more than one political hloe.
fhe problem facing the United Hâtions is therefore more complex 

than that which confronted the Xteague. file League assumed that it had 

to deal, not with economic disanament in the x>ower sense, hut with 

economic disamaaent in the welfare sense. Conpetition for welfare 

gains - which mi|^t inrolTs a consequent, hut incidental, power gain 

also - m i ^ t  lead to political conflicts and the prohlfns was to regulate 

économie relationships in such a way that goremments would not hs 

induced to take extremist welfare measures which, hy creating political 

frictions, might threaten peace. After the Second World War, although

75 fills has hsen hrosdly the ease with Western luropean OoTemnents in 
the past three years. these HoTernments hare heen willing, despite the 
welfare losses inrolTod, to continue dependence on Western Hemisphere 
sxqiplies rather than make a determined effort to rehuild trade with 
lastem Hurope.
7 6  lote that the United States was reported to hare iiqported from Hussia, 
as late as Aî pELst 1 9 ^ t  suppliss of mangsnese and chrome ore Taluad at 
A464,000. Stockpiling inports of essential eemmodities for whlcsh there is 
no easy alteraatirs s!>urce night hs continued right vtp to the outbreak of 
actual hostilities, proirided ths eiq>ertsr ulacss no restriction on than; hut 
a dangerous d^sndence for sssential sTq>pliss is likely to he awoided 
whererer possiole.
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oiroumstanoas had in tha maantlma ohanged» tha approach to economic 

orgianlaation as an inatrunent of peace made the eame aesumptioneaa 

tha League* Ihie wae in defiance of the fact that govemmente» far 

from being or intended to be paesire epectatore of economic or ente» now 

had the role of "protector» etabilieer and organieer of the nation'a
77

economy"« Ihie goTemmental duty carried with it an enlarged right 

and power to uee economic policy directly for political ends; and the 

right wae increasingly exercieed« Therefore» the emphasis had shifted: 

the problem was not so much to regulate the means of enhancing welfare» 

as to regulate the use of economic policy as a direct instrument of 

power«

This problem wae sharpened by the emergence» almost immediately 

after 1 9 ^^» of political uncertainty - the second of the factors suggested 

in the opening chapter as leading to the rapid derelopment of a nature 

foreign economic policy« The conflict between the United States and the 

SoTiet threw the longest shadow over international relations but other» 

smaller conflicts» espeoially in the Far iSast» added to the general 

impression of instability« The spread of the planned economy had 

provided enlarged opportunities» and now conditions of political 

instability provided an urgent incentive» for the adoption of intensive 

foreign economic policies througjhout the world*

Ass\]ming that the United Nations remained an agency for world 

peace» its responsibilities would seem to include some attempt to r ^

77 "The Economist*» 1st April 19^> p* 692*
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strain or ragulato the use of unilateral or group economic sanctions 

and the formation of hostile eoonomic alliances« But, although the 

nature of the problem had become olear enou|^» the United Nations 

did not deal with it« The I«T.O« Qhartor speoifically washed its 

hands of the problem; and the other organs and agencies either s

(a) Implicitly refused to allow "political" issues
to Intrude in their discussions and decisions; or

(b) Ihoitly or explicitly approved unoontrolled sanctions 
and on some occasions even allowed their own policies 
to reflect these sanctions«

In the meantime, the Seotarity Oouncil did not take the sanctions problem 

within its purview, and it Vas therefore dealt with nowhere*

At present, therefore, the evidence suggests that the economic 

organs of the United Nations are as ineffectual in meeting the crucial 

sanctions problem of their era as the eqaiivalent organs of the League 

were in facing the crucial welfare problem of the inter^war period: 

the United Nations has reached a stage at which it is equipped to deal 

with the League's problem, but in the process of achieving that advance, 

a new problem has intervened« It has been said of the 'twenties that 

"the intent of that decade was deeply conservative and expressed the 

almost universal conviction that only the re-establishment of the 

pre-l9l4 system, 'this time on solid foundations', could restore peace
78

and prosperity"« No equivalent conservatism has characterised the 

postr-19^ period in its approach to international welfare problems«

There has, however, been a marked oonservatifti about recognising

78 Karl Polanyi, "Origins of our Time", London 19^5» P» 52
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explicitly the now problem presented by the altered relationship between 

foreign policy and external eoonooiio relationei and there has been an 

eren more narked ooneerratiflm about allowing this problem to be treated 

along with the welfare problem inherited from the League.

Any euggostion that it would be easy to modify or regulate the 

extent to whioh goremments may use the new opportunities available to 

them of applying eoonomic means to gain their foreign-polioy objectives 

would bo unrealistic. However» in theory» Article 6^ established be

tween the eoonomio and political activities of the United Nations a link 

which might be forged in terms of actual policy. Ib a limited extent» 

Article 6y was implemented in the oase of Korea; but» assuming that the 

United Nations still aims at a co-operative peace» implementation of 

Article 6^ must be carried a great deal further» to deal» for example» 

with o\irrent restrictions on eoonomio eontaot between Bast and West» 

and to extend beyond this to define generally the freedom to be allowed 

governments in framing their foreign eoonomio policy. Under Article 99 

of the I.T.O* Charter» for example» this freedom was left complete; and 

the aim would now be to regulate all those prohibitions and restrictions 

on economic intercourse whioh originate in foreign policy and whioh in 

turn deepen politioal hostility. Those prohibitions and restrictions 

are an indirect but real "threat to the peace"» on whioh the Security 

Council might reasonably ask the assistance of the Boonomic and Social 

Ooimoil under Article A complete reversal of the movement towards

eoonomic sanctions and eoonomio alliance would presumably require a 

complete solution to the prevailing politioal uncertainty; but there 

m i ^ t  still be possible a middle course of regulation whioh avoids the
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moro oxtramo foaturos of ooonomlo polióles of power. In 19^> 

the oomnont was made on tho policy of sanotions against Italy that 

"a measure which paralyses the military machine of an aggressor 

without penalising the civil population is to be preferred to one 

which outs off tho food supplies of oirilians*. It was suggested, 

inter alia, that sanctions "should bo defined in advance, not left 

for public discussion when aggression has started, and when threats 

of reprisals are being bandied about”; and that t h ^  "should avoid, 

if possible, interference with ordinary trade and with essentialdo
supplies for the civil populations”. This indicates an approach 

which the United Nations mi^^t take. Nven now, it is too late, in 

some respects, to attempt advance definition of sanctions; but it is 

still at least conceivable that the attempt might be made to define 

those measures which are permissible in bilateral or group relations 

among nations, and to separate "ordinary* economic relations from 

those assisting military or neo-military preparations. In the li^t 

of the needs and totality of modem war, the latter separation would 

be extremely difficult to make, but it seems to be a task which the

United Nations, as an agency for world peace, is morally obliged to

attempt.

79 The difficulties of finding such a middle course are not under^ 
estimated. Agreement to curtail economic policies of power seems, at the 
moment, to fall in the same category of unlikelihood as agreement to re
strict military anoaments. The ideal might be to keep economic contact 
completely free from the buffetings of foreign policy; but, assuming that 
this ideal is unattainable, the question is how to maximise external 
economic contact without endangering national security. Action to regulate 
eooncoiio policies of power m i ^ t  be extremely slow, but it might at least 
be carried forward pari passu with attempts at military disarmament.
do ”hitemational Sanctions", op. oit., pp. ^^^9*



Olaarly» the probloms of the League and the United Nationa 

have reflected the changing powers and attitudes of their Meaber 

Gk>Temment8« From the foregoing account of the League and the 

United Hationst aoae general features of national policies have 

therefore already appeared; but it is necessary to sketch some detail 

into this general pioture by examining the toreiga. eoonomlo policies 

of a number of individual oountries* these national policies will 

show more precisely the atmosphere in which» for example» Australian 

policy must be formulated and the methods on which it m i ^ t  draw. It 

will also indicate the magnitude of the problem which would confront
t

the United Nations and the Specialised Agencies if in faot they 

attempted to promote eoonomlo policies oonduoive to a co-operative» 

rather than a balanoe-of-power peace*
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Ohaptar IV• Broad TTanda in National Polioiaa>

1« IDdraraity in National Polioios 

2* Oamany

Frano#

4» lha floriat Union 

lha Uhitad Kingdom 

6* Ihe Unitad Btataa

1« fllTaraity in National Policies

It would often be misleading to speak of any world trend in the 

axoroisa of foreign economic policy* There have always baeni and no 

doubt will continue to be» national vigriationa around any "average" 

trend* Sometimes these will be small» subtle and in significant; at 

others they will be so important that they will effectively hamper or 

prevent realisation of the goal towards which the majority of national 

policies seem to be moving*

This was true of the liberal era* Oomneroial and industrial 

development» especially in the United Kingdom» established a world 

trend away from meroantilimii and towards a relatively free pursuit of 

economic welfare» independent of the push and pull of diplomatic 

advantage* In greater or loss degree» a number of countries followed 

the British lead» although British policy itself was never entirely 

purged of mercantilism» either in theory or in practice* Professor 

Lionel Bobbins» after claiming that there has been an "absence of



avidsnoo of an aotlve role on tha part of high finanoe" in foreign 

policy» Buggests that on the contrary in fact

"•••there is abundanteridenoe of passive instrumentality»
We do not find evidenoe that finance was often a prime 
mover* 0ut there is plenty of evidence that finance 
was eontinually used ae a pawn* Ihis is perhaps not 
very conspicuous in the £hglish scene where finance was 
usually more or less left to its own devices; although 
even here we have had occasion to observe the veto im
posed by the government in regard to the Bagdad railways* 
l̂ tp in Germany and Prance» government control of invests 
ment for diplomatic purposes was the usual thing* In 
the thrust and parry of balanc^of-power diplomacy» the 
use of the financial weapon was taken as a matter of 
course”* 1

There are, therefore» for the liberal era and the years in 

which liberalism has been passing into history» two c^iuestions which 

it is relevant to ask of each of the various national policies* The 

first is whether the country concerned has, in principle» recognised 

and included an economic component within its foreign policy, that 

is» whether it has actively is^lemented a foreign eoonraiic policy*

Bees the country*8 policy bear a closer affinity to the traditions 

of iihglish liberalism or to the traditions of German mercantilism?

The second» and more detailed (Question» is how» assviming a foreign 

economic policy is accepted in principle, it has been applied to 

fit the special position which each ooxmtry occupies in international 

relations* It is clear that, even if two countries accept a foreign 

economic policy equally in principle, there will be Important differ

ences between their policies in practice because of their distinctive 

security positions, and the separate diplomatic objectives which each

1 Lionel Robbins, "The iSconomic Jauses of «ifcir”, London 1959, pp* 5^55*
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soaks to accomplish« MoreoTST^ each country's practlco will rary 

with change of time and circumstance«
2

It has already been suggested that the relationsliip between 

external economic and foreign policies will depend, in part at 

least, on the strength and stability of the international political 

position of the country concerned« iftiere the international political 

position is unassailable and static, economic power will tend either 

to be held in reserve for use only in time of crisis, or to be en

larged through political pressxire« tidiero,on the other hand, the 

political position is insecure or dynamic, external economic policy 

will tend to be directed to protect and/or enhance the political 

position and to remove or reduce uncertainties«

In the first fifteen years of the inter-war period, the 

position of the Allies was unassailable; and the position of the 

defeated powers, including most importantly Germany, was one of 

inferiority without prospect of immediate remedy« For the Allies, 

therefore, exercise of oconcmic power for political ends was 

unnecessary - except, in the earlier years for France, who continued 

be bo nervous, especially about her longer-term security« For 

Germany, exercise of economic power would have been probably in

effectual, and almost certainly prejudicial to her gradual progress 

back to power« Nevertheless, the war left some immediate mark on 

foreign economic policy as shown by the history of the mos'Wfavourod* 

nation clause during this period«

2 See Chapter I supra«
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"After the destruction of the pre-19lA economy by four 

years of wsr the most-faToured—nation clause never regained 
its former position as the foundation of comnieroial treaty 
policy* Opposition to the clause had gained ground during 
the hostilities^ and there vas pronounced opposition to the 
Incorporation of a moot*favoured<»nation clause in the funda
mental law of the League* Oomnercial treaties were slow in 
reappearing* France, which had denounced her raostr-favoured- 
nation agreements in 1918, successfully undermined any attempts 
to re-establish the pre-war status of the clause* In general, 
the cKistence of war-time trade restrictions, widespread 
reciprocity in trade policies, and pre-occupation with economic 
reconstruction all combined to prevent the resumption of most
favoured-nation treatment in the immediate post-war period* 
iiiith substantial recovery after 1925, however, the negotiation 
of most-favoured-nation treaties was resuaed, although the 
scope of the clause was hy no means as broad as it had been 
before 191^» and coimaeroial treaties were usually concluded for 
short periods of time*

"It seemed temporarily as if the clause might recover its 
former position in 1927***1he year 1927 was ‘the year of 
oommeroial treaties*, largely because of the impetus provided by 
the League conference. France broke with reciprocity and 
Concluded an all-important most—favoured—nation agreement with 
Germany" • 5

The apparent return to liberal practices was, as already indicated, 

short-lived* fioonomic breakdown in 1929 led to CKtoasive protection 

of national economies for welfare reasons, and also caused or hastened 

the mergence of extremist political regimes anxious to engage in 

foreign adventures*

This was eepsoially true of Germany* Ihe d^reasion struck 

her with particular severity, and she already had a violently national

ist slment pledged to remedy the injustice of Versailles* Further, 

she had a mercantilist tradition which tfslmar had not buried, and the 

strongest industrial economy in Surope with whioh to work* As a

5 R*G. anyder, "The Most-favoured-nation Clause", New York 19^8, 
pp* 259-240*



l4o
oozi0oqu«noat it m,m Qarmany ifho appliod #0 0x1 0 0 1 0  policy most 

persistantly and intensiToly to politioa.1 objeotlTss» and iiiho 

derised instrumenta for this purpose shioh have b#en used by the 

"total diplomatist* in a number of other oountries since*

For these reasons» we shall take the foreign eoonooic policy 

of d#nnany first» and pass then to France as the other traditional 

mereantllist* Finally we shall consider the developing foreign 

economic policies of the three great post-war powers» the Soviet 

Union» the United Kingdom and the United States* For most of the 

period sinoe I9 IÔ» the policy of the two great Western dsoocraoies 

will contrast sharply with that of Hitler’s Germany» but acceptance 

of the principle of derman policy has gradually become \miversal - 

"for democracy has taken on the dimensions of Leviathan» though
4

without his terror".

Sven when a foreign economic policy has been accepted in 

principle» the policy of each of the five oountries selected has 

taken on a distinctive character as a consequence of its particular 

international objectives» and» especially» its assessment of the 

strength of its security position* Ihus» German policy between 19^3 

' and 1 9 ^  may be sailed a policy of agressive totalitarianism* French 

policy throughout the period since I9 IÔ developed defensively under the 

feeling of chronic insecurity» and never achieved the thoroughness of 

Gerioan policy. Soviet policy* between the wars was a policy of de

fensive» withdrawn totalitarianism* Zn the Uhited Kingdom between

^ R*M. Maolver» "Leviathan and the People*» London 19^» p* ?
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the WTBt policy developed unevenly under the influence of 

fluctuating asseaeraents of national aeourity and« finally« the 

Ifeiited States« in the inter-war period« asouned that secure 

isolation was both desirable and feasible*

After the Second iiibrld liiar there were many changes*

Germany could no longer formilate her own policy« and Prance 

oontinued her pre-war mercantilist policies without much change*

But Soviet policy« from being defensive and withdrawn« now looked 

outwards« perhaps aggressively* Ihe United Kingdom« uncertainly 

at first but then more readily« began to practise a foreign economic 

policy more energetic than ever before* Finally« the United States« 

the former stronghold of isolation« neutrality« free enterprise« the 

most-fay our ed-nation clause and so on« eiq)erienoed the greatest change 

in policy« and embarked on a foreig^ economic policy at least equal 

in consistency and intensity to that of any other country*

These are some general features which will appear more clearly 

and oonvinoingly in the detailed treatment which follows« At the 

same time« this treatment does not pretend to make any complete 

coverage of national foreign economic policies since 1918« but rather 

to select some of the more striking and characteristio features* For 

example« German policy is exmnplified by her economic penetration of 

South-east Surops« and French policy by its characteristic tendency 

to form comprehensive soonomic allionoes« but these are by no means 

the whole of German or French policies sines 1918« each of which would 

need a separate study in itself* M̂ ith that in mind« we may pass to a 

selective consideration of German foreign economic policy in South

east Burope*
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2« Qeraany*

For a proper understanding of the relationship between German 

foreign and eoonomio policy» Professor Robbins has suggested that it 

must always be borne in mind that:

”Q[iglish liberalism» with all its defioienoies» enrisagod 
a world in which it was oonoeiTable that all nations might 
live peaeefully together. Ihe world of German neo- 
meroantilimn was a world in whioh such relations were 
neoesaarily exoluded. Only the domination of the world by 
one power oould bring peace \xnder such a system”« ^

This may be taken as an essential background to German policy; but» 

immediately after 1918» the nfeimar Republic had to accept» superficially 

at least» liberal eztejmal economic policies of the type to which Great 

Britain and the United States were attached. Ihe Tfeaty of Tersallles 

Itself made some attaint to impose such policies. Germany was required 

to extend to the Allies» for a period of five years» unilateral most^- 

favoured-nation tariff treatment. Until 1929» the German economy was 

supported largely by private United States eapltal» and was consequently 

able to maintain liberal eoonomio practices. During that earlier 

period also» there were no foreign-policy inducements to discard liberal 

policies. After 1929» however» when Germany experienced the full im

pact of the world depression and American lending ceased» the rapidly 

deteriorating oondition of the German economy soon made a liberal 

approach to eoonomio probloas intolerable.

By 19^1» Germany faced a grave balano^-of-payments crisis»

The Sooncmiic Causes of Mar”» op. oit.» footnote p. 7^.
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eonqplioatod by hoary foraign^dobt sorrico» and tha oaaoation of

the extraragant oreraeas borrowing of the earlier intex^war years*

At the London Oonferenoe on the Gtorman financial eriaia» in July

1 9 ]̂I9 Dr* Bruning drew attention to "the rery special position of

dermany» both as an exporting and a debtor state» /whic>^ has

concentrated upon it to a supreme degree all the problems which the6
other States hare had to face in a less critical manner*« Loss of 

confidence in the Reichsmark led to large-scale capital flight» 

which» by the end of 1 9 ^ 1 » had depleted derman reserres by acme three 

billion Reichsmarks«

dermany*s initial response to the crisis was to adopt a de

flationary policy: the Fourth Snergenoy Decree of 8th December 19^1 

cut interest rates» commodity prices» civil serrioe salaries» and 

wages generally. But social unrest» unemployment» and political 

uncertainty created» especially» by the National Socialist movement» 

placed limits on the lengths to which a deflationary policy could 

be carried« In any case» neither this policy nor a policy of de

preciation would have solved the immediate problem of capital flight. 

As a result» dermany» like a nmber of other countries at ^ e  time» 

Imposed exchange control» for reasons that were purely financial» or» 

at least» had nothing directly to do with foreign policy«

Sspeelally as it became developed in detail» however» exchange 

control offered itself as a major forei^-policy instnnent« Prom 

being applied to capital movements» it was extended to currenV-account

6 "Documents on British Foreign Policy 1919^ 19^9*» Second Series» 
Volume II» P« 4 5 6 «
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oonnodlty trade, and to foreign paynente generally; regulations 

goreming the allocation of foreign exchange to firms and individuals 

wore progressively ti^tened; and qualitative, as well as quantitative 

import control was instituted* Moreover, the reflationary policy 

which had been begun under the von Papen and the von Schleicher 

Oovemments and which was greatly intensified by Hitler, made 

continuing exchange control unavoidable so long as a return to 

prosperity and full esqployment lagged behind in the rest, or a major 

part, of the external trading world*

Ihe opportunities for discrimination under exchange control 

are sufficiently apparent* Ihe object of the dormán control was (i) 

to secure the delivery of all foreign exchange accruing to nationals 

to the central authority, and (ii) to allocate this forei^ exchange 

among importers and others in the most useful way, where "useful” 

may be defined according to a variety of possibly changing criteria*

In achieving the second objective decisions were needed on (i) what 

proportions to allot to commodity trade, debt service, tourist traffic, 

and so on; (ii) how to distribute the determined amount of commodity 

exchange among different cosBioodity imports; (iii) how to allocate 

exchange among different firms; and (iv) how to distribute total 

expenditure among different countries* It is the fourth type of 

decision which provides the opportunities for concealed or overt 

discrimination in external trade*

Originally, German importers were simply allowed a percentage 

of their imports (from whatever source) in the base year; and, althou^ 

the particular pattern of exchange distribution existing in the base



year thus beoame frosant there was no real dleoriminatlon or political 

manipulation of trade. This diocrimination and political manipulation 

developed, on a eystematic baaia» after the advent of the Nationaliot 

Sooialiat Party to power and with the aasiatanoe of a oomple* aeriea 

of bilateral exchange agreementa. Under Dr. 3chaoht*a "New Plan

introduced in Oermany in the autunn of 1 9 5 ^, .... every foreigi trade

tranaaotion waa brought under eentraliaed control and exchange control
7

became the instrument of an intenaely nationalistic economic policy".

German techni^lue for the eonclusion of exchange agreements 

experienced a rapid refinement of practice and clarification of ob

jectives. Uie early compensation agreements — branded by Dr. Sohacht 

as "barbaric" - gave way to clearing agreementa idiich did not require 

the same exact coincidence of exports and imports. Ihese clearing 

agreementa became the chief instrument for German economic domination 

of South-east Surope.
The economies of the countries of South-eastern Surope had 

for many years been a natural complement to the German economy» 

supplying a number of essential food products and raw materials in 

return for German manufactures. German businessmen had built up an 

enviable reputation in the area» and it was natural that German trade» 

under the Nazi Government» should continue to be substantial. ^t» 

more than this» political expansion in South-east Surope had been a 

feature of German thinking and German policy under the Kaiser» and it 

waa to be expected that the inperialist ambitions of the Nazi leaders

7 League of Nations» "Gommercial Policy in the Ihterwar Period"» 
Geneva 19^2» p. 72*
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would diraot their policy along almilar lines* Ihero imls also the 

point that (Germany's major potential enemies were in the west and 

controlled the world’s sea routes* Security of siq;>plies therefore 

adrised Oermany to look to the east for her essential needs, where 

eren if the Oovemments eoncemed proved hostile in time of war, 

they would be easier to subdue or intimidate* Foreign policy, trade 

and defence all pointed to soncentration on South-eastern Europe, and 

from there it was a ^ ort step to using trade to promote the objectives 

of the other two*

With the breakdown of the international trade system of the

'twenties, Qermany concluded, and from time to time renewed, clearing

agreements with eaoh of the South-east Suropean eountrios, with

Hungary, Bulgaria, Greece, lugoslavia, Roisoania and ^artcey* These

agreements were intended to result in an approximate, though not

necessarily an axaot, oorrespondence in the value of trade in eaoh

direction* From 19?^ onwards, however, the JlBMi Government

deliberately bought the "largest possible quantities of goods from
6

those countries”, and thus built up a large indebtedness with each 

of them which could be liquidated only by an expansion of purchases 

from Germany* This was the first, and remained the major method 

by which the two-way flow of trade between Germany and the South

east was expanded to an unnatural extent, but, especially as re

sentment grew in the South-east fiuropean countries at the \sihealthy

8 Paul Sinxig, "Bloodless hivasion", London 19^9» P* 18* Dr* Sinsig's 
book, it should be noted, tends to present an extreme view of German methods 
in South-east Europe and must therefore be used with caution*
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dapendanoo on Oarman trada and at the diatortlona it oraatad, aermany 

supplamanted this more obrious method with others vihich consolidated 

her position* For socample, Oarman importers (with the aid of aub- 

sidias from the Naxi QoTammant) sometimes overpxirohasad in South

east Suropaan oountriesy and re-exported at prices which undercut 

the original producer and damaged his non-Qanaan markets; amaments» 

often obsolete and secondhand, were Siq}plied by Oermany at low prices 

to reduce the mark balances aocuaulated by the South-east fiuropean 

oountries; Oerman exports were sold on liberal credit terms which 

rebuilt the mark balances in a devious, and for a time concealed 

manneri the maxic was overvalued to make Qermany an attractive market, 

to raise the price level in South-east Europe and thus to reduce 

South-east Suropean capacity to cultivate markets elsewhere; and so

on* Ihese practices are sufficiently well-known, and have been
9

described often and in much detail elsewhere* It must be stressed 

however that, as far as possible, (Germany seems to have kept her less 

laudable practices within moderate bounds, in order not to alienate 

the sympathies of South-east Suropean countries, and to maintain her 

political as well as her ccnmercial position in the area*

Ihe trade diversion idiioh resulted from these practices is shown in 

outline in Ikble 1» lb take the experience of one country briefly as an 

example, Germany expanded to a maximum her imports, especially of tobacco, 

from areece, paying much higher prices than importers in other countries*

'■<ls
9 See, for example, the references given in the course of this section* 
Ihese references could be multiplied many times*
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leíble !• dTmanyi Dlraotion of Trade»

Group 3h«r0 In 

1928

£aports

1958

Share In Bsporbs 1 

1928 1958

Industrial Suropo» sKoludlng
a *

Sweden 51 24 46 5<S
Scandinavian and Baltic States 7 15 12 14
Danube and Balkan
British Dominions9 hfidia, and

4 12 5 15

European oversea territories Id 17 6
United States 15 7 7 5
Rest of World 25 27 22 25

Total 100 100 100 100

Source} Sxtraoted from Tablo 20 of "fiiurope'e Trade”> op« oit«» p« 42«
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a resultf Groeoe built up large mark balanoes which amounted

in 1 9 ^  to 10»6 million mark«» in 1 9 ^  to 21*9 million» and in

1 9 ^  to 18«7 million* £ 1 order to ii«e theae balanoe«» Oreeoe

expanded her import« from Germany» eepeoially by OoTomment purehaee«

of ^railway and public work« material and» abore all» armament« for
10

it« rearaament programme”* tî th modifioationa for eaoh eountry»

much the earn« general atory oould be told for eaoh of the «oTantriee

of douth-east fiurope during the final half->dos«n intex^war year«* As

a reault» Bulgaria» Qreeee» Hung^ury» Roumania» TUxkey and Tugoelaria»

who «€nt 1 6  per oent of *Uieir oomblned exports to Gemany in 1 9 2 8 »

sent per oent there ten years later* Similarly» these eountriee

procured only 17 per cent of their import« from Germany in 1928» but11
by 1 9 5 8  the figure was 55 P®** eent*

Ihe dependenoe of south-east Surope on the German market

offered German diplomaoy a ohoioe of two possible oourses* Firstly»

she oould use her eoono&ic position to apply direct» unoonoealed»and

unambiguous politioal pressure1 unless these countries played a

political role in international relations» aoceptable to German

diplomacy» the German Goremment would precipitate economic chaos by
12

changing her import policy* Ihe second course would be to use

10 R*1*I*A*» ”South-fiastem Suropet A Politioal and Sconomic Surrey”» 
London 1959» p* 165*
11 Ihese figures are from ”Burope*s Trade”» League of Nations» Genera 
1941» Sable 26» p* 5 I*
12 Mr* Hugh Seton-^tson writes thats "Gradually Gexmany acquired the whip 
hand* At any moment she could threaten to dirert her trade elsewhere* The 
loss to Germany would be oomparatirely \siiaportant» for her trade with 
Astern Surope made xxp a fairly small percentage of her total forei^ trade* 
But for the small States it would mean ruin» a relapse into the swasq> from 
which they had Just begun to emerge» with oonoomitant politioal dangers 
which the Goremments oould not face* Ihe economic stranglehold once 
established» Germany oould use it for other than economic ends”* (fiastem 
Surope between the Mars 191&-1941”» Cambridge 1945, p* 584)*
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dooxiomlc d^endanoe to foator politioal goodwill and build a oloso

political alliancot eoonomic d^ondence was a proof that Oarman

and 3outh-^st Suropoan interests were slosely linked together» and

justified the creation of bonds on a wider basis* That there

would be uneertainty imder either approach is Indicated by the

following suomary of the Soutb^-east fiuropean dilemma in 19^9s

"On the economic side (of relations between CJermany 
and aouth^eastem Surope)» there was a factor of p€o*amount 
importance* •• This was the predominant share of Oeraany in 
the foreign trade of the oountries of Central and South* 
eastern Surope» which had been steadily increasing and 
amounted in 19^  to anything between I6 and 60 per cent*
To grave politioal pre-ooc\q>ations had» therefore» to bo 
added economic oonsidorations of a vital character» more 
particularly pressing in the case of those countries» such 
as Bulgaria» CIreece and TUrkey» i^ose prosperity was 
virtualIv bound up with the disposal of a single crop 
(tobacco; of which Geniany was the principal purchaser* In 
the case of the others» Austria» Oseoho-Slovakia» Hungary» 
Houaania and Jugoslavia» if eoonomic dependence was sli^tly 
less» geographical proximity and the difficulty of avoiding 
entanglement in the power politics of Central fiurope broiight 
anxieties of a different kind* They were uncomfortably placed 
on the horns of a dilemma; if they drew a distinction in their 
minds between a peace-time policy in which eo^nomic interests 
tended to predominate and a war-time policy when fundamental 
interests became the governing factor» they had at least to live 
and to find the means of disposing of their produce. They had 
been only too thankful in recent years when Germany had bouight 

their surpluses of tobacco» grain and foodstuffs» and that 
at prices above those obtain!^ on the world markets» and had 
given little thought as to how their blocked mark balances in 
Germany would be liquidated* Now» thanks to Or* Gchacht's 
economic diplomacy» they wore bound to Germany by a double 
bond - as the principal market for their produce and as a debtor 
idio was unwilling or unable to liquidate his debt except by 
exports* Thus Gennany was no longer isolated in Europe» was 
rearming rapidly» had successfully defied the nfestem Powers 
twice» and had attracted Italy and Japan (if not also Poland) 
into association with her”*

1 5 "South-eastern Europe 1 A Politioal and Eoonomic Survey*» op. cit*» p*^*
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As this indlealesy unoonoealad political pressure was a 

doubtful risk» oven for a country with Oomiany's economic power.

At some point» most countries would risk economio chaos rather 

than yield on fundamental national issues. Moreover» these 

eountries of South-east ^rope were already making trade overtures 

to the Western Powers« Althou^» for the moat part» "it was quite 

impossible ftor the Sastem European Qovomment^ to interest 

Britiah» French or American business men» exclusively concerned with
14

profits and in any ease largely eonmitted to trade with their Bhplres"» 

it was eonoeivable that the Western Powers might formulate an active 

and effective foreign economic policy in South-east Surope» if German 

policy in the region became too urgent and too transparent.

Diere was» however» the second approach of goodwill and co

operation« What has already been said indicates that the mutually 

advantageous eooncmilo link between Germany and South-east Burope had 

not automatloally created any very clear feeling for politioal alliance 

or union with Gennany. On the contrary» it may have created» for 

political ae well as economic reasons» a deep fear and mistruet of 

German motives.

"••«the Danubian and Balkan States have every reason to 
resent - and indeed they do resent it very strongly - 
the effort to incorporate them into the large German 
economic unit". 1 ^

Any political alliance» created throu^ economic dependence alone» would

l4 "Sastem Surope between the ware 1916-1941"» op. oit«» p« ^64.
1 3  'Bloodless Invasion*» op« oit«» p« ^ «  See also "South-Bastem 
B^opes A Political and Soonomic Survey"» op. oit.» p. ^ «
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tond to bo an anforood attaobmont* At boat» the roault night bo»

if not a set of unwilling allies in 8outh-*eastem Suropo» at least

a set of allies from idiom any freedom of ohoioe had largely been

taken; for the tendency of economic dependence on (Germany was "to

associate the economic eystems of these oountrlee so closely with

/Qensany*a7 own as to make it diffioult for them to sewer their
16

oonneotions in time of war"«

As already noted^ this anxiety caused the South-eastern 

Suropean oountries to giro special attention to non-Ctoman trade« 

For example» "the sums paid» in one way or another» by Rouaania 

to divert exports towards free-sxohangs oountries are sufficient 

evidonoe that she does not wish to become tied commercially to
17

Oensany"; and» although a new and more comprehensive eornmercial

agreement was signed with Germany in March 1^9» agreements were

also negotiated with France and Great Britain about the same

time« Turkey» as part of her determined policy to maintain her

independence» refused "a low tender from Krupps for the Ihirdanelles
18

fortifieatione«««»tho eontraot going to a British firm"« By 

raising the exchange value of sterling and other free ourrenoies» 

or» alternatively» by reducing the exchange value of the German 

mark» by restricting exports to Germany» and by other means» the 

sountrios of South-eastern Europe tried to modify their eoonomio 

dependence on Geriinny« Ih part» of aourse» the motives for this

16 "South-fiastem Suropet 
op. oit«» p« 199«
17 Ibid., p« 1J6
18 Ibid.» p. 185.

A Political and Soonomio Survey"«
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were eoonomlo: they naturally feared placing themselves in such a 

bargaining position vis a vis Germany that Germany eould, if she 

wished, turn the terms of trade heavily in her own favour, place a 

brake on their industrialisation, and so on. But the fear of 

political domination reinforced these fears.

German diplomacy was not prepared to allow these mis

givings to go unanswered, for the German position in South-east 

Gurope would be so much the stronger if she had willing, and not 

resentful allies in the region, allies who would not be ready to 

take advantage of any opportunity to break or fail to keep the 

bond. As a consequence, the German leaders from time to time 

denied any political motivation for their trade policy. For 

example, Professor Maciver notes that "Hjaliaar Schaoht, in a 

speech of November 29, 195® ( * 8  reported in the Now York Times), 

declared that only the unfortunate conditions of international 

economic relations made the resort to deals and barter necessary 

and that it would gladly be abandoned were these conditions
19

removed'*• Again, Dr. Goebbels, at the Leipzig Spring Pair in

March 1959 eild that ”it was easy...for the Western democracies

who had sufficient food, raw materials, money and colonies, to

criticise German economic methods. While Germans must use hard

work and intelligence to gain the goods they lacked, the democracies
20

needed to make no such exertions". But denial alone was not 

enough.

19 "Leviathan and the People", op. cit., p. 119*
20 As reported in "The Sconomist", 11th March 1959» P* ^ 1 *
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IheraforOf a« a first concrete step» the Nazie were

careful to recognize the eoonomio fears of South-east i^urope.

They did not use their powerful bargaining position to wring

unreasonable trade ooncessionsy but on the contrary, for the

moat part "charged oon^etitlre prices for their goods, quality 
21

for quality", and often paid well above world prices for their

imports. There were aometlmes delays in filling orders, and

Germany sometimes seemed reluotsint to supply machineiry which
2 2

would assist industrialisation, but these elements in Nazi 

policy seem to have beoi relatively unimportant# South-east 

faJuropean anxiety about economic relations with (Germany, so far 

as it was purely economic in origin, seems to have been rather 

about what might happen in the future, than about what (Jeman 

policy had already done#

The second and, for our purposes here, much the more 

important line tstken by the Nazis was to aoccxapany economic 

domination with political penetration and rapprochement# Nazi 

diplomacy placed no crude reliance on an eoonomio strangle

hold alone, but as well attacked with political weapons# For 

example, after Czechoslovakia had linked with the Franco-Soviet

21 "South—Sastem ISurope: A Political and Sconomic Survey", op# olt#,
pp. 196- 197*
22 In any event, Mr# Seton-iatson notes that "although the German 
Interest in selling industrial products conflicted to a considerable 
extent with the nascent industry of Bastem Europe, there were many 
branches of industry which were not so threatened, and one school of 
thou^t argued plausibly that German help would be invaluable in the 
planning of an industrialisation shich would take account of the 
interest of the Bastem Buropeoa economy as a whole" (op# oit#, p# ^^)*
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allianc«» "Oarmaa propaganda oonrlnood influential people in Eastern

and ¿hiropa 'tha't Ozeohoslovakla wae a dangoroua *oan‘tra oT
2 5

Bolshevik infection*", and bred hoetility among Ozeohoslovakia*• 

allies* Bio hostile Little ôtante was undermined and ultimately, 

with the fall of OseohoSlovakia, destroyed* German diplomaoy used 

the complex fears and aspirations of South-east Europe to divide 

and win the separate st^port or tolerance of South-east European 

eountries. Bulgaria hoped that Qeraan friendship would give her 

Transylvania : Hoimiania looked to German friendship to retain it 

for her* Along with this, (Germany tried to strengthen, the internal 

political element which would be friendly to her. Nazi parties were 

formed in the various countries, with direct aid, encouraganent and 

support from the local German oonununity* Bie business comiounity, 

whose welfare depended on a continuing close relationship with 

Germany, was cultivated as a nucleus on which to build local Nazi 

strength. On the two planes of diplomatic relations and local 

penetration, the German political position was thus secured.

In suBuoary, German foreign policy in South-east JSurope was 

a "total diplomacy" of the most ruthless and effective type. No 

single set of pressures - political or economic or idoological - 

was applied but all were used in ccwabination. Foreign economic 

policy was important but it was far from being the whole of foreign 

policy, and in this respect, the German approach wae tactically 

sound arid conceptually mature, and as a result succeeded in very

2 5  Ibid., p. 4lp.
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large measure In guaranteeing her siqpply poeition» and in safeguarding 

her political and military position to the east and south while she 

was engaged with her eaemies in the west*

dilateral exchange agroemoits which Germany used for economic 

penetration and which were then a novelty have since become part of 

the policy equipment of almost every ooimtry in the world* Often 

without the deliberate intention of the Nazisy these agreements have 

oontinued to reflect political prejudice, and to build slowly and 

soinetimos almost imperceptibly eoonomlc alliances of much the same 

general type as the German alliance in South-east iiurope. In the 

^thirties, however, this was not so* For example, French influence 

in South-east Europe which had been strong in the earlier interwar 

years and which had been assisted by bh active credit policy waned 

under the impact of German penetration* France herself had attempted 

to build economic alliances within Europe but, compared with the 

German example, these attempts, which will now be briefly described, 
were pitifully ineffective before 1 9 5 9 *
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Pranoe«

??•!

French policy between the ware was dcminated by fear of dermany# 

Prime îîinieter Olamonceau*« attitude at Veraaillee has been deecrlbed ae

determined by tJie philosophy that
"•••the politics of jK)wer are Inevitable, and there le 
nothing very now to learn about this war or the end 
it was fought fori âigland had destroyed, as in each 
preceding century, a trade rivali a mighty chapter 
had been closed in the secular struggle between the 
glories of Germany and France* Prudence required 
scmie measure of lip service to the *ideals* of foolish 
Americans and hypocritical âfiglishmen; but it would be 
stupid to believe that there is much room in the world, 
as it really is, for such affairs as the League of 
Nations, or any sense in the principle of self—determin
ation except as an ingenious formula for rearranging the 
balance of power in one^s own interests*» 24

For the French, therefore, the status quo eould not be preserved by formal 

declarations for its maintenance: positive measures were essential* In 

the absence of continual reinforcement through alliances, armament 

building for herself and her allies, and continued armament restriction 

for (lermany, the temporary security of Versailles mi^^it be rudely 

shattered; and France was never satisfied with the measures taken» There

fore, feeling herself politically insecure throughout the 1 9 1 8 - 1 9 5 9  period, 

she applied an active foreign economic policy whenever she felt that force 

was a necessary aid to persuasion»

Before 1914, France had used her economic power for political 

purpoeee, throu^, for example, political loans to her eastern ally.

Tsarist Russia» During the war itself, she participated in a highly

24 'Economic Gonsequenoas of the Peace*, op» cit», p» 50»



1 5 Ô

doTolopod oconoDilc oo»op6ra‘tion anong the Allioe* The Allied 
Maritime Transport Oounoil» the Ihter-Alliad Munitions Council» 

and the In ter-Allied Pood Council were agencies for this co* 

operation• Ihe Inter-Allied Wheat fixeoutive» established in

Not ember 1916 to "arrange for the idieat supplies of all countries
2 5

to bo brought together and allotted by agreement"» was by the end

of the war "arranging the supplies not only of the Allies but of
2 6

a large proportion of neutral countries"« France wanted this 

wartime co-operation continued after the war» not only for the 

economic benefits it night bring but for the sake of the pémanant 

economic alliance which would thus be established against any of 

Gemany's future political ambitions« Howerer» just as Prance 

failed to extract adequate political guarantees from the United 

States and the United Kingdom» so she failed to extract from them 

agreement to any extension of wartime economic co-operation« &>» 

tangling economic alliances were eren less acceptable to the two 

major wartime allies than were entangling political allinnces» and 

this tended to underline the policy difference between Prance on 

the one hand» and Great Britain and the United States on the other» 

in applying a foreign economic policy in time of peace« One 

commentator has written:

2^ J«A. Salter» "Allied Shipping Controlt An fSxperime 
International Administration"» Oxford 1921» pp« l^^lj^^«

eriment in

26 Ibid«» PP« 9 1 * 9 2 «
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"Franco and Italy made sereral attonpts to bring about 
an intar»Alliad agraenont for tha oaintananoe of eome 
kind of aoonomio collaboration after tha war or aran 
during tha period of tranaition from war to paaca*
The fact that thaaa attempts prorad unsucceaeful (owing 
mainly to the opposition of tha Unitad Statas and Great 
Britain) enphaaiBad that the willingnots to accept in 
wartime tha rastriotions inherent in economic co-operation 
was due to a realisation of imminent danger and that the 
participating goTomments intended to reome their freedom 
of action as soon as the war had been won. The opposition 
which all suggestions for the maintenanoe of wartime oontrole 
enooimtered, espooially in business cirolos» foreshadowed not 
only the rapid liquidation of inter-Allied economic collabor
ation but also many of the diffioulties with idiich the 
econcraic and financial work of the League of Nations was 
oonfrented later". 2 7

This French attempt to extend the %rartime economic alliance into 

the period of peace seems to hare been another manifestation of a per

sistent tendency» in later nineteenth and twentieth eentury French 

policy, to form cloee economio ties with neighbouring and politioally- 

friendly oountries. This tendency has been expressed most spectacularly 

in ntmterous French proposals for customs unions of one sort snd another. 

For example, as early as 16^, France proposed a customs union with 

Belgium, which was abortive largely through political opposition from 

other Powers. After 16]^, there were proposals — whose support seems 

to have been mainly unofficial - In 1 8 ^  by Leon Faueher for a Southern 

European Oustoms Union; in 1879 by de Kolinari and by Leroy Beaulieu for 

unions of idiich de Molinsiri^e would have included Germany and Austria — 

Hxffigary while Beaulieu*s would have excluded those two oountries; in 

the 1860*s by the Oomte de Leusse for a Oentral Suropean Oustoms Union;

27 Martin Hill, op. cit., p. 16(
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€uid In 1 6 9 6  and 190^ for a Modi tar ran oan Union* After the First 

World War^ French activity for o\istoas unions porsisted* The non

governmental OoQiito International de 1 'Union douanière Quropoenne 

was set up in 19^^ to try to solve the political and economic problems 

of Continental Surope throu^ the creation of a series of ouetoms 

wiions, or of a single union embracing all or moat of the countries 

of Continental Surope* 2he Com'iittee*s aim seems to have been 

internationalist» rather than nationalist» in spirit* lhat is to say» 

the Committee aimed to assist peace through alleviating international 

friction» rather than to guarantee French security through increase in 

French power* Much the same approach seems to have \mderlaln the 

proposals for political and economic union put forward by the French 

Qovemmont in 1929 •

M* Briand proposed to the Tenth Ordinary Session of the League 

of Nations Assembly» on ^th September 1929» that

"•••among peoples constituting geographical groins» like 
the peoples of Europe» there should be some kind of 
federal bond; it should be possible for them to get in 
toueh at any time» to oonfer about their interestsy to 
agree on joint resolutions and to establish among theoi- 
selves a bond of solidarity which will enable then» if 
need be» to meet any grave emergency that may arise.
That is the link 1 want to forge". 2 9

At this stage» M* Briand*s oonception of the association was therefore

extremely vague» and also he seems to have had in mind that the

political role of the association would be limited.

26 An outline description of these proposals is oontainod in the 
League of Nations study entitled "Customs Unions", New Yoric» 1947»
pp. 21-22.
2 9  "Documents on British Fmreign Policy 1919-1959"» Second Series» 
Tol\jme 1» London 1946» p. 512.
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"Obviously"y he aaid, "this association will be 
prinarily eoonomic, for that is the most urgent 
aspect of the question» and I think we rasy look 
for suooess in that direotion* Still» I am 
oonvinced that» politically and socially also» 
this federal link might, without affecting the 
sovereignty of any of the nations belonging to 
siioh an association, do useful work»***", yo

On 1 7 th Kay, 19^» K» Briand elaborated his proposal in a 

MetBorandua sent to all European Members of the League of Nations»

In this Memorandum, he insisted on a world view, rather than a 

narrower, Suropean view:

"Im politique d*union européenne»»»i^lique»»» une conception 
absolument contraire à celle qui a pu determiner Jadis, en 
Surope, la formation d*Unlons douanières tendant a abolir les 
douanes intérieures poiar elever aux limites de la communauté une 
barrière plus rigoureuse, c ’estA-dlre à constituer en fait un 
instrument de lutte contre las Stats situes en dehors de ces 
Unions*» 5 1

lhere was also an apparent change from hia former attitude to the 

political role of the association, for he now advocated "subordination 

ginerale du problème economique au problème politique", and declared 

that "toute possibilité de progrès dans la voie de l^mion Monomique 

étant rigoureusement deteminee par la question de sécurité et cette 

question elle-même étant intimement li^e à celle du progrès réalisable 

dans la voie de l'union politique, c'est sur le plan politique que 

devrait être porte tout d'abord l'effort constructeur tondant à donner
X 5 2a l'^iTope sa structure organique"*

5 0  Ibid», PP» 5 1 2 - 5 1 5 *
5 1  Ibid», p» 5 1 6 »
5 2  Ibid», p» 5 2 0 » As the British Foreign Office subsequently recognised,
what M» Briand intended was not that there should be political first,
but that the political advantages likely to come from economic union should 
be set against and should override any short-term economic difficulties»



162
Ihe sohamo m s  ambitious and» as it proved» impracticable*

Its objectives were such that no government in Surope oould easily 

afford to refuse to give it oareful oonsiderationi but its im

plications made its ultimate aooeptanoe by any government extremely 

unlikely* Its principal interest lies in a consideration of the 

motives shioh inspired the French Qovemmont to put it forward*

The contemporary assesoment by the British Foreign Office of M*

3riand*s motives was thats

”***He may think that the establishment of his * European 
Association* would set a further seal on the sanctity of 
the presmit territorial and political organisation of 
Europe established by the Peace Treaties and posV*dar 
arrangements* It would be strange if he seriously 
believes that all or even the majori'ty of Buropean Powers 
would be likely to accept such a plan» which would offer 
most of them no advantages and would in their eyes appear 
merely to reinforce France*s political hegemony In Europe•
Perhaps» then» H* Briand calculates that the refusal» which 
is to be expected» of Oermany» Italy and other Powers to 
entertain his proposals» ostensibly directed as they are 
towards a h i ^  moral ideal of stabilisation and co-operation» 
may both discredit the general policy of these countries in 
the 9 yes of the world» and provide him with convincing proofs 
on which future French Governments can dilate» that France» 
alone or chief of the European Powers» thinks and worics for 
the salvation of Europe* All this is possible» perhaps even 
probable; it is typical of a certain kind of French policy, 
but it does not fit in with i ^ t  we know of M* Briand* Almost 
alone among French politicians he has in recent years consistently 
ihown himself a good European» a friend of peace and of the im
provement of international relations* It would be disappointing 
to have to fall back on the conclusion that K* Briand had been 
persuaded or coerced into the view that all there is for him to 
work for now and in the future is the maintenance of France's 
political 8i;q>remaoy* Moreover» the attempt is really too bare
faced to be likely to succeed* Germany» Italy and other Powers 
are not likely to fall into the trap» if trap there be". 5 5

55 Memorandum dated 5^th May» 1950» drawn up for official use within 
the Foreign Office» Ibid*» p* 5^6*
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Ihe Poroign Office therefore oonoluded that M* 3riand (with 

whoia» for the Hoeienty the french (JoTemment were to be identified) 

wae motirated by genuine idealiem and not by any "epical intention*» 

and that he wanted the peep lea and QoTemmente of iSurope simply to 

"understand that they hawe important oosiaon interests» and that they 

ean greatly benefit both themselves and the world at large by forgetting 

their traditional conflicts and animosities and by oo-operating more 

effectively to promote these interests"« file foreign Office also 

recognised that M« Briand migiht» in fact» have in mindf primarily or 

entirely» economic considerations» rather than political and military 

objectivest that he m i ^ t  be seeking "to assure franoe and the rest of 

Surope against the ever-growing strongth of non-8uropean and especially 

Amerioan competition«• • It is difficult to believe that M« Briand««« 

should not have semething like this at the back of his mindi indeed» it 

is only the eoonomlc aspect of European reorganisation which oould offer 

any a .traction to dermany» Italy and many other European States» and if 

Europe is ever to be brought into a closer political formation it can
55

surely be only as a result of closer eoonomlc ties"« finally» in a 

Meoorandian for Oabinet dated 5**d July» 1950» the foreign Office sunned 

up the french intentions as follows^

5^ Ibid.» p. 528.
55 Ibid.» p. 5 2 ^ 5 2 9 * So far as the last part of this quotation is 
oonoamed» experience seems to support M« Briand*s view that there 
must be a political stimulus to sconoaic union rather than that economic 
union ean precede and assist some form of political federation.



1 6 A

"Ihe fundamental proposition* ••ie that oomothing 
like a federal org^ioation of Surope ie needed in the 
Interests both of the peace and of the social and 
ooonoiaic well-being of the oontinent* K* Brland desires 
to turn the eyes of the peoples of Europe from the 
traditional hdstilities of the past and from alleged 
eonflicts of interests and to fix them instead on those 
more Important eommon interests which today they share*

"This is entirely in keeping with M* Briand*s general 
policy in the last ten years* He belieres in peace, both 
for his country and for the world, and he seos that Surope 
is still the chief probable storm oentro of war. He there
fore wishes to strengthen international safeguards against 
Suropean war, and for that purpose to increase European co
operation* Some of hie colleagues are, no doubt, also 
actuated by the desire to restore the economic balance be
tween Surope and Araerica". ^

As this quotation auggsstet motives may have varied amonjT 

members of the French Qovemment* That is impox'tant, for it suggests 

that, whether the motive was cynical or idealistic, whether it was 

nationalist or gextuinaly internationalist, the security demands of 

France oould bring most Frsnchmen together in the proposal for economio 

union* The uncertainty of the future security position of Franco made 

it essential to find either a more oertain basis for international eo- 

operation or a stronger set of French alliances* K* Briand^s proposal 

for Buropean Federal Union offered some prospect of aohioving one or 

other of these objectiree; and, idiether through the mouthpiece of M* 

Brland or not, was therefore more likely to originate in France than 

perhaps in any other European country* It was in what had come to be 

^ French tradition for ouetoms or economio union; but, as we shall 

shortly see, not all oustome unions in Europe oould receive French

56 Ibid., p. 556.
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blosaing* In the M m e  way as France oould hope for unions which would 

eurb the future power of Oeraanyt ao other oountrios plan for

unions to end the hegeniony of France*

M* Briand'fl proposal was referred to a (3ommidoion of fiiquiry 

for European Union» set up by the Lea^e; but nothing oane of it* It 

nay, in any ease, hare been wholly abortive; but it lost whatever chance 

of success it had when, in March, 1951* Clermany and Austria announced 

their intention to f c m  a custoas imion. "Against the background of

Austro-Oerman proposal/^ the whole idea of regional customs unions 

met with strong opposition from the representatives of other oountries, 

on the grounds that suoh unions were likely to arouse political suspicion, 

and that, by promoting the formation of blocs, they might retard or
57

prevent the realisation of sconomic collaboration on a European scale”*

Austrians announcement of the plan in March 1951 s^id that Austria 

and Oermany had

"•*«decided that negotiations ihould bo entered xxpon 
immediately for an agreement dosignsd to co-ordinate 
the customs tariffs and soonomlc conditions of the 
two oountries on the basis and within the framework 
of oertain guiding principles”* 5^

Mainly no doubt as a sop to those who feared a step towards "Ansohluss”, 

tlie two countries deemed it wise also to "deolare themselves willing to 

enter into negotiations for a similar agreement with any European State

57 "Customs Unions, A League of Nations Obntribution to the Study of 
Oustoms Union Problems", op* cit*, p* 25*
58 Oboument left with the British Foreign Office on 21st March, 1951» 
by the Austrian Minister, printed in "Docunents on British Foreign Policy 
1919^1959*» Second Series, Volume II, p* 4*
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which dosiros to do •o"; but they went further than that^ and 

declared epecifically that:

*the eonteats of the directions for the negotiations 
with Germany make it olear that the matter has nothing 
to do with the question of 'Machlues'* Oare has been 
taken to aroid ererything which could be interpreted as 
relating to 'Aneohlues', and this care will also be ob- 
aenred in the further negotiatione”* AO

Sven if the Auatrian declaration waa true that ultimate 

"Anachluae" was not intended, AuatriaU legal right to enter into the 

contemplated economic union was, at beat, obscure. Under Article 88 

of the Treaty of St. Gemain, Austria waa obliged to refrain, eoccept 

with the eonamit of the Gouncil of the League of Nations, "from any 

act which might directly or indirectly or by any means »diatever com

promise her independence”. furthermore, laider Protocol No. 1 of 4th 
4l

October 1S?22, Austria had reaffirmed her obligation under Article 88 

of the St. Germain T^reaty, and had undertaken (i) "to abstain from 

any negotiations or from any economic or financial engagement calculated 

directly or indirectly to e<Kiq>romise” her independence, and (ii) to 

refrain from "granting to any State a special regime or exolueive ad* 

vantages calculated to threaten" her economic independence.

Ihe reaction of France, and of the Little atente, to the 

proposed union was immediate and intense. No assurances given by the 

Austrian and Geman GoTemments were sufficient to dampen French 

opposition, or, in particular, to settle French fears that political

59 Ibid., p. 4.
40 Ibid., p. 4.
41 Ihis Protocol has been referred to previously in Chapter II, p. 4o, 
supra.
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imion between Austria and Oannany would rapidly follow the soonomlo 

project so far ventilated*

”Le GouTemement français estime, en effet, que le 
mouvement d*opinion que provoquerait dans les deux pays 
intéressés la proclamation meme voilee du principe d'une 
union douanière, risquerait de rendre vaine une inter
vention ultérieure; ee principe une fois posé, les 
modalités s'ensuivraient tout naturellement et l'Allemagne 
et l'Autriche se seraient engagées dans la voie qui mene 

1'Anschluss ”• 42

The French Qovemment's first step was to s e ^  the opinion of 

the International Court of Justice on the legality of the proposed 

union* (It is interesting that the original French protest against 

the legality of the proposed union later appeared "to have been some

what hastily made on the basis of inadequate infonaatian”, with the 

result that the legal advisers at the 4uai d 'Orsay seemed "in some 

doubt if the agreement is in conflict with the existing obligations
^5-

of Austria and still less of Germany"*) However, whatever the

ultimate decision on the legality of the undertaking, the French 

Government rapidly decided to use financial pressure to secure its 

abandozment* Twe f o m s  of pressure wore used, the first negative, 

the other positive* As at the time of the ïovoig Plan negotiations, 

the German economy was balanced precariously on French, American and

42 Note dated 20th March, 19^1, from the French Ambassador in London 
to the British Forei^ Secretary, Ibid*, p* 1*

4^ Telegram dated 27th Msurch, 19^1# from the British Ambassador in 
Paris to the British Foreign Secretary, Ibid*, p* 20*
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ether ehorV-term oredite» whose sudden withdrawal would precipitate 

A finanolsl orisis in Germany and place the Genasn Oovemnent in a 

weak bargaining position ris a Tie France on the ▲ustrian question* 

How far the French OoTemment aotirely and deliberately caused the 

withdrawal of Frenoh oredits is hcurd to oay» but certainly "the utter 

unreliability of Frenoh short-term balances” in the second quarter 

of 19^1 contributed noticeably to German difficultiest both before 

and after the orisis idiioh followed the oollapse of the Austrian
s

Oredit Anstalt* The French OoTemment did nothing to prevent
46

fluctuations in the Frenoh balances*

■4
V i At the London Oonferenoe, of July 19?lf on the German financial 
crisis» Dr* Bruning saids "Our banking system» our Reiohsbank system» 
o\ir central bank systam» has been based tq)on a law in connection with 
the Young Plan which is a quasi-international law» but the covering by 
foreig^ exchange and gold ia founded not vqjon Germany's economy or 
eoonomio life» but iqpon the amount of foreign ahorVterm oredits given 
by foreign countries to Germany* *if there is any crisis in the world in 
some other country and foreign short-term oredits are cancelled and taken 
away from Germany» at that very moment the difficulty for the German 
Reiohsbank begins” (Documents on British Forei^ Policy 191^ 19!^”» 
Second Series» Volume II» p* 44l)*
4^ Despatch dated 1st May 191̂ 1» from the British Ambassador in Berlin 
to the ¿itiah Foreign Secretary» Ibid*» p* 62*
46 It is worth noting that» at the London Conference of July 191̂ 1»
M* Flandin saids ”Dr* Bruning reminded us Just now that the total of 
the oredits cooing from France is very symall and does not exceed ^ per 
cent of the total* I can now assure you that that amount has not 
been in any way decreased recently* tfe are fully agreed on the 
necessity for recommending the sentral banks to take action with a view 
to stopping as far as possible the withdrawal of foreign oredits from 
Germany***! should like to mention that this insistence on the necessity 
for settling» for freesing» so to speak» the total of the oredits in 
Germany» has always figured among the French suggestions as one of the 
first steps to take” (Ibid*» p* ^!^)* Nevertheless» French oredits had 
not always been as little as ^ per cent of the total» and it seems that 
the Frenoh Government had shown no haste to ”freese” shortterm oredits 
at least until outstanding political issues had been settled*
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lha adoondf positlTo f o m  of aeononic praaoura uaod by the 

Frenoh Ooromment waa to offer, inter alia, loans and credits to 

the dannan and the Austrian 3oremmento, subject to certain political 

conditions* To the Austrian GoTemment, in return for dropping the 

customs-union project, the French Gtevemmsnt promised to give attention 

to four problems, viz*, the market for Central and Sastam European 

grains, the industrial crisis, the shortage of capital and credit in 

Central and Eastern Europe, and the special difficulties of Austria* 

More specifically, the French Govemaent proposed the creation of an 

international agricultural credit organisation, under the League of 

Nations, from which Austria would benefit, and declared in addition

tliat:

"Pour les operations financières autres que les 
eoiissions d*emprunt, par exemple le financement 
de la productioii, un groupe de banques françaises a 
ete constitue sous l*ogide de la Banque de France e 
des conrersations ont ^ e  entamees entre Londres et 
Paris". 4 7

et

Apart frem credits, the French GoTamment also had in mind that certain 

countries might gire preferential treatment to Austrian exports, in 

return for an Austrian declaration to maintain the status quo or for some 

new commercial adTantagee in the Austrian market*

Ihe French GoTernmant had compensations in mind for Germany also, 

summarised as followst

^7 Memorandun co. imunicated by the French Ambassador to the British 
Permanent Under-Secretary of State, on 4th May, 1951, Ibid*, p* 4l*
By an agreement of 1 5 th July, 1952» France, along with Belgium, Great 
Britain, Italy, and the Netherlands, did guarantee a loan of 500 
million echillings to Austria, in oompensation for the customs union. 
The undertakings of the Protocol of 1922 were ro-affirmed*
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"(I) Ihe Pronoh OoTeniiiuont would be prepared to 
assist Oaraany in obtaining greater flaoilitieo as 
regards international finance* (2) Hitherto the 
French OoTemment had not aotirely enooxiraged the 
conclusion of agroenonte between French euid German 
industrial oartala* Ihey would be willing to 
promote such agreements and to offer facilities 
for their successful operation* (^) If Germany 
were to co-operate In making the French scheme 
practicable» she would» In return for importing 
grain from 2astem European countries» receive 
facilities for exporting her manufactured goods to 
those countries* (4) A tendmicy to participate 
In the European industrial cartel agreements was 
beginning to appear in the United Kingdom; on tJie 
other heuad» a tendency towards the gradual adoption 
of a system of protection v#as also discernible* If 
the United Kingdom and Germany co-operated in the 
French scheme» the latter might eventually receive 
guarantees as regpirds the stabilisation of import 
duties in the United Kingdom over a period of years' 48

It was made absolutely clear that tliere would be no "grant of French

loans to a Germany which was pursuing a policy economically hostile
U9

to fmicB and contrary to the interests of Suropean oo-oporation*.

These were the Induosments held out to Germany tc oo—operate 

with the French on the customs union Issue* If» however» Germany

did not accept these inducements, then France would actively resist 

her and Germany "would bo faced with economic alliances or unions 

between other countries» which would in aEprobability olose those 

countries to German goods» leading thus to economic warfare and

adding to the distress of Europe and» in particular» of Austria and
50

Germany themselves"*

48 Jespatch dated 7th May» 1951» from tlie British Ambassador in Paris 
to the British Foreign Secretary» Ibid*» p* 0̂*
49 Ibid*, p. 51.
5 0  Ibid*» p. 5 1 *
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lb this already lj!̂ )ra8 8 iT0 array of economic preosiaree»

the French Gtoremiient added quite early in the conflict, a

further, somewhat legalistic point, which is of interest in

itself and which also illustrates the difference between Sritish

and Frenoh policy at this time* ^s already noted, France had

again aecepted the most-favoured-natlon clause, for the first

time since the end of the war, in the trade agreement which she

signed with Oerraany on 17th August, 1927* A similar agreement

was sighed with Austria in the following year* France reminded

Germany that the 1927 agreement

” • • «reoonnaît à la France le traitement de la nation 
la plus farorisee; aucune derogation n'y ayant ete 
apporte^e en faveur d'une union dotjanière éventuelle 
de l'Allenagne, oell^oi ne saxirait accorder aucun 
traitement preferentiel à l'Autriche qui ne serait 
automatiquement étendu a la Fra’ice \  51

Under the 1928 Agreement, France applied the same argunent to Austria« 

On this point, the British Gksvemaent unequivocally opposed 

the French view: certainly Britain would not claim most-favoured

nation rights against the formation of a customs union, whether of

German or any other origin* On 25rd March, 1951» French
0

Ambas{«Ldor in London was Informed that

■•••the Anglo-German treaty of 1924 contains (article 4(2)) 
a speoial elause by which the provisions of the treaty in 
regard to the grant of most-favoured-nation treatment were 
not extended to 'favours granted by one of the two contract
ing Powers to a third State in view of a customs union %diioh

51 Note, dated 2Jrd March, 1951» from the French Ambassador in 
London to the British Foreign Secretary, Ibid*, p* 11*
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has already been or may hereafter be oonoluded'.
Iho Anglo-*Austrlan treaty of 192̂  oontains no 
suoh elause, but the Board of Trade had intimated 
that they would oertalnly not raise the point» 
since they oonsidered it a well^mown principle 
of international theory that moat-fayoured-nation 
treatment does not apply in oases where oustoms unions 
hare been established* Moreorer» had Austria re
quested that an article similar to article 4 (2) of 
the Anglo-^nsan Treaty bo inserted in the Anglo*
Austrian Treaty, the Board of Trade would hare un
doubtedly raised no difficulties"* 52

It is significant that the Board of Traders opinion on this issue
was accepted and transmitted, without Foreign-Office modifioation,
to the Fran oh Ambassador, as the Tiow of the British Gowemment*
Britain's general attitude to the oustoms-union proposal was
cautious - she "retained an attitude of roserre and deprecated

55hurried decisions"; and she refused to mutilate accepted principles 
of international eosBmercial conduct, in order to promote political 
objectives. Of other French methods, the Foreign Secretary 
expressed the British OoTonvnont's strong distaste In a telegram, 
dated 26th June, 1951» to the British Ambassador in siaohingtont 
part of which readx

52 Oaspatoh, dated 25th March, 1951» from the Britieh Foreign 
Secretary to the Britieh Ambassador in Berlin, Ibid*, pp* 6-7*
55 G*M. Qathome-Hardy, "A Short History of International 
Amtre 1920 to 1959*» London 19^, p* 558.
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"Both the Uiited States QoTem&ent and Hie Majesty's 
OoTsmment have disapproved of the recent attempt 
of the Prenoh Government to use Austria's financial 
aeoeseity as a means of extorting an undertaking to 
abandon the oustoms union* fiiese methods seemed 
both to us and to the United States of America 
illegitimAte* Ihe same method would be equally 
illegitimate and inq>raotioable in the ease of 
Germany". ^4

2h general^ this suggests the contrast between British and 

French policy during the inter»war period: the Frmioh had an active 

foreign eoonomic policy» which they applied frequently and vigorously» 

while» for the most part» Britain had not. As the 'thirties advanced» 

however» and the German threat orystallised» the foreign policies of 

the two countries came closer together. There was some eonciurrent 

tendency - thoxigh it was never taken very far before 1 9 ^ 9  - to develop 

mutual economic support between the two oountries. For example» in 

the TH.partite Declaration of 2^th September» 195^» France» the United 

Kingdom and the United States affirmed their "common desire to foster 

those eonditions which will safeguard peace and will best contribute 

to the restoration of order in international economic relations» and 

to piirsue a policy which will tend to promote prosperity in the world 

and to improve the standard of living". Belgiisa» the Netherlands» and 

Switserland adhered to the Tripartite Agreement» but Germany and Italy 

did not. The value of the franc — which the Tripartite Agreement had

^  Ibid.» pp. 104-10^. The earlier part of this quotation refers to the 
French attempts to use the Austrian erisis arising from the collapse of the 
Oredit Anstalt to force their will on Austria. The collapse of the Gredit 
Anstalt had severe repercussions in Gennany. "T6 a great extent"» said Or. 
Bruning at the London Oonferenoe in 1951» "our banking difficulties arose 
from the difficulties in which Austria found herself with her Oredit 
Anstalt at Vienna". Although at that time» France may not have actively 
intensified German difficulties (sse| for example» M. Flandin's statement
quoted previously]l she certainly attempted to take advantage of those 
difficulties.
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bean intended to preserve - fell again in the aunmer of 19^7» and 

French quota and tariff reetriotione irtiioh had been withdrawn in 

1 9 ^  were again Imposed. Oermany and Italy oontinued and intensified 

their policies of autarchy and» although "the United Kingdom took no
55

lead in breaching the defences of restrictionsneither did she 

attempt» until a very late stage» to build any econcmio alliance to 

counterbalance the economic diplomacy of Oermany. In any event»

Contemporary opinion seems to have been against any such development.

For example» "The Soonomist* ooianented that

*...political relationships have changed greatly for the 
worse since 1951* Industries have been concentrated on 
aimament production» and in more than one country self* 
sufficiency based on the alleged needs of defence has 
become an obsession.

"These difficulties are formidable» but they should 
not be allowed to stand in the way of a determined effort 
by the countries which have adjusted their currencies to 
secure every practicable amelioration of trade restrictions 
among themselves, i/iithout a reasonably free app&uratus of 
payment and of valuation» trade cannot flow freely. These 
countries have an opportunity of demonstrating this truth 
to the world» and of showing that facilities for trade bring 
a handsome dividend in increased prosperity". ^

France was left as much to her own inadequate devices in the economic

field as in the field of political and military preparedness.

Since the end of the Second Nforld Mar» however» this has rapidly 

been changed. The principle of mutual economic siqpport behind the 

Tripartite Monetairy Agreement has reappeared in a wider and more intense 

form» and this time with a clearly political motivation. After 19^>

55 League of Nations» "Oommercial Policy in the Interwar Period"» 
Geneva 19^» p. 66.
5 6  "The Sconomist"» 5rd October» 195^» p* 2.

i



175

Fr«noe anvlsagod muoh the M m e  need to aecure herself against a

future threat from Oermany aa after I9I8; but there m s  now the

additional» and periiapa oven more serious menace from Soriet

Russia* The latter has brought some rather penrerse advantage

to Franoe, for it has been the Soviet threat» rather than fear

of Germany» which has enabled Prance to build a close political

and economic alliance» especially with the United Kingdom and

the United States. Article IV of the Treaty of Dunkirk» for

example, established the frameworic for an economic alliance with

the United Kingdom» which has been extended to other countries

under Article 1 of the Brussels Treaty and Article II of the
57

North Atlantic Treaty» and which has acquired a special intensity 

and fruitfulness within the Organisation for Buropean Bioonoffiio 

Oo-operation*

In addition» however» Prance has looked for even more precise 

and intimate bonds of economic alliance or economic union with 

neighbouring countries. Perhaps the most spectacular of Prench post

war proposals has been the Sohunan Plan for integrating Prench and 

German heavy Industries. Although this Plan has often been discussed 

as an economic project» its objectives are essentially political*

"Prance...is still mshakeably persiwided that no military 
Control of Germany is ultimately possible unless its heavy 
industry is removed once and for all time from German 
national Jurisdietion...For M. Sohiasan the vital eonsideration

57 Ihe text of these Articles is oontained on pages 22^-5, 
section 5 infra» dealing with the United Kingdom.
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ia«*not so such the soonaaio benefits from the abolition 
of dual pricing of ooal and the oanjr other irrationalities 
of inrestaent and production idiieh hamstring European 
reoorery* Muoh more important is the whole principle of 
the independent authority Which he has proposed, a political 
innoration which he belieres capable of transfoming the 
Tsry atmosphere of Oeman public life*. 5 8

But there are a nmber of other projects for economic alliance

which hare recelTed French support* The Buropean Oustoms Union Study

Clroupf which developed under Uhited States pressure as a by-product of

the ftiropean Recovery Programme, drew much of its support frc» France.

So have other, later proposals for the "integration" of "mification"

of ^99tem Burope, put forward especially by Mr. Paul Hofftean in his

role as Boonomic Recovery Administrator. On the Oouneil of Burope,

French «ithusiasm for* some positive steps towards Buropean Union has

been contrasted with what has been alleged to be British apathy or

even British antipathy towards involvement in Continental affairs*

]h their more limited, bilateral relations, the French Oovomment

has attempted to apply the same policy of integration. In September

the French and Italian Gtovsmments "affiraed their desire to

examine the basis on which it might be possible to setablish a Oustoms
59

Union between the two oountries". On 26th March, 19^, after further 

discussions and investigation by a Mixed Oommission, the two Qovemments 

signed a Oustoms Treaty, subject to ratification, which contentlated

56 "Ihe Booncmist", l?th June I9 5 O, p. 1555» Much the same poliUcal 
motive lay behind the International Steel Oartel formed by Oarmany, France, 
Belgium and luxembourg in I9 2 6 * The Oartel was eocpeoted, in some quarters, 
to guarantee continuing peace between Germany and France.
59 Preamble to the Franco-Italian Oustoms Treaty of 26th March, 1949*
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tariff union within one year of the ooming into foroe of the Treaty» 

and eoonomic union within a period which "the two High Oontraoting
6o

Partie8 «*«*hope will not exoeed aix years" • Sepecially during 

the latter part of 19̂ 9$ under pressure from for greater

"integration* in i^eetem Surope» the French OoTemment explored 

the possibility of linking the proposed Franco-Italian union with 

the much older project for Benelux* Nothing came of this more 

ambitious proposal» and eran the Franco-Italian union remains» so 

far» only a paper project* As an indication of the difficulties 

which any proposed French unions may expect» Benelux itself has 

encountered many difficulties and setbacks» and has been» for some 

time» in grave danger of foundering*

Despite this» the political drive to eoonomic union of 

alliance» which M* Briand insisted in 19!̂ 1 must subdue any eoonomic 

objections» is now present in full measure» and an impressive degree 

of econooiic co-operation among the national economies of Western 

Surope - and North America - has already been achieved* Thus» many 

of the political advantages which the French aoTemment may have 

hoped to obtain throu^ fomal instruments for economic \mlon» may 

be achieved leas directly and even less spectacularly» but quite as 

effectively» through such orgBuiieatioas as 0 *B*£*C* The economic 

alliance which binds iftostem Kurope is already so strong that it is 

unlikely that France could gain much inmediate aeeiurity benefit from 

fozmal union» to which there would be many and serious short-run

60 Article 6  of the Franco-Italian Ouatcms Treaty of 26th Naroh» 19^9*
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eoononic objaotlons« In the long-tarn» of eourse^ aoonomio 

union would giro the alliance a pannanenoe which may be lacking 

under present arranganents*

French policy» both before and since the Second World wa.r»

indicates how a country» in a position of chronic insecurity» tends

oontinuaXly to resort to some form or other of economic sanctions

and to seek for defensive soonomic alliances* Before the dar»

France could not» for the most part» interest the United Kingdom

and the United States in strong political alliances and the failure

to form a strong eeonomlo alliance followed* After the war» the

United States» the United Kingdom» and France shared» broadly» the

same apprehensive view of the political situation and» with the

assistance of changed economic attitudes» an economic alliance between

the three countries - and others - followed naturally and easily*

Before the War» also» France was politically divided betwemi resistance

and appeasement» and was beset with welfare problems» with the result
6l

that she failed for many years to attend to national defence and she 

yielded to Ssrmany the strong political and economic position she had 

formerly held» for SKample» in South-east Europe* After the Idar» 

althou^ uncertainties persisted internally» majority determination 

to resist aggression and powerful eoctemal si^port» both political 

and economic» gave greater ixt̂ )etus to national defence» and stimulated 

and encouraged efforts to strengthen» extend» and intensify the eoonomio 

alliance to which she had readily beoomo a party*

6l Sae» for example» A*J* Brown» "Applied Economics» Aspects of 
the World Soonoray in Mar and Peace"» London 19^7t PP*
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The future of the economic alliance in Western Suropo - 

whether it la tightened still .further» or in some measure relaxed - 

depends principally on the policy of SoTiet Russia• Soviet foreign

economic policy» including the postwar formation of an economic 

alliance» includes sane of the elements of both the French and the 

Oerman policies« In total» however» it is distinct from them both«

r

I A
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k. Ihe aorl»t Union»

Tho naturo of the Bol^oYlk revolution obviously precluded 

any liberal external eoonomio policy; but "the blockade of Soviet 

ports end land frontiers, the frequent eeisure of, and anbargo on 

goods and ships esnt abroad by the Soviet Oovermaeiit and difficulties

with* and often the refusal of, admission of Soviet trade representatives
62

and agents in certain countries" reinforced and quickened the impulse to 

complete state control of external economic relations* Largely as a 

result of this experience also, the Soviet "deliberately isolated her

self, for she profoundly distrusted all •capitalist States*, and her 

energies were fully oocupied in her immense task of internal recon-
6 5

struction and social transfonnation"* These two factors of intense 

state oontrol and friendless isolation dominate Soviet foreign economic 

policy between the wars*
For some years after 1917» Soviet external trade was almost at 

a standstill* The war had already drastically reduced trade, but the 
Revolution, the Treaty of Brestr-Litovsk, the civil war and the foreign 
interventions conq)letod the breakdown idiich the war had begun* It 
was during this period of breakdown that the principle of a complete 
State monopoly of foreign trade became firmly established* The decree 
of 25rd April, I9I8, establishing this monopoly brought to a close a 
short attempt to allow pre-revolutionary trade organisations to

62 Alexander Baykov, "Soviet Foreign Trade", Princeton 19^» P* 7»
65 Hugh Seton-Watson, "fiaetem Sur ope between the .̂ors*,
Oambridge 19̂ 5» P* 1̂̂ *
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oontinue under a licenalng «ystai* This decree had Its clear 

political element - *The Red Krmy must defend our country against

possible military attacks* The monopoly of foreign trade must
64

repulse all economic and financial intervention from abroad’*.

Since, however, the economic blockade imposed by the Allies after 

the Treaty of 3rest->Litovsk was not lifted until early 1920 and 

the financial blockade inq)osed by banking houses in France, the 

United Kingdom, the United States, Soeuidinavia, and Estonia 

continued until 1921, a policy to "repulse all economic and 

financial intervention" could have meaning only over the long

term* This was also the period of establlshmesnt of overall state

planning, under which the Soviet came to "trust principally to the
64

wisdom and the good intentions of the central controlling body" 

and there was no longer a "careful adjustment of means to ends, but

the subordination of the eoonomlc body to a central will which forms
65

immediate judgments without the use of the monetary balance"« Mfith 

the criteria for soonomic return obsoured, application of economic 

resources to political objectives, and welfare sacrifices for 

national security, became easier to accept*

Between 1921 and 1950» however, Soviet external trade was 

restored almost to pre-war levels* Exports, valued at only 20*2 

million roubles in 1921, reached 1,002*5 million roubles in 1 9 2 9 -5 0 ,

64 L* Krasin, "Problems of Foreign Trade", quoted from Alexander
Baykov, "The Development of the Soviet Economic System", Oambridge 1947,p «28.
6 5  R*L* Hall, "The Economic i^stem in a Socialist State", London,
1 9 5 7 » p. 2 5 5 .
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and» orer the aaae period» imports rose from 206*^ million roubles 

to 1 , 0 6 8  million* Jiepeoially after 1928» howerer, with the 

institution of the Five-Year Plans, this trend was sharply reversed, 

and the Soviet ooncantrated on developing her economic and financial 

independence. Althou^ Soviet production expanded during the 

•thirties more rapidly than in any previous period and althou^ 

world trade and oonmodity prices made some recovery from their low 

level of 1 9 2 9  to 19!^» Soviet trade, as shown in Ikble 2, fell away 

oonsistently throughout the •thirties* 1!he value of total Soviet 

trade in 1 9 ^  • taking imports and exports together - was only about 

on^third of the value in 1928 ttid one-half of the value in 19^*

•ihe political revolution of 1917# the industrial revolution which 

made rapid headway from the time of the inauguration of the first 

five-year plan in 1928 and the rapid increase in population changed.•

the U.S.3.R. from one of the chief granaries of liXirope to an almost
66

self-contained eccmomic unit”.

Ihble 2* Soviet Foreign tfade, 1926 to 1938»

Year Imports Exports Total TFade

(In millions of U.S. dollars)
1  1 9 2 8 8 5 0  7 0 5 1 5 5 5

1 615 ' 5 0 1  • 111%

1  1 9 5 5 2 1 0  : 5 2 0  • 5 5 0

S 1958
•

268 2^1
t

5 1 9
_____________________  :__________________ t ;
Sourest League of Nations» *Surope*s Trade", deneva 19^1# Annex 1» p. 8^.

66 League of Nations, "The Network of itforld Trade",
(Jeneva 19^2» p. 64.
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lhare was nothing naw in this Soviet quasi for self-

/Buffioiency, except in the desperate energy with which it was 

carried through and the welfare burdens it imposed on the Russian 

people* 3y different means and with much greater moderation, the 

United States, for example, and the British Dominions had aimed at 

much the same result, although in their ease the motive had been 

much less political and much more associated with welfare than in 

the Soviet case* Ihe extreme Soviet policy was also due in part 

to the absence of foreign eapital, oaused not only by the under

standable hesitations of foreign lenders but also by Soviet wariness 

about foreign borrowing* The Soviet did receive some foreign credits* 

For example, credits extended by Germany in the earlier * thirties were 

largely responsible for making Germany the chief supplier of heavy 

industrial equipment during that period* In the main, however, Soviet 

dependence on internal resources to finance her industrial development 

intensified the tendency for the Soviet economy to be inward-turning *

Apart from the extent of external economic contact, there is 

the further question of the nature of that contacts %rtiather it was 

die criminatory for foreign-polioy reasons or otherwise* One of the 

purposes of a state monopoly of foreign trade oould well be "to 

regulate foreign trade not only according to economic aims but also 

according to political and social onae* The political aims, based on 

oonsideratione of the desirability or otherwise of developing economic 

and political relations with a particular coimtry, oould be pursued by 

a corresponding transfer of import purchases from one country to another 

without formal changes in existing trade agreements with the country
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concerned"*
Soriet Tlewe on diecrimination reoelred eoroe «cpreeelon in 

her proposal for a pact of Economic Non-Aggreaaion, aubmitted to the 

Qommiasion of Ishquiry for EJuropaan Union in I951f wid to the Monetary 

and Sconomic Oonference of 1955* of the Ihiaaian Protocol,

as presented in 19^1, read aa follows:
• X* the oontracting parties once more mdlemnly confirm 
the prlnciplep proclaimed at the International Economic 
Oonference of 1927, of the peaceful oooxistence of 
countries, irreapectlTe of their sooial-politloal and 
economic systems•
*2. The parties undertake in their mutual relations to 
forego any discrimination whaterer, and to regard as in- 
compatlblo with the principles of the present Protocol 
the adoption and application in their reapectire countries 
of a special syaten directed against one or more of the 
countries signing the present Protocol or not applicable 
to all other countries"* 66

H. Litrinoff said that what the Sowiet had in mind would "amount to 

the abstention from hostile measuree in the economic sphere against 

any country or group of countries from politlcal^or other mo tires ■* 

in other words, to declare economic war illegal". Elsewhere, he 

supported the mosV-lhToured-nation principle, saying that "no one 

will deny that this principle has considerably facilitated the 

conclusion of trade agreements, has introduced tranquillity and 

stability into international economic rclationa, and has even 

contributed to the derelopment of international trade".

67 "The Derelopment of the Soriet Economic System", op. oit., p. 75«
68 Oonmission of Hhquiry for European Union, Minutes of the Third 
Session of the Oommission, 15 to 21st May 19!̂ lf p* 90»
6 9  Ibid*, p* 66.
7 0  Ibid., Pourtli Session, r̂d to 5*th September 19!̂ 1» P* 14*
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More than anything else, the Soviet proposal probably 

pointed to her fear that, in a disorlminatory and imfriendly 

world, oho might suffer most* It was received without enthusiasm 

by the other members of the Oommiasion, and, in accordance with 

the well-established procedure for killing unwelcome proposals, it 

was pasoed to and fro among various committees, without any attempt 

at substantive action* Nothing subsequently came of it* Later, 

the Soviet adhered to a number of minor League agreementa on 

financial and veterinary questions, but none obliged her to non

discrimination over any wide field of policy* At the asure time, 

it eeema true that, for a large part if not all of the inter-war 

period, the Soviet remained attached to policies of strict non

discrimination, at least for other countries# A League study 

0(»inie3nted that:

*If concrete evidence of the Soviet Uniones attitude 
towards regional exceptions to m*f*n* rights is meagre 
because of the rarity and peculiar nature of her treaties, 
there is no doubt that she has been opposed to admitting 
such exceptions* She has bs«n categorical in her in
sistence on "Uie fullest possible interpretation of the 
m*f#n* clause and there appear to be no instances of 
Soviet acceptance of a regional exception*** 71

Non-discrimination in the Soviet’s own export and import policy 

is less easy to establish# The Soviet tariff meant little in conditions 

of state purchase of all Imports, and the opportunity was always open 

to the Soviet export agencies to sell at artificial and fluctuating

71 League of Nations, "Oustoma Unions'*, New York 19^7» ?• 96*
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price*, or to withhold supplie* completely. In *ny «rent, floTiet 

trade figuree show little oonsietenoy either in the source of her 

imports or the destination of her exports. As shown in Ikble 5, 

Ctormnny, for example, supplied one-quarter of her total imports in 

i9ie, but only A per sent ten years later. Ihe United Kingdom, on 

the other hand, increased her share of Soriet imports from 2 per 

oent to 11 per eent orer the ten^-year period, and, in 19^$ took 

almost one-third of Soriet exports as compared with one-fifth in 

1926.
Ower this period, there was a marked change in the oomposition 

of Soviet trade. *lhe oomposition of Imports...was profoundly affected 

by the industrialisation programme. Imports of oonsuaers* goods 

Tirtually same to an end while imports of iron and steel and machinery 

reached high figures, particularly during the early 'thirties, before 

the heavy industry of the U.3.3.R. had attained an advanced stage of
75

development*. These oapital goods German Industry was well fitted 

to supply, as it had done in the earlier 'thirties, but Soviet Imports

72 The Soviet did appear to discriminate (especially in her purchase 
of imports) whenever there was any aot of political hostility agpiinst 
her. For example, after the Aroos raid of 1927 in the United Kingdom, 
Soviet trade with Britain dropped sharply in 1927-28, and, althou£^ 
exports recovered in 1929, Soviet imports from the United Kingdom still 
remained at about half their 1926-27 level in that year. The Soviet 
also took counter measures whenever necessary against countries which 
discriminated agpiinst her exports. In general, Soviet export and
import policy seems to have been determined on a much ^ider basis than 
simple commercial advantage, although it seems, on the political level, 
to have been much less consistent and politically planned than any 
attempt to form an economic alliance would imply.
75 ’’The Network of >fbrld Trade", op. cit., p. 64.
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tfcbl* 8. Mraotlcn of flovlet Tr»doi PToentaga Change».

Imports Ssports
1928 1958 1928 1958

%

United Kingdom 2 11 20 5 0

Germany 2 5 k 24 8

Rest of liurope 1 5 26 5 0 56

United States 1 9 5 0 6 8

China (ino. Manchuria) 6 7 4 8

Near ¿East 9 7 10 8

Rest of World 24 1 5 6 —

100 100 100 100

3ouroa: "The Network of ^orld Trade", op. cit., Table 55, p. 6 5
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In later year* were awitohed hearlly to the United Kingdom and 

the United States. Xhie switch was no doubt due as much to 

deliberate action from the Oeman as from the Soviet side, but 

it is significant that it occurred at a time when the prospect 

of aggression from Oemany and the prospect of alliance with 

the rfestem Powers was greater than at any time during the inter

war period. Nevertheless, neither this nor any other part of 

Soviet policy suggests any effective attempt by the Soviet to form 

any economic alliance in the inter-war period. Sven from South-
7 4

eastern Surope, idiere Russian interest and influence had traditionally 

been great, the Soviet had withdrawn and the area was left to German

political and economic domination.
It can be concluded, therefore, that, while Soviet external

econcmiic policy between the wars was dictated in large measure by 

political considerations, it-had any marked success only In building 

Soviet independence of foreign trade and foreign capital. This 

policy of self-euffioiency, extending as it did to "the domestic 

production of raw materials...so as to render the U.3«S«R. less 

dependent upon imports of such materials, even those from the
75tropical belt", was strikingly successful, no doubt at the expense 

of a severe reduction of the standard of life of the Russian people.

7 4  As indicated in, for example, the trade figures iii Annex III of 
"The Network of <iorld Tfade", Soviet trade with South-east Surope was 
negligible especially in the »thirties. Ihe predominaaoe of Germany 
in that area has already been sufficiently illustrated.

75 "The Network of dorld Tfade", op. cit., p. 64.
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Boyond that» however» the Soviet did not build - or» it Beeme, 

attempt to build - any eoonomic empire or any otrong economic 

alliances. Bie policy of Bolf-suffioiency itself tended to 

militate against any such development which» in any event, was 

made difficult if not impossible by Soviet political isolation 

throughout the period* It may be assumed» however, that a policy 

as narrowly defensive as total eolf-sufficiency would bo accepted 

only under the pressure of peculiarly unfavourable external 

conditions, and that a aupplementary movement towards economic 

alliance would take place as eoon as and so far as these external 

oonditions improved*

Postr»dar Experience*

<̂ ith the end of the Second »terld ««tear, the Soviet immediately 

acquired a set of valuable allies in fiaetem Europe* The years of 

friendleoa isolation were over, and, with their passing, much besides 

in Soviet foreign aoonomlc policy took on a markedly new aspect* For 

the moment» however» there were signs that the Soviet might project 

her alleged support for non-discrimination and anti—regionalism into 

the postwar period* She accepted the economic provisions of the 

United Nations Charter - udiich were sufficiently general, in any oase, 

to be innocuous without detailed elaboration; she participated in the 

non-discriminatory work of UNRRA» which helped her own reoonstruotion 

and that of her Bastern European allies» without imposing any off

setting obligation on the oonduot of their own eoonomic policies; she 

opposed UNRRA*s termination, which would have ended the use of Western
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eoonomlo ra«ourc«t» without polltioal disorifflination» for ra- 

oonstruotion noeds whoreror they occurred; end she partioipeted 

in the Bretton idbode end Hot Springe Oonferances*

Ihe eigne of ohenge eppeered when ehe eccopted the United 

Netione Cftierter but none of the important end related Bpecielieed 

Agency Agreemente, end when ahe declined to participate in, for 

exen^le, the Trade and Siaployment Oonferenoee* Perhapa thie 

eprang from an hcmeet refusal to accept obligations idiich a bloc 

foreign economic policy would render meaningless* But the mo tire 

may have lain deeper than this. If SoTiet forelga economic policy 

assumes that economic instability will breed political extremism 

which ie more likely, in the postwar period, to take the form of 

communism than any other, then to foster economic instability is the 

short route to winning allies* fBklng this line, the. chances of 

economic instability might be enlarged if the iniestern world were un

certain of the economic policies of that major part of the world 

economy represented by Sastem Europe, and the effort at stability 

itself might break down if a reasonably universal participation wore 

not achieved* In any event, it would seem a misguided policy for 

the Soviet to psirticipato actively in Western proposals and thus 

strengthen the anti-communist bloc- if there was such a bloc in the 

earlier postwar years - against herself* This Soviet policy seems 

to have been aggressive, although it is just possible that it was 

defensive, or did not assune its more extreme forms, until the foreign- 

policy motivation for economic stability and economic development in 

rfestem ooimtrios became more olear?-out* Soviet policy was illustrated
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by the Soriet attitude to full employaant* Ihe 3oTiet strongly 

supported the inclusion of a full-eaployiBent pledge in the United 

Nations Charter,, but it may hare done so in order to highlight then 

and thereafter a feature in which the oonmninist economy had a clear 

adrantago orer its capitalist altematire« In subsequont inter

national disousBione on full employmentt Soviet policy seamed to be

to eacaggerate every downturn in the free economies» but to offer no
76

oonstructive remedy short of communist revolution*

For the most part» it la impossible to separate Soviet 

policy from the policies of the other Sastem European countries*

In one respect» however» there is an apparent difference* Althou^ 

the Soviet remained outside all the Specialised Agencies except for 

a brief flirtation with the iiforld Health Orgpuiisation» some or other 

of her Eastern Suropean allies did join the Specialised Agencies» at 

least for a short period* Poland and OseohoSlovakia were members 

of the International Bank for Reconstruction and Development while 

there was still some prospect of obtaining dollars for Bast Buropean 

development» and other Eastern Buropean membership of the various 

Socialised Agencies semns to have been predicated on this expectation 

that the Agencies could be used to speed the way to economic maturity* 

In 1 9 ^ 9  the Secretariat of the Economic Oommission for Burcpe» in 

discussing productivity in Eastern Europe» noted thatt

7 6  See» for example» Soviet statements on full-employment policy at 
the Ninth Session of the Economic and Social Council» held in Geneva 
in July and August» 19^9*



192

"several oountriea have eatabliehed long-term plana 
covering perioda of up to five and alz yeara vhioh 
indicate the general tendency of their eoonomio polioiea*
All theae plana provide for large-aoale induatrialiaation» 
partly baaed on the tranafer of population from agricult
ure to induatry* Iheae Induatrialiaation plane do not 
appear to be baaed on expeotationa of on extenaive oapital 
inflow, but rather on the oountriea* own reaouroes”. 77

Self-reliance for eapital needa waa, however, not fiaatem Burope'a

original intention* leana from the International Bank, were eagerly

aoug^t, not neceasarily, of courae, to build any permanent link with

the î eat but rather to haaten the trend to aturdy independence*

Soviet participation in the Faria Oonference on the Ekiropoan Recover/

Programme may have been inapired by the deaire to obtain American

eapital if at all poasible, and to demonatrate to her fiaatern European

alliea that the attempt had been made to aeoure their oapital needa

while preaerving their political independence* Later, at the Seventh

Seaaion of the Soonomic and Social Council, the Soviet attacked what

ahe alleged to be the diaoriminatory policy of the International Bank

which had failed to extend loana to ita fiastem Eluropean members*

Since it waa sound policy for Eastern Europe to strengthen

its economy - and thus ita war potential - with iieetem capital, it

waa the United States, and not fiastem Europe which brought the flow

of oapital to a halt* Similarly, Sastom Europe remained anxious to

buy ifestem eapital goods, if not with loana, then with current

earnings and existing assets* The trade figures given in Table k

show the continuing Eastern European emphasis on import of oapital

77 "Economic Survey of Europe in 19^9", op* oit., p. 216.
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Ikblo 4« Sports of Astern Ruropoan Ooimtries 
(including the USSR) from «/estem European 
Oountrias and the United States*

(Millions of dollars f.o«b. 195^ figures in 19^6 prices, 
postwar figures in ourroit prices}*

Oozomodity droup iAisstem Buropeah 
Countries 

19^ i

United States

1956 • l946 ^1^49

Total

19^8 • l94e s 1949

Pood, drink and
*
•«

tobacco *  ̂ 68 4 9 46 6 1 9 14 7 4  = 68 6 0

Raw materialsand *•
articles mainly

42
:

n»nufactured• 1 7 1 9 6 112 7 5 2 9 246 ‘ 1 2 5 1 5 6

Metals and •
Manufactures* 2 5 2 6 5 9 5 44  ̂ 4 1 2 7 6  ' 6 9 9 4

Machinery. 204 1 0 5 1 7 4 84 5 0 9 288 ** 1 5 5 185
Passenger Cars* 12 6 8 4 1 - 16 ' 7 8
Transport Equipment* 7 5 2 9 2 9 2 5 1 2 98 ' 5 0 5 1
Chemicals and •
related products* 96 4 5 56. 4 5 5 102 •* 48 6 1

Tsxtilas and t : t
Manufactures * 116 56 4 5 1 2 5 1 1 7 ’ 58 M6
All other manufactureb* 88 2 5 24 1 5 5 2 1 0 5  ' 26 ‘ 26
Uh specif led* 4 5 2 285 ' 5 6 0  • i

14
* 5 4 5 2  ; 2 9 9 565ft

Total 1,516 755
1

9 4 7 2 5 6
•

128 • 81 •• if772 ; 8 6 5 ‘1 , 0 5 0«ft

Source: fixtractod from Table 6l of "Economic Survey of Europe in 1949"»
United Nations, Geneva, 1950*

"Eastern European Countries" include Bulgaria, CzeohoSlovakia, Hungary, 
Poland, Roumania, Yugoslavia and the U*3«3«R*

"jtfestem European Countries" include all other European countries except 
the Soviet Zones of Cermany*
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good«» doopita increoaing iootom roatriotions on their export• Only

lnqi>orta oT food» drink and tobaooo deoXined in I9^t ea eoeipared with
Die outetending inerenaea wore in nnohinery (an increase or

alsoat 7 0  per oent}» and in metala and laanufaoturea (an inoreaoe of

alaoat 60 per cent). Ihoreaaed iz^>orta from Western Surope in both

theee oommodity grouse more than offset the sharp declino in imports

from the United States following impoaitiw of security export re-
78

etrlctiona on 1st Karoh» 19^. fin 1958» total iaporta by £aatem

Iftiropean oountries (excluding OseohoSlovakia) of empliAl goods from

Western Piropo» inoluding the United Kingdom and Oseehoslovakia but

exolading Qermany» were valued at IU3575 million. In 1948, the
figure was only sli^tly below at JÜ3559 nillicm and^ in 1949, had

79
surpassed the pre-war figure at 3US4T9 million. fiiports of

eonemption goods from the sane oountries, which were valued at

IU3195 million in 1958# stood at ÍÜ3185 million in 1948 and 1U3218
79

million in 1949* Imports of ei^dital goods had deelined only from 

those oountriee where speoial faotors operated * that is, Qertsany, 

where industrial recovery was incompleto, and the United States, 

where severe export restriotions had been applied. fin the oase of 

Cseohoslovakia, there had been a substantial diversion of capital 

goods exports to the other dastem European oountries, especially after 

the Communist oo%Mp in 1948.

78 Largely for this reason, the United States has tried to have its 
export controls adopted by other Western oountries, since otherwise 
United States exporters lose markets without gaining any security or 
foreign-policy advantage. See Section 6 infra.
79 All those figures are from "fSoonomio Surv^ for lAirope in 1949*, 
p. 8 5 * Die 1 9 5 8  figures are in 1948 prices, and the postwar figures 
in current prices.
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As those figures in thomselvos suggest, SoTiet - or 

Ssstem Ituropoan - policy has nor or been to out off Sast-Vest 

trade. Iheir contrary intention to expand It has been rehesiently

expresaed, for example, in their pressure for the creation of the
Ö0

Oommittee on the Oerelopment of Trade of B.O.S. and the Oseehoslovak

objoetlons to United States export restrictions p laoed before the Oohtracting

Parties to UATT. At the third Session of the Sen oral Assembly in

1^46, the SoYiet, along with other Bestem Buropean oountrles, attacked

the discriminatory Ikiited States export restrictions, and demanded that

most-favoured-natlon obligations be obsenred* M. Arutiunian reminded

Members of the United Nations that the United States-SoTiet Agreement

of 4th August 1957 »«s still in force and that it "proTided that in

their trade relations the two countries would obserwe the most fawoured
61

nation principle unconditionally and without resenration”. He quoted

with approral "the Now fork Post of 12 August 1946 in which it was

stated that it seemed mquestienable that the United States was Tiolating

its trade agreement with the U.S.S.H« in the su>8t blatant and un*
61 '

pardonable manner". Bspeoially after the outbreak of hostilities in 

Korea, the Bastem Buropoans were sonqpulous in their fulfilment of 

«festem trade contracts, and were quick to take up deliTeries in case 

«festem export restrictions might be intensified.

Newertheless, although there has been this continuing si;q)port 

of Bast-«fest trade, there has been little doubt of SoYiet intentions

60 At the same time, the SoYiet showed no more willingness than 
«festem countries to make policy sacrifices for the sake of expansion 
of Bast-iifest trade.
61 Official aeoords of the Ihird Session of the Oeneral Assembly, 
P ^ t  I, Second Oommittee, Summary Records of Meetings 21 September - 
26 NoYcmber 1946, p* 21^.
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to f o m  a atroxvg «oonomio bloc in tho east* By Jamiary^

the Oouncil for Mutual Soonomio Assistanoo - Oomecon - had besn

established, the six members of which undertook "the implementation

of broader economic co-operation between the countries of Peoples*

Dmnooraoy and the Soriet Union", and inter alia, "the development
82

of multilateral exchanges among the member countries"* In part, 

no doubt, Cbmeoon was the Soviet answer to 0*S.E.C*; but the whole 

tendency since I9 4 5  had been to weld fiastem Europe into an economic 

unity,- and Comeoon was to this degree a strai^tforward development 

of already existing trends* Long before 19^9» most—favoured—nation 

principles and anti-regionalism had outlived their foreign-policy 

usefulness for the Soviet, except, as indicated previously, as a 

stick with which to beat the United States and other Western 
countries*

As an indication of this, it is notable that although 

"ifestem European sotports to Eastern Europe increased only moderately 

in 1946 (declining, in fact, in the case of exports to the U*3*S*R. ) 

while exports from Bastexti to Western Europe rose appreciably, but
. 8 5

were still only about 40 per sent of the pre-war level", there was

82 United Nations Economic Ooamission for Europe, "Soonomio Surv^ 
of Europe in 1948", Qeneva I9 4 9 , p, 147*
8 5  Ibid*, p* l48* B*C*E.'s "Soonomic Bulletin for Europe" (Second 
Quarter 1949» Vol* 1 No* 2, p* 2 7 ) shows that exports from Eastern to 
W M t e m  Europe (including Oermany) in 1948 were 1>4 per sent of their
i . 1  T*^'**» oaly 5 4  per sent of their value in
1 9 5 0  (after conversion of all values to 1948 prices)* Similarly,
oxports^om Western to Eastern Europe in 1948 were. IID per sent of
their 1 9 4 7  value but only 42 per osnt of their 19J8 value*

It must be recognised, of course, that Eastern European concentration
on intra-bloc trade results not only from the efforts of Eastern European
countries themselves but is intensified by Western passivity towards and

on trade with Eastern European countries* Similarly, trade within Western Europe is affected fran tw« ^
towards Eastern Europe, and Eastern antipathies tow^ds^the^est*^^*^^®*
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BO «Imilar hosltatlon in trade within Baatem Burope. On the

oontrary» "trade aaong Baatem Baropean oountriea** »waa alnoat

twice aa large in woluae In 19^6 aa in 19^7 and waa about three
64

timea aa large aa before the war". Althou^ thia Inoreaae

m a  due principally to expanaion of trade between the Sowiet and

the aoialler Bftatem E^iropean oountrieat there waa a eubatantial

inoreaae in exohangee among the amaller oountriea thamaelTea.

Ihia eocpanalcai waa aasiated by apeoial« far-reaching agreementa.
For aKaiaple, Poland and OxeohoaloTakia

85
"•••oonoluded.an agreement in July 19^7 for the oonnon 
development of the important induatrial area of Teas in- 
Oieaspn on both aidea of their ccmnon frontier» and for 
the joint development of the harbour of Szczecin» aa 
^®11 for allooation of production in a number of 
bran oh ea of the engineering industry between the two 
countries". 66

Under thia agreement» a Poliah-OseohoSlovak Oounoil of Ihitual Bconomlo 

Oo-operation was set up whose objeotiYe was stated by M. Mine» the 

Polish Kiniater of Znduatry» in March 1946» to be to "transform 

economic co-operatiem into economic alliance". ]h NoTember 1946» 

Yugoalavia fomed a einrranoy and coatoms union (or peihapa more 

accurately a freo»trade area) with Albania» and in the following year 

signed a pact with Bulgaria» providing Inter alia for oustoma 

between the two oountriea. At that time» N. Dimitrov spoke of

84 Ibid.» p. 1 4 5 .
^  Biia agreement was eoncluded before the oomramiat ootra in 
Oseohoslovakia» but while the Oseohoslovak Qovemment was under 
ooQBiiuniat influence and sympathetic to the Soviet bloc.
86 "Bconomic Surv^ of Burope In 19^"» op. cit.» p. 202.
8 7  ^ t e d  from Brian Ireland in "Oentral and South Baet Burope 1945-1946",
Uited by R.R. Betta» l^ndon p. 1J5* This study has also been used
for material in the later part of thia paragraph.



Bulgaria partioipatlivg In a fadaratlon of Bastem Surope but thl® 

BUggaation was la tar withdrawn undar Sorlat preaaure. The Soviet 

eonoludad aomprahanaiva trade agraamanta %rlth aach of the other 

Baatam Suropoan oountriaa ahioh raaultad in a large-scale dlTaraion of 

their aalaa and purehaaaa to the 3oviat Union* In the period from 1 9 ^  

to 1 9 5 6 » for example, Poland had drawn Just over one per cant of her 

imports from the Soviet, and had sold to her large Bastam nel^boiar leaa 

than one half of one per oant of her exports* After the war, however, 

the Soviet became Poland* 0 largest market and supply source, althou^ the 

percentage of Polish trade with the Soviet dropped sharply from the 

extremely hl^^ levels of the earlier postwar period* the Soviet 

supplied 7 0 »5 per cent of Polish imports in 1 9 ^  and 26*5 pe** e®*̂ t in 

1 9 4 7 , and she took 46.8 per cent of Polish exports in 1946 and 28.6 

per cent in the following year* In 1948, 46 per oent of total Polish 

trade was directed to the Soviet and other Sastem 2uropean countries*

It must be emphasised that trade agreements within Eastern 

Europe were accompanied by trade agreements with vtiestem countries, 

including some long-term agreements with the United Kingdom providing 

for substantial trade exchanges* Ihe question is whether the 

Eastern European eountries saw these #iestem agreements as fumii^ing 

the margin of goods - especially capital goods - which could not be 

obtained in adequate quantity within the Soviet bloc and whether, after 

a temporary phase of mutually advantageous exchanges, they would, 

perhaps sharply, break off economic contact with the niest*

Miss Doreen idsrriner has ventured the opinion that, in Eastern 

Europe, *there is no intention of forming an autarkic economic unit
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out off from the west”» that *Ruasia dooa not dominate the trade
88

of eaatem Burope", and that *ln half of oaetem Europe *a

total foreign trade uaa with weatem Europe» one quarter with the

3oiriet Union» and one quarter was trade between the east European 88
oountriea”. Elaewhere» ahe notes that induetrialiaation in 

Baatem Europe ahould mean» if the aocperienoe of other oountriea 

ia repeated» not a reduotion of trade with ifieatem Europe but a 

aubatantial aapanaion« The poaaibility of large-aoale» longterm
o

trade between East and iifeat ahould not be entirely diaoounted and 

the statement that there ia no intenticai to form an autarkic 

eeonomic bloo in Eastern Europe eannot patf̂ iaps be entirely refuted« 

Herertheless» the balance of the sfridence aeema to be that a 

political and economic bloo has been in process of formation in 

ftiatem Aarope for many years» that the stimulus for this has been 

generated within Eastern Europe althou^ it may hare been intensified 

by the policies of Miestem countries» and that» although trade with 

isstem Europe may still be large and although the SoTiat nay not 

entirely "dominate” trade» the relatire is^ortance of 3oTiet and 

Western European economic influence hae greatly shangsd sines p r ^  

war years» largely as a result of the SoTiet^s deliberate policy* 

finally» as Miss Marriner acknowledges» the eausee of the preemt 

trade stagnation between East and '¿fest are mainly political« Al

though the West ifluat take a ^ e  share of the blame for the politieal

88 Ooreon ilarriner» "aerolution in Eastern Europe*» London 19^» p. 165*
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biurrier to trado ozohanges, it soams entirely unroalletio to 

euggeot that there has been no polltioal etixaulue In Saetem 

Europe to form a tlj^t economic blooy which Inmodiately night 

place the (feet on the nargin of economic co-operation and 

ultimately might exclude it altogether. Although industrial

isation under laiesea-faire between friendly countries or be

tween countries not applying a discriminatory foreign economic 

policy nay have led to expanded trade in virtually all direetione» 

it does not follow that> when Sastem Burope has attained its 

industrialisation objectiveet and can cut itself off from the 

West, it will not be guided by the political aim of autarky within 

its own political bloc, rather than by the welfare aim of equal 

and universal co-operation*

Some further indication of the strength of the economic bloc 

formed in Bastem Burope is given by the change in trade 

relations which has accompanied a change in political affiliations. 

In 19^$ OsechoSlovakia experienced a eommunist coup which took her 

uneqiiivocally into the Soviet orbit. As a result, OseohoSlovakia, 

which had suffered least from wartime destruction, and •which, by

19^7» had already resumed exports to feetem Burope on a scale
89

approaching pre-war", embarked upon a large-scale "diversion of its 

exports of high-priority goods from iiiestem to Bastem Burope, as a 

result of which QseohoSlovakia offered a much higher proportion of

89 Ibid., p. 155,
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!••• •sscntial goods for sale in tho iifost”« By 19^» Osoohoslovak. 

«sports to BEastom fiuropo w«rs running at $11 par osnt of their 19^7 

lerel» idiilo «sports to iiiostsm Jiurope had fallen to J6 per oont of 

their Tmlue in 19^7« Later in 19^» Tugoslaria broke with the 

Oominform» and» as a result» it was reported» in early 19^» that

"trade between the U«S«3«R* and TugoslaTia«««*is to be ourtailed to
90

only one-ei^th of the 1 9 ^  Talue"* Ihe ohangss in trade which 

these two political ohsnges entailed is shown more broadly in 

liable $•

If» as the eridsnoe suggests» tho ultimate aim of the SoTiet 

and the other fiastem European eountries is to form a powerful» 

autarkic unit in the East» the ohanoes of continuing useful trade

between East and seem slim. Despite this» it has until quite

recently been insisted in some quarters that the Soonomio Oommission

for Europe should be used "as the co-ordinating body through which
91

Eastr-iifest trade and all-European planning could be promoted"» and
91

that "the eoonomio arguaents for this course are unanswerable".

Ihere is no question that a single economio world in tdiioh goods»

serrices and capital pass freely in search of the maximum economio

return is» as Mr. Peis has put it» "the pattern for idiich reason 
92

reached"; but the economic argments» as well as being unanswerable»

9 0  Ibid •» p . 1^7 •
9 1  K. Eilliaous» "I Cboose peace"» London 19^# pp* 4$0*A$1.
9 2  H. Peis» "Ihe Ghanj^ing Pattern of International Soonomio Affairs"» 
Mew Tork» 1 9 ^  •
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ftmde of Ogeoho«XoT«kia «nd Xtucoalfcvla with 
¿is^rn and vyestam Buropa« 1 9 ^  m d  19^7"^»

(Millions of dollars» ourrsnt f«o«b* prices)

I 1. 1
fisports to I &^orts fvom 

|Bastem Europe *Bb.btern Europe
Exports to 

Metern Europe
fiiqports fr<
iiieatemBun^pe»

Oseoho s lorakia

Tugoslaria

1958» 7 2 4 5 1 9 8 156
m ? i 111 » 9 Ö j 5 ^ 2 5 5
19401 266 2 6 7 . 5 1 1 242
1 9 4 9  i

»
5 4 9 » 9 > 269

••

264

t
1956* 1 7 5 1

:
102 7 5

1 9 4 7 « 44 55 4 9 96
1 9 4 6 1 1 5 0 1 5 5 » 101 100
1 9 4 9 1

t
2 7 59

•

124
••

126

^uroet *Soonomic Surr^ of Europe in 1 9 ^ ”» Ikbles 84 and 86» and 
"Eoonoolo Bulletin for Europe"» Seoond Quarter 19^» Yol* 2 No« 2» 
Ibble JGCI« idiere these ti#o sources do not agree» the more recently 
oooqpiled figure» contained In the Bulletin» has been used«

1« Boland» OsechosloyaJcla» Boisnania» Hungary» lügoslaTia» 
Bulgaria and the U«3«S«R«
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are also largsly Irrslsrant* At tho boginning of 1950» tho 

fioonomio Oomoilsaion for fiuropo bad to r^ort that "no agroeaents 

at all haro be«i ooneludod sinoo 1 9 ^  botwoon the Soriot Ublon 

and soreral weatom Suropean oountries» ineluding Belgiun and 

Franco; there has been no fonnal agreaaant with the United 

ring<i«a (b^ond oontraots for the dellTeiy of ooarse grains and 

tinber)» and the same type of situation prefails in relations with
95

some Soandiwanian ooimtries”* Ihe Oonmisslon reoogeiised that 

the oausee were basically politioal« XorooTer» unlike the period 

of liasi eoonomio diplooaoy before the War» the destem eountries

were now foming their politioal and eoonomio bloo quite as rapidly
0

and as sffeotiTely as the oountries of the Bast* Ibis rero lutionary 

change in iifestem policy will be traoed intho two following sections«

95 "Boonomio Surrey of Burope in 19^9*» op* oit«» p« 92« The 
expression "since 19^9* is Intended to mean that no agreements were 
concluded during 1 9 ^  for trade during 1 9 5 0 *
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ara alao largalj irralarant* At tha baglxining of 1950» tho 

Seonomio Ooosilaaion for Suropa had to r^ort that *no agraemonta 

at all hara bean oonoludad alnoa 1 9 ^  batvaen tha SoTiat Union 

and aararal vaatam European aoimtriaa» including Balgium and 

Franoai thara haa baen no fontal agraemant with the Qiitad 

Kingdom (ba/ond oontraota for the dalirary of ooaraa graina and 

timbar)» and tha aane type of aituation praraila in relatione with
95

aoma Soandiwanian oountriaa”* lha Oommiaaion reoo^niaad that 

tha oauaaa ware baaieally politioal» MoraoTar» unlika tha pariod 

of Hasi aoonoBiio diplomaoy before tha War» tha iiiaatem oountriea 

ware now forming thair politioal and aoonomio bloo quita aa rapidly
a

and aa affactiraly aa the oountriaa of the Beat* Ihia raro lutionary 

changa in Waatam policy will ba traoad in the two following aaotiona*

95 "Economic Surrey of Europe in 1949*» op* oit«» p* 92« The 
axpreaaion "ainoa 1949" ia intended to mean that no agraementa were 
Concluded during 1949 for trade during 1950#
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3* Unit>d Klmtdoa.

At alrtady noted, United Xinurdon polio/ in the inter-war period,

in to far at eoononie polio/ wat linked with forei^ polio/, eontratted

tharpl/ with that of franoe, largel/ heoaute Britain had not the tana

■ereantilitt tradition at fkanoe, nor the taae intente fear of a

Jf*ewcent Oeman/. Verertheleet, takin^^ the intex^war period at a

whole, there wat a ahbttantial i^owth of goTemaent intexrention in

eeononie affairt, eapeoiall/ after the ontet of the Great Beprettion

in 1929* Althoui^ thit interrention wat inspired b/ welfare rather

than power, it ettablithed an ettential batit for an effeetire forei^^n

eoonoaie polio/ if in the future thit were deemed neeetsar/.

OoTemment interrention did get tone iiq)etus directl/ from the

World War. For example, in 1917t • Bo/al Committion réeommended

that, for eertain artiolet imported b/ the United Kingdom, *the

pottibilit/ of eooBonio preteure from foreign eoxmtriea controlling

ttç>pliet of raw materialt reqtiiret etpeeiall/ to be guarded againtt,

and that goremment action it mott needed in order to promote économie

i n d e p e n d e n c e F r o m  thete reeommendationt dereloped the Safeguarding

Induttriet Act of 1921, and certain policiet for the protection of

Britith agriculture. Howerer, eren the World War experience of food

nhùTt94ŝ  did not proroke an/ intentiTe mercantilitt polie/ for British

agriculture. looking back from 1938, it wat taid that:

*At regards the defence arguaent, the object of Britith 
agricultural polio/ hat not been telf-tufficiene/, nor 
eren to eiqpand Britith agriculture in peace-time to the
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output posoiblo under var eonditiona, but 

rather to aaintalB a profitable and vell'-oonduoted iaduetry**. ^
there vae meh the ease abeenoe of a aereantlllet approach 

in the United Kinî oa eontrol of oTerseaa InTestaent during the 
inter-ear period. Of Britlah policy before I9 1 4 » it hat been taid 
that I

"foreign leading for political reatont, tiailar to 
•ertain trench leant to laaciat played a negligible 
pert im iateraatioaal financial relatioaa* • .the 
Aoremaant preferred to be free frea any reepontibility for foreign leant, reeognieiag that thoa they would 
aroid eonfliet with foreign govemaente, also that, 
if a lean whidh they had epenly e«qn>orted prored to be 
umeound, they would be eiq;>oeed to attadk by the inweeting public** • 99

During the war, in 1915# the UUited Xingdoa treaaury "placed a complete 
eabarge on foreign lending, but peraitted the floating of important

9 6

ittuee**. Althouî  thie eUbaigo wat raleed in 1 9 1 9 , there wat,
96until 1 9 2 5 # an "anoffieial oeneerehip" of new ororteae ietuee 

•epltal tmaafere. When, after 1 9 3 1 # the Iritiah balaaea-ef-payaentc 
petition beoaae dangeroutly apoced, there wat again inatituted an 
"official eentorthip of new iaeuet for orerceat berrowert, in the

97interest a of ezdhange security", and, once again, this eontrol seeas

•

94 *fhe British Ooaaonwtalth and the Future"; Preoeedings of the 
Second Uhoffieial Oonference on British Ooaaonwealth Belations,
Sydney, 3rdp>17tk S^teaber, 1938", Iiondon 1939, P* 21.
95 Uchardsen, *%ritish BooBoaie Foreign Polioy", London 1936# 
pp. 5 8 -5 9 * Ar. Kiehardson quotes a stateaent aade by Sir Bdward Orey 
in the House of Oenaens in I9 1 4 # to the effect that; "X do not say that 
there are no eases in which financiers cone to the Foreign Office and ask 
if there is any objection to thee. But generally speaking* • «these are 
things in which the Foreign Office does net interfere".
9 6 W.K. Haaco^, "Surrey of British Oonmonwealth Affairs", Teluas II, London 1 9 4 2 , p. I8 4 .

9 7  *fhe British Ocaaonwealth and the Future", op. oit., p* 19*
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to hMTo ^oon *«xoroi«od sore faTonrabljr teifmrd« Mmpir̂  than97towards forslcm borrowsrs”. PsxlMips partly as a rssdlt of 
ths ¿raatsr faroor shorn to lkm>irs borroiisrs» ths proportion
of total British inrsstnssts hold vithin ths 
inorsassd*

rapidly

*tha sstsmal inrsstnsnt «af 43t7̂ 3t000,000 sstinatod 
for 1 9 1 4  had basa diridad iato 41,9^.000,000 
isvastad ontslds tha Iq̂ ira, and 41,780,000,000 in- 
sida it* tir Bobart Hadarslay astinatad that in 
1 9 2 6  tha total British infastnsnt in tha orarssas 
B^ira Mas 41,918,000,000, nharsas tha inrsstasnt 
in foraiips aonatries had Àdlad to 41, ̂ 3  • 000,000* 
la 193̂  ths Sopirà iarastnsat sns 41,9 0 1,0 0 0 ,0 0 0 , 
and tha foraî sa iavastasat had isllan to 41,2 9 9 » 0 0 0 ,0 0 0 * 
Bqsirs holdiacs nov ooaatad for 8 0 par oaat of Orsat 
Britaia*s tatal sactarsal inrastntat”* 9 8

fha iî r̂tant thinéTt howarar, is that BritiA aoatrol of
il iarastasat «no i^^sad for balanea-af-paynsats mthar

thaa for forsiî n-poliay raasaass and ths obJaotiTss idiioh tha
aoatrol soaght vara, liks ottMr alansats in Britiih aooaonia poliey,99*fansrally***aoon«nie rathar than politieal”. fhs prafsraaos 
shova to lq>irs borrovars no dcid>t dariaad in part fron tha spaaial 
politioal link batvaan ths lUtad Xiagd» and Bnpira ooontrias, 
«hioh tha British Ooramnsnt vi^ad, §t all tinse, to naiatain and 
arsa strai4 (than; but it «as also inspirad by thè asad to miss 
ths aTsrsc« t;Qslity of British iarastnsnts, vhi^ had basa lovarsd 
as a rasalt of tha sala of l%itad Btntas saanritias dariag tha var» 
fha iaaraasiag proportioa of iarsstnsats vithia tha Bqpirs vas 
*larinaly datamiaad, not by tha iaaastor's sant inastai prsfaraseao.

9 8 "Bnrray of British Oonsoavaalth iffhirs*, op* eit*. Teli
p. 1 8 ?.

♦

9 9  Vrltlah leoaaale Tor*l,a Pellai*, op> elt«, p>
II.
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I'

'hn% hj thm ntmgm of dorolopaont at whl^ thm difforoat ororooa
100

eoimtrioo had arrlTod'*, and bjr tho aoturaneo of rottum
which the B̂ piro ooaatrieo eoasoqiucntly offered* fhere were,
of conree, a noaiber of guaranteed loans nnder the auspices of

«

the League, the Daves Loan to Oeraaay, the loans to Austria, and 
perhaps one or tvo others, la whi^ the prineipAl aotlve vas 
polltleal rather than eeonoaies but, la the aaia, British external 
iarestaent betvaea the vers seees to ha?e been underteken and to 
hare been directed in acoordanee vith pressures and inesatiTss 
vhieh vers basieellj eeonoeic* Boverer, this attitude vas 
aodified in sons eeasure in the last year or tvo before the out- 
brsek of var, althou^ political credits seee to have been granted 
even then as e aenher of separate acts of polis/ rather than as 
part of any comprehensive ueroaatilist prograeee. In I9 3 B and 1939*

"Britain fouad herself faced vith the task of forging 
asv ecoaoeie vsapoas to aset the Oerean eeononio 
offensive in Bastera lurope. fhe first aotevorthy 
stmp in this direction had airead/ been taken in M y  I9 3 B, vhen the British Bovemaent vas authorised 
b/ Parliaaent to grant a credit of £6,000,000 to 
furke/ for the pur̂ iase of eraaasnts in Britain - a eeasure described by Nr. Dalton as *a nev line of 
departure*• .an act of foreign polio/ and**.an act of financial and econonie polio/"* 101

Bari/ in 1939» ibe functions of the Bmports Credit Buamntee Dspart-
asnt, vhose "operations*••had been conducted j^itherto^ on a purel/

102
coaaereial basis", vers extended to perait guarantees of to £10

100 "Burve/ of British Ooneonwealth Affairs", op̂  eit̂ , Toluas XI,
pp* 1 8 ^ 1 8 3  •
101 B*Ĥ  Oarr, "Britaini A Stud/ of Ibreign Folic/ froa the fereailles 
treat/ to the Outbreak of Bar", London 1939» p* 94*
102 Ibid*, p* 9 3 *
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■illion at any one tiaa on timaaaetloms "aiqpadiant In the national 

intaraat*« fhia vaa quoted hj the President of the Board of trade 

as an act of "eoonoaie reamaaent. • .exsetly lihe our other rearaaaent*« 

the guarantee U n i t  was later raised from £10 aillion to £60 aillion.

Xn March 1939» î n agreement was eonelnded with Btnanie under which 

Britain pnrchased BiUBanian wheat and granted Inmania a loan of 

million for purchase of British exports. Pinally* "the years 1938 

and 1939 saw ths grant to tnrkey hy Oreat Britain and Germany and to 

China hy the Bnited States and Great Britain, of *oonnereial credits*
103

whose political mo tire was scarcely disguised**. the last-minute 

change in British policy probably added little to Britain’s defensiTc 

strength, but it snggested a likely line of British policy if an 

external threat shomld emerge again.

Xn the field of eonsMrcial policy, the interwar period was 

nartMd especially by the passing of the long-established policy of 

free trade and the entry of an iiqportant element of tariff discrimination

vmder the British preferential system. iber of features of the

relationship between British eonBercial and foreign policies hare 

already been touched on in dealing, for example, with fvance, but 

there arc some further points to be bronght out here.

fmo sets of obligations accepted by the British Qww%TtmML\ 
during the war would, if they had been inpleaentcd, hare committed the 

^hiitcd Kingdom to two tig^t cconomio alliances from the beginning of the 

intek-war period, fke first of thssc was contained in the Besolutions

103 **fhe fwemty Tears' Orisis, 1919-1939*** op. cit., pp. 126-127'
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of tho Boonomio Oonferanoe of the Allieo held in Paris from l4th 

to 1 7 th JunOf 1 9 1 6 « Ihe preamble to tho Resolutions declared

thats

*the RepresantatiYes of the Allied doTemments oonaider 
that it has beoome their duty» on grounds of necessary 
and legitimate defence» to adopt and realise from now 
onward all the measiures requisite on the one hand to 
secure for themselyes and for the whole of the markets 
of neutral countries full economic independence and 
respect for sound ocomercial practice» and on the other 
hand to facilitate the organisation on a permanent baeie 
of their economic alliance*«

Ihe Resolutions themaelTes dealt with *Meastires for the dar Period*» 

and *Tt*ansitory Measures*» and then» turning to *Permanent Moasiures 

of Mutual Assistance and Oollaboration among the Allies*» set down 

agreed policy as follows:

*!• The Allies decide to take the necessary steps 
without delay to render themselYes independent of 
the enemy oountries in so far as regards the raw 
materials and manufactured articles essential to 
the normal derelopment of their economic actlYities«

These steps should be directed to assuring the 
independence of the Allies not only so far as oonoems 
their souroes of supply» but also as regards their 
financial» oommercial» and maritime organisation«

The Allies will adopt the methods which seem to 
them most suitable for the earrying out of this 
resolution» according to the nature of the oommodities 
and having regard to the principles which govern their 
economic policy«

1 h ^  nay» for eKanq)le» have recourse either to 
* enterprises subsidised» directed» or eontrolled hy the 

OoTemmsnts themselves» or to the grant of financial 
assistance for the encouragement of scientific and 
technical research and the development of national 
industries and resources; to customs duties or pro
hibitions of a tenq>orary or permanent character; or 
to a oombination of these different methods«
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lAia'taTor VMty b® the methode edopbedp the object elated 
at by the Alllee is to increase production within their 
territories as a whole to a sufficient SKtent to enable 
then to Miintain end develop their econonio position and 
independence in relation to enesty countries*

II* In order to permit the interchange of their productst 
the Allies undertake to adopt msasvures for facilitating 
their mutual trade relations both by the establishment 
Qf direct and rapid land and sea transport services at 
low rateSf and by the extension and improvement of postal^ 
telegraphic and other oonouni cations * *

Althou^» as pointed out previously» the intent of these

Resolutions reoeived continuing strong si;qpport from the French

Qovemmwit» they were n e v w  implemented after 191Ô* After the

defeat of Oenaany, the United Kingdom had a quit# different conception

of her future security from that of the critical im.r years» and the

desire for de-ccmtrol» for a return to the ecoxiomic practices of the

prewar years» operated strongly against a oontinuing econooio alliance*

The 1916 Resolutions were» consequently» consigned to the archives*

"In spite of powerful advocacy of protection» free trade both as a

and as a practical policy lasted until well after the war $ and

non-discrimination followed as its inevitable ooncomltant* By 19®^»

Britain had concluded reciprocal moet-favoured-nation agreements with

both Austria and Oenaany» and» by 1926» so had France*

The second set of cooBiitments were subjected to long years

of oriticism and argument» but eventually they were largely implemented*
I

Decisions of the hiq)erial Bconomio Oonferenoo of 1917 called for

lOk *The British Oommonwealth and the Future”» op* cit*» p* 16.
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SqpMrial telf-suffieiocioy, tariff prafareacas» and migration within 

tha Aspira* larga-soala migration within the Aspira was a feature 

of tha who la of tha intar-war pariod» axoapt for the dapreaslon years; 

andf although the proposals for hiparial salf-suffioienoy ware nerar 

seriously studied» raoiprooal tariff prafarenoas within the Aspire 

ware arentually aoo^tad tha Itaitad Kingdom* ▲ocaptanoa oama» 

howarar» only after long pressure by the DooinionSf whose main ob- 

JaotiTe of welfare rather than politioal saoxirity was suggested by 

suoh slogpins as Mr* Bruoa*s ery for "Man# money,and markets"*

Ihriff prefersnoas oould hardly be aocorded tha Dominions 

while the United Kingdom remained the eitadel of frsa trade* In 

191^f ad valorem duties of 99^ cent vara ia^^osad on a limited

range of United Kingdom imports* After tha war» legislation in

1 9 ^  forbade import of a wide range of dyestuffs and tha Safeguarding 

of Aidustrias Aot was passed in 1921 to protest "oertain speoial 

industries snd***SDq>loyment in the United Kingdom against the effeots 

of the depreoiation of forei^ eurrenoies and the disposal of im

ported goods at prices below the cost of production** *Key Industry* 

duties are still charged on a large nuaber of United Kingdom imports» 

which are however h i ^ l y  specialist articles» forming a relatively 

small percentage of the total value or volume of Britiah trade* These 

postwiar duties were mainly defence duties» aimed at ensuring domestic 

siiqpplies of essential manufactures in time of war* By 19^» only 

about J per cent of British is^orts ware subject to protective duties 

and a further 9 por cent to revenue duties* Althou|^ the Dominions 

tried hard during the *twantiss to turn these defence duties into a
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more elaborate •yetooi of Is^erlal proferenoe^ neither welfare nor 

forel^polioy oonalderatione were able to more the United Kingdom 

any further from its dedioation to free trade*

the hiport Dutiee Aot of 19^1 opened the door wide for 

reoiprooal extension of preferenoee» end the eoonomio orisie whioh 

forced that Aot thro\a«^ also urged the United Kingdom to secure 

whaterer markets she could* The Ottawa Agreements were in this 

senso primarily the product of eoonomio orisiSf end it seems 

largely fortuitous that the ory for unity of fibqpire happened to 

point in the same direction as the demand for cTerseas markets* No 

eoonomio saorifioe was intended - or would hare been politioally 

tolerable - in the disastrous days of 19!̂  for the sake of binding 

the fibpire together* On the oontrary» Ottawa was expeoted to 

soepand Ebiplre trade, to raise personal inoomes, and, what is more, 

to offer the prospect of returning prosperity not only to the fiapire 

countries but to the wlw>le of the trading world* Before he went 

to Ottawa, Mr* Baldwin was speaking of the Oonferenoe as a first 

step towards greater freedom of trade, and he repeated this Tiew in 

his opening address at the Oonferenoe, suggesting that Aspire trade 

be expanded by lowering trade barriers and thus contributing to 

the recorery of world trade* Still» there was a complexity of 

motiwes at Ottawa, ewen thou^ welfare m i ^ t  have been the over

riding one* Professor Hanoook has written thats

"Different delegations wanted to increase Sspire 
trade for different reasons* Some wanted to increase 
it just because it was trade* Others wanted to in^ 
erease it in order to ti^ten the bonds whioh made the 
&tipire a politioal force* After all, it had been part
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of tha fiLith of Joaoph Ohamborlain and Alfrod Deakin 
and aaxiy othar laadart ‘tha't imparlal prafaranoa was 
tha road to iaparial mity« Mr» Baldwin and Mr*
Bruoa now raafflmad thia faith* *1he real imports 
anoa of O t t a w a M r *  Baldwin saidf *liaa in tha fact 
that it marks tha point share two roads dirarga» tha 
one laading to tha darolopnarit of purely national 
intarasts» the other to olosor imperial unit/*** IO5

lha hard bargiaining batwaan tha dalegpitions at Ottawa is

further aridsnoa that tha ag/aaeiants ware aimed at olear ocsD&aroial

adrantage - ****Mr* Joseph Chamberlain must hawa turned many times
1 0 6

in his grara as tha haggling argumenta prooaeded hare***”* Nor 

was there tha sli^tast suggestion at Ottawa about forming any 

haporial aoonomio union or free trade area* *lhis Oonfarenoo*^ 

ooBunentad "The Soonomlst*, *has socplodad finally tha futile delusions
1 0 7

of the Hhpira Proa TPada oampaign*« lha domestio produoar was 

plaoad uaaquiTooally firstf and» for the most |>art9 fiapira produoar 

raoaiTed his margin of preferanoOf not by raduoing the terms of 

oompatition in his faTour^ but by raising tha terms of oompatition 

against the foreigner* If there was» in the Ottawa Agreements» any 

foreign-policy equiralent to tha dafanoe motiwation of tha Safeguarding 

of Industries Aot» it seeaiis to hare operated only as a vague»

10̂  "Survey of British Oommonwealth Relations"» op* oit*» 
?oluma II» p* 220* lhare is nevertheless little doubt that 
a substantial body of opinion in British industrial and shipping 
airolas wanted no inoreased restrietions and disoriminations for 
the sake of foparial unity but on the oontrary felt that the 
policy of protaotion so far implemented idiould be reversed* "The 
Boonomist”» representing a large libcural element in tha Ikiitad 
Kingdosi» dsnounosd "the pursuit of orary dreams of eoonomio 
XB^arialism” (2nd July 19?2» P« 12)*
1 0 6  "Ihe Boonomist*» Jhrd Septombar 1 9 ^ »  P* ^ 1 *
1 0 7  Ibid*» 2 7 th August 1 9 ^ 1  p* 779*
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s^pplanantary backgroimd to negotiation» and to haYo had 

llttla praotloal effect on poUoy in iteelf• It must also be 

borne in mind that other elements in British policy in 1 9 ^  • 

as for some years afterwards - showed no obrious preooovtpation 

with defence or with building any alliance system against a 

threat to national security« Ih any srent» if Ottawa strengthened 

Bmpire bonds» it also drore a wedge between Boipire eountries and 

their most powerful potential ally» the Ubited States«

Onoe the preference system was established» howerer» it 

was diffiotflt to abolish it - difl'icult not only for eoonomio 

reasons but also for the impact it might hare on relationships 

within the B^>ire« Bren in 1991« this is no doubt still to 

some degree true« In any erent» by 1997# there was strong 

sectional feeling in the United Kingdom that Ottawa» as a welfare 

experiment» had failed« Iri the previous year» a oomaittee of 

the labour Party SKsoutive had deolared that trade disorimination 

between fiapire and foreign eoxmtries was wrong in principle and 

should be abandoned« In reply» the Chaneellor of the Bxohequer 

(the Rt« Hon« Keville CQiamberlain) was prepared "to admit that 

everything has not worked out in practice quite as we expected»

and that when the time comes for renewal we may have to ask for a
106

good deal of revision"; but, if only for the sake of the political
106 %eeoh at the Anniial Oonferenoe of the Oonservative Association, 
quoted from 0«B* Copland and 0«V« Janes "Australian T^de Policy, A Book 
of Doexjments 1992-1^7» ^dney 1997» PP* 1^»>-1^#

It is noteworthy that» in his speech to Parliament in October 1992, 
idien it IAS clear that» under Dominion pressure» Britain had oonoluded 
agreements which did not free world trade but on the contrary raised hij^er 
and more discriminatory tariffs against the flow of goods» Mr« Neville 
Ohsmberlain tended to rely on an appeal to Imperial unity and Imperial 
Degress to Justify the Agreements« From this» he led unoonvinoingly to the 

ane that this unity and progress m i ^ t  lead to larger progress and co
operation in the trading world as a whole«
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links within the fioplra, the principle of Ottawa was to be retained*

■There was a period after the war when wo were passing 
from the old oonooptloa of a mother country and her 
ooloniee to the new Ideas of a free association of 
equal natlonSf during which the assertion of their 
Independent nationalism eoemed to bo more important 
In the eyes of some of the Dominion Governments than 
the 2*eneabranoe of their common origin and common 
ideals* It looked for a time as though there were 
a real danger lest» in the event of a clash between 
sentiment and Immediate national interests» sentiment 
mij^t be ovenAielmed* Ottawa was an attempt to bring 
the &^iro together again and to supplement and snq>port 
the econoa sentiment hy bringing more material Interesta 
into line with it* •••the Ottawa Agreements•**begsn a 

• new oenseiouaiess of mutual syx^>athy which has ^own 
itself since over and over again In conroraatlons and 
eonfersnoes with Dominion Ministers** 108

It Is arguable» however» that» when the welfare benefits of

proferenoe proved to be less than had been hoped» the United Kingdom

Government used» without much eonvletlon» the argument of Aaplre

solidarity to Justify a policy to which it was too far eosmltted to
retreat* Ih any event» it was certain that a body of responsible

opinion In the United Kingdom in the later Inter-war years, saw the

Ottawa Agreements as a hlndraneo to an effectlvs British forelgi

policy towards, for example» Oontlnontal Buropo and the United States*

Thus, the Report of the Brltlih Oommonwaalth Relations Oonfsrenoe of

1 9 5 8  recorded that» when a proposal for a Oommonwealth Economic Oouncll

was discussed,

■•••the political embarrasanent of the United Kingdom 
in its relations with Kuropo as a result of its oommltmants 
under the Ottawa Agreements, was again emphasised* Ihe 
Oommonwoalth was urged to drop its axoluaiveness, or rather 
to make it possible to offer the advantages of eoonomio 
ao-operation to all nations of proved goodwill« This would 
mean the surrender of axoluslve preferenoes in the British 
maiicetf but it was urged that the advantages to the United
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links within the Sopire» the principle of Ottawa was to be retained*

"There was a period after the war when we were passing 
from the old oonoeption of a mother oountry and her 
colonies to the new ideas of a free association of 
•qual nationSf during idiioh the assertion of their 
independent nationalism seemed to bo more important 
in the eyes of some of the Dominion Governments than 
the reaenbranoe of their common origin and common 
ideals* It looked for a time as though there were 
a real danger lest» in the event of a clash between 
sentiment and immediate national interests» sentiment 
m i ^ t  be overwhelmed* Ottawa was an attaapt to bring 
the Sbpire together again and to siq;>plemant and mopport 
the eommon sentiment by bringing more material intereate 
into line with it* •••the Ottawa Agreements•**begsn a 

• new oensoiouaness of mutual syxa^thy which has shown 
itself since over and over again in eonvoraations and 
oonfarenoes with Dominion Ministers"* 108

It is arguable» however» that» ^ e n  the welfare benefits of 

preference proved to be less than had been hoped» the United Kingdom 

Government used» without muoh eonviotion» the argument of 2hpire 

solidarity to Justify a policy to which it was too far soaimitted to 

retreat* in any event» it was eertaiu that a body of responsible 

opinion in the United Kingdom in the lator intei^war years» saw the 

Ottawa Agreements as a hindrance to an effective British foreign. 
policy towards» for example» Oontinontal Burope and the United Btatee* 

Thus» the Report of the British* Ooscuonwealth Relations Oonfsrenoe of 

1 9 5 8  rsoorded that» when a proposal for a Ooaiuonwoalth Economic Oouncil 

was discussed»

"•••the politioal embarrv^ament of the United Kingdom 
in its relations with Europe as a result of its oommitmants 
under the Ottawa Agreements» was again emphasised* Ihe 
Commonwealth was urged to drop its exolueiveness» or rather 
to make it possible to offer the advantages of eoonomio 
oo-operation to all nations of proved goodwill* This would 
mean the surrender of exolusive preforenoes in the British 
market» but it was urged that the advantages to the United
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Kingdom and to the Oominions of a poaoeful and proaparoua 
flurope would far eaeoed the Talue of their present SKolueive 
prefarenosa* It was admittad that it would be diffieult,
but probably not in^oesible to eaeure the oonourrenee of the 
Dominion produoera in this riew”. 1 0 9

Ihia Tiev haa reeurred in postwar years* In 19^, howarer» it seems
to hare been reflected in policy dhiefly as a background to the

negotiation of the Anglo-American frade Agreement of 19^* This

Agreement was si^ed only ten months before the outbreak of mr, and

it inrolved an important applioation of the principles of freer» leas
discriminatory trade relations on which the American trade-agreements

programme had been based* Quito i^art from any commercial benefits»

it was important for United Kingdom foreign policy to demonstrate to

the World - and more speoifieally to the Axis Powers - that agreement

with the United States oould be reached in the trade field and that

no ooBBneroial animosity would be allowed to prejudice oo—operatlon on

a wider basis*

Nerertheless» there was a complex mixturo of economic and

political considerations in the British approach to the Agreement»

which it is difficult to separate out*

”***it is probable that political considerations were 
dominant in the minds of the British negotiators* 
Considerations of power polities» howerer» were 
tester ed by the ecomomio inter este of domestio producers •
An analysis of the tariff reduotions made by the United 
Kingdom will show the extent to which the British 
negotiators were willing to disregard eertain prirate 
eoonomio interests”* 1 1 0

109 *1he British Oommonwealth and the future”» op* oit*» p* 186*
110 Carl Kreider» "The Anglo-Amerioan Trade Agreements A Study of 
British and Amerioan Oommeroial Policies 195^1959*» Prinoaton 1945»
p* 6 *
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Zn tkBj «rant» th« principal foraign-poliej Talna of tha

A^reanont wottld hara baan nagatlTa* Zn aone aaaanra, tha i^aaaant

WBij hara ihoim that an aoonomie allianea batwaan the two daooeraoiaa

waa poaaibla, bj tha application of aoat<-faTonrad>nation, modemta
tariff mlea, aa contmatad vith tha eoiqplaz, diacriminatorj a/atama

of tha Asia Povara* Per tha moat part» hovarar» tha ooneluaion of

the Agraamant and the naintananca of eomeroial amity batvaan the

two damocmciaa maraly left tha vaj elaar for friendly relatione at

other, inclnding political, larala, and aroided tha creation of a

point of conflict which conld hare been damagingly ai^loyad by the
opponanta of an Anglo-American alliance. Zn abort, it ia unlikely

that "the agraenent eonrineed Oamany and Italy of Anglo-American

aolidarity. bnt Oamany and Italy would aeercaly hare concealed their
111

Jnbilation if negotiations had failed". With this limited 

political m i n e  in mind and althon^ they may hare made some on- 

caaaiona for political reaaona, it aaama elaar that tha Britiah
112

negotiators were throng^ont intent on aaenring tha beat tariff bargain, 

probably within the aoraawhat m g n e  political framework that their 

demanda ahonld not be preaaad to anch a point that negotiationa might 

break down. Bran thia, of eonrae, waa an iiqportant refinement of tha 

cruda political argnmenta adranced in faronr of the Ottawa Agraamentas 

but it waa a moat uncertain background of aoonomie co-operation aa eo^ared 

with the intanaity of tha Anglo-American economic alliance after 1945*

111 Ibid., p. 34*
112 Vote, for axaiqpla, the atatamant by tha Praaidant of tha Board of 
frada in the Houaa of Oommona in June 193^ that "it waa.. •uaalaaa to 
concluda an agreement in w h i ^  one aide alone mekea all tha eonoaaaiona" 
(quoted from "lha leenomiat",)l8 th June, 193S* P* ^4^*
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In oonoluslon« it* nay be said th&'t Bri'tish oos&aroial 

policy» like inroabaent policy in the Intar^aar period, ^owad 

no strong» oonsiotent, and informed preoccupation with foreign 

policy* For the meat part, welfare oonaidorations ware pre

dominant, altliou^ it Bathed that in the last year or two be

fore the outbreak of war, ooamaroial policy, like inTestmant 

policy once again, was beginning to show a eloeurer recognition 

of political factors* The ec^hasis on welfare, it rai^t be 

noted, tallied with Britain's assessment of her seoxirity position 

between the wars* homedlately after 1913, there were some 

continuing fears about security, and the Safeguarding of Industries 

Act, for example, reflected these fears in commercial policy* For 

most of the 'twenties and 'thirties, however, Britain was oomplaoent 

about her seourity with the result that economic policy in general 

oould be decided on the single basis of welfare* Sven whan oom- 

plaoeney was disturbed after the middle 'thirtiee, the foreign 

policy of appaasement oalled, not for eoonomic policies of 

resistance and discrimination, but for policies of atteo^ted co

operation which oould be loosely regeirded as an extension of the 

policies of welfars already being pxirsued* Only when appeasement 

began to fall into disrepute was an aotive forei^ soonomlo policy 

aimed at enhancing relative power oalled for, and, to a limited 

extent, it wao then imp lamented*
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PoaVliar BKoorlenoa»

At the and of World Uur Ilf Britain's balanee-of«payments 

position sseraed to make some reeourse to Bohaohtian praotices un« 

aroidable, although Britain mas ooomitted, especially through 

agreements with the lihited States» to eliminate these practices 

as soon as possible* Beyond discriminations for balance«of« 

payments reasons» howerer» the assumption was that there would bo 

no distortions introduced into Britain's external economic policy 

beoause of» for example» foreign policy* Ihis assumption « despite 

the recognition that there would be a continuing need for orerall 

goTeznment control of the domestic economy and of external economic 

relations « underlay British asceptance of the Mutual Aid Agreement» 

the UNNRA Agreement» and the rarioua Bpeoialised Agency Agrsemwits* 

blether the assun^tion was based on a deliberate disarowal in 

principle of a discriminatory foreign economic policy or on a be

lief that there would be no major political frictions in the post- 

weur world is difficult to say* But a non-di a criminatory fpreign 

economic policy would be logical and safe only if there were no 

serious threat to Britain's national secxirity» or if» as with the 

SoTiet in the inter«war period» Britain were likely to gain in 

foreign-policy and defence potential» rather than lose by 

uniTersally^aoospted policies of non-discrimination*

Professor Jewkes has written that:

"•••the labour Oowemment when it came into power firmly 
beliewed in freer world trading and showed considerable 
ooiirage in seeking to foster it* It is true that 
immediate British interests coincided with this policy*
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The traditional d^andonoo of Oroat Britain upon 
axporta had boon inoreaaod by the loaa of some 
inroatmonta during the war* lha aonditlona 
attached to tha American Loan pledged Britain to 
aultilateraliam willy-nilly* But no one could 
doubt the h i ^  motivea of the Britiah OoTemment 
whan they opted for freer world trading*
Ihua Sir Stafford Orippai

Zfy on a baaia of aelf-defenoe and timidity» 
trade and financial reatriotiona of erery kind are 
to apring up again» we i^ll all be the aufferera 
howerer auoh we try by eoonomio and finauoial 
derioea to protect our own people* The oumulatire 
deapair of reatrietioniflm haa prored itaelf the 
worat friend of the maaaea* • «and haa been a power
ful factor in bringing about the erlaia of war* ito 
muat do aoaething better» more oouragaoua and more 
InaginatiTe after this war than waa done after the 
laat"* 115

The financial oriaea of 19^7 and later forced Britain away 

from thia queat for a freer trading world into a policy of intanaiTe 

reatriction* But even ao» the hope remained that the period of 

reatriction would be temporary» and the policy itaelf waa motirated» 

initially at least» not by foreign policy but by economic pressures* 

Howerer» coinoident with Britain’s financial difficulties oame the 

deepening Anglo-American political breach with the SoYiet* As a 

result» Britiah eottemal eoonomic relations have» since 19^7» become 

increasingly marked by restrictions from two aides* On the one 

side are balance-of-paymenta restrictions and on the other foreign- 

policy and security restrictions» some deliberate and the rest passire 

by-products of Western foreign policy*

1 1 5  John Jewkes» "Ordeal by Planning"» London 19^> p* 251*
The Statement by Sir Stafford Orippa was made on r̂d October 19^«
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Ihr^a main steps hare brought British policy to this

position« Iho first was British participation in the Buropean

HeooTory PrograsLuo; the seoond̂  the series of eoononic and
political alliances which the United Kingdom concluded after

1 9 4 7 ; and the third» the dsliberate reduction of economic

contact with fiastem fiurope«

3o far as the jSuropean RecoTory Programno is concerned»

Mr« Berin» along with the French Foreign Minister (M* Bidault)»

tried to bring the SoTiet and other Bastem European countries
within the scope of the Programme« The claim may haws been

wholly sincere that it was n̂uoh to the regret of the OoTemments
114

of France and the United Kingdom” that the SoTiot could not join 

them in responding to the United States on Mr« Marhhall*s proposals« 

Oertainly» the economic disadwantages arising from the exclusion of 

Eastern Europe would hawe been one cause for British and French 

regret« Ihe Oommittee on European Bconomio Oo-operation which met 

between July and September 1947 acknowledged as one of the principal 

oauses of European economic difficulties the "physical devastation 

and disruption in iestem Europe and in the principal food and timber- 

producing sones of Eastern Europe» which» together with the dislocation 

of the European transport system» caused a temporary paralysis of
1 1 5

production in irfsstem Europe» Including Qermany”. "The devastation

ll4 (General Report of the Oommittee on Europecm Economic Co-operation, 
Paris 1 9 4 7 » P* 5*
11^ Ibid«» p« 4«
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in Bastem fiurope”» said the Oonmittae» "out off a major aouroe

116
of food and timber”* Ihere was therefore a soimd eoonomlc ease 

for assisting the reooTory of fiastem Buropean production and for 
bringing together the needs and resourees of Bast and infest*

Outside the fiuropean Recorery Programme» the United 

Kingdom reoo^iised the ralue of trade with Bastem Burope to its 

own economy» and concluded trade agresmonts with the Soriet» Poland» 

and other Bastem Guropean countries» both before and after 1 9 ^7 * 

"The OoTemment”» said the Ghainsan of a large British eocport firm 

in 19^» "hare always done everything possible to encourage SKports
117

to the U*3*3*R*" In the first year of the Buropean Recorery 

Programme» Mr* Hector McMeil told the Third Session of the Ckneral 

Assembly thati

"•••His Majesty’s OoTemment was extremely anxious to 
see a development of / t rad^ exchanges /between Bastem 
and Western fiurop^; •••the United Kingdom» like all 
other peirticipants In the Buropean Recovery Programme 
and like the Administrator of the Programme himself» 
was of the opinion that the success of the Plan depended 
to a large extent on the resumption of trade exchanges 
betwemi the West and the Bast of Burope”* 116

Nevertheless» the Bastom Guropean countries having been left out of

G*R*P*» there was an almost unavoidable tendency for trade with

Bastem Burope to become marginal* Ihe close and continiious

consultation which developed between Western Buropean countries on

0«B*G*G* tended to induce each country to seek out» to the maximum

116 Ibid*» p* %
117 Ghairman» Messrs* Graven Bros* Ltd*» "The Times”» ^th Beptember» 1 9 5 0 .
118 Official Records of the Third Session of the General Assembly 
Part I» Second Gommittee» Summary Records of Meetings» 21 September-26 
November 19^» p* 206*
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poflfliblo dograe, its lii^ort noeda and it« «ocport oarketa in ^a«tarn

Airopo* Almoat aa a laat raaoi*!» thaae oountriea tui*nad to Saatem 
119

ftiTope. It is difficult to aay whether the United Kingdoa waa

deliberately unconatruotlTo on, for CKample, S,O.E.»a Oonmlttee on

the Oerelopment of Trade; but, in any erent, there waa not the

Ineentlre within a body of that type to expand Suropean trade that

there waa within, for aocan^le, O.E.E.O*, and, since moot trade

would take place on a goremaent-to^goTemment baaia or within the
framework of a detailed goTemmental agreement, the Oommittee waa

reduced to futility by political diatruat* Outaide the Oomittee

but within the aponsorohip of S*C.5., a limited agreemont <xi export

of aastem Suropean grain« to the iifoat waa concluded in Norember I9 5 O

Here again there were auapiclcna that the United Kingdom OoTemment

was unwilling to co-operate wery actively in the expansion of ^«t^

î eat trade, except on the baaia of strictly bilateral negotiations

with Bastem Buropean countries; but in the case of the grain

agreeiaent there seem to have been especially ootmd reaaone for
120

British inactivity*

The trend already established by O.B.fi.C. to dininlah «ieatem 

economic contact with Baatem &irope, has been confinsed by three

1 1 9  Hote the report of 6th Kay 1951 • which might be exaggerated - 
that Danmark, despite a critical shortage of coal and oonae<iuent 
large-scale unaaploynont in her heavy industries, has refused siq)plies 
of coal from Poland* "Poland has been pressing Denmark to buy Silesian 
coal, in exchange for which she would buy Duiiah-built ships for her 
flallio fishing fleet* But the Danes, aa members of the North Atlantia
Traa^ Orcanisation. ^ p e  not be obliged to ̂ expand their trade with 

»t-dominated State* ("Ihe Sunday Timea", L^don, 6th May, IS^I).any Soviei
120 "Ihe Bconomiat* of 2 5 th Noveaber I9 5 O report^ that: "The Brltlah 
went to Oeneva with BOO, 0 0 0  tons /of coarse grain^ar
toeir reticence nay count for once as an laiaixed virtue* uut tnere was some
tendmey among the Oontinentala to oonatrue their motives as the usual desire to stand aloof frena a iiiuropocui venture* (p, 8 7 5 )*
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oth#r major agroaments botwaan the United Kingdom and other oountrlea 

of the Kiaat. firstly, Britain•• refusal, after ilorld dar I, to form 

an aoonomio allianoa with franoa ìmls not repeated after 19^* Article 

If of the Treaty of Dunkirk, sigied by Qreat Britain and France on 4th 

March 194?» proTidedi
"Bearing in mind the interests of the other members of 

the United Nations, the High Oontraoting Parties will by 
• oonstant consultation on matters affecting their eoonomic 
relations with each other take all possible steps to promote 
the prosperity and soonomio seo^urity of both oountries and 
thus enable each of them to oontrlbute more effectlrely to 
the economic and social objectires of the United Naticms”»

On a number of occasions, the United Kingdom extended financial

assistance to France, and an Anglo-French ficoncoiic Oommlttae has held

frec^uent meetings in the last foxir years* But, under Article I of

the Brussels Treaty of 17th March 1948, this Anglo-French soonomic

alliance was extended to include Bslgim, the Netherlands and Luxembourg(

Article* 1 of the Brussels Treaty reads

"Oonrlnoed of the close community of their interests and of 
the necessity of uniting in order to promote the economic re- 
corery of fiurope, the Hij^ Oontraoting Parties will so organise 
and co-ordinate their economic activities as to produce the best 
possible results, by the ellitiliiatlon of conflict in their economic 
policies, the co-ordination of production and the development of 
coomercial exchanges*

Ihe co-operation provided for In the preceding paragraph, 
which will be effected througjh the Oonsultative Oouncil referred 
to in Article VII as well as throu^ other bodies, shall not 
involve any dxi^lication of, or prejudice to, the work of other 
economic organisations in which the High Oontraotixig Parties are 
or may be represented but shall on the contrary assist the work 
of those organisations"*

Finally, the North Atlantic Treaty of 4th April, 1949» extended the 

economic alliance to almost the tdiole of rffestem Burope and to the 

United States and Oanada* Article 2 provided that:



”tlM PartlM vUl •omtrllmt« toward tlio f̂ urtkor 
dawolepMit of poaaofwl aad farioadljr iatoraatlonal rolatioao bjr etreî tkoBlag tbalr fioo laotitatloao» bj 
brli^iac about a bottor aadorstaadiai: of tbo priaolploo i^on wkiok thaoo iaotitutioas ara foaidod» and bj proMtiac ooaditloBo of otabilitj aad volL-boiî :. Tkmr 
will aaok to ollaiiaito •oafliat in tkelr lataraatioaal aaoaoaie pollaiea aad will aaoaarago aaoaaaia aollaboratioa 
batwaam anj ar all of thaa".

fhia wat the pooitira ilda of Britioh foraicn aaoaoaio poliejs 
eloaa aollaboratioa with tha Vaatara allies. As already saggastad, it 
iavolwad, as a eorollair» a atroag taodancy for aeoaoaic aoataat with 
Saatara Baropa to decay. But British policy, thoagh In this 
partietdar it has baea lass aactraaa than tha policy of tha United 
States, has also iaaludad dalibarata action to radoca tha flow of 
goods batwaan Bast aad Vast.

Wot tha aost part, howavar, eiranastaneas aaaa to hare forced 
this on an anwilliag British Oowamasnt. Iota has already bean taken 
of tha sarias of coBaareial agraaaants and contracts whi^ tha United 
lingdoa conclndad with tha Soriat and other Bastam Bnropaan ooantrias 
far tha sale, aapacially, of aa^nary and other nanafactarad goods, 
aad tha pnrohaaa af, principally, graina and tiabar. As political 
diffaranoas batwaca Ihiat and Vast hawa intanaifiad, tha tendency has 
bean for tha Tolnaa of these azchai^s to cattle at a ralatlraly low
lawal compared with pre-war years, and for aimaal agraeaants to glra

%

way to ad hoc, lass oaqprahansiwa contracts. BcTarthalass, a 
considarabla Tolnaa of trade has contlnnad to flow and, as lata as 
loTcahar, 1 9 5 0 , it was aanaanoad that a new "oontract for tha siqpply 
of 800,000 tons of Bnssian coarse grains in sight nonths froa Baccabar 
1 has bean signed between tha Ministry of leod aad tha Sowiat ss^rtiag
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121«C«ikt7 ”, and that **tha torial «sportinc aî a&ey haa taken ̂  the
option under the oontimet for 1 5 0 , 0 0 0  etandarde of tiiher eic&ed

121
in the eneer to etq>pl7 an additional 5 0 * 0 0 0  standards"• This
newspaper report also noted, siipnifieentlj, that p̂axaent will he

l a
Bade in sterlind", and **no restriction is iaposed on what aaj he
honght for the sterlinc other than the eacistin̂  list of stratsfio

l a
Coods restricted on security croxmds"* On this point, *The 
leonoaist* eoBBented that!

"Coarse crains cannot he considered a strategic Bsterisl 
and therefore Britain is quite free to trade with Bnssia in 
then. But It Beans that Britain will prewide Bassia with 
sterliag that can he need to yyoj tin, rwibher and wool”« 122

This ccBsmt illBstrates oensisel/ the hesitant nature of the
Iritidi approach to trade with the Beriet. the growing tendeney
has been, net to dwell em any welfare gain likely to aeerue fron
any proposed erohanges with lästern Bwrope, hut rather to look
seardhingly for any pessihle inpedinent they nl^t entail for foreign
policy or defence. Although Hr.AtUee has said, in speaking of Ihiited
XingdoB trade with Bastem Borope, that "a whole lot of trading goes

123on i^ich is outside the control of the ioremBsnt", this hesitancy

121 "Daily felegraph", London, 7th Bore^er, 1990*
122 "The loenoBist", London« llth BoTcaher 1950* p- 767- is not 
elesir what "The Beononist" nsant hy inplying that Britain ni|̂ t not he 
"quite free" to Ìjq>ort oertain goods fron Bnaeda. There would seca to 
he no ehjection to ohtaining cren gens and aeroplanes froB Bnasia, if 
Britain «anted then, thè Busslans vould ss^ly thea, and ne undue 
dependence on Buasia for future sapp̂ lre were iarolred. The ohjeetien
would cono only if Britain srqpplied guns and aeroplanes to Bussia* I n  
any erent, Britain is stili "quite free" to inport what she likee. If "The 
Xòonoaiet* had Dbited States pressure im niad, it niî t he noted that thè 
TLiited States bas hersslf reeently iaported froa lossia largo eoasigniiquts 
of such wital strategie naterlale ae nangaaeee and chroae ore.
1 2 3  Houee of Oonnons, 12th Septonber 1950, Haneard fol. 478* Oolunn 983»
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on forolf»-polle7  and dofoneo in̂ nndo is 1 1 1 0 0 1 7 la f^mX to 'km 
doeiolTO, in present eonditions of general goreraaental eentrel 
of trade» in dataminins tba toItobs of United Elnedoa exchanges 
vltk lastem Btirope.

Flm seonrity restrletiens are already in force. On l̂ th 
fhbroary 1949* the President of the Board of trade aanonneed a systea 
of control an aaqports to Bastem Bnrope. In SeptaiA>er 195®t Be told 
the Honse of Ooamona that!

•...Ve took the lead a year ago in nakiivs arrangeaonts for 
oonstant oonsnltation with other eotnitries on this natter 
of eontrel of ciports ef strateglo mine» and» as a resnlt of this eoBsultatlon vlth the conntrles oonsemed» ve ham 
draini xtp naintaixMd in force two expert csntrol lists, 
fhere Is List 1» which now eorers 119 Itens» InclTidlng aotal-werklng naehlnery» chcnlcals and so cm» of which exports to the Soflet hloe arc prohihitsd. Idst H  comrs 
goods whi^ are snbject to q:oBmtitatim control. A trickle 
of supplies is allowed in this ease» related to idiat enght 
to he the nomal peaoe-tins elTilian nse in the eonntries 
with which we are oonoemed* lítese lists are constantly 
heing anended or extended.

In the last few days we ham heen disenssing with other
eonntries concerned the addition of sooe ̂ 9 items for com
plete prohibition and 4 9  items for qmntitatim control.
Many of the goods which we discussed are already subject to 
control in this country» so if intsmational agresmsnt is 
rsadhed we shall hs adding to our list a nutóbar aomswhat 
smallsr than will hs added hy ether eountrlss”. 1 2 4

This issue had haen raised hy Nr. Qhnrohill» after the outhreak
of fighting in Korea» in a hroadcaat of 26th Anguat» 195®* had
aaked the Oomraaent "to atop the eiqport hy any firm of machina tools»
XHLsssl engines and the liha to Soriet Bnasia and other countries behind

125the Iron Ourtaim”. A week or so later» Nessrs. Oramn Bros* htd.»
one ef the largest British eô ortsrs of machine teols» out in

1 2 4  Houae of Oomnona» l8 th Baptemher» 1950t 
eolumaa 1 5 6 8 -I5 6 9 .
1 2 5  ”1he fimaa*. London» 11th Baptsäbar» 1990

Tol. 4 7 8 »
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•troiiC export of Kr* (Shnr̂ tiU, a elrorauitaneo which ioieoastTatoo tho
oaoe vith vhieh ftoanrit̂  oxport rottrietionf or otoo aero ooiRprohoasiTo
•eonMlo oaneiloM or oaononio bloekado nicht ho î potod within a fall*
aaplo/ment oeonoa/« whoro thoro io an ahnndant local and friondljr •*-
port daoaiid. Tha Ohairaan Of the Oompmnj vat reported to hare eaid that
**f or two /eara the eoapansr has aade stronc representations to the
Ckiramaent nrcioc the Ties that the oontinsed snpply hj Britain of
saline tools and other war potential to the 9«S.8»B. and its satellites

126is in feet oras/̂ * The Conpaajr's readiness to adept this attitude
vas detendned prlneipallj, as the Chaiman aeknevledcod, hj the faet
that if aaehine tools ware st̂ plied to Bastern Inrope» part of the

126
deaand în friendly oosntries and the Ooflsnemrealth* wonld he left 
nnsatisfled» In any ease, nnehine>-tocl exports to Bastom Bnrope had 
already declined severely eoepered vlth pre-war. On 11th Septesd>er 
1930« *^e Bines* noted that!

*The Tolnne of thiited Xlncdon exports of naohine tools sinoo 
the war ban* in faet« Been triflii« im eonpariaon vith the sales which k^t naay flms in the British naehlne tool 
iadostry alire in the sltaq>s ef fifteen years aco* In 1949 
this cotmtry exported more than 4 3 »9^  of naehine tools« of tdiieh 7 ^ 4  ̂ ons vent to the Boriet Thiion* The oosparahle 
ficeres in 1 9 3 & were 24»100 tons and 10,100 tons*. 1 2 7 «
Xn his response to Nr. OhnrehiU« the Prine Minister an

assnranee that tha OoTomiBent votdd carefullysorotinise exports to the
SoTiet« hut he insisted that *it has never heen our policy ho sot tp

1 2 6  *The Bines*« london« 5 hh tspteihsr« 193̂ *
1 2 7  *Bhe Bints*« London« third Leader« 11th B^tesher« 1 9 3 0 . there 
ves a suhstantial increase in exports of Briti^ naehine tools to the 
Beriet in 1 9 3 «̂ thouĉ  they were still very far short of the pre-war 
leml.



am XroB Onrtalm batw a n tb» Vaatarn and laatarn aomatrlaa ef Bnropa
1?8

in tradiai^ ami t a r a X a t a r  la tha lonsa of Ooaaoaa» tha Praaidant 

ef tha Board ef Trmda, la dmriag atteatiea to *tha ^rara eeaaeqmaaoaa 

\ùktéh woald aadeeibtedlj raatdt frea aa/ attaapt te pat ma irea aurtain, 

a ceppiate irea emrtaia« ea tvada hataaaa laatera a&d Weatara larepa”, 

amidi

**..*tba Boaaa ahoald ha aadar ao Ulaaioaa that if va ara 
aariovalx to eeaaidar pattili atratacieal aatarlala

veci aad raibhaxj - althoai^ thephreae la thia aeatazt 
la alaett aeaainclaaa - aadar aaèh a fora ef oeatrel aa to 
daa7 thaa to ]>artiealar eeaatriaa thla voald aot aaaa 
eloaiac fraa aarkata; • • *hat it voald aaaa alee that aetioa 
of thia kiad voald ha taataaoaat to aa ooeaoaie hlo^pada 
acaiatt a r̂oxip of eoantriaa vith vhoa va bava had» aad 
etili haTo, aataall/ adraataaaoaa tradiag ralatieaa aad aho 
bara haaa, aad ara todaj, daliToriac to thia eoaatrx aab- 
ataatial qaaatitiaa of at laaat oaa aatarial of vadoabtad 
atrataaie valaa*

'*natbar9 vool« rahhar aad other aatariala« lika aaèhiaa 
toola» ara oapahla ef altamativa asaai thap’ orna aarra tha 
pazpoaa ef var, or thè parpoaea of paaoa« raeoaatraetioa aad 
eapital daralopaeat"* 129

1 3 0

fkera, ao far aa oaa ha ^therad» tha mattar raatadi

Thiitad Xiaddoa aiqE>orta» ao far aa thaj had a *aaoarltj** iaportaaaa, 

voald ha raatrietad or arohihitad, hut» hapond that, thara voald ha 

ao fall->aoala aoeaoaie aaaotieaa or aooneaie hlookada.

I
1 2 8  Broadoaat ovar B*B*0. oa 2aá Saptaaibar 195̂ * aa reportad ia "Iha 
Simday flnoa*, Loníon, 3 d̂ Saptarahar, 1 9 5 ®*
1 2 9  Eoaaa of Oeaonoaa, l8th Saptaahar, 1 9 5 ®» Haaaard Tel* 4 7 8 » ®ola*
1 5 7 ^ 9 * Bha phrasa in tha aarlier parâ raph ahcald preaaaahljr raad 
"...thla voold aot oalj »aan eloaiaa fraa aarkato**«*
1 3 0  Vota that aarlj la Max 195̂ » thara vaa praaaara ia tha Eoaaa of Ooamoaa for tiî tar aontrol of rahhar aad othar aiq̂ orta to Ghiaa. fha 
ôTaraaaat annoaaoad that aerara raatrietioaa, thoiŝ  aot oô plata prohihit- 
lea, oa rtíbher exporta had already haaa iapeaad, and that othar exporta, ha- 
joad anaitioaa aad othar c<̂ oda for diraot ailitary uaa, vara halas earafnllj 
ooatrollad* B7  thia tima, of eoaraa, Britlah feroaa had haaa fi^tiac 
<̂ iaaaa araiaa ia Voraa for aoaa aontha, althooé̂  thara vaa taohnleally no 
var vith Ohiaa itaalf, aad Britlah axport eoatrela vara tharafora amarar^  aotiratioa to a va^iaa tbaa a paaeatiaa hlô oada*
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In a oonfuaod myp this had beooma the iaaua behind the Oomxoona debate.

As *lhe Times” put itf it had become

"•••the issue of eoonomio blockade itself - azT extremely 
grave act of State which could only be taken in concert 
by the Atlantic Powers after the gravest forethoughts ••
Today it oan be argued - and it is argued for purposes 
of blockade in war-time - that all goods sent across the 
frontiers are of *key importance for strategic purposes. *
Ihe purpose of trade between either individuals or nations 
is the exchange of desired goods or services for other 
goods or services less desired* In international trade 
both parties to the transaction derive benefit from this 
filling of the deficits of one country from the surpluses 
of another» and are thereby better fitted to pursue their 
national aims* This country has until now - within safe
guards * been ready to live and trade with all who live at 
peace with it* If one nation sufficiently mistrusts 
another's alms» it will be justified in refusing to trade 
with it at alls and such a refusal ai^^t be regarded as a 
logical development of the present defence policies of 
the other Atlantic Pact Powers* But an eoonomio blockade 
would take all concerned a long step farther along the 
road to open war* And the aim of these defence policies 
- and the deep hope of the peoples who resolutely si;q[>port 
thesi - is that the peace shall be preserved**«aovemments 
on both sides of the Atlantic are bound already to tighten 
up the screening for strategic reasons of particular goods 
sent to Russia and eastern Europe* lAzether t h ^  wish to 
do more depends upon whether» in their view» the 'point 
of no return* has been reached — which will be a sombre 
and fateful conclusion”* 1^1

If however present trends continue» if the Soviet threat 

remains undiminished» and If the United States maintains its pressure 

for thoroughgoing export restrictions by Western Europe» the only 

issue remaining might be not whether to apply eoonomio sanctions or an 

eoonomio blockade against Eastern Europe but whether to give the then 

existing blockade statutory force* Some rough analogy may be found

1^1 ”lhe Times”» London» Leader» 11th September» 19^•



251
in the issue of whether a war should be waged with or without a 

fomal declaration« Uhl ted Kingdom polioyf and espeoially

international agreements to yAxloh she is a party» are already 

tending towards a blockade of fisstem Burope • a blockade of 

capital» of exports (except • end then within narrowing limits - 

of those goods of which friendly» "peaceloTlng” countries hare
1 5 2

taken all they want)» and of lo^rto (except those Which oannot 

be obtained elseidiere» sometimes under credits or grants)« Ihe 

extreme difiloulty of defining what materials are "strategic” for 

aodem war preparations and an underlying hesitancy to promote any 

axahangof:whioh can possibly be aroided could» unless carefully 

watohed» reduce trade to such a tiny flow of non-essential 

oooraodities that the question of ijiqposing an economic blockade 

would become academic«

Ihe diminishing gsp between the present policy and a policy 

cf blockade is in large measure a direct by-product of the agree

ments for economic alliance into which the Uhited Kingdom has

1 5 s The prime Minister said on 12th September» 1950» that "we have 
to take account also of the position of our friends and allies» to 
whom we hare obligations« The House may be certain that wherewer it 
is necessary to ensure the awailability of goods needed for our in
creased war effort or for that of our friends in the Horth Atlantic 
^aaty Organisation» or» of course» in the Oommonwealth» the requisite 
action has been and will be taken" (Hansard» ?ol« 478» Ool 971)« For 
firitain» the blockade of capital for oceuaunist countries is expressed 
in practical terms not so much by a refusal to make capital awailable 
to the SoTiet bloc» but by special efforts» despite Britain's balance- 
of-payments difficulties» to giwe assistance to the underdereloped 
countries of the nonp>floTiet world« The Prime Minister has said that 
"we haws sou|^t with others to help to restore wax^shattered economies» 
to raise the standard of life in the les^deweloped parts of the world» 
to try to remove the poverty and misery which form the breeding grounds 
for Oommunism" (Huisard» ?ol« 478» Ool« 956)« by the end of I9 5 O» 
Britain had also extended credits amounting to B18 million to cominfom- 
blockaded Xxigoslavia«
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entered* An eoonoiiiio allianoa cannot confer special faroxirs on 

one gro\xp of countries without at the same time imposing special 

discriminations against another group* The economic alliance

itself ie an expression of foreign^-policy hostility towards the
*

Soriet Union whichi especially in a period of full €B^>loyment 

and close goremmental control of external trade and paymsntSf
155

leads almost ineritably, perhaps even izii^eroeptibly, to die* 

oriminationsf or sanctions» or» at its ultimate» de facto blockade* 

Sxplicit export restrictions become a final and almost imneoessary 

formal step towards * rounding off the blockade*

iidiile the general lines of British policy seem to lead 

logically and ultimately to blockade» actual British practice so 

far falls far short of such a "sombre and fateful conclusion"* Mr* 

Attlee's statement that the Ctowemment does not propose to apply a 

blockade has a real and practical significance* A considerable
1 5 4

Tolume of useful trade ie continuing» as siiovn in Ikble 6* There 

is an unhealthy unewenness about exchanges with fiastem Surope and 

the rapid expansion in the value of British trade as a whole is not 

reflected in the Eastern fiuropean figures* There is also the point

1 5 5  Hote that the "Economic Survey of Surope in 19^9" comments that 
one reason "for the failure of east^west trade to recover or to show 
promise of future development lies in the complete absence of any 
common and agreed approach to the problem by eastern and western 
Surope* This arises in part from the inadequacy of the passive 
attitude to the problem ocmuoonly taken by western European countries 
in place of the active measures that would be required to promote 
trade" (op* cit*» p* 9^)*
1 5 4  For example» Russia was the largest single market for British 
generators in 1950» taking over 55 cent of total exports*



2?5
Uoltad Kingdom Trade with Saotom Surop# 

United KingdoB Importa 
(£ Stg«9 o*i«f*^

T9IB"Oountry 2 ^ 1220

Ghrains fo Flour j 
Animal Fe^l|Ag-
Wood A Timber

4,166,285s 21,652,128
1 5 6 ,1 9 7 «

5,625,506| 1.557.2V»

4,155,624
6 8 3 , 2 2 5

; 4,9!tó,_923

: 1 5 ,5 1 7 , 9 2 6

3 0

1 0 ,442,364
Total U*K«Inq>ort8  
from the Soviet

2* Poland 
 ̂• Jsaclio 8 lovakia 

A* Roimuinia 
Bulgaria

6 • Hungary : 
7* Tuzoslavia

1 9 .4 9 8 ,6 1 8 ' 2 7 ,1 2 6 , 0 1 0  

9 ,5 5 9 ,3 5 2 ’ 8, ̂ , 8 2 1  
6 ,9 4 5 ,4 5 1 ' 6,428,654 
5,857,960 ' 3,277.914

5 0 6 ,6 5 5 ' i4 o , 0 6 8  

2,%0,411' 6 ,0 9 3 , 0 1 0  

2.465.978 ' 4,578,575

= 16,051,485
' 1 4 ,8 5 9 , 2 5 6  

2,260,948 
' 1 ,953, 1 2 5  

1 6 0 , 3 0 2  

' 6,803,966 
' 1 1 ,8 6 5 , 1 7 9

5 4 ,2 2 5 , 9 2 6

19,164,030
8,782,197
509,708
35,165

5 7 4 , 2 7 1  

___ 11, m  4 5 6

9«.651.252 ' 5 5 ,9 3 6 , 2 5 9  ' 7 4 ,5 6 6 , 7 5 1

Ibtal United * . , ‘ '
Xinedom Imoorts ,919.508.955» 2,078,0 4 0 ,4 5 5 1 2 ,2 7 4 ,158,2^0 * 2,602,945,596

1
United Kingdom &>cport8 

Ci St£«»
1. Soviet

Machinery^ in
cluding 

Machine Tools 
Generating Sets 
A Generators* 
Iron & Steel 
and Manufact
ures thereof

5,548,2^; 5,536,779 

^ 4 ,9 9 3 ; 475,855

6 ,5 4 0 , 9 3 8  

4 7 7 ,185

9,995,682

100.242
Total U*K.£i^orti 
to tlie Soviet 

2 • Po land 
^* Czeoholslovakia 
4* Roimania 
^* Bulgaria 
6* Hungary 
7* fugoelavia

17,407,017 : 7,078,995 
7,473,680: 1 1 ,3 9 5 , 7 6 7

2,838,632 : 7,224,238
l,4o6,008: 9 3 9 , 1 0 9  

3 4 5 ,4 4 9 : 5 9 0 , 6 2 3  

661,041: 2,516,468 
1,366,772: 2 ,9 9 1 , 5 1 0

1 0 .5 5 5 , 5 2 5
10,806,485
6, 1 0 6 , 1 3 7

2 ,3 6 6 , 7 5 1  .
772,804 : 

4,682,878 : 
4,322,548 :

14,207,983 
7.9 7 6 ,358 
5.048,579 
1,592,887 
487,402

1 ,9 4 7 , 6 5 5
6 ,8 6 9 , 5 0 8

Total 7  Sastem i
iiurooean Countries s 31« 496.999: 32« 734.712

•
•

3 9 .3 9 1 ^ 1 0 6 : 57.929.950
Total Unitod Kingdom:
^ o r t o  _ =552. 279.966:1,646, 495.096

:
1.844.445.192 1 2.255.048.583

Source: AniiUal statemont oi* the Tirade of the United Kingdom with British 
Oountrios and Foreign Oountries, 1959» Vole. I and 17; and 
Accounts Relating to Trade and Navigation of the United Kingdom, 
1 9 5 0  and 1 9 5 1 ,

1 Includes ra-exports*



that muoh of tho trada to the end of 1 $ ^  dopendod on agrofcienta» 

notably with Poland» ooncludad before the pressure for control of 

Sastem fiuropean trade beoame intense» so that there m i ^ t  be a 

sharp fall in the Talue of exchanges when existing agroemonts 

expire* Nerertheless» trade ohannels are still elearly open» and 

British export restrietions hare been drawn up with oare and 

discretion* Britain's dependenoe on international trade» her 

liberal trading traditions» and» it must be added» a strong dis* 

inollnation to take extreme political measures are important elements 

in her approach which stop policy short of blookade* This is true not 

only for Britain herself but also for parts of the Sopire* For 

example» eren in the present eonditions of olose goTemm«rital economic 

Control» it is extremely diffioult for Hong Kong to apply sanctions or 

a blookade against communist Ohina* A commentator has recently 
writtm that

"•**the weakness of schemes for economic sanctions /is t h a ^  
an almost imperceptible loss for one nation imposing sanctions 
may be a crippling blow for another. A slight InoonYenisnoe 
at this and may mean stark ruin for traders in Hong Kong*

****no scheme of compensation in such cases has erer been 
projected* It explains why prerious attempts at sanctions 
hare broken down» and it explains the latent hostility to 
such proposals» whaterar the political and other merits of 
the cause at issue** 1^

For the most part» full employment and olose governmental oontrol 

of the economy provide the neces.sary compensation to f i m s  and 

individuals within the economy lAio m i ^ t  otherwise bo ruined by sanctions
156

155 Article by Mr* Oeorge Schwarts» ■The Sunday Timas*, 28th January» 1951.
1 5 6  An incomplete» but aignlfleant analogy can be drawn with conditions 
during time of war*
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that explains i«hy firms which depended on the Soviet urket during a 

period of slump have been pr^ared to advocate increased restrictions 

on export of their own products to the Soviett after a prolonged 

period of boom» Purthormore» the habit of asoietanoe between members 

of an economic alliance is likely to even out the uneqxial saorifioea 

which sanctions would otherwise is^oso on the different applying 

sountrios* Thus, Oil ted States aid under the Suropean Recovery 

Prograacne was probably greater than it would have been if Weetem 

Surope had hastened its return to oquilibriua in International payments 

by an all*out drive for restoration of trade with Sastem Suropean
157

oountries*

Nevertheless, it still remains true that sanotions against 

Ohina would be a very mueh more desperate measure for Hong Kong than 

for the United Kingdom* It is similarly true that "sanctions” against 

Eastern Surope have been more serious for the United Kingdon than for 

the United States* In large measure, this explains why the export 

restrictions iBqpossd by the Ihiited Kingdom and other tifestem Suropean 

oountriee have been much lees severe than the Amerioan controls*

1^7 Note tJiat K*'»ii'* Rothschild writes that "Austrians exports are today 
mors oriented to the Vest than they were before the wv***)Aiile the 
changed demand pattern which planning has brought to pastern Buropee^ 
oountries nuet mean a penaanent oloeure for some of Austria's traditional 
exports to these areas, prospects for other goods, as for instance for 
the products of the important engineering industry, would seem to have 
become brighter^ But the export of these products to Sastam Surope is 
discouraged under the Narehall Plan, while Austria has only limited 
opportunities of selling them in the Vest" ("The Austrian Sconomy since 
19^", London 1950» pp* 7*^71 )• Any losses which Austria might suffer 
from this loss of maikets is, of course, more than offset — and will al
most certainly continue to be offset for scmie time to come — by the large- 
scale assistance extended by the United States continuously since 194^*



Althoii^ United States traditions to allow free enterprise to 

find its own greatest reward and to apply noa-diseriaination 

in external econonio policy hare been at least as strong as 

in any tfestem fSuropaan eountry» the lesser importance of 

international trade^ and especially the rslatire unlr^rtanoe 

of ooBcmmist markets, to full soployment of United States 

labour, nanagsment and capital, hare made it much easier for 

the United States to in^ose serere socport restrictions against 

ooianunist countries, and to adroeate formal sanctions against 

communist Ghina* Mith that in mind, we may go on to trace the 

extremes throx;^^ which United States policy has passed in the 

last thirty years*
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6« The United State»*

After I9 IÔ» the prorailing tanker in the United State« 

faroured a. return to isolation and to prewar eoonoiaic praotioe«* 

President Harding went to the iiAiite House at the end of 1920 on 

the slogan of "Return to Nomaloy*« At Boston on l4th May» 1920» 

he had said that ”Amerioa*s present need is not heroios» but healing; 

not nostruasy but normaloy; not rewolutiony but restoration; not 

agitationy but adjustment; not surgeryy but serenity; not the 

draxaatioy but the dispassionate; not experiment, but equipoise; not 

submergenoe in intemationalityy but sustainment in triuoq)hant
I5 Ô

nationality"; and erents during the 'twenties seemed to justify this 

policy* On 22nd Ootobery 1928y President Hoorer was able to tell a 

gathering in New York Oity that "by adherenoe to the principies of 

decentralised self-gowemmenty ordered liberty, equal opportunltyy 

and freedom to the indiTidualy our American experiment in human 

welfare has yielded a degree of well-being unparalleled in all the
1 5 9

world"*

Within a yeary the United States faced economic disaster* ^

the time of his First Inaugural Address on 4th Narchy 1955» President

Rooserelt was confronted with a situation in which "a hoot of unemployed

citizens face the grim prospect of existence, and an equally great
l40

number toil with little return"* Under the impact of the crisis.

1^8 "^eeehes and Oocvsnents in American History", Yol* lY: 
£<iited by Robert Birley, London 19^2, p* 5^*
1^9 Ibid*y p* 89»
1 ^  Ibid*, p* 9 6 *

1914-1959»



part by dlroot reoruiting by the goremnent iteelf» treating the 

tadc ae we would treat the eaergenoy of a war, but at the aame time

^ . 1 ,  U

•tlBulate and reorganise the use of our national resouroes*« Iho
1

inspiration for the Kew Deal was wholly soonomio, but from it flowed 

the habit of gor^rnaental intarrention and control^ which made more 

feasible» in a new international situation and outlook» the polioy 

of *total diplomacy” proelaimed by Dr* Dean Aoheson sixtemd years later* 

Howerer» neither immediktely nor at any time during the inter

war period did the United States allot any Tory aetiwe role to eoonoeLio 

polioy as an instrument of foreign policy* For the most part» she 

eontinued to insist that economic polioy should follow a nonp*disoriminatory 

oo\tfse free f r ^  foreign-polioy intrusions* For example» when» in 19^8» 

Japan disregarded the ”Open Door” in China but hinted that American 

pririleges m i ^ t  be restored if the United States recognised a ”new 

situation” and a ”New Order” in Asia» the United States replied in a 

Note dated Oeoember 1 9 ^  thats

”This country's adherenoe to and its adTooaoy of the 
principle of eqmlity of opportunity do not flow solely 
from a desire to obtain the eosimeroial benefits which 
naturally result from the carrying out of that principle*
Ihsy flow from a firm oonTiotion that obserranoe of that 
principle leads to economic and political stability» which 
are eonduetire both to the internal well-being of nations

l4l Ibid*» p* 98*
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and to mutually benofioial and peaoaful ralationships 
betveen and natlona; from a flna oonTiotion that
failure to obaerre that principle breeds international 
friction and ill-will» with eoneequoncee injurious to 
all countries» including in particular those countries 
which fail to obserre it; and from an equally firm 
eonriotion that obserrance of that principle promotes 
the opening of trade channels» thereby making arailable 
the maricets» the raw materials» and the manufactured 
products of the eommunity of nations on a mutually and 
reciprocally beneficial basis”« l42

In this» of coxurse» the policy of non-discrimination was 

itself» in part» the product of imerioan foreign policy; for non

discrimination hamonised closely with a policy of isolation and

neutrality« "Aloofness from the political affairs and eontroTersies
145 145

of tho Old World", and an undoriatlng "eourae of neutrality" m l ^ t

have been best safeguarded by complete economic isolation fron the
rest of the world« Oiven that economic isolation was impossible or

at least highly undesirable» however» the policy harmonising best

with neutrality was one of strict noa-discrimination» for» if the

United States treated all countries alike» there migjht be less reason

for any country or any group of countries to generate political

hostility towards her«

Sven complete or nearly complete economic isolation was 

contamplated in the event of actual war between third countries« The 

Neutrality Act» as amended in 1957# provided thats

"whenever the President shall have issued a proclamation 
under the authority of Section I of this Act and he shall there
after find that the placing of restriction on the shipment of 
certain articles or materials in addition to arms» ammunition 
and implements of war from the United States to belligerent States»

142 Ibid., p. 275-
145 BroAdoast by Sanator Borah, 22nd February 19?6, Ibid., p. 17?<
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or to a 3tato nhorain eiril atrifo «xistat is nooossary to 
proaota the aeourity or preaerra tha paaoa of the Uivlted 
Stataa or to proteot the Urea of eitiaena of tha United 
StatOBy he aball ao proelala» and it ahall thereafter be 
unlawful for any imarioan Teasel to carry auoh artloles or 
naterials to any belligerent State» or to a State wherein 
eiTil atrifa exiata» named in auoh proclamation iaaued under 
the authority of Section I of this Act» or to any neutral 
State for tranaahipment to» or for the use of» any auoh 
belligerent State or any auoh State wherein olTil strife 
exists”«

Blaewhere» the Aot made it unlawful» after a proclamation under Seotion 

1» ”to purohaae» sell or exohanga bonds» saourities or other obligations 

of the goTemment of any belligerent State» or of any State wherein 

oiril strife exists» named in suoh proelamation«« •” lha Neutrality 

lot aooe^ted» as an eeonomio aaarifiaa in the oauae of neutrality» the 

elosure of markets and loss of inreatment opportunities; but it was 

essentially negatire in oono^tion - aoonomio policy should not be 

allowed to endanger neutrality« Diere was also a more positiTo side 

to Amerioan foreigi eoonomio policy» expressed principally throu^ 

her tariff policy» although this poaitiTe element was at all times un

certain» for the most part ineffectual» and baaed on an inadequate 

technical imd or standing of the measures needed to promote oonditions 

of econoBiio stability in which isolation in the midst of a world at 

peace mij^t be secured«

United States tariff policy has traditionally been one of

"pronounced protection for dcmestic industry and of equality of treat-
1 ^

ment for foreigners”« The equal-treatment principle has a long 

historical background» linked with isolation» for» under ”the first

1 ^  Oarl Kreider» op« cit«» p« 9*
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tariff anaotad by the Oongraso of tha Uni tad States (1789)...all 

forai^ nations ware giran equality of traatnant - largely because 

of the belief that such a policy m s  alone consistent with the
1 A5

aroidanee of entangling political alliances". After I9 I8 , this 

principle m s  continued, and m s  strangthaned, after 1925 , by the 

adoption of the unconditional f o m  of siost^faToured->nation treatmeat 

in coomeroial treaties. The unconditional form, by remoTing the 

possibility that troublesome distinctions might be drawn between 

Countries through absence of an adequate quid pro quo, 

thereby enlarged the area of unqualified equality of treatment.

The T^de Agreements Act of 19?^ gars further expression 

to the principle of equal treatment, but had, in addition, a wider 

foreign-policy purpose. Ihriff reductions under the Act were to 

"apply to articles the growth, produce, or manufactiire of all 

foreign countries, whether iiiq>orted directly or indirectly", eacept 

that "the President xasy suspend the application to articles the 

gJ^'^th, produce or manufacture of any country because of its 

discriminatory treatment of American oorameroe or because of other 

acts or policies which in his opinion tend to defeat the purposes 

set forth in this section". The purposes of the Act were 
fundamentally economic.

"...the act begins with a statement, *For the piurpose of 
expanding foreign markets for the products of the United 
States*. The interrelationship of foreign trade and 
domestic prosperity is then specifically noted in the 
expression 'as a means of assisting in the present 
aaergonoy in restoring the American standard of living.

Ibid., p. 1 5 .
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in oTorooming domastio unemployment and tha praoent 
aoonomio d^raaaionf in inoraaaing tha purohaaing power 
of the ihnarioan publio^ and in aatabliahixig and main* 
taining a batter ralationahip among rarioua branchaa of 
American agriculture, industry, mining and coomerce'”. l46 

»
Ihe wider foreign-policy purpose of the Trade Agireements Act 

lay in the fact that "the American 3tate Department.^.sonstantly 

adTocated the trade agreements programme as a meana of promoting world
14?peace through the mutual reriTal of triangular and multi-angular trade",

- in other words, from being a simple trade-policy counterpart to

neutrality, equal-treatment was extended to become an instrument both

for American neutrality and for unirersal peace. The United States
#

OoTernment was willing to negotiate tariff agreements not only with the 

United Kingd<w&, France, and other countries of similar political 

complexion, but also with Italy and Qermany, provided, of course, the 

latter countries as well as the former would "promise to refrain from
ika

discriminatory treatment against American exports". In fact,

Qermany was blacklisted by the United States, but because of Oerman 

discrimination against American imports, not for political reasons. 

Australia suffered the same withdrawal of most-favoured—nation treatment, 

for the same general reasons.

The Qerman example illustrates the weakness of the trade 

agreements programme as a peace-promoting measure. idlere there was a

maxiced political incentive for discrimination, the promise of easier 

entry into the American maxicet was unlikely to induce countries to

1^6 Henry J. ftisca, "The Reciprocai Trade Policy of thè IJhited States", 
fhiladolphia 1 9 J8 , p. 5 9 .
1^7 Oarl Xreider, op. cit., p* JA. 
l4d Henry J. Tasca, op. cit«, p. 286*
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discard disorimixiatory praotloas* *lha Amarloan noutrality policy*•

/tended oonfliot with the attempts to negotiate trade agreements
149

with nations preparing for the possibility of military oonfliot”*

Not only was Oermany affected^ but also suoh oountrles as France, whioh 

could not afford a policy of isolation nor the policies of non- 

dlsoriaination whioh went with it* Although it was preferable for 

Franoa and the United Kingdom to be linked eren loosely with the United 

States Tia oommon aoceptanoe of mostp-faYoured-nation principles than to 

hare no economic bond at all, those principles themselres operated to 

prerent the formation of any economic alliance as an answer to the 

eoon<»Llo and political bloo formed by the Axis Powers*

Apart from equal treatment, the trade agreements programme 

looked also, and principally, to the negotiated reduetlon of Amerioan 

tariff barriers* As already noted, ”pronouneed protection of domestic 

industry” had always been a prominent feature of United States tariff 

policy* The United States tariff was rAised in 1921 and 1922, and, 

althou^ the domestie market was booming up till 1929, there was no 

marked reduction in the tariff during the *tw«ities* Coming as they 

did on top of an already h i ^  tariff, the Hawley-aaoot schedules of 

1 9 5 0  closed the imerioan market tightly against foreign goods* Under 

these circumstances, it was little consolation for foreign ooimtries - 

expiecially those with a large debt serYioe - to know that all recelYed 

equal treatment if none could effectively enter the market* the trade 

agreements programme, by giving foreign eoxsitries an opportunity, 

througjh negotiation, to open the United States market, helped to remove

Ibid., p. 286.
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this major point of frietion^ to «larga oo-operation and to croato 

conditions of soononiio stability oonduoiro to psaoe. Its shortcomings 

wore that it came too late» when political discrimination in inter

national trade was already well-established» and it was not sufficiently 

fortified by polioies to stimulate econ^oio activity within the United 

States itself* In these oirouastancost its influence for peace 

throu^ uniTersal economic co-operation was negligible*

If American tariff policy operated against» or was ineffective 

in restoring peaceful relationships among nations» the economic and 

political difficulties whioh arose from Uhited States foreign investment 

had their origin "not so much in ^^Dnited State^ investment policy as in
1 5 0

the lack of one”* Private United States capital poured out» during the 

'twenties» to almost every country in the world» not only to the fonaer 

allied countries» but also to ex—enemies» including especially (lemany* 

Direct United States investment was considerable» but a great deal of 

investment took the form of purchase of foreign securities and it was 

principally in this field that instability and unwisdom in American 

investmmit were pronounced*

"Under the high-pressure salemsanship methods by whioh 
foreign issues were solicited and sold» our loons proved 
to be their own undoing* The flotation of one loan 
frequently came to be regjsrded as adequate justification 
^or further issues to the same borrower or the same country 
without adequate regard to the growing burden of indebtedness*
In some instances» notably in loans to Germany» new lending 
was vigorously prosecuted long after warnings from high places 
were sounded* 3he very operations that expanded the inoomes and 
sonsuxption of foreign ooxmtries and made them inoreaaingly de
pendent on an unfailing souroe of exchange thus helped to ensure 
the Inevitability of a change and the probability that it would 
be disastrously abn;q)t and oomplste"* 1^1*

1 ^  Department of Oommeroe» "Ihe United States In the World £oonomy"» 
aiashington 1 9 ^5 » p* t*
1^1 Ibid*» p* 4*
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Althou^ the United States (JoTernment did make s<»ne foreign 

loans» especially In the early inter-ear years» the groat bulk of 

inter-ear foreign inTestnont was private» and goTcmnient lending 

was oonq>aratiTely small in volume« So alao were loano having a 

directly political purpose - the Iieague loans» for eKanq)le» and the 

loans to Austria and Qenaany* Althouj^ the United States Government 

did not always participate In these politioal loans» private investors 

in the United States nevertheless often provided a large part of the 

funds* for esazsple» the United States Qovemment was not a party to 

the Austrian Oovemnient Ouaranteed Loan of 1925» private American 

investors took more than &5 million of the loan* Ihis happened 

with later League loans also*

The preponderance of private capital in foreign investment» the 

xaiinformed end unwise investment approach of both borrowers and lenders» 

and the extreme fluctuations in the level of business activity in the 

United States resulted, as shown in TAble 7» in a highly unstable flow 

of American funds abroad* Net longterm investment fell from a peak 

of $1 » 0 5 7  million in 1927 «nd 1847 million in 1928» to ^ 7 8  million in 

1 9 2 9  and I2 9 6  million in 1950* Thereafter, there was a net inflow of 

long-term capital into the United States, so that, during the ^thirties, 

not only was there no investment policy» but there was no not foreign 

investment by the country best able to undertedce it* As already noted 

in the oase of Genoany» the impact of these ohanges was serious» both 

for economic and politioal stability* The United States Government 

recognised this» most strigingly when» on 20th June 1951» President 

Hoover annoimced thatf
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"The Amarioan goTamment propoaaa the postponed ant during 
one year of all payments on intar^goTamraantal debts» re
parations and relief debts, both principal and interest, of 
course not including obligations of goTsmments held by 
prirato parties* Subjsot to confiniation by Oongress, the 
American goTomment will pos‘̂)one all payments i;q;>on the debts 
of foreign gowemments to the American goremment payable 
during the fiscal year beginning 1 July next, conditional on 
a like postponement for one year of all payments on inter- 
goTemmental debts owing the lDq;>ortant oreditor powers”* 1 ^

Slaborating on his proposal, the President said thati

*kiiise and timely action should oontribute to relieve the 
pressure of these adrerse forces in foreign countries and 
should assist in the re-establishment of confidence, thus 
forwarding political peace and economic stability in the 
world*

”**•1 am suggesting to the American people that they be wise 
creditors in their own interest and be good neighbours”*

The HooTsr Moratoriua explicitly excluded private lending and, 

in fact, "service was successfully maintained throvi^iout the d^ression
1 5 4

on two-thirds of 2^S^ted States/ total foreign bond holdings”* No 

very positive policy was developed in the later 'thirties to relieve 

the strains imposed on the world eoonomy by large American capital- 

import and large debt service* Nevertheless, establidment, for 

example, of the fixport^laport Bank applied the principle of expanding 

foreign funds by governmental loans so as to rebuild the volume of 

world trade on a stable basis* Acknowledgncnt of the need to maintain 

a high and stable flow of capital overseas was intensified, especially 

during the war years, and was ultimately written into American post

war policy*

"Breeches and Doomenta in American History 1914-19^9”, op* cit*, p* 90* 
Xbid*, p* 9 2 «
”lhe United States in the liforld Soonomy”, op* cit*, p* 19«
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Tal)l» 7 » IiiT<»ta6nt of the United Stat«i 1919^1939<

(In alllions of dollArs. Pin* nidni indicates an inflow of 
funds into the Thiited States; nlntis sî pi, outflow from the 
United States).

Tear Vet Long-term 
Capital Morement

Vet Short-term 
Capital Horement

Total Vet Capital 
MoTement•

1919 - 384 - -  384
1920 - 832 - - 832
19?1 - 592 - - 59?
19a? - 8x5 - - 8X5
19?3 - 45 - 33
X924 -  700 1- XX9 — 581
1925 - 570 - X08 - 676
1926 - 726 4x9 - 307
1927 - XO37 585 - 452
1928 - 847 - 348 - XX95
1929 - ?78 - 4 - 282
X930 - ?98 - 479 - 777
X93X + X94 - 637 - 443
X93? + 225 - 446 - 22X
X933 + 77 - 4x9 - 34?
X934 t 200 -f 222 ♦  4PP
X935 ♦  436 -e XO72 •r X508
X936 + 777 t 43X t X208
X937 t 52X t 356 r 877
1938 ■» 97 i- 344 t 44X
X939 ♦  27 t X470 t  X497

Source: Vxtraeted from United States Department of Commerce
Publication, "The United States in the Vorld Vconomy", 
Washington 1943» P*
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Po«t»1iar l»i)TÌ<no<.

Zm I9 4O9 Mr* Vais at̂ sĝ at̂ A that **if the fatnra ahauld
»

ao daralop that the ühitad Stataa has no stibatantial eaaaa to faar 
thraatanin̂  attâ pta agalaat it a saeutlrjr and indapeadanea, tha aiaa 
of aeonoaio valfara and ganaral baaafit that wo hara anstainad In tha 
paat vonld raaain Talid and ean ha ratainad as doainant in oar aoononie

1 5 5ralationa with othar eoantriaa*t hot ha wamad that
"•»•both thia ganaral typa of poliaj and this aathod of 
oondnetiî  oar aoonoaie ralationa will ba inadaqoata to 
protaet oar national iataraats and aaoorit7  if wa faea a world in whioh forea ralao and dangar faeaa oa. fhan oar polio/ aathoda will hara to ba oonoantratad on 
tha task of boilding oar own ailitar/ atrangth; and 
far-raaohing dapartaras from tha past in nan/ râ paets 
will ba raqairad”. 1 9 3

Offieial inarloan thinking daring and inMdiatal/ aftar tha War 
faToorad tha — «4—  aon-disoriaination in aiitamal aoononie polio/, 
togathar with tha naziana fraadon for priwata initiât ira, anbjaot to 
eartain safagoards and airports of a goramnaatal and an intargoramnantal 
eharaotar* fka Mutoal Aid Igraanants wara a ooncrata azpraasion af this 
thinking; and THBBA nanifaatad Anariaan raadinaas to naka hoga oatla/s 
to raoonatroet a world in whi^ a high laral of non-discrininator/ trada 
ooold flow batwaan sobatantiall/ eapitalist aeononias» •lanadiatal/ 
followiig World War IX /tha Uhitad Statas/. notiwatad b/ tha hopa for a 
naw and paaeafol am in intamational ralations, participatad whola- 
haartadl/ in efforts, baginniig with UUtkA, to assist paoplaa sTarywhara

1 5 6who soffarad from tha hardship and dévastation of war”» Por tha

155 larbart Phis, **fha Changing Pattern of International loononie 
Affairs", lav Torte 1940, pp* 125-126*
156 dordon Ora/, "Report to tha Présidant on Poraign loonoaie Polieiaa", 
Washington, lovaaibar 199^# P* 19*
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lonctr frm, thm Ihiit«d Itat«s, with the Ihiited Kin^dow, derieed the 
propoaals vhieh et Bret ton Wood« were eeibodied In the irtielee of 
dC^eeeent of the International Nonetary fxind and the International Bank 
for Beeonetrmetion and Berelopsent* Xn theee propoealt the United States 
nade its foil share of saerifiees to stabilise international paTsents. 
both in terns of dollar eontribntions and, espeeiallr throngh the *searee-> 
corrency* elaose of the Bond Asreenent, in terns of policy obligations* 
lArge bilateral loans by the Uhited States OoTemnent, especially the 
loan to Ureat Britain in 1946, again denonstratad Aaeriean readiness to 
Bake the cmtlay necessary to secure the tjpe of free trading world they 
wanted; and their insistence, for esaaple, on the coorertibility clause 
in the Mglo-Aneriean X M n  Igreenent underlined their detemimtion to 
renoTe, as soon as possible, any Sohachtian nethods fron the conduct of 
postwar econonie relations* The Ibiited States Proposals for Xspansion 
of Vorld Trade and Inpleynent, at length enbodied in the Harana Charter 
for an International Trade Organisation, re-ei^ressed with a wealth of 
detail and <{Balifioatioa the eld Ansrican obsession with equal treatnent* 
Pinally, throui^out the war and into the postwar years, the Ihiited States 
had acknowledged, though with a good deal of caution and reaerre, the 
need to naintain stability in the donestic econony* In principle at 
least, it was recognised that large-scale,, stable, haraonious econoaic 
relations with ether countries would d^^end nainly on *the attainaent 

* nore fidly and snoothly operating doaestic econoayt the aajor 
deterndnant of the woluae and course of our purchases of foreign goods

1 5 7
and serrices”*

157 "The United States in the World Bconoay”, op. cit*, p* 24*
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loirtiTvrt Uui of tho Natml Aid Acroenent«» UIBBA,
tho Fond and BaidCt the Aoglo-AMrienn Loan, and the Trade and lapler- 
■eat propoeale» thoodk tkef differed ^reatlj in tkeir teehnieal i^proaeh, 
in their errand deeicn» and, for «ose of them, in their outlaj of aaterial 
reeoereee» were in the tradition of the principles of the Oordell Hall 
trade polieiee of the ^thirties* They were in hareoiqr with a poliej of 
Aeerican meetralitjr or with a belief in a world of assured peace* Bat 
Aaeriea had discarded neatrsdit/, and she beoaae inereasinclj sceptical 
that the future outlook proaised peace* More and ■ore, the United States 
foremaent felt itself "forced to reeocnise. as the dominant factor in 
world affairs, the deterioration of relations between the free world and 
the ioTiet » * * acted on the principle that this underlTinc conflict

1 5 8

has been politieal in the broadeat sense”*
In the critical rear of 1947t there were three factors whiA 

changed Aaarican policp maaistakaablr froa the first of the altematiTes 

suficested bj Hr. Feis to the second* fher weret
(i) The habit of direct cowemaeatal control of hue* capital 
resources - a habit which had not ended with the war but had 
extended into the postwar period. 199

(ii) The oontinuiae hi|^ lerci of saplerasat in the Hiited 
States and in the rest of the tradlne vorld*
(iii) The crer-deepening political conflict with the Soriet 
and its Bastem Buropean allien*

198 "Beport to the Preaident on Foreign Bcononic Policies”, op* oit*, p* 19
199 The Mgotiations for the Anglo-Aaerioan Bonn dgreeaent of 194^ showed
a elearlp rctumimg buaimess approach bj the Uhited States Oowemnent to 
oTsrseas iafcstaent* (See for example Chapter ZXT of Nr* B*F. Harrod’s 
”The Bife of John Hapaard Kegmes”)* It is interesting to consider what 
United States policj hare been after l9A6t if deterioration in the
financial position of Buropcan oountries had not been ooimeident with 
deterioration in political relations between the United States and the 
SoTiet Union*
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Bt m  befor# 1947» of ehaogo had bô îm to iq>poar.

Bilatona Toliaf ahioh follovad tho tandoatloa of allovad tho
Xhiitad BtatOi to disoriaiiiat# a^inst Baotern Bvoropa In faToar of tha 
Wa«t* In addition» loaaa vhidh war# raadil/ aztandad to tba Unitad 
lingdoa, fbaaoa» Xtalj and othar aoiMoaMnniat aoratriaa» wara vith- 
held fjroB eonntriaa of tha SoTiat hloo* Bhia vaa the aaaa net onlj 
for hilataral loana or gimnta hnt also for loana by the Xntamational 
Bank for Beoonatmetion and Baralopaent* In 1948» Brofaaaor Baxter Paxkina 
vrota that Hha iaarieaa people*••are likely to think of forai^ polioy in

1 6 0

politioal» vathar than in eeonoaie. tarna*; bvt ha adknofvladiT^ that tha 
Thiitad itataa ddalnlatration vara not* fhe fmaan Bootrina aatabliahad» 
ha aaid» *tha principle that the Baited Btataa will aid any atata that 
finda itaalf threatened by totalitarian intrisoa*..fhe Narahall Plan» 
vith ita fai^raacdiiaif propoaala for aeonoaie aaaiatanoe to Bnrope» baa 
raflaeted the aaaa tondanoioa on an oren aore i^praaelTo ooale* lot 
T B g m  hnannitarianl aa» but the feeling that aoenrity and tha preaeraation 
of fkee institntiona are at atake provided the aotiva-pover behind the

1 6 1

8aoretary*a progmaae**.

lerarthaleaa» tha firat aBBonneeaent of tha Procnuna» in Mr* 
Narahall*a apeeeh at Earaard on 5th Jtee» 1947» the foreiga-^oliey 
eleaent aoaoahat nnoertain* fha Prograaaa vao to be "directed not againat 
any eoTmtxy or doctrine but againat hanger» poaerty, deaperation and 
dhaoa"* Haaifhore» in tha aaaa apeaeh» hoverar» Nr* Marehall aaid that

160 "fha Baolution of
161 Xbid*^ p. 177.

Voreign Policy*» lav York 1948» pp* 175-174«
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Sor«p« **anst bar« sabstaniial additleiial kelp or face oconoaio, ooeial 
aa¿ poliiieal dotarloratlon of a Tory craTo ohazaetor’*; that tko
?roc: *ohoold ko a joint one» acroed to by a aoiikor of» if not all, 
Baropeon nationo”; and that *any goTomnent which aanocnrroo to klodk 
the rooowory of other eowatrloa oannot eî eet help fron ne”« fhe 
•oheequeat ooBferenoe anenc British» Brenoh and SoTiot foreign Nimisters 
in Paris swagested that the Progranne would he dereloped on a tmiTorsal 
hasis» if possihl'e; hat» when that oonfereace hroke down» the hleo eleasnt 
- the elenent of eeoaoaie allianoe in the Progianne - hooane aaeq̂ niTooally 
nppemest* Iren if it was not openly» in its initial espreseion and

1 6 2

ooneeption» a hleo pregraane, its derelopnent has been in that fern*
*

Aid has been eactended broadly in aoeordanoe with the prineiples of the 
frwi&an Doctrine. fhe lorepean Becorery Progrsxas has been a *najer 
•egnent** of Anerican foreign policy» directed against toriet eoBnenisn.
This reselt eeeas to accord fully with the earlier Dhited Btates Insistence 
on the toraination of DKBtA and on recourse to bilateral» discrialBatory 
relief.

The Burppean Becowery Progmnns has been only one» althoxn̂  the 
largest and aost spectacular,of the eiqpreesloms of the Ihited Btates policy 
of capital support for friendly cotmtricc. tinea 1946t grants» loans» and 
dollar disburcoBsnts through tho International Bank and the International

1 6 2  Bote Hr* Gordon Oraŷ s coanent in his *Boport to the President 
on foreign Beemosde Policies” (Washington» BorsAer 19^) that!
”The sconosio stagnation which followed the war» and social unrest end disillusion which inrited Coaoualst cuhrersiom and penetration» 
throated to undemine the c'deaocratie institutions of Astern Buropo. Tho Buropean Bacouery Progmno was icrised to forestall this possible 
disaster» by helpii^ to rssMUo the ecenonie cenditionc which inri ted it 
It was a deliberate use of our ccononie reccurccs to carry out a basic 
objoctlTc of our foreign policy in a tine of great criéis, this it has 
*̂ >ceesded in doing* (pp. >-4)*
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MoAotary Fund hava gpno in a flood to tho eountx^os of Wortorn Buropo» 

and thoaa oomtrtas »d:iloh aro fonaally or InfonMilly allied with them 

In Asia» Afrioa and the Amerieaa* In addition» there ie now derelop* 

ing the Point Four Programme of Technioal Aasiatanoe for Underdereloped 

Oountriea, uhich ia to be implemented both bilaterally and throu^ the 

United Rations and i^ioh President Tfuman ■ described as an important 

step towards strengthening freedom and d^eating *Oomtnunist imperialisn** • 

Ihe extent and direction of dollar aseistanoe between 1 9 ^  end I9 5 O ie 

shown in tbble 6*
Two points especially to be noted from these figures are» first

and most obriously that» except for I9 A6  when United States supplies were

still being made arailable on a non-discriminatory basis through UNRfU

and when the Soviet conflict had not completely crystallised» the bulk»

and in latter years the entirety of United States capital aaoistance went

to the non-Soviet world« Ihe second point is that» unlike tho inter-war

period» the vast bulk of United States capital sent overseas has been»
164

not private» but governmental« Private oapital and remittances would 

have met a very small proportion of the reconstruction and recovery needs 

of foreign countries» and would have made a similarly small contribution 

to tho longer-term development needs of the txiderdeveloped areas«

1 6 ?

-  #• f

•f

1 6 5  "Ihe Times" London» 6th June» 1950« Mr« Gbrdon dray gives tho 
Point Four Prograzme the same siffciificanoe in his "Report to the 
President on Foreign fioonomic Policies"«
164 "In the four years 1946-49» ¿ttte United States export/ surplus 
totalled 2 9  billion dollars» excluding J billion dollars of our net receipts . 
from investment income — almost half of total exports« Government grants 
accounted for about l4 billion dollars of this total and government loans for 
another 8 billion dollars« Most of the remainder was financed by the liquid
ation of foreign gold and dollar holdings and by United States private gifts 
and investment« hi 1949» grants alone slightly exceeded our ^ billion 
dollars net contribution of xoods and services«••" ("Report to tho President 
on Foreign Boonomio Policies » op« cit«» p« 2^)«



( in  n i l l i o n s  of  Unit ed States d o l la r s )

1945 1947 1948 1949 1950

1 . To a l l  areas
(a) Sy in te rn a t io n a l  Bank 300 176 33 56
(b) By In tern a tio n al  Monetary 4o2 203 99 “24

Fund.
(c) By United States  Gorern-

ment.
( i )  U n ila tera l  Transfers 2,238 1.947 4.161 5.304 4,272

( l i )  Lon^ and short  tern 5,689 3.895 907 643 246
loans

(d) ir o n  P rivate  aonrces
(1) Eenlttances 679 665 652 515 440

( l i )  Lon  ̂ and sh o rt - te rn 309 756 869 617 330
c a p i t a l

A. Total 6.025 8,025 6 , 9o3 7.210 5.320

2. To B .H .? .  countries
(a) By In ternational  Bank 300 176 -5 -14
(b) By International Monetary 431 117 — - 24 '

Fund
(c) By United States  Govern-

c e n t .
(1) U n ila te r a l  Transfers 4o3 730 3.15 1 4.153 3.430

( l i )  Long and short tern 2,100 3.651 953 553 206
loans

(d) ir o n  P rivate  Sources
( i )  Henittances 314 3o4 351 319 266

(11)  Long and sh o rt- te rn 177 82 121 _ A A 32
loans

3 - To 2.H .P, Denendencles
(a) By International  Bank — — — — —

By In ternational  Monetary - — — — -

Fund
(c) By United States Govern-

ment
(1)  U n ila te r a l  t r a n s fe r s 4 -3 - 1 - -

(ii) Long and short tera 70 -23 -2 1 —

loans 1

i(d) From Private Sources
( i )  Eeaittances 35 19 10 9 10

( i i )  Long and s h o r t - te r a 10 52 72 36 12
loans

4. To L a t in  JLaerica
(a) By In ternational  Bank - — — 31 40
M By In ternational  Monetar 31 2 35 -

(c)
Tund

B7 United States Uorern-
sent

(l). Unilateral Transferi! 1 9 47 1 7 3 1 28

( i T  Benlttlancee*
^  ^  ^  T . / > W 'F  t .  O T » »

IS 10



(c)

( l )  fiimittanoaf .
( l i )  Lon  ̂ and • B ^ o r l- te m  ^

lo a n * - '  j 
To L a t in  A aar lca  ,  ̂ j 

l i l t  a r n at io n a l  Bani: -̂  ̂ ,• 
By In ta rn a t lo n a l  Monatar^ 

Tund •
By United States  Oorarn-!

Bant

(e)

Bonb j
^ ( l ) .  U n i la te r a l  TranifarSj .  ,.19  ^

-Long a n d : s l x o r t - t r a - . K <'<5 '

f^^(dV ' Troin P r l r a t a '  Sources .
( I)  Hemlttances j

( l l )  Lon^ and s h o r t - te r n  .
loans

__________ . . .  _____ . •  -

To Canada.
By In tarn atlon al  Bank I 
By In ternational  Monetary 

Pund
By United States  *^0Tern-

ment
( l )  U n i la te ra l  Transfers 

( i l )  long and short—tern
loans

rrom P r iv a te  Sources
(I )  Renlttances

( I I )  Long and short-torn
capital

To A sia .  A f r i c a  and 
Oceania 2

By In te rn a t io n a l  Bank 
By In ta rn a t lo n a l  Monetary 

Fund '
By United S ta te s  Oovern-:

Bent :
( l )  U n i la t e r a l  t r a n s fe r s :

( l i )  Long and s h o r t - t e r a  t
loans :

Trom P r iv a te  Source :
(l) Bemlttances

( I I )  Long and s h o r t - te r a
capital

(d)

(«)

(d)

Ì 5 ' '1 9 10 9 10  1

10 52 7 2 3 d

3 1 40 '
- 3 1 2 35

19 47 1 7 3 1

r. *
• 1 7 6 -53 3 9

4 2 3 4 24 16 10

-  9 6 12 330 365

—

3 3^ 5 10 12

-  1 -  1 2 * 1

8 -  8 4 10 -  2

3 0 - 1 7 0 19 7 81 12 2

12 24

- - 7 3 55 -

267
225

5 6 1
48

880 
-  18

995
22

708  
-  18

1 4 9 1 1 7 18 0 93 10 4

1 6 6 1 4 1 14 8 1 7 9 l o 4

S.UPC.. Sxtr.et.4 fro- I.M.. 1 to 6 of «Soport 
-----  Torol«B looBo-lo PoUoloi", op. ¿It., pp. 105-HO-
1. ripot half of 1950, -djiutod to Chin» aro locludod ln2. IxoludlB« D P  Bopondonoloa. ladoaoola and Indo China
1950 o“ y. lnolndorL.1 for.lgn eonntrlo. not riiown nnd.r ..parat, h.adln«
•xc.pt nonwrap oonntrl.a ln »nr^o. includo, tho non-3. This covers a vlder group than the Soviet oio , «-vtííííiiI
SoTlot, non-DP oonntrlo. of Spain, Plnland. and Conlnfora-hloetaidod
TugoalaTla*



In th«so oirouBistanoeo, tha aana with which «port of capital can be 

brought to harmonise with foreign-policy obJeotiTes» and the toc^tation 

to do oop espeoially when there is a real SKtemal threat to national 

seeurity, are too obrious to be set aside. *It should be emphasised*, 

said Mr. (Jordon dray, in recomaeading to the President further capital 

assistance after 5RP, •that the purpose of this continued aid is 

prlstarily to enable Western Suropean countries to remain effectiTsly 

functioning partners while undertaking their full and necessary contribution
1 6 5

in the Joint edPfort to build adequate defences for the free world".

For the most part. United States capital->«port policy has been 

anti-communist, but In the case of Jugoslavia - a case which illustrates 

the fluctuations in capital movement which now tend to follow political 

changes - Uiited States policy has bean more distinctly anti-Soviet.

Before 19^9, Yugoslavia received no United SUtes capital, exoopt that 

made available through UNRRA in the early post-war years. After the 

Oominform conflict, however, the position changed• In October 19^9, the 

International Bank for Reconstruction and Development made her a loan of 

i2*7 million and, on 7th January, 1951» ^ technical aid agreement was 

signed in Belgrade by the Yugoslav Qovemment and representatives of the 

United Nations Boonomic Oommission for Burope, \inder which "United 

Nations experts will install new plant to help to step up production
1 6 6

In le main branoes of Yugoslavia's economy", giving "particular attention
 ̂ 166...to the development of her hydro-eleotrio system". More directly

than this, Mr. Aoheson announced, at the end of August, I9 5 O, the grant

Ibid., p.
•Daily Telegraph", London, 8th January, I9 5 I.
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of a loan of 1 1 5  million dollars to fueoslaTla by tho SxportF-Import 

Bank» bringing total Uhitod States adranooe since the Ocsdnform breach 

to 155 million* Again in Morember» 1950» the BCeonomio Oo-oparation 

Administration announced the diTersion of 111» 5^»^^^ worth of flour 

from Italy and Sermany to Yugoslavia» to meet the food crisis resulting 

from drou^t s\4 >erinposed on the Oominfonn blockade*

Xn oommeroial as well as Investment policy» the United States 

has applied increasingly severe discrimination against the Soviet bloo«*

By nornml purchase» by loans» or by outrij^t gift» the United States has 

been ready to make available its goods and services to mfestem Europe and 

associated countries; but pxjrohase of Uhited States exports» even by 

normal coBnereial means» has been denied to Eastern Europe» especially 

since the imposition of the United States security exportp*licensing 

system of March 19^«

Before March 19^6» the United States had applied export controls 

to goods in short si;qpply* these were continued after March 19^t althouj^ 

t h ^  were relaxed» and lost their importance relative to the security 

controls» as the general siq^ply position improved* By March 195^» only 

a very few commodities were still controlled throu^ s^^ply shortage» but 

these controls were again ti^tened later as a result of the tremendous 

leap forward in demand following the outbreak of hostilities in Korea and 

the intensification of Western reanaament programmes* At the same time as 

OzechoSlovakia objected to United States security restrictions at the 

third Session of the (2ATT Contracting Parties in 19^t she also claimed 

that allocation of shorV-stqpply goods to favoinr SHP countries conflicted 

with Article XX» 11» of the General Agreement* Article XX» II reads
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"Subjoet to tho roquirament that auoh moasuros are not 

applied in a oannor ifhioh would oonstituta a moans of arbit
rary or \mjustifiable discrimination between oountries where 
the same conditions prêtai 1» pr a disguised restriction on 
international tradSf nothing in this agreement shall be con
strued to pretent the adoption or enforcement by any contract
ing party of measures*•••••• •

II - (a) essential to the acquisition or distribution of 
products in general or local short siq)ply; Frotided tiiat any 
such measures shall bo consistent with any multilateral 
arrangements directed to an equitable international distribution 
of such products or> in the absence of such arrangements» with 
the principle that all contracting parties are entitled to an 
equitable share of the international stqpply of such products”*

Ihe Osechoslorak Representative said that ”the arrangements for distri

buting products under the U*S* Foreign Aesietanoe Act oould not be 

considered a multilateral arrangement under the terms of GULTi”» and he 

”aaked for a woricing party to study this point as well as the use by the
167

U.3* of the so-called national eeoiurity provisions of the QATT”* It

would seem that special preference for SRP countries could not be
0justified on a strict interpretation of Article XX» combined with the 

general mostr-favoured-nation requirements of Article I of 3ATT* However» 

by 1 9 ^ 9  it had become clear that dAPf oould not and would not be applied 

without reference to the wider political issues which largely determined 

the ecmaoroial and investment policies of the United States» and other 

countries» not only of the «fèstem bloo but also of the Bast* The 

Contracting Parties declined to set up the working party proposed by 

Czechoslovakia or to interfere in any way with the eystma of allocation 

of goods in short s\q>ply being operated by the United States» in close 

co-operation with the 0£i;X̂  oountries*

1 6 7  Press Release No* 42 issued by the CATf Contracting Parties on 
8th June 1 9 4 9 # p* !•
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8o far as ths ssourity restrictions proper were concerned» 

these restrictions had, in the two years up to March 1950» denied more 

than 11^ million worth of goods for which licenses had been sought by 

¿hstem Suropoan countries; "but dollar evaluation cannot reflect 

adequately the value placed on the receipt of such materials in the 

Soviet Bloc* Ihe value to the Soviets of a specialised steel plant» 

of highly automatic metal-woriclng machinery developed during the war, 

specialised steels» valves» precision bearings» electronic and other

research equipment» lube oils» and of technical know-how is not
168

accurately reflected in Ikiited States standard export prices”« In

the twelve months after March» 19^» 59 cent of Soviet bloc export

licenses applied for were rejected» and in the next twelve months $1

per cent* is shown in Thble 9» United States exports to Ifiastem

liurope as a whole (including Finland and Jugoslavia) had fallen in 1 9 ^

to only one-qimrter of the 1947 value» and United States exports to the

Soviet itself were running at only 5 P®** oent of their 19^7 value* Bie

Ikiited States Department of Oommeroe recognised that "althou^ other

factors undoubtedly played a part in the decline of U«S* exports to

Bastem iSurope since 1946» exporV^ntrol regulations were probably the
169

prime determinant*« The controls have been imposed with the object

of not "interfering with trade in items of little or no strategic
170

significance" and the Office of international Trade "has sought to

168 United States Department of Oomcierco» "Foreign Comtaroe Weekly"» 27th
March» 19^» p* It is noteworthy that» as in the case of the United
Kingdom» these security restrictions have» according to "Foreign Commerce 
Weekly”» been fully accepted and stqpported by businessmen and exporters in 
the United States«
1 6 9  Ibid*» p* 4o*
1 7 0  Ibid*» p* ^«
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rtoore pronptly goronmental rastriotlons and other impediments to 

the freer international flow of trade whore there exists no oreiv
1 7 1

riding necessity for their oontinuanoe*; but sren sof and eron after 

the refinsmont of the original blanket controls first imposed in March 

1 9 4 6 9  trade with iSastem ISurope has declined to such lerels that the 

security restrictions take on the appearance of a near»blookedo* The

restrictions are giren an appearance of added severity because the 

Soviet bloc oountries for their part oonoentrate their purchases on 

comaiodities vital to their industrial economy and their war potential*

Ihe trend towards two ti^tly closed economic blocs is thus hastened 

from both sides*

domething of the severity of the export restrictions is further 

shown by the sharp isqprovement in Ikiited State^Yugoslav trade idiioh 

followed the Oominform breach* In a speech before the Yugoslav People's 

Assembly on 27th Aprilt 2>950t Marshal Tito» in "surveying economio
1 7 2

relatione with the lifest" said thatt

"••*it had at first been difficult to 'break the wall' 
which had been formed during the period when Yugoelavia 
had been leaning on the Soviet Union and the aaatem bloc*
Xodayt howevor9 most of the diffioultiee were over and 
Tugoelav trade with the waat had surpassed in value the 
eountry's former trade with Hussla and the east« Trade 
with the United States last year had been up to pre-war 
level both in exports and in^ortst and this year eccporte._ 
would exceed the figure of IfJOO dinars (over £ 9 m)" ^

Table 9 shows that United States exports to Yugoslavia increased two

and o n e ^ l f  times In 194p over I9 4 8 9 while to the Soviet itself they

declined to less than one-qiaarter of the already very low 1946 figure*

171 Ibid*, p. 4*
1 7 2  "Bie Tines", London 26th April, 1950*
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tabla 9 » Halation of Oontrollad to Tbtal Uaitad Ota tea
atporW lyte «ttd ig>^

Year total fisporte Oontrelled Bxporta Gkmtrolled aa a Per- 
* oentage of Ib tal Saperti I

1 9 ^
1 9 4 9

(Xa millions of Uiitsd States dollars)
: t

12,496 4,687
1

Ut844 4,197 t

m

Qidted ata tea ftcporte to ¿ketem airope by Qetaitrys 194>»49

Oountry 194? 1948 1 9 4 9

(in thousands of United dtatea dollars)

dseohoe lorakia 4a,6o4 2 0 , 6 5 6 21,568
Hungary 1 2 , 7 5 0 7,4o6 5 . 2 9 4

Poland & Densig 1 0 6 ,1 ^ 5 9 . 5 7 6 2 5 , 5 1 0
Albania 4,455 5 4 4 1 0 6

Bulgaria l,4oi 2,086 1.575Buaania 15»075 7,542 5 . 2 5 9

188.455 95.586 55.126
U«3* 3« Rs 148.9% 26.005 6.671
Finland 59»210 56,465 25,844
im&olaria ^2579 6.017 20.954

Qrand total 4a6,l66 1 6 6 , 0 7 5 106,599

3ouroes Ukiited Statea Departaent of Oooneroe *Porel^ Goninoroe Weekly*» 
27th Maroh 1990«

figurea eaoltide re-exports» etxoept for last half of 19^9* 
ü n o e  oontrola were eoctaaded in early I9 9 O to all ooxintrios excopt tl)e 
daatem Henlsphere» in order to sorer tronashipmonta to the Soriet soné» 
the pereentage of sontrolled exporta should Inereaae in 1990* 
totals do not neoeaoarily add» booause of romding«
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ûi the other hand^ the euooeae of the Oomcamiot rerolution in Ghina 

néant that the aame eocport contrôla ware Is^oaed a^inat her aa a^lnat 

Baatem Europe, and theae oontrola were progreasirely ti^tened and 

extended* Oa. 21at September 19^t the United Statea Department of 
Oonmeroe

"•••plaoed a oomplete ban on the unlioenaed export of 
atrateglo gooda to Uonj^cong and Fortugueae Maoao*
Offioiala aaid the order waa deaigned to atop all leakagea 
of atrategio gooda to Communiât China itaelf* Ih^beliered 
that part of aome ahipmenta to Hon^cong and Maoao night 
hare been r»-exported to China*

■ihe Department alao added other itema to ita liât of 
gooda re<|uiring lioenaea for export to any eountry except 
Oanada* Qie full liât waes warioua typea of pneumatic 
tyrea and inner tubea, aome iron and ateel mill produota, 
electrical machinery and apparatua, locomotiTea, enginea 
and parta, and track-laying and wheel-type tractora”* 175

The United Statea haa aought to induce Weatem European oountriea to

Impoae aimilar reatrictiona, and haa undertaken bilateral diacuaaiona

and dlacuaaiona within OKSO to thia end* Although a common H a t  of

reatrieted itema doee not yet aeem to have been agreed, it aeema

probable that aome reaaonably \miform bloc policy will ultimately be

adopted. Any bloc policy of thia kind will, it aeema, be determined

free of any external raatraint* Neither at the General Aaaembly, at

Seaaion of the Oontraoting ParUea to O A W  nor elaewhere haa the

United Statea recogniaad any right, in principle or practice, for

international agenoiea to reatrict a nation *a freedom to impoae what

dlacrlminatlona it likea to promote ita foreign policy and protect
ite national aeourity*

1 7 5  *lhe Timea”, London, 22nd September, 1950*
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At the M m e  time^ the old obJeotlTee of freelyMBoring^ noxw 

dioorlminatoiy trade and paj^enta within the linite of the Weatem 

bloo oontinue to bo adrooated, giring the inqpreaeion that there re- 

maina a oontinuity of polioy beneath the tee^orary dietortiona eaueed 

by the SoTiet oonfHot* But oren heroy Uiited States polioy has

undergone marked ahangea* Muoh of the eld hoatility to the Britiah 

preferential tariff ay stem still aeema to persist; but there is not 

the same pressure as in 19^6 for oonwertibility guarantees and non- 

diaerimination» at least until it is Tory olaar that the aoonooiiea of 

ii^atem Surope ean boar them without politioal deterioration; and there
a

has been a eontinuing demand for aoonomio integration in iiiestern Burope* 

Initially^ the latter seemed to contain an element of isolationism - 

integration within Western Burope offered the best prospects of safe 

withdrawal of Aaerioan support within the area» This element seems to 

hare giren way oomplately to the oonoept of olose» continuous Amerioan 

oo-operation with an area brought to its maximum strength through 

integration* A Western Buropacm union oould well inrolve a preferential
17^

area» disoriminatlng against the United States» but this objection seems 

to hare been lost In the drive for a strong Western Buropean eoonomy and 

a strong Western Buropean eoonomio and politioal alliance able to with

stand the threat from the east*

There is nothing in this United States polioy which brands it 

as intrinsioally immoral» imwise» or waiwproTooatiTe* Iho United 

States is faced with a situation in which the Soviet appears as a 

powerful well-prepared enemy Who is undoubtedly ready to use an active

17^ The point about M* Briand's proposal for a Suropean federal Union 
m i ^ t  be recalled that the Ikiion would protect Europe against imerioan 
competition*
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forelgei eoonooilo policy In ita own armoury* thoso olroisnstanoea,

tho Uiitad Statas» with the moat powerful eeonoay in the world, has 

underatandably uaed eoonomio polioy as the one Inatmnent abore all 

whioh it ean apply imnediatelyt eontinuoualy, and with treaendoua 

effeet againat ita potential enemy* President Tniaan haa aaid that 

*we are acting aa one me m b ^  of a whole coonunity of nationa dedicated
175

to the concept of the rulo of law in the world*; and international law, 

aa it atanda at the moment, places no restraint on the conduct of foreign 

economio policies, but rather specifically leayea them free to be form

ulated on a purely national basis* Ihe United Nations (barter prowidea 

for multilateral economic sanctions under ▲rtiole 4l*

*lhe Security Oounoil may decide i ^ t  measures not inrolring 
the use of armed force are to be employed to giro effect to ita 
decisions, and it may call upon the Members of the Uhited Nations 
to apply such measures* These may include complete or partial 
intem^tion of economio relations and of rail, sea, air, postal, 
telegraphic, radio, and other means of communication, and the 
sereranoe of diplomatic relations"*

But there is nothing to prerent a country iqpplying economic sanctions 

unilaterally before any multilateral decision is taken* In effect, the 

United States had already applied ecomomio sanctions against China, before 

the Chinese interrention in Korea and before any propoMl for economic 

sanctions had been Tentllated within the Uhited Nations* In most inter

national conflicts, it seems probable in present circumstances that, before 

any decision on economic sanctions is taken by the United Nations, those 

countries whioh are ready to apply them either completely or partially, 

will already hare done so or be preparing to do so unilaterally* «ifhat

1 7 5  %)eech at Philadelphia, ^rd February 195^t reported in 
"ihe Times", London, Jth February, 19̂ 1m
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than would a Unitad Natlona dooiaion aohiewe? It might do no more than 

glTO the stamp of approral to notion already taken or about to be taken 

unilaterally» perhapa bring in a margin of hesitant states» and perhaps 

extend mutual si^port* Qy and large the otirrent tendency seems to be 

to make eoonomlo sanetions under Article 4l a *rubber-stamp* operation» 

so Imtig as Article 99 of the X*T«0* Qharter remains the effective ex

pression of international thinking on unilateral sanctions«

All this merely illustrates the fundamental change which Uxited 

States forei^ eoonomio policy has undergone over the years between 1 9 ^  

and 19^* Neutrality» non-discrimination, a minimum of government inter

ference in external economic policy have become part of *the pattern of 

an outworn tradition”. The United States Obvemment continues its direct 

oonnand of vast oapital resources for external use» it directs American 

exports to its friends and withholds them from its enemies» it is accept

ing more and more extensive commitments to maintain domestic full employ- 

ment as an essential foundation for all the other elements of foreign 

economic policy» and» finally» the principle of a bloc foreign eoonomlo 

policy has been etched firmly and deeply into the practice of American 

administration« For the mommit» the Soviet - with its somewhat changeable 

allies - is the enemy; but there may be seething more permanent in the 

trend idiioh United States policy is taking away from Anglo-American 

liberalism and towards Qerman neo-mercantilism« At present» however» 

that can be no more than conjecture«
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p^p-Lafr Y « Koonomio Polioy between th« lifers

1« Ihtroduotion

2* Doralopmant of Xntor^rar Policy 

5* Appraisal

1. Introdttotlon

Zt la agoinot this background of multilateral and Qraat-Power 

policies that Australian policy must be set* These policies Australia 

has some power to Influencey but little power to change* iilhiley for 

ezaiaplet British and American policies are being formulated, Australian 

influonce night in s<»iie oases be significant; but once Britain or the 

United States hare finally determined their polioieSf Australia's 

fundamental dependence on their support will make it almost unavoidable 

for her to bring her own policies into accord with theirs, oven at s<mie 

sacrifice of what she oonoaives to be her maximum seoiurity advantage* 

Australian polioy since 1916 will therefore be seen, after temporary 

divergenoes, to a l i ^  itself ultimately with the broad polioy approach of 

Britain and the Uhl ted States*
Like every other country however, Australia has its distinctive 

security problem* "A small population In sparse oociqpation of a vast 

territory, relatively close to the crowded millions of Asia” must be 

conscious of a dangerous and lon^oontlnuing Insecurity* Australia's

1 H*L* Harris, "Australia's National Interests and National Policy”, 
Melbourne 19^$ p* 25«
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relative ieolatlon from iSurope give« her «ome Immunity from direct 

attaok from the historioal stonuF^oentres; but it also heightens the 

danger of aggression originating in Asia or in the islands lying off 

the Asian ooastf for her traditional allies in Burope and America 

could assist only after some delay and, in any event, have their major 

preocoxq>atlon in other arcfas* Australia must therefore be prepared 

to roly to the fullest extent possible on her own resources; but, 

since these resources are extremely small in relation to the potential 

threats to her security, only metioulously careful direction of both 

political and eoonomio policies can give any relaUvely satisfactory 

degree of assurance of national security* Thic suggests that a foreign 

economic policy slight — or should •• be applied more intensively and 

continuously by Australia than by many other countries*

2h some respects, Australia's position is analogous to that of 

France* For both, insecurity must be regarded as a long-term condition, 

and there are few situations in which their traditional alliances will 

ooi^letaly offset their IndependsnA weakness* If Australian policy 

followed that of Francs it might seek to maintain a congenial political 

talanoo by asonoml n pressure at tactically advantageous moments,

but moro likely. It mij^t seek especially to create eoonomio alliances 

which would supplcBient and Intonsify poUtioal bonds* A further rou ^ 

analogy m i ^ t  be drawn between Australia's position aind that of the Soviet 

Union, for Australia is a rapidly developing country, whose absolute
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power is likely to Inereaee ooneiderably throu^iout this oentury*

Sowlot policy between the were * when insecurity wee eoincident with 

rapid derelopment - sought stable world econoed.o and politieel sonditions» 

in which SoTiet dewelopment could be carried forward without interruption* 

Ihe ruthless intensity of the Soriet policy of econozaio development has not 

fo\md a coimterpart in Australian policyf but there has been a broad 

similarity of principle in the link which both have established between 

development and long-term security*

Within the general context of inseourityf Australia’s foreign-policy 

position is rendered still more oonplex by the fact that» althou^ she is 

geographically contiguous to Asia» she is linked racially» culturally» and 

economically with Europe* Althou^^ there has been a developing political 

and economic ocntact with Asian countries» this has — except for very recent 

years - been a slow growth» often requiring special nurture* Australia’s 

racial and cultural affinity with Europe has been expressed most under

standably - and also most provocatively from the Asian viewpoint — in the 

policy of Immigration restriction - the so-called "White Australia” policy* 

Ihis conflict between geography and racial origins presents a problmn to 

Australian diplomacy which can be saperienced in equal measure in few 

other countries*

2 Her relative power might also increase, though this is more doubtful* 
Note the comment in "The Economist” of 17th February 19^1 thatt *It is 
for the military expert to decide if Australia will be more secure against 
attack with a population of 11 million (the i9 6 0  target) compared with its 
present population of 6 million* But strength is only relative, and while 
Australia is building vp its own population» other coimtries - particularly 
those from which attack is feared - will be building up theirs also* It is 
true that Australia will be stronger economically and militarily if the 
present expansion continues* It would be rash to assuae» however» that 
Australia’s position will necessarily be strengthened vis-a-vis other 
nations” (page 564).
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2̂  lha Dgyelowaant of Int«r—war Pallev

It has baan said that "Australia oam# out of tha first ^rld 

dar with a sense of national unity and indiridualityi with pride in 

her aohiaroDiants and a determination to play her part in the world
5

of nations"* For the most part» howeyer» Australia applied no rery 

aetire or independent foreign policy after the early 'twenties* Only 

in the closing stages of the ear» and iamediately afterwards did she 

assert a strong» independent position in international affiiirs*

Much of Australians attention was diraetad during the war to 

keeping Japan out of the pacific islands* After 1914» when Japan had 

occiqpied the Oerman islands north of the Sqmtor and draat Britain had 

induced Australia to ao c ^ t  these wartime oootiqpations» the Australian 

QoTemment was at least determined that the 8q[imtor would form Japan's 

southern limit* This was one of Prime Minister Humes' principal 

interests at the Peace Oonferenoe - "in order that Australia shall be 

safe» it is neoesaary that the great ras^art of islands stretching around 

the north east of Australia should be held by us or by some Power in whom
4

we hare absolute confidence"* Mr* Hu^es won New Ghalnea for Australia» 

and he won it under a speoial system of Mandate» which required no "Open 

Ooor"* Australia wanted no compulsory freedom for the movement of 

either men or goode into Australia or into the territories close to

5 A* Oampbell Qamett» "Freedom and Planning in Australia"» University 
of Wisconsin 1949» p* 242*
4 House of Hepreoentatives» 10th September 1919» Parliamentary Debates» 
Volume LXUZX» p* 12179*

I
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Australia.

*•«•1 ask my fallow sltizsns throuj^hout Australia to roalieo”, 
said Mr. Hug^es^ *what an open door for men and goods would 
mean* Our control of trade and narigation would be gone, and 
within do miles of us there would come pouring in those who» 
when the hour should strike» oould pounoe on us on the mainland. 
We fought agiainst the open door...*. ^

Moreover» although the Australian Ooremment strongly supported the

League» that stq;>port was predioated on the assumption that Australian

policy would be allowed to go its own way in the area of principal
.

security oonoem. "While the Monroe doctrine exempts the whole of the

two Ameriocefrom the jurisdiction of the League of Nations» we will not

allow anything relating to our sphere in the pacific to be regsrded as6
a proper subject for submission to that tribunal”.

Ihs first object of the Australian policy towards New Quinaa was 

to keep poten\.ial «lemles out. After tliat» however» the eeoond step 

for foreign policy might have been to make the territories strong» if 

not by direct fortifications - although even that was quite legitimate 

for the nox»*Mandate of Papua - then by agricultural and industrial 

development. this second step was never effectively attempted by the 

Australian Oovemment during the inter-war period. Of the first ten 

yeare of Australian rule in Mandated New Quinea» Professor W.K. Hancock

wrote1

"In tiie Mandated Torritory.../Australioj^7 administration has 
not yet reached the etandard set by Sir Hubert Murray and his 
assistants in Papua. the Oomnonwealth...has been rather stingy» 
and its administration has continued too long in the improvised 
pidgin-Qiglish style which appeared in its first proclamation*. 7

Ibid.» p. 1 2 1 7 4 .
Ibid.» p. 1 2 1 7 2 .
W.K« Hancock» "Australia”» London 19^» p* 202
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OarefUl •oonoxay In goTommant azpondlturay on aoonoaLlc darolopment at 

loaat» still rulad Australian policy in the Mandate at the outbreak of 

the Second iforld «(ar. Soonomio derelopment sas similarly neglected in 

Papm» althou^ native administration there, under the competent control 

of Sir Hubert Murray, had been a copy-book achievement* (kie writer has

sunmed tiqp the record in Papua by sayings
"It is true that her resources are undeveloped, owing to 
Australians inability to grant opportunity for their 
development; but at least those resources are \siwasted; her 
potentialities are knowi; and her people, who constitute 
her greatest asset, are carefully educated by experience 
from which the harmful elements have been removed by a wise 
administration, and have proved their capability in every 
form of Work that opportunity has presented, to than". 8

In the Mandated Territory, total government expenditure per annua

in the five years ending 195^*“̂  varied between a oiinliium of £A^5>79^ 1*̂

1955“5^ and a maxlmua of £A508,6l5 in 1957— 5^* "New tAk>rks*, idilch

presumably indioates the extent of now developmental programmes in the

Territory, were at a maxlanm of CA76,7^ in 1955“5^> averaged EA69f079

over the five-year period* Zkiring the same period, expenditures in Papua

wore still more meagre, as shown in the following figures:

Total ISxpenditure 
Public Mk>rtcs

1955-56
CA

165,821
17t597

1956-57
fiA

170,920
25,505

1957-5«
£A

185,102
55,328

1958-59
£A

166,551
2 5 , ^ 7

1 9 5 9 - ^
£A

177,952
2 6 , 9 6 5

Source: Official Yearbook of the Oommonwoalth of Australia, No. 5^, 19^1*

8 Lewis Lett, "The Papuan Achievement", Melbourne 19^, p* 199* ^ sxxnmary
of pre-war development in Papua and the Mandated Territory is also given in a 
statement by the Minister for Bxtomal Territories (the Hon. P.O. Spender) 
quoted in Gliapter VI, p. 473 infra*



migrants* Ihs Australian OoTomment strictly applied the some 

policy of Immigration restriction to the Ibrritories as to Australia 

itself9 butf unlike Australlay the white population of New Ghiinea re

mained a handful* Ihe Asian population of the Mandate was If 8 ^  in 

1 9 5 5  and 2f099 in 19^t while the white population increased from 

1 ^ ^ 1 9 1 in 1 9 5 5  to 4f608 in 1959* In FapuSf the white populationf which 

had been 6 9 O in 1907# had reached l,A8 8  by 1958 and 1,608 by I9 5 9 .

From the viewpoint of foreign policy and defenoof New Ouinea 

remained therefore what it had been in I9 I9  - a "no-man <»-land" • Ihe 

Australian OoTemmmit succeeded in keeping other people out but it did 

little that was more positive than that* For the aggressor from the 

north. New Oulhea was an almost unooc\;^iod territory idiich he would 

have to cross before reaching Australia» For foreign policy, it 

tanded to create an additional liability throu^ the extension of the 

Australian imrrdgration-restrlotion policy beyond the limits of Australia 

itself^ without, as in the case of Australia^ any attempt to develop and 

populate the new and empty land* It could, of course, be claimed that 

New Quinea offered limited scope for profitable economic development* 

However, if profitable development had been possible, Australia would 

have gained defence and foreign-policy advantages at no welfare cost*

Li fact, any rapid development of New GKiinea demanded some economic 

sacrifice for the sake of enhanced national security* Since Australia 

was unwilling to make this sasrifioe, she seems, in the case of New 

Ouinea, to have rejected any offeotive foreign economic policy or even.
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in that limitad area» any offaotire dofenoe ooonomie policy« The 

time whiohf ae a result» was lost in the inter»war period nay hare 

to be made xxp in the "fifties when political and defence pressures 

hare intensified«

Althou^ Mew Guinea was neglected» the decade after I9 I6  was

a period of rapid derelopment for Australia itself« lnmiigration

flourished« Direct assistance to ijmiigrants the Australian

Ooremment» agreements with the United Kingdom» and the generally

boom eonditlons of the Australian economy all helped to bring thousands

of new settlers« At the same time» goremment inrestment reached new 
9

heights« Ih the ten years after 1 9 1 6 » the total public debt of the

Oomnonwealth and State Qoremments rose by £281 aillicm (excluding loans

related to the war)» and by 1 9 2 7  the total debt» including war debts»

had passed the £1»000 million mark* More iu^ortant than these total

figures» the external debt which "at June ^th» 192^» ««««was fi4l9«6 m«

«««had risen to £^70 m« by Jisie JOth» 1926» an increase of m« per 
10

annm*« In 1 9 2 1 » about 6 0  per cent of the total public debt was held 

internally but by 1 9 2 9  this percentage had fallen to about fifty«

B^ind all the programmes for Immiipration and economic derelopment» 

there was a broad ooneem for defence • often identified with foreign 

policy« But there was no direct governmental attSBq)t to establish heavy 

defence industries« Public loans were deroted mainly to sailways» roads»

9 Inmigration and government capital expenditure were of course related« 
The Oommonwealth and State Qovemments undertook additional expenditure
in part to settle new migrants successfully«
10 D«B« Copland» "Australia in the Iforld Crisis 1929-19^^"» Cambridge 19^» 
p« 1^« National income during this period has been estimate at about 
million in 1 9 2 2 «^^» rising ^  £6 ^  million in 1 9 2 8 -2 9 «



bridgM» water-supply and sewerage» harbours» land-sett louent» and so

on* Hueh of the money obtained orersaas probably eould and should

have been raised looally; nuoh of the expenditure seems to have been

unaoonomio; and very little expenditure was made on direct defence

projects* Ferhaps In the latter» the programmes of eoononic development

eould have f o m d  soise forelgr>-polloy justification - Australia was

hurrying along the peaceful exploitation of her large and varied territory«

However» the real value of development based on foreign borrowing up to

1 9 2 9  from any viewpoint - welfare» defence» or foreign policy - should not

be exaggerated* In 192Ô» a Loan Oouncll was formed to control borrowing

by the various Qovexnments» and» about the same time» a British Boonomlo

Mission was Invited to report on the Australian eoonmiiy* *1he Mission*

said professor Copland» *could not escape the conclusion that Australia

had mortgaged her future too heavily» but It did not take a grave view

of the situation* Ihe Development and Migration Commission» established

in 1 9 2 6  to Biqpervise the expenditure of loans under the *£^»000»000

Agreement* with the British Oovemment» found on close Investigation that

many f o m s  of capital expenditure were uneconomic* After five years of

work It had been able to recociitend the expenditure of only £6 m*» and *lts
11

later reports showed that it thou^t loan expenditure should be curbed**

Ihe Depression brought external borrowing to an end» and it
12

brou^t Immigration to a standstill also* But It gave a new li^otus to 

thinking about commercial policy In which a mubar of significant changes 

occurred during the •thirties.

11 Ibid*» p* 21*
12 In some years during the * thirties» there was a net anlgratlon from 
At^stralla* Total Australian population reached million In 1916 and 6 
million In 1926; but the 7 million mark was not reached until years 
later In 19^«

/



27^
In part answer to Présidant itfileon̂ e foxurteen Pointe» Prime 

Minister Hu^es had made it pladn that *wo elala the right» and shall
15

insist upon it» to make what tariff distinotions we like”* Australia 

had newer bean inflexibly oommitted to most-fiawoured^nation prinoiploa» 

and ainoe I9 0 Ô had axtanded preferenoes to the United Kingdom* How» 

ewer» the main purpose of her tariff policy» both before and after 1916» 

had been to giwe generous protection to home industries» often without 

much concern about whether t h ^  were ewer likely to outgrow the need for 

protection or not*

Protection was expected to achieve a minber of objectives*

firstly» it should help to expand the industrial economy* This in turn

should enlarge Australia’s capacity to absorb new migrants; and both

of these results should strengthen the position of the Australian economy

whether in peace or in war* Finally» there was the question of prestige

and living standards: protection should raise the status of the

Australian people from being mere "’hewers of wood and drawers of water’
14

for the people of more favoured countries"* iilhatever the particular 

objective on which emphasis might bo placed from time to time» protection
1 5

became "more than a policy: it has been a faith and a do^aa"* lAiat 

relative place did welfare and power occiqpy in the policy? Professor 

Hancock has said that:

Statement made in fiigland lnl916f quoted by Mr* Hughes to the House 
of Representatives» 10th September 1919» Parliamentary Debates» Tolume 
IXXXIX» p. 1216S*
14 "The Australian Tariff"» a Report prepared for the Prime Minister 
by five economists» Melbourne 1929» p* 16«
1^ "Australia"» op* oit*» p* 77«
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"It is a policy of power; it professes to be a policy of 
plenty* It promises to the Australians» not only the 
industries which are necessary in time of war» but also 
the enjoyments which are deeirable in time of peace"* 1 6

Ihe ijiqportant thing» howerer» is that»not only did protection profess 

to be a policy of plenty» but it was beliered to be such by the orer* 

whelming majority of the Australian people* Proteotion became doubly 

acceptable because welfare end defence were beliered» in this case» 

not to conflict» but to point in the seme direction* At each extension 

or adjustment of the tariff» defence objectires were mentioned» but they 

were placed alongside an expectation of substantial welfare benefits* 

for example» in moring the adoption of the 1 9 2 1  tariff» the Minister for 

Tfade and Oustoms (the Hon* Massy Oreene) said that the SoTemment be

lieved the new tariff would "prove satidfaotory to the manufacturers of 

the Oommonwealth"» and that it would "protect industries b o m  during the 

war» ***enoourage others that are desirable» and* • .diversify and extend 

existing industries"* for the Pratten fariff of 1926» the Minister 

claimed that the new schedules would "create a great deal of further 

amp loyment» *•* .protect local industries and ^ y  revising revenue duties^ 

give relief from taxation"* In presenting his second tariff in 1 9 2 6 » 

which increased the rates of duty on twsnty^three British and foreign 

items» Mr* Pratten declared the Qovemment^s intention that "oxar national 

development shall be assisted"» and that» by extending British preferences» 

"the aggregate British trade with us will*.be increased at the expense of 

foreign trade"* 2h most statements» defence and welfare were so well 

mixed \xp that it is impossible to be certain which was uppermost in the

16 Ibid*» p. 77*
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speaker * 8 mind, but, in any event, sinoe both led to protaotion, it 

mattered little which reoeired the major emphasis.
If, therefore, proteotion assisted iustralian defenoe, it may 

be counted fortunate that accepted welfare policy pointed in the same 

direotion. For Adam ftnith, the question was whether to retain the 

Narigpition Aots even thou|^ welfare eautioned otherwise; but, for 

Australian Qovemments, proteotion oould be lavished on one industry 

after another in the interests of welfare, with a self-righteous back

ground of appeal to *national development* and the in^eratives of 

defence. Ihe policy of protection therefore built vqp no clear tradition 

in Australia for making signifleant connercial-pollcy sacrifices in the 

oause of defenoe, and absence of this tradition may become more important 

when the problem extends from using economic policy to promote defenoe to 

i:iffincr eoonomio policy to assist foreign polioy. To take a concrete
17

example, which is touched on subsequently, let us s\jq)pose that a pre-war 

j^xstralian Qovemment had (uwisidered it desirable, for defence reasons, 

to establish an aluminium industry in Australia. A polioy of protection 

for that ind\istry might have expected widespread acceptance, labour hoping 

for enlarged employment opportunities and mangement for a new field of 

enterprise. Svq>pose instead, however, that, under a foreign eoonomio 

polioy of elose economic co-operation and industrial co-ordination with 

New Zealand, the Australian Government agreed that an alisainiuBi industry 

should be established in New Zealand to meet the needs of both countries. 

Oompensating advantages might be given Australian industry in the New 

Zealand market, but the arrangement would be more complex than the simple

17 See Qhapter ?1.
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0xp9 oted from protection for defenoe^ and m i ^ t  involTe some 

real or imagined welfare loas* In the Inter^war period» Australian 

foreign eeonomlo policy had not developed to the point where this 

type of dileoma occurred» but It haa begun to emerge more clearly since 

19^.
B^ond protection» Australian commercial policy In the Inter^war

period was often frankly discriminatory» and here It aometlmea appeared

to go beyond defence to link with foreign policy* Oiacrlmlnatlon was

expressed principally through Imperial preferences» w h l ^  had a l<«vg
history in Australian thinking* Thirty years before the Ottawa
Oonferenoe» it had been *part of the faith of •••Alfred Oeakln** •that

18
Imperial preference was the road to imperial unity”. The lyne Thrlff 

of 1 9 0 8  first wrote British preferwices on to the Australian statute 

books* By 1 9 2 9 » "the awerage margin of the preferences granted by 

Australia upon goods of British origin was 1^ per cent*» and they
1 9

extended orer the whole tariff schedule”* Australians task after 1918 

was to obtain reciprocity from the United Kingdom* 4ien Prime Minister 

Bruce raised his cry for ”Men» money» and laarkets”» he had especially In 

mind Ihilted Kingdom markets se<mred through reciprocal preferences* As 

already noted» the Australian f l ^ t  was unsuccessful until 19!^» end» It 

must also be recorded» the forelgn<-polloy element in the struggle for 

reciprocity before 19!̂ 2p as distinct from the welfare element» was of 

doubtful Importance* One authorltatlTs r^ort coi&mentod In 1929 that:

16 if*K* Hancock» ”3unrey of British Oommonwealth Affairs”» Volume 11» p* 220*| 
1 9  Mr* Henry Qullett» l^th October 19^» Parliamentary Debates^ Volisne^l^»p.llAo*
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"lha policy of prefarantlal trade within the Bnpira has 

rooeiTod Biuoh airport in raoant years in both Great Britain 
and the Obzainione on the rather Tague assumption that it will 
stimulate trade within the Bnpire» and thus promote its eocA- 
onio dewelopmant* Its association with Imperial sentiment has 
giwen it a wide popular appeal» and it has had much influence 
with tariff makers in all parts of the Empire« Adrocacy of 
preference in both Great Britain and the Dominions is» howerer» 
most aotiwe among those who favour the policy of protection*
It is in reality a f o m  of protection» applied by reciprocity 
between different autonomous customs areas* It presiq;>poses the 
SKistenoe of duties upon foreign, goods» and where revenue or 
protective duties are levied upon British goods the duties vqpon 
foreign goods are levied at higher rates* If there were no con
flict of interest between Dominion and British tariff policies 
the political advantages of such a system m i ^ t  be considerable* 
But the young industries of the Dominions require protection 
against imports of manufactures from Great Britain» whilst the 
need for cheap raw materials and foodstuffs in Great Britain 
weighs heavily against the taxation of foreign si;q>plies of these 
goods* The Dominions may find it expedient to grant British pre
ference as part of a general protectionist policy; Great Britain 
cannot reciprocate by tawing foreign supplies of raw materials and 
foodstuffs* There is» therefore» no common basis for action» and 
the costs and benefits of a general system of preference would
w e i ^  unevenly on the different parts of the ftapire* 20

A "common basis for action" did however appear three years later

when the Depression had forced the United Kingdom into a policy of

protection* On the eve of his departure for Ottawa» the Leader of the

Australian Dela^tion (Mr* 8*M* Bruce) said that "my one aim will be to

weld more closely together the British Oommonwealth of Nations» so that
21

it may become the great world force which it ought to be"* After the

Oonferenoe» Prime Minister lyons asserted that previously *it had never

been possible to unravel the tangle of all the conflicting trade policies

and rewind the threads so as to strengthen them all into a cord that
22

Would bind the whole finpire closer together"* Other statements of this

^  ♦
"The Australian Tariff"» op* cit*» p* 206* 
parliamentary Debates» 24th May 1952# Volume 1^4» p* 1J06. 
Ibid*» ^Ist August 19^2» Volume 1^^» p* 26*
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general nature, otreeslng the fioperial, p o U U c a l  element in Ottawa, 

were made fron time to time both inside end outside the Federal 

parliament*
Ihe Labour Opposition, however, made no show of sharing this 

Tiew* Before the Oonference, the idiole of the labour emphasis was on 

the economic benefits which Ottawa n l ^ t  bestow, and the dangers to 

be avoided* Former Prime Minister Boullin said that "we expect our 

Ministers not to give away the protectionist policy of Australia, nor 

allow the safeguards that apply to our own Australian industries to be
2 5weakened"* Mr. B.J* i*Lrd, one of the more militant Imbour Members, 

declared more strongly that, "if the conferenoe is to be utilised 

merely to enable the British delegates to bro^^beat the Oommonwealth

into the reduction of tariff duties, the OoTemmont should not inspire
24

oia* wheat-produoers with hopes that are dom&ed to disappointment". 

After the Oonferenoe, Labour directly contested tiie thesis that t̂ ie 

Agreements would promote Lnperial unity* Mr* Boullin foxind some
2 5

articles***repu0 Mait to those who stand for***Australian self-government ,
2 5

and he deprecated "a half-and-half protectionist policy"; but he also 

insisted that "the attempt to iB^ose cast-iron conditions on the people 

of Australia or on any people inside the British Ooramonwealth of Nations
26

will endanger the unity and goodwill now existing", and that "the ties 

of kinship*..will not bs strengthened by sordid bargaining or the making
2 7of binding agreements" * The Country Party voted for the Agreement

Ibid*, 24th May 19J2, Volume 1?4, p* I5 0 5 *
Ibid*, 24th May 1952» Volume 15^, p* 1267»
Ibid*, Jrd November 1952» Volume 1J6, p* 1846* 
Ibid*, p* 16^1*
Ibid*, p* 1055*
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but» before OttAwe» ite Leader (Dr. fiarle Page) had insisted that

there be no "auction sale of preferenoee between one part of the
28

fiapire and another”» Afterwards» his support of the Agreonent

with the United Kingdom was teoqpered» inter alia, by a thesis

similar to Labour's that» ”when» in return for all these fawours»

the father asks his son to buy some more of the goods the father

manufactures» the son tries to force from him the last farthing on

the bargain» we should hawe a parallel for what Australis is doing
29

in her relations with Great Britain”»

In practice» howerer» the difference between the Oowemment

and the Labour Opposition was more apparent than real* Gowemment

spokesmen often referred to the political unity of the Bapire; but»

for them as for Labour» Ottawa was essentially a welfare experiment»

Ihe Qowemor^Qeneral' 8 l^eeoh to Parliament on 16th February 19!^ had

announced that ”a feeling is abroad that Australia is about to be

presented with the greatest opportunity for trade derelopment in her 
50

history”» and this expressed the essenoe of the Gowemment's hopes 

for Ottawa throughout* Policy statements» having aoknowledged the 

goal of Bapire unity more or less as a pleasing preliminary» then 

proceeded to a oareful» detailed appraisal of the welfare issues 

involved* On his return from Ottawa» the Minister for Trade and 

Customs (Mr* Henry Gullett) summed up the Government attitude by 

saying that

28 Ibid*»
29 Ibid*»
50 Ibid*»
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"•••th# Australian da legation •••allied at something nearer 
and iBore definite than a general benefit either to Australia 
or to the United Kingdom* Prom the beginning of the prepar
ation for Ottawa until the eonferenee elosed we worked for 
speoifio benefits for our primary industries*» ^1

Ottawa raised the tariff on more than kOO items» and Mr^ GKillett claimed

- "almost exultingly*» said the Leader of the Ooimtry Party - that the

Agreement with the United Kingdom "does not reduce the protective level

of our Australian tariff« It does not call upon the Australian

Qovemment to reduce that level* On the eontrary» althou^ it does not

reduce the protective level agpilnst British imports» it very generally
52

increases the protective level agpiinst foreign imports"*

Outside Parliament also» in the long debate which subsequently 

vent on throughout Australia on the merits of Ottawa» the issue of whether 

or not it strengthened political bonds within the fiipire or whether it was 

an asset from a broader foreign-policy viewpoint» was largely an aside*

The real issue was whether» as Prime Minister lyons had claimed» the 

Ottawa Agreements had in fact conferred "great benefits***on Australian
55

primary industry"* These were years of intense depression» of long 

relief and sustenance queues» of groups of idle men at street comers 

end in city parks» and of travelling unestployed in country areas; it 

was no time for welfare sacrifices even in the cause of Imperial unity* 

i^atever less material sentiments were expressed from time to time» 

Australians as a whole supported Ottawa as "a measure of self-defence*• *
5^

ageinst World-Wide deflation"* Mevertheless» within a few years the

51 Ibid*» l^th October 1952» Volime IJ^» p* 1166*
52 Ibid*» p* 1166*
55 Statement by the Rt* Hon* J*A* lyons» l4th January 1955» printed in 
0*B* Oopland and 0*Y* Janes» "Australian Trade Policy» A Book of Documents 
1952-1957", Sydney 1957, P* 8 7 .
5^ "ihe British Qonmonwealth and the Future"» op* oit*» p* l4o*
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politioal Inplioations of Ottawa aasxmod an importanoa for Australian

foreign policy• Of the politioal arguments against Ottawa, note has

already been taken of the assertion that "the ties of kinship«•••will

not be strengthened by sordid bargaining" • An extension of this
»

argument used by the Bank of New South Wales • was that fihipire bonds

would be weakened by the disappointments which would follow from the

probable failure of Ottawa as a welfare experiments Ihey took Alfred

Marshall’s argment of 1908 that

"ihere is danger In^the fact that in these sohemeB^for 
Imperial preferenoo/ the gain idiioh either side is inrited 
to expect is greater than the loss which she is to inoiir; 
and yetf as the scheme includes differential duties which 
are essentially wasteful, the aggregate material ^ i n  must 
in my belief be less than the aggregate material loss* Ihe 
schemes would be less dangerous if they started with the 
frank statement, 'Imperial unity is an ideal worth much 
material loss: lot us oonsider how best to share this loss 
among us'^ As it is, the schemes appear to me likely to 
breed more of disappointment and friction between ^gland 
and her colonies than of goodwill and the true spirit of 
Imperial unity* And, if approached in a spirit of greed 
rather than of self-sacrifice, they are likely to rouse 
animosity in other lands, and to postpone the day at which 
it may be possible to work towards a federated Anglo-Sazondom, 
which appears to be oren a h i ^ e r  ideal than Imperial unity"«

This latter contention that Imperial preference might "rouse animosity 

in other lands" became sharply relevant to Australian foreign and 

commercial policy when the lyons Gbvemment launched its Trade Diversion 

Policy against Japan and the Uhited States in May 19^* Before dealing 

with Tirade Diversion, it is necessary to sketch in a little of the back

ground of Australia's politioal and trade relations with Japan*

"Australians", wrote one commentator in 19^» "have always felt 

themselves threatened by a menace of s ^ e  sort* In the early days it

^  See Bank of New South Wales Oiroular, dated 2nd November 19!i2, 
printed in Copland and Janes, op« clt*, pp* 1^0-1^*



26^

1MLS the Prenoh» and later on it eae» at rarioue times» the Russians»

the French again» the Oermans» and.• «in the later 'nineties the
56

Japanese”. At Tersailles» Mr. Hxaghes had succeeded in keeping 

Japan north of the Squator and in keeping Japanese Inmigrants out 

of the Australian Mandate; hut security demanded more than that.

The Anglo**JapSLnese Alliance had put Japan on Australia's side in the 

First World War and Mr. Hughes wanted a continuing alliance as 

security a^inst any future Japanese attack. Before he went to the 

haperial Conference of 1921, he wanted the Anglo-Japanese Alliance 

continued, if possible in a form suitable not only to Britain and 

Japan, but also to the United States; but he wanted no less. "No 

man can deny”» he told the House of RspresaitatiTes» "that it is a 

thing more precious than rubies that we should hare an alliance with
57

the greatest Power in the East”. Howerer, Mr. Ru^es failed. The 

Alliance was broken vop and replaced by the Four-Power Pact» ”with
58

its nebulous terms and its lack of sanctions”. After 1921, Australia 

took little actlTS part in pranoting friendly political relations 

with Japan and, what actire interest she did show in meeting the 

potential Japanese threat» was concentrated on such defence projects 

as the fortification of Singiapore. During the Manchurian crisis of 

1 9 5 1 , the Australian position was one of "watchful waiting”» with the

3 6 Jack Shepherd, "Australia's Interests and Policios in the Far East”, 
New York 19^» p* 7*
57 parliamentary Debates, 7th April 1921, Toluae XOI?, p. 7267»
58 3.H. Roberts, "History of the Oontaets between the Orient and 
Australia”, in I. Olunies Roes (Sd.) "Australia and the Far East
Diploma tic and Trade Relations”» Sydney 1956» p* 55*
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Tague hope in the minde of many Auatrallans that Japan might be pre- 

oociq>ied for euoh a long tine with her adrenturea on the Asian main

land that Australia would have little to fear from her. ' In any 

event, resiatanoe against Japanese aggression involving, for example,

“the imposition of eanetiona against Japan would oertainly have 

involved great sacrifice on Australians part, since it would have meant 

the cessation of wool and wheat exports to Japan at a tine when those
59

exports were helping Australia along the road to economic recovery* • 

Althou^ direct political relations with Japan were meagre, 

Australian trade with japan expanded to a ranarkable extent, especially 

after 1929# Japan took large quantities of Australian wool and wheat 

and, in 1952 ,  Mr. K . J .  <iard rsoinded the House of Representatives that 

"but for the market that was found in the iast last year, an enormous
ko

surplus of wheat would have been left on our hands".

However, althouj^ Australia had a large positive balance with 

Japan, tho flow of trade was by no means one-way, and it was here that 

Australian misgivings entered. Australia had always shown some tendency 

to resist, not only a flood of Asian migrants, but also any large flow 

of Asian goods, ^ i c h  might slow the upward trend in Australian living 

standards by retarding eoonooiio development and endanger Australian 

security by retarding the establishment of industries essent^ial to a 

war economy. As a consequence, *si;q)porters of tariff protection and a 

*^ite Australia*, idio were dominant in the first Federal Parliament,

59 Jack Shepherd, op. olt., p. 5^.
^  Parlismontary Debates, 24th May 1952, Volvmie 154, p. 1267*
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«rota onto the statute book logielation daai^ed to guard the country 

against inrasion either by Oriental iBoiigranta or Oriental goods"*

Ihis attitude tended to oTerride recognition of the ralue of the 

Japanese market and the desirability of xoaintaining cordial politloal 

relations throu^ xoutually beneficial commercial contact* During the 

depression years of the 'thirties» Australian stores bulged with 

Japanese textiles» crockery, glass-«are» toys» and other light manu

factures* Since they were cheap and since the terms of trade had 

turned sererely against Australia since 1929# those imports were in 

many respects a boon» and the Australian public bou^t them in in

creasing quantities* Nerertheless» the people thsaselres bou^t with 

a feeling of resentment against the Japanese» often expressed in attacks 

on the methods of "sweated labour" which they allegedly employed* The 

feeling was always present that the Japanese were unfairly undercutting 

and destroying firstly Australian industry and secondly that of Great 

Britain* People noted with a sense of alarm that "whereas in 191^ 

Japan svqpplied a little more than 2 per cent* of Australian imports 

of apparel» textiles and manufactured fibres» and Great Britain about

6l per cent*» In 1 9 ^ ^ ^  Japan's portion had risen to more than 18 per
42

cent* and Great Britain's had been reduced to 57 cent*"* So far 

as Australian industry was concerned, the Melbourne "Age" of 11th 

Septanber 1 9 ?^ bad declared that "the standard of liring of the workers» 

the reasonable profits of manufacturers» the opportxsiities for the

41 Jaok Shepherd» op* eit*» p* 164*
42 H*L* Harris, op* Oit*» p* 101*



266

xiftflcq)loyedf th© prospoclf of yoisig pooplo r M d y  to 6ntor tho ooonoDiio 

field - all are being plaeed in greater jeopardy owing to the unfair 

oonpetitiTO liberty being allowed to a foreign country •••^^ioh u a e ^
4 5

mean wagee» aerf eonditionsf a aeren-day week» child labour" •

Sir Henry Oullett wae therefore able to win a lot of popular 

and often uninformed a\4 >port when» on 22nd May 19^t he announoed "a 

aeries of atepa intended to bring about a direreion of carefully ee- 

looted portione of our oTeraeas trade* »»̂ lin ordej^7 "to widen and etrengthen 

Auatralian aecondary induatriee«**to draw our exappliee from countries 

which are already groat cuatomera of oura***to inoreaee our export trade*.• 

to place oxu* oreraeae financial affairs in a sound and enduring position* •• 

to maintain the Auatralian standard of living» and keep the way clear 

for its steady adranceoient" • Ihe two countries principally hit were the 

United States and Japan* Against Japan» the policy meant a tremendous 

increase in the rate of duty on cottons and artifioal silk piieoe goods» 

imposed because the Japanese "low prices necessitate some action to 

praswTo * reasonabl* proportion of th* trad* for tho Uni tod Kingdom"»

For ecKample» prior to Trade Diversion» the duties on artificial silk 

piece goods were 20 per cent* British and 4o per cent* general tariff»

' with a primage duty of 10 per cent* in both oases* After 22nd May» the

4 5  A.O* Pearson in "Press» Hadio and World Affairs"» Bd* by W* MaoMahon 
Ball» Melbourne 19^» p« 37*
44 Parliamentary Debates» Vol* I3 0 » p* 2211* It should also be noted 
that Trade Diversion was also alleged to assist immigration and to make "a 
significant indirect contribution to defence*• Hiese objectives should not 
be ignored and no doubt had some influence» but were except for the 
proposals to establish a motor-vehiole industry in Australia - probably no 
more than an imprecise» general background to the policy» as they were to 
most of Australian commercial policy between the wars*
4^ Ibid.» p* 2214*
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ad ralorcn duties were replaced by speolfio duties of lyd* per sq. yard 

British, 8d intermediate (nosV^avoured-nation) tariff, and 9d. general 

tariff, with abolition of primage for British imports and reduction from 

10 to 5 per cent for foreign imports« These ratet nay bo oompared with 

an arerage f#o«b* value in February 195^ of ihd per sq. yard for British 

artificial silk and 4^ per sq. yard for Japanese.
The detailed story of Trade Diversion has been sufficiently told
46

elsewhere. The muddled attempt to diotate the terms on which Japanese- 

Australian trade should be conducted was a humiliating failure for the 

lyons Qk>vemmentf and resulted in a severe loss of export markets in 

Japan, especially for wool, which was never recovered in the inter-war 

period. Sir Henry Oullett, who, in defending the authority of the 

Tariff Board in 1952, had said that "for a Oustoms Minister or any 

nimber of Ministers to engage hurriedly in tariff revision...would be
47

political madness", had tabled his Tirado Diversion proposals before 

Parliament without reference to the Tariff Board, and, it also seams, 

without any pressure from the British Government or consultation with 

it. Tirade Diversion was intended to strike at "bad customer" 

countries, but Japan was Australians second largest customer which, as 

the Leader of the Opposition (Hr. John Ourtin) pointed out, had provided 

a major part of Australians positive trade balance since 1951-52. The 

figures which he used were as foliowss

46 3ee especially Chapter III of Jack Shepherd*1 "Australians Interests 
and Policies in the Fiar fiast".

4y Parliamentary Debates, 15th October 1952, Volume 155» P* H44. It 
might be noted that some feeling still persists that trade Diversion was 
inspired, at least in part, by direct pressiire from the British Government, 
but there does not aeem to be any clear evidence to siq>port this view.
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1951- 52
1952- 55 
1955-5^ 
195^-55 
1955-56

Sxeess Exports

▲11 Oountries s Orer Imports from Japan
J_ ._ _ —

Million £▲
1

: Million £A

5 1 . 1 : 8»6
20*9 : 7 * 0

5 0 . 5 » 9 . 5

9 .^ 1

1 5 * 6 ! 11.4 
» -

3ouro«i Parllameotary Dobat«*« Tol» 152» p« 2195»

Sir H«nry GKillatt did not faeo tho issuo of diaorimination aquaraly 

and oonaiatantly. On 22nd May 1956, he aaid that he wiahad *to diaaipate 

any apprehanaion«»»that the dutiea**«will in any diaoriminatory»

they will apply equally to all foreign ootmtriea*. Howawar, on 24th 

NoYooibert ho said thats
"•••tho Lead or of the Opposition ohargeo tho QoTommont^ • #with 
diecrljainating ««ong oountrloo which are more or looo oubotantial 
oxportoro to the Oonmonwealth. He appears strongly to faroxar 
the altematiTo oourse of adopting tariff rostriotions against 
eertain items of import irrespectivo of ooxmtry of origin* Ihoro 
we roaoh tho fundamental differonoe between the policy of the 
QoTemment and the policy of the Opposition"« 49

In any oasOf so far as Japan was oonoemed» the formal point was

academic for^ as the Minister pointed out in the oase of a r t if ic ia l  silk

goodSf "importSf other than those from Japan and the United Kingdom̂  wore
9 0

nominal in quantity". Trade Diyersion» especially in so far as it was

48 Ibid
4 9 Ibid
5 0 Ibid

AW V
■ » To Iu b « 1 5 2 » p* 2204.
„ 22nd May 1956, Tolwio I5 0 , p. 2215»
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directed ageinst Japan» aroaa directly from Ottaim and waa largely 

Inspired by the negotiations due to take place In 1957 on extension 

of the 1 9 5 2  Agreement with the United Kingdom« Hajority opinion 

in Australia had firmly erystalllsed into the view that Ottawa had 

brou^^t real welfare benefits» and» in view of the doubte that were 

being expressed in Qreat Britain» the Australian Ooremment felt 

some need to gire Britain eonorete asstiranoes that the Australian 

market would be preserved for her« In return» Australia expected 

a continuation or extension of Australian preferences In the British 

market«
A a t  were the political implications of Trade Dirersion?

Sir Henry Oullett claimed that it had none - it was a simple trade 

restriction policy against "bad customers*. Trade was direrted 

not only to the United Kingdom - an vmdoubted ally - but also» as 

Sir Henry slaimed» "in a less» but still material» degree to Belgiisn»
5 1

Oermany» and our other best-customer foreign countries"« Still» 

there were some doubts« In a broadcast on 2 5 th June 195^» the 

Prime Minister inferred that the people and newspapers of Australia 

had rightly "sensed that there is something more behind this action 

of ours than the oonsideration of our trade with the United Kingdom» 

and the degree of our dependenoe \;^on the United Kingdom markets to
5 2

consisne our exports of station and farm and orchard produce" • On 
the other hand» when the Leader of the Opposition suggested that this

.55oould "giro rise to the most sinister speculations", Sir Henry Oullett

Ibid«» 2^th HoTCBiber 195^» Tolume 152» p« 2207*
4uoted from parliamentary Debates» Tol« 152» p* 2200« 
Parliamentary Debates» 24th November 195^» Vol« 15^» p* 2200<
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elalmed b« »*» •talking nonaenae*. 8ir Henry wna probably rlgiit. Bio 

Prtna Minlator'a hint waa probably no noro than a platfom appeal to 

uninformed prejudice among the Australian public, in order to gain 

support for a policy ahich had transparent weaknesses and idiioh endangered 

Australia's political and trade relations In the Pacific« The truth was 

almost certainly that if the econcsiie oonsequenoes of Trade Direrslon were

ill-considered, the political consequences were not considered at all#
»

The Opposition pointed this out* On 24th November 1956» Mr* Ourtin said 

that the new tariff
“•••involves Australia's relations with the United Kingdom, the 
United dtates of America, and Japan; and we have to consider 
it at a time when the world is trembling in an atmosphere of mis
trust* At best, the international situation at the moment gives 
cause for grave disciuietude*••Australia has no reason to fear 
either the United States of America or Japan, but as those two 
countries play so important a part in international relations in 
the Pacific, Australia should endeavour, in the most genuine way, 
to maintain friendly relations with them, and, indeed, with all 
countries which border that ocean*

“The Oommonwealth Oovemmont has failed to take a broad national 
view of the sitmtion* At all times its policy is dominated by 
sectional interests, and for that reason it has failed in this, as 
well as in other matters, to place Australia first“* 5^

In a later part of the same speech, he declared that

“•••the Qovemmsnt has taken the course of imposing disoriminatoi*y 
restrictions, with no thou^t of the economic repercussions which 
must follow such action, or of the sntagonim that m i ^ t  be en
gendered* I look at this matter from the viewpoint of Australia, 
its trade, its international relationships and the overwhelming 
desirability of being on friendly relations with the countries 
that border the Pacific Ocean* tfc are a British community, and

54 Ibid*, Vol* 1 5 2 , pp* 2 1 9 5 -2 1 9 4 * In earlier years. Labour had opposed 
import of cheap Bastom goods on the grounds that they placed a brake <m 
Australian industrialisation and reduced employment opportunities* Now, 
however, Inbour recognised that the goods concerned were not oonpetitive 
with Australian industry in the main, and that they provided cheap supplies 
for the woxicing class idiose purchasing power had fallen to low levels 
during the Depression*
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we have given ample proof of our kinship with the United 
Kingdom* the preferenoes givai in o\ar tariff to Qreat 
Britain are understood* They cause no tuxttoil* But 
preferenee is one things and disorlnination against a 
particular oountry or coisitries is another* Wo must 
live as realists» and keep our minds olear regarding the 
political facts of the pacifio» in which we are vitally 
involved* lie oannotf and dare not» divoroe our trading 
policy from the factual realities of our geographical 
position"* 55

Mr* K*J. dard said more directly that "this oountry may, as the result of
5^

disputes of this kind» become involved in armed eonfliot*» and that
5 6

"Australian interests are being sacrificed on the altar of imperialism"*

It is doubtful that Trade Diverson by itself had any marked effect 

on Japan*8 political ambitions* However» asstaming that it was still true 

that it was "more precious than rubies that we should have an alliance
57

with the greatest Power in the Hast”» Trade Diversion certainly did not

assist Australians foreign policy* Thero was at least some element of

truth in the contention that it had "immeasurably strengthened the idar
58

party in Tokyo"» for it gave si;qpport to Japan's claim for an economic 

in which she would have some assurance of essential markets and 

stqpplies* l^de Diversion would have had some logic for foreign policy 

if it had been deliberately aimed against Japan as a proven enemy - if» 

in other words» it had been not singly a token of the Oovemment's "firm 

resolve to adhere« *• - above and beyond all material considerations - to

55 Ibid*» Vol* 152» pp* 2202-2205*
56 Ibid«, Volume I52, p. 2^07*
57 As late as the 9th May 1959» Sir Henry Oullott (then Minister for 
Hktemal Affairs) looked forward "to a nearer and more auspicious relation
ship with the great Japanese people than that which prevails today"* See 
Parliamentary Debates, Vol« 159» p* 197*
58 Statement by the Vice-Chairman of the Australian Woo 1-Qrowars' Oounoil, 
17th July 1956» printed in Copland and Janes» op* oit*» p* 297*
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the aspire bond", but to adhere to that bond agaiaet a Japanese attaok 

shloh m s  likely and laninent. But it m s  not based on this reasoning. 

It a i # t  w e n  have bean Justified if Brade Diversion had been neoessary 

to ensure the sontinuing friendrtiip of &rent Britain by modifying Japan

ese oonpetitioa in the Australian market. One speaker expressed this

Ti«w by aaying that*
•If Australia does not stand with Britain she will be an easy 

prey for any nation that likes to take possession of her. The 
Siplre takes nearly 7 0  per o m t  of our exports, and provides a 
genuine and pemanent market. I have nothing to say against 
Bost Japanese, but they bought our wool to please themselves,
not to plante us*

•Oie producers of Australia have to decide whether they will 
allow an Bastem somtry to penetrate this country - peacefully 
perhaps - and get poseesslon of our principal naikets . «)

On the last point. Professor Banoook later rmlnded "the two Dmiiinions

of the southern Pacific* that "had they been willing to admit more goods

from eorne of the oountrles whoso men they excluded, they might have gone
61

far to soften the rigours of the exoluelon*. Cn the first point, 

Itoited Kingdom-Australian friendship m s  not really at stake. lhat 

friendship m o  based on much more secure fbundaUono than mutual trade 

benefits, and, in any case, the evidence is that Beads Diversion m s  

not undertaken at the InstiffiUon of the United Kingdom or after oon- 

sultaUon with the United Kingdom. If anything, it seems that the 

United Oovemment heard of it with misgiving. As a final

point, trade Diversion might have been JusUfled in foreign poUoy if

Broadcast by the it. Hon. J.A. lyono, 25th Jwie 19^* »i«***/; air Arthur Trethowan, 7th August 1956. printed in Ooplond and Janes,
"Survey of British Oonmonwaslth lff^lrs*p op« olt«» Vo 1.lip p« ITT»
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Australian soourlty was bollorad to be guaranteed by the British 

bond alone» that is» so long as Australia had United Kingdom 

friendship» she oould afford to draw the open hostility of eren 

so close and powerful a neighbour as Japan* Australian foreign 

policy had» howerer» nerer been based on this reasoning» as the 

Australian attitude to the Anglo-Japaneso Alliance clearly re- 

Tsaled* And this introduces the further sigtilfioant point that 

Ikade DiTersion was aimed not only at Japan but also at the United 

States, Australians likely ally if Japan turned to aggression in 

the south*
The soDmeroial ease against the United States was much

stronger than that against Japan* The Uhl ted States was certainly

a *bad customer*» if we mean by that that Australia ran a persistant

negative balance with her* MoreoTor, the United States had maintained

a high tariff against Australian arports» including wool* On 12th

Noreoiber 1956» the Minister for Trade Tireaties said that proposals

for a trade agreaaent with the United States

****whioh were first subaitted to the Ooremmant of the 
United States of America in Jme» 195^# wore withdrawn*
In July» 1955» when in idashlngton» the Prime Minister 
stressed the desire of the Oommonwealth OoTomnent to 
engage in negotiations* A subsequent approach in March»
1 9 5 6 » took the form of on enquiry as to the willingness of 
the Gtoremment of the United States of Amerioa to enter in
to negotiations* In Tlew of the negative reply» proposals 
were not subsiitted** 62

Bie Minister went on to say that *the rejection of the invitations to
62

negotiate was one of the factors" which induced the Government to

6 2  parliamentary Debates» Tolume I5 2 » p* 1725«
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apply the Trade Diversion policy against the United States*

Trade Diversion imposed a lioensing aysten on a vide range 

of United States eaports and inoreaaed the rates of duties 

on a nmber of items beoause, as the Minister said^ "if we 

did not take some steps to adjust this rapidly->grown adverse 

trade balance with the United States of dmeriea, our whole
6 5

overseas balance would be in extreme danger** • Those measures 

were expected *to surtail imports from the Uiited States of 

Amerioa by an estimated amount of £2 , 5 0 0 9 0 0 0  sterling, .•./Teavlnj^ 

to that oountry***an estimated favourable balance of not less than 

£7 »5 0 0 f0 0 0  sterling”* Ih addition, it was expected that protection 

and subsidies for production of motor shassis in Australia would 

ultimately save £4,000,000 sterling a year* As a result of the 

Australian aetion, the United States withdrew nost-flavoiired—nation 

treatment from Australian goods on 1st August 195^ and restored it 

only on 1st February 1996» after the Australian Qovemment had 

discontinued the lic^ising system* These two-way restrictions 

affected the voluxe of trade between the two oountries uncertainly, 

but no doubt resulted in some reduction from the levels it would 

otherwise have reached*

6 5  Ibid*, Tolume 1^2, p* 2206*
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Dfcble XO* Atttitralian Prade with the United Stataa*
1954-55 to 1958-^

! 1 9 5 4 - 5 5  •

'
1 9 5 5 - 5 6

♦

1 9 5 6 - 5 7  ; 1957-58 1958-59
Australian Sxports | 2» 205» 5 ^  
to United States ’t

As % of Ibtal ’ 2*66
Exports ’••

*•••<••*••*••**

4 ,4 9 2 , 2 9 8

4 . 5 1

8 ,7 4 8 ,0 8 2 ; 2 ,7 0 9 , 2 5 4  •
X

7 . 5 6  ' 2 . 5 9s
• •»  •

2 ,8 9 1 , 2 5 0

2 . 9 5

:
Australian Imports :Il»04l»^^ 
from United Statest

:
As % of Tbtal 1^*64 
Imports t

s

1 5 ,9 0 1 , 7 0 5

1

1 7 . 0 5

J

1 2 ,9 5 9 , 1 4 9 1

14.64
»
»•

X

17,758,684:14,647,505
s
1

1 6 . 2 6  : 1 5 . 0 9
••
•ft

Souroa: Offleial Taarbook of the OcuBmonwaalth of Australia, 
Ne. 5 4 , 1 9 4 1 .

All Taluo figures are in fi sterling*

Ihe main political objection to the policy was one of principle - 

that it engendered feeling age^inst Australia at a time when a close 

politdoal and economic alliance with the United States might hare been 

expected as one of the first objectives of Australian forei^ policy* A 

declaration from the labour side that the Australian Parliament *idiould*** 

in particular endeavour to maintain friendly relations with the United
64

States of America” was echoed by some of the Government’s own siq)porters*

64 S«j, 'îAird, 26th Hovember 1956» Parliamentary Debates» Yol* 152»p« 24o6*
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On 12th May 19^$ Sir Donald Qamoron had aald that "it would ba 

wise for Auetralla to avoid quarrelling with that country on the 

ground of ill-balanced trade*•.the goodwill and fricmdship of the 

United 3tatee of America should be welcomed and courted •••• let ua 

not quarrel over trifles - indeed» let ua not quarrel at all if it 

can be avoided - with a nation whose friendship should now be con

sidered of value and may be regarded as potentially of immense

importanoe** • On 2^th November» Mr* fi*J* Harrison expressed his 

si;q)port for the Oovamment's action against Japan, but said that

"***it is significant that at this juncture another head 
has appeared in the Qovemnent^s trading sphere, and we 
have cracked that; we have acted similarly in respect of 
another country which is regarded as one of the powers in 
the Pacific» a country to which we would look for aid in 
time of national danger* I mean that we have out completely 
across the United States of America in this matter** 66

Outside pEurliamant» the same view was expressed that everything possible

should be done to promote cordial relations with the United States and

to avoid commercial or other policies which might create points of

friction*

This view probably had some influence on the Government*s 

decision to discontinue the licensing system for United States exports 

early in 19^* Later in the same year» negotiations for an Anglo- 

American Trade Agreement entered their final stage* These negotiations 

received the blessing of the Australian Obvemment» even though they 

would certainly involve s<»ie modification of Imperial Preferences* this

6^ Parliamentary Debates» Vol* 1^» pp* l4S9-l^^* 
66 Ibid*» Vol* 1 5 2 » p* 2278*
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attitude oeeme to have had its origin largely in foreign policy - 

juaŷ liixxg which would inproTe rslaticme between the two great Aiglish* 

speaking demooraoies would mean a seeurity giain for Australia.

Although oonmeroial anaisties persisted» these were - iqp to a point - 

set on one side.
"The proposal for a trade agreement between the United 

States and the Uhited Kingdom reeeiTsd a hearty weloome in 
j^etralia» Primary producers were a little fearful lest 
any tanqpering with the terms of the Ottawa Agreement in 
American interests might inqperJ 1 their oocport markets for 
butter and meat» but the great majority of those who thoi^t 
about the matter at all would hare agreed with the Prime 
Minister that such an agreement would go far to Improve 
international relations generally and should be heartily 
weleomed" • 67

However» the A\istralian Qovemment was apparently careful not to concede 

too much for the sake of the Agreement« iSieQ the Minister for Ooomeroe 

(Sir Barlo Page) told the liouse of Representatives on 18th November 195^ 

that the Qovemment was "very gratified at the successful concliision of 

the len|Uiy trade negotiations between the United Kingdom and the United 

States”» he underlined the Qovemment's belief that ”the changes of pre
66

ferences agreed to«• «will not adversely affect the industries concemed”.

In these later inter-war years» Australian representation in the 

United States was slowly improved« There had been an Australian 

Oommissioner—Qeneral in the United States since 1916. Xn July 19^3» 

this representative was re-styled the Aiistralian Qovemment Brade 

OoBsaissioner. At diplomatic level» an Australian Oounsellor had been

6 7  H«L. Harris» op. cit«» p« 10^.
66 Parliamentary Debates» ?ol« 1J6» pp* 171!^ 171^*
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i4 >polntod to the Britleh &nbassj in iieahington in 19^7* On 6th 

January 19^» the i^ppointmont of an Auatralian Klnlstar to 

iánahington Mae announced - the first independent dip loma tlo appoints 

ment by the Australian OoTemment in a foreign eountry* On 18th 

August of the same year» Sir John Latham was appointed Australian 

Minister to Tòkyo* In this way» the two Tiotlms of Trade OiTorsion 

were rooognised as the two oountriea with whom direct» continuing 

dip loma tic contact was most necessary: they were the countries iqpon 

whose policies in the Pacific Australian security would principally

depend*

Apart fz*om the gradual development of diplomatic represent-

ation» there was relatirely little Australian actiwity» at the political 

level» to devise arrangements in the Faclflo which might safeguard 

Australian security* However» note should be taken of the Australian 

proposal» put forward at the League in 1 9 ^  and at the British CkHnmon- 

wealth Oonferenoe in 1957» tor a Pacific Pact of Non-aggression. Both 

the United States and Japan» althou^ not Members of the League» would» 

the Australian Qovemment seems to have hoped» have become signatories 

of the Pact* Ihe proposal was abortive» but it is significant that 

it was initially put forward wh«i the Trade Diversion folly was at its 

heij^t» thougih the Australian Ck>vemment continued to advocate it when 

steps had been taken to »edify the Trade Diversion policy* At this 

distance» it seems incredible that the conflict between a provocative 

oomeroial policy and a plea for a political pact of non-aggression 
should not have presented itself more clearly to the Australian 

Dovemment*
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Trade DlToreion eeaoe to haT# inrolTed for Auetralia»

from both the ooBsneroial and the forei4gn*polioy Tiewpotnt a olear 

net lose« Howerer» on the credit elde nay be set the stimulus 

whioh it gare to thinking about the need for a carefully reasoned 

j^istralian foreign econooio policy* At the tine of Trade Direrelon 

it «as felt *in nany quarters ^ t h a ^  the effort to adjust the course
6 9

of trade by political action was in itself•• «bad"* Ihis inplied»

among other things» that any foreign #oonoBiio policy was "bad", un

less perhaps it were a policy of uniTersal economic appeasement* 

Howerer» Trade Dirersion seemed to introduce something more into 

Australian thinking than that* It seemed to some CKtent to nark 

the beginning of a mature conception of foreign eoonraio policy in 

the pacific» and to orystallise seme fundamental problems and ob- 

Jeetires in Australia’s relations with Pacific countries* At the 

unofficial British Ooimnonwealth Relations Oonference held in Sydney 

in 1 9 ^ »  the shortcomings of Ottawa for foreign policy were recognised* 

An Australian delegate said thats

"The prinary-preducing Dominions must be prepared to 
recognise the necessity of the United Kingdom buying some 
of its dairy products in Denmark» as otherwise Deomartc must 
go completely into the fascist orbit**»The same thing applies 
to some extent to meat from the Argentine* It is a shorter 
sea route* But» again» the recognition of that fact should 
not preclude a rationalisation of the trade with a prefer «ice 
whioh nay not bring so much benefit to the Argentine as it 
does to the Dominions» but whioh may bring to both a price 
benefit”* JO

6 9  Jack Bhepherd» op* olt*» p* ^ *
7 0  *The British Oommonwealth and the future”» op* oit*» p* 168*
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Iha OoTornment Itsalf reoogaisad that a olosar link would haTo to be 

••tablishad in the future between forei^pi policy and oozsneroial policy, 

and, to this and, announced early in 1957 that future trade policy 

would be decided with the adrice and assistance, not only of the 

departments of Oustoms and Oomnerce, but also of the Department of 

iSstemal Affairs*

With the countries of Asia and the Pacific, other than Japan, 

Australian trade expanded during the intex^war period, though slowly 

and unerenly, and the percentage of total Australian trade directed 

to these oountries was little more in 1 9 5 ^ ^  than it had been in 

1920-21* Detailed figures are giren in Ikble 11. It will be noted 

that about fire or six per cent of total Australian exports wore dir

ected to the seren areas specified, and that about twolre per cent.of 

Australian imports came from those areas* Ihis was substantial as a 

total and it would bo wrong to discount the trade contact which it re

presents* But the percentage for each Indiridual country was low, and 

eren the total could not approach comparison with Australian trade with 

the united Kingdom^ and • thou^ to a much less extent - with 

Oontinental fiurope* Ihe percentage of Australian exports taken by 

France alone or by Belgium in the last fire Inter^war years was com

parable with the percentage for all seren Asian and Pacific areas listed 

in mble 11* From the import aide, the picture was a good deal different, 

thou^ eren here the great bulk of Australia's supplies were drawn from 

the United Kingdom, the United States, Oanada, Qemany, and Japan* Only 

the Netherlands Sast Indies and India supplied a fairly large and important 

- though relatively static - percentage of Australia's import needs*
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ftible 11« Australian Prad# with Asian and Paoifio Oountrleg, 
excluding Japan«

(In percentages of total Australian exports
and iaports)*

!• SxDorts
> 1 9 2 0 - 2 1  

<
1928-29

_ Ji .
1 9 5 4 - 5 5

J i .
l955-5<5

Jt
195<5-57 1957-58 195&5S

^ i 1

Oeylon
i

0*22 0.42 0 . 6 5 0 . 7 8 0 . 6 2 0.61 1.08 1
India : 1.66 6 . 1 5 0 . 7 6 0 . 7 8 0 . 7 5 0 . 7 8 I.6 0 I
Malaya (Br*) 1.61 1 . 5 7 1 . 2 7 1.02 1.16 1 . ^ 1 . 5 6  1
China t 0*25 0 . 7 7 2 . 5 8 0.98 0 . 5 7 0.44 2.46 1
Netherlands 1 .9^ 1 . 4 5 1.14 1.02 0 . 9 4 1 . 0 5 1.12 1
Bast Indies ••

Paoifio Is- 0 . 5 7 0 . 5 5 0 . 5 5 0 . 5 0 0 . 5 0 0 . 5 5 0.^1 1
lands (Foreign] :

Philippines 0.^
1

0 . 5 0 0.^1 0 . 4 5 0 . 4 5 0.44 o.4i 1

Tbtal
•
« <5.57
1

1 0 . 7 7 6.82 5*55 4 . 7 7 5*09 8 . 5 4

••
: 2• Imports••

• 1

Oeylon
••

0 . 5 1 1 . 5 7 1 . 1 5 1*18 1.14 0.81 0 . 8 7

India 4.46 4.22 5 . 6 0 5 . 5 5 5 . 5 6 2.82 2 . 9 6

Malaya (Br.) 0 . 1 7 0 . 7 9 0.80 0 . 6 0 0 . 9 6 0 . 9 4

Ohina 0.65 0 . 9 2 0.81 0 . 7 7 0 . 5 5

Netherlands « 5 . 5 7 4 . 9 6 6.22 6.04 6 . 9 8 6 . 9 0 7*55
Bast Indies

Paoifio Islands t 0 . 0 9 0 . 1 5 0 . 0 5 0.04 0.08. 0.04 0 . 0 5

(Porelgi) i
Ihilippinea t 0.1^

1
0.11 oa i 0.12 0.12 o a i 0.12

Tbtal
t
: 1 1 . 5 6♦•

12.04 12.41 12.14 1 5 . 4 1 1 2 . 1 7 1 2 . 7 4

Source t Official Tear books of the Oominonwealth of Australia*
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Iho Australian Qovammant gara only limitad aasistanoe to Sastom trade*

Imde OiToraion itself had illustrated the OoTemment's willingneaa to
risk a large Asian market for the sake of greater trade with the United

Kingdom* At Ottawa» on agreement was oonoluded with the small Pacific

territory of Fiji (throu^ the United Kingdom)» but none was oonoluded

with India* On his return from Ottawa» Mr* Qullett said that:

*A matter of partioular regret was that the negotiations with 
the representa tires of the dominion of India» althou^ oarried on 
in an excellent atmosphere» oould not be- brou^t to the deoiaire 
stage* **1he Ooremment will spare no effort to secure a prefer
ential arrangement with India which would Justify our exporters 
in a sustained effort to win a profitable place in that market"* 71

India had already mowed a long way along the road to political inde

pendence» and Ottawa would hare had a much clearer forei^-policy element 

if Australia had sou^t to use mutual economic adrantage» not so much to 

maintain the already secure political bond with the United Kingdom» as to 

strengthen the political bond with India where the Oomrionwealth link was 

still to some degree imposed and» in the long-term» uncertain* Howerer» 

Australia oonoluded no trade or preferential agreement with ibidia after 

Ottawa* Sir John latham's Ooodwill Mission of 1 9 ^  called at Malaya but 

not at Delhi; and Sir Henry Qullett's trade mission and negotiations of 

195^5^ were» except for Japan» with European ooxmtries* In July 195^» 

the Minister for Oommeroe (the Hon* F*H* Stewart) said that "the 

Qoremment is naturally desirous of coming to an agreement with /^dia/» 

but» owing to the pressure of other negotiations which hare precedence»
72

nothing has yet been done"* These "other negotiations" were» except

71 parliamentary Debates» 15th October 1952» Yolume 155» P«
72 Parliamentary Debates» 26th July 195^» Yol* 144» p* 7 6 0 m
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for Japan, with Buropoan aountrles ouch as Ozedhoslorakla, Balgitsa, 

and Italy. On 15th Marsh 193^» 31r Hsnry Oullett admitted that
75

"negotiations have not yet been initiated with India", but he 

claimed that "the irtiole subject will some up again for consideration
75

as the result of the reoent risit of the trade mission to India".

Hiis trade mission, comprising one representatiwe from primary in- 

dustry, one from secondary industry, and the head of the Eastern 

Trade Section of the Department of Oommeroe, Tisited India, ^rm a  and

Oeylon between October 1959 ®^d January 1956, and presented a rery de-
74

tailed Report on trade prospects and problems in the three countries.

Ihe Mission's interests and responsibilities were wholly commercial 

and its Report did not touch on political issues. The Report noted 

that "Australia has had no trade agreement with India and, consequently, 

goods imported from Australia into India are accorded no preferences 

whaterer, that is to say, they are placed on an equal footing with goods 

Imported from foreign countries"; but the Report did not SKplicitly re

commend the oonclusion of a preferential agreement. Except for such 

assistance as that giren by appointment of a Trade Oommissioner, 

Australian trade with the Indian sub-oontinent was subsequently deve

loped on private initiative, without any special support from Government

policy.
Much the same was true of the other countries of Asia and the

Pacific. In 1 9 9 1 - 3 2 , Mr. H.ni. Qepp, Oonsultant on Development to the 

Oommonwealth Government, went on a semi-private mission to China and

73 Ibid., Vol. 149, p. 1 5 4 .
7 4  See Parliamentary Papers, General, Session 1954-55"56-57» Volume III, 
pp. 2127-2299»
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5o4

Japan and reportad, in seme daialit to the Australian OoTemmont In 

June 19^« Ha took an optlmlstio Tiew of possible trade dsvelo{ment
#

In the far fiaet» and reoomiriendedy inter alia, that Ooomorolal 

Oounaellors be appointed in the region« In the following year9 the 

Oommonwealth Qovemment oallod a oonferenoe with State OoTemmente 

and the Oonaul-Oenerals of Japan, Ohinat and the Netherlandst and 

aubaequontly Adriaory Oommitteea on Baatem Trade were aet up by the 

Oom&onwealth and the State Ooremmonta« In 19^» the OoTomment aent 

Sir John Latham on a Gbodwill Miaaion - called the Auatralian Saatem 

Miasion - to the Netherlanda Bast Indieot Malaya9 Prenah Indo^diinat 

Japan, and the Phillipinea* The Miaaion*a purpoae was *not to conduct 

any apecific negotiationa, not to make any commercial arrangementa, 

but ainply to conrey aaaurancea of goodwill, exchange courteaiea, im

part Information, remove miaconceptiona, and generally help to a better 

underatanding between Australia and her neighbours in the /Asian and
7 6  77

Paoifi^7 region”« Ihe Mission's Report, consisting largely of a 

catalogue of recoptions, dinners, interviews and so on, was a remarkably 

immature dociiment, with little attempt at any effective analysis of the 

problems facing Australia in her political and economic relations with 

the countries of Asia and the Pacific« Sir John Utham'c statement 

on the Report to the Hoxise of Representatives was a good deal better, 

thou^ even here he showed little understanding of the relationship between 

Australian econoraic and foreign policy in the region« At some points, he

75 See Parliamentary Papers, Oeneral, Session 1952-5^5^» Y0 I« lY.,
pp. 2 5 4 5 -2 5 6 8 .
7 6  Sir Ftobert Qarran, "Diplonatio Relations in the pacific”, in 
”Australia and the Far Saat, Diplomatic and Trade Relations”, op« oit«, p«l
77 See parliamentary Papers, Oeneral, Session 1952—55“54, Y0 I« lY, 
pp. 457-465«
7 6  parliamentary Debates, 6th July 1954, Y0 I« l44, pp« 527*556*
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tfladed to dloolalB, ao Ministor for iittamal Affairs, any aetlTs

intarast in ooononio policy*
•...the attitude ahioh 1 adopted with reopoot to trade 
quoationa and all the nations which wa.^isited were, 
ao I hare M i d  in this; report, arid for increased trade - 
was timt this niasion aaa ooncemod with international 
relaUona generally* I was not the Minister dealing with 
trade, cuatoaa, or ocas'Ticroe. I had nothing to .do with them*.

At other points, he aa^ned to suggest that political goodwill should

be fostered in order to aoepand tradst that is he aeoaed to oontomplate

not an active foreign eoonoaio policy but the reverse approach in which

foreign policy would assist the objeoUves of trade. In hit Report he

said that *in these days of diminished trade and cesâ neroe, the economic

motive ia so dominant and so naturally ixaportant in individual and

national relations, that it aooetimss threatens to become the only

motive of laonkind*; and, thinking of this motive in Australisn policy,

he oaid in his etatm&ent to the House that am sure that we shall

find that our trading relations are better with a country with which we

ore friendly than if our relations are o: a distant or hostile character*

fimlly, he did touch very briefly on the significance of economic

relations to forsign policy*
*I foimd other statements ooncemlng tariff matters whit* 
tended to affect international relations* For soMople, a 
friendly article in a leading Japaneee newspaper stated that 
the Australian tariff sonspiouously discriminated against 
Japaness goods**• I ssplaineKl that**«Japan was on the same 
footing as other, countries outsid# the British ifiapirs* I 
made it clear that there was no discrimination, much less 
conspicuous disorimination, against Japanese goods**

Sir J ^ m  roooisnended against any diplomatic representation in

Japan or elseidiere In Asia or the Pacific, on the grounds that "the

less diplomacy a country has the better are its chances of happiness’*.



Ho m s  also sonoomsd that dlploraaUo rsprosontaUon in one oountry "would 

moon the sstabllshmont of a dip Iona tie branoh of our public sorrioo”» and 

■ight moan sending r^rosontatiTos "to othor capital oitios"* He m s ,  

howerrer, quite ready to rsoonmend the appointment of Tfade Oommissionors 

in isian and Paoifio oountries, "to m t o h  our trade interests".

It is indioatiro of Parlianontary lack of interest in forei^pi 

policy at this time that the notion for the printing of the Mission*s 

Report was agreed without any statement from either side of the Hoiise, ex

cept by Sir John Latham himself. Shortly after the Mission's return, 

Australia's trade representation, idiioh had previously been limited to the 

Ihiited Kingdom, the United States, Qanada, euid New ¿ealand, m s  CKtended 

by the appointment, under the Ikade Oommisaloner Act of 1955t of Trade 

Oommissioaers to Japan, Ohlna, the Netherlands fiast hidios, and India. In 

the later inter-war years, therefore, althou^ there m s  no direct 

diplomatic contact with any of these countries until the appointment of a
79

Minister to Japan, direct representation had began in the trade field, 

and the Ck>Temm€nt appeared to be seeking espanalon of trade with the 

iSast, thou^ it still seemed for Connercial reasons alone, rather than 

for any deeper foreiga-policy reasons.

79 The Report of the Department of External Affairs for 1957 noted a 
development in the status of Australian raprestti-tation beyond that of 
Trade CkKnmisoioner. "It has been found that, particularly in forei^ 
countries, a representative of a Qovemiiient is not looked upon in the 
narrow light, purely ac a 'Trade Oommicsionor', but rather as a repres
entative of his oountry generally, thus connoting an added sence of 
responsibility and representation. The Oommonwealth Government has, 
therefore, decided to alter tlie designation of certain of its overseas 
representatives from 'Trade Oosmiisaioner' to 'Government Ocomlssloner'•
Ihe first two offices so to be renamed are in Ibkio and Jatavla" 
(Parliamentary Papers, General, Session 195T"5^59-^> Vol. Ill, p* W95)*
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In the intex^wmr periodf AuttrallAxi ooonomio policy in Asia and 

the Flar Bast was axpressad almost aolsly through oommeroial policy* 

from the beginning of the Deprossion, the Australian OoTemment had 

oeased to be an importer of orerseas oapital, but it was in no position 

to make capital aTallable to orerseas oountries» whether in Asia and 

the far Bast or elsewhere* Australians sterling balanoes - which de

termined her external financial str«figth - were newer so large after 

1 9 2 9  that serious balance-of*payaents difficulties might not suddenly 

intrude» and serwioe of existing foreign debts provided sufficient 

concern» without embarking on prograxomes of foreign lending» even if 

this had been considered desirable for political reasons* Private 

Australian interests had invested some capital in gold» tin» and rubber 

enterprises in South-east Asia and the Pacific Islands» but the amounts 

were relatively small* Any governmental plans for assisting the 

eoonmio development of South-east Asia» especially as a foreign-policy 

project» did not emerge until the end of the Second Uforld dar*

So far we have referred only in passing to Australia's member

ship of the Lsague* Australia had had independent representation at 

the League and the International Labour Organisation from their inception» 

and» throu|^ those organisations» accepted some elements of a forei^pa 

economic policy. In dealing with Australian policy within the League» 

we shall take first Australian participation in the League policy of 

economic sanctions* from that point» it seems useful to diverge from 

sanctions undertaken strictly within the League to consider the 

Australian attitude to \xnilateral sanctions against Japan* After that 

digression» we shall return again to Australian policy within the League»



508

this time in tho general field of oomaeroial and other economic relatione*

^ e n  he returned from Veraaillee, Prime Minister Hughee said that

"tho Leagiue of Nations ia truly a charter of liberty - a charter of ciril-

ieation of not lees ralue to the world than warn Magoa Oharta to the men

of our race; not lest great than the aetting up of the rule of law for

the rule of force among our own anoeetors in the old days of tribal struggle
80

and barbaric strife"* But in Australia as in other countries» there were

many occasions in later years when both people and Parliament doubted the

ralue of continued membership* iidien Mr. S*J* iard asked in 195^ whether
81

Australia was "compelled to hare representation" at the League» the Prime

Minister replied ‘Uiat "admittedly» the adrantage wo g^in from our represent-
81

ation it not commensurate with the amount wo contribute". Nevertheless»

it was true to say of the whole inter^war period» as the Minister for

Sstemal Affairs said of sanctions agpiinst Italy in 19^» that Australia

had "to the full extent of /its/ obligations» adhered to 'Uie principle of

collective security within the framework and in the spirit of the Oorenant
82

of the League.

IXuring the Italo«-Abyssinian Mar» Australia implemented tho decision 

to apply sanctions against Italy and» as a result» Australian exports to 

Italy» which had been £Stg. 419#9^7 in the period from 1st NoTcmber 1 9 ^  to 

51st March 19^» fell to £Stg* 6 8 #9^7 in the oquiTalent fire months of

80 Parliamentary Debates» 10th September 1919# Volume UOOCIX» p* 12171*
81 Ibid.» 21st October 1952, Volume I5 6 , p. I5 1 7 .

Australia’s contribution to the League in 1951"*!^ ’̂ a £3tg* 42,656 and 
in 1 9 5 2 -5 5 » £3tg. 5 0 » 5 2 5 * 'Ih® cost of sending representatives to League
meetings was, of course, additional*
82 Ibid., 24th April 1956, Volume I5 0 , p* 9 OO*
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1 9 ^ ^ *  ^  Hay 1 9 ^ 9  tho Australian OoTomment sas not proparad to
8 5

"admit that sanotions are a oomplete failure"» and» despite some

questionings by the Labour Opposition» maintained them until discontinued

by League decision* this loyalty to the League nay hare been influenced

by three factors» firstly that» although trade with Italy fell away sharply

for a number of months» Australian export trade as a whole showed a marked

expansion in 1955-5^ compared with the prerious year; secondly» that

exports to Italy itself orer tho full twelve months of 1955-56 showed a

drop of only about £A500»000 below the level in 195^55# ®^d» thirdly»

that trade with Italy had in any case already fallen to low levels as a

result of the restriotionist and discriminatory policies of tho Fascist
84

Oovemment. idiile bearing these factors in mind» it is nevertheless 

true that» in the case of the Italo-Abyssinian conflict» the Australian 

Ok)vemraent accepted the direct use of tho eooncmilc weapon in foreign 

policy» within a multilateral organisation; but» along with other 

govemmonto» it reoogiised the inadequacy of this weapon* On 20th April 

1 9 5 6 » Mr* 3*M* Bruce» at that time President of the League Ooimcil» 

suggested to the Council that

"•**we must face the weaknesses» difficulties» and dangers that 
this first effort has shown to exist in the machinery provided 
in the Covenant* In face of the experience of the last six 
months» it'is clear that tho whole system we have established 
for collective security» the maintenance of peace and the rule 
cf law in international affairs must be re-examined"* 8 5

85
The Australian Covemmont explicitly stqpported this view*

85 Ibid*» Prime Minister, 12th May I9 5 6 » Vol* I5 0 » p* I5 2 I.
84 In a speech on Trade Diversion on 24th November 1956t Sir Henry Qullett 
said that "Italy was the first Australian 'good customer* country to adopt 
a closed economy» with the result that our exports to that country fell from 
£4»600»0CX) in 1955-54 to £996,000 in the following year" (Parliamentary 
Debates» Vol* 152» p* 2204)* Australia had undertaken negotiations with 
Italy for conclusion of a trade agreement» but these negotiations were dis
continued When the Italian attack was launched on Abyssinia*

8 5  See Parliamentary Debates» Volume I5 0 » p* 901*
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At about the same time as Australia ims imposing aanotions

against Italy, some people in Australia were already asking i^ether

some unilateral •sanotions* should not be Imposed against Japan*

Although the labour Opposition opposed Trade OiTorsion on the

grounds that it «fould offend Japan, a senior Labour Senator (Senator

J.S. Oollings) asked on 25rd April 1956 "what steps, if any, were
86

taken to prevent the sale to Japan" of large quantities of iron ore 

from Yaopi Soiind* The Minister for iSatemal Affairs (Senator Sir 

George Poaroe) replied that:

"The sale of iron ore to Japan or any other nation is just 
as unrestrioted as is the sale of wool, wheat, beef, mutton 
or any other oomoodity* In any ease, it would serve no 
object, and it would not be desirable, to prevent a foreigi 
oountry from obtaining iron ore from this souroe# As the 
iron ore deposits of the world are so extensive, there are 
many other souroes of supply outside Australia which are 
available to suoh eountries"* 8 6

However, from 1st July 195®» after Japan had be^i allowed to invest in 

the Yampi deposits, the Oovemment suddenly reversed its policy and applied 

a general embargo on the export of iron ore frc^ Yampi Sound] but it 

allowed exports of pig iron, and scrap iron and steel, to continue freely* 

When the League decided in 1958 that individual oountries should theth- 

selves determine whether or not to apply sanctions against Japan, the 

Australian Governuient took no action to apply sanctions* Between 1952*5 

and 1 9 5 6 -7 , exports of iron ore to Japan averaged 159fl99 tons per annum, 

being at a maximum of 291» 961 tons in 1955-6» Over the same period, 

exports of iron or steel scrap averaged 45,768 tons per annixa and were

8 6  Ibid*, Volume I5 0 , p* 864*
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«

at a of 66fJS  ̂tons in 19!$6~7« For both oatogoriss» Japan

m,B aasily Australia*# largest narket* Only in 195^*-5/ oTor this five- 
year periodi did Japan Import qmntitieb of Australian pig iron* The 

arnoimt in that year was 2 0 | 7 7 7  tons*

Between January and Kay 19^» Sydney waterside workers refused 

to load tin sorap for Japan« a boyoott which was broken by the Oomnon- 

wealth OoTomment inroking the Transport Workers Aot against illegal 

strikes* In Novenber 19^t the Port Keabla waterside wortcers refused 

to load 24«000 tons of pig iron ordered by Japan from Broken Hill 

Proprietary Limited. Their immediate objection was that this pig iron 

would be used in the Japanese attack against China« and perhaps ultimately 

against Australia - "the waterside workers are doing what they beliere is 

right in the interests of their class and the country« by refusing to ^ i p  

to Japan material which they beliere can be used against this oountry or
67

against the people of China"* In his response to the waterside workers«

the Attoxney^-General (the Rt* Hon* R*C* Menzies) insisted on the

constitutional point that the OoTemment« and not any section of the

community acting independently» must determine Australian oommercial and

foreign policy; and he then put the case against limited» unilateral

sanctions by Australia against Japan* Mr* Menzies saids

"••••Is it suggested that our country« the oountry which is 
most closely associated in a geographical sense with Japan - 
we alone of all the countries among the League of Rations 
should Impose sanctions on Japanf If it is» then internat
ionally we are a rery courageous nation and it is to bo hoped 
that our capacity for enforcing sanctions is as great as oxir 
will.....

67 Speech by Mr* M* McO* Blackburn (Independent Labour)» 6 th December 
19^« parliamentary Debates« Volume I5 6 , p* 2995*
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stop socports of pig iron o n l ^  is a rery limited 

outlook on the problem of war« «««if wo are going» our 
limitsd way in Australia» to take steps to prevent /japai^ 
from carrying on a war against Ohina» thsn we will have to 
prevent them from getting not only Australian pig iron» but 
from getting Australian wool - Australian wheat - all those 
raw materials whioh we» up to the present time» export to 
Japan«

« • « « <it is a very good thing - an mitirely good thing» to 
be in favoxir of peace» but it is not a very sensible thing 
to say that we are in favour of peaoe and then follow up a 
line of policy that must do more to provoke war than any 
other policy we oould imagine«

*««««1 know that if/a labour Qovemment decided on a policy 
of thoroughgoing sanotions7> the defenoa bill we are going 
to introduce this w # ^  would be a flea-*bite oompared with 
the one they would have to introduce«««”« 88

fills was a mature approach to the difficulties and dangers of economic

sanctions» although it did not satisfy the strong anti-Japanese ssiotions

of the waterside workers«

However» the Government*s policy did not seem to be entirely 

logical« An embargo had already been placed on export of iron ore from 

Xampi Sound» and this was resented by the Japeinese Government much more 

than any action by the waterside workers« It was a gmieral embargo» 

but Japan was the only significant export market affected» and it is 

difficult to believe that anxiety about Japan's political ambitions had 

no influence on the decision to apply the embargo« However» the 

distinction between the embargo on iron ore and free export of pig iron 

was justified on welfare and conservation grounds« *fiiere has been no 

inconsistency”» said Mr« Lyons» "because pig iron differs from iron ore 

in that it has passed throu^ a process of manufacture whioh has provided

88 Parliamentary Debates» 8th December 19!^» ^ol« p* ^000«



oaploTmont for Auatmlians”» Bltewhero ho said that rooont ourroyo

had shown Australian iron-oro resonros to bo rolativoly ■nail. If

volfaro and oonsorratlon woro tho prlnoipal or tho only grounds for

tho sudden and oomploto ombargo» then wolflaro and oonsenration objoot*

ires woro allowed ruthlessly to oTorride foreign policy and to create

resentment in Japan which the dorerment had elsewhere shown itself

anxious to aroid* If welfare and oonserwation were not the real reasons

for the embargo» then there was an apparent inoonsisteney between export

policy for iron ore and that for pig iron* Howerer» so far as export

of pig iron was concerned» it must be noted that tho attitude of the

Australian Ooremment was soaeidmt alailar to the later United Kingdom

attitude to List II goods in its polioy of export restrictions against

Sastsm Burope after 19^9* ”1he amount of business inrolTed at present”»

said the Attomey-Oeneral» ”is of relatirely small proportions*• «If»

howerer» it threatened to assume large proportions» the Ooremment would
90

reconsider the whole situation”* Here» one reasonable inference seemed

L̂4

69 Ibid*» Statement by the Prime Minister» 16th Nor ember 19!^ Volxime 
1^6» p* 1 7 1 7 * It should be noted that Mr* Jack Shepherd considered that 
the iron-ore embargo was decided entirely on welfare and eonserration 
grounds and that it was "certainly not anti«-Japanese in intention” (op* 
oit*» p* 97}* Howerer» Japan had hoped to get about 10^ of her total ore 
requirements from Yampi Sound» had Inrested hearily there» and deeply 
resented the embargo* Moreorer» Australia would hare benefited commeroially 
from large etxports of ore» and it was by no means certain that Australian ore 
resources were insufficient to meet domestic needs for a long time ahead* At 
the time of applying the embargo» the Prime Minister admitted that known re
sources wore 2 ^  million tons and Australian annual requirements about 2 
million tons» althoia^^ this might be doubled or trebled under the expanded 
defence programne then under way* Japan hoped to take out about 1^ siillion 
tons» at a rate of 1 million tons a year* Although» as these figures indicate 
the conservation argument should not be entirely set aside» it seems unlikely 
that the project of direct» large-scale exploitation of Australia's natural 
resources by ^ eountry which was widely regarded as the most likely future 
enemy did not hare some significant influence on the embargo policy*
9 0  Ibid*, 18th NoTember 1956» Tol* 1J6» p* 17J5*
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to bo, not that the OoTamfliant rojootad tho possibility of oanotions, 

but that aanotiona wero unnoeooaary unlosa opentione wore on a largo 

aaale* Slaowhoro» howarart the need to keep pi^iron aoqporta at a 

low loTol was Juatifiod on the grounds of the needs of Australian 

industry» ospooially as the defanoe programmo got under way* If thoro- 

foro welfare and eonsorwation wero the whole of the reason for applying 

the iron-ore sabargOf that embargo and the attitude of the Qoremfflont 

towards the waterside workers oould be shown to hare a rough eonslstenoy* 

Howerer» whether sanetions ware intande^ or not» the Australian policy on 

export of iron ore showed little delioaey or diplomacy and the sharp 

rarersal of policy from free export to oomplete mnbargo succeeded in 

creating in Japan the feeling that sanctions had in faot» if not in law» 

bean applied*

After the outbreak of war in Surope» the Australian Ooremment 

continued its formal refusal to apply sanctions against Japan* Since 

Britain and her allies were hard-pressed in the war agplnst Oermany and 

Italy» it was wise not to risk proToking further Japanese aggression in 

the Par fiast* Howerer» despite the need for larger forces in Europe 

and the Kiddle East» tho Australian Cbremment considered the Japanese 

threat sufficiently grare to send the Eighth Australian Birision to 

Singapore* Hias it logical to continue to si;qpply Japan with goods whioh 

m i ^ t  shortly be used» directly or indirectly» against Australian troops 

already in position to meet an expected Japanese attack? Probably It 

was» so long as there was some doubt that Japan would in faot launch 

any attack» or so long as there was a military adrantage in postponing 

the outbreak of hostilities» and so long as application of sanctions» 

espeeially if applied not only by Australia but by Britain» the United
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States» and other oountrles» would be likely to foree Japan into a 

desperate bid for quick riotory in the area of essential supplies* 

Howerer» by July 19^1» it seens that the point was reaohed at which 

Australia» along with other countries» considered that the see\irity 

dangers inrolred in continued Jiq>anese snoroaohmsnts and the likeli

hood and Isminsnoe of a Japanese attack against Britain» the United 

Btates and other countries were such that the continued proTision of 

esssntial supplies to Japan could not bring a sufficient offsetting 

military or political advantage« On the other hand» althou^ sanctions 

m i ^ t  giro further proroeation to agression» it was at least possible 

that they mi^t» on the contrary» hare a preventive effect* As a 

result» on 26th July» the Australian Cbvemment» acting in concert 

with Britain» the United States» and other countries» applied full- 

scale sanctions against Japan and fTose Japanese assets in Australia 

under exchange control regulations* Mihat does this Japanese ex

perience suggest for policies of sanctions in general? It suggests» 

at first sight» that economic sanctions might be a last attempt at 

preventive action short of war or a last act before an imminent and 

inevitable declaration of war* But» secondly» there is the under

lying feature that refusal to apply sanctions before the point of 

inevitability and imminenoe of war is reaohed» may be a reflection of 

military weakness* Refusal to take earlier preventive action may not 

be a policy of choice — or at least not of completely free choioe - 

but may be partly enforced by the need to avoid provocation and to 

gain time for more effective military resistance* Behind this again 

may be the question of whether more would be gained in terms of defence 

potential by continued economic exchanges than would be gained by the
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potential enemy* And added to this aa well may be the queation of 

welfare loaaea, IrreapeotiTO of the net gain or lose in defanee 

potential* If Auetralia had acted in \miaon with Japan*a other 

major trading partnera after 1959» ehe would probably hare gained 

rather than loat in net defence potential and would bare auffered 

no immediate eommeroial or other welfare loaaea by applying aanotiona*

Ihe iaaue had therefore to be decided on a Jud^eat of the imminence 

and ineritability of a m e d  conflict» and of the poaaible prerentire 

effect of aanctiona and an aaseaament of immediate re latiré military 

atrength* But» in moat caaea» all four faotora mentioned will in

fluence a deciaion to apply aanctiona In one form or other ranging from 

prohibition of arma and direct military auppliea to complete economic 

blockade* Firat — and from the military and foreign-policy rlewpoint 

leaat isq)ortant - la the queation of welfare loas» aeoond ia the eatimated 

net gain or loaa in defence potential» third ia the degree to which 

immediate re latiré military atrength pemita prorocation» and» finally»
4

is the jud^ent on the prerentire effect of aanotions and on the imminence 

and ineritability of armed conflict* The relatire importance of theae 

four faotora will rary with time and the country or countries against 

which aanotions may be proposed* But» in most cases» each will hare 

some releranoe - for China in 195^» Japan ten years ago*

To return from unilateral sanctions to the League» Australian 

Coremmenta often gare rery limited support to the economic objectirea 

which the League sought to aooompliah* During the period when the 

League*a major concern was the reduction of tariffs and the romoral 

of discriminations» Prime Minister Hughes* statement that *we claim the
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ri^tf mná «hall insist \qpon it» to aflüce what tariff distinctions ws 

liks”f andt it must bo added* to hare as h i ^  a tariff as we like* 

oontinued to rule Australian poliey* Ihe early economic work of the 

League touched Australia little* At the Ninth Assembly in 1928» the 

Australian Representa tire said thats

to 1 9 2 7 » Tery little of the work done at Genera in 
/the eoonomi^ field could be said to hare intimately 
oonoemed Australia* In 1927» howerer* the iforld Soonomio 
Gonferenee gare a new Impetus and a new direction to the 
economic woiic of the League* Ihe position now is that***
Australia is forced to study the aotirities which the 
Financial and Soonomio Organisation has already undertaken» 
or is about to undertake***** 9 I

At the Serenth Assembly in 1926» the Australian RepresaitatiTe had shown 

a certain nervousness about the 'dorld Soonomic Gonferenoe» and had insisted 

that the League * confine itself to the legitimate functions which it has 

under the Gorenant*» and aroid *domeatio questions v^ich were not truly
9 2

international in character** This nerrousness turned into outright 

opposition» at the Ninth Assembly» to any League attempt to tamper with 

Australian sovereignty over her own tariff* *It was ineoneeirable*» said 

the Australian Representa tire» *that the League rtiould make any direct 

representation to nations on the subject of the level or the nature of
95

their tariffs** Huoh the same view was aspresssd at the Tknth Assembly

in 1 9 2 9 1

*lhe younger overseas countries» now in process of developing 
their industries» aust retain their freeJUn of action to adjust 
their tariffs so as to enable them to carry on the forward move
ment of their industrial development** 9^

91 Quoted from 0*A*W* Manning» *1he Policies of the British Duninions 
in the League of Nations*» London 19%̂ » p* 75«
92 Xbid.t p* 76.
95 Ibid.» p* 7 6 .
9^. Ibid*» p* 82*
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At. the ilorld Monetary and Soononie Oonferenoe of 1955» Auatmlin

95
had little that naa new or oonatruotlTe to propose* The Australian 

Oslsgstlon rasistsd goTsmmeat intarrentioa thou^ it "would sink its 

objsotion to suoh Inteirsntioii should neosssity dsmand It in any ease"; 

it opposed r estrió tion of produo tion for raw oaterials and foods tuff s, 

insisting that on the sontrary produotion should bo SKpandsd and the 

general pxiso lorsl raissdf but it saeeis to hare had no Tory olear ideas 

on how those most desirable objeotires mij^t be aohiered; and it Joined 

with other Oosuaonwealth Delegations in ra-affirming sertatn po Holes 

agreed at Ottawa, Including the ultimate "restoration of a satisfactory 

international gold standard"* At the end of the Oonferenoe, the 

delegation showed a mood of restrained optimism for the future, suggssting 

that "thou£^ the Oonferenoe failed to establish agrscasnts on the measures 

neoessary for reoonstruetlon, it may haws facilitated the growth of eo- 

operation by affording the opportunity for Delegations to acquire a 

fuller appreciation of each other *s Tiewpoint, and, throu^ its own 

organisation, hare laid the foimdationa of xaaohlnery to serre this and”*

These hopes were largely diaappointed* But, after 1955,

Australian polioy as syp^essed within the League seems to hare beoome 

more snergetie and more sonstruotire* This polioy was, of course, guided 

largely by considerations of welfare, but there was some growing 

recognition that, among the many adrantages whioh prosperous and stable 

world esonoraio oonditions would bring, greater international hanaony at

95 6we the Report of the Australian Delegation, Parliamentary Papers, 
Bmieral, Session 1952-55-5^» Vol. 1?, pp. 555-*55*
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th« politieal loral iii^t b« included* During 19^» Australia 

proposed that the League consider problSEu of nutrition, and the 

studies carried on by the League in this field into the war years 

reoeired continuing Australian support* In a wider field, she 

later gare strong support to Lsague efforts to secure a more adequate 

treatment of eeonomlo problems and to set up suitable machinery for 

this purpose* In August 1990, the Australian Minister for Sxtemal 

Affairs (the Hon. P.O* Spender) reminded the United Nations Sconomio 
and Social Oounoil thats

"His comtry had alsays been ouch interested in all economic 
and social matters, both in the domestic and in the international 
sphere. Indeed, it was Australia irtiioh in 1996 had proposed to 
the Lea^e of Nations the establishment of an Soonomio and Social 
Oounoil”* 9 6

Ihe Australian OelegAte to the League (Mr* SJi. Bruce) was chairman of 

the Oommittee ^diich in 1999 proposed that a Central Oomaittee for 

Ssonomio and Social Questions, composed of representatiTes of 24 States, 

be established* The Australian CbTemment supported a subsequent League 

Hesolution of 1 9 th December I9 9 9  to the effect, inter alia, "that the 

present condition of the world renders it all the more necessary that the ' 

economic and social work of the League ...should continue' on as broad a 

basis as possible”, and that the Lsague Bureau should "take the most 

appropriate steps for setting \xp the Oentral Oommittee***to unify the 

economic and social work of the League and perform the other functions 

indicated* in the report of the Bruce OcK&aittee* Australia accepted 

membership of the Organising Oommittee established to pr^are the way 

for the Oentral Oommittee*

9 6  Official Records of the Bconomlo and Booial Council, Slerenth Bession, 
3'®»»ary Record of the 4l4th Meeting of the Oounoil, Document B/SR*4l4.
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th« politloal lorol iiig^t b* Inoludod* During 1935» Australia 

proposed that the League oonslder problacu of autritiont and the 

studies earried on by the League in this field into the war years 

reoeired oontinuing Australian support. In a wider field» she 

later gar« strong siq>port to Lsague efforts to secure a Dore adequate 

treatment of seononio problems and to set suitable maohinery for 

this purpose. In August 1950» the Australian Minister for &ttemal 

Affairs (the Hon. P«0. Spender) reminded the United Nations Sconomio 

and Soeial Oouncil thati

"His Ooisitry had always been mush interested in all eoonooio 
and sooial matters» both in the domestio and in the international 
sphere. Indeed» it was Australia which in 1956 had proposed to 
the Lea^e of Nations the establishment of an Soonomio and Sooial 
Oounoil". 95

Ihe Australian Delegate to the League (Mr. SJ(. Bruce) was chairman of 

the Oomnittee which in 1959 proposed that a Oentral Oomaittee for 

Beonomic and Sooial Questions» composed of representatiTes of 24 States» 

be established. Ihe Australian CbTemment supported a subsequent League 

Hesolution of 1 5 th December 1959 to the effect» inter alia» "that the 

present condition of the world renders it all the more necessary that the 

economis and sooial work of the League...should continue^ on as broad a 

basis as possible"» and that the League Bureau should *take the most 

appropriate steps for setting up the Oentral Oonmittee...to unify the 

economic and social work of the League and perfom the other functions 

indicated* in the report of the Bruso Oommittee. Australia aoeepted 

membership of the Organising Oommittee established to pr^are the way 

for the Oentral Oommittee.

9 6  Official Records of the Bconomio and dooial Oounoll» Sleranth Session» 
3unanary Record of the 4l4th Meeting of the Oounoil» Document B/SR.4i4.
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Xh the«« later yaare, Australian policy might hare helped in 

some degree to swing the u p h asis in League disoussions away from 

treatment of tariff and related problems towards some effeotire treat

ment of the more fundamental problems of prosperity and depression* In 

a speeeh before the Seeond Oommittee of the League on 26th September 

19^7» Hr* Bruoe said that *the Australian delegation desired to submit 

to the Seoond Otf&mittee its proposals for in<iuiry into ways and means of 

raising the standards of liring; into praotieal measures for mitigating 

the effects of eoonomio depression; into the agricultural struoture of 

Oentral and Sastem Surope; andf finally^ any eoonomio or finaneial 

trends that may appear likely in the future to axeroise influence on 

the monetary systems in different parts of the world*. Ihis approach 

yielded no concrete results before 1 ^ 9  but, for eaample, throu^ the 

work of the Selection on Soonomio Depressions, it helped to clear the 
way for the United Hations*

In the later years of the League, Australians willingness to 

accept policy sacrifices, in the cause of world economic welfare or 

world peace, m s  never put to the teat* However, it is probable that, 

as in the years before 1929, national economic welfare, rather than any 

desire - selfish or altruistic - for a wider welfare or for world peace, 

ultimately determined the Australian attitude to proposals for economic 

co-operation emanating from the League or elsewhere; and that the

support often SKpressed in Australia *for the adoption of a policy of
. 96economic appeassmont as a means of bringing about world peace" m i ^ t

97 Report of the Australian Delegation to the Eighteenth Assembly of the 
l^gue of Nations, Parliamentary Papers, deneral. Session 1 ^ 7 - 5 6 -5 9 ^4 0 , 
^ol. UI, p* 18.
^  0*A*3* Oampbell, "A Foreign Policy for Australia", in "Australia's
oreign Policy", ed* by W.OJC. Duncan, Sydney I9 5 8 , p. 172.
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baTo withered and died if aubatantial welfare saorifioea had been 

inrolTed* The X^de OiYoreion polio/f and even the careful welfare 

attitude to the Anglo-Amerioan trade Agreement euggeated that any 

welfare r i ^ s  or aaorifioeo in the eauae of international harroony 

or even economic alliance would be atoutly reaiated* Where 

Australian welfare and world peace pointed in the came direction» of 

eourae» the strong support of the Australian Gbvemcient m i ^ t  be taken 

as assured* In saying this» it should be made clear that Australia 

deserved no special moral sondemnation for her attitude^ Moat • if 

not all - other countries adopted much the same attitude to international

.’.'A;

harmony*

"It may be that there are instances» either in League history 
or elsewhere» of states having in the economic domain deliberately 
taken action contrary to their own clearly conceived eommercial 
interests* It is true that the Covenant imposes no obligation 
on member states to tfiow such altruism; but I do not claim that 
it has never happened* All I would say is that» if the British 
Dominions are to be penalised for having eometimes looked at a 
Qeneva proposal in the light of its possibls effects i^>on their 
own material position» then» let that nation which is in this 
respect without sin throw the first stone"* 99

But» if the Australian attitude deserved no special mofal condemnation»

it might still have been shortsl^ted» for Australia could ill-afford

further to Jeopardise her already exposed seeurity position by presenting

countries like Japan with some pretext» real or spurious» for embarking

on agression* If» on the other hand» a policy of aggression were so

firmly established in Japan that economic appeasement could serve no

other purpose than perhaps to weaken Australia*! seoxirity position still

further» then the appropriate policy might have been actively to seek out

« *  •

99 0*A*i/* Mszining» "The Policies of the British Dominions in the League
of Nations"» op-* olt*» p*
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politioal and •ooxxomio alllanoM, ospeoially with the United States» and 

thiSf in its turn» might hare inrolred eoonomic sacrifices of the same 

order of magnitude as eeonomio appeasement*

Okie final point is that Australian eeonomio policy within the 

Isague was» for the most part, general or functional - it was intended to 

apply to eoonoaio oo-oporation in the world as a whole, rather than to 

any speoifio region* Any action to raise standards of nutrition or 

liring standards generally, or to mitigate the impact of depressions would 

hare benefited the eountries of Asia and the Paoifio, as well as the 

Oountries of iSurope and Amerisa; but Australian policy does not seam to 

have been more preoooijqpied with the welfare of her neighbours than with 

that of oountries more remote* In faot, the oontrary was rather the 

ease* !£he Australian proposal of 1 9 ^  and 19^7 for a Pacific Pact of 

Non-aggression does not seem to have been aecompanied by any attempt to 

formulate any foreign eoonomic policy for the area which might have 

helped to provide a sound eoonomic basis for the seourity system which 

it was proposed to establish* This shorteoming should not, of oourse, 

be pressed too far, for, if a solution wore found to ths problem of 

eoonomio depreeslons, for example, the more immediate problems of 

fluctuating markets would disappear, and the way would then be open for 

embarking on new tasks, for eocample, of stable economic development in 

Asia and the Far fiast as well as in other areas* However, it is very 

doubtful that inter-war Auetralian policy was reasonsd in this way* 

^eourity demanded speoial attention to Asia and the Fiar daet and brought 

forth the proposal for a Paoifio Past* Welfare was more oonoemod with

•  *
sondltions in Nurope and North Ameriea, whieh determined the state of
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▲ uetrallan max^ete» and thtia the lerel of buelnoae a o tir ity  and 

anployment in Australia its e lf*  Althou^ welfare and seeixrity were 

vaguely linked in Australian polieyf the link was uncertain and 

resulted in a dual direction for Australian policy* In practice» 

Australian eoonomic policy was determined primarily by welfare 

considerations» and therefore was preoccupied mainly with Surope 

and North America* Foreign policy» in so far as i t  was a ctiv e ly  

implemented» was le f t  to seek security in Asia and the Far fiast 

by d irectly  p o litic a l means» aseistsd by any indirect benefits  

which efforts to improve economic conditions in the Western world 

might bring*
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5* Apprai»al

It it broadly trut to say that» in the inter-war period,

Australia had no very aotire or positive foreign economic policy, 

flrsn foreign policy in its more traditional form had received little 

independent development by Australian Oovemmente, The Department 

of Sxtemal Affairs was small and ineffective; for most of the period 

there was no diplomatic representation abroad except in the United 

Kingdom and at the League; Parliamentary debase on foreign affairs 

were infrequwit, brief and oftwi ill-informed. Outside Parliament 

there was a growing public interest in international affairs, but, be

fore 1 9 5 9 » this seems to have had comparatively little influence on 

the development of an active, independent foreign policy by the 

Australian Gtovemment.
Between the wars, Australian economists were concerned with

"the promotion of 'general prosperity* and...the avoidance or mitigation
101

of depressions": Australian econcsnic policy - including external eoonoraic 

policy - was directed to "assistance to, or protection of, sectional 

interests that were in a position to apply political pressure". There was 

a general concern about defence but, even hero, Australian economic policy 

was uncertain and immature.

100 "In the ten years after the signing of the Peace Treaty", said Sir 
Frederic Kggleston in 1958, "there was hardly a single first-class debate 
in the Oommonwealth Parliament on foreign affairs" ("Australia's Foreign 
Policy", op. oit., p. 6 5 )*
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**Althoug)i eonsiderations of dofenie entared into diacusslonB 

of transport policy from tlmo to time, and woro rather more In- 
fluential in the field of trade and tariff policy, Australia as
a nation was singularly innooent of war eoonomios...... Cbvem-
ments, in the between-war period, learned to use eoonomists as ' 
advisers on many aspects of policy; but apparently neither the 
few professional soldiers nor the officials concerned with de
fense policy considered that économie analysis could play an im
portant part in prepaxednesa • • • *it must be conceded that few 
Australian economists had applied themselves to defence problems 
before the war; and little attm&pt had been made to prepare the 
minds of the public, the politicians, or the civil service for 
the eoonomio changes that war would bring** • 101

Beyond defence, the more complex formulation and imp lemon ta tion 

of a foreign economic policy was never really attempted* Ihe concept 

of an économie allianoe, for example, was never properly understood by 

inter-war Qovernmcaits* The British preferential arrangements had

something of the appearance of an économie alliance, but they were 

essentially a welfare experiment the foreign-policy aspects of which 

were, initially at least, inadequately analysed* 'firade Diversion under

lined their political immaturity; and the Anglo-American Trade Agreement 

brought forth only a guarded recognition by the Australian Government of 

Ottawa's political shortcomings* In Asia and tho Pacific - the area of 

principal security ooncom to Australia - even oomn.eroial policy bad not 

been pursued with the same vigour as in the United Kingdom and fiurops, 

and anything deserving of the name of a foreign economic policy - any 

active and consistent use of economic moans for foreign-policy ends - 

had not yet emerged* There had nevertheless been some attention paid 

to the practice of economic sanctions* It had been used, vmsuooessfully, 

on one occasion, within a multilateral organisation; it had been debated

101 S* Ronald Jalker, "The Australian Boonomy in îIblt and Rooonstruotion*, 
Now fork, I9h7, p. 11.



,1 <

4 •

526
as a unilateral weapon against Japan; and it had finally been applied 

only a few months before Japar. exteiided the Second 4orld .ii.r to the 

Pacific.
13ut probably the main feature of Australian policy in the

inter-war period derived from the fact that over any proposal

relating to defence or foreign economic policy, "hung the recollection
102

of the great depression", with a ooneequont "widespread reluctance to
102

do anything that might •cause unemp loyment *". Throughout the inter

war period, a conservative government was in pov/or, except for the 

Scullin Administration in the disastrous years from 1929 to 1951* Ih® 

policy of the Lyons (Jovernment in the •thirtiee was rather to let the 

Australian economy restore itself gx^dually on the tide of an uncertain

and unsatisfactory return to prosperity in the world as a whole, than
105

to take any bold measures of Oovernment intervention and support.

There was consequently a very limited scope for such things ns economic 

alliances or economic sanctions or economic appeasement, if they threat

ened to disturb still further the delicate balance of the Australian 

economy. In this way, preosoupation with depreaaion and a rejection 

of any very positive and direct control of the level of business activity 

and employment were two restraining factors on the development of an 

active and effective foreign economic policy which circvmstances were 

increasingly requiring. Australia was not alone in thisi there were

102 Ibid., p. 12
105 ^  ®vent, of course, Australia needed not only national action,
but also widespread intematicnal action which would maintain effective denandj 
in the world*s major trading countries.
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laany other domooratlo countries which experienced »auch the same 

difi'iculties. But Australia, along v/ith other countries, was 

seekin^; national and international remedies for the problems of 

prosperity and depression, which would certainly involve in

creased governmental eoonomic control* Vtion these romodiee were 

found and applied, the prospect of an active and effective foreign 

economic policy would be very much closer.

■I
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Qbaptar VI♦ Boonomlo Policy After the ¡»fctre

1* PerspeotlT«

2* Morld Politioal Stabilltyx UnlTarsal fioonomic Prograse 

Qraa'^Powar Oonfliot: lha Policy of Boonomlc Madiatlon 

4* Attaofataant to the United Stataa

lha United Kingdom and the British Oommonwealth 

6» Oommonwaalth Asia 

7* South-east Asian Preoooijtpation 

6* Ihe Island Perimeter

9* The *No-Man*s-lAnd" of the Kxtamal Territories

!• Perspectire

The Second World üilar» the rapid Japanese progress as far south 

as New Quinea^ and the direct threat to Australia itself underlined the 

uncertainty of Australians security position* Ihe League had failed 

to preserve peace and no adequate security system had been devised for 

the Pacific* Something better would be needed for the future, and, as 

contrasted with the period between the wars, Australia would have to 

play a full and active part in devising these bettor arrangements* A 

first need would be to develop and implement a well—reasoned Australian 

foreign policy, directed to take aocovint of Australia's distinctive 

security problems* It was no longer tolerable, said Dr* Bratt in 1946 

that "Australian policy should be a mere reflection of British policy, 

/sinc^ such an attitude would fail to take into account our special
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Interests and the partioulnr oontributlon we osin nske to British

1
Oommonwealth policy as a ^ole"* Partly this was symptomatic of 

an Ineritable growth to national maturity» which however had been 

hastened by wartime experience«
More speoifioally» the Pacific liar had eophasised the 

geographical realities of the Australian security position« Any 

direct threat to Australian security was much more likely to come 

from the Pacific than from Europe« Therefore» while in the future 

Australia would undoubtedly continue to Interest herself in aaropean 

affairs» her closest and most nervous concern would be in trends» 

problems» and conflicts in the Pacific« The Monroe Doctrine had» 

in an earlier century» established the whole of the Americas as the 

immediate seeurity concern of the United States t the Pacific dar 

as clearly established an area of similar importance to Australia» 

concentrated especially in South-east Asia and the South-west Pacific* 

Australia would continue her intimate association with the United 

Kingdom» but that association could not - and need not — be allowed 

to lead her away from her primary Pacific interest* On the contrary» 

the British link eould hei^ten the effeotiTcness of Australian policy 

in the Pacific: the United Kingdom and other Oommonwealth comtries» 

especially Mew Zealand» could siqpplament and bring nearer fulfilment 

Pacific policies essential to Australian and British Oommonwealth 

seoiurity* "Oollaboration with Qreat Britain*» as Mr* d* MacMahon Ball

1 H*V* fivatt» "Australia in World Affairs"» Sydney 19^» p* Ifil*



330

euggeeted in 19^, m l ^ t  r«aain duetr»Ua*B ‘firBt oon*id«raUon 

In thB oonduet of our «xtomal affairs*: but "Australia’s dsstiny 

U s s  mainly in tho Paeiflo...1ho world's ll^ts and shadows often 

appear differently in London and Oanberra...To Britain tho eoonomlo 

and politioal derelopnont of the widely scattered British islands in 

tho South Faoifie is only one of a mmber of colonial issues with 

whloh she is faoed all oror tho world. to us, *the welfare of these 

islanders is more pressing, for our security in large part depends 

on the contentment and goodwill of these near noiglibouro*.

Hewertheless, it was clear that Asia and tho Paoifio could 

not be Isolated from the rest of tho world, and Australian postwar 

policy recopilsed the Intar-relaUonohlp between the problmio, In- 

sluding the eoonomlo problems, of all regions. sartlme and post

war Australian Ctowemments concerned themselwes - critics often 

suggested that they concerned thaaselves more than they should - 

with international problems in many parte of tho world. Iherofors, 

to organise our description of Australia's foreign economic policy 

sifter the wars, we may draw on tho metaphor that a stone east into 

a pond causes a series of oonc«ntrlo clroles, of which tho furthest 

anoloses tho widest area and tho nearest is most sharply defined. 

Applying this metaphor to Australia's foreiffi poUoy, some eight 

tre&fl ot nny b® no'tsdi
(t) the extamaX tarritoriaa of Papua and New (Kilnaa; (11) the

2 ii. MaoMahon Ball, Preface to H.V. Bratt*a ■Foreign Policy in 
Auetralia", Qydnay, 19^» P*



331

island parlmo'tar; (iii) South-anet. Asia» Including ••paoially (!▼) 

Oommonwoalth Asia; (t ) the Uhitad Kingdom and the British Ooaimon- 

wealth; (▼!) the United States; (ril) the Sowiet Union, as the 

pos'^war eentre of (Jraat^Pdwer oonfllot; and, finally, (Till) the 

broad field of international relationahips generally.

These e l ^ t  areas of interest hare been set down in approx

imately desoondlng order of geographical propinquity, which' howewer 

accords only rery roughly with their order of importance in Australian 

policy. In Australian policy, the "near circles" hare not always 

stood out most sharply. New Qulnea and the Island Perimeter hare 

ooci;q)ied a much humbler place than South-east Asia and the countries 

of OWnmonwealth Asia. Purthermore, it has not always been clear that 

general, functional activity within the United Nations has been re

garded as of loss account and urgency than regional activity more 

precisely directed to the "Near North". Nevertheless, a systeoatic 

consideration of Australian policy shows a developing line of emphasis, 

deriving essentially from Australian consciousness of long-term in

security and preoooi;q;>ation with political and economic stability in 

South-east Asia and the South-west Pacific.

Before we go on to examine these areas of interest, beginning 

with the universal aa distinct from the regional and other more 

particular aspects of Australian forcigi economic policy since 19^5, 

it should be noted that two special factors have determined the 

broad context for postwar Australian policy. One has been the un

certainty of political conditions and political relations in many 

parts of the world, and not least in tlie region of South-east Asia.
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1h« saoond has been the enlcurgad oontrol of the ziatlonal soonomy
5

by the Australian Oorammentt partly as a result of the war» and 

partly because of the long labour reign* According to the general 

thesis prariously put fomard» both these factors of p o litic a l un

certainty and increased goTerxmental economic oontrol should operate 

to enlarge the economic element in foreign policy* The postwar period 

may therefore be espected to rereal an Australian foreign economic 

policy rapidly growing towards maturity* In A ustralia's case, how- 

erer» there is  one other factor to be borne in mind* Australian 

prosperity and external financial strength depend rery largely» not 

on domestic Australian policieSf but on the p olicies of economic 

s ta b ility  adopted by the world's major trading countries* Australian 

capacity to maintain a foreign economic policy inwolwing large ex

ternal expenditures» or to set aside certain ecmmercial considerations 

for the sake of p o litic a l adwantages» or» generally» to be somewhat 

less preoccupied with welfare and more preoocipied with security in  

her economic policy» has depended since 19^# end w ill continue to 

depend» Icurgely on the maintenance of h i ^  levels of economic 

a e tiv ity  in the world's major trading eountries* This theme w ill  

recur in what follows*

 ̂ Some of the economic powers exercised by the Federal Oovemment during 
the tfur and the Immediate postwar period» under the defence proTislons of 
the Federal Constitution» had to be returned to the States after the trans
ition  period* Nevertheless» a large measure of domestic financial control» 
for SQcample» and oontrol of external trade and payments remained firm ly  
with the Federal CbTemment* Federal authority in the f ie ld  of social 
services also was extended by referendua* OiTislon of powers between the 
OoxBXLonwealth and the States nevertheless presents a barrier to centralloed  
goTemmental oontrol of the national economy» which should be kept in mind*
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2. kferld Politioal Stabilltyt Unlrorsal Soonomlo Progress

It hae already boen noted that inter-war Auatralian OoTemmente 

gaTo aone measure of recognition to the relationship between political 

stability and universal welfare. After 19^5» the emphasis on

the eoonomlo aspects of international co-operation was intensified. 

Australia became an active leader in proposals for international 

economic co-operation, thou^ she seemed to have lost little of her 

determination to retain any part of her economic policy which she 

deemed essential to her individual welfare. 3he clung tenaciously to 

Bhipire preferences, and she accepted the 3retton Woods Agreements only 

after assuring herself that the policy restrictions idiich they imposed 

were relatively slight. Ihe Report of the Australian Delegate to the 

flretton »rfoode Oonference showed an anxiety, not so much to reveal and 

commend the Agreements as effective instruments for international co

operation, as to prove that the Australian Qovemment would not be 

very seriously impeded by their provisions. later, Australia took a 

very cautious approach to the non—discrimination provisions of the 

I.T.O. Oharter, and, in the direct field of foreign economic policy, 

made sure that Article 99 »«̂ e wide enough to allow her to apply 

unilateral trade "sanctions” if she wished.

Sven so, it is true that Australia gave strong support to most 

projects for international economic co-operation. Did she do so for 

reasons solely of welfare, or, in whole or part, for reasons of foreign 

policy? In the Pull-A&ployment White Paper of JOth May 19^5»

Ourtin dovemmant declared its intention, in order to meet throats to
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flmploymont having their origin ovoraeaa, to
agreement now with other nations - particularly the 

major industrial countries of the world - by which countries 
xindertake to do all in their power to maintain employment 
within their own territories, and thereby expand dmnand for 
internationally-traded goods".

The Government went on to declare itself ready to
"•••participate in developing other forms of international 
collaboration designed to expand world trade and to mitigate 
fluctuations in prices of raw materials and foodstuffs •

This did not necessarily imply any objective beyond welfare; and, about

the same time, the Leader of tho Australian Delegation to the San

Prancisoo Conference (Rt. Hon* F.M. Porde) insisted that "welfare is an

end in itself". However, ho also saidi
"Australia’s foreign policy has long been especially concerned 

with the arrangements for economic and social co-operation* We 
take the view that peace and security must rest on economic justice
and social security.•«

"•••real stability in the post-war world can be achieved only by 
carefully building an orgpuiisation that will do its utmost to aes^e 
the peoples of the world a full opportunity of living in ̂ freedom from 
want as well as freedom from fear of external aggression . 4

The Australian Minister to fcshington (Sir Frederick Kggleston) made much 

the same point idien he said that "unless we can make some progress to the 

conquest of poverty, tho strongest security system may be strained". In 

the Australian view, provision had to be made for peaceful change, in

cluding steady economic advancement, toroughout the world. Peace was not 

a static concept: "A permanent system of security ean be made effective 

and acceptable only if its legal and constitutional framework is devised 

to meet the growing and changing needs of the peoples of the world".

4 Second Plenary Session, United Nations Conference on International 
Organisation, San Francisco, 27th April 1945.
5 Broadcast over Columbia Broadoasttog System, 24th November 1 9 ^
6 H.Y. fiSvatt, University of California Charter Address, March 1945» 
printed to "Australia and World Affairs", op. cit., p. 15*
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A prlnoipal «lament in the Australian policy was that inters 

national oo-operatlon should aim at socmomic welfare in all oountries» 

in the SoTiet as well as the Uhl ted States and the United Kingdom» in 

Latin America» and in South-east Asia* Ihe labour Ooremment claimed 

to be impartial» and to seek for policies which would assist the inter

national community as a whole» rather than any single country or groupe
of countries*

*lhe Australian Delegation /at San rrancisoo/» working closely 
in co-operation with that of New Zealand» always adopted an in
dependent approach* hie did not belong to any *bloo* of nations*
For instance» the debate ower the powers of the Assembly was mainly 
with the sponsoring powers led by Russia» with nearly all the other ‘ 
powers si4 )porting our wiew* On the other hand» on the *full- 
employmmit* question» the SoTiet supported us* On regionalism it 
was necessary to join issue with certain Latin-American Republics 
who were attempting to secure for their regional group an almost 
complete independence from the Security Oouncil* On some issues we 
differed from the United Kingdom; on others» generally more im
portant» including *full employment'» we obtained the complete co
operation of Britain's representatiwes'*. 7

The UNRRA Agreement» which was signed by Australia on 9th

Nor ember I9^t harmonised entirely with the Labour Oowemment's approach*
8

Tb implement effectively *the principle of internatioual co-operation"» 

Australia was prepared to contribute material resources for relief and 

rehabilitation» which could be used in any of those countries where 

"whole peoples have been despoiled and cruelly ill-treated» economic 

life disnqpted» territories devasted and great sections of the populatione
dispersed"* Ihe objective was to restore the devastated eooncmiies as 

"going conoems"» and to avoid the politioal dangers that a prolonged

7 Dr* H*y. Rratt» Parliamentary Debates» 50th August, 19^5» FoluBae 16A» 
P- 5052.
6 Statement by Dr* Svatt at the Lapstone Meeting of the UNRRA Gosmittee 
of the Oouncil for the Far 8ast, 15th February 19%.
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period of eoonomlo distress might involve. Humanitarian, eommerclal,

and foreign-policy objeotives ooinoided* Two oontributlons» each of

£12 million (Aust.) were made to UNHIU, the first in 194A and the

second in 19^. fiach was the equivalent of one per cent* of the

Australian national income for 19^3*

Resolution 2 of the First Session of the UNRRA Ooxmcil provided

that UNRIA assistance should be f\imished on the basis of relative need

"without discrimination because of race» creed» or political belief".

On 1 3 th February 19^» Dr« Bvatt asserted that

"Already UNRRA has declared that relief must never be permitted 
to become a political weapon* It is vital that this declaration 
should be made effective".

Australian supplies went to China» Italy» Austria» Poland» Yugoslavia» 

the Phillippines» and other widely-separated countries. There was no 

semblance of attempting to withhold supplies from any country for political 

reasons. At the seme time» the Australian Qovemment showed some awareness 

of the foreign-policy value of directing assistance especially to the area 

in which its principal security interest lay. It was claimed that

Australia was "particularly anxious to oo«-operato in relieving the distress
9

prevailingthrou^out the Pacific regions"» and a large proportion of 

Australian supplies - about 33 cent. - went to the Pacific» almost 

wholly to China» However» even this attention to the Pacific was» as 

shown later» kept within very moderate bounds.

UNRRA terminated its work dtaring 19^7« Opposition by the United

9 Department of Bstemal Affairs» "Current Notes on International 
Affairs", February 19^i p« 67«
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Statoo and other oo\mtriea made it iii^oaalble to continue general

relief throi;igh an international organiaation* Ihe Auatralian

doTemment had iniegiTinga about reliance i^on b ila tera l r e lie f, and

ite poaeible implioatione of political diaorisiination« However, at

the first Seasion of the General Aaaembly, the Australian rep res enta tire

said that his Oct eminent *waa not oonvinoed that b ilateral r e lie f  would
10

be unsatisfactory", and at^iported a achame for bilateral relief co

ordinated in some measure by the Secretary^General of the United Nations* 

Ihe Australian contribution of approximately £A2 million to general Post-

UNRRA Relief was however made on the same non-discriminatory basis as
11

would have applied under UNRRA Resolution 2* furthermore, relief 

supplies went principally to Surope, the recipients being Poland, 

Yugoslavia, Hungary, Austria, Italy and dreoce* Only about twenty per 

cent, of the total contribution was directed to Asian countries* In 

a sense, this was the h i ^  point of Australian post-war dedication to 

the ideal of non-dleoriminatory treatment of econoaio problems where- 

ever they occurred, without any special conoentration on the areas of 

most immediate secxirity interest to Australia* This does not mean 

that extension of relief had no political motivation* But its 

political purpose coincided in letter and spirit with the ideals of 

the United Nations Charter and allied instruaents, in a way that has 

been progressively less the case with subsequent prograavaes* Ihe policy

10 ■ Current Notes on International Affairs", December 1947, p« 7Q6*
11 See also Section J infra on "(Ireatr-Power Oonflieti Ihe Policy of 
Economic Mediation”*
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baoaine untenable when divisions between the Qreat Powers - towards which 

Australia oould not for I m g  remain impartial - became acute and when, 

partly as a result of Srea-^Power conflict» instability in South-east 

Asia became so maiiced that Australia's limited resources had to be 

directed to those areas where her security was moat likely to be 

critically threatened«

A point to note is that the contribution to general post-UNR!U 

Relief» like the second contribution to UNHRA» was made available not in 

cash but in commodities which were in plentiful eupply on the Australian 

market* In 19^7» it etill seemed that a "burdensome surplus” of wool 

might not be far off» and that it might be a wise precaution to use the 

post-UNRRA contribution to help dispose of existing wool stocks* But 

the war-devasted countries which oould put raw wool supplies to best 

advantage were the six European countries named above* Iherefore» the 

recipients of post^UNRRA relief from Australia may seem largely to have 

chosen tliemsolves rather than to have been selected by the Australian 

Ckvernment after a careful assessment of political factors* However» 

while there may have been no deliberate attempt to find supplies for 

Bastem European countries» Australia's assistsuioe to these countries» 

as well as to non-Oommunist Italy» areeoo and Austria» made it clear 

that the Australian Government was still perfectly ready to base its 

policy on non-disortmlnation* It suggests also that the Government's 

desire to assist South-east Asia was not so intense that special efforts 

wore made to find supplies sxiitable for Asian rather than European 

countries*

With the contribution to gbneral Post>UHRRA relief» eontributions
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iMTo alflo Btfulo io iho International ^ l d r c n * a  Ja&rzmoy r\xìdt V ìo

Ihtarxiaticiail .iofu¿:ee ers^mleetion» and tho UNESCO leoonetruoticsn

Piind isidar «hioh Auetmlla eoctcndod opeolal aaaletanoo to South-
12

oaot Â ela« lattar will be dealt wlth aulKKsquantl/* Iho

oontrlbutlono to I X  end ZC.7 do not roquire eny epaolal or eopamte 

troataont« Auetimllen partioipation in lCi7 leui elnllar in 

notivation « ìflt̂  an additlonal emtizsental ap: eal * to ber portioi* 

pation in rartioipation in I X  aleo hod elenenta of aotlTration

elnilnr to tbat for U N T U  but» e^eoially In thè later etagest li wae 

oloeoly lix^ed «ith dofonoo and derolorcient objactiroe throu^ tbe 

iispetue idìlcb it ^xro to Auetrallan Izriij^tlon*

Juring thè ear» it ìmA ix>cnod timt» after thè parlcd of relief 

and reoonatruotian» tho lon¿^tara probloa laould be to oaintaln effeotlTO 

donand and enployannt òj donootlo neamiT'^at t* oroid •baj;:ar-ia3^<iei;fìbo\ir^ 

intorrAtional ooonoaic polioloo» and to aohiore a proi^reasire Inpiwe ent 

in llTin^ etondarda* Ihe Curtin ani Jhifley 3oTOmnante ooneietontly 

ookintained tho riew that offactlre International ooononio oo-op<«^tion 

had to etart wlth xjnirerenl aooeptanoe of a ooonlteont to naintain 

doneotio tE^Ioyckont* Pro« thio eould tand to flou othor desi rabie ol>- 

JeotlTee ouoh aa reduetion of tariffo and other barriem to trade« 

atable eaohange rateOf and a h i ^  and atable flov of intematiorial 

oi^italt wlthoiit itf any attocipt to ro(;;ulate ooononio rolationa anon¿; 

3tatoa a i ^ t  be futile« lafore t̂ :e ain Ficuioleoo Jonforenoot 3r« ^ t t  

aald that *thoro are oono reaacfio««fcr thlnking that thè diaoiioolon of 

partloular and eeparata parta of poatuar vielfkre polioy noyt fbr thè 

ti'io bolng» bara reaohod ita uaeful limlt« In thè bope of providlng

Seotlon 7 infra«
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a now approach to this comp lax of quoations ao a whole, and thereby 

enabling particular parta to foil into their proper relationship,

Australia and New Aealand hawe suggested consideration of an
15

international agreement on full onploynent polioy”. After San 

Francisco, he said, in more details

”Ihe clear mandate and obligation to promote full employment 
reflects another trend of great importance* A significant and 
striking feature of this Charter is that it places great emphasis 
on an aspect cf international planning which after the last war 
was wholly igiored* The breakdown of international planning 
after Mforld War I can be traced to the undue emphasis placed on 
trade and exchange stability as ends in themselTes, and to the 
absence of consideration of domestic policies of employment «diich, 
if pTirsued, should hare brought about increased consumption, in
creased international trade and stability in exchange rates* Ihe 
history of post^Qreat liar planning is, broadly, the story of a 
long succession of confermioes, all resulting in resolutions to 
reduce trade barriers, and all followed by increased restrictions 
on trade because of increased unemployment* Unemployment was the 
great political problem* Ihe only remedy which the liforld Economic 
Oonferenee of 1 9 5 5  could suggest was a 'programme of economic 
disarmament* by which was meant a programme to reduce barriers to 
trade* It was not at any stage suggested that the unemployment 
throughout the world m i ^ t  be caused by domestic policies or might 
be remedied by domestic policies such as public works programmes, 
housing projects, social security schemes, and other such intrinsic 
parts of national planning as we now know it* Today there is a 
totally different outlook* The economic foundations for peace 
are not those foiaidations which were planned after the last war* The 
end we seek is not merely increased trade, but also higher standards 
of living* hicreased trade is vital to hi^er living standards, but 
it is not the only meeuis to that end** l4

In line with this approach, Australia and a maaber of other countries,

including the United Kingdcwn and New Zealand, had succeeded in amending

the Dunbarton Oaks text so that Article of the final Oharter required

the United Nations to promote *hi£^ standards of living, full employment,

and conditions of economic and social progress and development**

15 Parliamentary Debates, 22nd February 194^t Fol* 161, p* 66* 
14 Ibid*, 30th August 1 9 4 5 , Vol. 164, p* 3 0 5 6 *
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Implomontation of Article yaa entrusted to the Soonomic 

end Social Ooimcil which in general was to be the inatrur.ent throu^ 

which welfare should serre the end of peace* Australia wanted *to 

elerate the stature and improwe the functions of the Economic and
15

Social Ooimcil”; and^ to this end» proposed thats "The Sconomic and
t

Social Ooimcil shall be so orgsnised as to bo able to function

continuously» each State member of the Soonomio and Social Oouncil

being permanently represented at the headquarters of the United liations"*

Although this proposal was not accepted» the Council was established as

a major international organ» and» taking account of the Council's

functions under Article 60 and Articles 62 to 66 of the Charter» this

meant» for the Australian CoTomment» "breathing life into the original

unsatisfactory Chapter of the Dumbarton Oaks draft dealing with economic
16

matters"*
Although Australia was an original member of the largely ineff

ectual Economic and fihiployment Commission» ^ e  was not elected to the

Council itself until 1946« fihployment oonditions up to the end of
17

1946 did not provoke any far-reaching international action; but the 

Australian Oovemment nevertheless took advantage of every opportunity 

to re-emphasise the need for adequate international planning and agree

ment so that prompt and effective action could be taken to meet any 

recession as soon as the danger signals appeared* Unemployment was the

15 Ibid.» 50th August 1 9 4 5 » Vol* 164» p. 5 0 2 7 .
16 Statement in Sydney by Dr* H.V * Evatt» 25**̂  July 1945» printed in 
"Current Notes on International Affairs"» August-September 1945» P» 177-
1 7  See Chapter III» supra*
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Oarthaga agpLlnst «hioh Australian Delagpitlone constantly InTol^ed. 

Australian pressure helped to induce the Second Session of the Oeneral 

Aesambly to adopt Resolution 118 (II), under which the Secretary^Oeneral 

was asked to provide factual surreys and analyses of world eoonomio 

conditions and trends; and Australia strongly supported Resolutions 

104 (VI) and 221 (IX) of the Bconomio and Social Council calling, inter 

alia, for reports on action taken by goremments to maintain full an- 

ployment. Australian pressure for full-employment oommltments was also 

apparent In the Iknde and Snployment Conferences from which the ITO 

Charter and OAT? emerged in 1948« Any commitments on tariff reduction, 

non-discrimination, and so on, had, in the Australian riew, to be linked 

with binding commitments to maintain high and stable levels of employ— 

mentí if a country failed to live up to its full-employment obligation, 

its rights to certain tariff and general trade treatment would lapse, 

dien, on JOth September 1948, the Minister for Postwar Reconstruction 

(Hon. J.J. Dedman) introduoad the International Trade Organisation Bill 

in the House of Representatives, he said:

"Throughout its participation in the negotiations, the 
Australian delegation sought to secure a charter adapted 
to the interests of this oountry. It particularly sought 
to establish -

"(a) the importance of maintaining employment and 
affeotive demand, particularly in the major industrial 
countries of the world that will continue to represent 
the biggest marketsibr o\ir exports; •••"

This suoused up the Australian position; -and it pointed to an element

in the Australian full— employment policy that must always be borne in

mind - it was ooncemed first and foremost with maintaining stability
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la "the biggest markets for our exporta”» It was primarily a welfare 

policy, into which foreign policy entered as a aupplcment and perhaps 

oftai as an afterthou^t»

At the Ninth Session of the Soonomlc and Social Oouncll in mid— 

1 9 ^9 » Australia actively encouraged Oounoil action to meet the threat 

of widespread unomplcymont arising from the 1948-49 recession In the 

United States, and welcomed the 0ouncil*8 Hesolutlon 221 (IX) which, 

inter alia, provided for the appointment of a group of experts to report 

on national and international measures to combat unemployment» Sub

sequently, tJie Australian .lepresentative at the Ninth Session (Dr» B.R» 

:^lkor) was appointed Chairman of the expert group*

Up to this point, Australian advocacy of effective full-aitploy- 

ment policies was consistent, both in energy and motivation» impart 

from welfare objectives which were almost certainly predominant, most 

countries up to 1948 or thereabouts probably accepted the need for full- 

employment policies on the general thesis that political extremism would 

tl̂ irive on the distress which unstable levels of employment and business 

activity would bring» For some countries after about 1948, there may 

have been some change in the political approach to full employment - 

perhaps there was an increasing anxiety that unemployment would help 

international coianunian and add to Soviet allies. But, for the 

Chifley Government, full employment seems to have had a continuing, 

imprecise foreign-policy value based on the assunption that universal 

welfare was essential to universal peace»

After the appointment of the employment experts and before



344

presentation of their report» a ohange of government occurred in 

Australia. The new government was openly and strongly anti-Soviet» 

and it also seems to have introduced a marked break in the oonsistenoy 

of Australian policy on full employment. Ihe genoral lines of the 

new Ooveniment*a policy towards multilateral international oo-*operation 

can be established quite briefly.

Ihe distinctive feature of the first general policy statement 

made by the new Minister for Sxtemal Affairs (the Hon. P.C. Spender) 

to the Ho\ise of I^epresentatives on 9th Mairch 19^> was the Minister’s 

firm design to identify the Soviet and its eommunist allies as 

aggressively disposed enemies and to propose that Australia should 

seek the closest possible oo*operation - both political and economic - 

with Western Suz*ope» North America» and other non-communist areas to 

resist the ooramunist threat. He said that one of the "self-evident 

and unchanging" aims of Australian policy was "the preservation of 

peace". He acknowledged that "we are members of» and as a peace- 

loving nation owe obligations to the United Nations» and must be in 

a position to discharge them". Nevertheless» he drew attention to 

the "danger of exaggerating not the importance of the aims or purposes 

or prinoiples of the United Nations» but the extent to which in present 

circumstances it can exert real influence for the maintenance of peace 

in the world* It must never be forgotten that» as its membership 

includes representatives of all the groups of the world» it may oontain 

those who are working to disrupt tlie order we believe in» ae well as 

those who support it» althou^^ of course all are pledged to Siqpport the
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principles of the United Nations** "Where the United Nations is

manifestly vinable*^ ho said^ "to protect Australian interests it is

the duty of the doremment to follow simultaneously a policy of making

supplementary arrangements among those we know to be our friends"*

Finally, the new Cbvemment beliered, firstly, "that the basis of the

struggle which has dereloped sinoe the war lies in Soviet foreign

policy", whose "ultimate objective is world communism, a universal form

of oommunism with Moscow as the eontrolling centre, either inspired by

a belief that only by the destruction of other forms of government can

oommunism be secured, or inspired by no other motive than aggression";

and, secondly, that "our economic policies can be influential in

promoting the political objectives which I have outlined to Honourable
16

Members, as well as serving our oommercial interests"«

If the new Government accepted, even with some reservations, the 

purposes of the Oiarter (including those in Article 55)# if, further, 

while recognising the Soviet as tho enemy, it accepted the need to direct 

economic policy so as to serve foreign-policy ends, Australia might have 

been expected to siqpport effective full-employment measures which would 

help "the maintenance of stable democratic governments"* In this way, 

Australia would be supporting an anti-Soviet measure which was, at the 

same time, in perfect oonformity with the purposes of the CSierter*

Such a policy might have been particularly likely at the Oouncil^a

16 For full text of statement, see "Current Notes on International Affairs", 
February 1950# PP* 155" 172* It should be noted that the Menzies Government 
- which is often referred to, in succeeding pages, for the sake of brevity, 
as the "Liberal Government" - Is in fact an anti-Labour Coalition of the 
Liberal and Country Parties in the Federal Parliament*
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Slevonth Session held in mid-19^9 whore« since Nationalist CAiiiia was

still represented« ISastem Europe was not« Ihere was« therefore« no

danger that the Oo\mcil*s decisions would be directly influenced "by

those who are working to disrv;q)t the order we believe in"« For this

Session at least« the Council was a wholly Western Organ* Moreover«

at the end of the Session« Mr« %)snder himself told the Council that

"«••his country was most anxious to contribute to the peace 
of the world« both by supporting all the measures taken by 
the Seourlty Council and also by contributing to tlie achieve
ment of economic stabilisation in the world« Die latter 
might« in the long run« prove to be the most important under
taking of all"« 1 9

In the Australian Representative’s opening statement to the 
20

Council« Australian devotion to effective full->employment action seemed« 

on the surface« to be unchanged« Nevertheless« there were ecxiie warning 

notes even at that early stage« Firstly« since "domestic measures to 

maintain full employment had neoeesarily to take account of differing 

oiroumetanoee in different ooimtries•••« it might prove more difficult 

for the Council to reach early agreement on detailed recommendatione on 

domeetlo policy than on international measures««««Ihe Australian 

Government was inolined to think that the current discuesion would yield 

greater practical results if it were mainly eonoentrated upon proposals 

for international action"« Secondly« cinoc "the factor of rapid growth 

involving development in many different directions would inevitably 

raise problems in relation to employment also« problems which could not

1 9  Official Records of the Eoonomic and Social Council« Summary 
Record of the 4l4th Meeting of the Obuncil« Document fi/SR« 4l4*
20 Ibid«« Meeting of the Council« Document S/SR« ^ 1 *
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ba olaarly foraaaan in adTanoa** .the Australian Oorammant oonsidarad 

that a full-amploymant policy undar thosa oonditions of rapid growth 

must ba flaxibla» and would eonsist primarily of disorationary rather 

than automatic maasurae”* Thirdly» *the ensuing twelYS months might 

wall bring daepar insight into the problao of the darelopment of a 

full-employment policy both in the domestic and in the international 

sphere" and, "after a year or two» soma goYamments might perhaps ba 

prepared to accept more definite oommitmenta than they felt able to 

aooapt just then"«

Since much of the BleYenth Session's discussion of full em

ployment took place in a Drafting Oommittaa meeting in closed session» 

much of the detail of Australian policy cannot be ascertained« How- 

SYar» Australian amendments placed before the Soonomic Oommittaa and 

the Plenary sou^t to remoYe any obligation to express economic goals 

in precise quantitatiYe terms or to publish a qxmuititatiYe standard 

for full employment; to leawe to the discretion of each Member State 

the anti-oyclioal measures on which it would report; to eliminate 

the acceptance of any full-employment standard "as a continuing ob-

jectlYS of policy"; to aYoid any special examination by the Secretariat
21

of the full-employment standards published by Member QoYemments; to 

ensure that the Bconomio» fiaployment and OeYelopment Qommission formulated»

21 "in the Drafting Oommittee."» said the Australian RepresentatiYe» "it 
had been decided that the Boonomic and Anployment Oommission should not 
attempt to impose its own standards on goTemments or to eraluate theirs«
In spite of that decision» he felt that the second part of paragraph 7 (b)» 
which related to preliminary work by the Secretariat in analysing reports 
submitted by goYerxnents» might still be taken as implying some obligation 
on the part of the Seoretary-Oeneral to ewaluate goYemments' full employ
ment standards in the light of some standards of his own« Since it had not 
been enYisaged that eYen the Boonomio and ^ployment Oommission should make 
such an eraluation» it was all the more clear that the Secretary^Qeneral
should not bo required to do so" (Council Docunent i^AC« 6/SR« 95)*
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fot thm OoTmell*« eonsid̂ rations, 0 11I7  probl«M "«f
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prppoaad atadiaa Ib  tha eaaa of oouBtriaa whara aatiaataa 
voald ba aühjaet to a eoBaidarabla aaxiKim of arror”* 22

tha tona of thia iBtaxTa&tioB aaa tTpieal of tha JnatimllaB ataad
ganarallj. ill tha doatraliaB aeaBdaenta wara avpportad b/ tachaloal

argaaaBta» or bj appaal to praotieal, adainiatratiaa diffioaltiaa» aithlB
tha fraaaaork that tha inatraliaB dorarBMBt "idiolahaartadl/ aeeaptad tha

ohllgatioB laid doaa la tha Ihiitad latioaa Chartar to proaota fnll aaH
plojaoBt Ib oô oparatloB alth othar coaatrlaa*** Hctraaar» thare aaa
BothiniT poaitiaa Ib  tha dnatraliaB approadh aaeaad aiaad« at all
tiaaa» to aaahaa tha final Baaolatiom* inatraliaB polio/ aa loagar
ftttai^>tad to giaa aa/ load to othar oonatrlaat but rathar to pnt a braka

on tha aaa laadars*

22 OoBBoil Soonaant l/l0« 6/H*94t P* 1?
2 3 Oonneil SoovMBt l/id. 6/fll.93t P* 5
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VM timdtrmtaiidabl# fwm a IdbanüL ttovaznaente vhioh
InstiiiaiiTalT’ »••itiad an̂ thiag, idMthar ln a Ooanoll raaolution or
•lenban, larolTiag aaj aajor aoaoasoion to aoonoalc plaaning* Hov-
arar» aeonaala atabilit̂  la now mok aora thaa a valfara objaoilra. Xt
lo alao am objaetiaa of foralgn poliej» and it ÌMia a partlaalar foralgm-
poliagr î portaaoa idiara roralgm pollaj la rpaalflcally dlraalad agalnat
tho Boriai bloe* Sha arldanea ao far la ihat iha Nantlaa Öoraraaani
alght rajaet affaatlra polleiaa of aeomoalc aiablllty and â ploTaaat»
area aa a foralgiy-pollojr dafanaa» If thoaa pollalaa Inrolrad aajor
eoneaaalona io iha iaohmlqtiaa of plaanlag and conirol. Bni ihla alî hi
ha haoanaa tha Nanalaa Borammani haa noi yai had ilaa io daiaralna Ita
foll-aî loyBani polleiaa ln praolaa iaraof ihara alghi ha a raal
algnlfleanoa hahlnd iha Australlan aiaiaaani qooiad ahore ihai "afiar a
yaar or irò, aoaa goramaania alĝ i paxhapa ha praparad io aeeapi aora
daflnlia eoBDlinania* ihan ai iha Blaranih Oonnell laaalon.

2n any arant» iha Nanalaa Boramiaant*a coatalimant io applj a
foralgn aeonoale jK>lloy» io arold *oonfllcia ln ooaaarclal and oihar

24aeonoalo polleiaa" haiwaan Oonaoaraalih oounirlaa and Waaiam taropa 
on tha ona hand» and iha Unliad dtataa and Ganada on iha oihar» io halp 
rahmlld Vaaiam Bnropa'a Indapandani aaonomle airangih and aiahlllij
haoanaa "luropâ a pollileal aiahUliy and raalaianea io Coaniaalaii oan

24
ha no atrongar ihan har aeonoale Tlialliy"* and io hnlld "eloaar

24
aeonoale ralailona vlih Sonih and Sotcih-aaai Aala"» all aaa« io naad 
high and oiahla larala of hnalnaaa aeilrliy and •mflorm»n% ihroashoni 
tha Vaaiam world. How «oeli goraniBanial plannUg and eonirol ihaaa

24 tiataaani hy iha Son. F.C. %>aBdar» 91h » « h  1990, HKiprani Boiaa 
on Xniamailonal Affalra”» féhimry 1 9 5 0 » p. I7 0 .



350

•bĴ ütiTe« of otábility aro boliofroá to aood, dopondo largai/ oo tho 
politleal Philosoph/ of tho goromaont eonoomed; btii, if axqr in
st inet Its antipath/ to planning and oontrol prerants ths adoption of 
offootiTs intomational polieios of oeononie stabilit/ and fall o»- 
plo/nsnt» it is likel/ at tho sane tins to ondomins tho whola of ths
foreign oeononie polio/ to shioh ths Msnsiss OoTsmnsmt is oonnittsd*
In ths Tital aroa of tooth and tooth-oast Asia» ths Anstralian toromnsnt, 
along with other OoTomnents of ths Gennoniísalth» has rsoognisod ths 
erooial iaportanoo of ooononie stabilit/. fhs 19̂ 0 S^ort of ths 
Oonooxoisalth OonsoltatiTs Connittss on tho Oslohbo Plan for Beononie 
Borolopnsnt pointod oot thatt

**1hs Mtional inoonss of thsso ooontrios ¡pf tooth and tooth- 
ssst Asi^» thsir balanos of pa/nsnts and» in partioolar» thoir 
dollar oamings aro» • .at all tinos mlnsrabls orsn to rolatiTsl/ 
ninor floetaatiens in world bosinsss aotiTit/* In voaking oat 
thsir prsgrannss Oonnonwsalth ooantrios hars assonsd a rolatirsl/ 
high IsTol of donsnd for thoir basis oî orts» If this assâ ;»tion 
vers not folfillod» thoir abilit/ to earr/ oat thsss dorolopnsntprogrsanss «sold be graTsl/ iapairod' 2 5

It shoold also bo notsd that» if thsrs vors a osrions and aids- 
spread fall in offset Its dsnand in world narks to» it would innsdiatsl/ 
lagose a strain on Australians oTsrssas balaneos and Aostralian 
eapacit/ to satend financial aosistanes to ths ondsrdsrslopsd ooontriso 
would be ondsminsd. In gonsral» a fall in offsetIwo dsnsnd of this 
kind niî t fores ths Aostmlian towommsnt to adopt oâ sdisnts in 
eommsrcial and sxchangs polio/ which would run dirsotl/ oountor to hsr 
forslgxk-polie/ objsetlTss of close eco nonio co-operation with ths 
United States» Western lurope» and South-east Asia» In the short-torn» 
the boon Oonditions st inulatsd b/ rsamsMnt eoxiesal the dangers of

2 5 Thiitod Uagdon Stationer/ Office» OWL»» 8 0 8O» p» 46«



raMMiont in the these iancen alsht re-iqppeer<
Im one Uqportest field, there see e sraq̂ rfieiel eoatissitj 

in lEostselieji forelipi eeoaosio poliej despite the ehsnce fros a 
labonr to a hiheial •orsment* the sslief aad rshehllitation
progTssts of the Isaediate
prog] for the loag-tem
m U U  and Post-URm relief

gradnsllj derelopsd late 
sf andex̂ dsfreloped eenatrles* 

to aetion szaaplified h/ the fc-
paaded Progrsaas ef feohaieal Aseistanee to Ihider-dersloped eonatries.
The instralian Selegation at thè Wiath Session of thè loonoaie and Social 
Ootmell, set ine nader instmstions frsa thè Chlflejr Qorsrmsnt, strox̂ ly 
siqpported thè BrofraaBe and plsTSd a proainent part in fraalsc Oonneil 
lesolntion ?S2 {TX) m A w  vhi^ it «as te he lannched. fhis sv̂ n̂ rt 
sas eontimied nader thè Neasies Sefrsmasnt, «hioh sas aaoag thè first 
thrse foremaents to aske ite iaitial contrihntien atailahle for 
espenditnre nader thè Progrsaao.

lerertheless, sa i^ortaat chaagc of saphasis in thè instralian 
attitnde to thè Prograans had oeenrrsd slnce 1949* aati-Soriet hasis 
of thè Msnsies doreransat*« forsiga policf has alread/ heea aoted* la 
his etateaent of 9 ^  Marsh 1990» Mr« Spender saldi

*fhe soaing iato operatioa of aa iateraatioaal prograans of 
teohaieal assistaaos te nnder̂ dereloped oonatries» iaspired in 
Prssideat Tmasa*s fenrth Poiat, vili gira eoastmetiTo taeks 
and aa iaportaat shjectlTS to a anhbsr of these intemational sigsaitatioas /Rmt is, thè Thd.ted Vatioas and thè Speolalised 
igeaciesj* this io a prograans vhidi, if it io hacked hy thè 
aors dsTsleped oonatries, osa hnild snrsr fonadatioas of 
eceaeaio progress aad politioal stahility ia areas sneh as Sonth and Sontheast Asia vhere, as X bare alrsad/ sald, eeonoaie 
eonditions here eneonraged thè grovth of foroeo vhieh are a 
thrsat to this oonatr/'s vsll-helag”*

la another plaee, he said that *̂ eoanse latematioaal eeoaoido aseistanee
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YÍ1I» la muJif prodaa« ealy «lovlj itt •ffaet« oa prodaotloa and
llTlac ■taadards, tvrühmr dala/ In ooaprékanslTa iataraailoiial aaonoaie 
aatloa ngr wall hava tha raaolt %kat aetioa will fail to aahlara its 
polltieal pajrpoaa ef aaiataialaK atabla geaaraBaat» araa thaun̂  aaek 
aotloa deaa aaaattadlx valsa ataodavda fraa wbleh tha aoaatrlaa
thaaaalraa aaá tboaa that tvada vlth thaa «eald taidoabtadlp baaafit*.
Zt vas baeaaaa aziatiî  iataraatloaal aatioa «iĉ t ba tao ala« that tba 
"Spaadar Plaa" for dlraat Ooaaonrealth aaaiataaea to Soath aad Sovth»aaat 
Alia «aa praaaatad to tba Ooloid̂ o Coafaraaea of Ooaaoawaalth Yoraica 
Mlalstara la Januaî » 19̂ * Aid for aaoaoaio daralopaamt «aa a^ta 
fraaklx lataadad te prareat fortbar adraaeaa by eoMuiiat *foro«a*,
«ho irara raifardad ai tha aajer *thraat to thla aoaatry*a «all-balac**
7or tha Maaaiaa ôTanuaant tharefora, tha Ispaodad Prô rasBa «aa, aot a 
Taatara la aairaraal aeoaoBle aê oparatloat bat part of a bloe proî raasa 
alnad at tha SoTlat aad ita aatallltaa. Xt «aa a prô ranna, aot of 
aeonoale appaaaonaat« but of aoeaeale ra araaitant« aiaad at aztaadlBiS 
aad eoaaolldatlniz aa aatl̂ SoTlat alliaaea* la Â aaral« It aaaiia that, 
aa ooiq;}ared vlth tha I«boar doTaraaaat, tha Maaaiaa Ĉ oraraiiaat rasardad 
aztaraal valfara, If aot laaa aa aad la Itaalf» at laaat acra alaarl/ aa 
aa aid to for%igtí polley, that It diraetad aaoaoaie aaaiataaea aora 
praeiaaly to a awra elaarlŷ daflaad araa of aaearity lataraat, aad that 
It appllad aooBoale povar «ora opaaly aa a bloc, balaaca-of-po«ar 
iaatrvaaat» Ihla daralopaaat la aot aurprlalair* Both tha Qhlflay 
and tha Naaciaa (Zororanaat MaTa faraal aappert to tha üaitad latloaa, 
bat tha tormmr taadad to plaea maeítí ipraatar rallaaaa oa tha Ualtad Matioaa 
thaa tha lattar aad to flva laaa attaatloa to cora limitad aaeurlty
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srraas«wntse Sha Xilbaral and Ooaatiy Partía«, «hila in Opposition, 
did Bot eeneaal thalr aeaptioin ahaat tha Ihiltad latlona, aad in«i«tad 
that Aastralla «hoald aonoaatrata it« aalB afforta on «aeorli« tha 
olotaat oo-opaxmtion vlth friaadl/ oaantrlas and ««paoiallj with tha 
Ihiitad Xinadoa and tha Uaitad Statas* fhis attitada «as oarriad 
aoro«« to tha Oorameant hanehao, vlth tha raonlt that tha <iaa«t for 
•aovrltjr vas aada acra elaarlx throv^ aa allianoa «xotaa thaa throaî  
tha aora dlfflealt aad dobloas mgmoj af tha Ihiltad latían«, ar at 
laa«t tha ünltad latían« a« It «a« eanoalrad at flan SWoielaoe*

fhl« attltuda te Intaraatianal oê aparatlan 1« llkalj te 
parslat. Xt vlU eolanr tha praaant Oavarnaant*« appraaah, nat 
onlj to tha fliqpandad Proaraaa« af Saehnlaal Aaalatanea, hnt to aagr 
ethar palíela« vantllatad vlthln tha ünltad latían«« Loî loalljr it
Bi«ht that dcatrallan Intaraat and aetlTlt/ In tha Unltad latían«
vlll rapldlj daollna laarln̂  ln«tralian pallaj to ha azpr«««ad alao«t 
wholly In hllataral and groxp arrangOBant«. Iftiathar this happen« or 
not vlll praavnahlj dapand largal̂  on the extent of the eontinninc 
Soviet Inflnanea In the Inltad latlon« and tha extant to vhleh ttie 
SoTiet can fmatrata It« eeavar«lon Into a vholly Vaatam organ*

One point that ha« alraad/ haan tomdiad on 1« that tha Namsla« 
floremiaant*« adoption of an aetira foreign aeonoaic polio/ «ean« nn- 
avoldahlj to InrolTo «oaa axtanalon of goramaent «oononle planning« 
Liheral tradition« and eontinulng llharal attitnda« ean hovarar not 
he uprooted oremig^t« fhl« ha« alreadj haan lllnatratad h/ the 
Neniie« (̂ oramnent*« haaltanea «heat planning for full eiqplo/Bent«
But an aetlTa foreign aeononle pollej, whether vlthln tha Xhdted Intlen«
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ar otttslAe it, will alio isrolTe Jastsalia is iMTgm goTamMmtal 
•sqpandittirM tih tét Aa mot fit t n l l into a traditiOB, or,
for tliatt mttor - aiaea in this oaao %hmj brine diroet volfaro 
ratum - vith the tradition« of the Aastralian Lahonr Part/. In 

this oonnoetion, it eaeae neoaeaarjr to point oat that one proainent 
aepoot of Anotralian polie/ in raeeat /earn - oonaon to both the 
Ohifle/ and llensie« OovanuMnt« - hae boon insietenoe on the aoet 
oarefnl bnde^tar/ restraint bj the Tbiited lattone and the Spaeialieed 
ieenoies* Ip to a point, this approaeh has been eoaoendable, «inee 
the international organisations wenld lose «apport if they vers 
vastefol of ftads - e^eeiall/ harê-enrreney fonds - and planed an 
onneeesearily heavy harden on the national tasepayers bat iaatralian 
policy at a vaber of intamational Mating« has appeared to eonslet 
«holly in cbjeeting to the sise of badgets, to the eost of Indiridnsl 
projects, to the scale of eontribationa of neaber states, and to ths 
inadsqaaey of ezistiag finanelal regolatlons. I t  Aastralian policy 
dseldes to si^ort those organisât ions, not nerely as a faeade for co
operation, bat as affeotire InstraMnts for its foreign econoaic poliey, 
a "basiness” approadi to badgetary questions night often conflict with 
the vider objectives of ioMtralian policy. Ac an csnnplc, instralia 
hedged on the pernanent cstablishMnt of an Asian Advisory Oonnitte« 
of ILO on financial groands, vhen broadsr considerations ssened to 
denand enthusiastic Australian siqpport. So far, the tight Australian 
attitade to agency budgets docs not seen to have andcmlned Aactrnlian 
poliey on any najor issae; bat it siî û stc a need to acknowledge 
oltarly and consistently that an cffcotivc foreign ceononie policy 
ALnost annvoidably involvce, for Anstralia, a Inigc financial barien.
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edonoalo «merif!••• and an aaeartaln and often intan^bla rotnrn 

on aono/ a9q>andad* Bapaaiallj in South and Sont^aaat lain, Injrga 

aatarial outlays i^i^t brine no obrioua aatsrial return to the 

Australian eoonony, and, for aany pro Jests and proposals, the aaterial 

benefit eren to the assisted eountries theaselTss al^ht be a e^ed deal 

less than a strletly soaaereial renturs would denand*
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5» graat«P>owar (toflioti Ihe Policy of Boonomio Mediation

As ftlrsAdy no^sdy AustJ^LlAs Â f̂liiipt»od An inpAF^AAl ApproAoh In 

InternationAl Affnirs .ImmsdlAtely Aftar 19^, aroiding msmbATship of 

Any bloc of notions And fully «t^jportlng efforts to eolro International 

eonfliets by consultation and cooaciliation. In these earlier p o s V  

war years» she saeoied to sae herself as a potential mediator between the 

3reat Powers* In the economic field» her attitude to relief and re

habilitation has already been touched upon* IMlike the Ihiited States» 

Australia rejected the opportunity for diserimination offered by bilAteral 

post^UNRRA re 11 of I and» belistiiig that an objoctire assesaaent of needs 

rather any possible power adrantago should determine the destination of 

Australian assistance» the Australian OoTemment took its lead for ex

tension of aid from the recoomandations of the United Nations Special 

Technical Oommittee on Relief Needs* This approach was opposed by some 

Opposition Manbers in the Oommonwealth Parliament* On 22nd April 19^»
Mr* R*3. f̂ yan said thatt

■it is noteworthy that liool to the ralue of neiurly £9 9 0 » 0 0 0  

will be distributed among the satellites of SoTiet Russia* No 
honorable member and no Australian eitisen will object to the 
gift in the f o m  of wool to Italy» Oreece and Austria* **but 
Hungary» Poland and Jugoslaria are in a different category.
They are now the satellites of SoTlet Russia*..". 26

Although on a relatlTely Tory small scale» Australian policy tacitly

disapproved United States discrimination» and» in very minor measure»
s‘ %.

26 Parliamentary Debates» Volume 1 9 6 » p. 1054* One point to be noted is 
that» a f t w  the war» the Department of Oonuserce and Agriculture was anxious 
to exploit any market for wool anywhere in the world» and was therefore keen 
to promote the use of Australian wool in communist as well as non-communist 
countries. However» the writer believes that foreign policy» rather than

oonsiderations of this kind» was decisive in the allocaUon of Post-UNRRA wool si4 )plies.
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tand^d to offset (Mlted States polioy* Ihe Australian approach was 

the same to the International Ohildren*s fiaerganoy Fund, Shioh« the 

Australian (loTemment insisted» must operate "with regfu*d to the
27

needs of all"»

In the field of trade» Australian policy showed much the same 

desire to promote political understanding throu^^ friendly economic 

contact with Sastem Buropaan countries* Bowerer» trade with the 

SoTiet and most other Bastem Quropean countries» had nerer been large 

and the range of commodities on which to base any long-term expansion 

was limited* Prewar Australian exports to the SoTiet were as followss

Tear

195^55
1 5 ^ 5 6
1956- 57
1957- 58
1958- 59

Australian Bsports to the SoYiet Union

Talue

£A

10,700 
20,721 

1,121,262 
278,460

Percentage of Tbtal 
Australian Scports

0*08
0.01
0*01
0*79
0 * 2 5

Source< Oommonwealth Tear Book» Ho* 5^» 19^1*

Australian imports from Russia were negligible* Pre-war trade between 

the two eoxintries had bean little more than a oneway trade in Australian 

wool*

From about 19^5 onwards» the Australian Qoremment seems to hare 

explored the possibility of increasing trade with the SoTiet» thougli 

perhaps intermittently and without much real energy and certainly without

2 7  Statement by Or* Bratt to the Mcecutiye Board of lOBF» r̂d October» 1<
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aohlafring any rery apparent results* Li the later war years and 

immediately afterwards» some Australian offioials seem to hare felt 

that substantial eocmeroial benefits might be had from espanded trade 

with Russia and espeoially with Aaiatio Auesia* Ae markets for 

Australian ecxports eontinued to boom however and as no clear evldenoe 

emerged that large st;q}plies of essential o<wamodities m l ^ t  be obtained 

from the Soviet» these eommeroial oonsideratione tended to fade into 

the backgrotmd* 4ien welfare inoentives - which had never been great - 

almost oomp lately lost their force» Australian efforts to enlarge 

eommeroial oontaet with the Soviet differed fundamentally from trade 

negotiations by» for aocasq)le» the United Kingdom which oontinued to 

have strong welfare inoentives for promoting SKOhanges with Sastem Burope* 

The effort to expand trade seems to have reached its climax in 

19^> but very little information was made publio on the apparently pro

longed negotiations of that year* This is unfortunate» because they 

might have been the moot direct» though ineffeotual attempt by the 

Australian Qovemment to provide aomo token degree of eoonomio i^^ediation 

at a time when both economic and political relations between Bast and niieet 

were rapidly declining* Osrtainly» an effort to improve trade relatione 

between Australia and the Soviet would have harmonised entirely with Dr* 

Bvatt*s statement in Maroh 1^46 that *the worst oatastrophe which eould 

befall the world at present would be to find suddenly that there was an

unbridgeable ohaaa between the Soviet Union and eastern Burope on the
28

one hand» and western Burope and the United Statee on the other*» and

28 Parliamentary Debates» 26th Maroh Volime 186» p* 6 ^ *



»9
it would also bars harmonlssd with Australian insistenoe that 

intsmatlonal rslief should go to both sides of the ideological 

frontier*On 1 7 th August'194£^*lhe Oenberra Tiiaos" reported that*

^Negotiations between the Russian and Australian authorities 
for trade eapansion hawe been proceeding for some time with a 
▼lew to finding a suitable basis for the exchange of commodities 
urgently needed by both countries”*

Ihe report also said thatt

”A ship is expected to leave Australia shortly with a shipment 
of wheat) flour and 12 other items of Australian food products for 
Soviet Russia*

”0n return the ship will carry to Australia a large quantity of 
Russian paper« timber« tlmied fish and other commodities» lAiioh Russia 
is anxious to sell to Australia*

”fiie voyage of this vesssl may be the forerunner to an sxtensive 
trade arrangement between Australia and the Soviet in keeping with 
other agreements i^ich Russia has concluded recently in a trade 
expansion, drive”*

In fact» the proposedeooohange did not take place» no ccmprehensive

trade arrangement wae conoluded» and trade between the two oountriea

continued on the old basis of a one-way movement of Australian wool* The
%

negotlatlone seem to have been a political exercise by the Department of 

External Affaire» with whom it seems lay the whole initiative for the 

negotiations* Shipment of wheat and flour eould have had little 

eommeroial value to ^^stralia since a large permanent market for either 

was not believed to be likely even in eastern Russia» and the shipment to 

the Soviet would have had to be at the expense of more promising 

Australian markets* Sis inoentlve for the exchange must therefors have 

been either wholly political or have lain in the desire to obtain 

urgently needed supplies* But the newspaper report admitted thats

”Russia has already 8uq>plied Australia with samples of 
her timber and paper products but» as yet» the samples supplied
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hare bean insufricient to enable Auatralian manufacturer a 
to determine their worth*» 29

Although the erldanoe la not entirely oonolusive, it auggeata atrongly 

that politioal preaaure alone waa behind the negotiationa* If that ia 

ao» the timing of the negotiations ia Important, for in 1 9 ^  the 

fiuropaai Recovery Programme waa launched and, from March 19^* the United 

dtatea had imposed severe aeourity export restrictions against the Soviet 

and Ita satellites* Although the negotiations were unaucceaaful, exports 

of Auatralian wool continued as before at a high level and, so far aa oan 

be seen, the Auatralian Qovemmont made no attempt to reetriot Soviet 

purohasoa of any Auatralian exporta*

However, eocsiomio mediation solely throu^ expansion of direct 

exchanges between Australia and the Soviet could have had relatively 

little politioal value* Ihe only potentially fruitful policy would 

have been to attempt to breali down the diaoriminationa which were rapidly 

intensifying between the major countries of the Sast and the lifost* Ihere 

is some evidence that Australian policy accepted this as an objective, but 

there ia little evidence that ahe openly spoke against policies of 

political discrimination in the numerous debates which the Soviet and 

other ¿Astern European oountries initiated* At the Seventh Session of 

the Soonomio and Social Oouncil in 19^» t̂ 'e Soviet Representative, in 

referring to the International Sank and the International Monetary Fund,

saids

''in /the fioonomic/ Oommittee, the delegation of the Union of 
Soviet Sooialist Republics, on the basis of reports and other 
souroes of information, has proved beyond doubt that both agencies

29 *lhe Osnberra Times*, 17th August 19^*
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had become instruments of United States foreign policy 
and of serrioing the Marrtiall Plan« Instead of ssouring 
financial assistance for all countries which were in need 
of it» the two agencies had devoted particular attention 
to means of financing siq>plies to i«iestem IBurope» actuated 
not by soonomio but by political arguments thereby violating 
the basic principles of the United Nations and their own 
Oonstitutionsf disrogpirding the purposes for which they had 
been created« As a result» sountries such as Poland»
OseohoSlovakia and Yugoslavia» althoui^ they had been among 
the first to apply for loans and credits» and had suffered 
grave h a m  from Pasoist aggression» had not reeeived proper 
assistance from either agency« No lastem Suropaan country 
had reseived such assistance”« JfO

the Australian Representative approached this issue» quite properly»

on the plane of general principle» but he did not link general principle

with the practioal fact of discrimination and oarefully avoided any

oritioism of the Bank*s policy thus far« He "was pleased- to note that

there was a possibility that loans would in future be made over a wider
51

geographical field than hitherto”« He agreed "that emphasis should be 

placed on the role of the Bank as being international*««He was not al

together happy about the argument advanced by some members of the 

Oommittee that to re-state general principles» as the Polish resolution 

had done» was futile and implied sinister intent« He felt that at times 

it mig^t be wise to make r»-statsments of this kind» and that to do so 

would not necessarily imply that the Bank was disregarding its own
51

Oonstitution”« And finally he suggested» in reply to the olaim that 

the Bank should direct its leading to aohieve the "greatest soonomio 

productivity"» thats

y) Offioial Reoords of the Soonomic and Social Oouncil» 224th Meeting 
of the Oounoil» Document S/SR«224» p« 6«

Offioial Records of the fioonomic and Social Oouncil» Seventh Session» 
Summeiry Record of the Thirty-Sixth Meeting of the Boonomio Oommittee» 20th 
August 1946» pp« 17*-20«
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**PerhapB the real intention behind *oeonomlo productlrity* 
was expressed in the Artioles of Agreement of the Bank» es
pecially in Article 17» section 10» which stated that^*«* 
only economic sons!derations shall be relevant to their de
cisions» and these shall bo welded impartially in order to 
achieve the purposes stated in Article 1'.

"•••he hoped that the Bank would continue to function accord
ing to its Articles of Agreement*

Ihe Australian Qovemment itself had shown no unwillingness to extmid 

at least oonmerolal credits to countries of the Soviet bloc* On 2?th 

September 19̂ f6» the Prime Minister announced that "arrangements for a 

wool purchase credit simileir to that negotiated last year have been 

completed between the Oommonwealth Bank of Australia and the Ozeoho-
52Slovakian authorities to cover the 19̂ 6-49 wool-selling season"*

Ihe amount of the credit wsls fiStg* ^00»000*

At the Ihird Session of the General Assembly» in 19^» the

Australian Representative saids

"ihe Soonomic and Social Oounoil is not called on to oast a 
Vote in favour of capitalist or socialist principles of eoonomio 
organisation* Its real task is to find ways and means of or- 
gpinising international oo*oporation between countries possessing 
several different sorts of eoonomio systems; between countries 
with var3Ting degrees of governmental control ovor their internal 
eoonomio eiffairs and their foreign trade; between countries at 
various stage« of industrial development; between rich oountrie« 
and poor countries; between countries that are large and powerful 
and countries that are small and weak"*

However» when the Australian Government was called upon to consider

international economic oo-operation in a preoise case» it attempted to

give no glimmer of a solution to the General Assembly* Poland placed a

52 "Ourrent Notes on Intemations.1 Affairs", October 1940» p* dj4*
55 Statement by Br* S*R. Mialker on 5̂ rd October 1946» printed in
"Ourrent Notes on International Affairs”» Janxxary 1949» p* l46*
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Rosolution oondennlng «oonomic disorimination before the Assembly*« 

third Session* In speaking to this Resolution at the Second Oommittee» 

the Polish Foreign Kinister said thatf

*that kind of refuse that kind of differential traatment 
xmdertaksn arbitrarilyt unilaterally and independently of any 
soonomic considerations was what the Polish delegstion meant by 
discriminatory measures in international relations*•• •

"***In March 1^46 the United States OoTemment had decided on 
the establishasnt of licenses to be applied for «sports of certain 
American products to certain regions and, among others» to Europe*
The right of any oountry to limit its exports of certain commodities 
eould not be eontested provided that the limitation was applied in 
an equal manner to all countries* In that oase» however» the 
differentiation between eertain geo-political regions was die- 
oriminatory in character* Moreover the discrimination became 
flagrant because» while the licensing system was introduced for ex
ports to Europe» the United States Government refused to issue such 
licenses for Eastern Europe while similar products were exported to 
the so-called Marshall Plan countries* ••

*In addition» the United States Government» not content with the 
introduction of its own licensing system» tried obstinately to extend 
those disorlminatory measures to other oountries with whioh Poland 
maintained oommercial relations and vdiioh were signatories of bilateral 
agreements with Poland*•*

"***1he Uni tad States was taking advantage of its eoonomie situation 
in the world in order to foroe other oountrlsa to adopt the same dls- 
oriminatory measures» evsn against their own interests» slnos they had 
freely signed bilateral agreements vdiich apparently had been beno- 
^loial to both signatory parties**

Ihe ehlef reccmnendation of the Polish Resolution was *that all Maabers 

eschew the use of economic discrimination desired to apply sanctions to 

other oountries or to influence their domestic or foreign policy**

As the United States Representative pointed out» Amerioan dis

crimination was not as aggressively provooative as Poland and the other

5^ Official Records on the Ihird Session of the General Assembly» Part 1» 
Second Oommittee» Summary Records of Meetings 21 Sept6mbaf^26 November 
19^, pp* 1 9 6 - 1 5 8 .



finstem Buropaan oountrlas allagadf but vaa largely a dafanoa against 

tha apparently aggraasira intantions of tha aonounist bloo* Narartha* 

laas» for tha Ihiitad Kationa» as an aganay daaignad to promota intax^ 

national oo-oparatlony to alinlnata or ragulata tha uaa of foroa In

Intamatlonal affalra# and to raaoTO international frletlona» thera aaa1
an Important lasua underlying tha PoUah Roaolutlon. that iaaua aaa 

idiathar unilateral or groi^ aoonoalo *aanotlons* ahould be freely applied 

by oountriaa aithar of the '̂ eat or of tha Bastf or ahather an attempt 

ahould be made to ragulata them In aoma nay« If tha Australian Oorem- 

mant aas angioua to auatain the authority of tha United Nations and to 

mediate between the two major blooa# it waa almost equally importaat to 

attempt to regulate tha fnilataral use of eoonomie power - by either bloa 

- as to attempt to regulAta tha aisa of armaments or other features of 

international relations pointing more diraetly towards war* Howerer» the 

Australian RepraaantatiTe intarraned in the debate only onoe» and then
m

rary briefly» to aiqpport a resolution which *oonfirmed the prinaiples re

lating to non-Hi isorimlnation in international trade which had bean stated
35

in tha Havana charter”» and to aiqpport a suggestion that the Bolish 

HaaoXution be withdrawn - ”that solution*• «would remove tha difficulty”* 

Subsequently» Australia voted ag^dnat the Polish Resolution in Plenary» 

and supported» in both Oomaiittae and Plenary» a Resolution in which tha 

Clan oral Assembly decided ”to take no action”* When Oaeahoalovakia raised 

the aamo issue at tha Third Session of tha Contracting Parties to the 

Gmiaral Agreement on TAriffs and T^de» the Australian attitude seems to 

have been much the same* 'Whatever ideas of eoonomlc mediation

35 Ibid.» p. 2^.
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Australia nay hare bad in her bilateral dieeuaeione with the SoTlet 

ware» therefore, not aotirely put forward in the multilateral fora 

where, one m i ^ t  suppose, lay the best opportunity for aohiering 

any useful results« It is of ooxxrse possible that Australia tried, 

in oonfidential SKObanges, to improre SastF>West eoonomio relations, 

including espeoiallj trade between Bastem and itfestem Burope, but 

there is no eridsnoe of this«

Rather surprisingly, the Labour Oorerxsnsnt^s apparent leaning

towards economic appeasement, seemed to oarry over to the Liberal

dovemment, for in Mardh 1950 Mr« %)snder said that

*It is throu|^ eeonomio relations that eventually we may be 
able to make the most effective oontaet with countries under 
OoBununist domination and throu^ the increase of trade rebuild 
the eontaets which have been sharply broken in the politieal 
sphere”« J5

The Minister gave no details of the mannsr in which this line of policy 

might be applied, but it seemed inconsistent with the other elements 

of his declared policy, idiich had strongly advoeated elose eeonomlo oo- 

operation and eocxiomlc support within the Wèstern bloe as a defence 

against Soviet aggression« '«lihat possible expansion of economic contact 

did he have in mindf

In the first place, the Minister presumably did not maan that the 

'/eetem countries, including Australia, should make capital available to 

"oountriee under Oommunist dosdnation*« Elsewhere, he had spoken of the 

need "to create conditions of economic life and living standards under 

which the false ideological attraction whioh oommimlsm excites will lose 

its force”. Presumably, therefore, whatever capital m i ^ t  be available

56 "Current Notes on Ihtomatlonal Affairs", February 1950, p. 1 7 0 .
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from Australia and other /^astern eountriee should first be direoted to

noxwoojimunist oountries ae a counter to the appeal of oonununlaa* firen

if oapital were available over and above the needs of non-oommuniet

eountrieSf it ee me that the Menziee Oovemment would not lend or en-

eourage other jfeetem oountries to lend to the Soviet and other oomounist

oountries for$ still in the same statement» Mr* Spender had saidt

*ln passing» I wish to observe one aspeot of the Soviet 
domestio polioy shioh undoubtedly forms a part of foreign policy» 
that is» the deliberate attSD^)t to build lip oapital struotures and 
to divert resources into developmental projects* This is done at 
great saorifioe to the people» who must go without goods which othsr- 
wiss would be available to them* ii/e tend to be complacent about the 
relatively advanced stage of Western industrial development* uie 
should have in mind how quickly relative industrial capaoltiee oan 
change in oiroumstances in which govemments are prepared to impose 
heavy saorlfioes on their people in order to speed up the development 
of their country"«

Xf the Minister refused to be complacent about ohanges in the relative 

Industrial capacities of £ast and yiiest» he would scarcely hasten the 

trend to the advantage of the &ast by use of iilestem capital*

It seems therefore that when he spoke of "economic relations"» 

ho liad in mind prineipally» and pexliaps solely» the "increase of trade" 

tdiioh he speoifically mentioned* But hero we come up againet further 

difficulties* 4iat items might contribute to the incroace in trade? 

Apparently they would not include oapital goods from ./estem ootaitriss 

sines these goods would increase the relative industrial capacities of 

Communist oountries in the same way» whether paid for out of loan funds 

or soqport prooseda» though in the latter case the immediate oon8UBq)tion

eaerifice would be greater* On the other hand» there are certain
*

difficulties in developing trade on the basis of raw materials exports 

from communist countries* An Australian dovemmsnt» which axplicitly
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ragpurds the SoTl«t bloe as the eneoiy and which ezerolsea a general 

eontrol 6f laporta» would hardly be willing to encourage dependmee 

on the Soviet bloc for •tqppliee eeeential to war produotioa.f induetrj 

or euetenanoe of the eirilian population* Rather would auoh euppliee 

be drawn to the naaclaun extant from friendly eountrlee and only an 

unavoidable margin from Soviet oountriea* Similarly^ if the Soviet 

ie the doelared eneoy, any large-eoale export of euoh ooonoditiee 

as iron, steel, or similar raw or partly prooeseed products to the 

Soviet and her alliee seems unlikely* Up to May 19^1, the Auetralian 

Ck>vomniant did not appear to have placed any prohibitions or restrletions 

on exports to the Soviet bloc, except for the general embargo on export 

of actual military equipment, arms, and munitions* Since however 

Auetralian exports to the Soviet bloc consisted almost entirely of such 

commodities as raw wool, restrictions or prohibitions would presumably 

not be applied unlses a complete economic blockade were contemplated; 

and it is likely that Australia, like other Weetem oountriea, maintained 

a close watch on allmcporta which mig^t have a "strategic" signifieanoe 

to Soviet oovmtrles* S<xae speciflo controls ware imposed on l^th May 

1 9 ^ 1 , when it was announced thats

"Sis Australian dovemmsnt has decided to impose restriotions 
on the export of etratagio ^ o d s  and materials such as aircraft 
parte, engiaee, aome oils, batteries, chemicals, and pharmaooutioal 
supplies to Hongkong and other eastern ports* Ihe object is to 
prevent such exports reaching Ohina. In addition to the prohibition 
on these exports Senator O'Sullivan, iiie Itada and Oustcms Minister, 
will have authority to refuse export licenses for certain other goods 
if there is suepioion about their ultimate destination and use"* yj

yi "ihe Times "»London, l4th May 19?1*



The oonfHot in Xoroa nakoo tho inoentlTO for restriotlona ¡auoh more 

immadlato In Ray 1951 than In March 1950; but aron boforo Korea, and 

eron if hostilitioa there are brou^t.to an end, the general anU-Soviet 

attitude of the Menaiea OteTemmont, and ito anti-Soviet foreign oeonomie 

policy, aeeme to deciand that trade with the Soviet bloo be based on export 

of a limited range of oarefully-soreened raw materials and man\jfaotures, 

in return for oommunist raw materials and perhaps some manufaoturad or 

partly processed ^ods, which are either non—essential or cannot be ob

tained from friendly sources* 4uite apart from direet security 

considerations, there is the further general point that close economic co- 

operation and econociic si;^port within the (Western bloc must, it seems, 

preclude equal treatment of the fiast in commercial and other economic 

policies* Special co-operation with any one political bloc must mean 

discrimination against those outside the bloc* Otherwise it loses its 

meaning*

From the Soviet side» the oommunist coxmtries* need is mainly for 

capital goods, and they are likely to show the same hesitancy about 

permitting any long-term dependence on potential anemies for supplies.of 

essential raw materials and manufactures* Iheir desire to Import capital 

goods is largely a measure of their anxiety to achieve econ<miio inde

pendence as soon as possible* 'IFade is therefore likely to be limited 

from the co imunist as well as the Australian side; and the ultimate 

result is likely to be a marginal trade whose sharp cessation at any 

time Would have no major repercussions on the Australian or the 

communist economies*

Iherefore, even if the policy of Improving economio relations
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between the SoTiet and the anti-3oTiet bloc is confined to oxirrent- 

aoooimt trade, existing eirounetaneee make it unreal, for it is in- 

oonsistent with the basic preeiioes of the Menzies OoTemmont^s for- 

e i ^  policy. One poeeible forei^ economic policy ie that of universal 

economic appeasement, based on most-favcured—nation treatment over the 

idiole field of economic relations - movement of capital, purchase of 

imports, and sale of exports without political discrimination of any 

kind. Ihe alternative policy is that which aims at building up bloc 

power against another political bloc and which exercises a discrimin

atory flow of capital, and discrimination in ita import and export 

trade to promote its political objectives. Ihere might be a middle 

Course between extreme positions of these two, but it is difficult to 

establii^ and maintain. If the Australian aovcmment pursues its in

tention to apply an active and discriminatory foreign economic policy, 

it should be clear about what it implies. In general terms, it should 

be clear that it cannot obtain the advantages of political direction of 

economic policy, and at the same time enjoy the advantages formerly 

attaching to freely continuing economic contact between substantially 

unregulated economies. Under existing conditions of political in

security, international economic relations generally might assist 

political understanding only if disoriminations originating in foreign 

policy were substantially eliminated — that is, if the flow of trade 

and payments tended towsirds the freed^ from foreign-policy influence 

that characterised laisses—faire relations. Otherwise, economic 

relations, by underlining the distinctions drawn between one set of 

Countries and another, aervo only to exacerbate political conflicts.
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3o tmr at oan bo toon» the Mensios OoTernment made no attempt 

to follow \xp Its daolaration to foster eoonomio relations with the 

SoTiet bloc, either bilaterally or in multilateral dleoueslone; and 

it must be assimed that th^s part of Mr. %)ondor*i policy statomant 

la now a dead letter. On the other hand, Australian adherenoe to the 

Western politioal and economio bloo has become oven more olesLr*out 

during the past twelve months. If Australia eontinues to adopt a 

foreign economic policy directed agiiinst some groiqp of nations, it 

seems that it must aooept also a limitation in the n\jnber of its 

effective trading partners, some periodio changes in the direction 

of trade and other economic relations in aocordanoe with ehanges in 

politioal affiliations, and, g e n e r a l a  olose and oontinuing eontrol 

of the moonomy by the Gbvemment. In principle, these Implioations 

might not all be readily acceptable to a Liberal Government, but mi^t, 

throu^ preasiure of elroumstanoes, be foreed upon it.
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4. Attaohmcnt to the United State«

Sine« 19^» one peraletent aim of Australian foreign policy •

hao been "to strengthen Pacific security by appropriate regional

arrangements in oo-operation with the United States of America and
56

other Pacifio nationa”* liAirtime oo-operation with the United

States wae intended to be projected into the period of peace, as an

essential part of any plan for Australian security* At the same

time - and this was especially true under the Labour Ooremmoit - it

was nerer the Australian intention to follow blindly whererer the

United States might lead* "Australia", said Dr* Bratt, "has newer
58

been the satellite of any ootmtry"; and Australian reactions to a 

mcaber of aspects of United States economic and foreign soonomio 

policy Justified this contention*

Differences between the United States and Australia on full- 

employmmit policy - which yirtually disappeaxed when the Liberal 

Oowemment aasuoied office - hare already been noted* So also hare 

differenosa on relief and reeonatruotion policy* Cn 8th April 19^8,

Dr* Bratt aaid that "one of the steps which in my opinion haa proved
59

to be wrong was the liquidation of UNRRA"* Public atatemente by 

Minietera of the Ohifley Qovemment supported the firuman Doctrine and 

the K o r e a n  Plan but there were aometimea hints that thie 8iq)port was 

not entirely unqualified* The Marshall Plan, aaid Dr* Sratt, "has»

58 Parliamentary Debates, 8th kprll 19^t Vol* 19Ó, p* 749* At already 
noted, the Labour Oovemment tended to place leae enphaels than Its 
Bucceesor on oo—operation with the United States cuid more on oo-operatlon 
within the United Nations*
59 Ibid., p* 7 4 9 .
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by ita vejry magnltuday created a fear in i^aatem ciurope that the 

natlona that will benefit by it are to form a military bloc against
ko

them”. Ihoae doubta may have been more preoiaely and more strongly 

axpressed in confidential eKOhangea witii the United States Glovemment» 

In the field of multilateral exchange and investment proposals, 

the Australian Labour Gtovemment hesitated for a long time over accept- 

ance of the Articles of Agreemait of the International Monetary Fund 

and the International Sank for Heoonstruotion and Development* Ihe 

short reason was that an important section of the Labour Qovemment, 

led by Mr* S*J* Mfejrd, distrusted the two agtticies as instrunents of 

«1̂ 11 Street power* Siere was no foreigrk-polioy incentive for a close 

relationship with the United States which could overcome this refusal 

to subject Australia to the supposedly dubious methods of Amerioflin h i ^  

finances the arguments for acceptance which finally prevailed were 

economic and had little or nothing to do with foreign policy* If 

political co-operation with the United States were necessary, it was 

not to be parallelled by any economic co-operation which might imperil 

the basis of Australian welfare policy* In general. United States 

economic policies had to be altered, or their influence and Impact 

on the Australian economy k ^ t  to a minimum* This attitude seems 

consistently to have determined Australian policy between 1 9 ^  end 

19^* If a proposal for economic co-operation with the United 

States could be shown to bring welfare benefits, the Australian 

Gbvemment would support it* Otherwise, any appeal to the foreign-

Mo Ibid., p. 791*
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This ifieis true In the Tleld of oommeroial policy^ where the

Ohlfley QoTemment gare limited and qualified support to American

pressure for oommitmonte on noiwdi sor imination and reduction of tariffs

and other barriers to trade* She Australian Ooremment insisted thati

"•••paramount emphasis on reduotion of trade barriers without 
regard to the willingness of all sountries to promote world 
demand by adopting stable domestio full employment policies 
would fail to achieve the objeotlTes of hi^er living standards 
and eoonomlc seourlty"* 4l

At the Trade and âsployment Oonferenoes, therefore» while the Uhited 

States fou^t principally to outlaw discrimination and to reduce tariffs 

and other trade barriers» Australia sought» first» a oommitment on full 

employment» and then adequate releases within the principle of non- 

discrimination» including releases in the event that full employment were 

not maintained in overseas markets* More specifically» although» under 

the GATT tariff negotiations» some Imperial Preference margins were re

duced» Australia at no time surrendered her right» in principle» to 

apply them» and agreed to their elimination or reduction only by process 

of mutually advantageous negotiations* Discussions under GATT and ITO 

showed little anxiety on Australia's part to make oommercial-policy 

sacrifices for the sake of an econoaic alliance*

In bilateral negotiations» the same hesitancy was evident* A 

convention to eliminate double taxation was concluded between Australia

4l Report of the Australian Government Delegates to the Twenty^Sevanth 
Session of the IID Gonferenoe» 19^» Parliamentary Papers» General» Session 
19^>>-46, Volume III, p* 6 ^ *
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and the United Klngdoo laimedlately eifter the Mar» Ihe United Stateo 

GoTomment sou^t a eimilar oonTontion, allagodly ao that imerloan 

busineaemen operating or wlahing to operate in Auatralia would not be 

diaadrantaged by the heary weight of two national taxation levies*

In fact» the disadvantage was lesa than appeared, since any taxes 

levied in Australia were set against assessments made by the Qovemment 

of the United States* Nevertheless, there were sound arguments and 

precedents for a double-taxation oonvention which would cover not only 

American nationals deriving income from Australia but also Australian 

nationals deriving income from the United States* However, the Labour 

Government declined any such convention because, while the leirge number 

of American nationals deriving income tr<m Australia would make the 

Australian concession correspondingly large, there were relatively 

few Australians deriving income from the United States to redxico the 

gross concession* "(¿uite frankly,* said the Prime Minister (Mr* Chifley), 

"the investigations have not yet enabled me to see any prospects of 

reaching a reasonably fair reciprocal arrangement, because the position 

in respect of trade, dividends and the like is rather one-sided* Not 

many people in Australia receive dividends from America, but miscellaneous 

payments from Australia to the United States of America other than for 

goods imported amount to between 9 0 ,0 0 0 , 0 0 0  and 1 0 0 ,0 0 0 , 0 0 0  dollars a 

year* Ihere is, of course, some difficulty in making a double taxation 

agreement that will be, to use a diplomatic term, of mutual advantage" •

Hie oonvention seems to have been considered «itirely on this narrow

h2 parliamentary Debates, 11th March 19^» Volume 201, p* 1^4*
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finanoial basis* Perhaps this was Justiflodi but ancouragsmant to

United States enterprise m i ^ t  hare had some :foroigi>»policy value«

espeoially if it had been placed within a wider fraraework of eoonooiic

oo~operation* The Liberal Opposition pointed this out*

"I have no doubt that the Treasurer (Mr* Chifloy) could preve« 
by citing figures« that an arrangement between the United 
States of America and Australia« similar to that in operation 
between Australia and Great Britain« would favoitr some American 
industrialists who have invested oapital here« and assisted 
Australia in developing its industries; but how small a thing 
that would bo When set off against the goodwill we could have 
oreated by taking a more generous point of view". 45

There is no evidence of any feeling by the Qovemaent that the proposed

convention m i ^ t  help — even in minor fashion - to form a closer political

link with the United States* At the same time« it must be borne in mind

that the Labour Qovemment always tended to reject a partisan foreign

policy« and there would therefore be a oertain oonsistenoy in rejecting

the doubl»-taxation agreement on pxirely financial grounds rather than

surrender these objections in order to promote a special political bond

with the United States*

At about the samo time« the United States Oovemment proposed 

that much wider negotiations •• for a Treaty of Friendship« Oommerce and 

Navigation - bo conducted by the two countries* For a very long time«

this form of Treaty had been a feature of United States negotiation« and«
*

after 19^» Ti*eatieo of Friendship« Oonsneroe and Navigation had been 

successfully negotiated with« for example, Oiina and Italy* In many 

respects, the postwar Treaties differed from those of the inter^war years

Ibid., Hon. H.3. Holt, 8th Juno 1?49, Volune 202, p. 6 7 5 .
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dealing* for example* with aKohange oontrol policy* transfer of 

earnings* ezohange stability* and quantitative control of inports* 

i&fi eeeaioo* however* the Treaties applied the aame principles to 

new oiroumstanoes so as to give the United States national or most

favoured-nation treatment over the i^ole range of relationships with 

the other party to the Treaty* Presuaably the Treaty which the 

United States proposed to the Australian Sovernment would have been 

substemtlally the same (thou^ perhaps not identical in every detail) 

am those oonoluded with China and with Italy*

A draft of a Treaty was first submitted to the Australian 

Gk>Temaent probably at Bomm time in 1 9 ^7 » and aeecis to have been die» 

eussed at various times thereafter until 1949* However* the 

Australian Oovemment seems to have shown no en'timsiaam for it* During 

19^> there was some newspaper oomnent on the Australicm Oovemment^s 

fallxare to respond to United States overtures on the Treaty as well as 

other natters* and* in the Qommonwealth Parliament* althou^ the Treaty 

itself was scarcely mentioned* the (k>Temment*s negative attitude to 

eo-operation with the United States was orltioised by the Opposition*

On the forsi^ affairs debate of February 1949» one journal oosnneated 
thats

"While the point was not made in the debate* it does appear 
that the Australian Soverximent has not actively followed \ip 
the proposed pact of friendship with the United States which 
the Amerisan Oovemment has shown willingnsss to oonolude in 
the last twelre months"*

It is possible only to oonjeotura about the reasons for 

Australian rejection of the Treaty* Assuming that the draft proposed

44 "Bie Round Tkble", Jijne 1949* p* 286*
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by the Uiltod StatOB imib siiailar to that oonolitdod with China and 

Italyy then it would haTe obliged Australia to muoh the same 

polióles ot non~disorimlnati(m as those required u n d w  the Liter- 

national Monetary Fund, CIATT and XID, without many of the carefully 

drafted qualifications and essential eseape clauses of those 

multilateral instruaents and, in the case of GATT and IlC, without 

the general unbrella of the full-en^loyment clauses* Furthermore, 

while the Australian Government m l ^ t  have been willing to accept 

oomoiitments on non-discrimination which applied to all her trading 

partners» it was less likely that she would have been prepared to 

accept those oommltments in a bilateral agreement with the very 

country against whom, for exehange reasons, she was most likely 

to find herself compelled to disorimlnate« On virtually every 

clause, the advantage would probably have rested with the United 

States* Li principle, Australia would have tied her hands on 

preferenoes, discrimination» taxation, and other matters, no more 

than equally with the Uhited States; but in practice only Australia 

did, or was likely in the future to want to, resort to an important 

extent to most of the policies ond practices which» we may assume» 

would have been forbidden by the Treaty* It should also be noted 

that in 1 9 ^  and 19^# the future of GATT and ITD waa still unoertain 

and that the Australian Government itself was not finally eommitted 

to either instrment, althou^ it had expressed its readiness to 

accept them* Boonomio reasons for rejection of the Treaty are 

therefore not hard to discover*

Ihe political significance, if any» which the Australian
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QoT«mm 6iit attJLohod to the Troetyt is no^ere made olaar* Sie only 

fact i4hloh is oertain is that the OoTommont apparently did not espeot 

to derire from the Treaty a forei^i-poliey benefit «hioh would offset 

the economic sacrifices which it would be oalled v^on to make« It is 

of interest howerer that> in a statssient to the iiouse of RepresentatiTes 

in September 8 r« Svatt had again declared that one of the guiding

principles of Australian policy was the formation of a regional seeurity 

systasi in the PaoifiCf in co-operation with the United States» and the 

Ok>Temment*s interest in the economic dewelopmsnt of South and South

east Asia in the cause of political security had been SKpressed on 

numerous occasions* Taking these two points together» one is led to 

wonder whether the Australian OoTemment erer attempted to itnV the 

Treaty with s ^ e  agreement more directly politloal in oharaoter or eren 

to replace it with s\ioh an agreement« One of the principal objectires 

of Australian foreign econonlo policy must be to obtain the full and 

aotiwe eo-oporation of the united States in promoting economic well

being in South and South-east Asia» and agreeaent with the United States 

- expressed eren in informal and is^recise terms - to adopt a Joint 

economic policy in the area of Australia’s principal seeurity concern 

m i ^ t  have taken Australian policy a long step forward« There is how

ever no public record that any suoh agreement was ever attempted*

lAien the Menzies dovemment took office in December 1949» a 

close relationship with the United States became more sharply sigEiifioant» 

since the *ind^endent” international approach of the Labour Ck>vemment - 

vdiioh» in any case» had been weakened by events - was explicitly abandoned« 

The Soviet» with its communist allies» became the declared enemy» and a
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oorollary was to forgo the olosest possible political and eoonomio links 

with the United States* Ihe new Minister for lixtemal Affairs (Mr* 

Spender) said in Maroh 1950<

* 1  have emphasised how essential it is for Australia to maintain 
the elosest links with the United States for vital security reasons. 
But our relations with the Uhitad States go further than that* ife 
have a eoioaon heritage and tradition and way of life* During the 
war we built up a firm o^radeship with our American friends* This 
friendship mustf however» never be taken for granted.k *  *  *

"indeed» so far as possible» it is our objective to build up with 
the United States someidiat the same relationship as exists within 
the British Oommonweal-Ui***

"***Our economic policies can be influential in promoting the 
political cbjectives iidiich I have outlined to Honourable Members» as 
well as serving our commeroial Interests*

"For example» it is highly desirable for Australia that the 
political affinity of Oommonwealth countries and i^estem Europe on 
the one hand» with the United States and Osnada on the other» should 
not be disturbed by conflicts in oommeroial and other policies* For 
a variety of good reasons sterling countries like Australia have been 
obliged by the disequilibrium in world trade to adopt short-term 
policies restricting trade and overseas payments* It will be the 
desire of the (lovemment to cooperate in broad measures in which all 
countries play their appropriate part to overcome socohange problems 
so that a single multilateral currency system is restored» and \m* 
necessary restrictions abolished**....

"Australia will, therefore» conduct her foreign eoonomio policy 
with these major considerations in mind* infe will at greater eo- 
operation with other sterling ooxmtries and seek to overcome the 
difficulties which prevent the development of our oonsaeroial and 
cultural relations with the United States»**”* ^

î ith these considerations immediately and directly in mind» Mr* 

Spender siq>ported the conclusion of a double-tax convention and a Treaty of 

Friendship with the United States* His approach was in accord with his 

general statement that friendship with the United States "must* * *never be 

taken for granted"! though political and economic relations were good

4 5  "Ourrwit Notes on International Affaire"» February I9 5 O, pp . 1 6 7  and I7 0 *



580

they m i ^ t  be Is^rored by the oonolusion of formal agrooDents and 

placed on an aasured basis of oixalty* "Soonoiaic conditions in 

Australia,” he said» "together with Australians record in business 

practices, assures security and many profitable opportunities for 

United States and other inrestors in Australia* Australia*s ability

and irillingness to meet eoexmitmentSf the Australian doyemmont's and 

the Australian businessmanns obsenration of recognised and fair business 

practices is well known throu^out the world* However, in business 

relations, it is not always sufficient to rely on past reputation, thou^ 

it is fundamental* lb provide a formal framework within which business 

and oomrr.eroe can be promoted, we are discussing with the United States 

dovemment the possible oonolusion of a Treaty of Frieoidship, Oommeroe 

and Kavigation, and of a Oonvention on the question of taxation* By 

these and other means the Ck)Temment hopes to assist trade with the 

United States and to stimulate, with proper safeguards, the flow of 

American capital for the development of this country”*

Despite this statement, it will be recalled that the Australian 

Delegation at the ElsWenth Session of the Soonomic and Social Oounoil 

was very anxioiui to render innocuous that paragra^ of the Full- 

a&ployment Resolution dealing with discrimination* Before the final 

Tote on the Resolution, the Australian Representatire made the following 

statement:

”lhe Words ’along the lines envisaged in the relevant inter
national agreements’ were Intended to make it clear that the 
resolution did not impose any obligstions in relation to trade 
policy idiioh would go beyond those envisaged in the Havana 
diarter as provisionally applied under the Seneral Agreement on 
Vuriffs and Trade* The provisions of the GBiarter and of the

^  See page ^48 supra*
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Ctanoral AgrMaeat had been Tory oarefully drafted» and it was 
g«ieirmlly underatood that the Ooimoil bad not attmqpted» in ito 
reaolutioa» to aubotitirta a siore general atatement for thoae in- 
strunanta* Furthemor#» the Australian Ck>Temm«it did not re- 
g^jrd the reaolutioa aa ooaanittiiig the Australian Farliaaent on 
the question of partioipation in the Ihtemational Trade Orgian- 
isation or oontinued participation in the Oeneral Agreement on 
Tariffs and Trade« Ihe attitude of the Australian ParliSBieat 
in those matters aij^t rary aooording to its eocperienoe with the 
aatual operation of the General Agreement and the ocmmeroial 
policies actually followed by other countries*« kij

It seemed therefore that Australia m i ^ t  reject both GATT and
46

the XTO Oharteri but» as already noted» the draft Treaty of Friendship 

presuDSibly contained many o f the earae proTisions» without some of the 

safeguards and re l contedned in the multilateral instruments« If 

Australia rejected IlD and GATT» therefore» idie would seem unlikely to 

coiolude a Treaty of Friendship with the United States» in its ubvblI 
form! and» in any erent» the Gowemment*s obrious doubts about ITO and 

GATT suggest that it could show little real enthusiaem for the Treaty*

One Isqportant point is that» idien in Opposition» the Liberal and Gountry 

Parties objected to XTO and GATT largely throu^ their isqpaot on Tsperial 

Preferencee* If therefore the Treaty proposed any substantial commitment 

on tariff proferenoes» it m i ^ t  be on this point that negotiations would 

bresk down» eren thou£^ - and this is still problsDsatio - agreement were 

reached on diecrlmixiation between the sterling end dollar areas on eoc- 

change jpolicy and inrestment« In any erent» if any negotiatione hare 

been undertaken sinoe the Mensies GoTemraait aasunad office» they hare

4 7  Official Rceorde of the Boonomic and Social Oounoil» Slerenth Session, 
Ocoisaent ^SR« 4l2«
46 Australian doubts were re-stated by the Acting Prime Minister (Rt« Hon« 
A«rf, Fadden) on l6th August 1956» in snnounoing Australian partioipation in 
the tariff negotiations shich ooomenoed at Ibrquay in September I9 5 O«



so f)ar reached no finality*

So far as dollar inrsstmant in Australia is oonoemad» the Metizies 

Gbremnent has not borrowed directly from the United States OoTemmoait but 

it did succesafully i^proaoh the Zntamational Bank during the latter half 

of 1 9 ^  for a loan amounting to $100 milliont with the proepeot of a 

further II9 0  million in two years* Seen thou^ this loan wae from the 

International Bank» it auggasta that the attitude of the Metisies Goremment 

to dollar inrestaent in Australia « with ita continuing dollar obligetions 

- is somewhat easier than than of its Labour predesessor* If there may 

be this relaxation of investment policy, however, there has been,as jalready 

suggested, no apparent relaxation of oommercial policy so far as concessions 

to the United States on isiporial preferences are concerned* At the tariff 

negotiations under QATT hold at Tbrquay in late 1 9 ^  and early 19^1 no new 

tariff agreement was concluded between Australia and the United States*

Ihe preference issue was the stumbling block, and it seems that the Menzies 

Government was no more • and perhaps even less • able to fit this issue 

to the wider pattern of eoonuaic and political eo-operation with the 

United States than its predecessor had been* "Ihe fioonomist* commented 

that:

"ihe blame for failure cannot be attributed until more is kno>ei 
of the specific differences on whioh the talks foundered; but 
idierever the blame may lie, there seoms to have been a surprising 
blindness to the wider political issues that were at stake at 
Tbrquay" * +9

The iziq)ortanoe of the Ibrquay failu re  should not be eoGaggorated; but i t  

does not f i t  happily against the background of the declarations of the

4 9  "ihe ISoonomlst”, 7th April, 19!̂ 1, p* 6 I6
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Australian Qorammflnt in farour of Iji^roTod oognomio oo-op oration 

with the Ifeiited States» inoluding oo—operation in South-east Asia 

generally end» in partioulor» eo-operatlon in implementing the 

Colombo Plan for Seonomic Development in South-east Asia*

In oonolusion» it mi^^t be noted that» in a speech to the 

Australiaxv-imerioan Assoeiation in Melbourne in Maroh 195^» Mr*

Spender saids

" iife have««*a speoial and singular Interest in acting ^  eoneert 
with Amerioa in the affairs of the Paoifio and Asia***^lhe United 
States and Australian Gbremraent^ agree the situation in South
east Asia oalls for urgent notion - and notion of a positiTe nature* 
Having gone so far» Australiar-U«3*A* relations should not be allowed 
to remain there* The naort step is to work out together our policies 
and plans in relation to the Western paoifie and South-east Asia» and, 
in fact» any other area» or in relation to any speoifio situation in 
which Australia oan play some part in the problem of maintaining 
peaoe» and take its share of the burden* tfe for our part will do all 
we can to give impetus to our thinking and to evolve eonorete plans of 
action* But we would welcome» and the great Rspublio of the United 
States will find us responsive to any suggestion it may be prepared to 
make as to how we may sit down to our task and as to the occasion”*

Ihis eo-operation with 'Uie United States in "the Western Paoifie and South

east Asia” m i ^ t  not need any formal instrument of agreement* In fact» it 

m i ^ t  be more satisfactorily achieved on an infoimal basis of full and 

constant consultation similar to that eocisting among members of the 

Briti(^ Commonwealth* However, a relationship as intimate as this needs 

a mutual understanding of each other *s special problems» interests» and 

antipathies» and a mutual readiness to make sacrifices in order to remove 
any points of friction» even in minor or apparently trivial fields of 

economic policy* Ihe strong community of political interest between 

the United States and Australia is likely to override many small points

5 0 "Current Notes on International Affairs”» March 1950» ?• ^^8*



of ooonomic eonfliet* How m u ^  eoonoiaio^polioy ■aorlfioer Australia 

may be oallad i^on to make depends on the real slgnifioanoe that the 

Uhl ted States (SoTexment attaohes to suoh things as modifioation of 

British preferences in the Australian tariff» oonolueion of a Treaty 

of Friendship» and agreement on minor matters like double taxation» 

and on the extent to whieh disagreement does any damage» in practice» 

to oo-operation between the two eountries on wider politioal issues«

Jt at any time frictions in ocsknercial» iznrestment» and other policies 

threaten the intimacy of the association with the United States» the 

Australian Ooremment presuaably must face the problem* of finding means 

of treating the Uhited States» in respeot of these policies» on a basis 

of eomplete equality with other oountries» including the eountries of 

the Britii^ Oomnonwealth«
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5« Britieh OoBncaiwealth*

Bcfor« 1959» It naa true to m y  that, •itfille the members of 

the British (knsBonwealth hare been beooming distinet persons in inter

national law, their own oonstitutional law has presorted the essential
51

bonds whioh wiite than to sash other*. But the link was always a great 

deal strcniger than international law and, sertalnly among the units of 

tho Oommonwealth lihose populations aro predominantly of British stosk, 

that is still the oase. Before the war, howerer, left-wing opinion in 

Australia sometimes opposed any too olose a lijik in foreign polioy between 

Australia and the United Kingdom and, in particiilar, rejected the idea that 

AufltraUa would automatically follow the Mother Ooiaitry into any war. A 

section of Labour Party opinion beliered that in any war, Australia should 

stand aloof in ri^teous socialist isolation. For exas^le, on 6th June 

1957» the "Labour Daily" aaids "Australian Labour has declared for the 

polioy of absolute isolation and strict neutrality because it belieres 

that whether war is to be conducted under tho aegis of the League of 

Nations or in opposition to tho Imague powers, fundam entally it has the
52

same origin in the acquisitire instinct of the capitalist powers", 

labour’s attitude towards Ooomonwealth co-operation - whioh meant 

presiBaably inrolToaotit in Oommonwcalth arguments - was therefore in some 

measure suspect. Boon after the Ourtin OoTcrnmont took office in 19^1,

51 W.K. Hancock, "Australia", op. cit., p. 217*
52 axioted from H.L. Harris, "Australia’s National Interests and National 
Policy", op. cit., p. 122.
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"Australians dilatorinsss in sndorsing the Statute of Miestoilnoter" was 

brou^t to an and» but though this fomally oompXeted Australians eon- 

stitutional progress to full indap«ndence» it marked no real ohange in 

the spirit of Australian eo-K>peratlon irith the Uiited Kingdom and other 

members of the Briti^ Oommonwaalth« In 1 9 ^  Or* Sratt said that "aaoh 

Domlnioa has grown in stature in the international field» yet fsmily
5^

partnoraliip remains steadfast» speoially in times of greatest crisis".

Neither did the attempt to derelop oolleotire seo\irity within the United

Nations affeot Australians part in the older and less fortaal eolleotire

security system of the Britiah Oommonwealth» althou^ as noted preriously

the labour Gbremment gave more signifioenoe to United Nations membership

and loss to bilateral relationships than did the Liberal Qoremmafit which

succeeded it* lb quote Or. Bratt once again» this time in 19^s

"•••••••Australia has a dual status in her international relations»
first as a member of the Britiah Cksmsonwealth of Nations» and 
seeondly as a momber of the United Nations^ In each» our oo\mtry 
plays an important and often leading role.

"It is sometimes suggested that there is opposition in 
Australia's two positions* This is entirely wrong. On the 
contrary» they strengthen and reinforce one another..... .

"Bqually it ic a falsification of facts to suggest that 
the British Oommonwealth is beooming weaker and loss effectire......

"in truth» the United Nations and the British Oommonwealth 
hare the same objectives - paaoe» justice and hi^er standards of 
welfare for all people« By supporting the United INitions and working 
together to advanee its objectives» the members of the Commonwealth 
are in fact advancing their ocmiaon ideals snd Incidentally their 
own interests"* ^

H.L. Harris» Ibid«» p. 1^«
^4 Broadcast on the B.B.O.» 10th May 19^6» printed in "Australia in 
World Affairs"» op* sit«» p* 192»
55 Statement of 17th January» 1949» printed in "Current Notes on Inter
national Affairs*» Tol* 20» No* 1» January 1949» pp* 106-109«

Br. Bvatt's viowB on Cc»»aonwoalth co-operation are ei^eoially signifioant| 
because he has been responsible» more than any other Australian stateonan of 
recent years» for developing an "independent" Australian foreign polloy*



Tery briefly this eeta the veil-known eon text of the Australian 

attitude to oo-operation with the Ikiited Kingdom and the other mambere 

of the British Oonmonwealth* Our eonoem here is howerer not with the 

general features of oo-operation but with the apeeial question of how 

economic policy has been direoted» if at all^ to bind the units of the 

Oommonwealth into a titter political alliance* Two points must be 

made at the outsat* The first is that aoonomie relations between the 

Ihiited Kingdom and Australia are so lBq)ortant for jirely economic reasons 

that it is often extremely difficult to determine Whether, and to what 

degree, any act of economic co-operation between the two has had any 

foreign-policy motlTatlon. In the second place» the coxsitrles of 

Oommonwealth Asia hare, since 19^» assumed a new signifisance, and use 

of economic policy as an instrument for the maintenance and ImproTsment 

of political relations with these countries has become so Important that 

it will be treated separately* For the most part» this section will 

be concerned with Australian relations with the Ikilted Kingdom*

It is tsmeoessary to dwell at length on the vell-3mown intimacy 

of economic ties between Australia and the United Kingdom* Zf anything» 

those ties hare been strengthened rather than weakened since 1 9 9 9 * <̂ (ar̂

time wool» «dieat» and other oommodity purchases gare way in the case of 

commodities such as wheat to bulk-bi4ying» and in the case of such 

commodities as meat» to long-tem contracts* Wool» which was returned 

to open auctions la 19^7» enjoyed almost continuously rising prices in 

World majicets» and resumed its accustomed place in the maxicets of the 

United Kingdom* Verertheless» althou^ post-war markets were eager 

for Australian eoqports» there was no though of discarding preferences 

granted by the United Kingdom* Ihe riev persisted that the long-term
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VnliM deoAxid for Auatmlian moatf dairy produotSf dried

fruliSf other eomaoditieat a i ^ t  well he diiainlahed if the tenoe 

of foreigi eonpetitioa ware equal* Oeepite a good deal of preeaure 

at (UTT and ITO Oonferenoea, iuatralia inslatad on retaining Tirtually 

erery proforenae of real advantage» and agreed to reduationa of pre- 

foranooa only whan a elaarly adrantageoua eonoaaeion oould be obtained 

in return« the United Kingdom and other UooBaonwealth eountriee 

•Imported the Auatralian stand» and» as a result» Article 16 of the 

International Itade Organisation Qharter SKoepts Britlidi Oommonwealth 

Prafercnoea from the aost-faroured-^iation principle and Article If 
provides for their reduction or elimination only after mutually advantage- 

ous negotiations« Ihe Qanaral Agreement on Ihriffa and Trade provides 

similarly« At the *seoond round” of tariff negiotations under OATT 

held at Annecy during 19^9» virtually no new xocdificationa of Britiah 

Ooiaaonvaalth Preferences were negotiated» althouj^ Denmark and Qreeoe» 

both of whom are eloaely concerned In preferences in the United Kingdom 

market» entered the negotiations for the firet time* At the Ibrquay 

negotiations under OATT in attaohment to preferenoea eeema to

have prevented any new agreement between the United States and most 

Oomroonwealth oountrias» including Australia*
There was little or nothing in this policy of eareful retention 

of preference that had its origin in foreign policys any such grand 

conception as a Britiah eoonomio allianos to ensure politisal solidarity

^  See Articles 16 end 17 and Annas A of the Havana Charter for an 
International Tfade Organisation* It should be noted that new pr^erenoea 
are forbidden*
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had long beodio datod* Proferenooo ware retained oisqply and wholly 

foT ocBParoial advantage• The Doparfaaen't of Oommeroe and Agriaulture» 

not the Department of Sxtamal Affairs» waa reaponeibla for the 

Australian poUey« Zt is even possible that the latter Departznent 

m i ^ t  hare wished oomm greater siodifleation of prefersnoes in the 

interests of wider international eo-*oporation» althouj^ if at any tine 

it pressed this view» it had no praotioal effeet on Australian policy*

Zt is true that the approaoh to preferenoes did hare a significant 

thou^ vague background of recognition of the iiiq;>ortanoe of the British 

link* Sir Bdward Origg has suggested that "whatever the prospeots xaay 

be they oannot Justify any radioal departure in this oouitry /the United 

Klngdo^ from the principle of *the Britiah family first'* Zt is not 

possible for us to make that principle the subject of a bargain» because 

nothing could odi^ensate» either in British or world interests» for a 

reaction in polioy which would infallibly» if gradually» undermine the 

unity of the Oonmonwcalth* lhat» and nothing else» is the issue at
57stake"* In the Australian approaoh to preferences» there is an ad* 

mixture of this type of sentiment but it can scarcely be described as 

part of foreign policy* No one would seriously suggest that the 

United Kingdom-Auatralia link depends to any real extent on the 

preference system* That system may be eui additional advantage» but 

the link itself is based on Buoh more secure foundations of oomiaon 

race» history» a oommon crown and cenmon social» economic and cultural

57 Sir Edward (hrigg» "British foreign Policy"» p* 157*
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Institutioiia • So tmr as forolg^ polio/ is ooaoonied, thore is

littls question that the s/stsm eould readily be dlsoarded without

loss» if that were required» for SKsaple» to dswelop greater

political solidarity with tfestem fiurope and the Uiited States; sad»

thou^ it seoDis less likely now than in 1 9 ^ 7  or 19^# preferences

laay still be substantially modified or may eren be sidhfclnated in the

interests of Western Union and British-Amerioan oo-oporation*

Althou^ preferences may not be important to political relations

with the Ibiited Kingdom» they may be to relations with the new Dominions

of OoBUDonwealth Asiat that is where any fóroigop-polioy ralue of the

preference system may lie* In another pasrt» Sir iSdward Qrigg sayss

file British fiapire and Oommonwealth *is not the product purely 
of political or constitutional wisdoai» though this has been 
essential to it* It is not the creation of purely British sentiment» 
much as that sentiment has counted in keeping it intact* It owes its 
strsngth» and in some essential wa3rs its ooheeion» to the economic 
policy pursued by its leading members during the last fifty years» 
and economio policy will continue to be essential to both”* ^9

file seme intense ties of raoe» sentiment» and many of the other in-
6 0

tangibles whioh link» for axample» the Uiited Kingdom to Australia or 

Australia to Mew Zealand do not operate to bind the countries of Oommonr- 

wealth Asia to other members of the Oommonwealth» and the hard realities

íáí

^  Dsme Slid lyoos said in the House of Bspresentatlres on ^ t h  March 1 9 ^  
thatt "file Minister (for InfoRsation» Mr* A*A* Oalwell) must know that to 
be a member of the British Odmmonwsalth of Mations imposes upon us oortain 
obligations» Just as to be a member of the Uiitsd Matins inq>oeee \xpon ue 
certain obligations* Z thougjb that his eo^ression of regard for Qreat 
Britain was one of the strangest that I hare srer heard* He said that any^ 
one idio now wished Australia to break away from Britain wae either mad or 
bad» becauee we eould not surrire without Qreat Britain* Z am sure that this 
suggestion of eiqiboard lors doesnot do Justice to hie feelii^e* I beliere 
that the Minister» in eocanon with other honorable members opposite» hare 
hi^er raotires for their attachment to Great Britain then ^ e  purely 
selfish one which he suggeetad* (Parliamentary Debates» Tol* Xd6» p* 621)*
59 "British Foreign Policy*» op* cit*» p* 1^*
60 British rule has» of course» influenced the politieal» eoonomie end
social attitudes of the countries of Qommonwealth Asia» and has consequently 
established some important oommon heritage*
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of eoononio adnffitago will eottsaqumtly l>o of much groatar ralatlwa 

lnq>ortaaoe to those Aaloii meBibera* Australia nay tharofore hare to 

yay loos attention to the politleal and eran the ooonomio advantages 

of preferenoos with the United Kingdom and more attention to prafer- 

enoas and similar aoonomio advantages aeeruing to the oountries of 

Ocmmonwaalth Asia, throu^^ the Oonuauiwealth link#
One zHijor aspect of Australian policy since 19^9 has been 

extension of eoonomio assistance to ^ee d  United Kingdom recovery*

Ihere were two motivating elements in this policy, as indicated by 

the following commentt
"Australia will naturally watch the U*K* *s recovery efforts 

and achievements with great interest. Our kinship with the 
people of the United Kingdom will alone ensure that. But we 
have our zaundane interest as well — the interest of keeping 
our pockets lined with international money. Tb do this, we 
depend very substantially the U.K* commodity maxicets for 
the sale of our exports and on the London exchange market and 
the convertibility of sterling for our capacity to maintain a 
multilateral trading system.

"Or, at least, wo have depended on the United Kingdom in 
these ways in the past, and I think that there can be little 
doubt that we will continue to do so* The United Mngdom at 
the present time is providing the market for about 40 per cent 
of our total exports, or in value terms, about £100 m. in a 
total export figure of £ 2 5 0  m. for the six months ended 5 1 «t 
October, 1946. In 19^7-^f 57 P®»* of our exports were 
sold to the Ifciited Kingdomi in 19^>6-47 the percentage was 28. 
jh pre»war years the percentage was in the region of 49«

*Bie signifieance to Australia of U.K. *s recovery is obvious 
from this series of percentages. If it should fall short of its 
recovery programme, we must expeot it to review its spending on 
Imports, including those from Australia. Bie extnet of the import 
cuts under such circumstances depends of course on the balance of 
payments gap which had to be faced. I do not proposo to enter in
to conjecture about how large this gap may be and the consequent 
damage to our exports, but failure to live up to the programme 
would immediately involve us in the export problem idiioh I have 
briefly identified". 6l

6l A. 3. Brown, "Prospects of Uhl ted Kingdom Recovery", ANZAA3 Papers,
January 1949. (Publiehed in "Economic Record" aqpplement, August 1949)«
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tho Au»trallan QoTomment nftdo grants totalling million to tlie 

Ikiitod Kingdom» orsn thou|^ Australia still had a large sterling debt 

in the Ibiited Kingdom Whose repatriation had been deliberately post

poned so that the souroes of United Kingdom inrisible earnings would 

not be further diminished* Ihere were other less obrious hut eren 

more raluable acts of assistance» including limitation of internal 

food consumption in order to nazimise socports to the United Kingdom» 

and the most careful control of dollar spending to conserre the 

sterling area’s dollar resources* In 19^» Bvatt said that 

"the people of this country end the Ooremment of this country» with 

the approTal of the Parliament» are doing ererything possible to assist 

Great Britain* I remind the House of the £2^»CXX)»000 gift which was 

passed unanimously by the Australian Parliament» of our undertaking to 

lire within our sterling income» and our rationing of meat and butter 

in Australia so that the people of Great Britain shall be supplied with 

those commodities* Food rationing has praotioally disappeared from 

erery country» except a few comitries in the British Oommonwealth* I 

remind the House of the sale of our entire gold output to (h*eat Britain 

to help ease its dollar situation* Into the dollar pool of the Onpire, 

which is administered by the United Kingdom» approximately 400»000»CX)0
65

million was paid by Australia during the war"*

62 Note that this was greater than the total of all other external 
assistanoe giren by the Australian Ooremment between 19^5 and 1950 
including contributions to ONRIU and post-UNRRA relief» and assistance 
to 3outh-£ast Asia*
6 5  Parliamentary Debates» 8th April» 19^» Yol* I9 6 » p# 7 ^ *  Another 
£10 million gift was later added to the fi2J million referred to by Dr. 
firatt* It should be noted that this later £10 million was intended to 
help not only the United Kingdom but iifeotem Burope as a whole* Qie 
Australian gift would reduce the burden of United Kingdom sterling 
assistanoe to /ilestem fiurope*
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Iheao policlee were no doubt linked with the widespread 

Australian oonception of the importance of the United Kingdom 

economy to Australia* But they did not draw their whole in

spiration from that oonoeption. In rery large part, they 

originated in the strong sentimental attachment of Australians 

for the people of the United Kingdom - they were a single gesture 

of help to people who were, literally in many oases, members of 

the same family* Perhaps in a sense they were linked with forei^i 

policy* But there was little or no eonscious intention to extend 

help so that the closer links thereby created would ensure United 

aid in any future emergenoy* The links were already too 

close for any need of "insurance" policies* Rather was any foreign- 

policy element to be found in the desirability of ensuring that a 

certain ally would be as strong as possible in any emergency* ISiis 

strand in the web of Australian foreign economic policy should not bo 

neglected, even thou^ it is not always expressed, but rather is 

taken as an unchanging and unchallenged background to policy*

We may say therefore that, for reasons of sentiment, welfare, 

and security, the closest possible cooperation with the United Kingdom 

will remain a prominent feature of Australian policy* For the most 

part, it is true that, fundamentally, this co-operation "does not
64

depend on pacts and agreements", althou^, as Or* Sratt pointed out in
64

1946, "special interests" m i ^ t  make it desirable to conclude particular 

agreements between members of the Commonwealth from time to time* One

64 parliamentary Debates, 6th April, 1948, Vol* 19^, pp* 7^*9-^
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of such an agraemant waa that aignod by Auatralla and New 

Zealand in 19^* the ix!^>ortanoe of thia and any ainilar agreccienta 

whioh be ooncluded in the future ia not that they alter or

onbanoe the fundamental harmony between members of the British Oomoonf- 

wealth» but that they put this fundaaental harmony to greater foreign- 

policy advantage • By and largOf howorer» Oommonwealth oo-op oration - 

including eoonomie oo—operation — ia likely to eontinue to depend 

principally on informal but frequent eonsultation among Oommonwealth 

sountries» both at Ministerial and offieial lerel« Apart from frequent 

Ooojaonwealth eonfarenaes» regular oonsultation on eeonoaio matters is 

already of footed throu|^ sudh offioial bodies as the Oonmonwealth 

Liaison Oommittee and the Sterling Area Statistical 0<»nmittee« ifithin 

the framework of Ministerial and offieial oonsultation» the plan for 

aid to South-east Asia has been derised and brou^t to the threshold of 

lsq;>lem6ntatioa* Ihe way in whioh this plan unites welfare and political 

objeotiTos is likely to oontlnue to mark Oommonwealth oonsultation in 

the future*

To conclude this section» two major differsnoes between postwar 

OoBimonwealth relations and those of the interwar period may be noted*

The first oonoems the fact that» before the war» London was the 

riwallad Oommonwealth ocntre* Oomraonwealth relations oomprised» for 

the most part» the relations of each Dominion with the United Kingdoms 

direot oo—operation between two or more OoiBinions other than throu^ 

the ooBBson aasooiation with the United Kingdom was ooBiparatiToly un

important* lhat haa now changed* Oanberra» Wellington» Oolombo» Delhi» 

Karachi» Pretoria and Ottawa hawe now an importance for one or other
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aspoot of Oonaionwoalth rolations whioh make them ernitrea almost 

equally with London* Moreorerf Australian relations with the 

United Kingdom are no longer of sole or oTerriding signifioanoes 

rolations with New Sealand» with India, with Pakistan, and the 

other members of the Oommonwealth rai^ t be equally importaatf or 

eren, in some eases, of greater signifioanoe to Australiaa fo r e i^  

policy* The lines of Oommonwealth relations no longer radiate 

from the single oentre of London, but erise-oross from a number 

of oentres whioh place rallying emphasis on different aspects of 

Oommonwealth affairs* In many ways, th is derelopment makes for  

strength but i t  also makes for complexity in post-war Oommonwealth 

relations*

r  .

Ihe second change is  one that has hasWied the trend noted 

in the f ir s t *  I t  is  the emergence of the ooiintrles of Oommonwealth 

Asia as independent p o litic a l units* Ihis has Increased the need 

for Australian co-operation with the United Kingdom and New Zealand 

in particular, not only or perhaps ewen prlzoarily for the direct 

benefits that Will bring, but for the indirect purpose of co-operating 

to meet the problems of Oommonwoalth Asia and South-east Asia generally* 

The Anzao Pact was the most fom al expression of the need for th is  

co-operation, but other a c tiv itie s , including most notably the Oolombo 

Plan for aid to South-Sast Asia, are equally illn stra tiv e *  Or* Sratt 

suggested th is  special incentive for co-operation with the United 

Kingdom and other Ooomonwealth countries, when he said thatt

*Ihe fa c t that India is  undergoing enormous constitutional 
changes, and that there must be uhanges in Buima, Indo-Ohina, 
Indonesia and in other countries, illu stra te s  in a dramatic

> ■ I
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faihion that thè 0oluti(m of thè problane that we bare 
to f&oe are diffioult» and that thè reaulte nay be of 
acute Inportanee to Australia• ufo must malntaln thè 
oloaeat poasible ©caperàtlon with other nembere of 
thè Britioh Oommonwealth» and eapeolally vlth thè 
OoTemment of thè Ikilted Klagdan”* 6^

6 5  Parliamentary Oabatea» 26th March» 19^7* Voi# 191» P* 117^•



6. Ooanomfalth Asia.

B«for« the war» jUxstralian relatione vltti India, Pakistan and 
Oe/lon eonld, in large j>art, be eondneted indirectly, thron^^ the 
United XiogdoB. That is now ehanged, and Aastralia anst, on all natters 
shether politioal or eoononio, deal direetlj with the shelly antonoaons 
UoTsmaents of the three new Doninions* As a resnlt, Australian under- 
standixig of CoBBoisfsalth Asian prohleas, and her direct concern in then, 
hare undergone a rapid derelopnent; for **Just as far as the peoples of 
Southp-hast Asia cease to be dependent iq;>en the decisions of Xoropean
OoTemnents, so far do Australians interests in the counoils of South—

66last Asia increase**. Under the new conditions, eren though Australian 
relations with the Thiited Xingdoa - and Asian relations with the United 
KingdoB - renained unBarred, dangerous frictions could derelop between 
OoBSK>swealth Asia and Australia. The South African dispute with India 
ezenplifies the danger.

Howerer, so long as these three countries retain aeshership of 
the OoBBonwealth they nay be expected, a priori, to be on especially 
close Mid friendly terms with Australia. largely for this reason, the 
Australian UoremiieBt has striTsn to preserre the OoBBOBwealth link.
In June 19471 ^^^t saidt

"Australia's Tiew on the broader probleas confronting Bust rsBain as expressed in sy statement to the House on 2oth 
fbbruary last, when I said that Australia, as a Beaber of the 
British OoBBonwesilth «ijoying a status of cosplete freedom, of 
autonouy in both donestio and foreign policies, looked forward 
to the achieTSBent by India of a siBilar status and a similar

66 H.T. Iratt, House of Bepreoentatires, 26th fhbruary 1947» 
Parliamentary Bebates, Tol. I90, p. 164«
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freedoB. Tk« p«opl«t of India eoxdd parstw all thair national 
ao>irationt vhilo naintaining tha link k/ which all aaabora of 
tha British Comsonwsalth ara hound togathar* fha complota 
■ararin« of tha links which Join tha British and Xndisnpaoplas 
would ha ^raatly prajndicial to than hotti and to all mankind*» 67

Eowawar, tha aara azistanea of this link cannot soIts all
prohlaas* Sk>a aaarsanca of tha Asian Dominions gars a changed charaetar
to tha British Commonwaalth. It *hreni^t in nations with tramandona
rasonreas, indlTidwals of tranandons Talna to tha cotincils of
tha OoBBonwaalth*. But it also maant that frictions within tha now
Ooaaonwaalth might ha mors fraq̂ nant and sarioms than among the older
Dominions. Intra-Oomaonwaalth relations ware likely to taka on inaraaa-* *
Ingly tha forms of foreign relations. fis a Tis Commonwaalth Asia,
Anstralia wonld dariwa a hlg initial adrantaga from common Gommonmealth
mamhar'ship, hut in spite of this - or rather hacausa of it - Anstralian
Okovarnmants racognisad tha need to attend as carafnlly to Commonwaalth
Asian relationships as to those with non-Commonwealth Asia*

A further point - relating directly to foreign acononic policy -
was inrolTad. During a foreign-affairs dahata in Ithroary 1949# 1*
reply to an Opposition raq[Qast for increased attention to CoiBnonwaalth
economic co—<iparation« tha Mini star for Bztamal Affairs denied that
sixteen years had really elapsed since there had haan a full-dress
aconomio confaranca attended hy raprasantatiTss of all mamhars of tha
British CommoBwaalth. *As a matter of fact", ha said, "arary British

6 9

Commonraalth confaranca now is also an economic confaranca". Prohlama

69

Parliamentary Dahatas, 6th June 1947« W^# P» 369^*
Ihid., H.f. Ifatt, 9th fahmmry, 1949. ▼ol* 201, p. 83. 
Parliamentary Dahatas, 17th Pahruary 1949» 191« P» 47“•
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of poot-var rooonstraoiion - ineladinc otpaoialljr otorliiic^-aroa dollar

difflealtioo - haTo boon prlaarllx rooponoibla for tho proainont plaoa

«hieh ooottomie quottioas bare oooopiod la Ooaaoiaroalth diseassioao.

But tho Bood to pay groator attaatioa to both Inaodlato and loni^-tora

oeoBoaia aoods in Coamoavoalth Asia vaa an additional faotor.

In February 1947» before the futuro relatioaohip of India to the Ooanoxk-
wealth had been deoidad» Or. Xfatt follovad hie hopo that India would

roaaia vithia the Ooamonvealth with the ouisgootion that the Oowoiarealth

aooooiatioB eould ooatributo to a oolution of Indiale eeoaoaio problemas

**1he eontributioa Britain haa nade to India haa been of 
inoatiaablo raluo, oapoeially in tho field of on^inooring, 
oonunloatieaa, indoa trial and other teohnieal dorelopaonta

It ia aeeeaaazy» by aeana of eoaataat and eloaer relation- 
ahipa with India for iuatralian induatrioa to aako a aubatantial 
eontributioa to the aolutioa of India* a probloao» idiieh are 
fuadaaantally probloaa of tho organiaation of induatry and 
agrioulturo. India*a roaoureoa are groat, and with aasiataneo, 
that country ean ineroaao it a product ire eapacity to aoet the 
urgent roquireaenta of it a people. Brentually« India auat play 
a leading part in contributing to tho welfare and aeeurity of the 
natlona whoae interoata are aifldlar”. JO

Again in 1948« the Priao Niniater, in referring eapecially to Oosaionwealth

Aaia, aaid that "Coanonwealth countrlea will eadeoTour to atrexigthen their

own econoniea and do all in their power to aasiat in the derelopaent of
71

othera and thereby bring about eonditiona in which deaocracy can thriwe*. 

Bare waa a ard>atantial part of the approach ueed later in the Oolonho Plan.

Maantlae, enpanaion of current-account trade waa one of the 

aoat direct and oontinuoua aeana by which the objectiwe of econoaic 

derelopaMnt of Goamoxnrealth Aaia * and econoaie co-operation with Ooamoa-

Parliamentary Bebatea» ?6th February« 1947» *̂>1* 19̂ » P* 1^*
It. Hon. J.B. Chiflcy« Parliamentary Babatea» Beeairiber 1948»
M  200, p. 3896.
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woalth Asia - oould be pronoted. In 19^7» Dr* iSratt, having qxjoted 

"most striking” figures to illustrate the inerease in South-east Asian 

trade shioh had already taken place^ forecast a further "spectacular 

growth" in the future* The figures on which he depended» and figures 

for subsequent years» are set out in ftibla 12* Ihe real increase in 

trade has not been as great as the value figures suggest; but even 

so there has been a large increase in ooonodity exchanges between 

Australia and Ooamonwaalth Asia since 19!̂ 9* Moreover» although total 

Oommonwealth Asian trade and total Australian trade have both increased 

considerably the percentage of total Australian trade which is carried 

on with Oomnonwealth Asia has tended to increase and so has the per

centage of total Oonsoonwealth Asian trade carried on with Australia*

In l9^&-^9» 1*60^ of Australian exports went to India» whereas 

in postwar years the percentage was as h i ^  as 9*1^ in 19^^-^

(excluding trade with Pakistan) was still 6«0 in 19^^^*^* On the 

Import side» the 1956-59 figure was 2 »96» the peak postmar figure was 

0 * ^  and the figure for 194^-^ (once agsin excluding Pakistan) was 

^•2* Ihe figures for Oeylon are not so impressive* A little more 

than one per cent of Australian exports went to Oeylon in 1956-59» 

this percentage was at its postwar peak of 5*55 i*̂  1945-46* Since then, 

it has steadily fallen away and in I9 4 9 - 5 0  was almost exactly one per 

cent ag^in* On the import side» much the same trend was apparoit* In 

1 9 4 9 ^^» Australia drew 1*7 per cent of her si;q)plies from Oeylon as 

compared with 5*50 per cent in 1945-46 and 0#67 per cent in 1956-59*

One point to be noted» therefore» about the percentage figures in Ihble 

12 is that the relative importance of Ooxmaonwealth Asia to Australian
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Hhl» lg. Amtwtlin  TMd« with OeaaomrMlth Asia, br 
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Taar
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Ihepertt laporta fcperta Iberis
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1 9 4 2 - 4 3

1943- 44
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1946- 47
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0.61 z 0.60

0.50
7.54» 1.063 0.67 1.495 0.81
7.10: 3.571 2.85 5,033 li93
9.931 6,969 4.75 4.356 1.83
8.75« 6.840 4*41 4.498 2al4
6.54s 6.950 3.53 5.764 3.30
8.54t 7.116 2.30 6.570 3*22
7.9 S 10, » 3 2.5 8.133 2.4
6.2 , 8,801 1.7 7.512 la8
5.2 t 6,070 laO 8.937 1 .7

Sewraat Ov*>^*** Tvada Ballattna, Oenaomraalth Taar Booka, and, fer 
1945-50, <loartarl7 fQaaary af Auatrallaa Statlatlaa, 
Saptaiibar 1950.

1 Izeladaa Paklataa froa lat Joly I948.

Tatla 13» OoaaoiwiM lth .^la - total Ixtarwi Tiada ln 
lüarAaadlaa with all ¿axmtrlaa.

Zaporta ftqwrts Iiqporta l)ij>orts Ii^rta 
____ (Anaoal tatal aalaa in aillloa Tbltad Stataa dallara)

India 
Pakiatan 
Caylon 86

1 9 4 8 1 9 «

1,753
4 2 4

289

1.
2 9 3

*laoneale Saray of Aala and tha Ikr Aaat 1949*. Oteltod fctiona 1950. tabla 63. p. 200.
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trade» whloh aas built i;q) during the war» has tended to slip away in 

poataar years* Althou^ nuoh of the gain - with India at leaLit -> has 

8 0 far been held» the tendency has been for the oTerahelming relatiwe 

inportanoe of United Kingdom» Suropean» and North American trade to re

assert itself since the war*

Ihble 1^ shows the increase in total Oommonwealth Asian trade 

since 19^* Ihese figures are not oompletely satisfactory» if only 

because of the difficulties of comparison caused by emergence of the 

new State of Pakistan* However» they show a general picture in which 

Indian (including Pakistani) imports in 19^9 «ere almost four times as 

great» in value terms» as in 19^» while exports were almost two and 

one-half times as great* Oeylonese imports had increased more than 

threefold» and exports almost threefold» over the same period* As 

shown in Table 12» however» Australian exports to India in 19^^8-49 were 

almost thirteen times as great as in 199^^9 and her imports from India 

were about seven times as great* For Oaylon» exports had increased 

almost sixfold» and imports sevenfold* It appears therefore that 

Oommonwealth Asian trade with Australia was increasing at a much more 

rapid rate than was the trade of Oommonwealth Asia as a whole*

How far the present increases in trade are likely to be permanent 

is difficult to say* Much will depend on the extent to which present 

living standards in Oommonwealth Asia can be maintained or increased 

throu^ internal policies and through such external assistance as that 

provided under the Oolombo Plan for eeonomic development* Furthermore» 

if the recent increases in Australian exports have been mainly in food 

items and the Oommonwealth Asian countries aim at self-sufficiency in food»
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Australian sxports to those oovntrles in the future are likely to fall

away sharply« That leads to the question» what has been the ooiaposition

of Australian trade with Oommonwealth Asia in postwar years?

As before the war» Australian exports to O^nmonwealth Asia still

oonsist nainly of foodstuffs and raw materials» together with some man-

ufaotursd oonsunption goods« One souroe oosknented in 1 9 ^  that "one of

the most striking features of the postr*war picture is the remarkable

increase in Australian wheat and flour saports to India which» on the

arerage» hare been worth about £ 1 1  million annually since 19^1^-46 and
72

which rose to almost £ 2 2  million in 1 9 ^7 **^”  ̂ says again that

"probably the most si^iifioant change in our exports to Ceylon has been 

the increase from fil^»CXX> to million in the annual ralue of our
75

flour and wheat shipments"« In 1 9 *̂9 -9 0 » out of a total of £ 5 7 9  0 ^ » 0 0 0

exports to India» £>4» 962» 000 oorered exports of foodstuffs of animal

or regetable origin« For Ceylon» these items amounted to £^»710»000

out of a total of £6»070»000« Australia does not si;q}ply» in any large

quantity» the capital goods urgently needed by Oommonwealth Asian

Countries« In 19^^9-50» exports of metals» metal manxifaotures» and

machinery amounted to £6 ^ »  000 to India» and £6 9 » 000 to Ceylon» and

these were the largest non-food exports by Australia to either country«

Qy and large» Commonwealth Asia still depends on Surope» North America»

and - as production reoorers - Japan» for its supplies of capital goods«

"ihere is eridenoe«««that there was a further increase in 
the import of constructional materials and plant equipment in 1 9 ^  

the cotsitries of the SOAPS regio^ as plans for development of

7 2  "Current Notes on International Affairs"» March 19^9» p« ^8^« 
75 Ibid.» p. 587.
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indufltriaa war© put into axaaution« DaliYariaa from tha 
Uni tad Kingdom and fiuropa baoama nora rapid and tha laprova- 
mont in Japanese produotion enabled several oountries - notably 
India and lhailand - to obtain substantial quantities from Japan««»»

■lha inoomplata figures on trade in iron and steel ^ow, in 
general, oonsiderable increases in 19^9 as compared with 1948, as- 
peoially the imports into O^lon, India and Indo-China* The United 
Kingdom was the ohief supplier of iron and stool to most eountries 
of the region, but Belgium also supplied oonsidorable quantities«
The Philippines oontinued to import mainly from the United States, 
whioh also shipped a eertain amount to Hong Kong«««««

*1ho United Kingdom and the United States were also the ohief 
suppliers of maohlnory to the oountries of the SOATK region««»But 
in 1 9 4 9  Japan greatly eiqpanded its exports of machinery to these 
sountries and in particular to India and Thailand« The United 
States mas practically the sole source of machinery imports of the 
Hiilippines and Indonesia« It also siq)plied considerable quantities 
to India, Pakistan, China (including Manchuria and Bniwan), Hong 
Kong and Malaya« The United Kingdom was Indians principal supplior 
and also a significant source of stqpply to Malaya, Pakistan, Hong 
Kong and U e y W «  74

In general, UoBuuonwealth Asian trade, apart from the very sub» 

stantial proportion concentrated within the region of South and South

east Asia itself, is still oriented predominantly towards Astern Burope 

and the United States, and any recent increases in Australian trade 

should be set against that background«

Assuming that mutually adrantageous commoroial relations between 

Australia and Commonwealth Asia have a political as well as a commercial 

significance, it is of interest to eonslder the eentre of Auetralian 

Departmental aotirity for expansion of trade with the three Asian 

Dominions« So far, there is little evidence that the Minister or 

Department of fixtemal Affairs has, in co-operation with the Trade

7 4  United Nations, "Boonomic Survey of Asia and the Par Bast 1949”, 
Lake Success 19y>$ pp* 23^«-256«
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Dopartzients» tftken active atepe to oacpand trade with Oommonwaalth 

Aala* Dr9 iSvattf in a atatcnent (Quoted prevloualy^ linked trade

between India and Australia with politioal understanding between the 

two ooimtriea* ^ t  in the same atatenent» although he quoted figures 

showing how Auatralian trade with Asian sountries had increased» he 

offered no eridenoe that the eternal Affairs Ministry had been re

sponsible for any part of the inorease nor did he propose any specific 

measures for maintaining this SKpansion or assisting it still further. 

In March 19^» Mr* Spender saids *iife live side by side with the 

countries of South and South-Sast Asia» and we desire to be on good- 

nei^bour terms with then* Above all» it is in our interest to 

foster eommeroial and other oontaots with them and give them idiat 

help we oan in maintaining stable and demooratio governments in power»
75

and increasing the material welfare of their peoples*. Blsewhere 

in his statement» Mr* Render deaoribed the Australian Oovemaent*s 

plans for speoial aid to South-lfiast Asia» but at no point did he out

line any eonerete plans to expand nofnal "eommeroial**contaots”. 

PresiBnably any suoh plans were to be left to the trade Departments 

with Maternal Affairs a elosely interested but passive observer*

Ihe trade Ospartments have aotively promoted trade with 

Oonnonwealth Asia* Iho Department of Oonmeroe and Agriculture» for 

SKsmple» has direoted an In^oftant part of the energies of its trade- 

promotion servioe to Oommonwealth Asia» and eocpanded its ITads

75 Itouse of Representatives» 9th Naroh» I9 5 0 » printed in " Current 
Motes on International Affairs*» February I9 5 0 » p* 160*
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OonmisBionor reproBontatdon thoro* Howerar» no oomprohensiTa trada 

agraemant waa arar negotiatad with India, Pakistan, or Oaylon, althou^ 

tha Dapartznont of Oommeroa and Agriaultura aaasis to hara raeo^isad the 

potential ralue of auoh an agreement« Ikriff negotiations ware oonduotad 

with India, Pakistan, and Oaylon, in 19^7i within the framework of the 

Oaneral Agraemant on fturiffs and Trade« In 1946, the Department of 

Oommeroa and Agrioulture elatmad that "the aonolusion at Ganara of a 

tariff agreement between Australia and the Dnainions of Ihdia and

Pakistan is the most important stop which has yet been taken in tha
76

daralopment of trada between these eountrias”« Bui tha Department 

seemed to look beyond thiss "it is quite possible that when private 

negotiations are resumed with reprasantatiras of India and Pakistan, 

the present tariff raduotions may give way to a properly somprahansire
77

agreement on the •favoxirad nation* principle"« This "properly 

aomprahensira agreement" was not aonoludsd«

Ihe type of trade agreement idiioh Australia migh't nagottiate 

with India, Pakistan and O^lon in tha future will depend to a large 

extent on whether Australia aooapts 110 - tha United States rejeotion 

now makes this unlikely - or eontiniaas to apply GATT« Both of these 

agreements forbid new preferences, exoept in the speoial oiroumstanoes 

set out in Articles I5  and 44 of IlD« Therefore, althou^^ preferences 

m i ^ t  be muoh more inq>ortant to forei^pa policy when applied to the 

eountries of South-BAst Asia than to political relations between the

7 6  Department of Ocmmeroe and Agrisulture, "Overseas Trading", ?ol« 1 
February 1946, No« 9$ p* 12*
7 7  Ibid«, p« 1 3 «̂



kOQ

Uhlt*d Kingdom and Auotralla» it is unlikely that they oan form p6irt 

of Australian foreign eoonomio policy while Australia is bound by either 

multilateral instrument* This might - though it is doubtful that the 

point has been given much oonsideration - be one of the reasons for the 

Mensies Qovemmont's hesitations about the trade Charters. 4iiite apart 

from GATT and IXO, however, it has already been suggested that Australia 

m i ^ t  be forced to look more closely at British preferences in general, 

if they seem likely to damage relations with the United Btates. In 

Australia's bilateral, political relations, therefore, there m i ^ t  be a 

tendency for two contrary influences to operate on the preferentiale
tariff system* On the one hand is the United States pressure for

modification of the system, and on the other there might be some political
78

gpiin to be had from new preferences for Oommonwealth Asia. If the

present United States attitude to preferences remains unchanged in the

future, Australia will presumably first seek for methods other than

tariff preferences to enlarge trade with Goamonwealth Asia.

On a number of oocasions after the '4hr, trade discussions for

purchase and supply of specific commodities were held betwe^ Indian

and Australian Ministers and officials. For example, on ^th September

1 9 4 9 , the Australian Prime Minister announced thats

"Consequent on the visit to Australia of tlie Secretary to 
the Indian Ministry of Commerce (Hr. 0.0. Oesai), towards the 
end of 1948, talks between the Indian Ministry of Oommeroe and 
the Australian High Commissioner in India have been taking place 
at New Delhi. Ihese have eonslsted of the exchange of inform-’ 
ation on the availability in eaeh country of commodities important

7 8  Existing preferences extended by the United Kingdom to Oocuiionwealth 
Asia may, of course, have the same, though indirect, importance to 
Australian political relations with Commonwealth Asian countries.
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to tho ooonomy of tho other* VA^ere controls sciclst» 
eaoh country has endoaTourcd to the beet of its ability 
to arrange allocations of coizmiodltlee ae requested*

"In accordance with the mderctandlng reached during 
these dieouselons« Australia Is prepared to allow the export 
to India of butter» cheeses» processed milk» lead» sine and» 
whore possible» capital goods* India has agreed to release 
for export to Australia Jute goods» cotton textiles» mangan
ese ore» linseed and linseed oil» castor oil and coal*

"Both Gk>Temmsnts hare reoogiised the walue of these talks 
in seouriag supplies of esseatial oosmodities" * 79

Postwar disoussicas of this kind seem to have been aimed entirely at

commercial advantage» and to have received no special stimulus or

direction from foreign policy* Nevertheless» they have no doubt

provided an enlarged understanding of trade possibilities between

the two countries» which should assist relations - commercial and

pex^ps political - in the future*

We may expect expansion of ourrenVaecount trade to continue

to f o m  part of Australian policy to weirds Oommonwealth Asia* But

Australian foreign economic policy is likely to be expressed mainly

throu^ prograomes of capital and technical assistance* Ihe hub of

these programmes will presimably be the Plan for economic assistance

idiich developed out of the Australian proposal put forward at the

Oolombo Oonference of Oommonwealth Foreign Ministers in January 19^*

Ihe need for aid to South and South-east Asia had been

reco^ised by Australia for a long time - by the Chifley Qovemmsnt

equally with its successor* However» as already stiggested» the

Menzies Sovemment adopted a more direct bilateral or group approach

to its foreign-policy objectives than the Ohlfley Administration

»diich relied heavily - almost exclusively - on action taken through 
79 "Ourrent Notes on International Affairs", September 19^9» p* 1009<
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tho United Nationa* In a atatamont on 7th February 1950# “the Prime 

Minlator reiorrod to Mr» Spender*® report on the Ownaionwealth Foreign 

Ministers* Oonferenoe In Colombo, in idiloh "Mr. Spender oomprohensively 

roTiewed the present international position, including the spread of 

Oommunism in South and South—East Asia| • • • »^and^ outlined the general 

scheme for eoonomlc aid to Asia and South-East Asia which he had ad

vanced at tho Colombo Conference, which entails among other things the 

examination by each OoTemment of the possibility of affording bilateral 

assistance for essential productiTe purposes by way of either financial 

or teehnloal assistance to soxmtries in this area» Tho Minister*a 

rooonanondation included the establishment of a oonsultatiTe committee 

for the consideration of proposals for the economic development of this 

area, keeping in view the possibilities of mutual assistance, the review 

of measures which each Commonwealth Government decides it can apply and 

the co-ordination of programmes of technical assistance and the exchange 

of informati<m on the really essential needs of the area, and examination

of tho possibility of determining some lon^tera development objectives 
80

• •••••” Here was tho freimewoxic of the Colombo plan» As it has 

developed, it has become the core of Australian foreign economic policy 

in the Pacific»
A "Oominonwealth Consultative Committee on South and South-^st 

Asia" was created and met in Sydney in May 1950, in London In September- 

October 1950, and in Colombo in February 1951# “to give detail to the Plan

QO press statoment by the Rt» Hon» R»G* Menzies on the Commonwealth 
Foreign Ministers* Conference, 7th February 1950» Note that, as this 
quotation cuMSste, tho Australian Government seems initially to have 
had in mlnd^llateral assistance" perhaps loosely integrated by a 
Committee, rather than a comprehensive "plan".
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From tho London mooting emargod a oomprahenoire Report on "The

Oolombo Plan for Oo-oporatire Boonomlc Derolopment in South and
Ô1

South^fiaat Asia", iftiioh naa "based upon a sorlos of oaraful and

dotallod Burvoye of oxiating conditions*••prepared for the

Oommittoo's oonslderation by the doYorruiivaita of Oeylon» India,

Pakistan, the Federation of Malaya, Singapore, North Someo and 
82

SaxaiM Lk"*

Ihe Report presented a comprehensiYe programme of doYelopment 

for these Oommonwealth Asian coisitries over a six-year period beginning 

in July 1 9 5 1 * Ihe Programme was "largely concerned with Increasing 

the agricultural output and improving basic services such as roads and
65

railways and the development of new soiirees of power”; but it also 

took account of industrial development, social services, health, and 

eduoaticm* The programme’s total cost was set at £1,866 million, and, 

to cover the balance-of-payments deficit resulting from the prograsme 

and from other external expenditure, external assistance amounting to 

£1,064 million sterling would be needed* But even this vast programme 

was, "realistically conceived, no more than a holding operation, de

signed not so much to raise the standard of living in Asia, but to 

prevent the decline that the incessant growth of population will other-
84

wise inexorably produce”« This - the effect on living standards - is

81 Published as Obd* 6080 (United Kingdom), 29th November 19^«
82 Statement issued by Oom lonwealth Consultative Committee, ^th 
October 19^, printed in "Current Notes on International Affairs",
October 1950f P» 750«
85 Ibid., p. 751*
64 "Ihe Sconomist" 2nd December 195^» p* 926* Ihe Report itself 
acknowledged that "the programmes will do little more than hold the 
present position" (Ckad* 8060, p* 4^0* ^  other hand, the Oommittee's
statement of 5 ^  October referred to "the urgent need to improve.• .standards 
of living", and said that the programmes outlined the mininnm development 
necessary to give "real hope of an improvement in...living conditions*•
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the really operative oonaidoration» and of much greater relevance to 

political objeotives than the contention elsewhere in the Report that 

**in all the countries the programmes represent a considerable aoceler^
85

ation in the present rate of development"*

aven within this "holding operation", the emphasis was on self- 

help. vdiile, for example, India would need £3tg. 818 million from 

external sources, she would herself provide £77^ million from internal 

finance; and, for all the countries concerned, the external assistance 

of £3tg. 1084 million, would be matched by internal expenditure totalling 

£3tg* 1 0 5 0  million* This approach to self-help was eminently sound; but 

it was significant that, oven vdien external sources were being sailed i;q>- 

on to meet only the margin of developmental needs beyond the maxlmisn that 

could be provided internally, these external sources could aim at no more

- or, as the Report said, "little more" - than to hold living staidards 

at their axisting level* Oiis is not, in fact, surprising; but it 

underlines the immensity of the task in South and South-east Asia, and 

especially emphasises the likelihood that the danger of a sudden decline 

into widespread economic distress - with its consequent political dangers

- will persist for a long time yet to come*
#

Moreover, the £1,084 million to be foiBid externally was to come

from all possible sources, and not merely from within the Ckna onwealth*

For example, it would be neoesoary "to enlist financial si^^port of86
international agencies", and, although "the Colombo Plan had to be 

drawn up on the assumption that the Americans would not take part**«

8^ Gfcnd« 8080, p. 42.
86 Consultative Oommittee^s statement of 5"^ October, op* oit«, p« 751'
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year« in view of the larger requirements of the programmes 
in the earlier years» the Qoremment would make arailable 
\xp to eeren million pounds sterling (ei^t and three quar
ters million pounds Australian)*

"This was in addition to the sum which the Gbremment had 
already agreed to contribute to the Oommonwealth Tsohnioal 
Assistanoe Programme for South and South Bast Asia - 
approximately three and a half million pounds Australian”* 90

4iat has been the politieal motivation of the Oolombo Plan»

and what are its politieal objeotivesf Mr* %>ender has insisted that:

”lt was vital from Australia’s Tiewpoint to help maintain and to 
promote» both eeoncmiio and political stability in the area and to 
assist in preparing the way for a large->seale attack against 
poverty» social \xnrest and extremist ideologies”* 9 1

He first put his proposals forward at Colombo ”beoause the economic

situation in South and South-Bast Asia lies so close to the international
92

political problems that arise in particular parts of the sirsa”; and he 

lies continually linked the Plan with frustrating ”those whose efforts are
95

directed to disrtqption” *

This has been the accepted backgromd to policy» but» as far as 

possible» the Plan has ufifolded and has been elaborated as an economic 

exercise - as an effort to raise welfare standards in the most populous 

regicai in the world* There has been no evident attempt to fit the Plan 

at every step to the objectives of foreign policy* The Report of the 

Consultative Coiomittee was for the most part silent on political issues 

- which seems to confirm that ”what the plan was never intended to do

is to make any political calculations about the dangers either of
9^

aortonal aggr**sion or ot intanuil rob*lUon*> Ckily at on* or two

1

90 Statement by the Hon* P*C* %>ender» 20th December 1950» printed in 
”Current Notes on International i^airs”» December» 1950» p* 086*
91 Ibid*» p* 886*
92 House of Representatives» 9th March 1950*
95 Statement to Oommonwealth Consultative Ccaamittee» Sydney, 15th May 1950» 
printed in "Current Motes on International Affairs”» May 1950» p» 5 ^ *
94 "Ihe Boonomist”» 2nd December IS^» p# 928*



points doas the Report oommant» in general terms» on the need for 

"grappling with the problem of promoting the economic Improrement 

which ie indispensable to social stability» and necessary to
95

strengthen ••••' free inatitutions"•

Ihere are two main reasons for thist Firstly» the Plan has

welfare objectives which are tremendously important in themselves»

not only for the countries of South and Scuth-iiast Asia» but also

for other eountries of the Oommonwealth and tfestem Europe. For

example» the United Kingdom oust take the elosest interest in the

full restoration of South-East Asian production as a means of closing

the dollar gap throu^ a return to something like the triangular

oommodity exchanges with the dollar area which made a multilateral
96

payments balance possible in prewar yesirs* Bie second - and 

probably more important - reason is that economic aid from the ^est 

should never be linked too slosely with áfestem political objectives» 

for Asian countries are still prone to suspect» for the slightest 

cause» some veiled return of the old imperialism. fioonomic aid must 

therefore not be used - or even appear to be used - to impose on the 

soxsitries of South and South-East Asia a political system favourable 

to the 4íest» or to place Asian countries in a political strait jacket 

from which the cost of release would be a sharp and severe reduction 

in investment and in living standards. It has been abundantly clear 

that» although Asian eountries are "pathetically conscious of their
97

poverty"» and althou^ most of them exert constant pressure to seciure

95 Qad» 8080» p* !• See also para. I5 » page 5 of the Report*
9 6  This is reoo0 Q.ised in paragraph 5» pp«l*2 of the Report* It is 
possible that some people see the Plan primarily as a dollar^saming project» 
rather than as an exercise in foreign economic policy.
97 "The Economist"» 2nd Oecember 1950# p* 9^8*
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addlUonal amounta of 4iaatom oapital, the auapioiona of some oountrlea, 

especially Indonesia and that foreign inreatinent still goes hand-

izk-hand with foreign domination^ hare by no means yet bean set at rest* 

Prom the outsetf the Oolombo Plan saa Intended to extend to 

the non-Oonmonwonlth sountries of South and South-east Asia; and "the 

Ooncaonwealth OonaultaUve Oommittee at its meeting in Sydney in May, 

I950f agreed to inrite the non-Oomonwaalth oountriea of the area to 

Join in disoussioM in the hope that they would become participants in 

the Oolombo Plan". This nan-Oommonwealth parUoipation will be 
considered separately In the following section.

96 Statement by Oonsultative Oommittee of 5th Ootober I9 5 O, op. 
oit.» p. 7 5 0 .
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?• South-east Aeiaa Praoccupation.

The focus of Australian concern since 194^ has been not only 

Commonwealth Asia# but the region of South and South-esist Asia as a 

vdiole« Within this region are a number of independent foreign countries» 

many of which hare attained their independence only since the end of the 

war« Pre-war Australian policy towards this aroa was Yague and unformed, 

As indicated previoxisly« there was a growing awareness of the Tital 

importance of the **Kear Korth**» but» for the most part» attention was 

concentrated on Japan rather than on the coxintries closer at hand« 

MoreoTer» eTen so far as Japan was concerned» there was little evidence 

of any energetic* well-sustained policy to protect Australia* s security,' 

position in the Pacific« Still less was there any evidence that econocdc 

policy was being linked with Pacific security* If anything» the 

incident of Trade Diversion su gested rather th t economic policy m i ^ t  

be allowed to frustrate the objectives of Australian foreign policy«

Attempts to remedy these pre-v/ar deficienclea were rapidly set 

in train after 19̂ 5« reasons are not far.to seek. Firstly» the

development of a more active and independent Australian foreign policy 

meant a closer attention to the areas of vital Australian security 

interest. Secondly» the easy Japanese progress through South-east Asia 

to Kew Guinea and the other nortliern islands had underlined the need to 

secure the northern approaches. Thirdly» the emergonce of independent 

states in South-east Asia created a new situation making direct relations 

with South-east Asian countries imperative» insteeui of the indirect 

relations of pre-war years maintained» if at all» through the 

metropolitan countries« Moreover» this trend towards independence
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contintied long after the end of the war and is  s t i l l  continuing for areas

under loropean control: **one e ffe ct of the war has heen to release new

nationalist forces in South-east Asia vdiioh Australian policy must taJco

fu lly  into account and which must he regarded r e a lis tic a lly  and with99
understanding** •

These factors set the general background to Australian concentration 

on South-east Asia« In addition« howeTor« this regional concentration 

had a distinctiTo economic eoqphasis« for a number of mutually su porting 

reasons. Firstly« the major need of the area has been for rapid

economic development. wnvThe comnonlties of South-east Asia are from the

economic point of view only half developed**« said Sir Frederick Sggleston 

in 1944. **The primary equipment of these countries, their transport 

and conmunioations« etc«« are scanty. Industrialisation in i t s  earlier  

stage exists in a few« Here are vast masses of humanity whose 

production per man is  small and whose consumption is  correspondingly

limited. .They need some of the economic machinery which the western

world has b u ilt up to stimulate their a c tiv itie s  and raise their
100

standards of life**« Secondly active Australian concentration on South

east Asia coincided with tho end of a war and the begi ning of a period 

of reconstruction in which the Australian Government's greater control 

over economic affairs offered an enlarged opportunity to implement a 

foreign economic policy« Thirdly« Australian industrial potential said 

overseas balances Increased during the war to a point v/here (i)  

substantial exports of manufactured« including capital« goods m i^ t be

99 H.V.HTratt« House of Bepresentatives« 6th June« 1947«
Parliamentary Debates« Yol. 192« p. 3̂ 667.
100 Broadcast by Sir F«W.Sggleston« Austredian Minister in tUfashington« 
over the Columbia Broadcasting System« 24th Bov«« 1944«
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possible# and ( i i )  Australian capital# either prirate or gOTemment# 

might be made arailable to finance the ¡.urchase of Austrsilian eiqports. 

Australia seemed to be nearing the stage of the capital ejqporter# and 

to be approaching industrial maturity« Furthermore# the countries 

whose need for capital and capital goods was greatest were those countries 

imkediately to the north which Australia seemed in a good position to 

supply. There was a widespread feelin g in Australia, at the end of the 

war# that markets for the products of Australian secondary industry would 

be needed« and should be secured# especially in South and South-east Asia.

Australian foreign economic policy pointed in the same direction. 

Dr Sratt said in 194|):

"Pacific security is  T ita l to us: but such security w ill hare to 
be patterned within the supreme objective of world security. At the 
same time# there is  fu ll  scope for a regional as well as a global attack  
or. the problem of security. So much is  e:q>res8ly recognised in the San 
Francisco Charter.

"A Just and la stin g  system of P acific security depends upon its  
adequacy to take care of the growing and changing needs of a ll  the 
P acific peoples. They o u ^ t to be assured of a fu ll  opportunity to live  
in freedom from want as well as in freedom from external aggression. I f  
peoples of South-east Asia and the Pacific# who are now submerged in the 
direst i>overt.y« or v/ho are liv in g  the l i f e  of primitive tribes# chatting a 
bare subsistence# could be raised to a higher level of human well
being# i f  the human and economic p o te n tia litie s  of these peoples and 
the countries in which they liv e  co^ild be developed# America# Australia  
and a l l  other Pacific nations would also derive very great benefit.
But these benefits w ill not accrue unless we can banish the spectre of 
war from the Pae.lfic. We cannot expect an improvement of human welfare# 
a develo^mient of Indkstry# or an increase of trade# i f  a contest for 
supremacy in power is  being fought over the area. Bor# on the other 
hand# can we avoid p o litic a l unrest unless human wants are satisfied  to 
a greater degree than at present; and p o litic a l in sta b ility  w ill 101
invite m ilitary movements and engender the contest for m ilitary power".

The Australian Government had only lim ited means available to 

implement th is policy. In the f ir s t  place# its  diplomatic influence

101 Address by Dr. H.Y. Svatt to the Herald Tribune Forun# Kew York#
29th October 194Ç# printed in "Australia in World Affairs"# op. c it.#  p.77.
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was at > 0 8 t that of a tai die posters and« ir the eocond* jLastrulia*e 

eeonociie resoureeit although rapidljr iBoreeein^t ware still tio^ in 

relatior. to the trenioDdotui needs of S uth(-<iast Asia# ¿hat masna 
has the lustrallan GorensMrt ec^leyedY

As for Cotasonwealth Asia# so far South-east Asia ¿eneralljr* 

expensioa of current-eeeount trade is an otnrious first stop ir the 

deTslopewnt of enlar^^ed eeonoialc oo-operation# It has aXreador heeo 

recorded that Dr Sratt often tofuched on the political adranta^s 

Xih^lj- to aeerue from expanded trado «dth South-east Asia# In June

1948* in defending the Goodwill ^Iseioc to South-east Asia led hy
102

W. MaciaahoB Ball* he declared that* althouiih «Isslon had no

direct concern with trade. ’•o\ur trade relatione with those countries
105

aro of supreine i^iportsnco” • Th,i attitude of the «¿ensies Uoremaistit 

m s the ssno# iär Spender's t:encral policy statements have already

boen q otod. Mora sp ecifically  * In AUt:ust 19'>0* when a trad^ midSaon

was eert to Djakarta to neeotiato a trade arrant:eoent hot. e ui Austr l i e  

and Indonesia* the WLrister for Coinaeroe and A piculture (the Uon.

J. we >en) gare a wider significar ee to the aiseioi- than aiere

commercial adTantago# He said thats
"Indonesia is a natural market for AiDtrallan flour* milk 

and other foodetu fs as well as a wide rsnge of manufsoturos#
>ased O' present day values Australia's pre-war trado .vith 
Indonesia would be worth about nil lion, but current exports 
ore but a fraction of that stsount.

"Indonesia Is sn imrortant source of supply of tea* coff*^» 
spices, kspok* T 3gotabl'B fibres, and putrol^uni products.

"Australia is irterested in the ganeral -soonooie doTslox>nent 
of the countries of South sne South-east Asia* Tho expansion 
of trad^ eoQBksree between these countries anu other major 
^Pm^Xng cations could be one of the principal factors ir* raisin^, 
living staidards in the area". 104

102 S-̂ e page 4?8 Infra.
105 Parli'uaentary Debates* 7olvae  197* p# 1608#
104 "Cxirrent botes on Internation al Affairs"# August 19 0* p. '66#
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Despite th is policyt Australian trade with »o#t of the countries 

of South-east Asia outside Cofanonwealth Asia» has shown an imcortain 

recovery since the war. I f  we take an overall view of trade with
1 0 5

South-east Asia« as has sometiines hjen done« an appearance of general 

trade expansion as compared with pre-war years» emerges» For exampler 

in 1949« i t  was claimed that« hefore the war« Australian imports from 

India» Ceylon« Malaya« China» and the Ketherlands Sast Indies averaged 

about £A1E»5 million amually« or about 10»5 per cent of total inserts«  

and that exports to these countries were approximately i*A6.8 million  

annually« or 4»8 per cent of to tal exports« Since the war« however« 

i t  was pointed out that inqports had averaged £A50 m illion annually

( 1 1 .6  per cent of to ta l Australian in5>orts)» and exports had reached
106

TA41.5 million« or 1%4 per cent of to ta l exports. Almost the whole of 

th is eiQ>an8ion« was« however« due to the Increase in trade with Common

wealth Asia -  and most particularly with India -  and the to tal figures
»

concealed the trade reduction or trade stagnation which had ruled with 

other countries in the area» ”The volume of trade with the Orient” » 

said one trade journal in 1951* ”has varied l i t t l e  from the 19 5 0 *3 » but 

the war and post-war d ifficu ltie s«  both physical and financial« have 

caxised some changesin i t s  distribution. India has now become the most

105  See« for example« the impression le f t  by Dr. Svatt in his stat^sent 
in the House of Representatives on South-east Aslan trade on 26th February» 
1947» The same impression is  given by aggregate trade figures contained 
in an a r tic le  on South-east Asian trade in ”Cur»ent Rotes on International 
A ffairs” « March 1949» pp. 585- 59 9 . This a rtic le  does« however* quote trade 
figures for individual countries as well* and points out areas where trade 
has declined»
106 These figures are from ”Current Notes on International A ffa irs” « 
¿larch 1949« p. 5®̂ *
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liiq;>ortant market t aceoimtlng for al>out 40 per cent of the Talue of all
107

AuBtralian Sastem trade la s t year (that is« In 1949*30)•*' The 

discouraging trade figures for Australian trade vrith non-Coomonwealth 

Asia are of course mainly due to p o litic a l disturhances in many of those 

countries« and i t  may be expected that trade w ill expand as those 

disturbances disappear« and the countries affected are able to derote 

their ftill energies to restoration of production and external trade*

So far« howoTer« the figures in Table 14« although unfortunately 

incomplete» show that« eren in ralue terms* trade is  not yet running at 

pre-war loTels in some cases« and that the effectlTeness of Australian  

commercial p olicies in these countries has yet to be clearly established. 

For exan^le« Australian exports to Indonesia in 1949*30 were l i t t l e  more 

than one-third of their I938-59  Talue« and to China were only one-sixth 

of their Talua in I 958- 39 . Presumably« trade with China w ill decline 

s t i l l  further in the imoiodiate future* Sxports to the Philippines were 

about one-third as much again in 1949-30 as in I 958-39  but th is increase 

was no doubt more than absorbed by price rises. For Thailand and 

Burma« the figures in 1947-48 showed a brighter trend« althou^  

continuing disorders in Burma hare prevented any stable expansion of 

trade relations since that year. From the import side« the 1949-50 

figure for China showed a substantial increase over 1958-^9« although 

the real increase in trade is  once again obscured by price rises« and» 

especially as a result of the Korean f i t t i n g «  imports from Communist 

China are lik e ly  to f a l l  away sharply in the future* Inserts from

107 The Melbourne and Brisbane Chambers of Cooneroe« **Trade »̂ March I95I« 
p* 9* In ”the Orient” is  included« not only Conasonwealth Asia« China«
Indonesia and o13ier countries of South and South-east Asia, hut also Japan.
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tifcble 14» iaigtimliam timd« with lo n ^ C o i o m r u m i  Sentb-east Asia

Aaatralian Infarta»

Taar Ohina
-------------

Indona«!« 1. « Philippin«« Ttei-
land

tk £A £X £A ix

1 9 3 8 - 3 9

1945- 48
1946- 47 
194T-40
1 9 4 8 - 4 9

1 9 4 9 - 5 0

5 1 9 . ? 5 8  

9 5 . 5 5 0  

1 ,1 4 7 . 9 4 0

1 .6 6 7 . 3 3 5

2.541.953
1 ,4 5 1 . 0 0 0

8 ,0 0 9 , 7 5 8

7 1 . 0 6 2

2 1 3 . 4 4 6

4 ,4 1 8 , 6 4 9

1 1 ,0 9 6 , 8 6 7
1 4 .7 5 0 , 0 0 0

29.952
3 1 9

1 5 . 0 1 3

22.735
n.a.
n*a*

1 3 7 . 6 8 2

6 4 5

i:îg
1 4 . 0 0 0

6 8 , 7 0 0

3,432
8 4

1 5 . 7 9 0

1 9 . 6 5 1
n*a*
n»a*

Australian Bxports.

Taar Ohina
-------------

In4onaalK Bunoa Philippin«« Thai
land

AA £A JU £A IX
1 9 3 8 - 3 9
1 9 4 5 - 4 6

1 9 4 6 - 4 7

1 9 4 7 - ^
1 9 4 8 - 4 9

1 9 4 9 - 5 0

3.022,571
8 8 5 , 2 2 6

6 ,0 6 7 , 2 1 1

2.756,945
1 ,4 3 8 . 4 1 3

5 0 2 , 0 0 0

1 .3 7 9 , 6 0 0

1 .8 0 8 , 2 6 3

4 8 5 . 8 6 5

1 3 1 . 5 9 0

1 .2 6 5 , 4 8 6

5 0 7 , 0 0 0

5 9 . 2 2 8

3 0 0 . 2 4 4

1 .2 4 1 . 1 2 1
1 ,9 9 2 , 1 2 8

n*a*
B*a.

4 9 8 , 8 9 3

1 1 6 . 2 4 1

454.0U
2 5 6 , 3 7 9
5 1 4 , 4 0 0

6 5 4 . 0 0 0

U<|,494
2 . 0 7 8

U0.247
245,524

B,«,
B«B.

Sô ttreat Cofl|>llad fron offlaial paihliaatioiis of %Ka Comomraalth B v a a n  
of Oansttt maá Statistiea« tho X>apartaont of HztaniAl Affair«« 
and tha Bapartaaat of Coisaarea and Aiprienltnra.

1 dindonati«** eorar« tha «asa 
and inelnda« S n t ^  lav (Ndnaa*

as tha fornar 9 n t ^  last India««

ÈI
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Indonesia In 1949- )̂0 were almost double their Talue in I 958- 5 9 * and 

mlght increase to a further substantial extent as a result of the 

agreement concluded by the Australian trade mission of August 1930 .

From the other three countries liste d  in Table 14 -  Burma* Philippines* 

pna Thailaad ~ Australian inqports* on the la te st figures arailable*  

were n egligible.

So far as can be seen* expansion of trade in non-Comnonwealth 

Asia -  as in Commonvrsalth Asia i t s e l f  -  has been le f t  to the trade 

Departments of the Australian Administration* The Department of 

Commerce and Agriculture has carried on energetic trade-promotion work 

throughout the area; i t  has expanded it s  trade representation; and i t  

has tackled a wide rariety of specific export  problems* such as 

maintenance of a high uniform quality in Australian exports, adequate 

packa{ ing of consignments* and so on* But those are the normal tasks 

of a oonxnercial organisation; they hare receired no special inspitation*  

so far as can be eeen* from those responsible for Australian foreign 

policy. Dr. Bratt spoke vaguely in February 1947 of creating a ’’regional 

instrumentality” for South-east Asia* \diich would improve the ’’interchange 

of basic information” on* â iong other things* ’’commerce” ; but no 

concrete proposals emerged subsequently* For fo r e i^  policy as well as 

economic reasons* the Australian Government supported* for example* the 

trade-promotion a c tiv itie s  of BCAF3* but any' independent a c tiv ity  of 

real substance was le ft*  so i t  seems* entirely to the trade Departments*

The only really  active foreign economic policy in South-east Asia 

has been that associated vdth capital and technical assistance to the 

countries of the region. This policy conmenced with USRHA* although no
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attes^'t v/a8 nnad.9 to dlroct a l l  Australia-n re lio f supplies to tho countrios 

of Asia and the Far Bast.

Australian eontrihutions to UMHHA totalled  î A24 m illion. Tho

principal recipient of Australian aid was China* who receiTod food,

clothing* medical supplies* and agricultural and industrial equipment to
108

a value of about £A8 m illion. However* the second largest "beneficiary 

was Italy* €uid almost the whole of tho Australian contribution of raw 

wool — valued at more than £A10 m illion — v/ent to Buropean countries.

Apart from China, no South-east Aslan country received substantial 

assistance from Australia. A large part of the reason for this lay in 

tho fa ct that Australia* very naturally* made available those cocanodities 

which were in best supply. That meant* in the immediate post—v/ar years* 

a considerable enç)hasis on supplies of raw wool, vdiich had accumulated 

during the war. These raw wool suppliee could most profitably be used 

in Burox>e. Therefore, although i t  would have been logical to use the 

large r e lie f  contribution to give concrete expression to Australian 

concern for Asian needs, the opportunity was largely lost through the need

108 D etails of the country and comnodlty distribution of the Australian 
contribution to UHdRA are included in Parliamentary Debates, Volume 192, 
15th May to 6th June 1947* pp.5695—J698. The allocation liste d  there for
China is  /^6 *5 6 5 *000* but this does not seem to include tho contract for 
f i f t y  locomotives which would increase the allocation by about £1 *50 0*000.

From these figures also* i t  appears that* of the to ta l contribution 
of 55*000 metric tons of raw wool, 41,000 metric tons went to IteOy, Poland 
and Czechoslovakia, and the remaining 14*000 metric tons were divided among 
Albania* Austria* Byelorussia, China, Greece« Ukraine and Yugoslavia.

The only Far Bastem country* other than China* mentioned in this  
statement as a recipient of Australian supplies is  tho Philippines, which is  
reported to have received supplies to a total value of £A77*000. Supplies
of moat and meat products accounted for £A74*000 of this to ta l.
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for foreign policy to make concessions to the demands of the supply 

position.

Bztension of aid to China provides a numher of interesting points.

Firstly# the aid could scarcely have been less e ffe ctive.

Blackmarketing and chaotic internal conditions were largely responsible»

but incapacity to understand Chinese conditions also contributed. For

ezaxnple» Australian fishing boats» although made to UHBBA specifications#

were not entirely suited to Chinese conditions and# in any case* vrere

le f t  id le  after delivery because* since their catch would have depressed

fish  prices* the fish  merchants refused -  successfully to permit their

use» Secondly* the Australian Government negotiated to have f i f t y

locomotives included in Australian r e lie f  shipments. The Australian

Government was at that time trying to develop markets in South-east Asia

for the products of the greatly expanded Australian engineering industry.

Axuitralian policy was to take positive steps to create "opportunities for

developing overseas markets for many of the goods that she had been
109

producing successfully during the war'*. However* those vdio negotiated

109 . S»Ronald Walker* "The Australian Sconomy in War and Reconstruction"» 
page 2̂8»

Again* in an a rtic le  en titled  "The Comnonsense of Australian Support 
for UlTRRA" in "The Australian Cjuarterly" of June 1946» Mr G.C»Remington» 
Chief Administrative O fficer of the South-West P acific Area Office of 
UBRRA commented that:

"Throu^ UMRRA Australia may secure a large order for locomotives for 
China* thus opening up interesting prospects for the future of heavy 
industry here» Large numbers of modem* powered fishing boats are being 
sent to China from Australia and New Zealand»»•»

"Such examples of the creation of interest and knowledge of what 
Australia can do and what Australia has to offer can be of great mater
ia l value when the time comes* as i t  w ill v.lthin two or three years» 
v^en our maintenance of fu ll  employment vd ll depend largely upon our 
a b ility  to secure overseas markets" (p. 5^)*

I t  is  interesting that this a rtic le  emphasised the commercial advantages to 
Australia from the UBHRA progrEumae» but referred only in passing and 
platitudinous terms to the p o ssib ilitie s  of improved p o litic a l relations in 
the Far Bast. Reference was made to the p o litic a l advantages of personal 
contact between many Australians and Chinese but not to the general thesis
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the loeomotlTee contrskot did not foresee the trernendooe domestio deoeAd

for the prodoots of Austrt.llan IndTUitry« Under proesure of this deoandt

the dnteline for delirery of the locomotlTes ivae put hack again and

again and the contract had not been com leted vdien UXkHA finished i t s

operations in the Far ¿¡ast or when the Conmnist regime was firmly

ostahlished on the whole of tha Chinese mainland* Bo further attempt

was made to su ply to South-east is ia  large consignments of th  ̂ products
110

of heary irdustry*

when UBRRd was terminated« Australia contributed £A4 million to

Post-UBilRA Tlelief* This total was divided so as to contributo

**approzimatoly rd860«000 to the International Refugee Organisation*

CA1,0''0*000 to the International Children's Smergency Fund« £190«a)0 to

the IJ«?̂ *JS*S.C.0. Ileconstiuetion Fund« nnfl the remainder« loss a small
111

amount to meet contingenclos* to general post-UBtuU r o lle r '• The IBO 

contribution vmis directed solely to Suropo* The I C ^  contribution was 

applied to meet the needs of children in war-devastated aroas throtighout 

the vrorld« but in practice assisted 2Suroi>ean more than Far Bastem 

countries* Itost of the general post-inciBl r e lie f  took: the form of 

supplies of raw wool to Suropoan countries* There was le ft«  for 

sp ecific  allocation to the Far Bast« the £A90«0o0 contribution to the 

UB3SC0 Beeon8traction Fund« and surplus m ilitary clothing and other 

supplies* valued at about MOO«000« made available under general post-UBBBA 

re lief*  This seems a meagre allocation to the regiod of principal 

foreign-policy interest in Australia*

110 Large CiUantltios of ra ils  were« however« su'reessfully su;plied about 
the same time as the locomotives contract was negotiated.
111 **Current Botes on International Affairs'*« February 1946« p. 62.
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Of ill« £490,000 contribution to tho UHISCO Baconstnctlon fund, 
£A60.000 vas to ba **as|>andad on tha grmnXtng of falloirslilps to Asian

112
sttdants and tba ramindar for tha prorision of adueatlonal natarials**.
Tha ganaral post-UlSSA rallaf assistanca oonQ)risad about £4400,000 worth 
of suxplus amsr clothing, boots and siullar itaus which bad llttla 
dosastio disposal Talus. On tha basis of this assistanea. Dr. Bratt 
announced on l6th May I948 that **ha was arranglz« for Mr. V. Naeaahon Ball, 
aeeoiqpaaiad by an educational and siqpply officer and an officer of tha Da- 
partnent of Iztamal Affairs, to Tlslt tha countries coneamad to arranca 
for tha salaotion of scholars to sons to Australia and, in sons cases to 
arrange for tha sanding of relief siq>pliss..• .Dr. Bratt siqphasisad that ha 
attacdiad a great importance to these positiTS steps to proaota intai>- 
national understanding, and hoped that Nr. BallU risit would strengthen 
the ties of friendship between Australians and tha peoples of 8outbr>east

1 1 3Asia”.
Tha idea of a Oaodwlll Mission to South-east Asia was quite sound. 

Bxtansioa of aid - eren on a saall scale - %ias also, in itself, well- 
eonoelTsd. But it was disastrous - and saToured of empty sshibitlonisa - 
to link a Ooodwill Mission with assistance idiich was, so far as the 
surplus amy goods were ooncamad, ill—chosen, and which was in any 
srent pitifully saall In relation to needs and eren in relation to 
assistance being extended by Australia to other countries. Moreorer, 
tha decision to send the Mission sseas to hare been announced before tha 
host dcTemaents were properly consulted. The Mission aada a tour

112 *»0urrsnt Botes on International Affairs", June 1949. P* 714*
1 1 3  Ibid., June 1 9 4 8 , p* 394*
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punctuated “by extremist attacks on Australian i/anigration policies  

and on the insulting and parsimonious nature of  Australian charity*

On r̂d Junet 1948« an Opposition Member said in the House of 

RepresentatiTesi

"I direct the attention of the Attomey-Oeneral (Dr. Bvatt) 
to a report from Singapore* dated the 2nd June* in which i t  is  
said that a storm of hostile comment has broken out in Singapore 
against Australia on the eTe of the arrival of the Australian  
goodwill mission* led by Mr W* Macmahon Ball* The report states  
that the in fluen tial Progressive party has issued a statement 
in which i t  denounces the mission as a 'mockery* * refers to the 
g if ts  i t  bears as 'the traditional th irty pieces of s ilv e r '*  
and complains about the immigration policy of the Australian 
Government* Can the right honorable gentleman say vdiether any 
encpxiries were made in the countries to vdiich the goodwill 
mission in going to discover whether i t  would be welcomed or 
received in a hostile manner? Does the Minister not think that 
i t  is  unwise to send a mission to ooumtries that bear i l l  w ill  
to Australia because of our i  migration policy* and that the 114 
v i s i t  of the miasion may tend only to increase that i l l  will?***

In reply* Dr* iSVatt said "enquiries v/ere made in the South-east Asian

countries by the Ausirailian Government before (the mission) le f t
115

Australia*** However* in reply to further questions in the House a 

l i t t l e  more than a week later* he admitted that "the press published a 

statement that the goodwill mission was projected*’ * before the South

east Asian Governments been informed of the Australian Gk>Temxaent*s

intention* "But"* he said* "1 think that the Governments of South-east
116

Asia knew of the proposal before the o ffic ia l announcement was made"*

After the Mission’ s return to Australia* the aid programme was* 

fortunately* carried through in a quiet and unostentatious way* much more 

appropriate to i t s  magnitude and it s  nature* and to the delicate  

su scep tib ilities of the recipient peoples*

The project to send surplus m ilitary clothing and other supplies

Parliamentary Debates* Volume 197« p* 1607* 
Ibid.* Volume 197* p. 1608.
Ib id ., Volume 197* p. 1920*
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to South—eadt Asia was ox' rie^'ll^lhle importaiioe* Dor was there much 

foreign-policy value in the provision of educational materials* i f  only 

for the reason that the amounts involved were far too small* An 

amount of i'.k2.9̂ Q0 each was allocated to Burma* China* Ceylon* India* 

hetherlends Indonesia* Pakistan* the Philippines* the Hepuhlic of 

Indonesia* Siam* and each of the constituent territories of British  

South-east Asia (Federation of Ikialaya* Colonies of Singapore* Sarawak 

and Korth Borneo)* Su plies consisted mainly of visual aid equipment* 

textbooks and. ^Auntralian information libraries*** consisting of sets of 

75  "typical Australian books".

Potentially * ther j was a much greater and continuing value in the

provision of scholarships and fellowships to South-east Asian students.

Xr. addition to the Reconstruction Fund programme* the Australian dovem-

ment made provision in January 1948 for expenditure ”of £5»^^

for the establishi.ent of three Scholarships at undergrewiuate level or
117

below for students from South-east Asia". " I t  was the Australian

Government's hope," said the Department of External Affairs* "that both

the Fellowship and the Scholarship schemes would strengthen the tie s  of
117

friendship between the countries of Asia and Australia". In 1949* 

twenty-nine students arrived in Australia under the two schemes. For 

19 5 0 * forty places were allocated and an undisclosed number were reserved 

for Burma and China. The studentships were distributed among a l l  the 

countries of the area* and the coverage in 19S0 was extended beyond South- 

east Asia to provide one scholarship each for New Caledonia and 

Portuguese Timor. The studentships have been taken out in such diverse

117, "Current Notes on International Affairs"# June 1949* p. 714



451

fie ld s &8 "asim&l lio&ltli« axiin&l l)r3edi]i^ and genetics* sugEUT'-cane

research, cytogenetics of Australian flo ra , so il conserration, so il

f e r t i l i t y  and soil diseases* Tegetahle o ils  research* e le c tr ic ity  and

electronics* geological research, ear* nose and throat specialisation*
118

and dental studies” . \ large iramber of educational and technical 

institutions throughout Australia haye participated in the two schemes.

The economic ralue of the studentships to South-east Asian 

countries is  similar in nature to that of assistance under the United 

Hâtions Technical Assistance Programmes* and the Cormkonwealth Programme 

of Technical Training. Australia has reached a stage of economic and 

technical deyelopment where she can readily proride this type of 

assistance to under dore loped countries as a means of inçroring p o litic a l  

relations. MoreoYer, the studentships hare a special Talue to 

Australian foreign policy. They offer d irect, indefinitely continuing 

contact with the people of South-east Asia. No term was set to the 

Scholarships, althou^^h the funds ayailable to the Heconstruction Fellow

ships v/ere limited. Moreorer* the tendency is  to expand the number of 

the Scholarships rapidly. On 5th September 1949, "Cabinet decided... 

to Tory its  original decision so as to provide an annual allotment of 

two 4-year scholarships* one scholarship and one 2-year scholarship” *

as compared with the 1948 proTision for three arnual scholarships. The 

1950 Consultative Committee Report on the Colombo Plan recorded that 

”A u stralia.• . is  working out detailed plans for I 50 additional special

119

120
fellowship awards and for several group v is its  of technical students in 19 5I ” ;

Ib id ., p. 715
Statement by Prime Minister J.B. C h ifley, 5th September 1949 
Cmd., 8080, op* c l t .*  p. 50.



/ /

^52

and, on 20th Deoambar. 1950, Mr. Spondar announoad that for the

oountriaa which "oonatitutad tha region of South and South Saat

Asia for the purposae of the Plan inaugurated at Oo loci bo",

" ...th e  Ooamonwealth CJovernment had offered to the Gterarn- 
ments of Ooylon, India and Pakistan one hundred fellowohipa 
and aoholarships, tenable in Australia, to be oommenced 
during tha year 1951. F ifty  places hare been offered to 
the nominaes of the Oovammant of India, th irty -fiv e  to 
nominees of the Oovammant of Pakistan and fifteen  to 
nominees of the Qovemment of Oaylon.

"Mr. Slander added that he had also authorised the offers  
of tha following fellowships and scholarships, and that these 
offers would shortly be sent to the Ctevernnent ooncemed;
Indonesia, 25; Thailand, 8; Burma, 7i the Associate States of 
Indo-Ohina -  Tietnam, laos eund Cambodia - ,  5» the British  
Territories of Malaya, Singapore, Brunei, Sarawak and North
Borneo» ?•"

These scholarships and fellowships should serve to provide an understanding

Qf  Australian p o litic a l, economic, and cultural conditions to people who

might become p o litic a l, industrial, commeroial, or professional leaders

in their own countries after their return home. Moreover, they furnish

some concrete evidence that Australian immigration restrictions are not

based on feelings of racial superiority and a desire to keep a l l  Asian

peoples a t arm's length. O ffic ia l Australian spokesmen have always

contended that immigration restrictions are directed a t preserving the

high livin g standards of Australian labour and the "homogeneity of the 
122

population". Ihese spokesmen have often insisted that Australians 

do not consider their way of life ,  their religious, cultural, moral or 

other attitudes, bettor than those of Asian peoples, but simply different,

121 "Current Notes on International A ffairs", December 195 »̂ P» 8 7̂»
122 See, for example, the statement made by the Leader of the Australian 
Government Delegation (Dr. S.IU Walker), at the 52nd Session of the Inter
national Labour Conference in Geneva in June 19^» in response to an attack  
by the Philippines Delegate on Australian iiuraigration policy. (Record of 
Proceedings, Ihirty-Second Session of International Labour Conference,
pp. 2 5A-2 5 5 ).
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and tharafore providing a d iff ic u lt  problem of assimilation* Iho

ready welcome extended to 3outh-»eaat Asian students has been quoted,

in o ffic ia l statements, as evidence that no feelings of racial

superiority underlie immigration restrictions, but that Australia is

anxious to co-operate d irectly  with Asian peoples, by admission of

students as well as by other means, in solving the economic problems
122

of their countries* Admission of students w ill not stop Asian 

criticism  of Australia's Immigration policy, but i t  rai^ t blunt some 

of i t s  sharper edges*

In the United Nations, whenever plans for long-term economic 

development have been discussed, Australian policy has placed the same 

consistent emphasis on the capital and technical-training needs of South 

and South-east Asia* In discussing the Regular and Expanded Programmes 

of Technical Assistance, for example, Australian statements have con- 

oentrated attention on te is  area, claiming for i t  a fu ll  share of aid.

irrespective of aid received under other, including b ilateral, programmes*

” lhe Australian dovemment, " i t  has been said, "were interested in assisting

certain under-developed countries but did not wish by so doing to deprive
125

those countries of their f u ll  share in the United Nations progreunmes" *

The same emphasis occurs, wherever appropriate, in expressions of 

policy towards the Specialised Agencies* For example, in speaking on the 

XU) Report at the Eleventh Session of the Economic and Social Council, the 

Australian Representative stressed "the continuing interest of his country 

in the Asian and Far Eastern areas" and emphasised the need for ILO to 

ensure "sound planning in the new operational work**.particularly**in Asia,

125  Summary Record of the F irst Meeting of the Technical Assistance 
Committee, Economic and Social Council, Document of 2nd
August, 19 50 *
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«horo tha neod was most pressing” • Proposals which promise to glre

effective  assistance to South-east Asian oountries almost invariably  

receive Australian support* More than that» there is  often active  

Australian pressure for adequate attention to South-east Asian needs* 

nils seems» for example» to have been behind an Australian request at  

the Eleventh Session of the Beonomic and Social Oouncil for a compre

hensive statement of "project expenditure by the United Nations and 

the Specialised Agencies in the various regions***^hioh/ would show 

the extent to which the needs of the various regions were receiving
125

balanced attention"* In general» at meetings of the economic organs 

of the Uhited Nations and the Specialised Agencies» Australian Delegations» 

even i f  they play no prominent part in discussions on issues primarily 

of Buropean or latin  imerioan concern» almost invariably become vocal on 

issues touching South-east Asia* On rare occasions» th is close p o litic a l  

interest in the area seoms to have been influenced overmuch by considerations 

of finance* Australian hesitations about the Asian Advisory Oomriiittee of 

ILO» which le f t  Australia open to the charge that she was suggesting that 

the Asian oountries be put "on probation" has already been mentioned*

Slips of th is kind however seen to be» for the most part» negligible*

Outside the United Nations» the Oolombo Plan for economic aid to 

South and South-east Asia might overshadow other and earlier efforts a t  

economic co-operation with the non-Ocxamonwealth oountries of the area» 

althou^ the extent of non-Oommonwealth participation in the Plan is  s t i l l

124 Summary Record of the Fifty-fourth Meeting of the Oo-ordinatlon 
Oommittee of the Boonomic and Social Oouncil» 12th July» 19^» Dooument 
iS/A0*24/3R* 54*
125 See Summary Record of the Sixty-third Meeting of the Oo-ordination 
Oommittee of the Soonomio oind Social Council» I9th July 19^» Document
S/A0.24/3R. 6 5 .



unoortaln* the f i r s t  substantial aot in the Plan -  or» perhaps more 

eorreotly» associated with the Flan -  was the extension of a £3tg* 6 

m illion loan to a non-Oommonwealth country -  Burma -  after the Oolombo 

Oonferenoe of Oommonwoalth Foreign Ministers in January 19^» Australia  

subscribed £3tg. ĈX)9000 to th is  loan, whioh might be the precursor 

of other long-term capital .assistance to the non-Oornmonwealth countries 

of South and 3outlr-east Asia* I t  should be noted however that up to 

mid-May 19^1» there had been no report that Burma had taken up the loan*

The long delay since the loan was offered suggests -  although there 

m i^ t be other good reasons for i t  -  that the terms of the loan might not 

be acceptable to the Burmese Qovemment* If  that is  so» further efforts  

are apparently called for to devise terms for lending -  perhaps not only 

to Burma but to other non-Oommonwealth countries -  whioh are acceptable 

both to lender and to borrower*

^Aiatever further assistance is  extended might ultim ately form a

more direct part of the Oolombo Plan than did the Burmese loan* As already

pointed out» the Sydney meeting of the Oommonwealth Oonsultative Oommittee

decided that non-Oommonwealth countries should be invited to participate*

As a result» "the OoTemments of Oambodia» Laos and VieV*Mam» and the

Gk)Vemment of Thailand**sent delegations to a Joint meeting with the members

of the Oonsultative Oommittee early in October 19?0; the Ambassadors in

London of Burma and Indonesia attended this meeting as observers on behalf
^126

of their OoTemments"* These coxmtries wore again represented at the

Oolombo meeting of February 19?1» when the Oommittee's name was altered

126 Omd* 6060» op* oit*» Foreword» para* 2*
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from tha Oosmonwealth Oonaultatlvo Oom'rvittee to the International Oon-

aultative Oommittoa« Iha Oolombo Plan might therefore be extended to

these countries and the Report of November 1 9 ^  wgls drawn up on that

assumption* Ihe Report concerned itself with a region which "comprises

the countries of India» Pakistan» Geylon» the Federation of Malaya»

Singapore» North Borneo» Sarawak» Brunei» Burma» Thailand» the Associate
127

States of Cambodia» Laos and Vietr-nam» and Indonesia" • The Constitution

of the Council for Technical Co-operation» like the rest of the Plan» is
128

drawn up "in no exclusive spirit"» and "the Council may at any time admit

to its membership a Covemment which applies to co-operate under the 
129

scheme"* Similarly» so far as provision of capital is concerned» the 

Report noted that the

"•••other countries of South and South-Isiast Asia which are not 
members of the Commonwealth*• *all suffer from eun acute shortage 
of capital* It has,not yet proved possible for these countries 
to discuss their economic programmes alongside those of Common
wealth countries» but it is hoped that this may be done at a later 
stage* When their data and programmes become available» it will 
almost certAinly prove that they require external finance for 
comparable purposes and on a comparable scale" • 1 ^

At present» it cannot be said how many non-Commonwealth countries

will adhere to the Plan» or how much assistance they will receive* It

seems clear» however» that if they do come into the Plan» they will come in

as fully equal participants entitled to the same kind and scale of benefits

as the Commonwealth countries* If all the non-Oommonwealth countries in

the area decide to participate» it seems equally clear that the nature of

the Plan» as an organisation for economic development» will be radically

altered* From being a Commonwealth organisation» it will become some-

127 Ibid*» p* 1*
128 Ibid*» p* 2*
129 Ibid*» Appendix 7i Goimcil for Technical Co-operation-Constitution"
p* 99«
150 Ibid.» pp* 62-65.
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thing Tory much like another BOAFS, without tho communist mooibor- 

ship of that organisationf and with a more precise and more con

vincingly operational role.

That however is  for the future. Before going on to consider 

some further p o litic a l aspects of extension of the Oolombo Plan to 

non-Oommonwealth Asia and» a t  a later stage, to consider Australian 

foreign economic policy towards Japan, we might a t this point look; at 

some figures showing what proportion of to ta l Australian external 

assistance since has been directed to Bouth-east Asia. To what

extent has Australian practice coincided with the widely^accepted 

thesis that "reconstruction and economic development of the countries 

of South-east Asia provide Australia with a unique opportunity for 

forging close and friendly tie s  with the region which w ill necessarily
151

be most v ita l  for our future security and well-being"? Some

answer can be fo\md in the figures set out in Ihble 1^.

An allocation to South-east Asia, as shown in Ibble 1^, of 

less than fifte e n  per cent of to ta l Australian aid is  hardly convincing 

proof of A ustralia's absorbed concern in the region. Bven i f  wo exclude 

aid to the United Kingdom and the immigration expenditure represented by 

IRQ, only 50  ̂ of the remainder of Australicui aid was devoted to South

east Asia. I f  only h alf of the to ta l aid of almost £66  m illion had 

been devoted to South-east Asia, i t  would have been possible to expand

1^1 A rticle by J • Leyser entitled "Australia and the Posb-dar Settlement 
in South-Bast Asia”, in "Iho Australian Outlook", September 19^9» p*
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Tabi» 15. Austwdlaa ?o»twar I x f  m a l  Aid. >«cl\idla8 
Oeleiibo Plaa Aaalaime«.

Total Aaount
Becipient of

Assistance

Amount Specifically 
Directed to South- 

last Asia

Percentage Speo- 
ifically Direct
ed to South-east 

Asia

£A million £A million
1

%

UNHBA ?4.00 8 . 0 0 3 3

Po.t-DIBBA K.ll.f 2.00 . 4 0 20

IBO 3.01 — -
P 2

ICIF 3.47 . 3 5 10

UHXSOO Beeonstruotion .10 .10 100
Fund 3
and Seholarships 4

United lations Ixpaaded .20 .20 100
PrograiD&e of Teehnical
Assistance

United Kingdon 35.00 - —

6 7 . 7 8 9 . 0 5 1 3 . 3 5

1 Dies* tlgnr»0 ar* not eoiuplotaly •AauotlT# and do not Inelnda, for 
enaplo. loraan and Palestinian Pellef. Hor are any oomerclal credits, 
for onutplo, to Ot^ohotloTaklfi, inoltid^de

r? Ihes® ÄT® approxlaatlons onlye Australian supplies hare been sent to 
Italy, (hreeee, Austria, Rouaania, Finland, Ciechoslorakia, Hnngary, Poland, 
Tu^slaTia, Albania, Bulgarie, China, India, and Lebanon, there is no real 
Terifioation for the figure of 10 per cent. The Fund is now tending to pay 
greater attention to Far lästern countries, and a greater proportion of 
Australian supplies n i ^ t  go there in the future than in the past#

3 this includes only the early, snail ochooe of scholarships. The ex
panded sdhene is included in Table l6.
4 Because of the esqphasis placed on South and South-east Asian needs by 
Aiutralia during discussion of the Ijpandod Prograaae, this assuaes that 
the whole of Australian assistance will be directed to that area.
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Australian asalstanca to tho area four-fold. Since the capacity

of the Australian economy to support substantial programmes of external 

assistance is  Tery limited, and since i t  w ill be extremely d iff ic u lt  

for Australia i t s e l f  to make any notable contribution to raising  

productiTity and lirin g  standards in South-east Asia, i t  seems that the 

possible proportion of future Australian aid should be directed 

to this area, rather than, as in the past fir e  years, to European 

eountries which hare a less direct and immediate foreign-policy sign- 

ifioanoe to Australia and which, in many oases, have already received 

tremendous United States assistance* As already indicated, the 

comparative neglect of South and South-east Asia from 19 ^  to the end 

of 1949  was due prin cipally to the Cliifley Qovemment'a insistence on 

support for the United Nations and on non-disoriminatory extension of 

assistance, a llie d  with a careful framing of assistance programmes in

I t  is  interesting that the Report of the Oommcnwealth Oonsultative 
Oommittee on the Oolombo Plan states thatt

"•••India, Pakistan and Oeylon drew upon their sterlin g balances 
in the years 1946-49 to the extent of about m illion to finance
their d e fic its  on current accounts ••lb this extent the United Kingdom 
bore the immediate burden of r é a b ilita tio n  in India, Pakistan and 
Oeylon, and i t  was in fa c t enabled to do th is by generous support from 
the United States, CAnada, Australia and New Zealand in the form of 
g if ts  and loans (including Marshall Aid) and by the accumulation of 
sterlin g balances by various countries" (op  ̂ cit« , p̂  Ô*)

from th is, i t  could be alleged that tho m illion Australian g i f t  
to the United Kingdom in d irectly  gjBLre a measure of aid to South-east Asia* 
However, the Australian intention was to aid tho United Kingdom, not South
east Asia, and any subsequent benefit to South-east Asia through a more 
lib eral United Kingdom policy on releases from sterling balances was largely  
fortuitous* Moreover, of course, tho South-east Asian countries received 
no additional funds, but merely releases of funds which they had already 
accumulated*
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aeoordanod with the domostio supply position in Australia. I t  is  

always possibls to look a t the prognuomes of these fiv e  years from 

two Yiawpoints. On the one hand» they may be oommended for adherence 

to the non-disoriminatory principles of the United Nations Oharter, 

aimed a t universal rather than regional welfare* On the other hand» 

they nay be oritioieed for paying inadequate regard to Australia*a  

own security position* In the same way, i f  the Chifley CJovemment 

veered too far towards internationalism, i t s  successor might leave 

i t s e l f  open to criticism  from some quarters for veering too far to

wards regional concentration, in the interests of national or bloc 

security*

In any event, althou^  Australian aid might in the next fiv e  

years be less than £66 m illions, i t  seems certain tiiat a much higher 

proportion of to ta l Australian aid w ill go to South and South-east 

Asia than in the past, and i t  is  already clear that the absolute benefit 

of this region w ill be very much greater* As shown in Ihble 16, the 

Australian Government has already committed i t s e l f  to assistance valued 

a t £A 5 5 .6 7 5  m illions* Ihis is  almost four times as great as previous 

Australian postwar aid directed to South and South-east Asia, under a l l  

programmes, b ilateral and m ultilateral* On the other hsind, however, 

i t  is  scarcely larger than the postwar g if ts  by Australia to the United 

Kingdom* Bie bulk of Australian assistance w ill, under present arrange 

mente, go to Oommonwealth Asia, rather than to the area as a î diole* &it 

the non-Oommonwealth countries of the area have received every encouragement 

to participate in the Plan and they might ultim ately join as f u ll  members 

and receive f u ll  benefits* In that event, Australian assistance w ill
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ftLblo 16. Auntraliein Aggigtotice m d e r  the Oolombo

£A Million

Boonomio Derelopmenbi General 5 1 . 2 5

Teohnioal Training 5 . 5 0

1

Special Scholar ship a Schome . 5 0

Loan bo Burma . 6 2 5

£A 55 »<575

1 This is an dsbimabOf resiohad by assussiizig bhat bh# on© hundred 
and fifby aoholarahipa offered by Auabralia will ooab bhe round 
figure of £2,000 each*
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pr68X8MLbly b© ®pr©flul mor© ©r©nly ov©r *th© ©r©©« ©nd th© AuBbrAllAxi 

•ontribution might b© lnor©a8ed*
Extension of assletanc© to non-Oommonwealth oountri©© oom- 

plicat©© the for©ign-poHoy ralu© of the Plan* Hi© t©nd©ncy has 

boon for the Australian Qovarnment to adrooat© assistance to South 

and South-east Asia at least in part as a frank anti-communist 

measuret it has been in part "stimulated by*••the menace of imperial-
155

ist Oommuniam". In setting the Plan within the broad context of

Australian foreign policy» Mr* Spender said thats

"Australia should eocamine the possibilities of closer 
economic relations with South and South-east Asia where in 
so many places appalling poverty is a continuing obstacle 
to the maintenance of stable democratic governments with 
whom Australia can co-operate in a spirit of friendship 
suid confidence"* 1^4

The Australian Government seems to have accepted as the clearest test for 

economic assistance» or for attempts to build "closer economic relations"» 

the effective existence or otherwise of "democratic" governments* It is 

a simple rules if governments are "democratic"» they may expect economic 

supporti if they are communist» they may not* ^at» however» would be 

the attitude to» lot us say» Indonesia» if any deep conflict developed 

over New CKiineaT Although the ideological complexion of the Indonesian 

Government might not have changed» could the Australian Govemiuent feel 

that its friendship was sufficiently assured to justify the extension 

of economic aid or the promotion of closer economic relations? ifould

1^^ Article by the Hon* P» 0* %)ender entitled "partnership with 
Asia"» reprinted from "Foreign Affairs" in "Ourrent Notes on 
International Affairs"» January 195^9 P* ^5*
1 ^  House of Representatives» 9th March 1950*
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the AustrallaA ̂ ôremment feel that Indonesia tronld he influenced h/ 
Australian econoalo appeaseaent to /ield anj is^rtant part of her 
political ohJectiTes« or would it feel that» in Indonesia's relations 
with Australia» these political objectives were in fact likel/ to be 
deeisiveT Australian policp ai#̂ t eontinmallj face problems of this 
kind and ai^t risk

"•••the charge of inconsistency in refusing point blank to agree to a common frontier with Indonesia in Western lew Qhiinea» while at the same time it is giving material aid 
for economio development in South-east Asia and is making 
particular overtures of friendship to these countries* •” 1 3 3

The ((uestion turns on the limits to be acknowledged to a policy of economic 
appeasement» or» put in another way, on the extent to which economic r^ 
lations can, in themselves, create or maintain an economic and political 
alliance* It must at all tines be borne in mind that Australian assist
ance will not be of such a magnitude that its extension and the threat of 
its withdrawal will be sufficient to *buy” an alliance with South-east

countries; and even the capacity of total Oommonwealth and Ihiited 
States assistance to operate in this way, against the nationalisms sweep
ing South-east Asia, is extremely doubtful* Io»-discriminatory ex
tension of assistance might therefore have a negative value only; frictions 
with Soutl̂ east Asian countries will not be multiplied through any 
failure by Australia to stqpport and actively participate in measures for 
the eoonomie development of the area. Any positive advantage from 
^̂ ônsion of economic assistance is likely to come only when there is a 
wider harmony of political interest* This wider harmony will be fortified

1 3 5  *The Boononist”, 20th January 1951t P* 146«
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and Iniantifiad hj aatmlly adTaataga<ma aeonoaie ralationt axid )>j 
Australian seoaoaio asslstanos, Vut it oaa hsrdi/ bs srsatsd b^
•ooncMsie rslations and ssononie assisianes alons. Bsarlni; la nind 
tbs narrow Units to Australian eapaslty to sztend soononie aid or 
to fostsr sî nifioant oeononis adranes throuî  eonrnsreial rslations, 
Australian forsî n seononie pollej nî bt find it increasini:!/ futile 
to lû p the countries of ak>uth->east Asia indiseriniaatel/ tocotber» 
and the question nî ht more elsarly become» not so nueh whether» as to 
what extent and on what inrounds to disoriainate anon̂  South-east Asian 
oountries*

Australia's foreiî n econonic policy ni|(ht therefore be eiqpeeted
to derelop aocordin̂  to two lines of eaphasis* fhe first - and outer -
line will diTlde coimninist countries, as the presuaed potential aaeaies,
from Meaooratio” countrios, as the presuaed potential allies* !hie
second, inner line night draw a more subtle, less sharp line between
those countries, for ezaiqple of Conaonwealth Asia, which haTs close
political ties with Australia, irrespectiTS of econoaio relationships,
and those which hsTe mot. lerertheless, ersn the first line aight net
be inflexible and unchanging* A Tito in the fhr Bast is perhaps no less
possible than a Tito in Burope* Initially, the Mensies t̂ OYsmaent seeaed
committed to no sharp exclusion of Connumist China froa contact with
Australia* On 9th March 19^» Mr* Spender said that

**we should like to think that the Chinese Coaaunists would 
look for the sympathetic help of the Western deaocraeies 
in the work of uniting and rehab il i tat iig their oountry"* 13̂

At the fifth Session of the Oeneral Assembly, he said, on 21st September
1 9 5 c, thatI

"Ati8tralia**.had no quarrel with Ck>ammist China beeauee she 
wae Oonaonist* they would be able to oe-operate with her if

136 fhrliaaentary Debates* 9^^ March I9 3 0
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nkm b«hftT«d Ilk« a truly «ov«r^lfn Stat« and follow«* 
a policy of toloraneo* Ooaaimiot China had h«r dastiny 
in h«r own hands* Sh« oonld siibordlnat« horsolf to th« 
loaders of Sori«t ftnssia or pnrsna an ind«pond«nt oonrs«* 
doaline vith all nations on an «qnal basis of international 
law - a choioo, indeed that was open to Inssia and all other 
Comnranist States^* 157

fhe Chinese interrentlon in Korea has, however, reduced the possibilities 
of any friendly eon tact between Australia and China in the near future*
In any event, however. Hr* Spender's general stateaents of willingness to 
co-operate with China were not aeeospamied by any attempt to extend 
recognition to the Cemranlet Sovemment; and this refusal of recognition 
has been maintained, despite growing public pressure in Austnlia that

1 3 8

^recognition would be a realistic and constructlvs course*** ®ie outer, 
aati-conmuniet line remains', therefore, sharply drawn. M  the sans 
time, ths argument for some inner line has not been weakened* It would 
be false to assume that the *• democratic** countries of South-east Asia 
must inevitably and invariably find their closest political links with 
the countries of the Western bloc, including Australia, rather than with 
one or more of the Soviet group of countries, or with some other grotq), 
hostile to Australia, which might subsequently form*

Much of the Australian policy in South-aast Asia was Initially 
inspired by Japanese aggreesion and the need to guard againet its 
repetition* It therefore seems appropriate to consider here the line« 
of Australian foreign soonomic policy towards Japan Itself* It must 
of course be borne In mind that, during the whole period sixuss 1945# 
Axistralia has been sn occxq)ying power, and there mi^t be some marked

137 As reportsd in **fhe Timas*», Xiondon, 2?nd September, 195®
138 Ibid*, nth January, 195̂ *
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ehugot In Attstrallim policy cxiA when a paacc treaty 1« finally 

eonclndad. Icrcrthalcsa, soae fcatnraa of Australlmn policy in the 

occT5>atlon period vlll prcflcaably contlxwa to hare an inflnancc - thon^

It Bay ba not a daoltilTa Influmeo — in the long-tam.

fhe two xaaln faattiro« of Auatrallan policy toward« Japan, ao 

axpreteod, for axM^lo, on the fsT Baatom Conralialon, the Allied 

Connell for Japan, and at the BrltisH OoBraonwealth Conference on the 

Japanese Poa.ee Settleaent in 1947* h?we beens
(I) To entnre that Japan eonld newer again rebtiild her 
Bllitary and econoBlc potential to the extent that she 
eoT3ld reenae her policies of aggression; and

(II) To reestablish and »elntaln a wlable Japanese econony.

These were broadly the policy ohjectlwos of other PEC conntrles also, 

Inolnding especially the United States. Bnt while Anstralla placed

amoh the greater esiphasis on security, the Thiited States placed Increasingly 

heawy ea^asls on wlablllty. for the United States, this was under

standable, firstly, for econoalc reasons, because shs was bearing the burden 

of supporting the Japanese econoosy. But it also bseaiie Increasingly 

understandable for foreign-policy reesont, because the United States becaae 

steadily bo re conrlneed of future Japanese friendship, and rapidly no re 
dubious of the friendship of the Sowlet Union and then of China, In the 

PWr Bast. All of these points appealed to Australia with naoh lees force, 

at least until the Mansles Sowemiaent took office at the end of 1949# or 
Bore clearly, until the outbreak of hostilities In Korea some six Months 

later. Howewer, prior to 1949 at least, the differing ei^phaeie in 

Australian and ^ited States policy st length aaounted to a fundanental 

dlffsrsnoe In the approach of the two countries.
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Hov vat this dlffsrsxios szprssssd In praotiesT flrstljr» Instralia 

insistsd that Japan asks siibstantial dallTsriss of indnstrial a ^ p -  

aant as reparations, the aaonnt of the dallTerles to he detemined 

hj the excess of existing capacity orer the desirable lerel of lon^- 

tern production in a vide Tariety of industries* Her

ohjectiTe was to strip Japan of essential industrial war potential» 

and also, it seens, to build up the other econoaies of Asia and the 

last, partly no doubt to help strengthen them against any future 

Japanese aggression* Australia does not seen to hare be»n anxious for 

any sid>stantial*deliTeries of industrial equipnent for herself, but 

on the contrary seeas to hare been prepared to make her share available 

to the Aslan and Ihr lastem aenbers of the Ihr lästern Oonaission*

The United States, on the other hand, insisted on a steady scalinc- 

dovn of proposed reparations dellTeries and the reaoTal of restrictions 

on the lerel of Japanese industries, in order to proaote reconstruction 

and ensure long-tern Tiability*

Secondly, the United States wanted full and speedy restoration 

of Japanese trade, and, as one neans towards this end, wanted flO and 

other countries to extend to Japan reciprocal aost-faToured nation 

treataent* Australia participated in discussions which led to the 

conclusion of sterlin4̂>area trade arrangenents with Japan, thoui^ she 

nay initially hare done so with scae reluctance* She was anxious to 

find narkets in Japan, especially for Australian wool, but she seeaed 

auch less anxious that there should be a resumption of pre-war Japanese 

exports to Australia* The recent flow of trade between the two countries 

has been consideM)le, with, howerer, a wery large balance in fawour of
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Anfltralia« Anatraliaa «xports %o Japan vera Taluad at Aà7*4 nillion 

in I94B-49 AA 24 ail lion in 194^^0* laq^orta froa Japan wara 

£41*7 Billion in tha foraar raar, and wara mnninr at tha rata of
1 3 9

£47*3 Billion in 194^9^* Xn tha aarliar postwar /aars, Australian 

ifi^ort»!loansin£ restrictions ware applied to Japanasa coods with snoh 

saTarity that onl/ highly assautial foods wars licansad. Haeantl^, 

thasa rastr lot ions saea to haTa baan ralazad to soma aztant, althoi^ 

a careful test of essantiality ia still appliad. In Tory larfa aaasnra, 

of eoursa, thie is a reflaotion of Australian eurraney diffieultios, but 

thara aay also be a political alaaent aizod ytp with it. Australia has 

also consistently and stronfly opposed aztansion of reciprocal most- 

farourad-nation traataant to Japan. Once afain* ooaaereial eonsidarations 

nay hare detarained this attituda rather than foraign policy, but, if that 

is so, thosa responsible for foraifn policy either hare been prepared to 

concur in, or have had' to yield to, tha oomnarcial view.

fhera is a third point that Australia has consistently opposed 

Japemess observer representation at international economic afenoies, at 

least until a peace treaty is signed. ^ i s  diffarenea with the United

• ! . f  ■ r-

1̂  ^

States ia presumably not so fundamental, however, since it is clear that 

Australia would welcome Japanese representation in any world security 

organisation, including tha economic aganoias of that organisation, once 

a peace treaty has finally been concluded. However, it may be recalled 

that, in the Trade and iis^loyment Confersnees leading to tha ITO ^lartar 

and Qa TT, Australia insisted on a wide drafting of Article 99 of tha
.:v  ‘  '

X39 This is an approximation based on the value of imports during 
the first nins months of 1949*90 •
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Cbmrt%T and tha eoâ sarâ la artlela ©f (UTT, larraly »© that aha ccmld 
apply raatrletlona on tha axpcrt of *»atpata«lc* aatarials to hoatila 
eonntriaa • and tha had Japan tpaoifioallx in Bind* If this attitnda 
paraitta, it a^aata that Auatralian eo-eparation with Japan, within 
tha Intarnational aeonoBide â n̂eiaa or outaida than alight ha warjr and 
haaitant, e8paoiall3r whan aaearit/ faara ara llnkad with nlaciTino 
ahont anj fnll-acala Japanaaa ra-antxy into tha Auatrallan isport 
B&rkat*

What eicargaa from tha forê oiiiŝ  la that, to data, Anatmlinn 

pci lex has haan far from axtandin#( a randy walaoiie to tha Japanaaa to 

raawM a atroni: plaea in tha world aaonooy. It la too toon to any 

«bat Anatmlin*a futnra policy will ho now that a Paaoa Tmaty and a 

aacurity aisraanant hatwnan tha Uhl tad Stataa, Anatralia, and Haw Zaaland, 

aaaa at Inat in Tiaw. Ho dataila of aithar of thaaa inatriMianta ara 

yat aTailahla, hut it aaana prohabla that tha Panoa fraaty will allow 

Japan to naintain and axpand har foraidahla indnatrial potantial, and 

will plaoa faw, if any, raatriationa on Japan* a n^jht to rahtiild har 

araad atrancth. Moraowar, throu^ tha United Stotaa, Anatmlin nicht 

find haraalf laaa tha anany and »ora tha ally of Japan, linkad in aonnon 

oppoaition to Oomannias in Aala* Such a poaitlon would aao» to nail for 

a radical rariaioa of Aviatralian foralyn aoononio polloy towarda Japan,

aa it has haan axpraaaad tinea 1949*

Anatralia*a creataat affort in Sonth-eaat Aaia - tha Oolonbo 

Plan and asaoelntad aotlTitiaa - naad inTolra no aid to Japaa, tinea aha 

it alraady hi^ly daralopad indnatrinlly and hat an abwndanea of toehnienl 

^ l l a *  But ai«ht JiQ>an ha axpaetad to aona into tha Pina, and othar 

pro^raBBta for aeononie daralepsaat in Souib-aaat Aaia, aa a donor
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partieipant - of eapltal porhapt, and of toehnleal knovla<f̂ #T If 
that ware to happaa, Japaa al^t axtaad bar iafloaaea la üoatb*aatt 
Atla aora rapidly thaa tha Aaatraliaa doTaraaaat would hawa wlahad.
A|̂ la» what 1« to ha tha Auatrallaa attltnda to Japaaaaa trada? Will 
Australia aucourâ a Ita full raatoratloa and axoanaloa In Soutb-aast 
Asia, and gira a laad Itaalf hy opaalâ  Auatraliaa aarhata on a haaia 
of aqualityT It alght ha notad that, if tha Paaaa Traaty proridad for 
axtansion of raeiprooal aoat-faTourad̂ nation traataant to Japaa, It 
oould praauaably do ao only in prlneipla, and would hara to proTida for 

tariff aagotiationa to ha oonduetad at acna latar ataga* 
Praauaahly it would ha only at thoaa latar nagotiationa that tha 
Australian attituda to two-way trada with Japan would ha nada wholly

a

elaar. Fro* tha axport aide, it Auatralia likaly to permit at fra® 
axport of Auatralian goods, including such raw or partly aanufaeturad 
natariala at Iron ora, pig Iron, and ataal, at aha panoita to othar 
aountrlaa? If Auatralia agraes to al’i ow Japan tc rahuild har industrial 
potantial and arwad atrangth. If aha aeeapta a pact with tha thiitad 
as an adaquata aacurlty guarantaa, and aaoaeially If aha goas furthar thaa 
that to aooapt Japan as an ally through thair eownon all lanes with tha 
Unltad Stataa, tha logloal anawar to all thaaa quaatlona would aoan to ha 
in tha affirwatlTa. (̂ ita apart fron any eonmarelal oh.laotiona, howawar, 
thara la in Australia a powerful raaldua of political hostility to Japan 
whi(̂  would aaka a foreign aeonoaie policy of unqualifiad oo-oporation 
with har difficult* And yot it would scan an unraasonahla eourao for 
Auatralia to aeeept a security ayetee which includes a atroi« Apen, and 
than to siA>̂ #et that ayaten to eontinuliyr strains thronĝ  aconoslo policies 
of dlaerininatlon and restraint* Beyond that, we ean only conjecture
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about th« futura linet of Australian forai#:n-aoonoiiie policy toward«

Japan.

This ssetion on praooet^atlon with Soutb->aast Asia has eoTsrsd 

a atnibor of topics. But its vain sn^hasis has bean on extension of 

eapital and technical assistance to Soutlv-east Asian countries. To 

conclude It therefore, it se^ms appropriate to quote a oowr.ent nade 

soné years 9 ^ 0  by Mr. Herbert Bsis, to the effect that:

"Unless the action of nations is iroTermed by a resolute 
wish to liTs in peace and trade with one another, forei^ 
inrestnent, of Itself cannot create reliable ties. On the 
contrary, it is likely to serre as fuel by which the spirit 
of nationalisn can be nursed into brl|iiiter flans.....

"Tarious foreign countries who after the wstr regarded 
Aaerican capital as a blood transfusion that would restore 
thea to hesilth sans later to regard it as an infection in 
their systems, and turned against it in hate". 140

Australia is not likely to extend loans and credits to South-east Asia

on a scale which will inpose interest burdens in any way comparable with

those borne by Buropean countries on United States loans in prewar years.

HsTertheless, eren grants - ^ I c h  will presumably f o m  the bulk of

Australian assistanos — nust bs handled with discretion if they are not

to breed resentment instead of friendship. The experience of the 1948

Ooodwlll Niesion 1« a warning that a carefully co-operatiwe epproach to

South-east Asian economic dsTslopaent is essential, and that plane for

economic derelopment must be carried forward in intimate consultation with

gowemments of eq.ual status, without conspicuous display and without real

or apparent political "strings". Bren if all precautions are taken, the

extent to which economic aseietanoe can of Itself create, strengthen or

1 4 0  ?.l., SlBwrs of fmeo*, Mtm Tork, 1944. PP* 102 u d  106.
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■alAtain politleal aaltj ■nut not ba oTeiw^gtlmatad. A broadar 

■pproaeh will ttlll be needed, vhleh tnkee earefnl neeount, nftt 

onlj of the eeonomie needs of Sontbi^eaet Asian eonntries, but of 

their political attitudes, anbltlons, and antipathies as well.

In proportion as the effectlTeness of Australian foreign 

economic polio/ in South-east Asia falls short of expectations, 

the importance of strezafthenii^ relations with the territories on 

Australia's immediate northern approaches will be increased. It 

is to a consideration of Australian polio/ in relation to these

^•^ritories — the foreii^n island perimeter — that we shall now 
turn.
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6. Thft Island Perimeter

Around the Australian coast from the north-west to the far

south-east runs, lik e  a protective rampart, a chain of island

territories over \vhlch Australians, ever since colonial dajrs. have
shown a close and nervous concern. The annexation of Sew Quinea in

the 'ei^tles of last century was spiritedly advocated hy Australi^s
»’for the purpose of keeplrg l>ad nei^l)0iir8 from coming near them»» -  in

other words# to prevent the island perimeter from becoming a springboard

from which an enemy could launch an attack on Australia. This

Australian an^dety about the island perimeter persists. In speaking

of one territory in the perimeter. Mr Spender said in November 19̂ )0#

that ”to us# Dutch Hev; Guinea is  and must remain a v ita l  area to our14 2
national security which is  the sxqpreme interest of any nation” .

Many islands comprise the perimeter. Many governments 

p ^ tic ip a te  in their control. The perimeter commences (for our 

purposes here# at least) with Portuguese Timor, to the north-west of 

Darwin# and extends through Dutch hew Guinea, the Solomon Islands, the 

Bew Hebrides# F i j i ,  and Hew Caledonia to Hew Zealand, about 1000 miles 

o ff the south-east coast# Hew Zealand alone is  fu lly  self-governing.

In what follow s, accoxmt w ill be taken, f ir s t ly ,  of Australian 

relations with those territories governed by non-Commonwealth countries, 

secondly, of Australian participation in the South P acific Commission 

which owes i t s  creation to Australian and Hew Zealand In itia tiv e , and, 

fin a lly , of the special relationship existing between the two Dominions

141 Statement by oir Thomas Mcllwraith. pre-Federation Premier of

Queensland, quoted in i g ^ ^ ^ l i a m -ntary Debates
142 House of Representatives# 28th Hovem^r. 1 9 ^ ,
Nineteenth Parliament. F irst Session 1950 (Second Period). Ho.5 6 , p . j m .
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of the South Seas*

The strategic significance of Portuguose Timor# ivhich f e l l  

easily to the Japanese in 19421 shortly sifter a small Australian force 

had arrlTed to strengthen the Portuguese garrison# was emphasised hy 

the war« From Timor# air attacks were launched on northern Australia  

and# for some time# i t  appeared as a possible stepping-off point for a 

Japanese inTading force* A wartime agreement between Australia and 

Portugal contemplated more intimate defence# commercial and a ir -  

communications relations between Australia and Portuguese Timor on a 

long-torm basis*

After the war# the Australian Goyemment sent a Consiil to D ili  

to establish continuing contact with the territory# and periodically i t  

seemed that there were attempts to improve economic relations* For

example# on 6th June# 1947« Dr* Svatt said

**On the suggestion of the Australian Consul at Dili#  
the Governor of Portugese Timor has been invited to v is it  
Atistralia* The invitation has been accepted# and i t  is  
expected he w ill arrive in Australia on a ootirtesy v is it  
eeirly in June*

*'The Governor has expressed his appreciation of the 
interest taken by the Australian Government and by the 
Australian Consul at D ili in the promotion of trade and the 
improvement of oo munioations v̂ith Portugués Timor* I t  Is 
hoped that# as a result of his stay here« more can be done 
in this direction. Besides permitting an exchange of 
factual Information regarding conditions in Australia and 
Portuguese Timor# the v is i t  may also fa c ilita te  preparations 
for formal discussions on the basis of a war-time \mderstanding 
bet\' êen the Australian and Portuguese Governments under vdiioh 
the Portuguese Government agreed in principle that relations  
between Australia and Portuguese Timor in respect of defence# 
commerce and air comsunications sho\ild be discussed and made 
closer” . 14J

The Governor*s v i s i t  seems to have achieved nothing substantial*

14  ̂ Parliament ary Debates# Yol* 192# p* ^692*
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Bor Is there ary record of ary auhaequent "formal dlacussiora" on 

economic and other relations. Auatralia made supplies availahle to 

Portuguese Timor in the course of normal trade and, on occasion, 

after 1945, released scarce goods for export to the Territory, as 

a concrete gesture of assistwice towards the Territory's reconstruction.

A regular air serrice was also estahllshed hut was followed hy no 

marked Increase in tr a ffic  to and from Australia. Beyond these few 

relatiw ely insignificant deTelopments. relations do not seem to hare 

differed materially from those of pre-war years. In March, 1950,

Mr Spender said that "we cannot he passlre ohserrers of any doTalop- 

ments in Timor, the Hew Hehrides and Hew Caledonia that m i^ t have 

unwelcome conse<iaences for Australia. But that is  negatlre; we are 

prepared posltlTely to join with the gorerments of these countries in 

arrangements of nutual economic and security •benefit".

Concentration on problems further a fie ld  appears. howsTer, to have 

prerer-ted any significant recorery of the lapse into pre-war inaction.

One point which should nevertheless be noted is  th at, throughout the 

period since the end of the war. during most of which the Portuguese 

Monetary Area as a »diole was treated as hard. Australian import- 

licensing policy made a special exception of Portuguese Timor and import 

licenses were Issued freely for products of the Territory. This 

exception was deliberately made for reasons of foreign p o licy, to 

assist the economic position of the Territory and to promote co-operation

144 A limited prograsme of long-term f
Implemented hy the Portuguese Govamment hut. I t  o r o v l^ n
active asslstamce by the Australian Government, apart fro p 
of supplies on a co’rmerolal basis.
145 "Current Botes on International A ffairs", February 1950. p. 164.



with Australia«
Co-operation with the major foreign territory in the area 

_ 7,ench Hew Caledonia - seems to haws been pursued more energetically 

though still without substartlal results. How Caledonia was nerer 

OTerrun hy the Japanese« and depended on Australia for the hulk of 

her wartime supplies. An AustraUan Consulate functioned in the 

Territory during the War and, peace came, turned its attention to

Inçrowing longer-term political and economic relations between the

Territory sJià. Anetralia«
How Caledonia’s more serious postwar economic prohlems

were« firstly» a serious shortage of coal, and secondly, a large

nogatlve balance of trade and payments, especially with Australia.

The t'ro problems wore closely linked, for suupllos of coal determined

the output of nickel, which in turn was the Territory’s largest export

Industry. Australia had been the usual supplier of coal. After the

war. however, the tremendous expansion of Australian Industry,

combined with persistent industrial disputes on the Australian coalfields.

created coal shortages in Australia, and regular, adequate supplies

were no longer shipped to Hew Caledonia. Post-war Australian coal

exports ran at something over SO,000 tons annually, as compared with

annual requirements of 40,000 tons if the Hew Caledonian nickel

Industry were to operate at moderately full capacity. As Australian

supplies continued to fall short of requirements, the How C^edonian

balance of payments position became progressively more acute. There 
14.6 An article in "Overseas Trading" of June 1948 included the comment 
that! "How Caledonia’s principal economic problem at
exchange, particularly Australian. Dollar funds accumilated during the war 
have been largely exhausted in the post-war buying boom, and the usual 
incoDie from nickel sales is not eskmed, duo to low nickel siatte production. 
Increasing chrome production only partial^ offsetsa p p e w r ^ t  Hew Caedonla’s future ability to buy a^oad will depend 
largely on coal from Aastralla..." (Tol«2»^Oil»_P^_^2^
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is  ovidonco (for example, the trade mission mentioned holow) that, 

perhaps under pressure from the French minister in Australia and advice 

from the Australian Consul in Noumea, the Australiah Government 

atten5)ted to incnease coal exports. Some Increase did occur, 

especially during 1948; hut supplies f e l l  avray again later and United 

States assistance vihich enabled New Caledonia to import United States 

coal with N.R.P. funds was a valoahle supplement. When Australian 

supplies of coal were increased in 1940, especially from open-cut 

Queensland mines, some criticism  appeared in the A-astralian press against 

export of coal while domestic shortages persisted. No attempt was 

made to answer this criticism  hy appeal to the need for the closest 

possible p o litic a l association with the Territory.

As already stated. Now Caledonia’ s annual coal requirements 

were only 40.000 tons. This was only a fraction of one per cent of 

to ta l Australian production, and it s  oaq)ort could have made l i t t l e  

real difference to the Australian sxqpply position. Moreover.

Australian supplies averaged, in any case, more that 20,000 tons 

annually, so that a firm guarantee to supply a further 20.000  tons 

would have fu lly  met New Caledonian needs. This guarantee was never 

given, presumably because foreign-policy considerations had to give 

way to the supposed pressure of the supply position. We have therefore 

the following situation. New Caledonia was recognised as p o litic a lly  

and strategically  important to Australian security; i t  was a territory  

with which the Australian Government had declared it s  readiness to 

co-operate closely in economic and other relations; and Australian

o ffic ia ls  reco^aised that lack of Australian coal was at heart of
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the Territory’s economic difficulties# Despite these considerations# 

the Australian GoTemment was unahle to guarantee to suiply annually 

- for cash# not credit - an ar.̂ ount of coal equal to #01 per cent of 

annual Australian production# This may he a token of the immaturity 

of Australian foreign economic policy« which might» one is led to 

suspect» often not he implemented when some economic sacrifice is 

inrolTod or might he alleged hy the Australian public or press#

Apart from coal» New Caledonia depends on Australia for a wide 

range of consumer goods; hut her exports find only a limited market in 

Australia# The resultant large imhalanco of payments complicates the 

Territory’s general balance—of—payments position euid the problem is 

sharpened during any period of French shortage of sterling# Over a 

period of years« the Hew Caledonian authorities» Australian Consuls in 

Noumea* and private Australian interests examined the possibility of 

expanding Hew Caledonian exports to Australis of siich commodities as 

iron» manganese« coffee» timber« and one or two other items# Some 

trial shix>ments were made* and some Australian companies took an active 

interest in the Territory’s potentialities. In January 1948« the 

Australian Government sent an Bconomic Mission to the Territory« 

consisting of officials from the Department of Commerce and Agriculture# 

the Forestry stnd Timber Bureau» and the Co monwealth Bank» to examine« 

in particular» the possible expansion of Australian imi)orts of How 

Caledonian products» the problem of coal supplies« the financial 

position of the Territory« and the long-term market for Australian 

exports. The Mission and its work received little publicity« and it 

Ight have achieved results which are not on public record; but



459

puDllshod material and trade figures show no marked derelopment of 

Hew Caledonian-Australlan economic relations as a result of the 

Mission* 8 T ls it . Later in the same year, howerer. i t  was a.nounced

that J

-The f ir s t  shipment of half a million super feet  

in .two months«

"It is  understood that Australia is  
other L m o d itie s  to Hew Caledonia in exchange for the timber . 147

I t  is  not clear how far the Australian GoTemment gare any actlre
encouragement or support to th is  project; but Imports of undressed

timber from Hew Caledonia, which had areragod only ?.747 super feet

annually in the four years from 1944-4<̂  to 1947-48. rose to 866.515

3 .per feet in 1948-49. On the other hand. Australian coal exports.

»rtilch in 1947-18 had reached 55t828 tons, f e l l  avray again to l i ,666

tons in 1948-49. In October 1949. the Hew Caledonian Govamor-
General (M. Pierre Coumarie) and his wife made "an e i g h t - ^  goodwill

visit to AustraUa as guests of tbs C o m m o n w e a l thGoTemment", and
discussed the prospects for expansion of two-way trade. But. once

suhstantied results v/ere not apparent.
All this suggests that the Australian GoYemment has deYeloped

an enlarged understanding of the problems of the Territory and has 

shown an evident readiness to consult regularly and sys^athetically  

with the Caledonian authorities. Beyond th at, however, the evidence 

would not seem to ju s tify  any claim that Australia has applied any very 

active foreign economic policy to i t s  relations with Hew Caledonia,

147 ”The Sydney Morning Herald.**# 21st June 1948.
148 IMde# 14th October 1949.
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that »ho has actlToly pr^toted any close ĵcot ofoio a llia n ce# or that 

ghe hag offered to make any energetic co-operatire a:)proaoh to a 

solution of the Territory’ s eoomercial and derelopgiental prohlema« 

is  ir a ntaaher of other inatanoeg, iogtraliac policy hag not paggod 

offeotiToly heyond r<3COgrltlon of the neod for a certain course of 

action to tranglato that r cOtrition into a concrete and offeotlYc 

progTanone of action.

With tho third* and largeet foreign territory in the area*

juteh Kew Guinea* any worth-v/hile ecoromic relations hare been 
149

ImponBible* I t  la  a territory of thick juntio* d iffic u lt  laountaing* 

and extonslTo sivonpa* almost T«holly ordeYolox)od end of ferine only a 

liinited potential for deYelopoont in the Irmedlate futuro. Augiralian 

intermit in ecoromic deTelopoent of the Territory hag been expreoged 

ttftlrly throutii the South Pacific Co'UilsaiOD* vAich i t  w ill be ugeful 

to cor aider at thio gtago*

Ubder the heading of ’’ .olfare and idvaftcetaont of Satire Peopleg 

of the ia c if lo ” * Claugog ZB to of the iugtraliar-^ew ^ala^d  

AgreefBont of 21gt January 1944 forghadowed the eotabll rhaent of 

maohir^ry to extend the doctrine of “truetoeghip^* and to aohiere '•the

149 "The Soonomist" of 6th January 19’̂ 1 c<Macnted thats 
"TTio wegtorr half Of Bew Guinea* •• hag been t»der imtoh adminigtration 
since 1897* as port of the Betherlandg Sast Indies* Up t i l l  the end of 
1948 rery l i t t l e  was acco i>li3hed* principally beeause the GoYomme/1 did 
not see i t s  way to making the necessary extensiYo surYcy of a country 
which looked 00 unrromlsing and unprofitable* Mow clrcumatanooe haro 
changed and# since ]>oceaber 1949* whor Blow Guinea became an autonomous 
territory within the Kingdom of the Sethorlanda* Golland has seriously 
undertaken to dorelop i t s  161*789 square miles of torritory and to puah 
on T/lth asoleting its  1*000#000 natire Inhabitants* The GOYomoert 
frankly ridmits huYing more or loss negloetod this p^rt of i t s  colonial 
en5>lre up t i l l  now" ( p -^  26)



welfare of the native peoples and their social, economic and p o litic a l  

development"^'’°  Clauses JO and J1 provided sp e cifica lly  for a "South

Seas Hegional Commission” f as follows:

"JO. The two Sovemments agree to promote 
at the e arliest possible date, of a regional organisation with 
advisory powers, which could ho called the South Seas 
Commission, and on which, in addition to 
Australia and Few Zealand, there might ho 
tivos of the Sovemments of the Ttoited Kingdom, Md ®
States of America, and of the French Committee of Fational
Li*b0ration.

” 51. The two Groveimments agree that i t  shall he fiinction 
of such South Seas Regional Commission as may he estaMished to 
secure a common policy on so cia l, economic ^ d  .
development directed towards the advancement and »«1 1 -^ ® ^  
the native peoples themselves, and that in particular
conmission shall -

(a) recommend arrangements for the participation of natives 
in administration in increasing measure i^th a view to 
promoting the ultimate attainment of self-gover^ en t in ^ e  
form most suited to the circumstances of the native peoples
concerned;

(h) recommend arrangements for material development 
including production* finance, communications and marketing,

(c) recommend arrangements for co-ordination of health and 
medical services and education;

(d) reconsnend arreaigements for maintenance
U  standards of native welfare in regard to labour conditions 
and social services;

(e) recommend arrangements for collaboration in economic, 
so cial, medical and anthropological research;

(f) make and publish periodical reviews P^°sres3 towar^  
the ^ elop m en t of self-governing institutions in the is l^ d s  
of the P acific  and in the improvement of standards of liv in g ,  
conditions of work, education, health and general welfare .

150 Clause 28 of the Australia-Few Zealand Agreement of 21st January, 1944
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4han tho A^eamont ostabUshing the South Paoifio Oommiesion 

iiaa drewn up end ei^pied in Oenberra on 6th February» 1947» It oontained 

the same amphasle on "material development”* The powers and functions 

Qonferred on the Ck)mmlosion under Article Tf of the Agreement werei

(a) to study» formulate and reoommend measuree for the 
development of» and where necessary the co-ordination of 
services affecting» the economic and social rights and 
welfare of the inhabitants of the territories within the 
scope of the Oommiseion» particularly in respect of 
agriculture (including animal husbandry)» communications» 
transport» fisheries» forestry» industry» labour» marketing, 
production» trade and finance» public woiics» education, 
health, housing and social welfare;

(b) to provide for and facilitate research in technical, 
scientific, eoonomic and social fields in the territories 
within the scope of tho CJommission and to ensure the

of co-operation and oo—ordination of the activities 
of research bodies;
(o) to msike recommendations for the co-ordination of local 
projects in any of the fields mentioned in tho previous sub- 
paragraphs which have regional significance and for the 
provision of technological assistance from a wider field not 
otherwise available to a territorial administration,

(d) to provide technical assistance, advice and information 
(including statistical and other material) for the partici
pating Gk>vemments;
(e) to promote co-operation with non—participating Qovemments 
and with nox>-govemmental organisations of a public or quasi- 
public character having comnu>n interests in the area, in matters 
within the competence of the Oommission;

(f) to address enquiries to the participating Qovemments on 
matters within its competence;

(g) to make recommendations with regard to the establishment 
and activities of auxiUsury and subsidiary bodies.

1 5 1  It should be noted that the Oommlssion*s territorial scope includes 
"all those non-self-governing territories in the Pacific Ocean which are 
administered by the participating Oovemmente and which lie wholly or in  ̂
part south of the Biuator and east from and Including Netherlands New Guinea 
(Article II, 2). Portuguese Timor, for example, is therefore outside the 
scope of the Oommission.



Iho referanoa in the Auatralia-Maw Zaalmnd Agraamont to the 

promotion of aalf-govamment» has ociipletalj’ disappaarad* The 

Oommisalon, as finally oonstltutadf is antiraly an aoonomio and 

social body« Iha Oonfaranoa which draftad tha Ooomission Agraament 

in January^Pebruary 19^7» daoidad that tha Oonnisslon's immediata 

projaots should ba within tha fialds of agrloultura, aoonomios, aduoatlonal 

and social davalopmant, fisharies» forastry, health and madical sarvloas, 

and labour and labour conditions« At its aarly 3assione, the Oommiseion 

idantifiad tha projects to ba undertaken within these fialds more 

pracisaly« Tha Third Session, for azampla, approved twenty-eight 

separata health, aoonomio darelopoient, and social projects, and estab

lished a statistical sarvica« Among the aoonomio projaots ware in

cluded euoh undertakings as (1) ”a study of atoll and low island 

economy, designed to improve cash and subsistence crops and handicrafts, 

to widen oomraercial opportunity and provide greater saourity for island
1 5 2

peoples", and (2) "tha introduction of economic plants from without 

the Area or transfer from within for study and improvement in special 

gardens aind aboretians looking to improvement, saving and availability
1 5 2

of such plants for distribution". The Ooomission's Budget is still 

very small, and, althou^ it was increased steadily in the Oommission's 

first two or three years, it now seems to have been stabilised« In

provision was made for an expenditure of £lVf,595 sterling, most 

of this for work of the Research Oouncil, established under Articles VI, 

VII and VIII of the Oommission Agraonent« At £1^9» sterling, the

1 5 2  "Ourrent Notes on International Affairs", June 19^9» pages
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budget for 1951 ime rlrtually unohanged, although the OcHnmieeion was 

oonelderlngf for ezamplef a technioal aeeietanoe programme which» if 

adopted» would inoreaee budget expenditure in future years*

It must be emphasised that the Oommission is a research and 

adrisory body. Ih Dr. 2ratt*s words, "it will not have executive 

power; it will be mainly a oonsultative and advisory body» consisting
155

of representatives of the Qovemments oonoemed”. Ihe projects 

undertaken by the Oommission suggest that the Oommission is interpreting 

its function in a limited technical manner, without any attempt to alter
1 5 4

the wider context of economic and political relationships within which 

the techni<iues can be employed. For example, so far» no consideration 

seams to have been given to any such more far-reaching issues as the 

development of preferential arrangements» or the formation of some form 

of customs or economic union within the region, which might be the most 

effective way of developing the economic strength of the island territories.

This introduces an interesting possibility - the possibility of 

forming in the South-west Pacific» some economic union or some eoonomio 

co-ordination among the territories» to direct ’Uieir policies of economic 

development in unison» eind maximise their comrton seourity against aggression. 

In speaking of Australians own external territories in New Guinea - which 

are an integral part of the island perimeter - the Minister for ISxtemal

1 5 5  Parliamentary Debates» 26th February» 194?» Vol. 190» p. I6 5 .
1 5 4  In reporting the First Session of the South Pacific Conference» held
in Suva in April 1950» the Department of Sctemal Affairs drew attention 
to a comment of the (^airman of the Conference that "politics were no 
concern of either the Conference or the Commission» and the matters with 
which the Conference was concerned related only to social and economic 
welfare" ("Current Notes on International Affairs"» May 1S?50» p* 529)»



465

Affairs and iSxtamal Térritorias (Mr. 3|)andar) aald in June, I9 5 O, that:

*...In any programme for economic development of the territories 
it is essential to clarify the economic relationship that is to 
exist between Australia and its territories. It is the view of 
this Ok>verment that such development should generally be 
complmaentary to existing Australian industry. Ihe economic 
relationship between Australia and the external territories will 
necessarily require to be developed in accordance with this broad 
policy. Australia is the logical market for territory production, 
and geographical and other advantages should normally ensure that 
market to the territories. However, during the initial stages of 
development, territory industry will almost certainly need a 
measure of assistance and protection which it will be the purpose 
of this Government to provide through whatever appropriate channels 
are available. Oonversely, this arrangement implies that 
Australia should expect to supply the territory requirements of 
capital goods and consumer goods, and it is proposed that this 
arrangement shall also be secured to the greatest practicable 
extent.
"The effect of the General Agreement on Thriffs and Trade and the 
proposed International Ihrade Organisation is not as yet fully clear 
in relation to the external territories, and it is possible that, 
in giving effect to a policy on the foregoing lines, practical 
difficulties may be enoo\mterod because of the limitations that 
those international commitments impose on the grant of preferent
ial treatment. However, it is the view of this Government that 
in the overall interests of Australia and the territories a close 
integration of economies is desirable and our policy will aim 
generally at this objective". I5 5

The argument for integration of the econcxny of New Guinea with that of 

Australia would seem to apply with much the same force to the other 

territories in the island perimeter. There is however no evidence that 

economic integration, affecting any territory beyond New Guinea, has so 

far been considered by the Australian Government. A partial exception 

must be made in the case of New Zealand, for, in the Anasac Agreement of

1 5 5  Parliamentary Debates, Nineteenth Parliament, First Session, I9 5 0  

(First Period), No. IJ, Ist-Jth June 195^» p. 5̂ ,5̂ « Note that Article 44 
of n o  (and the equivalent Article of GATT) allows the formation of a customs 
union or free trade area, or interim arrangements leading to either of these*
• Furthermore, Article I5  of IIO allows the Organisation* by a two-*thirds 
majority, and subject to certain conditions, to approve "new preferential 
agreements between two or more countries in the interest of the programmes 
of economic development or reconstruction of one or more of them", ^ e  
Article contemplates such agreements especially between^"contiguous^

in the "same eoonomlterritories or territories the "same .0 region'
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1 ^4 4 , tome fora of aoonomlo oo-ordtnation, if not economic integration,

wae oontanplated between the two Dominiona.
Under OUuse 35(c) of the Anaac Igreraent, the two Dominion 

OoTernmonta agreed that "the development of commerce between Australia 

and New Zealand and their industrial development should be pursued by 

consultaUon and in agreed oases by Joint planning", to carry out this 

provision and other similar provisions relating especially to defence, 

there were to be, inter alia. Ministerial conferences (it was "the aim 

of the two Ctevernments that these conferences be held at least twice 

a year"), "conferences of departmental officers and technical experts , 

and "meetings of standing inter-Oovernmental committees on such subjeots 

as are agreed to by the two Oovernraents". A permanent Australian-New

Zealand Affairs Secretariat was established.
Clause 3 3 (c) seemed to foreshadow some fora of industrial co

ordination between the two Dominions, not dissimilar in principle perhaps 

from some later postwar arrangements between Sastern airopean coiantries. 

Since the Agreement as a tdiole emphasised defence co-operation, Clause 

55(c) gave promise that the capacities and resources of the two Dominions 

would be brought together so as to develop vital defence industries for 

both countries as cheaply and efficiently as possible. The limited 

capital and labour resources of Australia and New Zealand could then be 

applied to achieve the widest coverage of essential industries, without 

dvçlication. Industries could be developed on the basis of a combined 

Australia-New Zealand market; and an effective step would have been token 

towards economic xinion, with accompanying political and defence advantages, 

After 1^44, discussions were held frequently at Ministerial and
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Q f f 1 level to ixnprov® ooonomlo and other relations between the two 
countries* The Gteremor-Oeneral's Speech of 6 th Notember 1 9 ^  recorded
that!

"In accordance with the principles of the Australian-New Zealand 
Agreement» the OoTcmment has maintained continuous consultation with 
the New Zealand OoTemment on all matters of common concern to the 
two countries in relation to the promotion of security and welfare in 
the South and South-«Western Pacific". I5 6

In April I9 A8 » an agreement for supply of New Zealand softwoods was

conoludod* Earlier there had been a long-term agreement on Australian wheat.

In June I9 A6 , two senior New Zealand Ministers (Messrs. Nash and Nordmeyer)

visited Oanberra, and later the Australian Prime Minister announced that:

■lie have discussed matters relative to the common interest of 
Australia and New Zealand, and also international economic developments 
affecting our two countries...

■Another matter dealt with was how far New Zealand resources can be 
utilised to supplement shortages in Australia and vice versa, and “the^ 
extent to which these resources can be made available to each country .157

In January 19^9, a senior Australian official was sent to Wellington for

further discussions. In general, consultation on economic and other

problems seems to have been continuous and intensive. Nevertheless, the

possibility of industrial co-ordination seems to have received little

attention. In the case of at least one industry - the alxaninixan industry -

it seems that plans could usefully have been co-ordinated but the two

Gtovemments seam to have proceeded independently. There may have been an

exchange of informaUon on this industry and on other developmental projects

through the special liaison machinery established in Canberra and Wellington;

but, if this is so, knowledge of what each was doing does not seom to have

parliamentary Debates, Volume 189# P» 
"Sydney Morning Herald", 1 5 th June 19^^»
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affected what each decided to do Itself. "Australia's bauxite deposits
1 5 6

and cheap power promised farourable conditions for an aluminixsn industry", 

and the Australian QoTemment took steps to establish such an industry. At 

about the same time, the New Zealand QoYemment embarked on a similar 

project, and in September 19^7» it was reported that:

"A big aluminim industry is being planned in New Zealand*
"More than £10 million will be inrested in construction work 

and plant for smelting aluminlixa in the far southern sounds if 
plans under inrestigpition by Aluminium Ltd«, of Qanada, with the 
co-operation of the New Zealand OoTemment prove feasible«

"Oanadian hydro-electric engineers have gone to the sounds to 
begin exploratory surveys"« 1 5 9

So far, the most apparent value of the Anxac Agreement seems to have 

lain, not in any trend it has established towards economic union, but rather 

in the impetus it has given to the formulation and implementation of a joint 

foreign policy, and a joint foreign economic policy, especially in the 

Pacific« As one commentator said, "this 'pact', though not of world

shaking significance, nevertheless reflected the Australian Government's 

belief in the value of regional agreements and the importance of small 

nations uniting their efforts to pursue policies considered jointly

advantageous' Australia and New Zealand faced the same security

problems« It was sound policy to concert their efforts towards meeting 

them« lhat was all the more important when, as Dr* Bvatt pointed out, 

British influence - and perhaps British interest also - was beginning to 

decline in Asia and the Par Bast*

Malker, op* oit«, p* 1 5 6 «
"Sydney Morning Herald", 27th September 19^7< 
dalker, op« 6 it«, p« 5 7 0 *
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"Qia loBsoning of British influsnoe as expressed In concrete 
terms of forces or economic Interests Is one thing; but any 
lessening of British Interest, evidenced by failure to give to 
3outh-*east Asia and the pacific their rightful place In British 
political thinking, Is a very different thing and should be 
guarded against* For there are now, and there will be In the 
future, area problems of great magnitude which can be satisfact
orily solved only If Britain, Australia and New Zealand make a 
joint approach towards them, bringing to boar on them the full 
contribution of experience and knowledge which each has to make"*

In other words, the major achievement of the Anzao Agreement (so far as

concerns foreign economic policy) has been the joint initiative for the

creation of the South Pacific Commission, the development and exposition

at the San Francisco Conference of a joint international full-employment

policy, and the development. In some degree, of a joint approach on162
economic assistance to South-east Asia* It may be that this co

operation Is more useful and practical than premature attempts at economic 

\mlon; It may be that the growing habit of co-operation in foreign policy 

will create an atmosphere making some progress towards economic \mion or 

economic co-ordination easier at some later stage when the security gain 

may stand out more clearly and submerge any real or supposed welfare 

loss; and, finally, it may be that, irrespective of union between 

Australia and New Zealand themselves, a joint Initiative may secure some 

form of closer economic alliance with the territories of the Bouth 

pacific which will strengthen the security position of them both*

161 parliamentary Debates, 6th June 19^7» Fol* 192, p* 5667*
1 6 2  Joint action by Australia and New Zealand has not yet been carried 
as far as it m l ^ t  be* Sven In the fields of employment policy and 
technical assistance, it is probable that, at many international confer
ences, the delegation of one Dominion knows the policy of the other only 
after public exchcurige of statements across the conference table*
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One final point to be made here - which the industrial co

ordination project with New Zealand illustrates - is that in many 

Instances there has been eomparatirely little deyelopmont of A\ist- 

ralian policy since 19^^« Principles of policy have been enunciated 

again and again, and have, for the moot part, been freely accepted by 

both sides in Parliament, but have then been implemented inadequately 

or not at all* Ihis seems true of policy towards the island perimeter 

as a whole, and, at least prior to the framing of the Colombo Plan, it 

Boemed true of Australian foreign economic policy towards South and 

South-east Asia. Ihe task for future Australian Ctovemments will be, 

not to re-state principles and general lines of policy, which have al

ready become popular cliches, but to translate them into effective 

programmes of action so that they become a living and effective part 

of Australia’s foreign economic policy.
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9* The *No-4ten*>-Uuid* of the Sgtamal Tarrltorlea»

Auetraliain policy towards Papua and the Territory of New 

Guinea has Its ehlef slgnlfloanoe for Australian foreign policy 

throu^ Its possible eonfllot with the elaims» aspirations and 

Interests of the oountrles of Asia and the Par Sast*

New Guinea was originally annexed, not for the purposes of 

Australian oolonlsatlont but simply to keep other countries out*

Mr* Hughes insisted on an Australian Mandate for Gormsin Hew Guinea 

for the same reason* The not-surprising result has been that both 

Papua and New Guinea have remained idiat we have previously oalled 

a "no-man's land" - to some extent a diplomatic liability, and al

most literally a defence vaouun. So far as New Guinea presents 

simply a defenoe problem, it is outside the scope of the present 

study* Nevertheless, the defenoe problem might be partly solved 

if, through economic development, local supplies, local industry 

and local forces eould be expanded to meet any future defence

crisis* Certainly, economic development would reduce the diplomatic
165

liability which an "empty* territory represents*.

1 6 5  Thlks between the Netherlands and Indonesia on the future of 
Netherlands New Guinea, which were held at The Hague at the close of 
1 9 5 0 , ended in deadlock* Ooonienting on this, "The Sconomist* of 6th 
January 1951 e&i<i that the breakdown of the talks

"•**meano that iiiestem New Guinea remains, at least for the time 
being, entirely in Dutch hands* It means, too, that the Dutch 
are under a strong moral obligation to develop this large and 
primitive oountry and to assist its people" (page 26)*

Ihe same "moral obligation” rests on Australia for the territory under 
its Sontrolj and this will have a continuing foreign-policy importance 
in Australia's relations especially with the countries of South and 
South-east Asia*
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In the policy of axpanslon of industry^ agriculture and 

population on the Australian mainland, one motirating element has 

been the need to show that the reeouroee of the Oontinent can and 

will be utilised fully* Ihe aame mo tire may be expected to in— 

flueaice policy in the l^rritories, eepeoially since there the 

white man is acting not — or not soley — for his own advantage, 

but as trustee for the native peoples* If the overcrowded and 

now-independent oountries of South-east Asia see a continuingly 

static, comparatively unpopulated territory in Papua and New GhUnea, 

their elaims for participation in its development, and ultimately in 

its political oontrol, are likely to become increasingly insistent.

Ihe recent unofficial Indonesian olaim, not only to Netherlands Now 

Chiinea, but also to Australian New Guinea, is not likely to be the 

last; nor are future claims likely to bo always unofficial* A 

satiafactory answer is these claims may depend to an important degree 

on the extent to which effective eooncaaio development is being 
acooB^lished in New Guinea*

There is a further point, arising from hypotheses put forward 

in the previous sections* It has been suggested that Australian 

foreign economic policy in South and South-east Asia might be 

Increasingly seleoUve in its extension of economio aid. Ihia would 

imply the development of a limited economic alliance, the members of 

»diioh would co-operate to meet a threat to the aeourity of any one of 

its members. It oould reasonably be maintained that expenditures for 

such an economic alliance should logioally be accompanied by expenditure 

for the eeonomic development of territories which are directly under 

Australian oontrol and which can be relied upon completely to play their



the sost of administration of the Territory of Papua^ the Territories
164

were required to lire and develop within their own financial resources"t 

and these resources were» of course» extremely small* Since the war» 

there may have been insufficient time for policies adoptod in principle 

to show results* However» figures so far available for post-war 

development are unimpressive« It must be remembered that» in primitive 

territories like New Quinea» proportionately large governmental expend

itures in opening up the territory are an essential prelude to effective 

private exploitation« Qovemment oKpsnditure is therefore a fair 

indicator of development trends« In any case» **information as to

private capital invested or available for Investment in tiie Territory
165

is not available'*» except in vary incomplete form« For example» in 

the Territory of New Guinea during 1948-49» "seven new oonpeuiiea with 

a total nominal capital of £1»215»000 were incorporated in the Territory» 

making a total of 24 new ocxspaniCs with an aggregate nominal capital 

of £1»456»500 Incorporated since tlie Registry was reopened on the 1st

164 Statement by the Minister for External Territories (the Hon« P*G* 
Spender}» House of Representatives 1st Juno» 1950» Parliamentary Debates» 
Nineteenth Parliament» Fir et Session» I9 5 O (First Period), No* 17» p« 5^5^*
1 6 5  "Report to the General ^sembly of the Uhited Nations on the
Administration of the Territory of New Guinea from 1st July» 1948» to 50th 
June» 1 9 4 9 "» Oommonwealth of Australia» 1949» 25* Ihe qxiotation given
here applies only to the Territory of New Guinea but could be applied 
e:iually well to Papua« The 194^1949 Annual Report on tiie latter ‘territory 
makes no attempt to assess private capital participation in the development 
of the Territory«



February, 19^* Of the oompanies inoorporated during 19^*6-49, four

were general trading ooapaniee, two plantation eompaniee and one
166

autoaotlTe engineering ocoipany”* Ikblee 17 and 18 oontain aone 

figures for Papua and New Ouinea respectively, which indicate, roughly, 

the rate of econonic development of the first four oomplete post-war

years
lhat the two Australian Territories in New Ouinea have remained

a backwater may in part be due to the absenee of any integration between 

administration of the external territories and administration of foreign 

policy* The prospects of an economic return from development may not 

in themselves be sufficient inducement to embark on large programmes*

Hie addition of defence and diplomatic incentives may bo essential* For 

this reason, the Menzies Qovemraent's origizial combination of the two 

portfolios of Ektemal Affairs and Sxtemal Territories in the one 

Minister m i ^ t  have set a valuable precedent, leading to a closer future
167

link between foreign and external-territories policy* Ikiring his

first visit to the Territories in March, 1950» Mr* Render told the

people of New Guinea that "he would try to convince the Australian
168

Oabinet to spend money to develop Papua and New Guinea". He w«it 

on to say that "other people have hungry eyes on this area", and that 

"the Australian Government regards Papua and New Guinea as of prime
168

strategic importance - territories that can be neglected no longer"*

166 Ibid*, p* 48*
1 6 7  From May 1951, the two portfolios were again assigned to separate 
Ministers*
1 6 8  As reported in the "Daily Telegraph", Sydney, 51*t March, 1950*



TÉible 17« Papua I Soonomio Progreea»

.1

1956-39 1946-47 1947-48 1948-49

Non-Native
Population

2 , 1 7 5

(1 9 5 5 )
5 , 2 5 9

(1 9 4 7 )

Sxports 
Rubber (tons) 
Copra (tons;

1 , 2 9 0

9,597.
985

4,815
1 , 2 7 5
8 , 0 9 4

1,198
9 , 4 5 8

Ibtal Trade (£A) 1, oo4,9 6 6 1,814,785 5,217,588 4, 111,597
Government 2  

iSxpendlture 
(£A) 166,550 1 ,0 3 0 , 1 2 5 1,418,074

Australian Govern
ment Grants (£A) 42,500 7 5 7 , 4 4 9 1,607,828

J

gouToof Territory of Papua» Annual Report for the Period let July, 1948, 
to 5 0 th June, 1 9 4 9 » published by the Oepartaaent of Sxtemal 
Territories, Canberra, 1949»

1. Ihis includes not only the white population but also Chinese, Indians, 
Malays, Polynesians, etc.

2. Ihis is a total figure and includes expenditure from the Australian 
Ooremment Grants set out in the line underneath* In 1948-49, the 
Australian (k>Tommeat Grant exceeded total expenditure by the Territory*
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Tkble 16» Twrltonr of Naw guinea; Koononlc Progreia«

Noa^Natire 
Population

Total Trade (SA)

Oorammont 2 
i^Kpenditura (£A)

Australian Gk)Tarn* 
mant (Grants (£A)

1958-39 1947-4e 1948-49

5.216 6,200
(1935) (19^7)

4,51^.730 3 .0 5 2 , 1 7 5 7 ,3 9 6 , 1 3 0

302,580 1 ,6 5 6 , 9 2 9 2,395,304

mm 1 .1 0 9 , ̂ 9 4 1,588,840

Souroe; "Report to the daneral Assembly of the United Nations on the
Administration of the Territory of New Uuinea from 1st July» 19^$ 
to ^ t h  June» 1949*» Oommonwealth of Australia» 19^«

1« This is a total figure oorering both Buropean and non-Buropean foreign 
population» and including» especially» a Chinese element nxMbering 1»449 in 
1955» and 1,769 in 1947*

2* Ihis is also a total figure and includes expenditure made from the 
Australian (Jovem/^ent drants set out in the line underneath*
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In this stateiattity forol©»-policy «nd dofanoa oonsiderations were 

thorou^ly mixod up togatbar. Bia graatar aaphasia was on dafonoe, 

and tha foral^pi^polioy alemant was hard to idantify praoisaly« In 

latar statamants» tha Ministar has shown tha sama impraaision in  

daallng with tha non-aaonooiio motiras Tot aaonomio daralopnant in  

Naw Quinaa*

Shortly aftar h is ratum frcHn Naw GKiinaâ  Mr. pandar» in 

rasponsa to a quastion in the Houaa, acknowladgad that "thara is  mnjtle 

soopa for anoouraging people, partioularly ratumad soldiers to go to
1 6 9

Naw Quinaa and angpiga in  primary production", and that " it  w ill be a 

▼ ary good schsna from every point of riaw to snoouraga as many
1 6 9

iustralisn s as possible to go there". At that time, what ho had in  

mind, .in ter a lia , was that " i t  w ill a ssist us to disoharga our  raspon- 

s ib il i t ie s  to the natives and to maintain this area as a stratagio
169

aone". Vftion ha made hie f i r s t  lengthy statement on the Territories 

as Minister in the following June, Mr. Speudw emphasised tha importance 

of tha Australian stake in Naw Quinea. He said that a reo ant tour of 

tha Territories had

" • • .sonfirmad the conviction I already held that the importance 
of the territo ries to Australia has not bean fu lly  appraoiatad 
and that i f  wa ara to hold these territo ries safe from extom al 
aggressors they must be developed as quiokly as o\ir resources 
permit. lhara oan ba no doubt that we must so hold the area; 
nor oan thara ba any quostion that wa shall not ba able to to 
do unless wa make tha fu lle s t  possible use of tha undoubted 
natural resouroes with which tha territo ries are endowed, lha 
present Oovamment has no illu sion s about tha magnitude of tha 
task of developing the Territories, lha task is  great, yet our 
rasouroas are limited by mcuoy factors, including our own internal 
programme of development". 170

169  Parliamentary Debates, Nineteenth Parliament, F irst Session 1950 
(First Period), Ho. 8, 19th-20th April, 1950» P- 15^5*
170  Ibid., No. 17 » Is W th  June I95O, p. 5^56.
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At the oonolusion of the same statanienty he r»>empha8ieod these points,

and, most importantly, he proposed some special means of financing

te rrito ria l development* He saids

"Australia has, in the Territory of Papua and New Guinea, a great 
responsibility and a great opportunity* n/e must make up our minds 
that the tasks ahead of us, which I have mentioned only in bare 
outline, are such that we must courageously face up to them and 
disoharge them i f  this area, v ita l  to Australia, is  to be kept 
secure and its  people gradually developed as a self-supporting, 
modem community* These people look to Australia as their natural 
protector in their interests as well as our own* é/e must got^on 
with the task as rapidly as possible* In my opinion, we should 
view our fin an cial commitments in respect of the territo ries as a 
hsust^i and as involving a different budgetary approach from the 

method that has been adopted to date* tuie cannot solve the problems 
of Hew Quinea merely by relying on revenue hand-outs by the Oommon- 
wealth* We must consider engaging in loan expenditure udiich, in 
my view, is  the proper way for the purpose of establishing capital 
biiildings and equipment in the territories"* I7 I

•

This was, however, a policy declsration on a very general plane*

«diet specific expenditures, i f  any, on eooncmiio development in the 

Territories, did the Minister have in prospect? Looking back over the 

postwar period, he noted that, between October 19^5 end June 1949, to ta l  

expenditure by the Territorial Administration had been &A9, ?00,000* By 

^ th  June, 19^ ,  he estimated that this expenditiure would be raised to 

£A14,500,000. During the to ta l period from Ootober 19^5 to June 1950,

"the revenue of the territo ry amounted to £5,926,000, and the balance
1 7 2

was made available by the Australian Qovemrasnt by way of grants"*

Sarller, Mr* Spender had already recorded that tlie Australian Oovemment
175

had made funds available "to the amount of £11,000,000", in order to 

"ro-establiah the administrations of the Territories, to rehabilitate
1 7 5

the inhabitants and to repair the ravages of war' This, however.

1 7 1  Ibid*, p* 5 6 5 2 .
172  Ibid*, p. 5 6 5 2 .
175  Ibid*, p. 5 6 5 6 .



oonoemod the past* For the future, Mr* Spender summarised the

Qovemment*s expenditure intentions ae followes

"••*lt has been estimated that a programme of hospital 
building will amount to about £7»0CX)f000, and the oost 
of establishing a headquarters settlement to replace 
Sabaul is ealoulated to oost at least E^^OOOyOCX)* Many 
other items neoessary for reoonstruotlon and development 
will involve expenditure on a comparable scale* ifixpend* 
iture of that magnitude Is clearly be^nd normal budgetary 
provleiont and the question of obtaining at least a sub- 
stantial portion of the neoessary funds by way of loan must 
accordingly be e x p l o r e d * * 17^

These expenditurea are tiny if judged by the standard of 

international grants and loans to which we have become accustomed in 

recent years* But, for territories like New Quinea, at the threshold 

of development, capital expenditures of the magnitude of those for 

well-developed countries could not be expected* ile development gate 

under way and as the population engaged in non-aubeietence activity 

increasea, the range of projects calling for capital expenditiare, is 

likely to be extended* There Is no final proof yet that the Menzies 

(loverament will pursue New Guinea development with real energy; but, 

even though the capital expenditures dieoussed secui tiny, there ie some 

real prospect that, under foreign-policy and defence pressures, the 

Menzlos Government will attempt a more sincerely progressive policy of 

economic development in the territories than has been the case in the

past«

One thing which mi^t, however, impode the Manzies Government

is the continuing insiatenoe on the role of private enterprise* As far 

as possible, the Meuzies Government will attempt only to establish an 

atmosphere in the Territories attractive to private enterprise, rather

1 7 ^ Ibid., p. 5 6 9 2 .
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than to handla the task of derelopment directly itself* In his

statement of June 1 9 ^  already qvioted, Mr* %>ender said that

”***thls Gk>Temment*s purpose will be (1) to looatoi 
assess and regulate the availability of the natural 
resources of the territories so as to bring Uiem within 
reach for development! (2) to afford all reasonable 
encouragement for the investment of private capital in 
the development of these resources; (^) to ensure that 
the native peoples of the territories shall be enabled 
to participate to an ever*inoreasing extent in the fruits 
of this development”* 175

Private enterprise is likely to be given special inducements in the
176

territories* Mention has already been made of the possibility of 

preferential tariff treatment for territorial produce entering the 

Austx*alian market* Pi seal inducements» such as freedom from direct

taxation» are also likely to be continued and perhaps extended*

If» however» private enterprise does not take the bait» what 

then will become of the Gk>vemmsnt*s policy? irfill the Government 

accept a more direct role» by starting its own plantations» establishing 

and conducting its own industrial plants» recruiting its own labour?

If» as Mr. %>ender suggests» development of the Territories is a "must”» 

this m i ^ t  be a possibility for the future» perhaps as a supplement to 

private enterprieo* But the prospect of acme Australian version 

of» for example» the British Overseas Food Corporation operating in the 

Territories has not come yet* For the present Ck>vernment at least» 

policy is likely to stop far short of any suoh expedient*

175 Ibid*, p. 5 6 5 7 .
1 7 6  See p . 4 6 5  supra.
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Chapter V II« Soae Projections of Auatrallan Policy

Looking to the future, one of the oertain features of Australian 

foreign polioy is  that i t  w ill contain an active economic oomponent*  An 

Auptralian foreign economic policy, varying in points of d etail according 

to changing conditions, is  well established both in principle and practice, 

and i t  appears, w ill be energetically implemented by future Australian 

Governments, whether of Liberal or Labour extraction. This, in its e lf ,  is  

a development of major significance, especially whan, for example, the 

fumbling relationship betwe«i oomnercial and foreign policies during the 

inter-war period is  recalled. Moreover, since the present outlook is  

that there w ill be continuing, c r it ic a l  uncertainty in international re

lations, the imnediate prospect at least is  that the economic factor w ill 

become more, ratlier than less, prcMainent in Australian foreign policy in 

the future than i t  is  at present.

Nevorthelese, Australian Gk>vemm^ts and tiie Australian people

are s t i l l ,  and probably v/ill continue to be, much more concerned with

immediate welfare than with security, and this, combined with tlie

continuing influence of liberal traditions, w ill have it s  e ffe ct on

foreign p olicy. Me may expect however that both these factors w ill

decline in significance as a habit of co-ordination among a l l  aspects

of external polioy is substituted for the habit of diversity which has

often prevailed in the past. Mhen th is trend is  completed, external
1

economic relations are lik e ly  to be substantially different from what

1 It is not inevitable, of eourse^ One possible foreign economic 
policy is deliberately to separate eoonomic policy from foreign policy 
and to apply a wholly non-disoriminatory eoonomio polioy despite any 
diplomatio conflict short of war. But it does not seem to be a likely 
policy for the «fifUes.
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the eoonomietst including the Keynesian eoonooiists, hare tried to make 
them* Australia» along with the othor countries of the Astern World, 
is likely to develop a habit of neo-aer cantili am which harmonises readily 
enou;̂  with the political traditions of Germany and, to a lesser extent, 
of Fmiico, but which is far removed from the more liberal traditions 
which formerly distinguished the British nations and tii© United States.

However, given that Australia will certainly apply a foreigi 
economic policy, what is the nature of this policy likely to be? Prom 
the experience of other countries, there seom to be five possibilities. 
Firstly, there is the policy of aggression, following the example of 
inteivwar Germany or Japan, and using national strength probably in 
conjunction with the formation of aggressive alliances. Second is the 
policy of non-disoriminatory Isolation which was followed by the United 
Statoe in the period between the wars and which assuned, firstly, a 
hi^ degree of immunity from armed assault» and, secondly, a hlĝ  degree 
of confidence in the national armed potential if the first assiBpticxi 
proved false. The third is the policy of defensive isolation followed 
by Soviet Ibis aia before 1$59# which security has to be preserved 
without any formal alliance system, since all countries are almost 
equally suspect, and in which whatever time is available is used to 
build up independent relative strength. Ihe fourth is a policy of 
defence similar to that of the United Kingdom in tJie inter-war period» 
in which a sober consciousness of national strength is tempered by 
aoknowledgnent of "Uie need for a moderate alliance and security system 
to meet the graver possible contingencies. The fifth is the policy 
of defence through a tight and elaborate system of alliances - the



policy which Jhranoa fa ile d  to apply effeotiT aly in tha face of the 

threat froo Oannany which oulninated in the humiliation of Vichy.

Of these fir e , the p o ssib ilitie s  really  open to Australia  

are lim ited. 3he has neither the disposition nor the power to apply 

the policy of H itler’ s Oensany* dhe has neither the iMnuni^ -  real 

or imagined -  nor the inherent strength to apply the iso la tio n ist policy  

of inter-war America. If» howerer» these are ruled out because of 

déficiences of one sort or another» the policy of defen sire isolation  

is  ruled out for a different reason -  that Australia has no such in

sufficiency of friends that she need resort to the desperate expedlente 

of SoTiet Russia between 1918 and 1959« 8ut a part of this third  

p o ssib ility  remains -  tha rapid expansion of absolute and» i f  poeaible» 

relative strength. This» with an alliance policy lying somewhere be

tween that of pre-war Britain and pre-war Prance suggests the following 

broad objectives of policy for future Australian GoverrjBsntei

( i)  Tb maintain and, where possible, extend A ustralia’ s 
present foraal or informal alliances so as to give a olsar 
margin of strength over her potential enemy or enemies;

( i i )  To expand absolut-e, and, i f  possible, relative strength 
by means of immigration and industrial development, so that 
the importance to national security of the possibly uncertain 
external allian ces declines in relation to the importance of 
the certain exeroise of national strength; and

( i i i )  To ereate or extend economic allian ces, including i f  
necessary limited economic or customa unions, in order to 
Biake the p o litic a l alliance system more certain and more 
fr u itfu l, while maintaining as adequate a base as possible 
for a systee of Ind^endsnt national defence.

The problem of expanding international stroagth la a defence

problem, oloeeïy related to foreign policy, but a special issue not
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germane» however, is the probable development of Australian foreign 

eoonomie policy in search of a satisfactory system of mutually^ 

supporting political and economic alliances* Some details of this 

policy can readily be foreseeni others can be the result of little 

more than oonjeeture* In what follows, the objective will be to 

minimise the range of speculation, and to oonoentrate on what can be 

said with assurance*

A certain and ponaanent background to the whole of Australian 

policy in the future will be the strong political and economic link 

with the United Kingdom* In part, this will be reflection of self- 

interest - Australia, like Prance ever since IÔ7 0 , needs the assurance 

of powerful allies such as Britain* However, it is a reflection of 

strength as well as weakness - a determination to continue to assist 

the Mother Country in the future as she has already done in two ütorld 

dars* It is this close mutual support, needing no formal instnmient 

of agreement, which makes the bond between the United Kingdom and 

Australia so strong sind its continuance so certain*

It is this same stqpport which, as already suggested, makes 

preferential or other economic agreements largely unnecessary for 

continuing, intimate political relations between the two countries* 

Nevertheless, an especially intimate economic co-operation between the two 

oorntries is certain to continue, if only for welfare reasons* Australian 

support for tariff preferences, her close participation in sterling area 

policy, her willing co-operation to solve the recovery and supply problems

of the united Kingdom, all underline Australian determination to keep intact
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the •eonomio link with the United Kingdom*

At the eame time, it is probable that eren the welfare need 

for apeoial treatment in the United Kingdom market is declining» 

Preferences, long-term oontraote, and so on are largely - thou^ not 

idiolly - an ineuranee against depreeeed market eonditlone* If how- 

erer h i ^  and stable lerels of employment and business aotirity are 

maintained in the world's major trading countries, the need for this 

insurance will largely disappear* Some special arrangements m i ^ t  

still be necessary for Australian exports which have expanded under 

the shelter of preferences and oommodity eontracts; but oven this, 

under eonditions of assured full employm^t and economic stability 

in the major trading countries, should decline in importance* The 

important thing, howerer, is that continuing full employment is not 

yet completely assured; and it seems clear that the Australian Government 

will make no concessions in the British market on general and uncertain 

arguaentation, but, on the oontrary, will agree to concessions only 

when some definite quid pro quo is in prospect* Under pressure from 

the United States and other countries, Australia agreed to some mod

ification of the principle of preference and some reduction of prefei>- 

enoe margins, in negotiations under ITO and GATT, but full compensations 

were obtained in the United States and other markets, and the Ibrquay 

negotiations suggest that the effective limit of preference concessions 

may now have been reached* However, United States pressure for reduction 

or elimination of preferences — thou^ it may be somewhat less energetic 

than in 1^45 and 1946 - still persists, and also - although the movement 

now seams less active than in, say, 1949 - the project for dfestem
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liuropean intagration may yat affaot praferenoea from anothar alda*

If any oonorata plan for Waatam Suropaan Intagration did amerga and 

Unitad Kingdom participation war© aonaidarad aaeantial» aa wo might 

auppoao i t  would ba, aomo aurtailmant of Oommonwoalth preferencaa in 

tha Unitad Kingdom market would aaam unaToldabla* At tha moment 

ho wav or any formal integration -  bayond tha oloae oo-op oration In- 

volvad aapaoially in OfiKO -  doaa not aaem lik ely, and Auatralia is  

not lik ely  therefore to have to face tha dilemma of ohoioe between 

insiatlng on her long-chariahad privilegoa in the Unitad Kingdom 

market or making aomo aommeroial aaorifioe to aaaiat her nawly-urgont 

deaira for ^iaatam Jiuropaan aolidarity. If a t  any time preferanoaa 

had to ba waig^ad againat fo raigi-p o licy  advantage, in relation oithar 

to the Unitad Stataa or to .»aatam Europe, there are good grounda for 

aoncluding that any wholeaale jattiaoning of preferenooa for foraiga- 

polioy reasons is  not a oourao to which any Australian Oovammont -  

Liberal or laboinr — would readily agree* I f  tha (Siiflay Qovamment 

and, more aspaoially, the Menzios Qovamment have pledged their support 

for close economic oo—operation with tha Unitad States and i^astam 

Europe, both have demonstrated their attachment to British preferences 

much more oonvincingly* Tb outwaij^ anxieties about conanerolal loss, 

therefore -  and, i t  must bo added, to o ffse t the intense aura of «motion 

which surrounds prafarencaa -  any proposal to abandon or seriously 

modify preferences for p o litic a l reasons would, i t  seems, have to show 

a very precise foreign-policy gain*

Apart from the issue of praforancas, and bayond tha links, 

p o litic a l and economic, binding the Unitad Kingdom and Australia one to
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the other» it la Important for the Auetralian OoTomment to develop 

a oloeely oo—ordinated forel^ eeonomlc policy with the United 

ICingdom for application to "third oountriea"* In particular» a 

closely oo-ordinatad policy is of major importance in implementing 

Australia's forei^^i eoonomic policy in South and South-East Asia.

Die eomment has been made thats

"Die Pacific Ocean has many important interests for the 
British Oommonwealth» and particularly for those members of 
it who are situated on its shores* Die United Kingdom itr> 
self oannot stand aside from Paoifio problems» but must be 
careful not to attempt to play a part there which is beyond 
its powers* Diis does not mean that we would wish to with
draw altogether from participation in a security system* It 
means that in our view it is for Oanada» Australia and New 
Zealand to take the lead with the United States in a Pacific 
Pact should one be found necessary. Our active participation 
should be limited to the South l ^ t  Paoifio and South East 
Asia areas". 2

Australian polioy since 19^^ has accepted a situation which fits this 

pattern. Althou^ Australia took the initiative in» for example» the 

Oolombo Plan» she clearly needed» sought out» and obtained the full 

and active participation of the United Kingdom. It is reasonable to 

assume that future Australian policy will often be implemented along 

the same lines*

Diat brings us to the heart of Australian foreign economic 

polioy - the policy to be applied in the region of South and South- 

East Asia» and» especially» policy towards the countries of Oom ton- 

wealth Asia* First of all» future Australian polioy will seek to 

ensure that the countries of 0<mimonwoalth Asia remain within the

2 Contribution of Major^eneral Sir Ian Jacob to the H*I*I.A. Study, 
"United Kingdom Polioy Foreign» Stretogic» Economic"» London 194^» p* 5 5 *
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OomiQonwaalth and that their relations with Australia oontinue to be 

intiaate and friendly« Ihese objeotiTes m i ^ t  depend to a significant 

extent on Australian eoonoaio policy towards Oommonwealth Asia and« more 

especially^ on the measure to which Australia» in oo->operation with 

other countries» can assist Ooomonwealth Asian countries "to increase

production» raise standards of liring» and*•• enlarge the volume of trade
5

around the world from which all sountries may benefit"« Looked at from 

the purely negative viewpoint - and from the viewpoint also of pure self- 

interest - it is vital that» as a general and continuing objective inde

pendent of any passing threat from eom.aunism» Australia should try to 

remedy conditions which m i ^ t  be used to foster *have-not” hostility 

towards her own comparatively wealthy eommunity« Such an attempt could 

certainly be aimed to cover the whole region of South and South-Bast Aila» 

but there is good reason to suppose that it Aould and will be eonosiitrated 

with special energy on the Oommonwealth eountries within the region« This 

concentration would be amply justified» for» if Australian foreign economic 

policy failed in OOTmonwaalth Asia» the whole security objective of her 

foreign economic policy would be gravely jeopardised«

In what way is Australian foreign economic policy likely to be 

applied towards Oommonwealth Asia? Clearly» it will not be applied as a 

policy of eeonomio pressure« for Australia» exertion of force or pressure 

is always a policy of last resort» not a regular instruaent of policy; but, 

in any event, Australia lacks the economic potmtial to make economic 

pressure possible» and the countries of Oommonwealth Asia would stoutly

^ Report by the Gk>mmonwealth Consultative Committoe on "ihe Colombo Plan 
for Co-operative Eoonomic Development in South and South-Baet Asia"»
(Ckid« 8080), London 19^» p* 5«
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rosist the slightest hint of intimidation« Unless it is a simple 

policy of oo-operatire assistance^ without any attompt to impose 

political obligationsf it will defeat its ovsi purposes it will 

ereate a resentment agiainst Australia at the same time as it builds

up Asian strength to be used perhaps against her* Australian policy

oTer the past fire years or so has recognised this clearly and is 

certain to continue to do so«

It must nerertheless be recognised that a policy of this kind 

assumes a close underlying harmony of political interest* Ihis is a 

▼ery reasonable assim^tion for the eountries of the Oommonwealth» but 

it suggests possible grounds for discrimination where other c o m  tries 

are concerned* For example, would the Australian Government agree, at 

the present time, to an extension of the Oolombo Plan to, let us say, 

Oommunlst Ghinaf This will be discussed below in more de^ilj but 

here it is important to note that the co-operative programmes for 

economic development of Oommonwealth Asia can be implemented without 

reserve because of the tacit Ooxamonwealth allianoe which \mderlies them*

ydiat are the means at the disposal of Australian forei^ economic 

policy in Commonwealth Asia? fiXoept for agreements eoncluded throu^ 

the General Agreement on Ihrlffs and Trade, it is still true that
4

"Australia has never had a trade agreement with India", and neither 

has any agreement outside GATT been oonoludod with Pakistan and OeyIon* 

nOiether or not any formal agreements beyond GATT are considered necessary 

in the future, the Australian Government is certain to advocate expansion

4 Department of Oommeroe and Agriculture, "Overseas Trading", Tol* 1, 
February 1946, Ho* 9» P* !?•
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of trad® with Oommonwaalth Aslay both foT oonBnerclal roasons and as 

a oonorot® sKprassion of th® wid®r spirit of oo—opsration in all 

flolds which unit«® Oomuonwaalth oovmtrios. However, th® two

principal means of oo—operation to be used by Australian forei^ 

osonomlc policy are likely to b® the provision of capital and the 

provision of technical training. Although it has not always been 

so impressively named, a * technical assistance programme'* has been 

a part of Australian policy in South and South—£h.st Asia since 19^7» 

when the Australian Cabinet agreed to establish scholarships on a 

regular basis for students from the region and also to make available 

fellowships under the UNliaOO Reconstruction Programme. The later 

United Nations schemes fitted readily into this Australian policy, 

and, under the Oolombo Plan with its Cteuncil for Technical Oo-operation, 

the same Idea was further extended to establish a more formal, more 

permanent and more comprehensive programme of technical training.

After this long period of trial, a continuing place for technical 

training in Australian policy oeesae assured.

Much the same is true of provision of capital, thoxigh it is 

likely that here Australia can make a less significant contribution to 

Commonwealth Asian needs than in the fisld of technical assistance. 

Australia is already pledged to contribute to the capital needs of the 

Countries of Oomnionwealth Asia, but how largo this contribution will 

ultimately be depends on how far Australia will be prepared to make 

a substantial eoon^silo sacrifice for foreign policy in the same way 

as for defonos. At least, it asems likely that the six-year programmes 

of the Oolombo Plan are only a beginning to capital and technical



491

aaslttancoy although it has obTlouely boon Impossible to give any 

definite eonmitment beyond the six—year term. The Report of the 
Consulta tire Oommittee said thati

"The strength of these programmes is that they are designed 
to lay sound foundations for further development: they aim 
to provide, in a six-year period, the indispensable prel
iminary basic development which will pave the way for Im
provement in the fu'ûare". 5

For the area of South and 3outh-fiast Asia generally - that is, 

outside the Oonmonwealth countries — the same general arguments for 

export of capital and for provision of technical assistance apply. It 

is a policy from which Australia,^as one of "the community of free 

nations stands to gain immensely*. Nevertheless, as suiggested previously, 

the arguments for assistance for economic development to the non— 

Commonwealth countries of South and South-East Asia are likely to apply 

with less force because of the less certain political affiliations of 

these countries with members of the Commonwealth including Australia.

It must be borne in mind that 8iny present 0 lasaification of governments 

according to their communist sympathies is only one and not a final 

classification. Future Australian Gtevem ¡ente are likely to find 

special causes of conflict and special points of mutual interest with 

one government or another independently of the broad line of division 

into eomiaunist and non^eommunist. Neither will conflict or mutual 

interest in forei^ policy entirely follow the lines of collision or 

harmony in economic relations.

It is often assumed that Australian immigi^tion restrictions

^ Chid. ÔOÔO, op* eit., p. 44.

6  Ibid., p.
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oould bo Tory fr u itfu lly  oompanoatod by wisoiy-dirootod capital 

assiatanooy aimod a t raising standards of lirin g  in the Asian 

oountrieo themsolTos instead of providing a dubious and temporary 

r e lie f  to population pressure through migration* I t  is  also 

aseuned that expanding trade oontaot might make p o litic a l relations  

between Aiastralia and the countries of South and South-£Sast Asia 

both more intimate and more amicable* * Economic eo-*operation is
7

bound to a ffe c t other relations” is  a oonoept upon which policy  

is  often based, and i t  is  usually accepted that econosiic oo~ 

operation w ill a ffe c t "other relations” -  including diplomatic 

relations -  favourably* In fa c t, however, i t  Is never very easy to 

say ju st In what way or how importantly economic relations w ill react 

on diplomatic relations^ and i t  would be a very slender foreign policy  

indeed which placed i t s  whole tru st in mutually advantageous trade re

lations» or in a mutually profitable lender-borrower relationship, or 

in any other economic oomplementarity alone* In general, i t  aeems 

reasonable to say that harmonious econ^lc relations m l^ t accomplish 

three things:

( i)  Ihey might help eament an existing p o litic a l alliance, 
and make i t  more fr u itfu l, in terms, for example, of e ffic ie n t  
defence preparations, industrial co-ordination and so on*

( i i )  They mi^^t remove the danger of a breach In an allian ce, 
resulting from some sort of welfare discrimination, fa ilu re  to  
a s s is t  in overcoming lon^tera economic problems or some 
temporary economic c r is is , and so on*

( i i i )  iiftiero no p o litic a l alliance exists -  but where there is  
no active h o s tility  -  they m l^ t help prevent neutrality lapsing 
into h o s tility  throu^, for example, one country or other nourish« 
ing some ”have-not” Jealousies or some other welfare grievances, 
either real or imagined*

7 Contribution by Sir Charles «ifebster to the H*I*I*A* Study on "United 
Kingdom Policy, Foreign, Strategic, Economic”, op* clt*, p* 16*
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Hartooxilous ooonomio relations tend however only to reduce the 

danger that p o litio a l friotione w ill arise» or to supplement 

existing bonds of amity* I t  is  doubtful how far they can go 

beyond this to create de novo a close p o litic a l alliance» and 

s t i l l  more doubtful how far they are capable of converting active  

h o s tility  -  deriving from te r r ito r ia l conflict» for example -  in- 

to mutual friendship* As a result» i t  is  lik e ly  to be inq)ortant 

for t îe Australian Qoverruaent to take care that, in its  foreign  

economic policy» i t  is  building on a basis of p o litio a l amity or 

neutrality» or that i t  is  combining a policy for expanded economic 

relations with a more d irectly  p o litic a l attempt to overcome any 

diplomatic h o stility *

iftiile» therefore, Australia may be expected to apply to the 

wider area of South-East Asia much the same» general policy of 

economic co-operation as she applies to Comnionwoalth Asia» there 

may» for th is wider area be a more subtle policy decision to be 

taken* For» although in conception the Oolombo Plan has quite 

a long background in Australian policy, i t  would be simple-minded 

to imagine that Uie Plan can be applied with equal fo r e i^ -p o lic y  

advantage to a l l  the countries of the region* As a consequanoe 

of th is unequal advantage» Australian policy seems to be faced 

with a choice of throe possible oourses* Ihe f i r s t  -  and the one 

which seems to be intended under the Oolombo Plan -  is  the course 

of complete non—disorimination — a t least as among members of the



in Boraa form of "fair sharee" - India» let us say, would not get 

epaoially favourable treatment, for foreign-policy reaeone, and Indo- 

China, let us eay, eepeoially unfavourable treatment for reasons of 

the same type* Iha saoond course which eeoms to be available tc the 

Australian Govemment ie one based on a system of regional» collective 

security* For a long time, Australia has advocated a regional pact 

for tho Pacific* If such a pact were concluded, the close political 

links which Australia would presuBaably form with its signatories would 

be an inducement for Australian foreign economic policy to dis

criminate between members of the colleetive security system and countries 

remaining outside it* Discrimination - "economic sanctions" - mi^^t 

also be involved for any member of the system which failed to meet its 

obligations* The third choice for Australia is to adopt a policy

8  It could, of course, be claimed that if tho principle of non
discrimination is broken in relations with oomnunist countries, than 
the way isopen for other, similar forms of foreign-policy discrimination*
For this reason, it might be claimed that, if there is to bo a policy of non- 
disoriminatlon, it should be kept entire, and should be applied with equal 
determination to Oooanunist CSilna as to Oomnonwealth India*

It might also be noted that, although the Australian Qovemcient has 
conducted its recent foreign economic policy mainly through the machinery 
of Oomnionwealth consultation and althou^ this suggests first attention to 
Common wealth Asia and a residue to the other South-east Asian countries, the 
ready attempt to assist Burma, Indonesia, and other non-Oommonwealth 
countries suggested the contrary - that Oomionwealth machinery was being 
usedbecauso it happened to be in existence, but that this was intended to 
foreshadow no special attention to Oommonwealth Asia, if the cooperation 
of the other oountrios in the area could be obtained*
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aimed at foming a llnltod eoonomio alllanoe* This would mean» 

not oonoantrating equally on relatlonehipe with all eoimtrles in 

the area, but eonoentrating eapeoially on relationships with a 

selected few - for example, the eountries of Oomrjonwea 1th Asia*

It would aim at promoting the elosest relationships among those 

selected few, so as to strengthen the alliance - formal or infomal 

- agiainst any threat of aggression originating within or perhaps 

eren outside the region of douth-iiast Asia* This policy is more 

narrowly oonoeiTed than the others and» at first si^t, has little 

to eommend it* Nerertheless, it offers eertain adrantages*

In the first place, it is a more direct, more precise policy, 

and m i ^ t  flow from a more careful assessment of Australian security 

risks than that these risks are likely to originate "somewhere in 

South-Sast Asia"* But, beyond this, it must always be borne in mind 

that Australian economic resources are small, and that economic policy 

alone oannot guarantee the friendship of any single country and still 

less the friendship of all the countries ooBq}rising South »nd South- 

East Asia* From these considerations arises the inoentire for a 

seleotlre forei^ economic policy - for a policy which will build the 

strongest possible alliance on the basis of mutual understanding and 

mutual interest, with the hope that this alliance will be strong 

enou^ to withstand any attack from countries which do not share this 

mutual understanding and interest*

At the moment, it seems that Australian policy does not sharply 

accept any cne of these three courses* Rather is policy balanced be

tween an attempt at the first and a practical tendency towards the



thirdf with a poasibllity always in the background that it might bo 

further modified if Australian efforts for a regional pact are 

sueoesaful* Policy has bean developed on an empirical basis, by 

people who seem to be without any pretensions to establishing an 

elaborate basis for it in foreign-policy theory; and by continuing 

to proceed in this way. It m i ^ t  be possible to obtain the advantages 

- or some of the more important advantages - of all three approaches* 

Oare will be needed however to ensure that the energies of Australian 

foreign economic policy in South and South-east Asia are not so 

dissipated that they bring no significant return* Ihe Kenzies 

Gk)vemment seems to have rejected appeasement — including economic 

appeasement, in fact if not in declared policy - in the oase of the 

oommunist countries, in favour of an alliance system* Having once 

made this choice, it would be strange if a policy of universal and 

perhaps futile economic appeasement were applied without disorimination 

to all non-oommunist eountries, beyond the point justified by a eareful 

assessment of politieal realities* At the same time, as the Menzles 

Government has explicitly deolared, oo—operation with Bny country will 

presumably be abandoned only when a oontinued effort appears olearly to 
be fruitlosB*

Despite the most energetic efforts, there ean be no assuranoe 

that Australian policy in 3outh-Sast Asia will be wholly successful*

Xb the extent that it falls short of its goal, the inportanoe of the 

territories lying more closely to the Australian coast will be increased 

South and South-East Asia neoeasarily attracts the greaber attention 

because of its greater eeonomio aind military potential, and because it
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is tho region in which an Imnodiata threat to Australian security 

might have its origin or in which a throat of remoter origin might 

most affootiyely be held in oheok* But as a defence against these 

possible threats to security - as a last external remedy for any 

deficiencies of policy in other regions - Australian policy towards 

the northern and eastern island perimeter becomes crucial*

Ihis has already been recognised in policy statements» although 

as pointed out elsewhere» implementation of policy in this region has 

often seemed to lag* As long ago as Maroh 19^» when he was a member 

of the Liberal Opposition» Mr* Render suggested to the House of 

Representatives thats

”***our foreign policy must be directed to taking practical 
steps to safeguard ourselves against the possibility that 
some day we may again be attacked**.there is to the north 
the Outeh-Portuguese island of Timor» and to the north-east 
there is New Caledonia* For a long time past I have sought 
to emphasise that Australia has certain rights in those areas*
1  say deliberately that the inability of sniall powers to pro
tect their colonial interests in the South-^est Pacific Area 
is a constant source of danger to Australia* Timor is of 
vital strategic significance to this country» but Portugal is 
unable to assist in its defence* Unless these areas are 
protected by tho presence of our own forces» or our own forces 
and those of other nations on a conjoint basis» they will 
continue to be a source of danger to this country* «de should 
assert our right in those areas» because Australian forces 
played a predominant part in their protection during the war*
We should assert our right to have bases in Timor* I know it 
will be argued that such action would be an interference with 
the sovereignty of Portugal» but sovereignty is some-^ing which 
appairently can be disregarded when it is being destroyed or its 
destruction is threatened by Russia* If Russia has a r i ^ t  to 
occupy defensive positions» or to claim interests» in certain 
areas» how much greater is our right to defensive bases in Timor 
and Hew Oaledonia”* 9

9 Parliamentary Debates» 22nd Maroh 19^» Vol* 166» p* ^4^*



V / ' /

498

four y«ar« lator, Mr. 3p«nd«r's attitude ml* substantially un-
a

changed except on the question of interference with existing 

aoTereignty. Speaking now as Minister for fixtemal iffairs» 
he told the House thats

”IrreepectlTe of whether or not a regional defence 
pact (corering, especially, South-fiaet Asia) should turn 
out to be feasible, Australia has a duty to itself which 
must not be neglecteda Ihis is the duty of ensuring by 
every means open to us ‘ that in the island areas immediately 
adjacent to Australia, in whatever direction t h ^  lie, nothing 
takes place than can in any way offer a threat to Australian 
aecirrity, either in the short or the long term. These islands 
are, as experience has shown, our last ring of defence against 
aggression, and Australia must be vitally conoemod with what
ever changee take place in them. It is not to be assisned by 
anyone that should fundamental ehangee take place in any of these 
areas, Australia would adopt a purely passive role* I have in 
mind particularly, but not exclusively. Now Guinea, which is an 
absolutely essential link in the chain of Australian defence...

New Guinea happens to bo tho largest and most iiiq)ortant of 
those island areas that are of direct eoncem to us* But in the 
same way we cannot be passive observers of any developments in 
Timor, the New Hebrides and New Oaledonia that might have un
welcome consequences for Australia. But that is negative; we 
are prepared positively to join with tho governments of these 
countrioa in arrangements of mutual economic and security benefit* 
There is no question of interference in the affairs of others; 
it is simply a matter of common prudence and mutual co-operation". 1 0

The main features of this policy are that tho territories should 

at Worst remain neutral - a defenoeless "no-man *e-land" oontrolled by 
eountries whioh are not seen as pot^tial aggressors — or at best be 

strong and oertain allies. The recent Australian attitude to Dutch 

New Guinea is not dissimilar from tho Australian attitude to German New 
Guinea at Tarsailies in 1919» ®nd the Australian determination that 

Japan - at that time a formal ally, it must be recalled - should be

1 0  House of Representatives, 9 th Maroh, I9 5 0 , printed in "Ourrent 
Notes on International A ffairs", February I9 5 0 , p. iM .
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kapt north of the &q\tator* However, while the Hughes Qovemraent 

and Its sueoessors after 1919 were willing to let New Guinea "lie 

fallow", the declarations and, in limited measure, the actions of 

the Ohifley and Menzies dorem.'i.enta since 19^> in relation not 

only to Now Quinea but also to the other territories in the South

west Pacific, suggest quite the contrary policy for the future*

If, for azamplo, we take only Mr« %)endorse statanent of March 

1 9 ^  as a guide, we may expect in the futiure positire Australian 

efforts to formulate for the South-West Pacific "arrangements of 

mutual economie and security benefit”* So far, howerer, as concerns 

any details of the possible arrangements or eren the broad lines along 

which they might be developed, we are still largely in the dark. Mr« 

Spender has done no more than his predecessor. Dr« Sratt, to clarify 

the means - and especially the economic means - by which Australia's 

vital interests in that area might bo safeguarded«

It is possible that the solution to Australia's relations with 

these territories will be found through an organisation already 

established - the South Pacific Oommission« Ihere ean be no doubt 

that in accordance with the agreement between Australia and New Sealand 

this Oommission was intended to promote Pacific security by strengthen

ing the economies of the perimeter territories« Ihe Oommission's 

basic purpose was, therefore, primarily political and strategic* Dut, 

althou^ the Oommission was Inspired by political and strategic motives, 

the South Pacific Oommission Agreement nevertheless did not permit the 

Commission to consider political or strategic issues* Ihat would be 

reasonable enough ^ 7  suggestion had been made that purely political
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or stratogio isBuoo bo plaood before the Oommisalon, rather than 

isaiies of either kind which had an important eoonomio or social 

content* But i t  seems unreasonable that welfare iseues be con

sidered in a technical vacuum, without taking account of p o litic a l  

or strategic objectires or springs to action* For example, the 

history of customs and economic unions suggests that they are 

usually suooeasful when there is  a strong p o litic a l incentive to 

union: the drive is  p o litio a l, the sacrifice  -  in terms of individual 

or group saorifioe, for the most part -  is  economic* But the 

Oommission prosvniably could not suggest customs or economic union for 

foreign-policy reasons, but eould oonslder any such unions, in their  

technical aspect, only i f  requested to do so after a p o litic a l decision 

had been taken elsewhere* I t  eould consider customs or eoonomio unions 

i f  there were a welfare incentive for them, but th is might often be a 

eondition too lim iting for cogent Oommission in itia tiv e *

Nevortheleee, the iiipediments to OonmiiBsion In itia tiv e  in 

formulating a regional 'foreign eoonomic p olicy” mi£[ t̂ be more formal 

than real* In any event, with some amendment of the Agreement 

establishing the Oommission, i t  eould a s s is t the declared intention 

of Australian policy which is  to bring these te rrito ries into closer 

eoonomic alliance with Australia and New Zealand* The ultimate result

might be some type of eoonomic union with the two Oomlnions, although 

that may not be essential, would oertainly be d iffic u lt, and on balance 

might not even be desirable on foreign-polioy grounds*

However, setting aside anything as ambitious and, perhaps, as 

impracticable as a more-ox^less immediate economio union, i t  seams clear
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that there le  a harmony of foreign-policy interest between Australia

and the oolonial powers of the area which should make a elose eeonomio

alliance an early p ossibility* The  economic alliance need mean» of

course, no more than co-ordinated plans for economic development,

foxmilated with defence considerations in mind sc as to give reeults
♦

of a kind and with a speed beyond the reasonable claims of welfare 

alone* There would be an assurance about an alliance of this kind 

which might be Impossible with some of the countries of South and 

South-Bast Asia* There would also be no inmiediate danger that the 

alliance would be threatened by any m ilitant nationalism in any of the 

territo ries; and there would be a long-term prospect that, i f  

Australian policy were carefully directed now, the danger of hostile  

nationalisms in the future might be reduced*

In any event, the establishment of the South p acific  Oommission, 

the Continuing siqoport given to i t  by the Menzies Qovemment, and the 

slowly increasing attention being given by the Australian Sovemment to 

A ustralia's own island tsrrito rle s, a l l  suggest that a progressively 

more active Australian foreign eeonomio policy is  developing in the 

South-4fest pacific* The flow of Australian capital, for various purposes 

of agriculture, industry and public u t i l i t ie s ,  may be increased, although» 

in the immediate future at least, i t  mi^^t remain small in relation to 

the oonmitaents into i^ich Australia has already entered in South and 

South-East Asia* further development and diversification of agriculture, 

and establiahment of industry in the territories is  lik e ly , however, to 

need more asaistance than the mere provision of oapitals in many oases 

i t  m l^ t need some lon^sontinuing market guarantees or market preferences*
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For example, Portuguese Tlxuor, lot ua say, might hare natural conditions 

well suited to the growing of coffee but market rides and the probability 

that production costs, initially at least, would be abowe world prices 

might /prevent any large-scale project for the development of a coffee

growing industry* In these circumstances, a guaranteed market, or a 

specially favourable market in Australia xalght go far towards assisting 

the economic development and the defence potential of the territories*

This sort of development mig^t be a logical projection of the present 

foreign economic policy of the Australian Gk>vemment*

Much of this m i ^ t  of course involve some economic sacrifice*

This recurring question of sacrifice is one of the issues which will have 

to be faced both as a matter of general principle, and in terms of 

sacrifice for particulsir areas and interests* ihe notion of economic 

sacrifice for defence is well-established in the puolio mind; but the 

notion of economic sacrifice for foreign policy - which is logically an

extension of the same thing and m i ^ t  often be more economical than
11

defence expenditures - has not yet reeeivod the same recognition* At 

least, the expenditures on foreign policy are not conceived as 

approaching the order of ma^iiitude of expenditures on defence* If however, 

the present policies of the Australian Qovemment are effectively im

plemented, a euoetantial adjustment in publio thinking would eeem to be 

called for*

11 It has received some, although for tiie most part an inqpreciss 
recognition* For example, in a broadcast of ^th September 19^, Mr* 
Spender said, in speaking of aid to South-east Asia, thatx

''It may involve some economic sacrifioeo, let us be clear, and 
some diminution of national sovereignty* But we in Auetralia 
are prepared to join with any and all people of good will who will 
make these sacrifices and who will oo-operats to build the world 
sooisty, based on humane principles and not befogged by fanatical 
hatreds" (Current Notes on intemational Affairs", September 1 9 ^  
p* 6 5 4 )*
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As we have noted before, however, Australia - even if she 

makes very substantial saorifioes - oannot effectrively implement 

the foreign eocnomic policy to which she is oonriltted if she acts 

alone* The capital assistance she can offer, for example, la 

measured in tens of mllliona >diil© the capital assistance needed 

is in thousands of millions. /e have already noted that close 

co-*operation with the United Kingdom will be essential* But 

there are two Pacific countries with whom a apcclal relationship 

is also essential, over the whole field of foreign policy and 

foreign economic policy* Ihese eountrisc are, to take the smaller 

first. New 2aaland and the United States» with both of whom the 

Australian (lovemaant has consistently and emphatically declared 

its intention to collaborate closely* Towards t}ie end of the 

nineteenth century, when the movemant for federation of the 

Australian colonies was reaching its climax, the oonuaunity of 

foreign-policy interest between Australia and New Zealand caused 

a large body of opinion to hold the view that New Zealand should 

form part of the new federation* The community of foreign^policy 

Interest is just as obvious today, and the nood to join forces to 

achieve common purposes is much more urgent* The AnzMc Agreement 

recognised this» euid the two eountrlee have since often consulted 

together on common problans* Oonsultation - though it m i ^ t  bo 

improved In points of detail - Is now fairly well established in 

pmotioc* In South and South-east Asian policy, close oo--operation 

has bean achieved and no doubt will be oontinued* idiat further does 

Anaao eo-^psration offer? Opportunities may lie In two fields* First,
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thero is  the p o s s ib llit j  o f industrial oo-ordination «hioh was 

olearly in ths minds of both OoTomments in but whioh seams

to hare been largely forgotten sinee* Sie potential gains from 

industrial oo-^rdination» in terms of industrial derelopment and 

defense potentialf might not be grcMit» and oould be established 

only by a oareful, teohnioal eacamination of each industry being 

deroloped or proposed for development in either oountry* In 

general, however, i t  seems to offer some prospeot of an e ffe ctive  

substitute for aeonomio union between the two Dominions* Second, 

there is  the p o ssib ility  that jo in t Australian-New Zealand in itia tiv e ,  

whioh has alreaidy produced Ihe South Paoifio Oommissicwi, m i^ t be taken 

further in the South-west Paoifio to enable more effective  planning for  

closer integration of the perimeter territories with ths two Dominions 

and a more dynamic approach to te rrito ria l development* A jo in t effo rt  

by the two Dominions would achieve greater results in I t s s lf ,  and would 

be more lik e ly  to draw the support of other oountrles suoh as the 

United Kingdom, France, the Netherlands, Portugalf and other countries 

with interests In the area* filere are s t i l l  plenty of statements on 

both sides of the Daaman approving co-operation of this general type in 

principle) but i t  is  s t i l l  uncertain to what praotioaX lengths this  

co-operation w ill be taken*

Oo-operation with the United States eannot be b u ilt  on the 

same precise identity of interestf but the fr u its  of co-operation are 

lik e ly  to be in fin ite ly  greater* Just as in the eventuality of open 

Aggression from South-Sast Asia only Uiited States intervention m i^ t  

guarantee Australian seourity, so with in^lementation of Australian
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fo r o l^  economic policy, only with United States participation w ill 

oufficiont resources bo arailable to make i t  fu lly  successful« This 

has boon clearly recognised by the Menzies SoremiLent« Oo*operation 

with the Uaitod States is  already close and should bo extended under 

the security pact proposed in corjieotion with the Japanese peace 

settlscient« The future w ill ca ll, not for agreoment on the principle  

of co-operation, but for jo in t action on epeoific projects« Direct 

Amerioan participation in the Oolombo Plan is  already one objeotlve«

Direct American participation in eoonomio-dovelopment programaes in the 

South-west P acific might be another. But, i f  one part of the task is  

to seek the assistance of the United States in carrying through specific  

tasks, another is  to remove any points of frictio n  which might hamper 

oo—operation between the two countries«

ftie thing to bear in mind is  that, to a large extent, Australia 

m i^ t become involved in oonfliet in the Pacific, not as a direct conse

quence of i t s  ovtti policy, but through the United States. I t  is  important 

therefore that there should be a degree of co—operation with the United 

States such that Australian views and interests can be made known and 

reasonable account taken of them before any action is  set in train which 

mig^t prejudice A ustralia's security« To establish the proper atmosphere 

for an iindeviating habit of oonerultation and co-operation, a sympathetic 

Australian response to Amertcan attitudes on the preference question or 

to such proposals as that for a Treaty of Friendship, Oommerce and 

Havigation would seem to be desirable« A ether any spooifio eomnercial or 

other agreements are concliadod in the future would depend largely. I t  

seems, on the practical importance which the United States QoTsmmont
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attached to them* 3ince the Auatrallan OoTamment ia already 

oonmiitted to a policy of eloae ooonomic eo-operation with the 

United State* for foreign policy reasons, it seams reasonable 

to aatnano that some saerifioes in terms of trade, taxation or 

Imreatment oonoeesions to the United States m i ^ t  be made by 

the Australian Gbvemnant if it beoame clear that they were 

neoeasary to maintain or promote the fullest possible political 

oollaboration with the United States.

The plaoe l«Pt for the United Nations in Australian foreign 

economic policy seems to be relatively humble. Broadly, this place 
will depend ons

(1 ) How far the United Nations becomes a purely Mfestem 
instrument, instead of an organ for universal consultation 
and oo-operation; and

(ii) How far Australian foreign policy beccmies an unequlvoeal 
bloc policy, depending on relative power rather than co
operation to maintain peace between the two principal blocs.

So far,, the Australian Ck>Tem!nent seems eager to use both methods of

policy — a combination which has raeently come to be known as the policy

of "negotiation from strength". However, the prospects that in Great-

Power relations, an even balance will be kept between negotiation and the

exercise or threaten^ exercise of strength are not altogether bri^t.

The eonsequenoe m i ^ t  be that the Australian Government, whether it

wishes it or not, may have to rely less and less on the consultative

processes offered by the United Nations, and more and more on the simple

development and studied employment of national and bloc power. In this

development, of course, as implied in Chapter III above, the United

Nations may completely lose its capacity to mpply consultative processes
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in any universal sanse» and tiien its place in Australian polioy might

be extended to assist openly the development and exercise of the power
12

of Uie iKTestem alliance. Australia would then» in fact» thou^ not 

in name» have eeased to depend on a world organisation as it was 

oonoeived at San Franoisoo*

There is a broad» underlying issue in this which should be made 

explicit. That issue is whether» within the United Nations»

Australia will use its limited influence to preserve - or perhaps restore - 

the character of the Uhited Nations as it was conceived at San Francisco» 

or whether she will allow or actively assist its conversion into an 

instrument of the t^stem alliance. Will the Australian Gk>veminent 

accept as inevitable and desirable any trend to change the United 

Nations from an agency for a oo-*operative peace» or will it - to the 

very limited extent that it csin — resist any such trend?

For welfare reasons» Australia would clearly support inter

national economic oo-operatlon aimed at steady economic advanocment 

throu^out the worldi but it seems equally elear that» for foreign- 

policy reasons» the present Australian Qovemmsnt is not prepared to 

seek this welfare ideal» but will rather concentrate on a more limited 

welfare within a political bloo. For a number of reasons» this may 

be regrettable» but the alternative holds many dangers difficulties.

If Australia - or any other ooimtry - tried to restore the Ukiited Nations

12 Some Australian statements already tend to identify the United 
Nations with the Western allianoc. For example» Mr. Spender said on 
24th Ootober 199^ thatt "...the oountries of the free world must help 
each other to become stronger economically and socially. Australia is 
participating vigorously in the economic and welfare programmes of the 
United I'lations« I mention the United Nations programiiiC of technical 
assistance to underdeveloped countries» the wortc of the Ohildren'e Fund 
and the International Relief ¿bIo/ Organisation.«.'' ("Currant Notes 
on International Affaire", October I9 5 O, p. 74o).
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as a gSQuine instrumont for a oo-oporatlTo poaoo» this should mean» 
so far as foreign osonomio policy is ooneemedf that the decisions 
and the programmes of the Soonomio and Social Council and the Special
ised Aganoies should not discriminate between the Soriet and the 
Astern bloc, or between any other great or small political groupings* 
But it should go beyond this to attempt to induce all goTemments» 
including Australia, to accept restrictions on their ri^t to apply 
a discriminatory foreign economic policy outside the United Nations* 
Iherefore, if Australia acc^ted as her policy objectire the full 
restoration of the United Nations as an instrument for a eo-operatire 
peace, she should logically support action by the economic organs to 
aohieve economic disarmament - not welfare disarmament, but power dis
armament* Capital should go without political distinctions equally 
to all areas; exports of capital and other goods, including goods in 
short supply, should be equally arai lab le to all countries; and no 
market preferences, basedton political attitudes, should be axtended 
by way of tariffs, licensing controls, or other commercial—policy 
derioes* Soonomic disarmament of this kind would, of course, hare 
to be soundly based, for agreement on economic disanaament which 
InTolred, in effect, only unilateral concessions, mig^t entail 
sseurity risks for the ifestem countries, including Australia, almost 
as great as those attaching to unilateral military disarmament* At 
the moment, there seems little doubt that the Australian CoTemment has 
rejected a policy of eeonomio disamament, in fawour of a foreign 
economic policy of strong support for the (Western Powers*

Mhaterer Australians broad attitude to the United Nations,
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Australian policy will certainly be in part independant of any 
uniYorsal security system, and this "independent* sector now seems 
likely to be easily the most iŝ ortant part of Australian policy. 
Kspeoially if the United Nations showed itself able to maintain 
stability in South and South-east Asia, the Australian QoYsmT.ent 
mi^t be able to relax its bilateral and grovqp attempts to ensure 
Australian seourity in that region. If the United Nations prores 
ineffeotual, the "independent" sector of policy will grow in im
portance. Sie imperatiYSs of the Australian position xaust be met, 
if necessary through "independent" Australian action, if, and so 
far as, possible with United Nations assistance.

finally, we nay note that the exercise of an aotiYe forel^ 
eoonomic policy must hare its impact on the domestic Australian 
economy and on the political philosophy of Australian OoYemments. 
fiffectiYC policies of eoonomic stability are an essential foundation 
for the policy; large-scale external expenditures, the return on 
which mi^t be negligible in economic terms, are InYolYcd; special 
supply and market arrangements mi^t be necessary within the î estem 
bloc and within the more limited seourity areas of South-east Asia and 
the South-west Pacific. How great the intact will be depends on the 
energy with whioh Australian foreign eoonomic policy Is pursued; and, 
it must be acknowledged, Australian preoccupation with foreign policy 
and security does not yet seem so great that any sudden rcYolutlonary 
interference with welfare policies is in prospect. But, thou^ the 
impact of foreign eoonomio policy might be gradual and tho\Jigh the 
results are difficult to foresee in any detail, it seems that that
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impact muatf over a period« bo significant in. its general affect* 
An active and affective foreign economic policy must« it seems« 
involve a further decline in the liberal opposition to government 
economic control« and a further decline also in the sovereignty 
of the criteria of economic return* T6 both these developments« 
a Liberal Government might« by a perverse twist of fate« make a 
handsome contribution«
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Qhapter VIII, Gonolueion

nAion Dr* Gunnin̂ iam saldy in 1862« that the United Kingdom had 
"rererted from the piurauit of power in /it^eoonomic policy to the 
pursuit of plenty**« he looked back on the oomparatively reoent decline 
and fall of the mercantile system* As time went on however * as he 
himself suggested might happen * the essential powor*-element which 
marked mercantilism began slowly and hesitantly to return* the policy 
of power having given way to a policy of plenty« the pendulum then began 
to swing back slowly towards a policy of power* Hie changes in other 
countries than Great Britain were not the same in degree« but« for the 
most part« they were the same iii general direction* Germany and France« 
for example, did not move as far away from the essence of mercantilian as 
did Great Britain, and Germany especially replaced the power element in 
economic policy more quickly and completely than the Anglo-Ssixon co\intrles* 
But, for virtually all countries« an economic policy of power is now 
strongly re-established* Ihis policy will, in many respects, be very 
different from the old mercantilism* Ihe heritage of liberalism, the 
greater interdependence among national economies, the wide sweep of modem 
political alliances and potential military conflicts, the more dynamic 
nature of modem economies as compared with the mercantile period, and the 
consequent emphasis on steady economic advancement, all these factors must 
help to make the later economic policy of power distinct from, and much 
more complex than« the old* Nevertheless, since the essential elanent 
of power marks the later policy as it did mercantilism, the present 
period of international economic relations appesirs as what may be called 
for the sake of brevity the period of the new mercantilism* Under tliis
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new meroentiliaa» a policy of plenty will etill be pursued within limits 

- indeed» a policy of plenty» both internally and externally» will often 

be essential to the policy of power - but» whether or not there may be 

an incidental gein in economic welfare» the ultimate criterion for 

economic policy ie likely to be whether or not it promotes or endangers 

national power* Vie means may or may not be plenty» but the end ie power.

Ihe new meroantiliam» we may expect» will use Tirtually erery 

secant of economic policy to achiere its objectives* One principal ob

jective will not be merely to build national defence potential» but 

also to strengthen political alliances and the defence potential of 

friendly countries* This is likely to call for a flow of international 

capital along the channels of political alliance or potential alliance. 

Special efforts are likely to be made to direct funds to friendly 

countries: special restrictions and prohibitions are likely to withhold 

them from potential enemies* Oommercial policy is likely to follow the ' 

same general lines: supply and market concessions for friendly countries» 

and passive or active * sanctions” agi.inst the less friendly* Assurance 

about supplies and markets will be an essential objective of policy» and» 

underlying all» will be the need to ensure that economic distress or 

economic frictions do not induce any party to an economic alliance to secede. 

Full employment» economic stability» and economic development must 

consequently be the constant concern of the new mercantilism. The oomnient 

made only recently that

”In war» the control by the State over employment is dominant 
and regardless of economic values» in peace» it is Siq)plementary 
to a system in n^ioh economic values are dominant” 1

1 D*H. Maogregor» ”Soonomic Ihougjht fluid Policy"» London 19^» p* 17^*
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is already taking on an odd ring* iSoonomic values are universally be- 

oomlng of less oonsequenoe in peace as veil as in var» and are being 

superseded more and more by values derived from seourity, defenooy 

political ambitions» and so on*

Having drawn that stark picture» it is necessary to admit some 

qiaalificatións to it* Firstly, it describes an extreme position in 

foreign economic policy» which has not yet been adopted by many countries* 

Ihe postwar policy of the United Kingdom» for example» suggests that the 

attempt will still be made to maintain an economic policy of welfare» or 

at least to avoid the more extreme forms of an economic policy of power* 

Secondly» scxne even of those countries which have adopted extreme mer

cantilist policies in recent years may still hold an attachment to more 

liberal principles vdiich will assert themselves strongly whenever a change 

in political conditions allows* In other words» an economic policy of 

power might still be a policy which has been forced on these countries and 

which m i ^ t  be as fundamentally repulsive to them as the economic policies 

adopted in the crisis of war* this very real possibility - in the case» 

for example» of the United States - must always be borne in mind* Ihirdly» 

it has been only the liberal» democratic countries which have in the past 

completely or almost completely rejected an active» discriminatory foreign 

economic policy» and this rejection has often weakened their defensive 

position vis a vis countries idiioh have applied an aggressive, hostile 

foreign economic policy to further their political ambitions* The change, 

therefore, is not from rejection of mercantilist policies by all ooivitries, 

to acceptance by all countries» but rather is the change to be found in 

universality and intensity of acceptance* Althou^ acceptance of
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meroantilist poUcie« by the liberal democracies mig^t IxiYolve real 

wslfore saorlfioes, it might also bring real power gains.

With that as backgroundf wo may recount some of the broad 

features which have emerged from the preceding chapters. The 

origin of the trend for universal and intensive application of an 

active foreign economic policy con be traced to the sharp convergence, 

during the 'thirties, of the collapse of the self-regulating economic 

system, and the emergence of conditions of international political in

stability. In dermany, the Great Depression ended any s«ablance of 

economic liberalism, and the instruments which were used to protect 

the national economy rapidly became instnaaents to promote those 

political ambitions which never lay far beneath the surface of German 

policy. Much the same trend established itself in the United Kingdom 

and the United States after althou^ the political objectives of

these two countries were very different from those of inter-war Germany. 

For purely economic reasons, the United Kingdom was forced into a complex 

system of oomaercial and exchange controls which, althou^ modified from 

time to time, have continued without any prolonged material change up to 

1 9 5 1 . As the political cwiflict with the Soviet deepened, these controls 

tended to operate almost ImpercepUbly as foreign-policy instruments by 

assisting agreements with friendly countries and concealing passive 

discrimination against potential enemies. The political agreements which 

were concluded to meet the Soviet threat also contained their economic 

clauses - t h ^  established not merely a political and military alliance 

but an economic alliance as well which was intensified within OSSO.

Those were the active element which, with the passive attitude to
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aoonraio relations with potential eneoiies and some deliberate re

striction  of eoom»nlo relatione with those oountries» produced one 

p o litic a l bloc within which the United Kingdom’ s economio relations 

were increasingly intimate and another with which her economic re» 

latione tended to decay* However  ̂ the United Kingdom has appeared 

to re sist this dirision more strongly than some other countries* A 

continuing desire to trade with the world as whole, a greater de

pendence on international trade than most other countries» and a 

serious diseqxillibriimi in payments which has made international trade 

not less but even more important than formerly» have probably been 

factors in British resistance to the fom ation of two completely closed 

economic blocs*

Meantime, however, the United Kingdom has been tmder pressure 

from France and other «estem European countries for closer economic 

co-operation or integration, and from the United States for more active  

discrimination against the Soviet bloc* In the ligh t of i t s  inter-war 

policy, the policy of the United States after the Second »/orId Mar showed 

the most sudden and complete reversal* Mith the abandonment of isolation  

auid the recognition of an external p o litic a l threat, the United States 

rejected any policy of economic appeasement throu^^, for example, the 

United Nations and the ^ eo ia lise d  Agencies, and instead exercised her 

economic power d ire ctly  to strengthen her own defensive position and that 

of friendly countries* For reasons of reconstruction of war-devastated 

and war-strained economies, the United States was called iqpon after the 

Mar to make tremendous outlays by grant or loan, b ila te ra lly  or through 

m ultilateral agencies* In itia lly , these outlays were made for the
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purpose of uniTorsel welferOf at least eo far, for example, as U N R ^  

sas eonoemed* But, as the United States came to identify the Soviet 

as a probable enemy, the opportunity ims open to direct outlays, 

oonoeived for welfare purposes, to the pturposes of resistance to Soviet 

ambitions* In reoent yeeirs, both investment policy and eommercial 

policy have been directed against the Soviet bloc, not merely since the 

outbreak of hostilities in Korea, but, for "investment", as early as 

the decision of August 1 9 ^  to terminate UNHRA, and, for oommeroial • 

policy, at least as early as the imposition of security export controls 

in March 19^*
Nevertheless, United States policy was essentially defensive*

It was an answer to a threat already believed to exist, and, thou^ in 

its turn it has undoubtedly been provocative, it does not seem to have 

initiated the provocation* Soviet foreign policy after 1 9 ^  amply 

justified a strong United States reaction; but, more than this, Soviet 

foreign economic policy itself seems clearly to have been directed to 

the rapid increase in the industrial war potential of Sastem Burope 

and the formation of a closely integrated Soviet economic bloc* In 

other words, the change in the Soviet position from the enforced 

isolation of intex^-war years to leader of a groxxp of countries after 

1 9 ^  affected Soviet policy in much the same way as similar changes 

affected the pos't-war policy of the United States*

The Australian experience illustrates the way in which the small 

countries, as well as the Qreat Powers, have oome to pay increasing 

attention to foreign economic policy, to align their foreign eoonomio 

policy with that of one or other of the major contestants, and to pay
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special rog^d to areas of imnediate security oonoem* The Australian 

experience seems more typical than e x e rtio n a l in the general trend to

wards economic regionalism» based noton eeonomic but on p o litic a l  

necessities* lhat does not moan that there w ill not be many wariations 

from the characteristics which hawe marked Australian policy* Neither 

does i t  mean that there are not s t i l l  some soisitries» for example in 

South and South-east Asia» which hare so far aroided any fin a l alignment 

with one or other of the major blocs* Ihis diversity within a general 

trend must always be acknowledged» and given i t s  proper significance*

Several broad conclusions may» however» be drawn from  the general 

trend* Firstly» althou^ there has always been some tendency to use 

economic policy to a s sis t foreign policy» recent changes In the degree 

and the universality of use of economic policy for p o litic a l ends amount 

to a change in the fundamental nature of international economic relations*  

Secondly» the advent of this ora of the "new mercantilism” introduces a 

new and sp e cia list science into international a ffa irs  -  the science of 

fo r e i^  economic policy -  with a variety of means and methods a t i t s  

disposal* In addition to the old procedure of development of national 

resources behind a protectionist wall» there are now the methods of  

economic alliance» of economic co-operation and co-ordination» of group 

development and protection of a llie d  resources» and of m ultilateral 

economic support* Foreign economic policy largely determines the flow  

and direction of long-tem  and shortF*term capital» and the composition 

and direction of commodity trade* Ihere is  no longer any need for a 

sharp ehoioe between a fu lly  independent national economy and economic 

union* A blurred stage of economic alliance» approaching economic union»
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offers most of the political adrantages of oomplete union, and contains 

also the adrantages of preferred markets and supply sources, financial 

support, and perhaps even industrial oo->ordinatlon* Between the "brave 

experiment" of Benelux and the Organisation for European Soonomlc Gk>- 

operation, the differences, so far as foreign-policy advantages are 

eonoemed, are rapidly becoming more formal than real* Ihirdly, althou^ 

the present intensity of national foreign eoonomlc policies has grown 

largely out of the Anglo-Amerioan eonflict with the Soviet, the practice 

of a foreign economic policy is established for virtually all oountries; 

and there seems no longer to be any substantial opposition to interference 

with intematienal economic relations where important foreign-policy 

issues ean be alleged to be at stake* fourthly, the system of economic 

Control to maintain economic stability and full employment, which has made 

a foreign economic policy much easier to sustain, has in turn been affected 

by the adoption of a foreign economic policy* Economic stability, full 

employment, and eoonomlc development aro now a vital part of foreign policy* 

Ihe foreign-policy stimulus for their achievement greatly enlarges the 

chances that they - the basic welfare objectives of our age - will be 

achieved* In other words, the somewhat paradoxioal position anerges 

that the objectives of Article 55 of the United Nations Charter are more 

likely to be realised, because of the breakdown of the Charter*e major 

objective "to unite oiur strength to maintain international peace and 

scourIty"•

>ihat are the implications for the multilateral eeoncmiio agencies? 

Professor Meade suggested in 1 9 ^  thats
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"1% it probtblt that tha aaln pnrpotat of tha Zatarnatioaal 
Or«aaiaatioa will ba ailltarj and palitieal, in ordar to praraat 
oonflioti batvaaa tha Maabar Stataa, ar batvaan tha Maabar Stataa 
aad aoa-Naahar Stataa* Mararthalaat, im>ortant aeonoaic eontidar- 
atioaa arita in tha foraatioa of tha Intaraational OrgaAitatioa. In 
tha first placa, to a cartai» artant, tha causas of iatamational 
conflicts ara acoaoaie in <diaractart and for this raason onlj an 
Intaraational Or^anisation which is based 190a a stable, just, aw) 
afficiaat aooaoaic foundation can hopa to suecaad in its priaarx 
political tasks* But, in tha sacoad placa, tha Intamational 
^*BfWiiaatlon will uadoiibtadl/ hawa as inportant tubtidiarx objaotiTss 
tha pronotion of huaaa walfara in Tarions ways, to help in tha fraeing: 

nan*s ninds aad bodias fron i^oranea, porartx. disaasa aad 
hatred^* ?

This was broadlx tha approach of tha L a a ^  of Bâtions, and it was initiallx 

tha approach also of the United lations, with its Bpaeialisad Ai^aacias.

Both wars intandad to promt a walfara as an and in itsalf and as a naans 

to paaea* Tha United Hâtions and tha Spacielisad Agencies hare owareona 

nanx of tha or^nisational waaknassas of tha Laagpia; thax hare been en

dowed with natarial rasourcas tranendous bj conparison with those of tha 

Laa#̂ \ia; and they have induced naabars to accept conmitnants in a nannar 

rasouadinglx successful bx Laagpia standards«

Though bx no naans antirelx» this sueeass has partly bean due to 

tha need for tha d^gtam world to promta acononie stabilitx and acononic 

daraiopnant, in its own sphere, for reasons of foralg^n policx* Moraorar, 

tha Tary attainnant of economie stability makes it much easier for iadiridual 

countries to apply a di seri nine tory forali^ economie policy, upon which tha 

United Hâtions and tha Spaeialisad B^neias naka no attempt to place any curb. 

Although they hare couragaously faced tha walfara problems of tha League, they

2 J.B. Naada, *Tha Bcononie Basis of a Durable Peace*, London 194^# P* 11*
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hare left untouohod the newer and perhaps eron more Intrieate problem 

inrolYod in the exercise of a discriminatory foreign economic policy* 

Largely as a result» the United Nations and the Specialised Agencies 

have lost their» original role as organs for universal economic co

operation» and have become instruments of the nmerieally strongest 

political grov^* that is, they are» at the moment» agencies of the 

Hifestem world not very different from the 0«B*li).C* and the withdrawal 

of Soviet oountries from the Specialised Agencies - thou^ not yet from 

the United Nations - helps to round off this developm^t*

If the United Nations and the %)eoialised Agencies are to be 

effective in their originally intended role» they must induce Member 

States to accept some restraint on the exercise of national foreign 

economic policies» they must define more closely the complete freedom 

for foreign economic policy represented by Article 99 of the ITO CSiarter» 

and they must e^ply more effectively the link between political and 

economic action of the United Nations intended under Article 6 5  of the 

United Nations Charter* fieonomic disarmament would bo extremely difficult 

to achieve» and» unless carefully devised» could be almost as dangerous 

for uiestem oountries as unilateral military disarmament; but» unless 

the United Nations and the Specialised Agencies face the problem» they 

must resign themselves to the position of bloc organs» without any 

effective economic role for world-wide co-operative peace*

So far» however» the United Nations and the %)eolali8ed Agencies 

have themselves applied and the prospect is  that they w ill continue to 

apply disoriminatory eeonomic policies* During the war» i t  was assumed 

that a large measure of governmental and m ultilateral investment would
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help Btabilisa the international moTement of capital a t a high level*  

Batabliahment of the International Bank for Reoonatruotion and Deve

lopment waa a token of thia b e lie f. But, when goremmenta, inatead 

private individteila, land abroad, p o litic a l as well aa ooannercial 

aonaiderations tand to a ffe c t their lending. In the same way, i f  

international aganoiea control a part of investment and ahortr-tem 

landing, their a c tiv itie s  w ill almost unavoidably bo in part directed 

by the p o U U cal attitudes of a majority of their membera or thooe of 

their nembera who have effecU ve control of the agencioa* decisions. 

M ultilateral lending might therefore help atabillae international 

investment, but the greater the proportion of international investment 

taken over by m ultilateral agencies, the greater ia lik e ly  to be the 

proportion subject to foreign-policy manipulation.

Ihia is not the place to attempt any ethical judgaaent of the 

policies which governments have found it desirable to apply, or to attempt 

any precise statement of "profit and losa" for the present trend of 

international economic relations as compared with other possible alters 

natives. Nevertheless, it is useful to note that, in the ^ c e  of a 

grave political situation and a difficult economic atmosphere, there is 

an assurance and a clarity in the response of democratic countries that 

was absent in the ‘thirUes. On the one hand, although the economic 

posiUon of most i^stem countries involves urgent and continuing problams 

and anxieties, the consciousness that go;vemmant8 have accepted - so far 

successfully - full responsibility for the maintenance of a h i ^  and 

stable level of economic activity removes one of the major sources of 

Interwar frustration. In the political field, the dsmoofacics have shown
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a rdflidlness ^  tiftko opoody niL‘ti.oiiA.1 cio^oii in rooponso to an *

•xternal thraat, without any unjustified rolianoe on tho poacibly 

spurious aocoptanoe of general obligations by the potential enemy, and 

without a shifting of blame to a vaguely-understood, vaguelyporsonal- 

ised, and, in relation to the individual citisen, seemingly uncontrolled 

International organisation. The United Nations lias never received 

tlie unjustified reliance that was too much for the League and which 

may have helped stultify domooratio foreign policies botweon the wars. 

Therefore, against whatever disadvantages the present situation may 

contain, must be set the confidence wliioh comes from an informed and, 

for the most part, progressive oeotu^aic policy, end from an active 

and realistic policy In international affairs.

But to say that this is a better world in some respects tlian 

it could be is not to give it any final or unqimlified oommandation. 

Under existing foroig;n economic policies, security gains are made at 

some — perhaps substantial — welfare loss, and, althou^ an active 

and discriminatory foreig;n ooomxnic policy m i ^ t  add to a country's 

defensive strength, it is also likely to intensify the political 

conflict which sailed it forth and to enlarge the prospect of ultimate 

war. So long as the United Nations continues to exist and purports 

to aim at tlia ideal of a oo-opcrative peace, these aire issues which 

it should face, however difficult solutions may be and however remote 

tlie chances of success. In the meantime, however, individual nations 

must frsiie their policies to fit a world udiich falls far ohort of the 

ideal and, idiile seeking to oome as near as possible to the ideal of 

a eo-operative peace, might ultimately find oeourity only throu^
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