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CHAPTER 4

Economic Policy

Document numbers 79-123

79 T161/297/S34608, CP434(25) 15 Oct 1925
‘East African development loan’: Cabinet memorandum by Mr Amery

[These proposals resulted from the recommendations of the Report of the East African
Commission (Cmd 2387, 1925), published in May 1925. The commission, chaired by
W Ormsby-Gore, was appointed to examine measures to facilitate the economic
development of Britain’s East African dependencies. It concluded that although some
assistance for Uganda and Tanganyika had been given in 1924 in the form of a £3.5
million loan for railway development (interest free for the first five years), further
financial provision, particularly for railway construction, was necessary. This proposal
was backed by the Committee on Trade and Industry (Memorandum by the Committee
on Trade and Industry, on Transport Development and Cotton Growing in East Africa,
1924-25 Cmd 2463, 1925), and on 13 Oct 1925 Amery succeeded in persuading the
chancellor that further financial assistance for East African development be given.
Although the Cabinet approved Amery’s proposals (CAB 23/51, CM 50(25)7, 23 Oct 1925),
Treasury and CO differences over the procedure to be followed for the review of
development schemes delayed the enactment of legislation until Dec 1926, and the
commission’s proposal that no interest be paid on the loan for the first five years was
abandoned. In its final form the Palestine and East African Guaranteed Loans Act
provided a £10 million guaranteed loan for Britain’s East African dependencies as well as
a £4.5 million loan for Palestine.]

The report of the East Africa Commission was published as a Parliamentary Paper in
May of this year, and on several occasions before Parliament rose for the recess we
have been asked questions regarding the policy of the Government in regard to its
principal recommendations. The main recommendation of the Commission is
summarised by them on page 182 of their report as follows:—

“It will be gathered from our report that, in our opinion, the further economic
development of both native and non-native production in East Africa is dependent
on the early provision of increased transport facilities and, in particular, on new
railway construction.

“The outstanding problem is the finance of such undertakings. It is clear to us
that, unless the Imperial Government is prepared to assist liberally in this matter,
little or nothing can be done.

“We accordingly recommend for consideration an East African Transport Loan
Guarantee Bill.

“Such a Bill, to prove effective, should authorise the issue of a loan for £10
million, guaranteed as to principal and interest by the Imperial Government and
ranking as a Trustee security.

“The money obtained by the issue of this loan should be advanced at the
discretion of the Secretary of State for the Colonies, on projects for railway
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extension, harbour developments, the construction of main roads and mechanical
transport in East Africa. In our opinion, the greater part of the proposals for new
construction and for the development of those services recommended in this
report will be covered by this amount.

“The arrangement should contemplate that during the construction period,
which we may put as being the first five years, the interest would be payable by the
Imperial Exchequer. After the first five years when, in addition to the interest, the
sinking fund will begin to operate, the charges of the loan will fall on the transport
services in the first instance, or, failing sufficient from this source, out of the
revenues of the various East African territories. Ten years from the date of issue
the East African transport systems and territories could begin to repay in addition
the amount advanced by way of interest from the Imperial Exchequer during the
first five years.

“We recognise that such a plan makes some demand on the British taxpayer for
the initial period of the service of the loan. We feel that such a demand can be
justified if only on the grounds of the moral obligation imposed on Great Britain
for the development of its great tropical possessions. But we maintain that the
indirect benefits of increased trade and production within the Empire will more
than counterbalance any initial sacrifice. Further, approximately half of the capital
sum would be spent in Great Britain on rails, bridging material, rolling-stock, &c.,
which at this time would provide work for the engineering industries of Great
Britain and so lessen unemployment charges. Accordingly, the plan which we
suggest can be justified also as a business proposition, which will redound not
merely to the credit, but also to the economic advantage of Great Britain.”

The proposed loan for transport development in East Africa has been the subject of
a special interim report of Sir Arthur Balfour’s Committee on Trade and Industry
(Cmd. 2463), and in July last I received a deputation largely composed of
representatives of the cotton industry in Manchester, who earnestly urged the
approval by the Government of the Commission’s proposals.

I consider, therefore, that the Government should come to a decision before
Parliament meets as to whether they are prepared to accept or reject the recom-
mendations.

It would be necessary to introduce a Bill giving power to raise a special loan of £10
millions for transport development in East Africa, mainly for Tanganyika Territory
and Uganda. It is not suggested, nor is it contemplated, that the whole of this loan
would be required at the same time; in fact, it is unlikely that any portion of the
capital expenditure contemplated in the case of Uganda would take place before 1928,
as Uganda is at present engaged upon the expenditure of its share of the 3% millions
advanced in cash by the Imperial Government in March 1924, railway construction
on the existing programme having commenced on the 1st January, 1925, the main
extension to be completed in 1927. The Governor of Tanganyika Territory estimates
his requirements for next year (1926-27) for purposes of railway construction and
extension at £1,035,500 (including a deficit of £52,000 on sanctioned construction
this year), and also about £300,000 for capital improvements to existing railway and
harbour works.

I therefore suggest that the Bill should be of a permissive character authorising
the issue of the 10 million loan in convenient instalments, arrangements being made
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to finance the requirements during the intervals by temporary borrowing through
the Crown Agents. The object of this plan is threefold:—

1. To avoid making demands upon the annual revenue of Great Britain for capital
expenditure on Imperial development;

2. To avoid large sums of money being paid over to the credit of the Colonies
before the money is actually required; and

3. To secure a continuous programme of transport development to be laid down
over a period of years.

I feel the time has come when some better system than periodic cash advances by
the British taxpayer should be evolved, and that in the case of these undeveloped
parts of the Empire loans should be raised on the cheapest terms for the financing of
capital works. From the information at present available, it appears probable that if
the capital requirements of Tanganyika are met from a loan, no loan-grant from
Imperial funds will be required in 1926-27. The grants for the current year and last
year were £350,000.

There are few portions of the Empire that offer safer or more profitable fields for
such investment than our East African territories. Their development lies entirely in
the field of the production of raw materials, notably cotton, which are urgently
needed by British manufacturers, while every pound of tropical produce grown in
these territories increases the purchasing power of their inhabitants for British
manufactured goods in return. _

The lastest figures may be of interest as showing the character of the development
that is already taking place:—

Trade of Kenya and Uganda—

(Trade imports plus domestic exports)— £
8,250,000
1924 ... 12,315,000
First six months, 1924 SoiE BT EHS GEE DEEH Ge0 G 5,800,000
Firstsixmonths; 1925 ..s ses ses aws sss sus sas 7,820,000

Corresponding figures for Tanganylka temtory e £
1923 us «vos san 2 WEE EEE GG FEE AEE  &EH 3,120,000
1924 ... .. 4,500,000
First six months, 1924 U S 1,900,000
First sixmonths, 1925 ... ... ... ... ... ... ... 2,520,000

The figures for the working of the Uganda Railway system (including lake and river
transport in Uganda, as well as railways in Kenya) for 1924:—

£
Receipts 1,635,000
Expenditure ... ... ... ... ... .. .. ... ... 878,000

The Tanganyika Railways for the same year earned £319,000 against an expendi-
ture of £359,000, there being a small profit on the Central line, but a deficit on the
line from Tanga to Moshi.

The statement of public finance is as follows:—
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Kenya 1924— £
Actual revenue A BRE sy e ems  wew e 5o 2,111,564
Actualiexpenditiite ... suw wsw mew css cew wes mes 1,861,510

There was a floating debt of £190,844 at the end of 1923, but this has been turned
into a surplus balance of £59,210 at the end of 1924.

Uganda 1924— £
Actual revenue MEH BIW Bl mEe sur imy cem sl 1,239,789
Actual expenditure ... ... ... ... ... ... ... ... 918,662

The surplus balance standing to the credit of Uganda reached £1,000,000 in the
middle of August this year.

Tanganyika territory—the ordinary budget (exclusive of railway receipts and
railway and capital expenditure) was represented for the year 1924 by an actual
revenue of £1,240,000; actual expenditure of £1,000,000.

The principal public works suggested by the East Africa Commission to be paid for
out of the contemplated 10 million loan may be enumerated as follows:—

(A.) Tanganyika Territory

1. A railway from Tabora to Mwanza (260 miles). This has been sanctioned by the
Treasury as far as Shinyanga (mile 120). If the whole line is sanctioned, the
expenditure in 192627 is estimated at about £780,000.

2. A line from Dodoma on the Central Railway northwards through Kondoa-
Irangi to Arusha, and an extension from the present terminus in the neighbourhood
of Moshi to meet it at Arusha; total, 220 miles. The Governor estimates an
expenditure next year on the Moshi-Arusha Section, if sanctioned, of £250,000.

3. Abranch from the Central Tanganyika Railway south-westward to Lake Nyasa.
On information obtained by the General Manager of the Railway from German
pre-war sources it appeared that the most promising route for this railway was from
Ngerengere, some 80 miles west of Dar-es-Salaam, to Manda on Lake Nyasa (about
400 miles in all), but I have since received information that largely owing to the
devastation of war and the spread of tsetse fly a great deal of country which would be
traversed by this line is now very scantily populated, and that it is now necessary to
consider an alternative route through a more populated country from Dodoma via
Iringa and Tukuyu to a point on the northern end of Lake Nyasa at or near Karonga.
A further advantage of this alternative lies in the possibility of extending this railway
through North-Eastern Rhodesia to Broken Hill on the existing line from the
Victoria Falls to Belgian Congo. No expenditure except on survey would be required
in 1926-27.

(B.) Uganda

The line now being constructed out of the money advanced by Parliament last year
provides for a railway from Turbo in Kenya (Uasin Gishu extension) to Mbulumuti
and for a branch line from Tororo, where this new line enters Uganda northward to
Mbale. The Commission recommend that as soon as this is completed the
construction should proceed in a north-westerly direction from Mbale through the
rich cotton-growing areas of Soroti and Lira to the navigable basin of Lake Albert,
which includes the stretch of the Nile from the north end of Lake Albert to the Sudan
frontier. The funds available from last year’s loan may be sufficient for construction
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for 35 miles beyond Mbale, to the neighbourhood of Kumi. From thence to Lira
would be about 95 miles. It is impossible at present to suggest what route should be
followed to the Nile, but the further distance would be roughly 120 miles.

(C.) Kenya

The Commissioners do not recommend any further railway construction in Kenya
Colony at present, but envisaged the great necessity of proceeding at once to further
harbour works at Mombasa (Kilindini) to deal with the growing traffic of the Uganda
Railway. Since the publication of their report, I have had abundant evidence that the
two deep-water berths now being constructed at Kilindini, which were authorised by
Mr. Churchill when Secretary of State for the Colonies, will prove inadequate, and
that at least two more berths, costing possibly £600,000, will be required forthwith. I
must, however, await the views of the new Governor before coming to a definite
decision on this point.

(D.) Nyasaland

The existing railways in Nyasaland are privately owned, and the line connecting that
Protectorate with the sea runs through Portuguese territory. The conditions here are
exceptional, and I am not in a position to make any definite proposals as to
expenditure from the loan.

It has been strongly urged from influential quarters that a certain proportion of
the amount raised by the loan should be set aside for capital expenditure on purposes
other than those connected with the improvement of communications, such as
scientific research, sanitation and education. These are all essential for development
in the full sense of that expression, and the Report of the East Africa Commission
calls attention to the urgent necessity of increased expenditure on these services. I
would therefore recommend for favourable consideration that of the total amount
authorised, the proportion of, say, 5 per cent. should be devoted to the capital
expenditure required for improvements in the equipment of the scientific, medical
and sanitary and educational services of the East African Dependencies.

Neither of the territories in which railway construction is proposed by the
Commission can raise public loans under the Colonial Stock Acts,' and therefore any
loan will require the guarantee of the Imperial Government authorised by an Act of
Parliament. This is the course which has been taken in the case of the Anglo-
Egyptian Sudan.

Further as other claims on the Dependencies concerned may make it difficult for
them to meet the interest charges during the period of construction before the new
railways begin to earn revenue, it is suggested by the Commissioners that the
interest should be advanced by the Treasury during the period of five years from the
date of issue of the loan. As the whole of the loan would not be issued at once this
five-year period would commence from different dates. I hope, however, that the
dependencies may be able to meet the interest charges from the outset, and that it
may not be necessary to ask for any assistance from Imperial funds on this account.
Alternatively, these interest charges might be met out of capital, the amounts of the
loan instalments being increased for the purpose.

! The Colonial Stock Acts applied only to those territories with colony status.
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I contemplate that the only construction recommended by the Commission which
could be commenced in these territories during the year 1926 will be the completion
and equipment of the line from Tabora to Mwanza and the extension from the
neighbourhood of Moshi to Arusha. In the following year the line from Dodoma
could be constructed as far as Kondoa-Irangi, and the commencement made with the
line to meet it southward from Arusha. Economic and engineering surveys could be
made next year (1926) for the proposed extension in Uganda, so that the work could
commence on the 1st January, 1928, perhaps earlier. A similar time and date can be
envisaged for the line southward from the Central Tanganyika Railway to Lake Nyasa.

As to the economic results that will follow from the construction of these lines, all
one can say is that the same results can be confidently expected, as have been
achieved by the construction of existing railways in East and West Tropical Africa.
They will enable the cotton production of British Africa to be increased very largely;
the southern Tanganyika highlands will be opened up, with the resulting crops of
high-priced coffee, tea and maize. Nyasaland is one of the most valuable potential
tobacco-growing countries in the Empire.

I support the proposals of the East Africa Commission not only on account of the
necessity for making good our pledges to the electors to promote Imperial
development and the building up of new markets, but also on the grounds of both the
direct and indirect help it will give to the solution of our domestic unemployment
problem. In the case of railway construction in Tropical Africa roughly 50 per cent. of
the total capital expenditure represents orders for rails, steel bridging, locomotives,
rolling-stock and station equipment in this country. In the case of harbour works the
proportion is lower, about 25 per cent. representing material imported for the
purpose of the work and 75 per cent. salaries and wages payable on the spot. Of these
salaries and wages, however, a considerable part comes back to this country in the
purchase of British goods of all kinds.

The indirect benefit to which I attach great importance lies in the expansion of
purchasing power which follows the opening up of Tropical countries by means of
railways.

There is one political point which should not be overlooked in connection with
East African development, and that is, our special duty and opportunity in the case of
Tanganyika Territory. In Tanganyika we have been entrusted with the development
of Germany’s largest and richest former colony, and we have to show to the world
that we are not less zealous for its development than we are in the case of our own
colonies or protectorates. It is the largest and most populous of all the East African
territories, and it lies centrally between the three great lakes of Continental Africa
(Victoria Nyanza, Tanganyika and Nyasa) all of which it touches. The railway
communications in this territory are now no better than they were in 1914.

The East Africa Commission point out that at present Kenya alone of the East
African Territories can raise a public loan ranking as a trustee security, by reason of
the fact that the Colonial Stock Acts provide only for territories having the status of
“Colonies.” They suggest in their report that the Acts be amended by adding the
words “protectorates and mandated Territories” to “Colonies.” It certainly seems
rather absurd on the face of it that Kenya can raise a loan while Uganda should at
present be unable to do so, except on less favourable terms.

The amendment of the Acts, however, is a matter which involves considerations in
which other Departments of State are concerned. Apart from the Treasury, the Board
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of Trade would have to be consulted in view of the effect of the amendment in
widening the area of Trustee investments. The position of the Indian Protected States
may also require careful consideration. I would therefore prefer to proceed as
proposed above by way of Imperial guarantee, and to reserve the question of
amending the Colonial Stock Acts for further examination by the Departments
concerned, with a view to possible legislation next year.

80 DO057/72, no 5747, ff 1483-1490 24 July 1928
[Emigration to the dominions]: letter from Mr Amery to Mr Baldwin.
Enclosure: ‘Unemployment and migration’, memorandum for the
prime minister

[This memo was prepared at the request of the prime minister in connection with a
House of Commons debate of 24 July 1928 on a Labour Party motion moved by Mr
Ramsay MacDonald condemning the Conservative government’s failure to deal effectively
with the problem of domestic unemployment. The memo refers to new proposals to
encourage overseas settlement which were made in the report of the Industrial
Transference Board, appointed in Jan 1928 under the chairmanship of Sir Warren Fisher,
to consider measures for the transfer of workers, and in particular miners, for whom
opportunities of employment in their own district or occupation were limited. Proposals
put by Lord Lovat, under-secretary of state for the dominions, to the Board formed the
basis for proposals made in its final report (DO 57/72, no 2163, ff 20-22, ‘Industrial
Transference Board statement by Lord Lovat. Migration of miners’, 13 Mar 1928). The
ITB report, signed 26 June 1928, attached great significance to the extension of overseas
migration, but contained some criticism of the forms and procedures employed by
dominion governments in relation to UK emigrants and regarded the operation of the
Empire Settlement Act, 1922, as disappointing (‘Industrial Transference Board’, Cmd
3156, 1928, pp 35-52). In the Commons, Baldwin explained that his government
intended to adopt a more active policy with regard to overseas settlement ‘both under the
Empire Settlement Act’ and otherwise, but added that no precise programme could be
laid down in advance of Lord Lovat’s planned visit to the dominions (H of C Debs, vol 220,
col 1135, 24 June 1928).]

I enclose herewith some notes for the part of your speech which touches on
migration. I have embodied in it most of the recommendations of Worthy’s
Committee (which are in fact those I have been pressing for some time past) in so far
as it is expedient to make them public at this moment. But clearly it is no good going
into details of schemes which still have to be negotiated or estimates of numbers to
be migrated, as any appearance of a hard and fast programme settled here in advance
will only make Lovat’s position very difficult when he gets out.! I have similarly
omitted all reference to possible assistance by way of advances to industrial migrants
as such assistance will not be worth giving if Canada insists on treating men so
helped as assisted migrants and either limit them to certain occupations or raises the
amount of landing money required by them. My reference to land settlement
schemes on a large scale has also been pitched in a minor key: it is no use advertising
a great Empire settlement until it is all fixed up.

In the passage dealing with forms and restrictions I have gone as far as it is wise or
safe to go without seriously upsetting the Dominions and undoing all the work of the

1 A reference to Lovat’s planned visit to the dominions.
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last few years. Personally I am concerned that Fisher and his colleagues have greatly
exaggerated the importance of this factor, and their idea that you can go to the
Dominions with a big stick and order them about is childish. The ignorance of the
nature of inter-Imperial relations prevalent even among some of our colleagues is
amazing.

If you are asked whether you propose to introduce legislation to amend the Empire
Settlement Act I would suggest your replying that you doubt if legislation is
necessary as much expenditure as will be incurred outside the provisions of the Act
can simply be added on to the votes of the Oversea Settlement Department, the
Ministry of Labour or the Board of Trade as the case may be.

Enclosure to 80

“Oversea Settlement” (this phrase is generally used in preference to “Emigration” in
relation to movements to other parts of the Empire) has always been regarded from
two points of view:—

(1) that of those who look at it chiefly as a means of providing outlets for Great
Britain’s superfluous population which cannot find work at home:

(2) that of those who think Imperially and wish to distribute our white population
more evenly between this country and the Dominions, thus building greater
Britains overseas and promoting the development, trade and security of the whole
Empire.

There is at present in this country a widespread belief (which is from our
standpoint natural and intelligible) that the Dominions are lacking in vision and in
sympathy with our difficulties because they do not help us to transfer large numbers
of unemployed to their territories. Inevitably, in face of the conditions in the mining
areas and in the heavy industries in this country, we must all be anxious that the
Dominion Governments should help us so far as is possible with our unemployment
problems.

It must, however, be remembered that any attempt to transfer our unemployed to
the Dominions in large numbers without their consent and in the absence of
arrangements for ensuring them satisfactory employment on the other side, would
be resented by the Dominion Governments as an unfair attempt on the part of His
Majesty’s Government to transfer their domestic difficulties to the shoulders of the
Dominions.

In this matter all the cards are in the hands of the Dominion Governments. They
claim, and, in the interest of their peoples, justly claim the right to say who shall
enter their borders and become fellow citizens of theirs. Their laws empower them to
close their doors to the entry of any would-be immigrants, and particularly assisted
immigrants, either directly by prohibiting their entry, or indirectly by requiring
them to possess large sums in “Landing money”.

The Dominions have never agreed to co-operate in State-aid for Empire settlement
on the understanding that that policy would be used by His Majesty’s Government as
a means of transferring the unemployed population of this country to the Domin-
ions. This is clear from the history of the present policy of State-aid for oversea
settlement, which is as follows:—
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In the autumn of 1920, the Cabinet, gravely perturbed at the prevalence of
unemployment—specially amongst ex-Service men—turned their minds to the
possibility of co-operating with the Dominion Governments in a policy of Empire
Settlement. Both those actuated by fears of unemployment and those actuated by
Imperial considerations combined to favour a policy of State-aided Empire settle-
ment, and it was agreed to invite the Dominions to a Conference. In inviting the
Dominions (copy of telegram to Canada attached)? it was felt necessary to give some
indication that the proposal was prompted in part by industrial and economic
difficulties in this country. The phrase “to meet exceptional conditions which have
resulted from the war” was adopted for this purpose after much consideration. It was
felt impossible to say less and impossible to say more if the policy was to secure
acceptance. Consequently, chief stress was laid upon the Imperial aspect of the
policy, and no specific reference was made to unemployment.

The Conference which took place early in 1921 was attended by the Prime
Minister, then Financial Secretary to the Treasury, and he will no doubt remember
it.

Its proceedings, subsequently endorsed by the Prime Ministers Conéerence of
1921, led to the passing of the Empire Settlement Act in 1922. Lord Milnér® opened
the Conference by saying that “oversea settlement should not be regarded as a means
of dealing directly with abnormal unemployment in the United Kingdom at any given
moment, but as a means of remedying fluctuations of trade by developing our best
markets and of permanently minimising the risk of unemployment here and
throughout the Empire”.

At the time of this Conference, Sir George Perle[y]* who represented the Canadian
(Conservative) Government, intimated that co-operation would be specially difficult
for Canada, because her population was French as well as British, and because the
Dominion had always been able to obtain all the settlers she needed without giving
State-aid to passages. It was therefore, contrary to the traditional policy of the
Dominion to do so.

At the Migration Sub-Committee of the Prime Ministers Conference of 1921, there
was discussion as to the extent to which oversea settlement can directly affect
unemployment in Great Britain. It was agreed that while it did in fact help numbers
of unemployed to leave this country, it would not be approached on that basis; and
Mr. Churchill, then Colonial Secretary, when presiding over the Migration Sub-
Committee, expressed the view that “oversea settlement should be regarded, etc. not
as a means of remedying unemployment, but solely as a constructive method of
building even stronger nations in the Dominions overseas.”

The Empire Settlement Act was advocated in Parliament and accepted by
Parliament as an Imperial measure, though, no doubt, many of its supporters were
actuated by the belief that it would be beneficial, both directly and indirectly, to our
unemployment difficulties. To the Dominions, it was represented to be an Imperial
measure. '

Since the Act was passed, over 250,000 persons have been assisted under it to
settle in the Dominions. It is not possible to say accurately how many of these were
drawn from the unemployed classes, but it is a reasonable computation that about 50

2 Not printed. 3 Secretary of state for the colonies, 1919-1921.
4 Sir George Perley, high commissioner for Canada in the UK, 1917-1922.
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per cent. came from these classes, and a further 25 per cent. from just above the
unemployment level; in other words, they were, to use a Canadian phrase, “half a
jump in front of the wolf”.

The Dominions do not refuse to accept a British migrant because he or she has
been unemployed in the Old Country, provided they are satisfied that the migrant in
question is likely to make good. But the one test upon which they insist (from the
point of view of Great Britain meticulously) is that the migrant shall have the
qualities which would make him a good citizen and successful overseas. They do feel
that the fact that a man or woman has been unemployed in the Old Country raises an
element of doubt as to his possessing the qualities requisite for success in the new. If
we stood in their shoes, we should feel as they do.

Once again, unemployment in the mines and elsewhere is gravely perturbing the
Cabinet. With a view to helping the Government in their present difficulties, Lord
Lovat has put forward a scheme which aims at settling overseas each year some
21,500 souls, including 7,000 single miners and 2,500 miners with families, all
drawn from the distressed mining areas. The scheme, which is estimated to cost an
additional £600,000 annually, will succeed only if the Dominions will agree to take
this amount of mining population and if these numbers are willing to go overseas.

At the same time, the Cabinet have before them proposals that the Government
should cheapen or pay the whole cost of passages to Canada: cost about £200,000 a
year. Both these proposals involve departure from the 50/50 basis of the Empire
Settlement Act, and would not have been entertained by the Treasury or the
Government, except as special measures for meeting the present emergency.

The Secretary of State, Lord Lovat and the Oversea Settlement Department are at
one in thinking that both the new proposals for transference overseas of the mining
population and for the payment of passage rates can, subject to the consent of the
Dominion Government, be carried out without a breach of the spirit in which the
policy of oversea settlement was arranged with Canada and has secured her
co-operation.

In regard to passages for industrialists, it is not proposed to ask the Dominion
Government for any contribution of State-aid, and it is hoped that this fact may
secure their consent to our assisting our industrials to enter Canada in larger
numbers than at present. As regards the transference of mining population, the
objections to unemployed persons, qua unemployed, apply with less force to miners
because the circumstances of the present unemployment are exceptional. Miners are
a specially fine class of worker and the backbone of the country, and Canada herself
recognises the special suitability of miners and mining families for settlement in the
Dominion. Actual experience in connection with mining families settled under the
3,000 Families Scheme has shown that they do at least as well as, if not better than,
any other class. :

The chief difficulties of the Dominion Governments in relation to oversea
settlement may be summarised as follows:—

(1) They, like we, are financially impoverished by the War, and have much less
money to spend on development and on providing work for new arrivals.

(2) The Canadians are part French and part British and it is therefore difficult for
the Dominion Government, especially for one dependent upon the French Vote, to
spend money on State-aid for British settlers.
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(3) Labour all through the Dominions is opposed to British immigration because
it fears that British immigrants will drift into the towns, compete in industry,
cause wages to fall and increase unemployment.

(4) Sentiment in the Dominions as in all countries of immigration is all the time
becoming increasingly insistent on the adoption by their Governments of the
policy of passing all immigrants through a fine sieve. The outstanding example of
this policy is the adoption of the quota system by the United States.

For the above, amongst other reasons, there is at the present moment a
considerable divergence between the national situation and outlook in Great Britain
and in the Dominions in connection with oversea settlement. We cannot hope to
bridge that gulf except by a policy of conciliation and forbearance.

81 T161/291/833978, ff1-7 26 Nov 1928
[Colonial development]: letter from Mr Amery to Mr Churchill on
measures to increase employment in the UK, and proposing the

establishment of a colonial development fund. Minutes by Sir P
Waterfield and Sir R Hopkins'

[In late 1928 Baldwin’s government, faced with a continuing problem of unemployment
in Britain, appointed an inter-departmental committee under the chairmanship of Sir
Warren Fisher to examine, and report to the Cabinet on possible schemes for generating
employment (see the introduction to this volume, p Ixii). CO officials were unhappy at
this attempt to harness colonial development to the relief of domestic unemployment,
and Amery, whilst keen to promote colonial development, was concerned that any future
provision of funds should be free from the form of tight Treasury control which the Office
held to have limited the efficacy of the East African Guaranteed Loans Act. Instead of
submitting a memo to the committee (although one was drawn up), Amery wrote the
following letter to Churchill, outlining the problems he identified with existing
approaches to colonial development, and making the case for a colonial development
fund. Amery copied this letter to the prime minister, commenting that: ‘Four years bitter
experience have convinced me that any attempt to help the employment situation here by
accelerating Colonial development is hopeless as long as matters are left to the Treasury,
which is at bottom against all expenditure, whether on development or on anything else,
and whose powers of obstruction are infinitely greater on an Imperial subject than on a
domestic issue where there is constant parliamentary pressure’ (CO 323/1016/8, no 12,
Amery to Baldwin, 26 Nov 1928). As the minutes reproduced here illustrate, Treasury
officials were critical of Amery’s proposals, particularly those concerning the introduction
of a ‘block grant’ system and reduction of Treasury control, and these were rejected by
Churchill in a letter to Amery of 23 Jan 1929 (CO 323/1064/6, no 1). Nevertheless,
additional weight was given to the general case for expenditure on colonial development
by The Report of the Commission on Closer Union of the Dependencies in Eastern and
Central Africa (Cmd 3234, 1929), referred to in Hopkins’s minute. By Mar 1929 the
Treasury had accepted the case for a development fund, and in Apr 1929 the Cabinet
agreed to Amery’s proposals for the establishment of a fund. Conservative development
policy was adopted by the new Labour government, and a Colonial Development Bill was
eventually passed in July 1929. This established the Colonial Development Fund,
administered by a Colonial Development Advisory Committee, from which assistance of
up to a maximum of £1 million per annum could be allocated in grants or as payment, for
up to ten years, of interest charges on loans for development projects. The Act stated that
colonial projects receiving assistance should also promote British trade and industry.]

! Sir P Waterfield, assistant secretary, Treasury; Sir R Hopkins, controller of Finance and Supply Services
Dept, Treasury, 1927-32.
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I was invited by the Committee on Unemployment which the Prime Minister
appointed, to put up a memorandum on the possibility of development in the
Colonies and Protectorates being speeded up, with a view to increasing employment
over here. A memorandum on the subject was prepared in the Colonial Office, in
which my people discussed what could be done if the problem were approached on
existing lines, and which was therefore necessarily negative in character. On looking
at it, I came to the conclusion that it would not really be of any use to the
Committee. I have, therefore, not had it sent forward. The truth is that the attempts
the Government have hitherto made to combine Colonial development with relief of
unemployment lead to little but correspondence, committees and delay.

I think it is not realised how much the Colonies do to provide employment here in
the ordinary course of business and apart from these spasmodic appeals. The Crown
Agents have bought over £33,000,000 of stores in this country in the last five years,
and over £8,000,000 in 1927, all out of Colonial funds. You will admit that these
figures show a very substantial contribution to the problem. During the same five
years four Colonies raised over £18,000,000 by way of development loans, and of this
amount some £7,000,000 at least have gone in buying goods here. Over and above
that £7,000,000 which comes directly and immediately back a further considerable
part of the £18,000,000, has been spent in European salaries, a large proportion of
which is spent in the United Kingdom, while the remainder goes to swell the
purchasing power of the natives. In a country like Nigeria for example where about
70% of the imports are from the United Kingdom a considerable proportion again of
the money spent out of a development loan must find its way back to the United
Kingdom. That this expenditure also has indirectly developed new valuable markets
is clearly borne out by the steady expansion of British export trade to countries like
Nigeria.

Our failure to reply to the invitiation to submit a memorandum does not mean
that there is nothing that the Colonial Office can do to help in dealing with
unemployment here, but I cannot help feeling that we have got on to the wrong lines
in our attempts to apply co-operation to speeding up development. We have asked
too much of the Colonies and have offered too little ourselves for what is after all our
problem and unless we change these lines, we shall continue to arrive at the same
negative results, when the Colonies are asked to do more than they are already doing.

Further, each time the Colonial Office has been asked to produce material in
connection with the unemployment problem, it has been treated as if it were an
exceptional emergency to be dealt with by special measures taken in a hurry, in a
crisis. On the other hand, we have been asked to produce proposals for putting in
hand large Public Works (which obviously call for a great deal of surveying and
preliminary work) to enable the home government to deal with the problem of
distress in the coming winter. On the other hand, we have been offered terms which
have never seemed to us to be sufficient to induce Colonial Governments to make
additional efforts, the effect of which would be appreciable. I do not think that it is
any use looking for such help, if the British Government are going to ask the
Colonies to accept liabilities in the shape of debt charges for enterprises which are
not ripe for execution, because it goes without saying that if a railway or bridge will
be an immediately remunerative undertaking any solvent Colony is only too anxious
to build it without any urging. Therefore, I think that if you want to come to business
you must offer, on loans raised in approved cases for development, payment of the
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whole interest, say for a period of five years, and possibly half or three-quarters
interest for a longer period till the revenue from the development comes in to the
Colony. Further, if you want to frame a real long range policy, I think you must
begin by realising that we are not now dealing with a temporary emergency, or even
with crises which recur intermittently. The trade depression and unemployment in
the heavy industries must be regarded as an economic factor of some permanence,
and must be tackled by a continuous policy and not by spasmodic efforts on short
notice, from time to time. I, therefore, suggest that you should put at my disposal a
certain sum of money as a Colonial Development Fund for a series of years, which
would be used to meet the interest charges in whole or in part on schemes of
development in Colonies and Protectorates, undertaken with the definite view of
providing markets for the home manufacturer and employment for home labour.
The provision of the money which I suggest would show the Colonial Governments
that His Majesty’s Government recognises the. fact that the Colonies and Protecto-
rates are being asked to do something for us. On the other hand, it would mean
expending a known annual figure which is preferable to incurring the indeterminate
liabilities involved by a guarantee. I hope that you will give the idea your sympathetic
consideration, and I think that on examination you will find that in its direct effect it
will be cheaper than the old, leaving out of account altogether its indirect effect in
helping engineering firms to take on other contracts.

The arrangements which I suggest would apply only to such works as I could pass
as being out of reach and not to works which would in any case have been
undertaken. In particular, I think that most, if not all, of the works which are
hereafter approved for construction in East Africa under the Palestine and East Africa
Guaranteed Loans Act would be included in the scope of my suggestion, and I am
confident that the assistance thus given would turn the scale in the direction of
making many services practicable. I think, indeed, that it would be justifiable to
apply my suggestion to works under that Act which have already been authorised and
so set free revenue which would enable the Governments concerned to take in hand
fresh undertakings beneficial to employment at home.

You will remember that the whole basis of the recommendations of Ormsby Gore’s
Commission? that the total figure should be £10,000,000 was estimated on the
assumption that interest for the first five years would be found by His Majesty’s
Government. The rejection of this basis has made it impossible to proceed with any
long range development projects under this Act. Less than £3,500,000 of the
£10,000,000 has been spent in three years.

It is difficult to give figures until I can consult Governors and draw up a
programme of works to be gradually brought under my scheme. But if we take new
capital expenditure of £3,000,000 a year, with assistance in respect of full interest for
five years, we get an annual charge which rises to say, £700,000 and averages, say,
£560,000 over a period of ten years. This would point to an annual grant—in fact a
gift—of £500,000 a year, any balance unspent at the end of a year being carried
forward to the next.

Given a free hand in applying this sum to useful works I could undertake to ensure
such development, particularly in Africa, as would give a real impetus to heavy
industry at home, and create a permanently increased trade purchasing power in

2 See 79, note.
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Africa as a growing market for all varieties of manufactured goods. But it must be a
free hand. Conditions such as we have had to work under in connection with the
£10,000,000 guaranteed loan make progress almost impossible. As you know Kenya
has deliberately declined to take advantage of the guarantee as not worth the endless
and irritating discussions with the Treasury before anything is sanctioned.

I am sending a copy of this letter to the Prime Minister in order to make clear why
I have not put in a memorandum to the Committee.

It is the principle of the “block grant” for which I am asking!

Minutes on 81

Mr. Upcott®

The substance of Mr. Amery’s proposals—a grant towards the cost of interest charges
on Colonial development loans during the initial period—was put before the Cabinet
by the Board of Trade in 1923, and criticized in detail by Sir O. Niemeyer in his two
memoranda filed at the beginning of F.6984/1. The result was Section 2 of the Trade
Facilities Act, 1924,% which limited the Treasury grant to threequarters of the cost of
interest in the first 5 years. As Mr. Cuthbertson® points out, the response to that offer
(which was only open for 3 years) was negligible, being limited to £3m. capital and
£216,000 grant (including future commitments), out of a maximum of £5m.
permitted by the Act. The reason was, no doubt, not that the conditions imposed by
the Act were unduly severe, but that the time was not ripe for the hoped-for
developments, and the Colonial Governments, being obliged to share in the financial
risk from the start, were compelled to look before they leapt.

Now Mr. Amery wants to sweep away all restrictions, relieve the Colonial
Government of all share in the financial risk for the first 5 years at least, and possibly
more, abolish Treasury control, and substitute the “block grant” system borrowed
from the Empire Marketing Board,” with himself in sole control, unhampered,
apparently, even by an advisory Committee.

The idea is so preposterous that it is hardly necessary to argue it seriously. As
Sir O. Niemeyer pointed out at the end of his later memorandum, legislation would
certainly be required, and it is certain that Parliament—always very jealous of
attempts by the Colonial Office to usurp Treasury functions in these cases—would be
violently hostile to any such proposal. Apart from that, the scheme is sheer financial
immorality, a temptation to the Colonial Governments to embark on premature and
ill-conceived enterprises by financial inducements which blind them to the ultimate
risk.

There is ample evidence before the Treasury (as Mr. Cutherbertson shows) of the
rashness both of the Colonial Governments and the Colonial Office in the past in

3 (Sir) G Upcott (KCB 1933), deputy controller of Finance and Supply Services Dept, Treasury, 1921-31;
controller and auditor general, Exchequer and Audit Dept, 1931-1946.

4 Sir O Niemeyer, controller of finance, Treasury, 1922-27.

5 The Trade Facilities Act, 1924, aimed at promoting British export trade with the colonies.

5 Treasury principal.

7 The Empire Marketing Board was established in 1926 with a nominal grant of £1 million under the
supervision of the secretary of state for the colonies.
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pressing forward half-baked schemes—until the question of financial responsibility
is brought home to them by the Treasury.

I would not even adopt Mr. Cuthertson’s tentative offer of a continuation of the
1924 policy, at any rate at this stage; and have redrafted with an uncompromising
refusal. '

As regards possible effect on our export trade, the calculations made in S.27798/1
showed that, assuming a total expenditure of £7%2m. on railway construction in
Africa, the consequent orders in this country would represent (very roughly) in
terms of 1924 production:—

7.5% of the total rails production; but less than 1% of the total iron and steel
exports; and
214% of the rolling stock exports.

There is one point in Mr. Amery’s letter which requires comment. On page 62 he
says:—

“The whole basis of the recommendations of Ormsby Gore’s Commission that the
total figure should be £10,000,000 was estimated on the assumption that interest
for the first 5 years would be found by His Majesty’s Government. The rejection of
this basis has made it impossible to proceed with any long range development
projects under the Act. Less than £3%m. out of the £10m. has been spent in 3
years.”

The first sentence is true; the rest of the statement is open to question. Mr. Amery
conveniently forgets his own statement in the memorandum he prepared for the
Cabinet Meeting of March 31st, 1926, paragraph 2:—

“The (Cabinet) approval (of the £10m guarantee) did not extend to the suggestion
that the British taxpayer should be called upon to pay the interest on the loan for
the first 5 years, and I think all are agreed that such a course would not be
Jjustifiable, and that were this to be provided for in the Bill to be laid before
Parliament it would be difficult to get it accepted by the House of Commons”.

After the Act was passed, the Colonial Office raised the question whether the
interest during the construction period could not be added to the capital cost and
covered by the Treasury guarantee; but the Law Officers advised that, as the Act was
drafted, this was impossible (S.27798/03).

There was some grumbling in Africa at first; but the Treasury certainly do not
accept the view that this factor is preventing the adoption of long-range projects; all
the evidence before us shows that the reasons why more money is not being spent is
not lack of means, but the practical problem of completing the necessary surveys.
Incidentally, what has been spent is not £3%2m. out of £10m. but £7m., for though
Kenya has chosen to drop out of the guarantee, she has nevertheless borrowed the
full £3,200,000 (plus another £1¥2m.) which was provided for her in the schedule to
the Act.

Draft reply below.?

APW.
4.1.29

8 See p 13, para 3. 9 Not printed.
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Chancellor of the Exchequer
In his letter of the 26th November Mr. Amery makes the following proposal:—

That you should give him out of Budget revenue a sum in excess of £500,000 per
annum, for a period of ten years, to meet the interest on money raised for new
Colonial Development Schemes, the proposal being that the whole interest should
be met in this way for the first ten years of each loan, and the main part of the
interest for an unspecified further period.

This sum would be a grant-in-aid which Mr. Amery would propose to dispense
entirely on his own initiative without any form of Treasury control.

This surprising proposal is hitched on to the necessity for speeding up Colonial
Development Schemes which would not at present be productive, in order to
increase employment in this country.

So many objections occur that it is difficult to understand how the proposal can
have been made in its present form. I cannot conceive Parliament granting so large a
sum over so long a period without any control either from the Chancellor of the
Exchequer or from the Public Accounts Committee.

Schemes which are not yet ripe for development and have to be pushed on by a
subsidy of this kind will at best only mature slowly and do little or nothing to relieve
unemployment at its worst time.

There is great competition for capital required for productive enterprise—the
present rates of interest are evidence enough of that—and capital funds diverted to
Mr. Amery’s purpose will only diminish the supply for other more immediately
profitable undertakings.

Since the attached memoranda on the proposal were written in the Department,
the position has been to some extent altered by the Report now published of the
Hilton Young Commission on the Closer Union of the Dependencies in Eastern and
Central Africa. On pages 171 and following of that Report, recommendations are
made as to the method of raising capital for necessary development in the African
Colonies, and these recommendations are expressly designed to be applicable as need
may arise to British Colonies as a whole.

One of the proposals is that a development fund should be created to make
investments in undertakings which have been approved after careful scrutiny by a
competent body. At first sight, this recommendation might seem to have some
affinities to Mr. Amery’s proposal; but there are very important differences. Whether
it is contemplated that the Development Fund should be raised out of revenue rather
than by borrowing is left vague, and, while it is contemplated that the advances
should be free of interest until the undertakings became productive, it is also
contemplated that, as a general rule, this subsidy would be recovered by making an
addition to the interest that was subsequently payable by the Colony on the loan.

Moreover, this proposal is only put forward as one of three alternatives, the others
being that a system similar to that of the Local Loans Fund should be set up to
provide a common source for Colonial Loans, or that facilities similar to those
provided by the East Africa Guaranteed Loan should be extended from time to time as
a regular practice.

The Report proceeds that any such facilities as they recommend should only
become available after a most careful scrutiny, and that a “Board of Directors” should
be established and made responsible for making decisions of the kind. The Report
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adds—“We do not suggest that the sort of critical examination to which propositions
are subjected by the Treasury is unnecessary; it is indeed essential that some such
test should be applied before large sums of public money are expended, because in
such cases the checks and penalties which stimulate private enterprise to efficiency
are lacking”.

Recommendations follow both as to the constitution of the “Board of Directors”
and as to the manner in which Treasury control should be exercised.

The Scheme thus recommended in this Report is, of course, ambitious and
far-reaching, but, at any rate, it pays regard both to efficiency and constitutional
propriety both of which Mr. Amery’s scheme forgets. It is clear that it will need close
and, it may be, prolonged examination, and it suggests a further reason why Mr.
Amery’s hasty proposal should in the meanwhile be negatived.

R.V.N.H.
21.1.29

82 CAB24/224, CP 288(31) 23 Nov 1931
[Ottawa Conference]: report by the Cabinet Committee on the
proposed Imperial Economic Conference

[This Cabinet Committee was established in Nov 1931 to examine matters relating to the
Imperial Economic Conference to be held at Ottawa in the summer of 1932. A memo
prepared by Mr Thomas served as the starting point for the committee’s deliberations. It
was intended that the committee’s recommendations would form the basis for
negotiations to be conducted by Mr Thomas during a tour which he planned at this stage
to undertake of the dominions, and subsequently for British policy at Ottawa. A second
report was submitted to the Cabinet in early Dec 1931 listing the articles considered to be
most suitable for tariff concessions to the dominions, so long as ‘an adequate quid pro
quo is obtained’ (CAB 24/225, CP 324(31)). Schedules of items for negotiations were
subsequently sent to dominion governments in early 1932.]

1. At their Meeting on November 3rd, 1931 (Cabinet 73 (31) Conclusion 3) the
Cabinet agreed in principle that as soon as the Government had been re-constituted,
a Cabinet Committee should be set up which should include the following
Ministers:—

The Chancellor of the Exchequer

The Secretary of State for Dominion Affairs
The President of the Board of Trade

The Minister of Agriculture and Fisheries

to examine all matters relating to the Ottawa Conference and to make recommenda-
tions to the Cabinet as to the policy of His Majesty’s Government in the United
Kingdom at the Conference; the Committee to have authority to invite the
attendance of other Ministers ad hoc as required.

2. At subsequent meetings on November 11th and November 18th, 1931 (Cabinet
75 (31) Conclusion 4 and Cabinet 79 (31) Conclusion 16) the Cabinet confirmed the
above terms of reference and composition of the Committee, with the addition of the
Secretary of State for Foreign Affairs and the Secretary of State for the Colonies. It
has not been possible for the Secretary of State for Foreign Affairs to attend the
meeting of the Committee.
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3. The Committee have considered a Memorandum (Paper O.C. (31) 2—Appendix
I)! submitted to them by the Secretary of State for Dominion Affairs relative to the
main problems likely to arise in the course of his forthcoming mission to the
Dominions and subsequently at the Ottawa Conference itself.

4. The Committee are of opinion that the failure of the Ottawa Conference to
reach agreement on the large questions of policy remitted to it would be a fatal blow
to Imperial interests, and that it is accordingly imperative that every effort should be
made beforehand to ensure the success of the Conference. The mission of the
Secretary of State for Dominion Affairs to the Dominions is designed to secure the
largest possible measures of agreement in advance of the Conference, and it is
certain that when visiting each Dominion he will be asked what the United Kingdom
are prepared to do. It is essential, therefore, that before leaving England he should be
fully aware of the policy which the Government intend to pursue on the various
matters raised in his Memorandum.

The dominion wheat quota

5. With regard to one of these matters, namely a Dominion Wheat Quota, the
Minister of Agriculture and Fisheries has circulated to the Committee a Note
prepared in his Department (on the basis of investigations which took place during
the period of Office of the Labour Government) with regard to a possible quota for
Dominion wheat and wheat flour. In his covering Memorandum to this Note, the
Minister observed:—

“It should be borne in mind that the general principles of a quota policy, whether
for Home or Dominion wheat, have not yet been considered by the Cabinet. I
propose in the near future to circulate a document* to the Cabinet on the subject
asking for authority, if the general principles of a quota scheme are approved, to
discuss the practical administrative details of a home scheme with the industries
concerned, whose co-operation is essential to success. While, therefore, the
Ottawa Committee will wish to give early consideration to the possibility of a quota
for Dominion wheat and wheat flour, it is important that detailed investigation by
this Committee should follow and precede the decision by the Cabinet and the
subsequent discussion with the industries referred to above.”

6. The Cabinet are reminded that the Canadian and Australian representatives
who, at the opening of the 1930 Imperial Conference, had advocated Tariffs and had
regarded the Quota Scheme with disfavour, changed their view of the Quota during
the Conference, and ended with an inclination to support such a scheme. On the
other hand, at its termination the Conference was informed that the United Kingdom
Government had put forward the scheme for consideration, but must not be
regarded as being committed to it without further examination. At no stage during
the discussions had any guarantee of price formed part of the Wheat Quota Scheme.
The Dominion representatives never, indeed, asked for a guaranteed price. The
discussions all centred on what the Quota should be, and the nature of the
machinery that would be required to work it.

* This Memorandum has now been circulated to the Cabinet, see Paper C.P. 387 (31).

! Not printed.
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7. The Committee® are of opinion that, subject to the decision to be reached by
the Cabinet on the proposals of the Minister of Agriculture and Fisheries (see
paragraph 5 above) the reply to the question raised in paragraph 13 (1) of the
Memorandum of the Secretary of State for Dominion Affairs should be (1) that the
United Kingdom Government are now prepared to offer a Dominion Wheat Quota,
and (2) that in the event of the Secretary of State for Dominion Affairs being
authorised to offer a Dominion Wheat Quota, that quota should be without any
guarantee of price.

Preferential tariffs

8. In paragraph 5 and subsequent paragraphs of his Memorandum, the Secretary
of State for Dominion Affairs asked for the guidance of the Cabinet as to the line
which he should take when he was asked (as he would be) what course the United
Kingdom Government proposed to take as to United Kingdom tariffs and whether he
should proceed on the assumption that preferential tariffs on articles of food (with or
without specified exemptions, e.g. wheat) are now permissible in principle as a basis
for discussion with the Dominions (see paragraph 13 (ii) of the Secretary of State’s
Memorandum). The Committee are agreed that the Government’s mandate does not
rule out such tariffs, and that the answer to this question should accordingly be in
the affirmative.

9. In order to avoid delay the Committee have invited the Interdepartmental
Committee to make a preliminary survey of articles appearing most suitable for
possible tariff concessions to the Dominions, and to report thereon to the Committee
not later than 3rd December next. The Committee will include recommendations on
this subject in their next Report to the Cabinet.

Tariff discussions with the dominions

10. On the assumption that the Cabinet agree in principle that concessions by
the United Kingdom by way of quotas or preferential tariffs on any articles of food are
admissible as to a basis for discussion with the Dominions, it is necessary to examine
the three important questions summarised in paragraph 13 (iii) (iv) and (v) of the
Secretary of State’s Memorandum. These questions can most conveniently be
considered together.

11. The first question is whether such concessions are to be granted voluntarily
by the United Kingdom, or only in return for specified concessions on the part of the
Dominions concerned, or partly voluntarily and partly as a result of a quid pro quo.
The second question is whether the principle hitherto invariably observed by the
United Kingdom (though not by the Dominions) is to be maintained, that every
United Kingdom concession must be extended to the whole Empire without
discrimination. The third question is whether a concession for which one part of the
Empire would be prepared to make a corresponding concession, is to be withheld
from the whole Empire (including that part) until all other parts to which the
concession would also be valuable have also agreed to make corresponding
concessions.

? Nofe. The President of the Board of Trade reserves his opinion on the question of a Dominion Wheat
Quota until he has had an opportunity of considering the documents which have been circulated to the
Committee on the subject.
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12. With regard to these questions, the attention of the Cabinet is specially drawn
to the arguments in favour of maintaining the present system of voluntary
concessions applicable to the Empire as a whole set out in paper E.E.(B)(30) 44, a
copy of which is annexed to the Secretary of State’s Memorandum. The Cabinet will
realise the political and economic dangers involved in the alternative policy of
discrimination between different parts of the Empire. In this connection it will be
remembered that the discrimination by Canada in favour of Australia as against New
Zealand produce in the recent Canadian-Australian Trade Agreement has given rise
to considerable feeling between Canada and New Zealand.

13. On the other hand, it has been represented to the Committee that, having
regard to the very diverse needs of the different Dominions, it is difficult to see how
the problem could be satisfactorily solved on the lines suggested in the Memorandum
and its annex, namely that the concessions to be made by the United Kingdom should,
as in the past, be on a purely voluntary basis, and should extend without discrimi-
nation to the whole Empire. In this connection it must not be overlooked that in the
past the policy of the generous gesture has not produced any very striking results.

14. Moreover, it would certainly be much easier for the Ministers of a particular
Dominion to defend (as against their own manufacturing interests) tariff concessions
on imported United Kingdom goods, if they could show that in return they got some
special advantage from the United Kingdom with regard to their own products. If,
however, that Dominion could obtain the advantage automatically and without giving
any specific quid pro quo, it was difficult to see what answer could be made to the
Dominion manufacturing interests, who would certainly be opposed to any such con-
cessions unless it were shown that the long range benefits thereby secured out-
weighed the immediate disadvantage to themselves. Precisely the same considertions
applied at home, and it would be much easier to defend concessions in the cases of the
imported products of a particular Dominion if it could be shown that in return our
manufacturers were receiving corresponding advantages in that Dominion. The Govern-
ment would be open to serious criticism here if they made substantial concessions and
obtained nothing definite in return, especially in view of the fact that the concessions
to the Dominions must almost necessarily have reference to taxation of food stuffs.

15. The Committee submit the following conclusions on these questions to the
Cabinet:—

The Committee agree that discussions must be conducted in the first instance
with each Dominion on the following basis:—

(1) That concessions by the United Kingdom should be balanced by an adequate
preference to the United Kingdom on the part of the Dominion concerned.

(2) That it should be explained to each Dominion in turn that it was proposed to
offer the concession made by the United Kingdom with regard to any article to
other Dominions (if interested in the article) but only in exchange for a
corresponding adequate preference.

(3) That in the event of failure to secure a corresponding adequate preference
from a Dominion desiring to receive the United Kingdom concession, abandon-
ment of the concession in respect of that Dominion would be the first result, but
in that case the whole circumstances would have to be reviewed again, and
conceivably the original arrangement might have to be abandoned or modified.
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The Committee further agree that the results of all the discussions in accordance
with the above procedure should be reviewed by the Ottawa Conference, and if it
were found that the reciprocal mutual concessions were generally satisfactory, those
concessions should be consolidated into a single multilateral recommendation by the
Conference.

Tariff concessions from the dominions

16. In paragraph 12 of his Memorandum (Appendix I), the Secretary of State for
Dominion Affairs said that he assumed that for the purpose of his visit to the
Dominions he could proceed to discuss matters with the respective Prime Ministers
on the basis that:—

“(a) we hope to obtain further tariff concessions from the Dominions:
(b) we rule out any idea of Import Boards and Bulk Purchase:
(c) we are in favour of furthering a scheme of industrial co-operation on the lines
suggested in the Report (Paper 0.C.(30) 29) submitted to the previous Cabinet
Committee.”

17. In order to facilitate the attainment of (a) above the Board of Trade have
prepared schedules of commodities in respect of which new or increased Customs
tariff preferences in each of the Dominions would be of assistance to the export trade
of the United Kingdom. These schedules are in course of examination by the trade
associations concerned, and the President of the Board of Trade proposes to circulate
to the Committee at a very early date the various schedules together with
memoranda dealing with the volume and general direction of the trade of the
Dominions, the nature of their Customs tariffs and the broad effects of recent
changes therein and certain other trade features which merit special mention.

18. The Committee’s recommendation on the matters mentioned in the preced-
ing paragraph will be embodied in a further Report to be submitted to the Cabinet in
due course.

Import Boards and bulk purchase

19. As regards (b) of paragraph 16 above, it will be recalled that the possibility of
the United Kingdom offering economic advantages to the Dominions based on
Import Boards and Bulk Purchase was discussed by the Imperial Conference of 1930,
but that arrangements of this kind were found on subsequent examination to be
impracticable.

The Committee agree with this conclusion, and accordingly recommend that any
idea of Import Boards and Bulk Purchase should be ruled out from consideration.

Industrial co-operation

20. As regards (c) of paragraph 16 above, the Committee attach for the information
of the Cabinet, the Inter-Departmental Committee’s Report on Inter-Imperial
Industrial Co-operation (Appendix II). The Committe favour the furtherance of a
scheme of industrial co-operation on the lines suggested in this Report.

Colonies and protectorates tariff preferences
21. The Secretary of State for the Colonies has reminded the Committee that
there are large areas in the Colonial Empire over which no preference for British
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goods can, for various reasons, be given; for example, we are precluded by
international agreement from making any such arrangement as regards the Congo
Basin for a period of at least five years. Nigeria will have to give a year’s notice before
according any preference and in that case account would also have to be taken of
possible French colonial retailiation. Many other Colonies are in such a depressed
financial condition that they cannot risk the loss of revenue involved in granting
increased or additional preferences beyond those at present accorded; on the other
hand they may be able to give such preferences when trade revives. Some of the
Colonies are already in receipt of Treasury grants; others will be driven to seek
Treasury assistance when their balances are exhausted, unless their trade materially
improves.

22. In these circumstances the Secretary of State for the Colonies asked for a
decision on the following two questions of principle:—

(1) that it should be open to him to ask for preferences or commodities imported
into the United Kingdom from the Colonies; and

(2) that the granting of any such request should not necessarily be dependent
upon the grant of reciprocal concessions by the Colonies concerned.

23. The Committee agreed that as regards (2) above, the position of the Colonies
is essentially different from that of the Dominions and that it would be impracticable,
therefore, to insist on any arrangements with the Colonies being upon a strictly
reciprocal basis. The Committee recommend to the Cabinet:—

(1) That the Secretary of State for the Colonies should be at liberty to make
suggestions to the Chancellor of the Exchequer with regard to preferences on
commodities imported into the United Kingdom from the Colonies whether those
commodities are now subject to Customs Duties or not.

(2) That the acceptance of any suggestion under (1) above should not necessarily
be made dependent upon the grant of reciprocal concessions by the Colonies
concerned.

Summary of conclusions and recommendations
24. The Conclusions and Recommendations of the Committee may be summa-
rised as follows:—

Dominion Wheat quota (paragraph 7)

(a) (i) Subject to the decision to be reached by the Cabinet on the proposals of the
Minister of Agriculture and Fisheries (see paragraph 5 of this Report) the
United Kingdom Government are now prepared to offer a Dominion Wheat
Quota.*

(ii) In the event of the Secretary of State for Dominion Affairs being
authorised to offer a Dominion Wheat Quota, that quota should be without
any guarantee of price.

Preferential tariffs in the United Kingdom (paragraphs 8 & 9)
(b) (i) The Government’s mandate does not rule out preferential tariffs, and
accordingly the Secretary of State for Dominion Affairs should proceed on the

* See, however, footnote [ above].
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assumption that preferential tariffs on articles of food (with or without
specified exemptions, e.g. wheat) are now permissible in prinicple as a basis
for discussion with the Dominions.

(ii) The Committee’s recommendations as to the articles which appear to be
most suitable for possible tariff concessions to the Dominions will be
embodied in a later Report to the Cabinet.

Tariff discussions with the dominions (paragraph 15)
(c) (i) Discussions must be conducted in the first instance with each Dominion
on the following basis:—

(1) That concessions by the United Kingdom should be balanced by an
adequate preference to the United Kingdom on the part of the Dominion
concerned.

(2) That it should be explained to each Dominion in turn that it was
proposed to offer the concession made by the United Kingdom with regard to
any article to other Dominions (if interested in the article) but only in
exchange for a corresponding adequate preference.

(3) That in the event of failure to secure a corresponding adequate
preference from a Dominion desiring to receive the United Kingdom
concession, abandonment of the concession in respect of that Dominion
would be the first result, but in that case the whole circumstances would
have to be reviewed again, and conceivably the original arrangement might
have to be abandoned or modified.

(c) (ii) The results of all the discussions in accordance with the above procedure
should be reviewed by the Ottawa Conference, and if it were found that the
reciprocal mutual concessions were generally satisfactory, those concessions
should be consolidated into a single multilateral recommendation by the
Conference.

Tariff concessions from the dominions (paragraphs 16-18)
(d) It is hoped to obtain further tariff concessions from the Dominions. The
Committee’s recommendations regarding commodities on which new or increased
customs tariff preferences in each of the Dominions would be of assistance to the
export trade of the United Kingdom, will be comprised in a further report to be
submitted by the Committee to the Cabinet in due course.

Import Boards and bulk purchases (paragraph 19)
(e) Any idea of Import Boards and Bulk Purchase should be ruled out from
consideration.

Industrial co-operation (paragraph 20)

(f) Approval should be given for the furtherance of a scheme of Inter-Imperial
industrial co-operation on the lines suggested in the Report (Paper O.C. (30) 28) of
the Inter-Departmental Committee

Colonies and protectorates tariff preferences (paragraph 23)
(g) (i) The Secretary of State for the Colonies should be at liberty to make
suggestions to the Chancellor of the Exchequer with regard to preferences on
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commodities imported into the United Kingdom from the Colonies, whether
those commodities are now subject to customs duties or not.

(ii) The acceptance of any suggestion under (i) above should not necessarily
be made dependent upon the grant of reciprocal concessions by the Colonies
concerned.?

2 Signed on behalf of the committee by J H Thomas (chairman).

83 DO 121/61, ff80-100 13-22 Aug 1932
[Imperial preference and the Ottawa Conference]: semi-official corres-
pondence from Sir G Whiskard! (Ottawa) to Sir E Harding? giving an

inside account of the proceedings of the conference [Extracts]

[Whiskard’s correspondence with Harding in London covered the entire period of the
Ottawa Conference, with the first letter dated the 22nd July and the last sent on the 22nd
Aug. The Ottawa Agreements were signed 19-20 Aug 1932.]

13 August 1932
.. . As to what the decisions reached to-day will be, you will see those in the telegram
which was despatched this morning. The Ministers were in deliberation on it until
the very last minute, and I have not seen it yet. I fear, however, that we are giving far
more than we ought to, or need give. I find difficulty in understanding the attitude of
Ministers. They have offered, and quite properly offered, very substantial concessions
to Canada and Australia. In reply Bennett® and Bruce* have stated quite brutally that,
unless we give more, they will give us nothing. It is, however, inconceivable to me
that either of them would, in fact, reject the very substantial concessions already
offered if our Ministers dug in their toes and said “No, we cannot agree to such
fantastic proposals as these”. I fear, however, that there is no strength left in them.
The real danger which I have stressed to J.H.% is that, if the people at home find
that the result of the Ottawa Conference is that food prices rise stiffly while there is
no immediate increase in employment, they may say “If this is what Imperial
preference means, we have had enough of it” and that if the principle of Imperial
preference goes now, it will have gone for ever. . ..

19th August 1932

It has been impossible to dictate anything since the 13th when I finished my last
letter. We have been hard at it more or less from 9 a.m. to 1 a.m. preparing constant
revisions of the various draft agreements to meet the constant changes in policy and
detail which are continually arising. One clause which is in common form
throughout all the agreements is altered after discussion with one Dominion and has

! Assistant under-secretary of state, DO, and member of the British delegation at Ottawa.

2 Permanent under-secretary of state, DO.

3 R B Bennett, prime minister of Canada, 1930-1935.

4 S M Bruce, prime minister of Australia, 1923-1929; minister without portfolio, 1932-1933; Australian
minister in London, 1932-1933; represented Australia at Ottawa.

5] H Thomas, secretary of state for dominion affairs.
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to be altered in all the other agreements, and so on. The result has been that a
drafting Committee has been in constant session.

It is already impossible to remember in any sort of detail the various ups and
downs which have occurred this week. On the night of the 13th matters reached a
crisis. U.K. Ministers held a meeting at 11 p.m. which was of a somewhat sensational
character. Neville Chamberlain admitted that he had put up at Ottawa with insults
from Bennett and from Bruce such as he would never have imagined it possible that
he should have borne. He had borne them, however, for the sake of bringing to
fruition the policy which his father® had initiated, and he asked his colleagues not
now to throw away the chance of success when he had already paid so much to earn
it. This emotional appeal was countered by J.H. and Runciman’ who said that they
had both gone as far as it was possible for them in honour to go, and that they could
not, and dare not, give the additional concessions, namely restrictions on imports of
meat plus a meat tax with 2/— on wheat and no countervailing duty on Dominion
flour which were now being demanded. In the end, at about 1.30 in the morning and
after a series of trying moments, it was decided to take a firm stand and go no
further. So far, so good but as far as can be made out, when they saw both Bruce and
Bennett the next morning, they were far less bold than they had been in the
seclusion of the Chateau and by themselves the night before. . . .

All the Agreements are now ready, or practically ready, for final signature except
that the meat clause in the Australian and New Zealand Agreements is blank. As
usual New Zealand, who have behaved comparatively well, and Southern Rhodesia
and Newfoundland who have behaved extremely well, come off worst.

Last night the U.K. Delegation gave a Reception and Ball which was a magnificent
success. Everyone is talking about it this morning, and saying that such a party was
never thrown in Ottawa before. 2,000 were invited, 1800 were present. There was an
excellent band, a first-rate supper (so I am told for I didn’t have any as we had
meetings at 10.30, 11 and 11.30, after which Ministers discussed for half an hour and
then Fountain and I retired to his bedroom to draft new clauses so that I did not get
down to the Reception until 1 a.m.). Champagne flowed like water, and everyone was
happy.

So it really looks as if, after all, we should sign six Agreements tomorrow and, on
the whole, they are not a bad looking lot although it remains to be seen what the
mutton and lamb clause will be like when finally settled.

One delegate from each Delegation is meeting this afternoon under Neville’s
chairmanship to draft the General Resolutions. Neville is taking his own draft with
him in which he has embodied the top and tail which I supplied, and I hope he will
get it through.

22 August 1932

After 2 days of utter peace at sea, one is able to get the impressions of the last hectic

day of the Conference and of the Conference itself as a whole sorted out a bit.
First for the last day. Ministers did, as I expected they would, give way to Bruce

over meat.® He himself dictated a clause, with a 2 page memorandum, the clause to

5 Joseph Chamberlain. 7 Lord Runciman, president of the Board of Trade, 1931-1937.
8 Free entry for dominion meat products was promised for a five-year period, and in return the dominions
agreed for an initial period to restrict their meat exports to the UK to existing levels. Britain also agreed to
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form part of the Agreement and the memorandum to be attached as a schedule, and
there they are. I have not really had time to study them (we have no copies of the
Agreements on board) but they looked pretty bad to me when I saw them in the early
hours of Saturday morning (for only then were they finally settled). And even when
the clause was finished, a further crisis arose; for Bruce accused Coates® (feeling has
been very bad between them) of having wangled 500,000 lambs too many into his
schedule, with the result that 500,000 lambs too few were in Bruce’s. Members of the
respective delegations adjourned to the hotel, and fought it out over Street’s' bed
(he having retired at about 1.0) from 3.0 to 4.30 a.m. and in the end Bruce got his
strays back into the fold!

This was by no means the only difficulty. All Friday the U.K. saw successive
delegations for the purpose of initialling agreements with a view to signature on
Saturday. Both Bruce and Bennett demanded further concessions—brutally and as if
they were dictating terms to a beaten enemy, as indeed they were—and all were at
once conceded: 14/— instead of 13/ on butter, 15% instead of 10% on something else
(I've forgotten what). . . . Finally Bennett brought Herridge!! round at midnight, and
Herridge argued for an hour and a half that the Agreement was all wrong, and that
R.B. ought to withdraw half his concessions, until at last R.B. turned on him, told
him to stop his incessant arguing, and initialled!

In the afternoon a Committee of one Minister from each delegation, with no
advisers and no secretaries, met to draft general resolutions. Neville was in the chair
and produced a draft of his own, which was instantly torn in pieces by the rest, and
the meeting finally adjourned at 6.0 with nothing done, to meet again at 9.0. At 10.0
they emerged with a single jejune paragraph to which the Agreements are now
annexed. . ..

Now for general impressions. In a few weeks we shall have forgotten all our evil
thoughts and words, and shall look at the Agreements and find, I believe, that they
are not too bad.!? I dislike the meat concession profoundly, and I suspect that there
are barely hidden rocks ahead in the Russian clause. But, apart from this, the tariff
concessions which we have made don’t trouble me much, and we have got a good
deal in return. I know that the Board of Trade don’t expect much in the way of hard
cash from the “domestic competitor” declarations made by Canada and Australia, but
I venture to regard them as really valuable and important—perhaps a first step
towards a return to economic sanity.

There is, I think, one really important lessons to be learned out of this
Conference—never again let us go to an overseas Conference with more than 3

impose quotas on imports of foreign meat, but did not accept the Australian request for a meat duty.
Preferential treatment for dominion meat imports to the UK was a particularly sensitive issue as, since the
dominions were unable to supply all UK needs, it threatened to result in price increases for British
consumers.

9 G J Coates, minister of public works, employment and transport, New Zealand.

10 AW Street, Ministry of Agriculture and Fisheries, adviser to British delegation, Imperial Economic
Committee.

! Major W D Herridge, Canadian minister to the United States, 1931-35.

2 In addition to agreeing to the imposition of quotas on foreign meat imports, British delegates agreed to
the imposition of the wheat duty; to maintain certain preferential margins and duties on foreign goods for
a five-year period; that no duty or quotas should be imposed on imports of eggs, poultry, cheese, butter,
milk or other dairy products from the empire for three years; and agreed privately with the Canadians that
Britain would take action if Russian exports appeared likely to undermine the Ottawa Agreements.
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Ministers. I suppose that it was inevitable, in our political circumstances, that we
should have 7: but it was nearly fatal to us. And, as part of the same lesson, we ought
never to have more than, at most, 5 or 6 advisers to our delegation. Let there be as
many subordinate “advisers to advisers” as may be, but not more than 5 or 6 with a
claim to be consulted by Ministers. It was because they themselves were 7 and we
were legion that we advisers were so little consulted—never, in my experience, have
Ministers used their advisers so little, or disregarded so wholly such advice as they
did receive. Three Ministers, with say 6 advisers, would have formed a compact team
which might have produced very much better results than have in fact emerged.

Also it would be desirable, if such an occasion ever occurs again, to have
something faintly resembling a policy before we start. As it was we had all the
materials (far more plentiful, accurate, and carefully prepared than any other
delegation) for formulating a policy, but made very little use of them—and in the end
Bennett and Bruce made up our minds for us.

84 CAB23/72, CC 46(32)2 27 Aug 1932

‘The Ottawa Conference’: Cabinet conclusions on imperial preference
and the Ottawa Conference

The Cabinet had before them a telegram from the United Kingdom Delegation at
Ottawa, circulated by the Secretary of State for Dominion Affairs (N. 377(32)),
containing particulars of the various Agreements concluded at Ottawa.

After the Prime Minister had welcomed the Ministers who had just returned from
Ottawa, the three Delegates made statements as to the proceedings of the Confer-
ence.

The Lord President of the Council® said that he did not wish to add much to the
general statement issued by the Delegates on their arrival and published in full in the
more important newspapers of even date. From the first the Delegation had
appreciated the risks of failure at Ottawa, the difficulties that it would create at the
World Conference and the diminution of British influence that must result. One
difficulty arose from the fact that each Dominion had to negotiate with the United
Kingdom Delegation, but the United Kingdom Delegation had to negotiate with all.
The Delegates had therefore to pass continuously from one negotiation to another.
The Delegation had held more than 70 meetings—an average of more than two a day.
He paid a tribute to the harmony of their proceedings. The Delegation had worked as
one man. Every question had been discussed on its merits, and unanimity had
prevailed throughout.

The Lord President then discussed briefly the attitude of the other Delegations,
making special mention of the helpfulness of the Indian Delegates, and the good
team work of the South African Delegates, who had been most helpful throughout
and were prepared on their return to South Africa to denounce their Treaty with
Germany. The position of the Irish Free State Delegation had been peculiar. They
had learned a lot about the position of a Dominion within the British Common-

! Mr Baldwin.
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wealth, and he believed they felt a genuine regret at their inability to play any effective
part, and that they had gone home with a desire to do so in the future, though this
depended on the difficult personality of Mr. de Valera. The Canadian Delegation had
been handicapped by the activities of elements in the Dominion, acting under the
pull of American interests, that desired the failure of the Conference.

The Agreement with India, the Lord President explained, could not be published at
present as the Indian Delegates had advised that this would jeopardise its passage
through the Legislative Assembly, but it was a very satisfactory instrument.

Speaking generally the Delegation had achieved its major objects—an increase in
the preference to the United Kingdom, coupled with a lowering of tariff duties. They
had worked consistently for an alteration in the high protective policy of the
Dominions. In the case of Australia recent events had worked in this direction. The
effects of the policy of economic isolation adopted by Australia had been brought
home by recent experience. Declarations of policy had been obtained from both
Canada and Australia reducing duties and giving the United Kingdom producers an
opportunity for reasonable competition in domestic markets, due allowance being
made for the relative cost of economical and efficient production. Much depended on
the way in which the agreements were implemented. In order to build on the
foundations laid statesmanship and continuous contact would be required.

The Lord President then described some of the difficulties that had arisen, more
particularly with Canada and Australia, which had rendered success doubtful up to
the very eve of the termination of the Conference. That some resolutions of a general
character had been passed at the final meeting was due to the skill of the Chancellor
of the Exchequer, to which he paid a high tribute.

The substantial result of the Conference, the Lord President added, was the
declaration of policy referred to above, which should do good, not in the Common-
wealth alone, but as an example to the world. A breach had been made in the policy of
high tariffs; some Customs anomalies had been got rid of, and it was hoped that more
would disappear as the result of the Ottawa Conference. This ought to help the work
of the World Conference.

The Chancellor of the Exchequer, supplementing the Lord President’s statement,
offered the sole criticism that he had understated both the difficulties and the
achievement. He explained the difficulties due to the personal equation of some
Delegates and to Press attacks on the United Kingdom Delegation. He gave
illustrations, including the problem created by the competition of Soviet Russia,
which, though not fundamentally a subject of any great divergence of opinion, had
been kept open, apparently as a bargaining factor, until near the end of the
Conference.

One point that had struck the Chancellor was how thin the bonds of Empire had
worn, and the growth of nationalism in the Dominions. He did not think that the
bonds could have survived but for this Conference, which had strengthened the sense
of belonging to a great Commonwealth and of the advantages to be derived
therefrom. The unofficial contacts also had proved very advantageous and might
produce useful developments in the future.

The Delegation had thought that it would be useful, as at Lausanne, to get some
guiding principles adopted at an early stage of the Conference, and, on the outward
voyage, had devoted some time to drafting them. Unfortunately, however, they had
not been able to obtain this. Their aim had been to secure a lowering rather than a
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raising of tariff barriers. Some members of the Canadian Government, however,
living under the shadow of a powerful neighbour given to sudden and ruthless
imposition of trade barriers, had evinced a strong opposition to any such general
policy and could not bear the thought of lowering their tariff barriers against the
United States. Consequently the United Kingdom Delegation had been obliged to
abandon the idea of passing resolutions at an early stage, and had had to reserve
them until the end of the Conference. It was found that what we could offer to the
Dominions was of more immediate value than what they could give us, and the
Delegation had rather sought to set the tiller so as to steer the Dominions into the
right course. They had aimed at a special preference on articles not manufactured in
the Dominions; and on articles the Dominions did make to obtain a chance for us to
compete. They could not expect the Dominions in a day to change their tariffs and
put their manufacturers at the mercy of British competition, so they aimed at a
progressive opportunity in return for a long-term agreement. At first this was a new
idea to the Dominions, but eventually they took to it and the principle was embodied
in the agreements.

Another principle, the Chancellor continued, was the regulation of meat supply.
Before the Conference began, the question of meat export was known to be of great
importance to Australia and New Zealand and of interest to Canada, where there was
a realisation that farming was too dependent on wheat production and that they
should turn more towards general farming. South Africa was also concerned, as
existing preferences benefited the British settler rather than the Dutch farmers, who
kept cattle. The matter had been discussed with the Australian Delegation at an early
stage on board ship. Early in the Conference it had been agreed that Dominions
concerned in the same class of export should form groups for purposes of negotiation
and meat had been found to concern nearly every Dominion, but principally
Australia and New Zealand. Mutton and lamb had proved to be the key points of the
discussion. Our own agriculture was deeply interested in this owing to the fall in
prices. But statistics revealed that this fall was due, not to foreign production but to
the Dominions themselves. At first the Dominions had asked for a duty and a
restriction of foreign imports; the duty, because this would be understood by their
own people; the restriction of foreign imports in order to raise prices, without which
the duty would not be of much value. The United Kingdom Delegates had then
shown that the Dominions themselves and not foreign countries were ruining the
markets and had asked what guarantee there was that they would not repeat this
process. They replied that it was due to exceptionally favourable seasons that were
not likely to recur. They asked first only for a femporary restriction, but it was
elicited that this was because they thought we should be shy of a permanent
restriction, which they would prefer. The United Kingdom Delegates had then
suggested an ordered regulation of supplies into which all concerned must enter i.e.
Australia, New Zealand, the United Kingdom and Argentina. Their first reaction was
hostile to this idea, but, in the end, it appealed to them and they ceased to ask for a
duty. At that point, owing to the indiscretion of a Dominion’s delegate, a speech by
the Chancellor of the Exchequer, which it had been agreed not to publish, was
communicated to a representative of a newspaper, and this resulted in a set-back. In
the end there was an agreement for an experimental period for a trial of the scheme,
during which an effort should be made to produce a more permanent scheme. The
Chancellor thought that the scheme presented no special difficulties for the
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Argentine Republic or for anyone else, and, in any event, it was to operate only for 18
months.

In reply to the Lord Privy Seal? the Chancellor of the Exchequer expressed the
hope that later the Cabinet would consider what was to be said to the Argentine
Republic, Russia and foreign countries. The Dominions had been told that our policy
was first to look after ourselves, then the Dominions and foreign nations last. The
Dominions were to receive an expanding share of our trade and, consequently,
foreign nations a diminishing share. Foreign countries were more interested in beef
than in mutton and lamb and for beef there was a standstill arrangement. He had
tried to get the idea of this progressive share for the Dominions into the form of
general resolutions, but had encountered difficulties from the South African and
Indian Delegations. South Africa could not accept any resolutions that conveyed the
idea of the Empire having a policy of its own, and India was apprehensive of any
concerted action.

At this point the Chancellor of the Exchequer read the resolutions eventually
adopted, which will be circulated in due course.

The Delegation would have liked to set up some machinery for preparatory work
between Conferences, but there was much suspicion of any such proposal, especially
in Canada, and it had only been possible to secure the appointment of a Committee
in London to examine the question. Probably it would be necessary to begin on a very
modest scale, possibly with a statistical bureau.

The Secretary of State for Dominion Affairs said that the difficulties of the
Conference on the personal side had not taken him by surprise, owing to previous
experience, and he gave illustrations of the hostile activities of British as well as
Dominion influences. He agreed with the Chancellor of the Exchequer that, if the
Conference had not been held, the situation would have been worse in 12 months’
time; but, had it failed, it would have been worse still. He emphasised the importance
of a competition, as opposed to a prohibitive tariff in the Dominions, and illustrated
it by a reference to a Canadian offer purporting to give 65 million dollars of so-called
preferences, which had been shown by British experts to be a minus quantity. He
paid a high tribute to Sir Horace Wilson® and the Delegation experts. The Delegation
had had to bear in mind that the restoration of prosperity to the Dominions was an
indispensable preliminary to the resumption of migration, which, it had been
recognised, when reopened, must be considered on a wider basis than heretofore. He
added a number of illustrations of the tendencies and difficulties of the Conference,
including some interesting details connected with the agreements on steel.

In reply to questions as to how the temporary restriction of meat imports was to be
operated, the Chancellor of the Exchequer gave particulars, referring to Schedule H.
to the agreement with Australia. New Zealand already possessed an organisation
through which the scheme could be operated, and the Australian Delegates had
satisfied him that there should be no difficulty. He read to the Cabinet the agreed
programmes for imports of mutton and lamb from Dominions and foreign countries.
The Argentine Republic was understood not to attach great importance to frozen
mutton and lamb exports to the United Kingdom.

2 Lord Snowden.
3 Chief industrial adviser to the British government, 1930-39, and senior adviser to the British delegation
at Ottawa.
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On resuming after the lucheon interval, the Cabinet first discussed the agreements
relating to meat. The Chancellor of the Exchequer explained that Australia did not
export chilled beef. The Cabinet were informed that what Australia most feared was a
change in the food of the people, and comment was made on the reduced
consumption of meat and more especially of beef.

Some discussion took place as to the 2/— a quarter duty on wheat, and the
Delegates expressed the view that the Canadian Government had perhaps desired it
for political rather than economic advantage. The Australian Delegation had not
much liked it, as they apprehended that the wheat displaced would have to be sold
and would tend to lower the world price of wheat. This part of the discussion revealed
the desirability of obtaining further information as to the probable effect of the duty
on the price of the loaf, having regard to the proportion and origin of soft wheat that
has to be mixed with the Canadian hard wheat in order to get the right consistency in
bread.

Some discussion took place as to the method by which negotiations should be
conducted with foreign countries seeking commercial arrangements. There was
general agreement that some of the Delegates to the Ottawa Conference would have
to concern themselves in such negotiations, but that they must be afforded some rest
after their strenuous labours and the procedure set forth below in conclusions (b)
and (c) was agreed to.

On the results of the Ottawa Conference as a whole the comment was made that
the arrangements to secure competitive conditions for British manufacturers in the
Dominions, if fairly worked, would confer a tremendous advantage.

The Home Secretary (during the discussion referred to in conclusion 2 of the
meeting) entered a caveat that this discussion was of a preliminary character, full
details of the settlement not being available, there not having been time also for
consultation, and, therefore, pending a fuller opportunity for consideration of the
question he had to make reserves for his friends and himself on the whole policy put
before the Cabinet. In this connection it was explained that it had not yet been
possible to circulate all the documents which were eventually to be published, as
Delegates had had to leave immediately after the close of the Conference, and the
Secretariat had not yet arrived.*

On the assumption, based on the information at present available, that the Ottawa
agreements are approved, the Cabinet agreed:—

(a) That the Minister of Agriculture and Fisheries should be asked to circulate as
soon as possible a Memorandum explaining the effect on the price to the consumer
of the proposed duty on wheat, having regard to the different countries of origin of
wheat used to produce the loaf in ordinary consumption.

(b) That, when approached by representatives of Foreign Countries seeking
commercial negotiations the Foreign Office should endeavour to obtain written
statements which should be referred at once for the comments of the Government
Departments concerned and afterwards considered by a Cabinet Committee.

(c) That the Cabinet Committee should be composed as follows:—

4Sir H Samuel and his fellow Liberal members of the Cabinet subsequently resigned from the
Government over the Ottawa Agreements. Samuel tendered his resignation in a letter to Mr MacDonald
dated 16 Sept 1932 (CAB 24/233 CP312(32), 23 Sept 1932), and discussed at a meeting of the Cabinet on
28 Sept 1932 (CAB 23/72, CC 47(32)1).
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The President of the board of Trade In the Chair
The Chancellor of the Exchequer

The Secretary of State for Foreign Affairs

The Secretary of State for Dominion Affairs

The Minister of Agriculture and Fisheries

The Secretary of State for Scotland

(d) That full details of the Ottawa report, resolutions, agreements, “agreed
programmes” for meat imports, exchanges of letters, etc. should be circulated as
soon as they are available to the Cabinet as secret papers, pending their
publication on such dates as may be arranged with the Dominions and India.

Note. It is possible that it may be necessary to await the return of the Secretariat at
the end of the week to complete the documentation.

85 T160/763/F14811/1 12 June 1934
[Industrial development in the colonial empire]: memorandum by Sir
F Phillips! on the report of the inter-departmental committee on the
industrial development of the colonial empire

[The inter-departmental committee on the industrial development of the colonial empire,
chaired by R V Vernon, assistant secretary, CO, was appointed ‘to consider and report how
far it is desirable to frame and pursue a policy either to encourage or to discourage the
establishment of industrial enterprises in the Colonial Empire’ (T 160/763/F14811/1, CP
145 (34), ‘Report of the inter-departmental committee on the industrial development of
the colonial empire’, 3 Mar 1934). In this connection the committee considered whether
colonial governments should be permitted to establish tariffs against the UK in order to
assist local enterprises; whether the UK should continue to allow free entry to all imports
from the colonial empire, presently admitted free of duty under the Import Duties Act,
1932; and whether the British government should obtain for colonial manufactures an
extension of the tariff preferences given to UK goods in the dominions and India under
the Ottawa Agreements.]

This problem will be with us for fifty years and one would like to see some opinion
other than that of an official Committee on it. On this occasion I am inclined to think
that the Economic Advisory Committee might usefully consider the report before
action is taken on it.

The report deals with (i) protection in the Colonies; (ii) protection of United
Kingdom industries against the Colonies; (iii) preference in the Dominions for the
Colonies.

Protection in the Colonies arises in the manner stated in paragraphs 9 and 10.
Colonial products are admitted free to the United Kingdom market; but the Colonies
themselves find Customs duties essential for revenue purposes, and it is ‘hardly to be
expected’ that they would impose corresponding excise duties on goods locally
manufactured. Hence in fact protected industries are springing up; the principal
examples are breweries, match factories, cement factories, and factories for the
production of soap and edible oils.

! Under-secretary, Treasury.
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The Committee suggest that protective tariffs should be permitted at any rate
under the conditions recommended for India (which are set out fully in para. 14).
This means, at the least, accepting the principle of protection for infant industries in
the Colonies; in actual practice protection once started is not likely to be so limited.
The Committee argue that it would be indefensible on our part to object to a policy
economically advantageous to the Colonies; such action “would be to revert to the
mentality of ‘plantation’ days and provoke keen and not unreasonable resentment”.
The commercial interests of the United Kingdom and the general economic well
being of the particular Colony are to be weighed and if the two appear to be in
conflict the latter should prevail. (para. 16).

Having regard to the general financial and fiscal relations between the United
Kingdom and the Colonies, I think the alternative view that Customs duties which
adversely affect imports from the United Kingdom ought not to be imposed except
primarily for revenue purposes would seem at least arguable. In the last resort the
Colonies depend on the United Kingdom market for buying their output of primary
commodities and a decline in British exports can hardly be to their advantage.

Not much harm to British trade is to be expected from the development of
industry in the primitive sparsely inhabited African colonies, but in the densely
crowded Asiatic Colonies, where the inhabitants are poor because they are over-
crowded it is another matter. Most oriental races have the necessary aptitudes for
industrial development and the overcrowding of the population means a very low
standard which in the early stages of development gives a great competitive
advantage. The growth of manufactures is therefore apt to occur at first with great
rapidity and to cause serious dislocation among competitors with higher standards
and therefore higher cost. The industrial potentialities of oriental countries are likely
to be developed in the near future in any case, even without protection. The question
is about to arise of the protection of Great Britain and other parts of the Empire
against the competition of oriental Colonies.

The Committee seeks to avoid the imposition of protective duties in such cases,
and proposes instead:—(a) the adoption in the Colonies of conditions of employment
as regards wages, hours of work, factory and workshop regulations and compensa-
tion for accident comparable to those in this country. (b) arrangements between
producers in the United Kingdom and the Colonies, with a view to dividing up
markets and avoiding the evils of unregulated competition.

Only, they say, if such arrangements prove impossible should recourse be had to
protective duties or statutory quotas.

There is nothing to be said against these proposals in theory, although one may
feel doubt as to how far they are really practicable. Since the economic justification
of the industrialisation of the Colonies is the hope that they will thereby attain a
higher standard of living, it is quite right to treat the stage in which their competitive
power is increased by the low standard of living as transitional. Their manufacturing
concerns should be planned with a view to a future in which their costs will have so
risen that, while they can obtain a substantial and steady share of business at
remunerative prices, they will no longer be able to extend sales indefinitely at cut
prices and nevertheless make a high profit. They may quite fairly be asked meanwhile
to be content with such extension of their capacity as they are likely to be able
permanently to employ and to charge prices which would be remunerative to their
British competitors. It is, of course entirely to their interest to charge as high prices
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as the market can pay except for the purpose of extending sales; if they abandon price
cutting they get a present additional profit in place of an extension of future
business, which would always be liable to be lost in case of an improvement in the
standard of living. The very favourable treatment at present accorded under our tariff
to imports from the Colonies gives the British Government some locus standi in
bringing pressure on them and provided the pressure is not in a direction contrary to
the interests of the Colonies there is no reason why it should not be used. The need
to avoid any conditions which would evoke active opposition from the Dominions to
preferences in favour of the Colonies would be an additional reason for getting the
Colonial manufacturers to enter into agreements on the lines desired.

This is all rather theoretical, however, and one would like some further evidence
as to how far it will be practicable for British manufacturers to persuade Colonial
manufacturers to enter into agreements.

In the meantime I do not think the case has been proved for allowing the Colonies
to impose protective duties against British goods, merely for the purpose of
hastening the development of local industries. Where a tariff imposed primarily for
revenue purposes has a protective effect, it cannot be helped.?

2 Unconvinced by the report, the chancellor requested more time for its consideration. The issue of
colonial industrial development was raised once gain by the CO in Jan 1936 (see 90).

86 T 161/657/S34609/0358 20 June 1935
[Colonial development]: minute by E Hale! on whether projects
funded under the 1929 Colonial Development Act would result in the
promotion of UK trade and industry [Extract]

[This minute was written following the Treasury’s receipt of a letter from J W Balmford,
director of audit, Exchequer and Audit Dept, sent on behalf of the comptroller and auditor
general, Sir G Upcott, and addressed to the accounting officer, the Colonial Development
Fund. Balmford enquired whether recommendations for assistance for certain schemes in
Newfoundland and Malta approved by the Treasury would, as required under Section 1(i)
of the Colonial Development Act, result in the promotion of UK trade and industry
(T 161/657/S34609/0358, 29 May 1935). Before replying to the C & AG, the Treasury
sought legal advice from Sir Thomas Barnes, Treasury solicitor, as to the correct
interpretation of Section 1; Barnes’s view was that the promotion of commerce with or
industry in the United Kingdom need not ‘necessarily be the direct and immediate result
of the assistance given to the Government of any Colony’ (ibid, Sir T Barnes to E Bridges,
24 June 1935).]

The C. & A.G. has called in question eight C.D.F. schemes on the ground that they
fail to comply with the requirement of Section 1(1) of the Colonial Development Act
as to promoting commerce with or industry in the U.K. Before referring in detail to
the various schemes, I offer a few observations on the construction of the Act on
which the C. & A.G’s objections are based.

General considerations
The Act provides that “the Treasury . . . may make advances . . . for the purpose of

1 E Hale, principal, Treasury
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aiding and developing agriculture and industry in the colony or territory, and
thereby promoting commerce with or industry in the U.K., by any of the following
means:—” The section then goes on to authorise specifically a number of means of
aiding and developing Colonial agricultural and industry.

The C. & A.G’s letter raises the question whether the statute is to be interpreted
broadly or narrowly. In other words, is it sufficient for the benefit of an assisted
scheme to U.K. commerce and industry to be indirect and eventual, or must it be
direct and immediate.

Mr. Jones’ memorandum shows the support which can be found for either view
from the history of the bill and from the pronouncements made by various
authorities. This evidence is to some extent conflicting. There is no doubt that the
originators of the scheme did not comtemplate anything but the indirect benefits of a
wise policy of development; on the other hand the impetus which drove it through
was largely derived from the hope that increased capital expenditure would bring
immediate benefit, and I think Mr. Waterfield’s intention in inserting in the draft of
the Bill the reference to U.K. commerce and the industry may well have been
restrictive. Similarly the authorities conflict, the C.D.A.C. tending to a broad view,?
the Select Committee on Estimates (1932)° rather to a narrow one.

All this does not carry us very far. The question is whether we have acted lawfully
and this in turn depends upon the proper construction of the statute. As a matter of
construction, I should have thought that the broad view was right, for two
reasons:—

(1) The word “thereby” must mean that it is the development of Colonial
agriculture and industry (and not the means by which that development is
brought about) which is to benefit U.K. commerce and industry; if the various
means set out in the Section were themselves to promote U.K. commerce and
industry af the same time as they were developing the Colony, the word “thereby”
would surely be otiose and indeed misleading.

(2) The means set out in the section include some which, in the nature of things,
could not have much direct and immediate effect upon U.K. commerce and
industry. They include, for example (f) Surveys. Are we to assume that Surveys
were included merely to help the makers of theodolites? Another means specifical-
ly authorised is “the development and improvement of fisheries.” The C. & A.G.
objects to helping the Newfoundland cod fishery because the cod is not exported to
the U.K. Apart from sponges, shells etc, I doubt if any colonial fishery product is
exported to the U.K. in substantial qualities or ever could be. It must be

2 The CDAC'’s first interim report stated that the committee had not regarded itself ‘as being definitely tied
down to recommending only such schemes as would be likely to have the effect of providing immediate
orders for British goods and materials. On the contrary, it has been unwilling to interpret its functions
narrowly, and in framing its recommendations on the various applications submitted, it has envisaged a
long-range policy of Colonial development’ (First Interim Report of the Colonial Development Advisory
Committee, 1 August 1929-28 February 1930, Cmd 3540, 1930, xviii, para 40).

3 First report from the Select Committee on Estimates, 1932 (PP 1931-2, vol 4). This report stated that
the Colonial Development Fund was established for the ‘development of the Colonial Empire mainly with a
view to the provision of additional employment in this country’. It noted that many of the grants had been
given to finance normal services of government, and recommended that in future assistance should only
be given for schemes of a capital character to be carried out in the colonies outside the normal services of
government.
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remembered that Newfoundland, from whom we take a quantity of salmon and
might take cod liver oil, was not qualified for assistance when the Act was passed.*
The preliminary words of the Section are surely not to be construed in a manner
that would largely rule out any of the means specifically authorised. Surely we may
assume, for example, that Parliament, in authorising fishery development,
intended that U.K. commerce and industry were to be promoted indirectly
through the greater capacity to import manufactured products that might result
from enriching Colonial fishermen. . . .

* As a result of the suspension of the constitutions in Newfoundland and Malta (see part I of this volume,
53) the two territories became eligible for assistance under the Colonial Development Act, 1929.

87 T 161/657/S34609/0358 27 July 1935
[Colonial development]: letter from J A Barlow® to Sir G Upcott?

The Lords Commissioners of His Majesty’s Treasury have had before them Mr.
Balmford’s letter of the 29th May® (85/35) with regard to various recommendations
for assistance from the Colonial Development Fund.

2. In the letter under reply reference is made to the words in section 1(1) of the
Colonial Development act, 1929, which refer to the promotion of commerce with and
industry in the United Kingdom. It is stated that in a number of cases the supporting
papers do not clearly demonstrate the commercial advantage of these schemes to the
United Kingdom and further information is asked for on this aspect of these
recommendations.

3. My Lords note that you do not wish to criticise the long range policy referred
to in paragraph 40 of the First Report of the Colonial Development Advisory
Committee, provided that the schemes are likely to lead to increased trade with the
United Kingdom. It appears, therefore, that your observations are not based on the
fact that no immediate benefit is likely to accrue to British trade from these schemes,
but that you wish to be furnished with information to demonstrate the likelihood
that the schemes will, in the long run, result in increased trade with the United
Kingdom.

4. T am to observe in this connection that, as regards several of the means of
developing Colonial agricultural and industry specifically authorised by the Act, it is
from the nature of the case difficult to show that they will give a specific and direct
return in the form of increased trade with the United Kingdom, although it may be
predicted with some confidence that this general result is likely to follow. The
promotion of public health is a case in point. A considerable number of grants have
been approved for health schemes and My Lords entertain no doubts that these
grants are within the scope of the Act. The effect of these schemes on the promotion
of commerce with the United Kingdom is, however, bound to be indirect and slow in
coming into operation, and it has not hitherto been thought necessary, in order to
comply with the terms of the Act, to attempt to forecast in detail the manner in
which each of these schemes is likely to result in an increase of commerce with the
United Kingdom.

5. In Their Lordships’ view the same general considerations are necessarily

! Under-secretary, Treasury. 2 See 81, note 3. 3 See 86, note.
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applicable to many schemes which have for their aim the general development of a
Territory’s resources. This may be illustrated by reference to the Newfoundland
schemes in regard to which further information is asked for.

6. The road construction and land settlement schemes are intimately connected,
and both are necessary for the proper development of the island’s resources. In the
case of road construction, expenditure must be mainly upon local labour and
materials, but the opening up of communications is an essential preliminary to
almost any form of economic development.

7. As regards the agricultural schemes, no doubt the products of the settlements
will in the main be consumed at home, but this will reduce the present need for
spending much of the proceeds of the island’s exports upon imports of food, and
these proceeds will thus become increasingly available for the purchase of manufac-
tured goods of the kind which United Kingdom industry is in a position to supply. My
Lords see no reason to doubt that the increase in the island’s prosperity, in which a
measure of land colonisation is an essential factor, will result in increased commerce
with the United Kingdom.

8. Asregards the cod fishery, and the construction of the wharf and warehouse at
Port-aux-Basques, it is true that the exports affected by these schemes are mainly
consigned to foreign countries. The fishery and the paper mills, however, represent
at the present time the two largest industries in Newfoundland. Steps taken to
stimulate them cannot fail to have an important effect upon the restoration of
prosperity in the island. This, in turn, is likely to result in increased exports from the
United Kingdom to Newfoundland, irrespective of the fact that Newfoundland’s
exports are not all sold in the United Kingdom market.

9. Organised co-operation is among the means of Colonial development speci-
fically authorised by the Act. In the case of Newfoundland, owing to the widespread
existence of the credit system, there is special need for co-operative effort, which
cannot fail to have a widespread effect on the general well being of the country.

10. Three smaller schemes are referred to:—The schemes for the beaver farms
and game reserves in Newfoundland, and for the land settlement schemes in
Grenada, are covered by the general considerations which have already been referred
to and My Lords think it unnecessary to add any detailed comments.

11. With regard to the scheme for the grant for research in Malta on the
immunisation of goats from undulant fever, this complaint attacks human beings as
well as goats and thus impoverishes the population. Schemes for the promotion of
public health are specifically authorised by the Act, and this scheme would not
appear to differ in essentials from the numerous other health schemes for which
grants have been approved.

12. In the concluding paragraph of the letter under reply you enquire whether
the considerations advanced in your letter warrant any inference that the principles
hitherto adopted in the consideration of applications for assistance from the Fund
have been modified in relation to the special needs of Newfoundland and Malta. My
Lords have no hesitation in giving an assurance that this is not the case. In their view
the grants made in the case of these two territories comply with the conditions laid
down in the Act. In particular My Lords think that the present position of
Newfoundland affords a striking instance of the need for assistance of the type
contemplated by the Act, and that the assistance afforded has in all respects been
within the scope of the conditions prescribed therein.
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88 (0 852/51/9, no 29 15 Oct 1936
[Imperial preference, industrial development and Hong Kong]: letter
from Sir A Caldecott! to G L M Clauson. Minutesby G E J Gent, H R
Cowell? and G L M Clauson

[Caldecott wrote in reply to a letter from Clauson, in which the latter had raised several
issues concerning Hong Kong’s place within the imperial preference system. Clauson had
informed the governor that there was some concern in the UK at what was seen as the
‘menace’ of exports from Hong Kong. He had enclosed summaries of replies received
from colonial governments in response to a request by the CO for information on the
effects of recent tariff changes. These showed that the imposition of duties introduced to
assist British manufacturers against Japanese competition had had ‘as their chief effect a
large increase in imports from Hong Kong’ (CO 852/51/9, no 3, draft despatch, Clauson to
Caldecott, 7 Aug 1936). Clauson also sought reassurance from the governor that Japanese
and Chinese products were not being exported to the colonial empire through Hong Kong
in order to qualify for imperial preference. Two earlier despatches from the governor also
discussed the subject of Hong Kong’s place in the imperial preference system (ibid, nos 6
& 9, despatches from Caldecott to Ormsby-Gore, 29 July and 11 Aug 1936). The
industrialisation of the colonial empire, including Hong Kong, was reconsidered in a
second report in 1938 (see 90).]

This is in reply to your letter, with its very interesting enclosures, of the 7th August
on the subject of Hong Kong’s place in the Imperial Preference Scheme. Since the
date of your letter you will have seen two despatches of mine on this subject (both
Confidential) dated the 29th July and 11th August respectively, but I would like to
comment on the contents of your letter seriatim, and for that purpose I have taken
the liberty of prefixing a number to each paragraph.

2. Paragraph 2, beginning “a broad summary”. It seems to me to emerge from
the summary that in certain lines, e.g. rubber footwear and under-wear, Japanese
products had, by their cheapness created for themselves a market among ‘natives’
which no other part of the Empire except Hong Kong can hope to capture. When
therefore, in paragraph 3, you state your apprehension “that if the menace of imports
from Hong Kong into this country or the Colonial Empire increases there will be a
growing demand for the withdrawal of preference from Hong Kong” I feel that such a
demand would, in the case of Colonies with ‘native’ markets, be unreasonable and
deserving of the utmost resistance. I therefore feel myself unable to concur in the
suggestion in your paragraph 5 (beginning “one other suggestion”) that other
Colonies should accord preference only to goods from Hong Kong of those classes
which receive preference in the United Kingdom, because the British market cannot,
[ submit, be taken as a criterion for ‘native’ markets; the exceptions would outweigh
the principle. The reason why the United Kingdom Customs Authority’s require-
ments for rubber shoes must necessarily at present extend to all other parts of the
Empire is because no other factories than those supplying the United Kingdom have
been established. The result is that, whatever their destination all exports of Hong
Kong footwear are now made exclusively of Empire canvas and Empire rubber. But if
other factories should ever arise without a United Kingdom connection and produce
goods with a lesser Empire content I do not see why Colonies with native markets

! Governor of Hong Kong, 1935-1937.
2 See 45, note 1, now head of the Easternt Dept, CO.
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should not give them some preference. Surely their poorer classes ought not to be
denied articles the purchase of which would bring benefit to Hong Kong and the
denial of which would bring benefit to nobody?

3. As regards your paragraph 4 I have before now heard the insinuation that
Japanese and Chinese finished products are sent here to masquerade as Hong Kong
manufactures and so to qualify for preference on re-export to Empire destinations;
but no evidence in support of such allegations has ever been forthcoming, and I can
only assure you that a certificate that goods are of Hong Kong manufacture is not
given by the Superintendent of Imports & Exports without all due precaution. I am
not so foolish as to guarantee that no foreign manufactures ever work their way
through his sieve, but I do not believe that there is any considerable volume of
leakage. .

4. As regards Empire Content (as distinct from Hong Kong manufacture) it is
true that it is usually assessed on the declarations of manufacturers, though in
certain lines (e.g. canvas and rubber shoes) there is the more elaborate machinery
you know of. If we were pressed I believe that we could apply a similar system to
other manufacturers, e.g. we could issue official certificates based on such evidence
as the attestation of an approved Chartered Accountant. I do not however propose to
take the initiative along these lines, because I believe that the interests of this Colony
lie in leaving its manufacturing industries as unfettered as possible.

5. We are a tiny place, and have no sufficient home market to support
industrialism on any large scale. Between us and China there is a Customs barriers
and, however far we get with our policy of co-operation with Canton, I do not myself
see (with the rising tide of Chinese nationalism) any chance of their lowering the
barrier for Hong Kong products: to do so would indeed involve them in “Most
Favoured Nation” difficulties. It remains therefore that if there is to be a future for
industrialism in Hong Kong its market must be a cheap and distant one or, in other
words, a protected market within our Colonial Empire.

6. From an Imperial point of view therefore the question seems to boil down to
this. Is Hong Kong to be left just a fortress-port with a dwindling entrepot business
(now that Chiang Kai Shek® has plumped for spending $40,000,000 on developing
Whampoa as a port for steamers up to 9,000 tons, I have no doubt as to a future
dwindling: it is not the amenities of the up-river port that I fear but the
discriminations that it will enjoy as a place of import) or is it to be allowed to make
up for what it loses on the entrepot swings by its takings on the industrial
roundabouts? If the latter, it has (except in a few cases such as rubber) no near or
cheap source of Empire raw material, and so the Empire content of its products will
generally not very greatly exceed the percentage which cost of manufacture bears to
the cost of material. If this is not sufficient to qualify for preference in Colonial
‘native’ markets, then it is a very bad look out for us; as I cannot see how the growing
populations of Victoria and Kowloon are going to find employment without
industrial development.

7. Since beginning the draft of this letter I have read the Secretary of State’s
Circular Confidential despatch of the 27th August, and I hasten to say that this
Government will always do everything in its power to answer the queries of
importing Colonies and to fall in with their suggestions regarding certification of

3 Leader, 1925-1949, of the Kuomintang (Guomindang), the Chinese Nationalist Party.
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origin. What I want to guard against is stipulations by them for high percentages of
Empire content that will inevitably lose us our newly won trades. Hamilton, our
Superintendent of Imports & Exports, will be proceeding on furlough in the early
spring and it could be arranged that Price, the Assistant Secretary of the Chamber of
Commerce, should be in England at the same time. If matters can possibly (as I hope
to be the case after reading the Circular Despatch of 27th August, 1936) be left as
they now stand for the present I would very much like them to have an opportunity
of personal discussion with you before any new measures are taken.

8. I am also looking forward to paying you a visit myself when I get home after
the Coronation; especially as, having come straight to this job from the Straits, I do
not know along what lines Colonial Office thought trends about Hong Kong. I am
busy at the moment trying to cement ‘co-operative’ relations between ourselves and
Canton and I am expecting a return informal visit from Their Excellencies the
Provincial Chairman and the Mayor on 4th and 5th November. The new conditions in
the South West may create possibilities for an immediate advance in British and
Hong Kong trade, but I am not so blind as to fail to see that what is apparently a
pro-British feeling in China is in reality merely the obverse of the anti-Japanese
feeling, and that the true psychology of the new nationalistic China is anti-foreign.
Moreover the Chinese idea of co-operation is merely to receive what is given them.
So it did not surprise me to read in the October “People’s Tribune” of Shanghai (in an
article dealing with my recent visit to Canton) that the ideal co-operative settlement
of Sino-British problems would be the retrocession of Hong Kong! So long as there is
a Japanese menace and a need for British capital, so long and so long only will the
‘pro-British’ sentiment survive. If the capital is not forthcoming, or if the fear of
Japan as a successor to Britain in Hong Kong should subside, what now masquerades
as a desire for co-operation would be very quickly debunked. I therefore consider it as
politically important as it is, from our point of view, economically advantageous to
give the Hong Kong Chinese a commercial attachment to the Empire. Our military
and naval defences are designed against external aggression, but if relations with
China ever become antagonistic there will be an enemy totalling over a million souls
within the fortress gates, unless indeed their bread is liberally spread with Empire
butter. This is an unpleasing prospect, but one which it would be folly to pretend not
to have in the mind’s vision.

Minutes on 88

The whole of Sir A. Caldecott’s letter is very much to the mark. The menace of an
ocean port at Whampoa is a distinct one. It might almost be suggested that it may
not become a pressing commercial rival to the Port of Hong Kong until much about
the same time as the even more difficult problem of the expiry of the lease of the New
Territories towards the end of this century (a prospect which is bound to put a severe
check not only on HK as a fortress but on the colony as a commercial centre)
G.EJ.G.
31.10.36

The position may be summarized thus—if the Empire attaches importance to
retaining Hong Kong as an outpost of defence & a focus for British trade, it must put
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up with some trifling competition from Chinese British subjects whose standard of
living is necessarily lower than ours.
H.R.C.
2.11.36

It is all too seldom that we get from a Colonial Govr so thoughtful & comprehensive
a review of the future of the colony which he governs. . . . I would propose to reply
that his views accord entirely with ours, that we quite agree that the future of H.K.
lies largely in the manufacture for colonial markets of goods which are largely
non-competitive with U.K. manufactures because they cater for purses too slender to
afford UK. prices & that in suggesting that U.K. standards of ‘Empire content’ shd be
adopted for the colonies generally we had it in mind not that this standard wd be a
high one (which it generally is not) but that its adoption wd facilitate the sale of H.K.
goods by laying down a standard which wd be universally acceptable & wd make
individual investigation in each case unnecessary.

G.L.M.C.

18.11.36

89 T160/763/F14811/2, IDC(37)9 Apr 1937
[Preferential trade relationship between the UK and the colonial
empire]: memorandum by G L M Clauson

[This memo was prepared by Clauson at the request of the second inter-departmental
committee on the industrial development of the colonial empire (see 90). It was
circulated to the committee in advance of its second meeting, 23 Apr 1937.]

It has been suggested that it would assist the Committee in considering the various
development schemes which have been described in detail in the papers now in
members’ hands if a memorandum were prepared by the Colonial Office setting out
the general background of the problem: in particular the preferential trade
relationship which exists between the United Kingdom and the Colonial Empire.
This suggestion has not been put forward with the implication that proposals for
industrial enterprises in the Colonies should in each case be settled on the basis of
the profit and loss which the enterprise would involve to Empire trade, but rather
with the object of providing information of a general nature about the balance of
economic advantage which subsists between the United Kingdom and the Colonial
Empire.
Four heads have been suggested for such a general review:—

(1) What preferences are provided in Colonial customs tariffs for exports from the
United Kingdom and the Empire generally as compared with exports from foreign
countries?

(2) In respect of what materials other than tin do Empire producers have a
preferred position in the Colonies?

(3) What is the nature of the advantage that producers in the United Kingdom,
and mostly in the Empire, enjoy when tendering for public contracts in the
Colonies?
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(4) What advantages, if any, has British shipping as compared with foreign
shipping in the Colonial trade?

As will be explained below it is not possible to give a detailed quantitative analysis
under all these heads. Before proceeding to consider them in such detail as is
possible, however, it seems necessary to make two important reservations regarding
the significance of the facts given.

In the first place it is not possible to obtain a complete picture of the economic
advantages derived from the Colonial Empire by considering the question merely
under the four heads set out above. Other considerations are at least as relevant,
such as the natural tendency for trade and settlement to follow the flag, the facilities
which the Colonies provide for capital investment (the service of Government debts
in the African Colonial dependencies, for example, amounts to roughly £4 million a
year, almost all of which comes to the United Kingdom) for the defence of Imperial
trade and so forth, besides such minor advantages as opportunities for posts in the
Colonial services, etc. The balance sheet of economic advantage from the Colonial
point of view would therefore not be complete without due weight being given to
these other questions.

In the second place, while it is true that the introduction of a comprehensive
system of Imperial preference has tended to increase the volume of trade between the
United Kingdom and the Colonial Empire, this trade was already well established
before the policy of preference was at all widely adopted. Imperial preference has
therefore resulted not in the creation of new channels of trade between the United
Kingdom and the Colonial Empire (although individual items entering into that
trade have of course been affected) but merely in a slight deepening of existing
channels.

The best example of a large volume of mutual trade built up without tariff
preferences of any kind is in the case of Nigeria. In 1931 (before the passing of the
Import Duties Act), out of total exports from Nigeria to a value of £10Y2 million
goods to a value of a little over £5 million went to the United Kingdom: and in the
same year, out of total imports into Nigeria of a value of £6% million, over £4%
million came from the United Kingdom.

The introduction of preference by the United Kingdom in 1932 altered this
position only very slightly. Out of total exports in 1935 valued at £11%% million
Nigeria sent goods to the value of £5V4 million to the United Kingdom. As regards
imports Nigeria, still giving no preference (apart from the textile quotas to which
reference is made below), took goods to a value of £5V4 million from the United
Kingdom out of total imports to a value of £8%4 million. It is to be noted in this case
that, after due allowance is made for ‘invisibles’ including an annual Government
debt service of over £1%% million a year, the balance of payments is heavily in favour
of the United Kingdom.

With these important reservations in mind it is possible to consider the specific
heads for enquiry mentioned earlier in this memorandum.

(1) Colonial preferences

There are two kinds of preferences given in certain parts of the Colonial Empire to
British Goods. viz. tariff preferences and quotas. It will be convenient to deal with
those separately:—
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(a) Preferential tariffs. Since tariff practice is so diverse throughout the Colonial
Empire it is impossible to give a detailed quantitative analysis of the advantages
derived by British exports in the Colonies generally. Complete details of individual
tariffs will, however, be found in the Colonial Office publication “Customs Tariffs of
the Colonial Empire” which is issued in three volumes.

The general method by which the preferential tariff system works is for two rates
of duty to be specified, one general and the other preferential, and for British goods
(that is to say goods which can satisfy certain conditions of minimum Empire
content and which are consigned direct from a part of the British Empire) to be
admitted at the preferential rate. It will be seen from the papers already circulated to
the Committee that the margin of preference is in many cases substantial.

It should be noted, however, that a considerable part of the Colonial Empire is
precluded by Treaty obligations from granting Imperial preference. The Colonies
thus affected fall into three rough groups:—

(i) Mandated territories — Tanganyika Territory, Palestine, the Cameroons and
Togoland under British mandate. These territories are held under Class ‘A’ and ‘B’
mandates in which is included a clause specifically prohibiting discrimination in
trade or other matters.
(ii) The Colonies falling within the conventional area of the Congo Basin. The
Treaties known as the Congo Basin Treaties (that is, the General Act of the
Conference of Berlin 1885, the General Act and Declaration of the Brussels
Conference 1889-90, and the Convention revising these two Acts signed at St.
Germain-en-Laye 1919) include within their scope the whole of British East Africa,
viz. Kenya, Uganda, Nyasaland, Zanzibar and part of Northern Rhodesia, as well as
Tanganyika. The precise legal obligations as regards freedom of trade to all nations
in this conventional area is open to some doubt, but in practice, so far as British
territories are concerned, discrimination of any kind is avoided.
(iii) Up to October last both the Gold Coast and Nigeria were precluded by treaty
obligations from discrimination in favour of British goods. In the Gold Coast the
Anglo-Dutch Treaty of 1871 is still in operation but the denunciations by the
French in October 1936 of part of the Anglo-French Convention of 1898 had made
it possible for Nigeria to consider the introduction of Imperial preference. So far,
however, no decision has been taken to do so.

In this miscellaneous group should also be included Hong Kong and the Straits
Settlements whose entrepot trade precludes the grant of effective preferences.
(There are, however, quotas in the Straits Settlements).

When these exceptions are taken account of it will be seen that so far as British
Colonial territories in Africa are concerned only four smaller Colonies give
preference to United Kingdom goods, viz. Sierra Leone, Gambia, Somaliland and
part of Northern Rhodesia.

(b) Quotas. In certain parts of the Colonial Empire quotas have been applied on
imports of cotton and artificial silk piece goods with the object of limiting Japanese
competition in these goods. There are no quotas on other goods.

The Treaty obligations discussed above apply also to quotas, since the provisions of
the mandates and of the Congo Basin Treaties have been held to preclude their
imposition in the territories concerned. Quotas have however been introduced in a
modified form in the two West African Colonies which do not give preference. These
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quotas were originally confined to imports from Japan. From the beginning of this
year however the system was applied in Nigeria to all foreign countries. In the Gold
Coast, owing to the provisions of Anglo-Dutch Treaty, quotas had to be imposed on
British imports as well.

There are no quotas in Hong Kong, and in addition, for purely practical reasons,
the following minor dependencies have been omitted from the quota system:— North
Borneo, Tonga, Gibraltar, St. Helena and the Falkland Islands.

As in the case of preferential customs tariffs it is impossible to give in the course of
a short memorandum details of the quantitative effects of quotas on British and
foreign trade in the Colonies. It has been calculated very roughly that the quotas
have involved an increase in the value of piece goods exported from the United
Kingdom to the Colonial Empire from £2V% million in 1933 to £4 million in 1935.

As regards the operation of the quota system, it works as follows. Each foreign
country (in the case of the Gold Coast, the United Kingdom as well) is allocated
annually an amount of cotton and artificial silk piece goods which it may export to
the Colony concerned during that year. The amounts originally prescribed were
based generally on average imports for the years 1927-1931, and that basis has been
continued except in the case of Nigeria and the Gold Coast where the basis taken was
1935 imports plus 50 per cent. In all cases there is a minimum quota of 2%2% of the
total imports.

It will be seen that except in the case of the Gold Coast where it was necessary for
Treaty reasons, no restriction is imposed by the quota system on imports of British
piece goods. Since Japanese trade, against which quotas were particularly aimed, had
expanded between the base period and the introduction of quotas in 1934, the effect
of the quota system has been in practice to increase the United Kingdom share of the
Colonial markets at the expense of Japan. The quotas imposed on other foreign
countries have as a general rule been ample for their export requirements.

(2) The answer to this question is very simple. Except for the differential export duty
on tin-ore in the Federated Malay States and Nigeria, which is a special case arising
out of special circumstances, neither Colonial producers nor United Kingdom
manufacturers given any significant advantage to each other in the way of favourable
opportunities to purchase, except the natural advantage which arises from old-
standing connections and such incidental advantages which may become important
at times as the link between Colonial currencies and sterling.

(3) So far as Government purchases and the placing of Government contracts for
public works are concerned the United Kingdom possesses a practical monopoly. The
Crown Agents for the Colonies, who are the purchasing agents of the Colonial
Empire in the United Kingdom, act under instructions which require them to place
all orders within the Empire unless there are special reasons to the contrary. This is
of course partly due to a policy deliberately adopted to benefit United Kingdom
manufacturers, and its practical effect is considerable. The annual volume of
purchases made through the Crown Agents by Colonial Governments is now about
£4,500,000, but in peak years it has been some millions higher than this. The system
of purchases through the Crown Agents also operates, however, for the benefit of the
Colonial Empire, since the Crown Agents have much better facilities for inspecting
goods under construction and making sure that supplies are of the quality desired if
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they place their orders in this country than they would have if they were dealing with
foreign suppliers.

(4) 1t is difficult to strike any sort of balance under this head. The United Kingdom
view has always been that in the case of shipping United Kingdom interests will best
be served by maintaining the fullest possible freedom of access. There are therefore
no provisions either in the United Kingdom or in the Colonial Empire for
preferential treatment of Empire over foreign shipping, but the natural circum-
stances of trade in practice ensure that where possible British shipping enjoys a large
share of the Colonial carrying trade.

In some cases the difficulty as regards shipping has been rather that the services
provided by British lines have not been adequate for the needs of the Colony
concerned. This problems is particularly acute in the West Indies (although it is to be
noted that under the Canadian-West Indies Agreement a regular steamship service is
provided to the West Indies by Canadian National Steamships), while in Palestine and
elsewhere complaints have been made about the poor conditions of transit provided
by British shipping lines. In the Far East the problem has become one of Japanese
penetration, and the Imperial Shipping Committee is at present conducting an
enquiry into the whole question.

90 T 160/763/F14811/2, ff 20-54 [Feb 1938]
[Industrial development of the colonial empire, 1938]: draft report

by E Melville! of an inter-departmental committee? (chairman

J Colville).? Appendix: summary of industrial enterprises in the
colonial empire [Extract]

[In Jan 1936 the secretary of state for the colonies, JH Thomas, wrote to Neville
Chamberlain, the chancellor of the Exchequer, asking whether he was yet in a position to
comment on the 1934 Report of the Inter-Departmental Committee on the Industrial
Development of the Colonial Empire (see 85). Thomas suggested that either the report be
submitted to Cabinet or that a Cabinet sub-committee be appointed to deal with it
(T 160/763/F14811/1, Thomas to Chamberlain, 15 Jan 1936). In his reply Chamberlain
proposed that further investigation be undertaken before the issue be put to Cabinet
again (/bid, Chamberlain to Thomas, 28 Feb 1936). He noted that not only had some time
elapsed since the presentation of the 1934 report, but also argued that a blanket policy
towards the colonial empire was inappropriate given the wide differences between the
colonies, and between the extent of industrial development in each. The second
committee was chaired by John Colville; Professor Gilbert Jackson, governor of the Bank
of England, was invited to attend as the chairman’s adviser; no representatives of British
industry were invited to join. The committee worked under the same terms of reference
as its predecessor of 1934, and reported in March 1938.]

We were appointed by the Secretary of State for the Colonies with the following
terms of reference:—

“To consider and report how far it is desirable to frame and pursue a policy either

! Assistant principal, CO.
2 The Treasury, Board of Trade, India Office, CO and DO were represented on the committee.
3Lt Col J Colville, MP, financial secretary, Treasury.
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to encourage or to discourage the establishment of industrial enterprises in the
Colonial Empire.”

2. We have held (3) meetings and have considered various memoranda which
have been submitted to us by the Colonial Office supplying in summary form data
relating to the particular examples of industrial development in the Colonial Empire
which appeared to be the most representative and most important. . . .

3. Although not specifically invited to do so in our terms of reference we based
our deliberations closely on the unpublished findings of a smaller Interdepartmental
Committee which investigated a similar question early in 1934. In view of the lapse
of time since that Committee reported, we have naturally had to consider a certain
amount of fresh evidence of industrialisation in the Colonial Empire; but our Report
owes much to the careful work done by the earlier Committee. To simplify
presentation we make no further acknowledgement of the assistance derived from
that source. We have also, in view of the special position of Palestine as a territory
administered under an “A” Mandate and of the uncertainty regarding its future
status, excluded Palestine from the scope of our Report.

4. In considering the question which has been referred to us we have not been
able, nor have we thought it necessary, to secure detailed information about all
enterprises in existence throughout the Colonial Empire to which the term
“industrial” might be applied. We have thought it sufficient to consider the data
provided in the Colonial Office memoranda to which we have referred above. In order
to give some general idea of the extent to which industries have already established
themselves in the Colonial Empire, however, a summary of the whole field, including
the examples placed before us in the Colonial Office memoranda, is given in the
Appendix to this Report. (The Appendix has been compiled from the Colonial Annual
Reports and other information available in the Colonial Office and may not be
absolutely complete.) This summary omits all reference to such undertakings as gas,
water and electricity plants and to industrial establishments directly connected with
the preparation of primary products, agricultural or mineral, for export. In the latter
category are included, for example, cotton ginning factories, sugar crushing mills,
fibre decorticating plants, saw mills, smelters, oil-refineries etc.—enterprises which,
while they necessarily involve some degree of industrialisation and may on that
account raise very definite problems for Colonial Governments have come to be
regarded as essential or at any rate usual in any primary producing countries. It is
true that some of these enterprises subject the raw material to processes which are
not absolutely necessary in order to prepare it for export—for example crude mineral
oil can be exported as such instead of being refined on the spot—but such
processing, even if not essential, is at any rate so obviously reasonable that there is
no occasion to question its propriety. Such enterprises, therefore, can properly be
regarded as outside the scope of our present enquiry. The summary in the Appendix
also omits reference to such undertakings as creameries, flour mills, bakeries, brick
and limekilns, ice factories, etc., all of which can, we think, be regarded as necessary
developments even in the countries primarily engaged in raw material production.

5. It will be observed from the summary in the Appendix that there is a marked
difference in the degree to which industrial development has already taken place in
the various parts of the Colonial Empire. In the Eastern Dependencies—chiefly Hong
Kong, Straits Settlements and Ceylon—such development has been quite consider-
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able: but in the remainder of the Colonial Empire the sum of industrial undertakings
at present in existence is not a large one. This is particularly true in the case of the
African Dependencies, where industrialisation cannot be said as yet to have gained
any substantial footing. It is still true to say that these Dependencies are engaged
almost exclusively in the production of raw materials and foodstuffs for export to the
more highly industrialised countries in Europe and elsewhere. We have not
attempted to estimate the total annual value of industrial production in the Colonial
Empire as a whole, but even including the industrial products of Hong Kong, Malaya,
Ceylon, etc. we feel certain that it is, compared on the one hand with the value of raw
materials produced and on the other with industrial production in an ordinary
industrialised country, almost negligible.

6. This does not mean, however, that the possibility of further industrial
development is altogether excluded, or that there is no substantial problem for us to
consider. As we have already indicated, the development of industrial enterprises has
been more marked in certain parts of the Colonial Empire than in others: and for a
variety of reasons, to which we refer below, the industrialisation of such territories as
Hong Kong, Malaya and Ceylon may be expected to proceed further in the near
future. Moreover, history has shown that the evolution of more civilised conditions
in backward countries, and the general improvement in the standard of life which
accompanies it, have been associated with a change-over from purely agricultural to
at least a mixture of agricultural and industrial pursuits. The gradual improvement
in general economic and social standards in the Colonial Empire, towards which
Colonial policy aims, may therefore be expected to bring about some substitution of
industrial for purely agricultural conditions. The history of the development of India
and of the various Dominions is evidence of the tendency to which we refer.

7. At the same time we feel that the development which we foresee for the
Colonial Empire as a whole cannot, in the natural course, of events be anything but a
slow one. The reasons for this are clear. While there are certain advantages to be
obtained from manufacturing finished products near the source of the raw materials
employed in their manufacture (particularly where the local market is partially
insulated from the world market by heavy transport charges) there are a number of
serious diseconomies which are frequently found, in the present conditions of most
Colonial Dependencies, to offset any savings on that account. In the first place, the
industrial technique of large scale production is such that the size of the market
supplied by a particular source of manufacture is in most cases of paramount
importance. Unless the “effective” market for an industrial product is large enough it
is impossible for the full economies of large scale manufacture to be realised. . . .

8. In the second place, while labour costs in more backward countries tend to be
low and therefore to give local industries a competitive advantage against e.g. United
Kingdom manufacturers, any saving on this account tends to be offset by the general
lack of skill of the local labour supply. For this reason we feel that complaints against
cheap labour and “Oriental conditions” in the Colonial Empire are apt to be
over-emphasised. . . .

11. We have reached the conclusion then that some further industrial develop-
ment, if a slow one, may be expected in the Colonial Empire as a result of natural
growth. Since our terms of reference specifically refer to the possibility of
discouraging industrial development in the Colonial Empire, we proceed first to
record our views on this question before considering the more important question
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whether Colonial Governments would be justified under any circumstances in giving
assistance to schemes of industrial development.

12. We do not consider that it would be desirable, even if it were possible, for
Colonial Governments to attempt to discourage such industrial development as may
take place in their territories as a result of natural growth. This applies equally to the
Eastern Dependencies, where, as we have indicated, such development is most likely
to occur, and to other parts of the Colonial Empire. We have referred earlier in this
report to the probable tendency for industrial enterprises to develop pari passu with
the evolution of a higher standard of life and of social development in the Colonial
Dependencies. Having regard, therefore, to the principle of trusteeship, which has
been laid down in another connection and on which increasing emphasis is now
tending to be laid, we consider that it would be quite improper to impede promising
lines of economic development of this kind. To enforce such a policy would be to
revert to the mentality of “plantation” days and to provoke keen, and not
unreasonable, resentment. There is also a special argument against the adoption of
such a policy for Hong Kong, where the greatest amount of “natural” industrial
development has already occurred. The position of Hong Kong as an important
centre of entrep6t trade for China and the Far East had for some time, until the
outbreak of the present Sino-Japanese hostilities, been on the decline; and although
the future of this trade is now more obscure, it is clearly desirable that an alternative
source of income should be provided in order that the general standard of life of the
inhabitants may not be endangered by sudden changes in circumstances which are
outside Hong Kong’s control. The further development of industrial enterprises in
the Colony would provide this alternative source of income; and we understand that
the Secretary of State for the Colonies has already recommended a policy of fostering
local industrial development for this reason. In the particular circumstances of the
Colony we see no reason to disagree with this recommendation.

13. For the reasons given in the preceding paragraph we cannot entertain the
suggestion which has sometimes been made by certain Empire manufacturers that
the privilege of free entry for Colonial manufactured goods into this country and into
other Empire countries should be withdrawn. This privilege, it will be remembered,
was accorded under Section 5 of the Import Duties Act, 1932, which gave entire
exemption from the general ad valorem duty imposed by that Act, and from any
“additional duty” imposed thereunder, to all imports from all Colonies and
Protectorates or from Mandated Territories to which the Section might be applied by
Order-in-Council. . . .

17. Looking at the question in broader terms, we consider that one step which
should be taken generally in the Colonial Dependencies where industrial enter-
prises exist is to institute a greater degree of control over “factory and workshop”
conditions. . . .

18. As we have stated above, it seems unlikely that the competitive advantage
derived from the employment of cheap labour in the majority of Colonial Dependen-
cies would be sufficient in present circumstances to offset the considerable
diseconomies of local production. At the same time, the complaint of unfair
competition from cheap labour has been made in the case of manufactures from the
Eastern Colonies where conditions approximate to those obtaining in Japan. The
United Kingdom manufacturer is apt to represent—and we see no ground to
question either his sincerity or his accuracy—that his cost of production is
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materially increased, not only by high taxation, but also by the restriction of hours
and imposition of minimum wage rates which are the result either of legislation or of
trade union action, by the Factory Acts which prescribe conditions of health and
safety, and by “social insurance” legislation regarding unemployment, health,
insurance, compensation for accident and suchlike. Generally speaking it is almost
inevitable that the burden on the employer and the resultant increase in his costs of
manufacture from all these causes should be very much less in the Colonies than it is
in the United Kingdom. Accordingly we consider that a deliberate policy should be
pursued of securing the adoption in the Colonies, pari passu with the development of
industrial conditions, of conditions of employment as regards wages, hours of work,
“factory and workshop” regulations and compensation for accidents which will be to
some extent comparable to, though no doubt not identical with, those in force in the
United Kingdom. Any steps taken to ensure these results would, as we have already
said, by eliminating the unfairness of competition which derives its ability to quote
low prices from its dependence on undesirable conditions of employment, do much
to remove any possible grievance on account of “unfair” labour conditions felt by
other Empire manufacturers. . . .

22. Our examination of examples of industrial development in the Colonial
Empire has indicated that the case of Hong Kong, where the growth has been to a
large extent a natural one, is exceptional. Elsewhere, for the most part, those
industrial enterprises which have obtained a firm footing in the Dependencies have
been established either behind the protective barrier of a revenue duty or a specially
imposed tariff or with some other form of assistance from Government. This raises a
very different question: namely whether the process of industrialisation of the
Colonial Empire, which we foresee must take place, if very slowly, ought to be
accelerated by Government intervention. . . .

23. There are many forms which Government encouragement of industry can
take: for example, investment of Government funds in individual enterprises,
guarantee of interest on private capital invested, special remission of taxation,
monopoly privileges or the accord of special terms or facilities in connection with
transport on Government railways and so forth; but so far as the Colonial Empire is
concerned the most common form of encouragement has been, and is likely to
continue to be, the existence or imposition of a tariff sufficiently high to protect the
products of the local industry in the domestic market against products of a similar
kind imported from the United Kingdom, from other parts of the Empire, or from
foreign countries. . . . [24.] . . . In the more important recent cases where Govern-
ment assistance has been conceded, the following considerations have been adduced.

25. The argument which has most usually been employed is that the proposed
industry would use domestic raw materials and so provide a more secure market for
those materials than would the export market. In the case of the soap and edible oil
factories, for example, most of which are situated in the West Indian Colonies, it was
represented at the time that they were established that the principal raw material,
copra, was of local origin; that prices for it in the world market as a result of the
slump had fallen so low as to leave no margin over the cost of production; that a fair
price to the local producer could be and generally was made a condition of the
continuance of protection; and that as costs of transport, distribution, etc. were
eliminated, the local industry should be able to sell on the local market at prices
which would be little in excess of the imported product. It was also generally
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represented (although we do not think that there was any good ground for this) that
the local raw material had become the object of unfair price discrimination on the
part of overseas purchasers.

26. In other cases the consideration of the use of local raw materials was not
present. In the case of the establishment of a brewing industry in the Gold Coast, for
instance, we understand that the encouragement of the local brewery was dictated
partly by social considerations. It was intended, by the creation of a local source of
supply of beer at a price which would suit the native’s pocket, to encourage the
consumption of beer by the natives instead of imported gin. Furthermore, no
question of competing with United Kingdom industry arose, since the beer imported
previous to the establishment of the local brewery, and with which beer locally
produced would compete, was for the most part of foreign origin.

27. Similar considerations have been regarded as justifying proposals for the
establishment of match enterprises in the Colonies; and in particular it was stressed
in several cases that since existing sources of supply of matches were mainly in
foreign countries, no serious effect on United Kingdom trade was likely to result
from the establishment of a local industry.

28. We recognise the force of these special considerations: and we foresee that
these and similar considerations may be an important factor in reaching a decision
on future applications for Government assistance to local industries. When we
proceed to consider the broad lines which future policy should follow, therefore, we
shall qualify our recommendations with the proviso that individual cases will have to
be considered on their merits, and that particular considerations may arise which
can reasonably be held to justify the setting aside of the general principles which we
enunciate.

29. A further point which has come to our notice is considering the various
examples of industrial development put before us, but which is not brought out in
the above summary, is that variety of circumstances in which existing enterprises
came to be established. It might be assumed from what we have said above that,
before a new industry came to enjoy Government protection, both the local
Government and the Secretary of State were given an opportunity of weighing all the
factors involved and taking an active decision in the matter. This has in fact
happened in several cases; but in others, industries have sprung up, as it were,
behind Government’s back, for the following reasons.

30. There exist in most Dependencies a number of tariffs which were imposed
simply for revenue purposes—such as tariffs on tobacco, beer and spirits, sugar
etc.—but which are high enough to give a considerable measure of protection for
domestic industries, in the absence of an excise duty equivalent to the revenue duty
on the imported product. It has thus come about that a number of domestic
industries have been established throughout the Colonial Empire without any
approach having been made by the promoters for assistance from Government but
on the tacit assumption that the existing protection afforded by a revenue duty on
the product in which they were interested would not be nullified by the imposition of
an equivalent excise duty. Government has often failed to detect industrial develop-
ment of this kind; or having detected it, to take any action to recoup itself for the loss
of revenue involved. Even where an excise duty has been eventually imposed, it has
rarely been as high as the revenue duty on the imported product. . . .

31. We have further been informed of cases where industries were given, or
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promised, assistance from Government by way of increased tariffs, etc., as a result of
negotiations between local promoters and the Colonial Government concerned,
without the Secretary of State having first been given an opportunity of considering
the matter in all its implications. We recognise that this has been due in part to
constitutional difficulties. It has been pointed out to us during our enquiry that the
control by the Secretary of State for the Colonies over industrial policy in certain
Dependencies is limited by the smaller degree of constitutional control which he
exercises over their administration. In the case of the African Dependencies, and
more generally of those Dependencies where procedure by Legislative Council with
considerable unofficial representation has not yet been developed, we understand
that there has not been and is unlikely to be for some time to come any difficulty in
this direction. But the stronger unofficial representation on the legislatures of
certain West Indian Colonies may make it more difficult, from political considera-
tions, for the Secretary of State for the Colonies to dictate a policy of industrial
development and to enforce a decision on particular schemes in the face of
opposition from unofficial members. At the other extreme from the African
Dependencies is Ceylon, which under its new constitution enjoys a very high degree
of independent action. The Executive Committee of Labour, Industry and Com-
merce, which is responsible for the industrial life of the Colony, has recently adopted
a policy of fostering local industries, if necessary by a tariff protection and other
forms of assistance, and this policy has obtained considerable support in the State
Council. . ..

32. Whatever the merits of industrial projects in Ceylon, therefore (and we
recognise later in our Report that there are special considerations arising from the
present economic situation in Ceylon which favour the extension of industrial
enterprises there) the Secretary of State for the Colonies may not be in a position to
intervene effectively in particular cases and to insist that all schemes involving
Government assistance to local industries should receive his prior approval. Where,
however, the constitutional position permits we shall recommend that Colonial
Governments should be instructed to refer to the Secretary of State for the Colonies
all applications for assistance to Colonial industries before any promise of such
assistance is given to promoters.

33. We now proceed to consider, in more general terms, the question whether
Colonial Governments would be justified in any circumstances in giving direct or
indirect assistance to enable local industry to establish itself. We would refer in this
connection to the remarks which we have made earlier in this Report regarding the
economies and diseconomies which are likely to be realised under present conditions
in most Colonial Dependencies in the establishment of a manufacturing industry
near the source of supply of its main raw material. Our general conclusion was that,
with the exception of those in certain Eastern Dependencies, Colonial enterprises
manufacturing industrial goods in competition with similar goods from highly
industrialised countries are unlikely at present to be established under normal free
trade conditions. We take the view, for example, that, in the case of the manufacture
of soaps and edible oils, the economies resulting from large scale production and a
world wide organisation of distribution such as United Kingdom manufacturers
enjoy, are likely to be so great that an unassisted local industry, even with the
advantage of raw materials on the spot and a local market for the finished product,
cannot hope to compete on equal terms with imported products. . . .
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34. It follows that, in so far as the above analysis is correct, the effect of affording
protection to local industries has in most cases been to raise the price in the
domestic market of the finished products concerned above the world price, and
therefore both to subject overseas manufacturers, who have to bear the import duty,
to what may not unreasonably be regarded as “unfair” competition, and to raise, in
however slight a degree, the cost of living to local consumers. In addition it has
involved Government in a certain loss of revenue owing to the reduction of dutiable
imports.

35. It has often been argued, and will, we think, continue to be argued that, while
the immediate effect of affording protection to a local industry is to raise the cost of
the product to consumers, the protection is required only in the “infant” stage of the
industry’s development and will be dispensed with when the industry is properly
established. Time is required, the argument runs, for the local labour force to
acquire the necessary skill and for the plant and the market to be developed to an
economic size. Once that has been achieved the cost of local manufacture will be
reduced to the world cost. We are doubtful whether, in the circumstances of the
majority of Colonial dependencies, an argument of this kind has much weight. Infant
industries are notoriously backward in growing up. Experience in the Colonial
Empire has rather been that once an industry is established, an interest in
maintaining the industry whether economically sound or not tends to develop and
claims for further protection are conceded rather than that the industry should be
allowed to collapse. . . .

36. We take the view, then, that manufacturing industries established behind the
shelter of protective tariffs or with other assistance from Government funds are
unlikely, at the present stage of development of most Colonial Dependencies, to
provide local consumers with as cheap a source of supply of the products concerned
as could be obtained from overseas manufacturers. On that account we consider that
Colonial Governments would not be justified in sacrificing revenue to assist a local
industry unless it could be shown that loss, and the losses to consumers of the
industry’s products, would be more than offset by other advantages which the
industry would bring to the Dependency as a whole. In other words, the “special
considerations” to which we have already referred should, before they are allowed to
influence a Colonial Government in favour of assisting a particular industrial
enterprise, be such that they are likely to ensure a net gain to the Dependency
concerned as a result of the enterprise being established.

37. It is in the nature of the problem impossible to anticipate what will be the
special considerations raised by future applications for assistance for local industries,
or to advise on the importance which should be attached to such special considera-
tions. We have already analysed the factors which have led to assistance being given
in the case of certain industries which are now in operation in the Colonial Empire.
We have no doubt that similar factors, such as considerations of defence, of the
provision of work for surplus labour, or of the guarantee of a secure market for a
locally produced raw material in times of very low world prices, wil play an important
part in deciding future cases. The factor of providing employment for a surplus
population, for example, is likely to be of increasing importance in Ceylon and in
certain of the Dependencies in the West Indies, where rapidly increasing populations
are unable to find employment in existing agricultural industries. In circumstances
of this kind, we recognise that the additional cost to the consumer and to
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Government of assisting the development of local industries may be justifiable as
being the only means, other than the provision of relief, of maintaining part of the
population from destitution.

38. At the same time we do not wish to allow these special considerations to
obscure the main issue—viz. that, except where it occurs as a natural development,
the establishment of industrial enterprises in most part of the Colonial Empire is
likely to be at the expense of local consumers of the product concerned: and we
consider that, while each case will have to be examined on its merits, the assumption
should always be that no assistance, direct or indirect, will be accorded to industrial
enterprises by those Colonial Governments which are under the full control of the
Secretary of State for the Colonies, until the proposal has been carefully considered
in the Colonial Office, and shown to provide on balance a net gain to the Dependency
concerned.

39. We accordingly make the following recommendations:—

(i) Where an import duty is payable on a particular class of manufactured articles
in any Dependency (and as we have said such duties exist over a wide range of
goods in, and are an important element in the revenue of, most Colonial
Dependencies) the declared policy of the Government concerned should be that, if
and when a local industry is contemplated for the purpose of manufacturing that
class of articles, an excise duty equivalent to the import duty should be imposed
forthwith on such articles if manufactured within the Dependency.

(ii) In order to ensure that this policy is given effect to in each case where the
constitutional position permits, we recommend that Colonial Governments
should keep a close watch on the establishment of industrial enterprises in their
territory and should take such steps as may be necessary to ensure that all
intending entrepreneurs are informed before incurring any expenditure on a
domestic plant etc, that, unless there are good reasons to the contrary they will be
required to pay an excise duty on their manufactures equivalent to the import duty
on similar goods entering the Dependency from overseas.

(iii) We further recommend that, in every case where the proposed establishment
of a local enterprise concerned with industrial production is dependent upon the
grant of assistance of any kind from Government, the matter should, if the
constitutional position permits, be reported in full detail to the Secretary of State
for the Colonies for his prior approval. The report should provide, in addition to
details of the promoters, their proposed factory or plant and the capital at their
disposal, information regarding the source of the raw material for manufacture,
the existing duties on imports of similar manufactured goods and the total
revenue derived therefrom, and the chief sources from which the local market is
supplied at the time of the proposal. It may also be possible to include some
indication of the current cost of the article concerned, its chief consumers and its
relative importance in the budget of the average consumer. The reasons for
recommending the proposal for favourable consideration as one which is likely on
balance to provide a net gain to the Dependency as a whole should also be
explained as fully as circumstances permit.

(iv) We recommend that the Secretary of State for the Colonies should be guided
in reaching a decision on individual applications from Colonial Governments by
the various considerations which we have raised in the course of this Report: in
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particular he should attempt to assure himself, before approving Government
assistance in any enterprise, that the gain to the Dependency as a whole is likely to
be substantial enough to offset the losses to Government and to consumers of the
product concerned which the affording of assistance will involve.

Appendix to 90

I. African dependencies

Sugar Refineries Kenya, Tanganyika, Uganda.

Breweries Kenya, Tanganyika, Uganda, Gold Coast.

Soap Factories Kenya, Northern Rhodesia, Nyasaland,
Tanganyika, Zanzibar, Nigeria.

Tobacco Factories Nyasaland, Tanganyika, Uganda, Nigeria.

Canning and Fruit Products Plants Kenya, Gold Coast.

Sisal bags and Cordage Factories Kenya, Tanganyika.

Cement Factory Kenya.

Cotton Weaving Factory Nigeria.

II. Pacific and Mediterranean dependencies

Breweries and Distilleries Malta, Mauritius.

Soap Factories Cyprus, Fiji, Aden.

Tobacco Factories Cyprus, Gibraltar, Malta, Aden,
Mauritius, Seychelles, Fiji.

Canning Plants Cyprus, Malta, Mauritius, Fiji.

Hempen Bags Factory* Mauritius.

Hosiery Factories Cyprus.

Match Factories Mauritius.

Artificial Teeth Factories Cyprus.

Briar Pipe Factory Malta. .

Button Factory Malta.

* not operating

III. Ceylon and Far Eastern dependencies

Jaggery Works and Sugar Refineries Ceylon, Hong Kong, Straits Settlements.

Breweries and Distilleries Ceylon, Hong Kong, Straits Settlements.

Soap Factories Ceylon, Hong Kong, Straits Settlements.

Tobacco Factories Ceylon, Hong Kong, Straits Settlements,
Sarawak.

Match Factories Ceylon, Federated Malay States.

Food preserving and canning Factories Hong Kong, Straits Settlements.
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Knitting and Hosiery Factories Hong Kong

Weaving Mills Ceylon, Hong Kong.

Rope Factories Hong Kong.

Coir Fibre Factories Ceylon.

Rubber Factories Ceylon, Straits Settlements.
Button Factories Ceylon.

Electric Installation Engines Plant Ceylon.

Printing and Ruling Machines Plant Ceylon.

Shoe Factories Ceylon.

Electric Bulbs and Battery

Manufactures Hong Kong, Straits Settlements.
Brass Sheet Mills Hong Kong.

Chemical Works Hong Kong.

Electro-Plating Works Hong Kong.

Metal products Factories Hong Kong.

Galvanised Bucket and Tank Factories Straits Settlements.

Motor Car Assembly Plant Straits Settlements.

91 T160/763/f14811/2, ff 5660 Feb 1938
[Industrial development]: draft letter from W R Fraser! to E Melville
commenting on the draft report.> Minutes by Fraser and E Hale®

[Fraser’s draft includes marginal comments (reproduced here as footnotes) by Professor
Gilbert Jackson, governor of the Bank of England. An amended letter was sent on 1 Mar
1938 (T 160/763/F14811/2, ff 75-78). Further comments were subsequently received
from Jackson (who had been sent a copy of Fraser’s final letter, 3 Mar 1938, ibid,
ff 79-81), and Jackson also wrote directly to Melville, (ibid, ff 88-97, 10 Mar 1938).]

I have read through with great interest your draft report for the Committee on the
Industrial Development of the Colonial Empire and I send you some preliminary
general observations. I take it that as the report is not for publication there is no
reason for anything but complete frankness.*

1. 1should like the Comittee to say that broadly speaking Customs duties which
adversely affect the trade interests of the United Kingdom ought not to be imposed
except for revenue purposes.’

There would I think be no substance in the retort that we are denying to them

! Principal assistant secretary, Treasury. 2 See 90.
3 See 86; Hale had been a member of the 1934 inter-departmental committee.

4 But it should surely be drafted, having in mind that in a general settlement with the “have-not” Powers
which want colonies, such as there may presently be, we need to have a colonial policy which will stand up
to any hostile criticism.

51 should regret to see this embodied in the Report, although it is not for publication—largely for the
reason stated above; but also bearing in mind that the position is by no means as simple as it appears in

this statement.
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what we apply to ourselves, for the general financial and fiscal relations of the
Colonies to the United Kingdom are quite exceptional. The United Kingdom tax-
payer not only bears practically the whole cost of the defence of the Colonial Empire
but is also frequently called on for subsidies to the Colony’s own budget; and it is
wrong therefore that protective local policies should be allowed to swell the profits
of local concerns which pay nothing back to the common pool by way of taxation.®
We could also, if necessary, throw in the argument that the Colonies depend mainly
on the United Kingdom to absorb their primary products and it is therefore not in
their real interests to do anything to damage United Kingdom exports.”

2. Would it not also be desirabled to set out the recommendations of the earlier
Committee and say how far we agree or disagree?®

3. Would it not be a good thing if we took actual cases which have arisen in
recent years of plans for Colonial Government support (direct or indirect) of
particular local industries and indicating broadly what line we should like to have
adopted? We could take (a) actual cases on which the Colonial Office were consulted
(b) any other cases which the Colonial Office heard of (c) any cases now pending.® I
had understood that the Secretary of State hoped the Committee would give some
concrete guidance of this kind.

4. 1 should like the report to bring out a little more clearly that there are really
three different kinds of case and that is it absurd to expect one general solution to
cover the lot.!°

(a) an Eastern area where the problem is substantially the same as that of Japan
(and where the question really is of “protecting” United Kingdom against them)!*
(b) well-developed colonies like Jamaica

(c) the great primitive areas of Africa.'? As regards a great area of the Empire, we
should be rather sceptical of any suggestion that it should be granted the
inconceivable benefits of assimilation to the social conditions in this country;!3
and that if there is to be a deliberate policy in this matter it should look to the
needs and interests of the natives as they stand in the individual colony and not to
any western model.

6 Surely this would rule out any proposals to give any protection to the young industries of the colonies;
and thus, I fear, put us out of court.

7 This argument appears to depend on a complex of economic considerations, and might be very difficult
to sustain.

8 As a matter of form, I think the recommendations should be set out: but surely the whole of our Report
is an answer to the question, how far we agree or disagree?

9 I doubt if we should wish to criticise any decision that we have reviewed. The draft Report already says
that ad hoc considerations are more apt to guide in practice than any general principles.

107 quite agree.

11 Surely the draft Report is quite good on this rather thorny problem.

12 One would like to develop this. Have we considered also whether Newfoundland comes within our
scope?

13 Good. The draft Report seems to be more than a little naive on this question.
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Minutes on 91

Mr. Hale

I am moved to write to Mr. Melville somewhat as [above] but this subject as you must

know is rather off my normal beat & I should be grateful for your guidance.
W.R.F.
23.2.38

Mr. Fraser
I take your points seriatim.

1. I rather doubt if this particular cock will fight. The report itself will not be
published, but it (or a paraphrase of it) will have to go to Colonial Govts, and I think
that the S of S would find it very embarrassing to have to tell them that a case which
satisfies the conditions proposed in para 36 is not to be proceeded with because a
U.K. exporter is interested in the market. The points you raise have weight; but on
the other hand (a) the fiscal autonomy of the Dominions is not conditional on an
adequate contribution to defence, although no doubt it ought to be; (b) that fact that
Colonies A B & C gets grant in aid will not be accepted in Colony D as a reason why
they should not pursue their interests. In general you will be told how that you are
trying to revert to ‘plantation’ days! On the whole I am disposed to think that if the
grant of protection in any form is confined to cases where it is in the #rue interest of
a Colony, that condition, if properly applied, will prevent industrialisation from
going far in Colonies where it does not spring up as a natural growth.

2. No obsns.

3. I agree; but should be inclined to link it on to the ‘special considerations’
which the C.0. suggest may justify a departure from the general rule. We can hardly
dispute the general proposition that special considerations may on occasion justify
departure from the strict doctrine, but the C.0. seem to me to contemplate in para
37 a pretty wide use of them. It might be useful to have a few cases in which special
considerations have been or might be urged in favour of a particular proposition &
see how far they were really of sufficient weight to justify a departure from the
general principle. For example, the argument that a local soap or edible oil factory is
justified to provide ‘a secure market for a locally produced raw material in times of
very low world prices’ might not stand examination in a concrete case. (Are you
going to close the place down when prices recover?!)

4. T would suggest that there are really two classes of case rather than three:—

(a) the case where the problem is not the demand of the Colonial manufacturer
for protection v. the U.K. but the demand of the U.K. manufacturer for protection
v. the Colonial (your (a));

(b) the case where the demand is from the Colonial manufacturer or would-be
manufacturer for protection v. the U.K. (& others) (your (b) & (c)).

I dont think that there is really much difference between Jamaica & E. Africa from
the present point of view.

As regards the recommendations, I think that it should be made clear that
Colonial Govts should consult the S of S not only when they want to give positive
assistance, but also when they propose to omit the imposition of an equivalent
excise. [ think that this is important. Much unsound industrial development can take
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place through the mere omission to impose an excise duty. Historically I think that

this factor has been important, e.g. in the Dominions. I would also suggest that the

C.0. should undertake to refer all such cases to the Treasury where the Colony

concerned is subject to Treasury control (we can hardly claim to interevene in the
other cases).

E.H.

23.2.38

Mr. Hale
I see your point as regards my paragraph 1, but I do feel that the point of view which I
was trying to express ought not to go by the board. . . .

From the narrow Treasury point of view the Colonies seem to fall into the
following groups:—

(a) 1. Those on the dole

2. Those likely to be on the dole.
(b) Those not on the dole or likely to be and paying us no contribution.
(c) Those who pay us a contribution.

I still feel that even if a protective proposal is in what are optimistically defined as
the true interests of the Colony as a whole, this.is not a sufficient safeguard. If a
cosmopolitan industrialist sets up a factory with Government assistance in a Colony
it may very well be in the true interests of the Colony as a whole but may be very
unfairly damaging to U.K. interests. I must plead guilty to a certain amount of
plantation mentality in such cases. [ should like to say something in my letter to Mr.
Melville, not necessarily for communication to the Colonies but for the benefit of the
Colonial Office on this point.

I have redrafted my letter to Mr. Melville on this point, and I have also
incorporated your comments on other points.

I should be very grateful for your observations on the revised draft. Don’t hesitate
to knock it about.

W.R.F.
25.2.38

92 (0318/433/1, ff 4-8 23 May 1938
[West India Royal Commission]: minute by Sir J Campbell making the
case for the appointment of a Royal Commission

[This minute by Campbell, financial advisor, CO, puts the case for the appointment of a
Royal Commission to inquire into conditions in the West Indies following the disturbances
which occurred in the islands between 1935 and 1938. By contrast, the CO’s West Indian
Department advised against the appointment of a commission (see 142). It was agreed
at a CO meeting at the end of May to prepare a memo for submission to the Cabinet
recommending the appointment of a Royal Commission (see 93).]

General
I am not acquainted with the day-to-day work of the Dept. The following comments
are based solely on such cases—usually important—as I have seen during the past
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eight years. It must be recollected that these, possibly, do not constitute a
representative sample. -

Broad case for a Royal Commission

Things are clearly, and as a matter of common knowledge, not going very well in the
W. Indies. There have been fairly serious, and recurring, riots and unrest, over a wide
area. Both sugar and cocoa are doing badly; there seems also little prospect of any
near-future improvement. The probability would therefore seem to be that the
underlying causes of this serious unrest are not likely, in the absence of some new
policy steadfastly pursued for some time, to be removed? Unrest, possibly getting
more and more serious, would therefore seem probable. Nor can the position in
Palestine, I think, be excluded from consideration here; it is not improbable that the
opinion may grow that there is something fundamentally wrong—something wider
than the W I local problem. Whether that view be right or wrong, it is, one would
think, likely to be put forward. The last R Comm sat about forty years ago! and this
by itself would probably be considered—in the light of recent happenings—as a
strong argument for a further authoritative general survey of the position.

Lastly, the broad position seems to be that more money must be found, if there is
to be any substantial improvement in the near future. The main pivot of the thing is
sugar; and nothing can be done with sugar in the absence of aid from the U.K.

What one may call the normal arguments, available to the Dept. and the S/S, are
most unlikely to lead to anything material; but, if there were a considered
recommendation from a R Comm: on the point, that would presumably carry great
weight. My own view is that political and other pressure—principally the insistent
pressure of the march of events—will in fact necessitate a review of the whole W I
problem, on the broadest lines; and it seems to me that there is therefore a strong
case for the appointment of a R Comm:.

Diagnosis of the main causes of the present situation
Subject to what has been said above under “general”, I would classify the main causes
of the present situation somewhat as follows:—

(i) The marked conservatism of the general attitude in the W Indies. Traditional-
ism seems almost universal. There has been little real attempt to change policy,
and practice, in a rapidly changing world. There are still many absentee landlords,
I understand; there is still a marked “plantation” attitude; an absence of energy
and efficiency; a tendency to cling strongly to the belief that the former “good
times” are bound to recur; little effort to repay debt, or secure debt settlements
more in consonance with the position as it stands to-day;—it strikes one as all
early nineteenth century mentality and practice.

(ii) The difficulties which the constitutional position creates as regards improve-
ment of these fundamental conditions. The S/S has, in the majority of the
territories, little real power; his advice has therefore to have regard to this.

(iii) The heavy cost of administration, relative to the revenue which can be made
available. Many of the political units are, clearly, far too small for efficient
administration on the present basis; there are some—hardly the size of a small
provincial town in England—which are provided with the whole paraphernalia of a

! Report of the West India Royal Commission (Cmd 8655, 1898), chairman, Sir H Norman.
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full-sized Government. While one recognises the very great strength of the local
feeling on this point, the financial and economic consequences are unescapable.
Money, which should be available for development and social services, is
necessarily spent on personnel.

(iv) The standard of administration, and of general efficiency, is low. Much of the
work is undoubtedly badly done; the staffs are large, but very badly paid. The CDAC
has been much impressed with this aspect of things: they have had many cases
where it seemed to them that the administration had been markedly inefficient,
and unsatisfactory.

(v) It all comes back to the root question of the economic possibilities of the
territories. Apart from Trinidad—with its oil—they are primarily agricultural,
with some subsidiary aid from forests, gums, minerals, and so on. One gets the
impression that this position has never been squarely faced. Almost everyone
seems to agree that, broadly, peasant settlement is essential; but the efforts in that
direction have been spasmodic and, [ am afraid, badly thought out, and inefficient
in actual operation. There is a heavy load of debt, contracted in much more
prosperous times: the debt and credit problem still remains unsolved, though it
has been approached here and there. The population is “feckless”: easy-going, little
mindful of the future, largely lazy, basically primitive, but probably still, as in the
past, potentially dangerous when things go seriously wrong. The general level of
taxation seems to me high, considering the trade and production position broadly;
in some areas, it is very high. I do not think that—apart from largely increased
production, or a material rise in prices-any solution is likely to be found,
generally, by tax increases; and increased taxation, in present circumstances, may
I think be definitely ruled out—except perhaps in a few special areas. It would, in
my view, be dangerous, and inadvisable in itself.

America

The USA is perhaps inclined to judge British colonial administration by the
specimens which it sees of it in the territories on, or adjacent to, the American
continent. While most Americans probably see little but the Bahamas, etc—the
primarily tourist islands—Pan American airways are rapidly linking up all the British
territories in the W Indies with the USA, directly or indirectly. One sees signs of a
growing interest in the administration of these territories on the part of Americans,
reflected in the American magazines. The W Indies are, to some considerable extent,
the British show-window for the USA. I am afraid it is not a very striking exhibit. For
the moment, the “differentness”, and the picturesque aspect, predominate; but
criticism is already there; and it will I think grow. At any time, a Miss Mayo? may
arise for the W. Indies; and, if the intention was to present a highly coloured picture
strongly critical of the British effort, material for that would not unfortunately be
lacking, I think. There are many reasons why Americans should be interested in’
British colonial administration in the W Indian areas; and not a few why some of
them should wish to paint a picture of that administration in as dark colours as
possible. This consideration may not be without some importance in considering
whether there should, or should not, be a R. Commission?

2 Katherine Mayo, American author of Mother India (New York & London, 1927), which was critical of the
poor conditions prevailing in India.
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93 (0318/433/1,n08 [June 1938]
‘Proposed Royal Commission to enquire into the situation in the West
Indies’: memorandum prepared by Mr MacDonald [Extract]

[This memo proposing the appointment of a Royal Commission to inquire into conditions
in the West Indies was prepared for submission to the Cabinet, but it was never
circulated. Aware that a question on this issue was to be asked in parliament, MacDonald
consulted the prime minister and chancellor. The secretary of state then announced the
government’s intention to recommend the appointment of a Royal Commission in the
House of Commons on 14 June 1938. He made a verbal statement to the Cabinet the
following day. On this occasion MacDonald warned the Cabinet that the commission was
‘likely to report that the present position was rather discreditable, and its recommenda-
tions were almost certain to involve more expenditure’. Although the chancellor
expressed the hope that the commission would ‘discover how efficiency could be
achieved’, the prime minister concluded that further expenditure on development in the
West Indies was unavoidable, and the Cabinet’s approval of MacDonald’s announcement
was given (CO 318/433/1, no 20, and CAB 23/94, CC 28(38)8, 15 June 1938). A
commission, under the chairmanship of Lord Moyne, was duly appointed and reported in
Dec 1939. For responses to the commission’s findings and the question of whether the
report should be published, see 145, 146).]

13. From such examination as I have been able to make of the whole
position,! it is clear to me that the social and economic conditions of the coloured
communities in some of the colonies are at least fifty years behind the times, and it is
not too much to say that their condition constitutes a reproach to our Colonial
administration. The Colonial Office and local Administrations have achieved in
recent years a good deal in face of the difficulties set out in the previous paragraph:
e.g. Public Works, designed as far as possible to be remunerative, as well as to
provide immediate employment, have been put in hand; and schemes have been
undertaken or are contemplated for the improvement of medical and educational
services, for nutrition, and for slum clearance, housing and land settlement.
Reference has also been made to the encouragement of minor industries. But the fact
remains that wages are generaly [sic] low; unemployment is in places serious; and
housing and sanitary conditions leave much to be desired.

I think we have to make up our minds that unless the matter is tackled in a larger
and more comprehensive way, the efforts referred to above will prove mere
temporary palliatives and the general situation will deteriorate further. And any
further, steady deterioration will prove very damaging to Great Britain’s reputation
as a Colonial Power. It is in my view imperative that, at a time when the “colonial
question” is being ventilated at home and abroad, we should ourselves be as far as
possible above reproach. On account of the economic and financial position in most
of the colonies themselves it is difficult to see how the situation can be remedied
without financial assistance from Imperial funds on a scale much greater than the
present grants in-aid, and possibly the revision of some of the colonial constitutions
so as to ensure the passage of any necessary reforms. This latter, however, is a matter
which must be approached with the utmost caution. Representative institutions are
deep rooted in the West Indies and are perhaps our best exhibit in that area.

! The first part of MacDonald’s memo draws on material to be found in the more substantial memo
produced by the CO’s West Indian Dept on the problems of the British territories in the Caribbean (see
142).
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14. What is required is a long-term policy of reconstruction in the West Indian
Colonies. This should cover a wide field and include such matters as the improve-
ment of labour and housing conditions, and of medical services, etc. But its two main
objectives should be to improve as far as possible the economic conditions of the
agricultural industries on which the well-being of the islands mainly depends, and
where possible to find additional means of livelihood for the peoples of these colonies
e.g. the development of schemes of small holdings designed to increase the
production of foodstuffs for local consumption. This latter point is of great
importance. It may be argued that in view of the number of particular reports and
other material already available, there is no need for procedure by a Royal
Commission, such as has been suggested in certain quarters both here and in the
West Indies; that the problem is not one of diagnosis but of prescription; and that it
is within the ability of the Colonial Governments and the home Departments
concerned to evolve proposals for remedying the situation.

Certainly there are arguments to be made against the appointment of a Royal
Commission:—

(a) A number of recent reports from Commissions of Enquiry as well as from
Governors have already given us a good deal of the material which is necessary in
order to get a correct picture of the situation and work out policy.

(b) A Royal Commission with wide terms of reference will necessarily take a
considerable time to make its enquiry and report; indeed it would probably be
eighteen months or so before they had completed their task.

(c) It would be difficult to find a comparatively small team of men adequately
equipped and prepared to give the time to the wide survey required of them.

On the other hand there are many considerations in favour of the appointment of
such a Commission:—

(a) Although it is true that we have already a good deal of the information which is
necessary for the working out of policy, generally speaking this information has
been sent in by individual Governors or Commissions of Enquiry dealing with
individual Colonies. What is wanted is a comprehensive view of the West Indian
Colonies and their requirements as a whole. For instance, the recent enquiry into
the position in Barbados pointed out that the main cause of the difficulties in that
island is over-population, and that unless emigration to land settlement schemes
elsewhere in the West Indies could be organised, this grave difficulty would only
increase with time. They recommended that a Royal Commission should be
appointed to consider the whole question of emigration and land settlement in the
West Indies.

(b) A Royal Commission enquiring into the position in the West Indies as a whole
would be able to fill up various gaps in our present information and help us
considerably with constructive proposals.

(c) If the present constitutions of some of the Colonies stand in the way of
progress, recommendations for alterations in these would meet with less local
opposition if they were made as a result of a Royal Commission Enquiry instead of
as a result of unprovoked “interference” from Downing Street.

(d) An early announcement that a Royal Commission was to visit the Islands
would have a good psychological effect in these Colonies. It would tend to assure
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their people that we here are keenly interested in their affairs, and anxious to do
what we can to help, and it would therefore tend to calm excited feelings there.
Indeed, the existence of a Royal Commission would help us to hold the position
during the next two difficult years whilst we are developing our policy. An early
announcement would also meet the demand which is being raised in certain
quarters in all parties in this country for a comprehensive enquiry.

(e) Furthermore, if it turns out that the expenditure of considerably larger sums
of money from the Exchequer is indeed essential, this is likely to be more
acceptable to Parliament and the tax-payer if it is based on the report of a Royal
Commission rather than on departmental recommendation.

15. I have, therefore, reached the conclusion that a Commission of Enquiry
should be appointed, and, as the problem is undoubtedly one of the most important
in the British Empire to-day, I think that what is required is a Royal Commission to
enquire into the social and economic conditions in Barbados, British Guiana, British
Honduras, Jamaica, the Leeward Islands, Trinidad, and the Windward Islands, and to
make recommendations. The precise terms of reference will require to be carefully
considered. The Bahamas (which are sometimes included in the West Indian Group)
and Bermuda have been excluded from the scope of this enquiry as they are not
primarily agricultural Colonies and do not, therefore, present the same problems.

16. I must, however, stress the fact that, if my preliminary diagnosis of the
situation is correct, it seems necessary to envisage from the outset that the carrying
out of any long-term policy which the Commission may recommend is likely to be
beyond the local resources of many, if not of all, the Colonies concerned. While,
therefore, it would clearly be premature and impracticable at the present stage for
His Majesty’s Government to consider the financial implications of this proposal, I
ought to make it clear that it is implicit in my recommendation of such a
Commission that the need for financial assistance from His Majesty’s Government in
carrying out its recommendations should also be recognised in principle. It would
have a disastrous effect in the West Indies, if His Majesty’s Government after
appointing a Commission of this kind, were to reject its main recommendations
simply on financial grounds.

17. It is essential, in my opinion, that any Commission appointed should be
composed of persons of standing and of wide experience. A great deal of time and
labour and an absence from this country of a period of some months at least will be
involved. I feel sure, however, that in view of the public interest which the West
Indies are at present attracting it will be possible to select a strong Commission.

18. The appointment of a Royal Commission will be a useful step towards the
formulation in the Colonies in question of a long-term policy which will bring our
administration there nearer to the standard which we should maintain as the leading
Colonial power. But we cannot afford to have it said that we have only appointed a
Commission, which must necessarily take a considerable time to make its enquiry
and report, so as to gain time and avoid the necessity of taking action to remedy the
position at once. The appointment of a Commission will have an excellent effect, but
only if we show at the same time that we do not mean to wait for its report before
doing anything constructive. There are many obvious tasks that we can be
undertaking in the meantime; such as the promotion of schemes for better housing,
the reasonable expansion of desirable public works, the establishment of labour
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departments and appointment of labour officers with a view to the peaceful
settlement of future labour troubles, etc. I propose, too, to use every effort to get the
International Sugar Council to cut down foreign quotas so that supply is more in
accordance to present actual demand and prices may become more remunerative to
producers; and to study other possibilities of helping the main agricultural industries
of the West Indian colonies; but the prospects at present are not bright. I hope
therefore that, if my colleagues agree to the appointment of a Royal Commission,
that will not be taken as preventing us from putting in hand as early as possible such
measures for the immediate improvement in the Colonies as may seem necessary
after consultation with the Governors concerned even though in some cases
additional assistance from Imperial funds may be necessitated, not only for
development purposes but also for administrative services.

19. To recapitulate, the present state of affairs in the West Indies is profoundly
unsatisfactory.

This may be attributed to five main factors:—

(a) the depressed state of the markets for the essential agricultural exports of
these Colonies, coupled with loss of emigration.

(b) the consequent precarious financial position in which these Colonies have
been for many years.

(c) the dependence of many of the Executives on the goodwill of legislatures based
on a narrow franchise, and unresponsive to modern ideas.

(d) consequent upon these factors the comparatively low standard of local
administration and administrative officers which we have been obliged to maintain
owing to local preference for appointments of local men, and to the extremely low
salaries which some of the Colonies can afford.

(e) the spread of modern ideas accompanied by the growth of racial animosity.

Any solution of the problem must involve a comprehensive survey of the whole
economic, social and administrative conditions of the West Indies.

20. I therefore desire to submit for the approval of the Cabinet that the following
policy should be adopted:—

(a) That a Royal Commission should be appointed to enquire into the social and
economic conditions in Barbados, British Guiana, British Honduras, Jamaica, the
Leeward Islands, Trinidad, and the Windward Islands. (The Actual terms of
reference will require careful consideration, and I will make a proposal regarding
these to the Cabinet later on.)

(b) that the appointment of this Commission should not be allowed to prejudice
consideration on merits of any immediate measures which can be taken to
improve existing conditions, even though in some cases additional assistance from
Imperial funds may be necessitated.

94 (0 852/190/10, no 12 9 Dec 1938
[Colonial development and welfare]: CO note of a departmental
meeting [Extract]

[On 27 June 1938 Mr MacDonald convened a departmental meeting to review colonial
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development policy. The secretary of state singled out the lack of machinery for initiating
colonial development schemes and the inadequate provision of funds as particular
problems with the existing Act (CO 852/190/10, no 3). As a result a committee chaired by
Lord Dufferin was appointed to frame proposals for a new colonial development bill.
MacDonald convened another meeting on 9 Dec (from the note of which an extract is
reproduced here) to review progress. In the course of the discussion, the meeting
considered a memo by VH Boyse (principal, CO) which outlined three different
recommendations made by the Dufferin committee. A further meeting was held on 16
Dec. Under consideration were two proposals originating with Sir Frank Stockdale and
Dufferin. The first concerned the appointment of social services officers in the colonies,
to co-ordinate social service and development schemes in each colony, prepare develop-
ment plans, and to liaise with the Colonial Office. In the course of this discussion, the
meeting noted the merits of five-year development plans. The second proposal was for the
introduction of a ‘peregrinating inspectorate’ of the colonial empire (ibid, no 13). A
memo was then prepared containing an account of the proposals discussed and
conclusions reached at both of the December meetings (ibid, no 14). Consideration of this
memo was subsequently delayed whilst the CO considered a proposal made in Lord
Hailey’s African Survey (Nov 1938) that provision be made for scientific research.]

The Secretary of State said that there were two questions before the meeting. The
first was the general scheme for Colonial Development which had been discussed in
the early part of the summer. This scheme had not assumed a definite form (three or
four alternative forms had been discussed), but its general purpose had been to
secure a larger measure of assistance to the Colonial Empire from Imperial funds. It
had been decided at the end of July that this question should be further examined in
September and that a definite scheme should be submitted to the Cabinet in October.
September had brought with it the international crisis, and after Munich the tension
in the international sphere had not relaxed. The Chancellor of the Exchequer had
presented the Cabinet with an alarming picture of the country’s financial position
and at the same time there had been need of greater expenditure on armaments. It
had seemed an unpropitious moment to ask for a few more millions for the Colonial
Empire, so the scheme had been set on one side. Now, however, it was the Secretary
of State’s view that the proposal should be proceeded with. In future, criticism of
Great Britain would be directed against her management of the Colonial Empire, and
it was essential to provide as little basis as possible for such criticism. It was an
essential part of her defence policy that her reputation as a colonial power should be
unassailable. Therefore he had returned to the view that it was necessary to press
ahead with the formation of definite proposals for Colonial development. He would
then approach the Chancellor and try to persuade him that Colonial development
would be of no less importance over the next ten years than any other branch of
policy.

The second question before the meeting was even more urgent than the first. It
was related to the first but could (and, in view of its special urgency should) be
treated separately. It was the question of establishing a separate Department in the
Colonial Office to deal with labour matters and social services. . . .!

The meeting then discussed the other questions which the Secretary of State had
mentioned, i.e. the question of greater financial assistance from Imperial sources to
the Colonial Empire. The Secretary of State recalled that in the note which Mr. Boyse

! This part of the discussion is not reproduced here. The note records the meeting as being ‘unanimously
in favour’ of the establishment of a new Social Services Dept (but see p xciii of the introduction to this
volume, note 5). MacDonald decided that an approach should be made to the Treasury.
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had prepared on the subject, three possible courses had been outlined.? He asked Mr.
Boyse briefly to describe the first of these. Mr. Boyse did so, and Lord Dufferin said
that in his view (which he had expressed in a minute to the Secretary of State) this
course was impossible, and that it would be unwise even to mention it in any
discussions which might take place with the Treasury. The Secretary of State
enquired whether it might be possible to overcome Treasury objections to a Colonial
Development Advisory Committee with greater enhanced powers by allowing for
strong Treasury representation on that body (perhaps two members). Sir John
Campbell said he thought that no amount of Treasury representation would make
this “totalitarian” course practicable. Both the C.D.A.C. and the Treasury would
object to it.

Mr. Boyse then described the second and third courses outlined in his memoran-
dum; and Sir John Campbell remarked that (as the memorandum itself had pointed
out) these courses were not mutually exclusive. The third course was merely an
informal scheduling of Colonies which might very well supplement the second. They
really boiled down to one scheme which involved:—

(a) more latitude for the C.D.A.C,;
(b) more assistance to the Colonies from Imperial Funds;
(c) an informal scheduling of Colonies, to be used in considering grants-in-aid.

Mr. Clauson said that there was another possibility which he felt would be worthy
of consideration; that was that purely developmental schemes should be left in the
hands of the C.D.A.C. as at present, and that all Imperial assistance for social service
schemes should come through grants-in-aid, which would have to be administered
on a genuinely progressive basis instead of on a “care and maintenance” basis as at
present. He pointed out that there was a great difference between developmental
schemes and social service schemes. The former were money making, and hence
usually met with no local opposition. The latter made for the happiness and
prosperity of Colonial populations but not necessarily for the happiness and
prosperity of taxpayers and members of Legislative Councils. Hence they were
sometimes opposed by local Legislatures. The initiative for developmental schemes
usually came from the Colonies; the initiative for social service schemes nearly
always came from the Secretary of State’s Advisers. The problem lay rather in
checking than in stimulating the zeal of Colonies as far as developmental schemes
were concerned, whereas the opposite was true of social service schemes. Further, if
the C.D.A.C. recommended schemes for development, the Treasury never objected.
But they did sometimes object to social service schemes which were not money

2 CO 852/190/10, no 9A, nd. The first of these courses envisaged the abolition of the present system of
grants-in-aid, with all imperial financial assistance to the colonial empire to be made from an enlarged
colonial development fund supervised by the CDAC. As under the existing system of grants-in-aid
reference to the Treasury was required, this option entailed a reduction in Treasury control, but an
increase in the powers and independence of CDAC. The second course entailed the maintenance of the
existing grants-in-aid system (but with the Treasury agreeing to more generous assistance) and the
continuation of CDAC, but a widening of the scope of the Colonial Development Fund to include welfare
and social services such as education and medical care. The third option involved the extension of the
Colonial Development Fund on the basis—in order to secure Treasury agreement—of an informal
scheduling of the colonies: those which could never pay their way and permanently ‘on the dole’; colonies
on the borderline; richer colonies.
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making. Hence he felt that the different Advisory Councils would have to be closely
associated with any social service schemes put forward by the Secretary of State, and
would have to come in strongly in support of them. Sir John Campbell asked where
the funds for social services would come from under the proposals which Mr.
Clauson had just outlined, and Mr. Clauson replied that they would come from the
same sources as at present—i.e. from the Colonies, if the Colonies could afford the
expenditure, otherwise through grants-in-aid.

The Secretary of State said that at present the C.D.A.C. was an Advisory
Committee and nothing else. Would it be advantageous to give it the power of
initiating schemes? Mr. Clauson suggested that it might be better to give power of
initiation to the Advisory Councils. The Secretary of State said that there was no
Advisory Council which was specifically concerned with development, and Mr.
Clauson replied that the Agricultural Advisory Committee did, in fact, deal largely
with development. He added that it did, in fact, informally initiate schemes; what
usually happened was that the Committee would express the view that a certain piece
of development in a certain Dependency would be desirable, and Sir Frank Stockdale
would then write out semi-officially to the Dependency concerned.

Sir John Campbell expressed the view that if the C.D.A.C. were given powers of
initiation they would not very often use it, as they would be afraid of using it rashly;
it would, however, be valuable for them to have it, as there would be certain cases
where they would be able to use it to great effect. He pointed out that the initiative
for several of the schemes on which the C.D.A.C. had expended the largest sums of
money had not come from any of the Advisory Councils; he gave a number of
examples, among them the Zambesi Bridge. He went on to suggest that if the
C.D.A.C. were given power of initiation, the best plan might be for them to
communicate their suggestions only to the Secretary of State, who would then
proceed with them or not as he saw fit. Sir Cosmo Parkinson strongly supported this
suggestion.

The Secretary of State then said that, as he saw it, there were two alternatives, (1)
a combination of the second and third courses enumerated in Mr. Boyse’s
memorandum, (2) a scheme such as that outlined by Mr. Clauson. At this point, Lord
Dufferin mentioned the suggestion which he had made in his minute to the
Secretary of State that Dependencies should be informally scheduled not in three but
in four categories. His fourth category was for Dependencies like Jamaica which had
quite a lot of money but low taxation, and to which assistance from the C.D.A.C.
should be given, he thought, on a £ for £ basis. Sir John Campbell said that the
C.D.A.C. had, in fact, often in the past treated such Dependencies as Jamaica rather
separately in view of their low level of taxation. There would be no objection, he
thought, to adding this fourth category to the schedule. The Secretary of State said
that he felt that this was relatively a matter of detail. The real division was one of
principle, and the two general courses open were (a) to develop the framework of the
C.DA.C. so as to include a considerable measure of recurrent expenditure,
expenditure on social services, etc., (b) to develop along the present lines as
suggested by Mr. Clauson.

It was agreed that these were the two courses open, and the meeting then
considered what reorganisation of the C.D.A.C., if any, would be necessary if the first
course were adopted. It was generally agreed that, if the C.D.A.C. was to consider
social services schemes, some representation on it of experts—e.g., medical and
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education experts—would probably be required, but Sir John Campbell expressed the
view that no very complicated change in the constitution of the Committee would be
necessary. He went on to say that the C.D.A.C. itself would probably not very much
mind which of the two courses was adopted; being a conservative body, it might
prefer to continue as at present, but it would not feel strongly on the subject. The
Secretary of State asked whether it was considered that it would be feasible, if the
first course were adopted, to have a Treasury representative on the Committee. Sir
John Campbell said that he did not think that the Committee itself would object to
this; there was at present an informal arrangement by which important C.D.F.
schemes were sometimes informally “pre-audited” by the Treasury. Mr. Clauson said,
however, that he did not think the Treasury would like the idea, and Sir John
Campbell agreed with him.

The Secretary of State said that he would like the Colonial Office to prepare a
scheme on the lines of the first of the two courses which he had mentioned (i.e., an
amalgamation of course two and three in Mr. Boyse’s memorandum). He would then
like to collect an informal Committee of men with an intimate knowledge of Colonial
administration, who would examine the scheme and say exactly what they thought of
it. This Committee might perhaps be composed partly of an ex-Secretary of State like
Lord Harlech and of ex-Governors (he mentioned Sir Edward Stubbs,® Lord Lugard,
Sir Donald Cameron). The scheme might have to be considerably modified in the
light of their observations; it could then be put to the Treasury in its final form.

Lord Dufferin then referred to the difficulty relating to the current expenditure,
which, in his view, was a very important one. How much recurrent expenditure was
going to come under the control of the C.D.A.C.? Sir John Campbell agreed that this
was a very important question. At present the C.D.A.C. never gave grants for
recurrent expenditure over a longer period than five years, and where small Colonies
like St. Helena and Somaliland were concerned this would plainly be insufficient.
There would then have to be some extension in the control by the C.D.A.C. of
recurrent expenditure, but it would be very hard to decide exactly where to draw the
line, i.e., exactly how far that extension should go. He felt, however, that in
preparing a general scheme for the informal Committee which the Secretary of State
had mentioned, it would perhaps not be necessary to reach a definite decision on this
point. Sir Cosmo Parkinson suggested that it might be wise to make some approach
to the Treasury before consulting the Secretary of State’s informal Committee. Lord
Dufferin agreed; the question of recurrent expenditure was a point which closely
concerned the Treasury, and it would be necessary, he thought, to get some fairly
definite concession from the Treasury on this point before any headway could be
made.

Mr. Dawe said that he felt the scheme which was to be adopted would depend very
largely on the magnitude of the increase in assistance to the Colonies from Imperial
funds which was envisaged. Was it not necessary to decide first how much money was
wanted? Lord Dufferin said that whatever amount of money was required, the
difficulty about recurrent expenditure would remain, and the Secretary of State
doubted whether it would be good tactics to approach the Chancellor at the outset
with a request for a specified amount of money; the Chancellor might then turn the

3 Sir E Stubbs, governor of Hong Kong, 1919-1925; governor of Jamaica, 1926-1932; governor of Cyprus,
1932-1933; governor of Ceylon, 1937.
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scheme down without examination. It would be better, he felt, to try and secure the
Chancellor’s approval of the general scheme without prejudice to the amount of
money required. Mr. Dawe said that he felt nevertheless that the form which the
scheme would take would depend largely upon the amount of additional assistance
envisaged. If the amount were small, no doubt very small changes in the present
system would be sufficient. If the amount were large, a radical re-organisation would
be required.

The Secretary of State agreed that this might be the case. The objective, he said,
was to bring the social services of the Empire up to a standard where they could be
described as genuinely progressive and satisfactory. At present they could not be so
described, in spite of the magnificant work that was being done in many fields. At
present the annual amount at the disposal of the C.D.A.C. was £1,000,000. How far
would this have to be increased in order to achieve the objective? Mr. Clauson
pointed out that if the C.D.A.C. were given control over recurrent expenditure, the
amount would build itself up over a period of time.

Sir John Campbell agreed that the amount would grow gradually. Mr. Calder? said
that in the long run the amount required would depend on the progress of industrial
development in the Colonies, and Sir John Campbell said that it would also depend to
a large extent on the standards which the Colonies set themselves. If it was intended
to plan development on a very lavish scale, then of course, the amount of additional
assistance required would be very considerable. The Secretary of State asked Sir John
Campbell what amount he thought would be likely to be required in the early stages,
given reasonable standards of development, i.e., standards that were neither lavish
nor niggardly. Sir John Campbell said that the most he could do was to make a very
rough guess, but he suggested that from three to five million pounds, very probably
not more than three, would be required. The Secretary of State said that he had had a
similar amount in mind, though it might be increased to something like ten million
pounds. It would be bad tactics to frighten the Treasury by asking for too much at
first.

Summing up, the Secretary of State said that the first question before the
meeting, namely, the question of a Social Services Department had been settled.
With regard to the second question, it had been agreed that some scheme on the
lines of courses two and three in Mr. Boyse’s memorandum was probably the most
satisfactory. A further discussion would take place next week, at which further
questions arising out of this matter would be discussed, among them the question of
a peripatetic Inspectorate of the Colonies such as Lord Dufferin had suggested.

Sir John Campbell said that Sir Frank Stockdale had mentioned to him the
possibility of establishing organisations in the Colonies corresponding to the Social
Services Department in the Colonial Office, and suggested that this might also be
discussed at the next meeting.

4 J A Calder, principal, CO.
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95 C0852/214/13,n01 5 April 1939
[Colonial development]: despatch from Sir B Bourdillon to Mr
MacDonald, criticising colonial development policy and requesting
more financial assistance for Nigerian development

[This despatch from the Nigerian governor was received whilst the CO was preparing
proposals for the revision of the Colonial Development Act, 1929, following departmental
discussion of colonial development in Dec 1938 (see 94). The governor’s comments
constituted a serious criticism of the practice of development policy. The suggestions
Bourdillon makes here received support from other African governors (to whom
Bourdillon sent copies of his despatch), and were considered with interest at the CO,
although it was decided to proceed with revising policy along lines already agreed upon.
Indeed the CO expressed the belief that this despatch would be ‘an admirable support’
when the secretary of state came to make his representations to the chancellor (CO
852/214/13, no 6, Sir C Parkinson to Sir B Bourdillon, 13 June 1939).]

I have the honour to address you on the subject of the general policy of His Majesty’s
Government in regard to the economic development of the African colonies. It is now
over six years since I was first appointed to an African Governorship, and for three
and a half years I have been administering the government of a territory whose
population amounts to one-third of that of the whole Colonial Empire. During that
period, and particularly during the latter part of it, [ have been driven to accept
certain conclusions which I conceive it to be my duty to put before you. I do so with
less diffidence now than I should have felt even a year ago, for there are clear signs
that a considerable section of the British public is rapidly awakening from the
complacency, indeed the apathy, with which it has been accustomed to regard
colonial problems, and is beginning to have an uneasy feeling that all is not as it
should be and, in particular, that certain other powers have some justification for
suggesting that they would have succeeded in doing more than we have done for the
development of tropical Africa, had they been in a position to make the attempt.

I shall, throughout this despatch, use the word “colony” with reference to those
units of the Empire which are administered under your aegis, be they colonies,
protectorates, or mandated territories.

2. It is, I suggest, no exaggeration to say that until a comparatively short time
ago any direct financial assistance given by His Majesty’s Government to a colony was
invariably given, not for purposes of development, but in order to make up for
unavoidable deficiencies in the revenue of the colony concerned. It was granted, not
to accelerate the normal rate of progress, but to enable the recipient colony to
balance its budget. Colonies in receipt of such assistance were regarded as poor
relations who could not, in all decency, be allowed to starve, but whose first duty was
to earn a bare subsistence and to relieve their reluctant benefactor of what was
regarded as a wholly unprofitable obligation. While they were in receipt of a dole,
their finances were subject to a strict Treasury control, which, since its main objects
were to ensure that the receipt of the dole did not encourage over-indulgence and
that a position of financial independence was attained as soon as possible, was
scarcely conducive to a forward policy of development. The doctrine of individual
self-sufficiency held undisputed sway. It was regarded as the first and most important
duty of every colony to attain equilibrium between local revenue and local
expenditure as early as possible, and having attained it, to maintain it.
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3. The first really concrete sign of a change of ideas was the creation of the
Colonial Development Fund in 1929. The unanimity with which this measure was
accepted in both Houses of Parliament, and the alacrity with which the two parties
not then in power hastened to claim that they were the real parents of the idea
underlying it, make it clear that, in deciding that duty and self-interest for the nonce
pointed in the same direction—that of taking more active steps to promote colonial
development—the Government were following rather than anticipating intelligent
public opinion. As Sir Herbert (now Lord) Samuel said during the second reading of
the Colonial Development Bill “the nation now recognises in colonial development
both its duty and its interest.”

4. The Colonial Development Fund has now been operating for ten years, and the
time appears to be ripe, if not over-ripe, for considering whether it has fulfilled the
high expectations which heralded its birth. The measure had, of course, two objects,
colonial development and the relief of unemployment in England. The former was
perhaps to the fore in the debates in Parliament but the latter was strongly
emphasized by the Committee on National Expenditure in 1931, and had consider-
able influence on the administration of the fund, particularly for the first year or two;
I am now concerned only with the former. “The motion,” said the Lord Privy Seal
when introducing the financial resolution, “lays the foundation for a long-range
policy of constructive colonial development.” Mr. Ormsby-Gore (now Lord Harlech)
pointed out that “this Bill will afford an opportunity to take stock of the
uncatalogued and at present only dimly appreciated ultimate resources of the
Colonial Empire.” The Under-Secretary of State for the Colonies spoke of “the means
which, we believe, this Bill will provide, of colonial development on a very large
scale.” The object of the measure was described by Lord Passfield in the House of
Lords as being “to accelerate as far as possible the development of the Crown
Colonies, Protectorates and Dependencies.”

5. If we ask ourselves whether the Colonial Development Fund has, in fact, ful-
filled these high expectations, the answer must, I submit, be in the negative. I do not
wish to minimise the benefits which the fund has conferred upon many colonies by
enabling them to undertake useful works of development which they could not other-
wise have afforded. An appreciation of the benefits which Nigeria has received is con-
tained in my despatch No. 905 of December 12th, 1935. Nor do I wish to suggest that
the amount which has been expended during the last ten years could have been spent
to much better purpose. But [ do maintain that the scheme, looked at as a measure
for promoting long-range large-scale development throughout the Colonial Empire,
was doomed to failure from the outset. In the debate on the Bill Sir Hilton Young
(now Lord Kennet) was alone in taking the attitude that the assistance which it was
proposed to give was inadequate. “I do not for a moment think,” he said, “that the
great benefits which we hope to reap can be reaped upon so narrow a basis.” When I
venture to agree with Lord Kennet that a million a year spread over fifty territories
with an area of two million square miles and a population of over 60,000,000, was
totally inadequate to produce the desired results, I may well be asked why it is that
the amount available has never been fully expended; I may be asked, with even
greater point, why Nigeria, with its 20,000,000 inhabitants and its crying need for
development, has actually received less than a quarter of a million in ten years, and
has asked for but little more than that. The answer to the latter question is illuminat-
ing, and clearly reveals certain fundamental defects in the structure of the scheme.
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5. Assistance from the fund was to take the form either of grants or loans made
directly towards the cost of a specific project, or of grants or loans to assist a Colonial
Government in defraying the interest payable during the first ten years (or less) on a
loan raised by the Government. The former method was to be applicable in the case
of minor schemes, the latter in that of larger undertakings. The Nigerian Govern-
ment decided at the outset that it was not in a position to avail itself of assistance in
the latter form. The burden of public debt was already very heavy, and to accept
assistance in a form which would, in ten years time at most, add to that burden, with
no certainty that the resources of the country would in the meantime have increased
sufficiently to offset the additional load of debt was regarded, in my opinion rightly,
as too speculative a proceeding. Without wishing in any way to criticise past policy in
connection with the development of communications in Nyasaland, I would point
out that the assistance given from the Colonial Development Fund to cover the
interest on loans in connection with the Zambesi Bridge and allied projects has
proved to be no more than a temporary palliative. It is, I submit, no exaggeration to
say that the form of assistance which the fund was designed to give in the case of
major schemes was one of which the colonies most in need of development could not
really afford to avail themselves.

6. I would go further, and say that even in the case of minor schemes, to be
financed by direct grants or loans, the manner in which the fund was administered
placed the poorer colonies at disadvantage. Three examples from Nigeria will
illustrate my meaning. In September, 1930, the Advisory Committee, in considering
an application from this Government for a grant to meet the capital cost of certain
public health projects, definitely laid down that “in all projects of this nature the
Colonial Government concerned should, wherever possible, be required to bear a
reasonable proportion of the cost involved.” They therefore agreed to provide
sixty-five per cent only of the capital cost of the seven schemes which they approved,
on the express condition that the Government undertook to meet the remaining
expenditure from its own resources and to carry out the full programme. Incidentally
the schemes involved the Government in quite considerable additional recurrent
expenditure. The Government was in a difficult position, and it was only by a
majority that the Executive Council advised the Governor that the assistance should
be accepted. In the hope of saving something one of the projects was whittled down
by two-thirds, but the grant was promptly reduced proportionately. A somewhat
similar instance occurred in 1937, when I applied for a grant of £30,000 a year for
five years to cover the cost of a vitally important anti-sleeping sickness scheme. The
Advisory Committee, who kindly allowed me to appear before them, took the view
that £11,000 out of the £30,000, which represented the cost, not of new services, but
of an extension of existing services, was not a proper charge on the fund, and agreed
to provide £19,000 only, again on the understanding that the Government provided
the remaining £11,000, although I had pointed out to them that this would involve
the curtailment of other very necessary health measures. The Committee took the
view that the work covered by the £11,000 was “part of the normal administrative
functions of the Government.” At the present moment I am faced with the necessity
of cutting all expenditure to the bone, and have had to reduce the amount which I
should normally have allotted for health work. A reduction in this expenditure of
£11,000 could be made temporarily without very serious results, but I am unable to
make it without involving a delay in the more important part of the programme for
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which the £19,000 is being given. Finally, when the West African Air Mail was
instituted, this Government was suddenly faced with the necessity for providing six
aerodromes on the Air Mail route, while the Gold Coast Government had to provide
two. The financial situation was such that I was obliged to cut expenditure on these
aerodromes to the minimum, and six aerodromes, safe and adequate, but capable in
most cases of very considerable improvement if the money were available, were
constructed, at a cost of £102,000. The Gold Coast Government, with its greater
resources, is spending £110,000 on two aerodromes only. In both cases the Colonial
Development Fund is bearing half the cost. It is possible that difficulties of
construction in the Gold Coast are greater, and unavoidable expenditure therefore
higher, but it is beyond dispute that the aerodrome at Accra is an infinitely superior
article to that at Lagos. Be it understood that I am not criticising the Government of
the Gold Coast; on the contrary I hope that it may be possible in course of time to
bring the Lagos aerodrome up to the Accra standard. But it appears to me somewhat
anomalous that the poorer colony should be given half the cost of cheap aerodromes,
while the richer should receive half the cost of expensive ones!

7. The criticisms implied in the preceding paragraph may appear to be aimed at
the manner in which the Colonial Development Fund has been administered, rather
than at the scheme itself. But the fault lies really in the scheme itself, which was an
attempt to tackle a great problem piece-meal, without having reached any decision
on broad lines of policy. For the plain fact is that no British Government has yet laid
down a clear-cut policy in this important matter of colonial development. The
Government of 1929 said, in effect; “It is about time we did something to develop the
colonies; we ought at the same time to be able to increase our own exports and give
some relief to unemployment; let us give them a million a year and see that as much
of it as possible comes back to this country.” Very nice; a million a year (a good deal
less in actual fact) has done quite a lot, and the five million a year suggested by Lord
Kennet would have done a good deal more. But the main problem was not squarely
faced. It was merely given a bone to keep it quiet. All that the Government of 1929
did was to recognise the propriety of granting casual assistance, strictly limited in
amount, towards development. It is my contention that casual assistance, however
generous, is incapable of producing really satisfactory progress. The institution of
the Colonial Development Fund was, as I have said, a concrete sign of a change of
ideas; but it was not the result of, nor was it accompanied by, a change of policy. The
“doctrine of individual self-sufficiency” has never been abandoned. In support of this
view I would draw your attention to the fact that, of the several financial missions
which have visited the colonies in recent years, none, in so far as I am aware, has
been specifically concerned with development. Their object has been to secure the
restoration, maintenance, or attainment of equilibrium between local revenue and
local expenditure, and, where they have dealt with the question of development, they
have dealt with it merely as a means to this end. Mr. F. H. Melland, in the Royal
African Society’s review of Lord Hailey’s “African Survey,” puts it more strongly, but
not altogether unfairly, when he says “The budgetary standard still reigns supreme,
and not the long distance ideal of the betterment of the natives.”

8. It will by now, I hope, have become apparent that the conclusions to which I
referred in the first paragraph of this despatch are, briefly, that His Majesty’s
Government have in the past given insufficient direct assistance towards the
development of certain colonies and that it is time that there was a radical change of
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policy. Before proceeding to elaborate and substantiate those conclusions, and to
suggest the remedy, I should like to invite a reference to two important publications
which have appeared since I first decided to address you in this matter. Lord Hailey’s
“African Survey” is, both in intention and in execution, a purely objective review of
an existing situation. It was however obviously impossible for the author to avoid
occasional expressions of opinion upon the problems which he has so ably and fully
described. I venture to invite your attention to the eleventh chapter of his book, and
in particular to the words with which that chapter concludes; “There is some ground
for feeling that not only this question” (i.e. that of the terms on which African
dependencies have obtained loans) “but that relating to the principles which should
regulate the relations of the colonial power and its dependencies in the matter of
grants for assistance towards the ordinary” (the italics are mine) “expenditure on
development, should receive a more comprehensive examination than has yet been
given to them.” In an address delivered at Chatham House on December 8th last,
Lord Hailey, having cast off the shackles of the surveyor, felt himself at liberty to
express his own views on some of the problems he had stated, and spoke as follows:
“The British people must realise that we ought to be more liberal in our attitude to
the need for financing colonial development. I do not question that we are serious in
speaking, as we so often speak, of our spirit of trusteeship. But [ sometimes wish that
we could place our hands on our hearts a little less, and set them to explore our
pockets a little more.” And later: “Africa needs a great deal of money spent on it
before its inhabitants can attain reasonably satisfactory standards of nutrition, of
health and of social life. It is clear that in many cases the money for development can
only come from Imperial grants.”

Professor W. M. Macmillan, in “Africa Emergent,”! deals with the problem from a
much less purely objective point of view. I would invite your attention in particular
to his chapter XII, on “Traditional Colonial Economy,” from which I venture to cite
three short quotations which admirably express my own sentiments:

“It is in fact a less fortunate working corollary of the admirable principle of
individuality that each colony is expected to live on its own resources, to meet all
the costs of its own administration—even to furnish the means for its own
economic development.”

“It is needless to labour the futility of thus looking to African colonies to work
out their own regeneration without material aid.”

“The British politician, and the burdened tax-payer behind him, has still to learn
that the imperial burden can be lightened by a free flow of commerce only when
the peoples of the colonies have first been put in the way of bettering their own
conditions. A long term investment is needed which looks only for ultimate
returns. So far real development has been positively hindered.”

9. I must now turn from the general to the particular, and endeavour to show
that Nigeria is one of the colonies in which the doctrine of individual self-sufficiency
has unduly hampered development in the past, and will, if maintained, hamper it
even more in the future. But, before doing so, I wish to make it clear that neither I
nor the people of this country underestimate the extent of the benefits which have
been conferred on Nigeria by its inclusion in the British Empire. Those benefits are

! See part I of this volume, 2, note 1.
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great, manifest, and fully acknowledged, and there is no need for me to re-capitulate
them. Nigeria fully realises that she is dependent for her very life on the maintenance
of the strength of Great Britain, and that she can contribute woefully little to that
maintenance, while the British tax-payer is bearing uncomplainingly a terrific
burden. I believe that if I were to consult the more intelligent Nigerian chiefs, and
the unofficial African members of Legislative Council, most of them would feel, as I
do, that this is a singularly inappropriate moment at which to indite a begging letter
to so great a benefactor. But I am not thinking of the present moment. The fact that
Nigeria is in the throes of a severe depression has influenced me not at all in arriving
at the conclusions which inspire this despatch. Nor, I conceive, should the fact that,
even before this despatch reaches you, circumstances may have arisen which render
its immediate consideration impossible, deter me from placing on record my opinion
that, in so far at any rate as Nigeria is concerned, a continuance of the present policy
of His Majesty’s Government in regard to colonial development would be in accord
neither with our duty to the world, nor with our duty to the British tax-payer, nor
with our duty to the people of this country.

10. Let me in the first place attempt to shatter the somewhat persistent illusion
that Nigeria is a wealthy country. It is, on the contrary, like most agricultural
countries with no capital of their own and lacking the capacity to obtain much from
elsewhere, a country of considerable possibilities, but of present very real poverty. I
have obtained, from figures supplied for the most part by your office, the following
estimates of the income from true taxation of all colonies with a population of a
million or more. The figures are for the financial year 1936 or 1936-37 as the case
may be, and show the revenue from taxation per head of the population. They include
all forms of direct taxation, customs duties, excise, royalties, licence fees, state duties
and stamp duties, but do not include fines and court fees, interest on investments, or
payment for services rendered. They include Native Administration revenue. They
have been worked out on round figures, but may be taken as sufficiently accurate for
the broad purpose they are designed to serve. Incidentally, the year in question was a
record one for Nigeria in the matter of customs receipts, so the Nigerian figure is
well above the average. The figures are as follows, in shillings and pence.

s. d.
Malaya (the whole) 39 5
Jamaica 28 3
Hong Kong 24 3
Ceylon 20 9
Gold Coast 12 2
Sierra Leone 10 9
Kenya 10 3
Northern Rhodesia 9 4
Uganda 2E BES il B ks s smow mew mem mSw @G 7 7
Tanganyika 6 9
Nigeria wiw s 5 10
Nyasaland 4 3

While I would deprecate any attempt to draw very precise deductions as to respective
wealth from these figures, they are, I submit, sufficient to establish beyond doubt the
fact that the Nigerian Government has remarkably little money to spend on the
services for which it is responsible. Approximately 1s. 7d. out of the 5s. 10d. goes on
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public debt services, nearly fourpence on military expenditure, and about sixpence
on pensions and gratuities, leaving the modest sum of 3s. 5d. per head of the
population to be spent on administration, the maintenance of internal security, and
the social and developmental services.

11. It may be suggested that the Nigerian is under-taxed, and a comparison of the
rates of direct taxation with those prevailing (for example) in Uganda would at first
sight appear to support that suggestion. But I do not think that anyone who has
spent even six months studying conditions in this country would contend that the
native of Nigeria is capable of contributing more than he does at present by way of
direct tax. Figures of national wealth are quite impossible to obtain, but taxable
capacity bears some relation to the actual purchase of imported goods, and the
following rough figures of imports per head of the population are not without
interest. They are the average for the years 1935-37. The figures for Northern
Rhodesia are not available to me, and those for Hong-Kong have not been included,
as they would obviously be illusory. The figures are in shillings:

Malaya 250
Jamaica 90
Ceylon 58
Gold Coast 70
Sierra Leone 16
Kenya and Uganda 25
Tanganyika 13
Nigeria 13
Nyasaland 8

Again, no precise deductions as to comparative wealth can be drawn, but the figures
are, I think, sufficient to indicate the poverty of the Nigerian, and to show that,
compared with other Africans, he is not under-taxed. It is noteworthy that the Gold
Coast, whose importing capacity is higher in comparison with its revenue from
taxation than the other African colonies, is the only African colony which has not
found it necessary to impose direct taxation.

12. Not only is Nigeria a poor country, but, having no capital of its own, it has
also benefited comparatively little from foreign capital. The total amount invested in
Nigeria up to the end of 1936 is estimated by Professor Frankel® at £75,000,000,
forty-six per cent of which is public listed capital. On this latter the Government of
the country has paid full interest, the rate at present being paid on loans still
outstanding being 4.69 per cent. On the private listed capital it may be assumed
(since the Niger Company was alone among the chartered companies in paying
regular dividends almost from the beginning) that a fair return has been paid by the
country. In addition to this sum of £75,000,000 the Government has itself put aside
considerable sums out of its exiguous revenue for capital expenditure. The amount
so put aside during the last twenty years is some £13,000,000, no less than twelve
and a half per cent of the total revenue (excluding Railway revenue) accruing during
the same period. £75,000,000, about one-seventh of the amount of foreign capital
invested in the Union of South Africa up to the same date, is no great sum wherewith

2 S H Frankel, Capital investment in Africa: its course and effects (London, 1938) pp 159 & 162.
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to develop a country with a population of 20,000,000, and it is significant that, with
the exception of such of the capital invested in Nigeria as has been spent on mining,
and of the very small sum invested in the few plantations that exist, none of this
capital has been expended directly on improving the quantity or quality of Nigeria’s
produce. It has all been spent on communications and upon the organisation
necessary for bringing Nigerian produce on to the world market; this expenditure
has of course encouraged production greatly, and I do not suggest that the capital
has been misspent. The point that I wish to make is that comparatively little capital
has been, or is, available, and that such capital as has been available has provided
very little direct assistance to agriculture. The question as to whether a different
policy in regard to the method of production might have attracted more capital will
possibly be raised. As I regard it as a purely academic question I will deal with it
shortly in a separate despatch.

Having (I hope) established the fact that Nigeria is a poor country which has
received comparatively little assistance from outside capital, let me examine how far
the British Government has succeeded in fulfilling the three duties to which I
referred at the end of the ninth paragraph of this despatch.

13. Our duty to the world in respect of the colonies is, I take it, to see that natural
resources are not neglected or allowed to deteriorate. There can, I fear, be no
question whatever that, during the time for which we have been in occupation of
Nigeria, there has been very considerable deterioration of soil fertility, owing to
erosion and other causes, and that there has also been a good deal of deforestation
without corresponding measures for regeneration. The Geological Survey Depart-
ment has been able to do practically no geological mapping or prospecting since
1931, with the result that since that date the Government has done literally nothing
to assist the exploration and exploitation of the mineral resources of the country. The
problem of soil erosion has been carefully studied, though much exploratory work
still remains to be done, and a co-ordinated programme of forest maintenance and
development has been prepared, but neither adequate anti-erosion measures nor the
full forest programme can possibly be carried out with the resources at our disposal,
nor can the proper work of the Geological Survey Department (which is at present
almost entirely occupied with well-sinking) be resumed.

14. Our duty to the British tax-payer is to extend the supply of raw materials, and
the market for British manufactured goods. On December 14th last Mr. de Chair
asked you, Sir, in the House of Commons “what steps are necessary to increase the
purchasing power of the 66,000,000 inhabitants of the dependent Empire, which,
during the first six months of 1938, only purchased £29,000,000 of goods from Great
Britain?” The purchases from Great Britain by the 20,000,000 inhabitants of Nigeria
during that period amounted to only just over £2,000,000. It is beyond question that
Nigeria, taking into consideration its size and population, affords a very small market
for British goods and that market is capable of almost infinite expansion. The
comfortable theory that the naked savage wears no clothes because he dislikes them
is only partially true, and in so far as it is a true reason it is a rapidly disappearing
one. His main reason for not wearing clothes is because he cannot afford them. For
the three years 1934-1936 the average annual purchases from Great Britain per head
of the population were, in the Gold Coast £1 7s. 6d., in Sierra Leone 8s. 6d., in Kenya
and Uganda 7s. 7d. and in Nigeria 4s. 8d. There can be no question whatever that
increased production on sound economic lines would add to the purchasing power of
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the people, and that an increase in their purchasing power would mean a
corresponding increase in the market for British goods. The extent to which, and the
rapidity with which, increased expenditure on the developmental services would
increase the purchasing power of the people are questions which I will discuss later.

15. Our duty to the people themselves is to promote their social and economic
welfare, to stimulate the desire for, and facilitate the attainment of, a higher standard
of living. In so far as we have fallen short in the performance of our duty to the world
by allowing natural resources to deteriorate, and in that of our duty to the British
taxpayer by failing to expand with sufficient rapidity the market for British goods, we
have also failed in our duty to promote the economic welfare of the people. There
remains their social welfare, and here it is beyond question that lack of funds has
sadly retarded progress, and that further expenditure would produce immediate
results. It is also, I fear, beyond question that both educational and medical facilities
are seriously inadequate to the needs of the people. At the present moment the
Government can only afford to spend just over 4%4d. per head of the population on
education and just under 6%d. on health. In the case of education, not only is it
impossible to satisfy demands for extended facilities, but the impossibility of fulfilling
our obligations in the shape of grants to missions (in whose hands lies the bulk of the
elementary education of the country) is making it exceedingly difficult for them to
obtain properly qualified teachers. On the medical side, not only is there a constant
demand for an extension of hospital and dispensary facilities, but there is a
staggering annual loss of life and efficiency, caused by a large number of diseases,
endemic and epidemic, which experience elsewhere has shown to be susceptible to
attack by intensive campaigns of a nature which Nigeria cannot at present afford.

16. At this point in my argument I must digress for a moment in order to record
the actual amount of the concrete financial assistance which the doctrine of
individual self-sufficiency has permitted the British Treasury to give to Nigeria. The
total sum, including grants-in-aid, grants from the Colonial Development Fund, and
an appropriation to compensate the Niger Company, is approximately £6,000,000,
which sum has been included in the foreign capital referred to in paragraph 12 of this
despatch. It would, I think, be not altogether irrelevant to suggest that the British
taxpayer has received at least full value for this expenditure. In the first place,
comparatively small though the Nigerian market for British goods is, it would
unquestionably have been much smaller had the country come under the adminis-
tration of another power. In the second place Nigeria is paying every year a very
considerable sum to British officials by way of salary, allowances, and pensions. [ will
again quote Professor Macmillan;

“By one plea, now rather out of date, Great Britain loses the services of some
hundreds of her best and brightest young men. According to an interpretation more
in accordance with modern facts, the colonies provide these men with unusually
stimulating employment such as they could hardly find at home, securely though
not excessively well paid. According to the prevailing principles of economic
nationalism the money paid ought at least to circulate in the colony that finds it. But
the poorer and more primitive the colony the more its officers are obliged to supply
their equipment, sometimes even to provision themselves, from home; where also
they must spend their well-earned periods of leave. Still more patently, almost every
penny of pension must leave the colony.”

Professor Macmillan has under-stated his case. Of nearly £2,000,000 which is paid



[95] ' ECONOMIC POLICY 79

every year to British officials and ex-officials by the Nigerian Government, less than
half is received in Nigeria, and even of that a good proportion is spent on imported
goods. In the year 1937-8 a sum of £1,876,336 was paid to European officials by way
of salaries, personal allowances, gratuities and pensions. Of this amount no less than
£1,067,050 was paid in the United Kingdom, in the shape of pensions, family
allotments, and leave pay. Some of this is used to finance the importation of goods by
officials; nevertheless the transactions unmistakably represent invisible exports from
Great Britain to Nigeria of something in the neighbourhood of a million pounds a
year. In addition, the Nigerian Government pays over £100,000 a year to a British
Shipping Company on account of the passages of British officials and their wives.
17. So far I have endeavoured to establish two points:—

(1) that Nigeria, owing to—

(a) her own limited resources, which, besides limiting her recurrent expendi-
ture have restricted her borrowing capacity,

(b) her inability to attract more than a modest amount of private foreign capital,
and

(c) the operation of the doctrine of individual self-sufficiency,

has been able to spend, and is able to spend, very little indeed, considering her size
and population, on the social and developmental services.

(2) that, both socially and economically, progress has not gone very far, and is
being unduly retarded at the moment.

It is obvious that, to support the conclusion outlined at the beginning of
paragraph 8 of this despatch, I must establish a connection between these two points.
To establish this connection, two questions must be asked and answered,;

(1) Would the expenditure of more money by the Government have accelerated
progress in the past?
(2) Would it do so in the future?

18. In the case of the social services, the answer to both questions is, as I have
already indicated, an unhesitating affirmative. The development services I propose to
consider individually.

(1) Agriculture. The Director is of the opinion, and I agree with him, that up till
1929 development was not handicapped by lack of funds, but took place as rapidly
as was safely possible. Since then, however, inadequate expenditure has seriously
retarded development, and the present position is very grave. I do not propose to
go into details, but the list of urgent problems which the department has been
either unable to tackle at all or of which it has merely scratched the surface is a
very formidable one, and no less than six provinces are without a single
Agricultural Officer. We are at the critical stage where, having, I believe, a really
sound policy as a foundation, we can scarcely expand the super-structure at all.
Thanks to the soundness of the foundation, we are in a position to expand much
more rapidly than in the past, if funds were available. The answer to the first
question is therefore a modified, to the second an emphatic, affirmative.

(2) Co-operation. This work has only been started comparatively recently, and the
answer to the first question is in the negative. While it is fully realised that the
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growth of the movement cannot be unduly accelerated, it is a fact that extensions
which would be possible and are certainly desirable are at the moment out of the
question owing to lack of funds. The answer to the second question is in the
affirmative.

(3) Forests. The answer to both questions is an emphatic affirmative. While it is
true that the work of the department has been hampered by local opposition,
owing to the short-sighted and parochial view which the peasant takes of the value
of his forests, it is nevertheless unquestionable that the programme of the
department could have been accelerated in the past had more money been
available, and that deterioration could have been mitigated. A number of practical
projects which would have increased productivity have been turned down owing to
lack of funds. A considered programme of development has now been prepared,;
with the funds at our disposal it is quite impossible to work up to it.

(4) Veterinary. Again the answer to both questions is an unqualified affirmative.
Lack of funds and staff have seriously retarded disease control measures, and have,
in particular, hampered research into many disease problems which are of
importance to the valuable export trade in goat skins. Increased expenditure would
greatly benefit this trade, and would help to develop the industry of native tanned
leathers, which holds out great promise. Meat and livestock and dairy industries
are also in urgent need of funds for their development.

(5) Geological survey. The work of this department has suffered from lack of
funds almost more than that of any other. As I have already indicated the real work
of geological survey has practically been at a standstill since 1931, and the proving
of the mineral resources of the country is now entirely in private hands, a most
undesirable state of affairs. It can be said with truth that expenditure on this
department is more speculative than expenditure on the four departments with
which I have previously dealt. On the other hand the possibilities of a rapid return
are greater, and this is the one department which can hope to assist in attracting
private capital to the country. A side line in minerals is of course an invaluable
asset to any country mainly dependent on agriculture.

(6) Communications. These have been well provided in the past both from loan
funds and from revenue, and it cannot be said that deficiencies in this direction are
responsible for retarded progress. The answer to the first question is therefore in
the negative. Nor can it be said that the provision of better facilities (in excess of
those which the Government and the Native Administrations are likely to be able
to afford in the ordinary way) would by itself do much to encourage development.
On the other hand, improvement of communications may well be necessary to
supplement other schemes of development, and it is undoubtedly a fact that,
particularly in the north, the average distance of farms from the nearest point on a
railway or a motor road or a river is greater than is desirable. The answer to the
second question is therefore that it may be necessary, in order to derive the full
benefit from other schemes for development, to spend more money on the
improvement of communications than is at present available.

19. The general conclusions which I have reached are as follows:—

(1) Social services. There is urgent need for expansion both in the field of
Education and in that of Health. Existing facilities in both these fields are seriously
inadequate, and available resources are quite insufficient to enable us to extend
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them at the rate at which our duty to the people of the country demands that they
should be extended.

(2) Economic development. In many directions progress upon proved lines has
been held up, and the exploration of fresh lines made impossible, by shortage of
funds. The country has, in my judgment, reached a stage at which considerable
accelerated progress would be possible if the money were available. In many cases
our plans are ready, and a sound foundation has already been laid; in others the
exploration of promising avenues is held up; in yet others even the preliminary
exploration has been found beyond our means. From the point of view of our duty
to the people there appears to me to be an overwhelming case for the according of
substantial assistance by His Majesty’s Government. From the point of view of the
British manufacturer there is also a strong case, but early and spectacular returns
must not be looked for. A gradually increasing market can however be confidently
expected, and the possible limits to the increase are far beyond our sight.

20. It is my considered opinion, an opinion which is wholeheartedly shared by my
advisers, that adherence to the doctrine of individual self-sufficiency has hampered
the development of Nigeria in recent years to an undesirable extent; that accelerated
progress is now only prevented by lack of means, but will be rendered impossible by
continued adherence to that doctrine; and that it is the clear duty of His Majesty’s
Government to abandon that doctrine.altogether in respect of Nigeria, and to take
into early consideration the possibility of accelerating the development of the
country and the promotion of the welfare of its people by granting direct financial
assistance upon a generous scale.

21. 1 must now turn to the consideration of the form in which the substantial
assistance which I consider necessary should be granted. Obviously it can take either
of two forms, the provision of capital, or assistance in respect of recurrent
expenditure. In the case of Nigeria it appears to me that assistance in both these
forms will be necessary, and I will deal with them separately.

22. In more than one passage in his “African Survey,” Lord Hailey has suggested
that the terms on which some of the African dependencies have obtained loans in the
open market have borne hardly upon them, and might, with the assistance of His
Majesty’s Government, have been less onerous. In his address at Chatham House on
December 8th he went so far as to express the hope that in future the colonies would
not be obliged to go to the open market for long term loans, and to suggest that they
obviously ought to get loan money from the Imperial exchequer. Mr. N. F. Hall, in
reviewing the economic chapters of Lord Hailey’s book for the Royal African Society,
goes so far as to say that “in view of the great skill which the Treasury has exercised
in managing the internal debt of Great Britain in respect both of rates of interest and
of dates of conversion, it would appear . . . at least in the immediate post-war period
the degree of financial skill exercised on behalf of the territories was not commensu-
rate with the responsibilities of the Imperial Government.” Be that as it may, it is
beyond question that the habit of borrowing in the open market has had grave
disadvantages for the colonies, and has imposed heavy burdens upon some of them.
Nigeria, for example, is now paying 4.69 per cent on her outstanding loans. As was
pointed out in the third paragraph of Lord Passfield’s Circular despatch of August
10th, 1929, the Colonial Development Act was designed to encourage colonies to
take the course of borrowing in the open market rather than to borrow from His
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Majesty’s Government. I believe that policy to have been mistaken, and I support
Lord Hailey’s suggestion that the colonies should in future obtain their loans from
the Imperial Government. But I fear that I must go further than Lord Hailey, who
suggested that the colonies should pay “only the interest which Great Britain itself
would be paying from time to time.” Lord Hailey does not envisage any half-way
course between a grant and a loan on these terms. I suggest that there is room for
such a course, and that His Majesty’s Government, while taking full interest from
those colonies that can afford it, and giving grants to those that can obviously not
afford to bear any loan charges, might adopt a graduated scheme of assistance for
those colonies that are able to bear some, though not the full, loan charges. The
whole of the charges might be waived for a specified period, subject to reconsidera-
tion a year or two before the end of the period, interest might be waived altogether
and only sinking fund charges paid, or a reduced interest might be taken. A number
of possible schemes will readily suggest themselves. As far as Nigeria is concerned, I
fear that, since existing loan charges already absorb more than twenty-five per cent
of her revenue, she is not in a position to pay full charges, or anything like them, on
any loan other than one of an immediately remunerative nature.

23. I have considered whether part of the assistance of which Nigeria is so
urgently in need might not take the form of the payment by His Majesty’s
Government of a portion of her existing public debt charges. It would not be
unreasonable (assuming, as I shall do throughout the remainder of this despatch,
that the principle of granting substantial assistance has been accepted) to suggest
that the British Government should pay the interest on the capital cost of the
Eastern Railway line, which, on the ground of its developmental nature, is being at
present borne by the Government without any re-imbursement from the Railway.
Nor, indeed, would it be altogether unreasonable to suggest that Nigeria should
receive at least as much assistance towards the capital cost of her railway as has been
accorded to Kenya and Uganda. Her need for assistance is assuredly no less than
theirs, and her railway has an equal right with theirs to be regarded as an instrument
of colonial development. On the whole, however, failing any general measure of relief
by way of conversion loans (which I believe is considered impracticable) I have come
to the conclusion that, so far as Nigeria is concerned, it will be better to leave
outstanding obligations untouched and to concentrate on the future. To this I would
make one exception. The goodwill of the business of administering the territories
then under the control of the Niger Company was purchased in 1899 and
consideration money amounting to £865,000 was advanced by His Majesty’s
Government Treasury, with the proviso that “all such sums as the Treasury
determine to be receipts from the territories administered by the Company at the
passing of the Act in excess of the necessary expenses of the administration of those
territories shall be paid into the Exchequer, save so far as those sums are with the
approval of the Treasury applied towards the development and improvement of those
territories.” It was agreed between the Treasury and the Colonial Office that the
liability for these payments fell upon the Government of Nigeria. This fantastic
obligation has never been enforced, and has now been cancelled, but the terms of the
transfer imposed one other obligation upon this Government which is still extant; I
refer to the obligation to pay to the Company or its assigns (in this case the United
Africa Company) half of the receipts from any royalty imposed on minerals worked in
that portion of the Northern Provinces which is bounded on the west by the main
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stream of the Niger and on the east by a line running direct from Yola to Zinder, for a
period of ninety-nine years. The amount paid up to date is about £1,700,000. The
Nigerian Government has therefore already paid, in respect of the transfer of the
Niger Company’s territories, just twice as much as has been paid by His Majesty’s
Government, and is still under an obligation which has another fifty-nine years to
run. I suggest, with due respect, that this obligation has hampered and is hampering
development, that it should never have been imposed upon a new and very poor
administration, and that His Majesty’s Government should forthwith take it over,
either making the annual payments or compounding the obligation by a cash
payment.

24. As regards capital assistance in the future, Nigeria’s commitments are already
so heavy (and I fear that a good proportion of them is now represented by “dead”
assets) that, as I have already indicated, she is not in a position to take a loan on
normal terms for other than immediately remunerative expenditure. I hope
therefore that His Majesty’s Government will be prepared to consider affording
assistance towards developmental projects either by a capital grant or by a loan on
easy terms, as suggested in paragraph 23 of this despatch. I do not propose to
compile at this stage a list of projects under contemplation, or which might have
been contemplated had there been any prospect of raising the necessary capital, but
an aerial survey of a portion of the country would rank very high among them.

25. 1 will now turn to the manner in which assistance towards recurrent
expenditure should be granted. The most obvious expedient is that of an annual
grant-in-aid, either on a sliding scale or of a fixed amount, for a term of years, subject
to re-consideration at the end of that term. This expedient is open to serious
objections; the receipt of a dole of this nature is liable, I fear, to be as demoralising in
the case of Governments as it is in the case of individuals, and His Majesty’s
Government might find it necessary, in order to guard against extravagance or
carelessness, to impose a somewhat rigid control which, in its turn, might defeat the
object of the grant by attending more closely to economy than to development. Also,
there would unquestionably be from time to time a conflict between the claims of the
developmental and the social services, and local unofficial opinion would invariably
lie heavily on the side of the latter. Professor Macmillan has suggested that the
imperial authority might be more generous in taking a share of the burden of the
salaries of British officials, and, in view of the “invisible export” referred to in my
sixteenth paragraph, the suggestion that His Majesty’s Government should pay a
share of such salaries is at any rate logical. But this expedient is open to precisely the
same objections as a grant-in-aid, and I do not favour it.

26. In considering the form which recurring assistance should take there are two
main desiderata which should be kept in mind; firstly to avoid a constant conflict
between the claims of the social and the developmental services, and secondly, to do
as little as possible to remove or lessen the existing incentives to economy in
administration and to the full exploration of all legitimate sources of revenue. I
believe that I have hit upon an expedient which will completely secure both of these
desiderata. I suggest for your consideration that His Majesty’s Government should
assume the duty of financing the services performed by the Agricultural, Forestry,
Veterinary, Geological Survey and Co-operative departments, and that these services
should be excluded from the ordinary budget. This arrangement would, if the
Nigerian Government were also relieved of the payment of a moiety of royalties to the
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United African Company, add about £300,000 to the amount now available for the
services which that Government would still have to finance, and would make possible
an immediate and much needed extension of educational and medical facilities. It
would also in no wise interfere with existing incentives to economy in administration
and to the raising of revenue, and would leave in the hands of the Legislative Council
the full measure of control which they now exercise over the social services, which
are the services in which the greatest interest is taken by the African members.

27. As regards the five developmental services, an immediate programme of
expansion should be prepared, giving a forecast of the work proposed to be
undertaken in the next ten years and an estimate of the cost thereof for each year.
His Majesty’s Government should then decide how much of this programme they are
prepared to finance, and, if they are not prepared to finance the whole, which items
should be omitted. The programme would of course be subject to periodic revision.
The estimates of expenditure on these departments would have to be approved in full
by His Majesty’s Government. They could be prepared at leisure well before the
financial year, as they would not be dependent on the revenue prospects of the
Nigerian Government.

28. I have considered this arrangement very carefully, and find no serious defect
in it, while it has many obvious advantages. A number of matters of detail will of
course have to be settled. Among these is the question of what action should be taken
in respect of Native Administration expenditure on the development services, in the
local operation of which it is undoubtedly desirable that they should continue to take
an active part. The question will also arise as to the extent to which the Legislative
Council should be allowed to discuss these estimates and suggest alterations therein.
The method of dealing with Supplementary Estimates will also have to be settled.
But these questions of detail can be considered later if the main principle is accepted.

29. If my proposal is approved it will be necessary immediately to proceed to the
drawing up of the programme of the developmental services. It might be possible to
draw this up locally, without outside help, but it is in my opinion highly desirable
that expert assistance from outside should be obtained. I suggest that a commission-
er or commission should be appointed, whose expenses should be defrayed either by
His Majesty’s Government or by a grant from the Colonial Development Fund, to
visit Nigeria and draw up a programme in collaboration with my Government.

30. I will now sum up my conclusions and recommendations. Both deal
specifically with the case of Nigeria; but it is not, of course, my intention to suggest
that the position of Nigeria is unique.

Conclusions

(1) That Nigeria is a poor country, with no local capital, and with a very limited
capacity for attracting foreign capital.

(2) That this poverty is hampering and has hampered the social and economic
progress of the country.

(3) That a stage has been reached at which, having regard to the foundations
already laid, considerably accelerated progress, both social and economic, is
practicable, provided the money necessary to finance it can be found.

(4) That there is no prospect whatever of Nigeria being able to provide the
necessary money, either now or in the near future, and that the assistance available
from the Colonial Development Fund is inadequate in extent and unsuitable in form.
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(5) That the British Government is therefore faced with the two alternatives of
allowing the social and economic progress of Nigeria to be seriously retarded or of
embarking upon a new policy involving the grant of financial assistance on a scale
not hitherto contemplated.

(6) That the adoption of the former of these two courses would be incompatible
with the duty of His Majesty’s Government to the world in general and to the British
taxpayer and the inhabitants of Nigeria in particular.

Recommendations

(1) That His Majesty’s Government should make a clear statement of their policy
in regard to the development of Nigeria, and should lay down that, while financial
self-sufficiency is undoubtedly an end to be aimed at, it is an ultimate and not an
immediate goal, and that its attainment must be unhesitatingly subordinated to the
maintenance of a continuous accelerated rate of social and economic progress.

(2) That, in order to attain this latter end, His Majesty’s Government should agree:—

(a) to relieve the Nigerian Government of its obligation to pay to the UA.C. a
moiety of certain mineral royalties,

(b) to finance approved developmental capital works in Nigeria (other than such
as are likely to be immediately remunerative) either by direct grants, or by loans
on terms which it will be within the capacity of the Nigerian Government to fulfil,
and '

(c) to accept responsibility for financing the operations of the Agricultural,
Forestry, Geological Survey, Veterinary and Co-operative Departments, the esti-
mates of expenditure for these departments being excluded from the ordinary
Nigerian budget.

(3) That the situation in regard to these measures of assistance should be
reviewed at the end of ten years, or earlier should circumstances permit.

(4) That a commission should be appointed to visit Nigeria and draw up a
ten-years programme of work for these departments in collaboration with the
Nigerian Government.

(5) That the expenses of this commission should be borne by His Majesty’s
Government or by the Colonial Development Fund.

31. Viewed in the light of present practice the expenditure which would be
involved by the acceptance of these recommendations appears sufficiently formid-
able. I venture to suggest that, having regard to the size of the territory and the
numbers of the population involved, it is far from excessive. Nevertheless I should
have hesitated, at a time when His Majesty’s Government are faced with unpre-
cedented expenditure in the interests of the security of the Empire and the peace of
the world, to make recommendations involving any further expenditure at all were it
not for my profound conviction that the present policy of His Majesty’s Government
in respect of the development of the poorer colonies is inadequate to meet the needs
of the situation, and will be regarded by future generations as narrow and
short-sighted. I am encouraged to believe that that conviction is supported by a
rapidly growing body of public opinion, and is already partially, if not wholly, shared
by yourself.

32. As you may wish to consult other colonial Governments in regard to the
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general principles involved, I am sending copies of this despatch to the other West
African Governors, and to the Governors of Kenya, Tanganyika, Uganda, Nyasaland,
Northern Rhodesia and Somaliland.

96 0 852/250/10, no 15 31 July 1939
‘Question of securing money from the United Kingdom for the
colonies’: minutes of a CO departmental meeting

[This meeeting, chaired by Lord Dufferin, considered a memo drawn up by Orde Browne,
CO labour adviser and author of Report on Labour Conditions in the West Indies (Cmd
6023, 1938-9), in which Orde Browne suggested the appointment of a development
officer to oversee expenditure of any funds provided for the West Indies as a result of the
Royal Commission’s recommendations (CO 852/250/10, no 14, ‘Memorandum on the
administration and control of possible assistance for the West Indies, from Imperial
Funds’ 23 July 1939). The meeting also continued its discussion of colonial development
and welfare begun in 1938 (see 94). A short memo was subsequently drawn up from the
secretary of state giving the meeting’s conclusions (CO 852/250/10, no 16, memo by J A
Calder, 8 Aug 1939).] g

The meeting first discussed Major Orde Browne’s memorandum of the 23rd of July
suggesting that the expenditure of any money which might be secured for the West
Indies should be entrusted to a Commissioner for Development. ‘

2. Sir J. Campbell liked the proposal. He thought that the Newfoundland
Commission constituted a precedent for it. There would be much more chance of
getting money from the Treasury if it could be shown that the expenditure of the
funds would be in the hands of a competent Commissioner and not under the control
of inefficient local Governments. There would, of course, be possibilities of
constitutional friction between the local legislatures and the Commissioner, but it
would be so greatly in the interests of the local Governments to agree to the
Commissioner’s spending money in their territories that with a little tactful handling
friction should be easy to overcome. The position would resemble that which
obtained in Greece when the International Commission was spending the refugee
loan of £15,000,000. Sir John felt that it was a great virtue of Major Orde Browne’s
proposal that it did not raise in terms the thorny question of constitutional change.
Any differences with the local legislatures could be settled by the Commissioner
saying: “This is my scheme—if you do not want it you need not have it, but you will
not get the money”.

3. Sir Henry Moore did not think that Newfoundland presented a useful
precedent, because the difficulty of dealing with many different Governments had
not there arisen. He would prefer, if any scheme of this kind was seriously
considered, to see the proposed powers vested in a High Commissioner for the West
Indies with certain defined jurisdiction over local Governments. A floating Commis-
sioner on a ship reporting back to a committee in London would be certain to create
constitutional difficulties. He would have to deal with questions relating to social
services which would be of vital interest to the islanders and the local legislatures
would not surrender their powers in these matters without a fight. The Hilton Young
recommendations for East Africa would provide useful indications as to how a federal
staff under the proposed High Commissioner might work. Sir Henry felt that no
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decision should be taken with regard to the West Indies pending the report of the
Royal Commission.

4. Lord Dufferin said he felt strongly that there ought to be a Governor-General
for all the West Indies and he would like to make him Development Commissioner as
well. The officer would then have a dual function: as Governor-General he would
have constitutional checks from the legislature, but as Development Commissioner
he would be benevolent despot. The Governor-General would have a federal staff of
first class men. Lord Dufferin felt that there would never be any proper planning of
development in the West Indies without a competent federal service. It would be
necessary to treat the West Indies as a problem quite separate from Africa, requiring
a different method of approach.

5. Sir F. Stockdale emphasized that the person responsible for spending the
development funds would need a competent staff. It had in the past been a great
disability of the West Indies that the Governments could not employ good men. He
understood that the Royal Commission would recommend the appointment of an
Agricultural Commissioner for the West Indies. He thought that it was of interest to
note that in St. Helena it had been possible to obtain a co-ordinated scheme, which
had been rapidly adopted in all particulars, when the governor had assistance from
outside the Colony. He had the same feeling with regard to the West Indian colonies.
If only proper plans could be worked out by persons from outside who were familiar
with the general policy of those responsible for making recommendations from the
C.D.F., they would rapidly secure adoption. He suggested that the Development
Commissioner for the West Indies might work on the precedents afforded by the
specialist staff of the Ministry of Agriculture and the Ministry of Health, who watch
the work of local authorities in the United Kingdom and check the expenditure of
funds provided by the Treasury. He recalled that after the West Indian Royal
Commission of 1898 the Imperial Department of Agriculture had been set up with
funds for assistance in the shape of grants to the Island departments. The funds were
in effect under the control of Sir Daniel Morris,' who was Imperial Commissioner of
Agriculture in the West Indies. Sir Daniel had had no difficulty in securing the
acquiescence of the local legislatures in his schemes except in Grenada.

6. Sir John Shuckburgh expressed the view that if Major Orde Browne’s scheme
were tried out it would be impossible to avoid the constitutional issue. He felt that it
would be difficult for the Commissioner to exercise any powers against the wishes of
the local legislatures. He doubted the value of experience in St. Helena, because it
had only been necessary to convince a very small number of people in order to secure
the acceptance of the St. Helena plans. As regards the idea of appointing a
Governor-General for the West Indies, he thought that Commissioners for separate
subjects (e.g. agriculture, health) might be more practicable than a Governor-
General.

7. Mr. Clauson emphasized that what the West Indies needed was not so much
schemes as men. He had the impression that the African colonies had plenty of
generals with very few privates, whereas in the West Indies there was an adequate
supply of privates but scarcely anybody above the mentality of an N.C.O.

1 Scientific adviser to the West Indies Royal Commission, 1896—1897; imperial commissioner, West Indian
Agricultural Dept, 1898-1908; scientific adviser in tropical agriculture, CO, 1908-1913.
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8. It was decided to defer a decision regarding the West Indies pending the report
of the Royal Commission.

9. During the discussion Sir F. Stockdale suggested an alternative method for
securing the ends which Major Orde Browne had in view. If the Colonial Develop-
ment Advisory Committee were reconstituted, two permanent members might be
appointed who would be Commissioners for the purpose of discussing with
Governors (and perhaps with the West Indian Governments in particular) projects
going forward to the Advisory Committee. He quoted for purposes of comparison the
procedure adopted by the Development Commission in the United Kingdom, where
two permanent officials had been employed in a comparable capacity. Sir John
Campbell said that the Colonial Development Advisory Committee had had in mind
the need for such a development. They had found it necessary on various occasions to
vote money for the carrying out of preliminary surveys on schemes which had come
before them. At the same time he felt that the task of a Commissioner in this country
employed by the Development Commission was very much easier than that of a
Commissioner employed to consider schemes emanating from a large number of
colonies. It would so often happen that the Commissioner would have to go to the
colony to prepare the scheme, and would then find himself handicapped because of
the lack of information in the colony. He would, in short, suffer from the same
disadvantage as Colonial Governments at present experience when they are trying to
prepare schemes for the Committee. Sir Henry Moore supported Sir F. Stockdale’s
suggestion.

10. Lord Dufferin then asked the meeting to direct its attention to Africa. It was
stated that the Treasury had recently remitted the debt on the Kenya-Uganda Railway
and the Niger Company’s annunities. An inter-departmental committee was sitting
to consider the writing off of the loan-in-aid debts of such territories as Nyasaland,
and it was believed that the Treasury had made up their minds to write off some of
these debts when a suitable formula could be found. It would be necessary either to
take a vote for the whole amount of the loans or else to pass legislation to write them
off. The Treasury objected to the first of these courses, apparently on the ground that
it would swell the nominal deficit for the year; but Sir Cosmo Parkinson said that he
could not see any valid objection to the course. Mr. Calder emphasised that the
discussions of the interdepartmental committee related only to colonial indebtedness
to the Treasury, and did not in any way touch the major problem of colonial
indebtedness.

11. Discussion then passed to Sir B. Bourdillon’s proposals that H.M.G. should
assume responsiiblity for Nigeria’s debts,? and that H.M.G. should assume the
financial responsibility for the developmental services in Nigeria without imposing
Treasury control.

12. Sir J. Campbell emphasized that the basic question was that of getting more
money for the colonies. It was not desirable to obscure that basic need by discussing
with the Treasury at the present stage the specific objects to which the money should
be devoted. The assumption of colonial indebtedness by H.M.G. would not corres-
pond in any way to the needs of the various colonies; he would rule out that proposal
at once. The assumption by H.M.G. of financial responsibility for particular services
was similarly open to grave objections; it carried unforeseenable implications and

2 See 95.
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tremendous complications in detail. Like the debt proposal, it might not correspond
to the actual needs of the various colonies. It would inevitably make the financing of
the developmental services the subject of embarrassing debate between distant
authorities. To proceed with the proposal would really result in obscuring, in a cloud
of detail, the basic need for more money. Sir John suggested that the Secretary of
State should go to the Cabinet and say that more money was an immediate and
indispensable necessity. He should not attempt to give estimates of the exact amount
required, but should assure the Cabinet (supporting his statement by evidence, of
which there is plenty available) that an annual sum of £5,000,000 could be put to
very good use as a starting figure.

13. Several subsidiary questions were then discussed. It was suggested that
exchange complications might arise in connection with the spending in the colonies
of a sum so large as £5,000,000 per annum, but the general opinion of the meeting
appeared to be that no difficulty need be expected in this connection. The view
appeared to be generally accepted that Africa needed men rather than schemes,
particularly trained Africans receiving salaries very much lower than those paid to
Europeans. It was agreed that of the additional funds, which it is hoped to secure, a
proportion would have to be made available for the expansion of the personnel of the
various services. It was suggested that the existence of the unified services created a
great difficulty in employing trained Africans on suitable terms. It was agreed that
each colony would have to be asked to make out a re-conditioning plan, but it was
also agreed that help would have to be given to Colonial Governments in the
production of their schemes, perhaps by sending out Commissioners. It was
suggested that the plans of each colony would have to be examined in relation to the
local revenue position, since the U.K. taxpayer could not be expected to pay for
services if the local taxpayer was not doing his bit.

14. The discussion then came back to the best means of getting the money, and
Mr. Dawe suggested that unless these proposals were brought to a speedy conclusion
and put to the Treasury, the Secretary of State would find himself face to face with an
acute crisis in carrying on existing services, let alone expanding the services to meet
the many criticisms which were being levelled against colonial administrations.

15. It was suggested that before any request for a large sum is put to the Treasury
there ought to be an investigation as to how much is wanted and how much should
be spent. This view was not acceptable to the meeting. It was pointed out that we
already have a detailed statement of what Nigeria wants; a recent statement of
Kenya’s needs is also on record. It was believed that proposals from other colonies
were either on record or could rapidly be secured.

16. Mr. Dawe reminded the meeting that the Secretary of State had assured Lord
Hailey that he would not delay beyond the end of September to ask the Treasury for
an annual sum of half a million pounds for research, and that the Secretary of State
hoped that the development project could go forward together with the research
project.

17. Sir John Campbell emphasized that his proposal to ask for an enlargement of
the Colonial Development Fund was the easiest line of approach. It represented the
evolution of an existing organization. The Colonial Development Fund had been
popular in political circles and had always had a good press. It therefore looked as
though the major political influences would be in favour of expanding it. The
position of the Committee would, of course, have to be changed and the terms of
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reference would have to be revised. It had to be admitted that this line of approach
would put the whole plan on the restricted basis, but Sir John believed that it was the
right way to start. If it were not adopted the other concrete proposals were:—

(1) those put forward by Sir B. Bourdillon which were open to the serious
objections which he had already mentioned and

(2) those put forward by Major Orde Browne which he thought would be best
applied within the Colonial Development Fund scheme, being in no way inconsis-
tent with it.

18. Sir John Shuckburgh agreed that Sir B. Bourdillon’s proposal regarding the
financing of specific services was unacceptable; but he felt reluctant to rule out all
question of the U.K. Government assuming responsibility for colonial debts. It was
pointed out, however, that the indebtness of the colonies amounted to
£129,000,000—a sum so large that there would be very little prospect of the
Treasury agreeing to take it over. Furthermore, under this proposal, the most
developed colonies would receive the greatest advantage, while those which had so
far spent little on capital works would get least.

19. The view was expressed, and appeared to be acceptable to most of those
present, that if the Colonial Development Fund was greatly enlarged, the Colonial
Development Advisory Committee would have to be made even more purely advisory
than at present, and that its statutory power of veto of schemes would have to be
rescinded.

20. It was suggested that the Treasury might maintain that there could be no
case for enlarging the Colonial Development Fund until the Fund had spent the sum
of £1,000,000 which was at present available to it annually; but it was agreed that it
would be reasonable to reply that it is now proposed to enlarge the whole scope of the
Fund and the objects to which its resources are to be devoted.

21. Mr. Calder was doubtful whether any amendment of the Colonial Develop-
ment Act could be devised to enable the Fund to give grants-in-aid of ordinary
recurrent expenditure, but it was agreed that the power to give such grants must be
an essential part of the proposal. Sir Henry Moore suggested that the sum to be asked
for should be divided under two headings:—

(1) an addition to the Colonial Development Fund for development schemes;
(2) a fund from which, subject to Treasury agreement, the Secretary of State
would be empowered to give grants-in-aid of local expenditure for a definite period
of years without thereby imposing the obligation of Treasury control.

22. Mr. Clauson suggested that the proposed fund might be organized on the
kind of basis adopted by the Carnegie Corporation, i.e. that a number of blocks
should be established which could be used by the Secretary of State in agreement
with the Treasury, for example £500,000 for education, £50,000 for welfare, and so
on. Mr. Dawe expressed the view that it was of advantage to have a maximum annual
sum for the fund named in an Act of Parliament.

23. Sir Frank Stockdale emphasized the need for full time Commissioners as
members of the Colonial Development Advisory Committee, and the need for a
senior person in the Colonial Office to correspond freely with Colonial Governments
about prospective schemes.

24. Tt was agreed to proceed with the proposal to approach the Cabinet for
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sanction to expand the Colonial Development Fund. The sum to be asked for in the
first instance should be not less than £10,000,000 per annum; but it seemed to be
agreed that it would not be possible to spend so much in the early stages, and that
the request for so large a sum would be something in the nature of a tactical move. A
draft should be prepared in the form of a memorandum suitable for reference to the
Parliamentary draughtsmen. The draft should be in general terms to bring within
the scope of the Fund as wide a range of subjects as possible, but it should be
particularly stated that the Fund is to be available to assist Colonial Governments
with recurring expenditure, to provide money wherewith Colonial Governments may
pay the salaries of their employees, and to make grants to official and non-official
bodies for work in the Colonial Empire.

25. The proposal for a separate Colonial Research Fund and a Separate Research
Advisory Committee, disposing of funds to a maximum of £500,000 per annum,
should be covered by the draft (see 47097/38 Africa).

26. Lord Dufferin directed that a short memorandum should be prepared for the
Secretary of State giving the conclusions of the meeting and indicating the proposed
legislation; it would be for the Secretary of State himself to decide upon the
constitution of the revised Colonial Development Advisory Committee and the
proposed new Colonial Research Committee.

97 C0852/256/1 4-21 Sept 1939
[Wartime marketing of colonial exports]: minutes by G L M Clauson
and Sir H Moore

[The first minute by Clauson addresses the question of colonial cocoa exports in time of
war (an issue first raised by representatives of the United Africa Company Ltd, the largest
single exporter of cocoa from the British West African colonies). After Clauson’s minute
was written, further information was sought about cocoa exports from the governments
of cocoa-producing colonies, and a memo was drawn up by E Melville, outlining proposals
for a cocoa control scheme. This suggested that the British government purchase the
entire West African cocoa crop at a guaranteed minimum price during the war, using
existing cocoa-exporting companies as buying agencies. Moore’s minute draws the
attention of Lord Dufferin to this memo, which was sent to the Ministry of Food (CO
852/256/1, no 23). After further correspondence with the colonial governments con-
cerned and negotiations with the Ministry of Food and Treasury, final details of the
scheme for the purchase by the British government of the 1939-1940 British West
African cocoa crop and for cocoa from Ceylon, Trinidad and the Windwards (at prices to
be det]ermined in relation to those of the West African crop) were announced in mid-Nov
1939.

Position of cocoa in time of war

When the [representatives] of United Africa Co. called on Sir H. Moore & myself this
afternoon, they said, infer alia, that they were very much exercised in their minds
about the cocoa position.

The W. African main crop will shortly be coming forward & the merchants do not
see how they can buy, or fix a proper price to-offer, without some indication of how
they are to dispose of what they buy.

The statistical picture is most unfavourable. There is about a year’s stock in this
country, so that it is unlikely that shipping will be provided at all freely for more.
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Germany, an important consumer, will be out of the open market, & if she tries to
get supplies indirectly we shall presumably do all that we can to stop her.

The U.S.A. will presumably be in the market for the usual quantities which are less
than W. Africa has to sell. Their very tentative suggestion was that in order to control
supplies & maintain some kind of price, H.M.G. shd. itself buy the crop. The sums
involved wd. be very large. Gold Coast & Nigeria between them may well want to sell
400,000 tons, which at, say, £20 a ton, a low price, wd. be £8 million.

The problem affects so many other things, for instance, the war effort of the Gold
Coast, & is so important that perhaps the right course is for the S. of S. to call
urgently a meeting® of [representatives] of the Treasury, B. of T. & Food Defence
Plans to discuss it, but I shd. like first to get Mr. Melville back to work out a brief
memo. on the present statistical position. The immediately urgent point is W. Africa,
but equally we must not forget the W. Indian crop.

G.L.M.C.
4.9.39

Lord Dufferin

Mr. Melville’s memorandum is self-explanatory, and as this matter is exceedingly
urgent I will not delay the papers by further minuting, but I think you should
certainly see and approve what is suggested and you will no doubt decide whether, in
view of the political implications of the scheme in West Africa, the Secretary of State
should not himself see the papers before the Ministry of Food is approached.

We have had considerable discussions in the Department both with representatives
of the merchants concerned and with Sir Frank Stockdale. I think the upshot of our
discussions is that we are all generally agreed that it would on the long view be in the
interests of the West African producer if the Govt. were to buy in the cocoa crop at a
guaranteed minimum price for the period of the war. What is more debatable is the
proposal to use the agency of the existing firms to purchase on behalf of H.M.G. On
practical grounds it seems to me much the most sensible thing to do, as they have
their organisation on the spot and are fully conversant with all the intricacies of the
trade, but in view of past history it is idle to suppose that there may not be some
suspicions aroused in the minds of the West African native, more particularly if it is
known that Mr. John Cadbury is to be, as I believe is the case, the Cocoa Controller in
this country. It is therefore of the greatest importance that it should be made clear
from the outset that the firms are only acting as the agents of H.M.G. and that any
profits will ultimately be returned in some way, if not to the producers themselves, at
least to the local Governments. It will be equally important that the price fixed is a
fair price, as otherwise we shall be faced with the political argument that in order to
provide cheap food at home we are grinding the faces of the African poor. I am
inclined to think, however, that these dangers must be faced and met, as in the long
run a scheme of this sort appears to be our only way out. Whether the Treasury will
agree to the heavy contingent liability that the scheme involves is another matter.

H.M.
21.9.39

! Dawe commented here: ‘I think we ought to mature the question a bit futher before we do this’.
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98 (C0852/295/10,n01 14 Sept 1939
[Import control]: circular telegram no 52 from Mr MacDonald to
colonial governments

My Secret circular despatch No. 2 of 23rd August regarding import and export
restrictions was drafted at time when war though possible was not regarded as
imminent. So far as import control was concerned therefore two stage procedure was
contemplated first that you should review field of imports and report possibilities of
limitation and then that policy should be provisionally settled in light of this survey.

2. Outbreak of hostilities renders this programme impossible and quicker
machinery must be devised. Matter is closely connected with exchange control
regarding which some action already taken and further action will be necessary in
due course. In this country Treasury consider allocation of available foreign currency
impossible except on basis of system of licensing imports and long list of imports
subject to licence has been published. No licence will be required for imports from
Empire countries other than Canada and perhaps Newfoundland apart from short list
of unessential luxuries. Imports from countries of which exchange is scarce, that is
at present Canada, United States of America, Scandinavian countries, Holland,
Belgium, Switzerland and Japan are being reduced to zero or absolute minimum;
imports from other foreign countries of which exchange is more freely available are
being reduced but not so drastically.

3. Insome Colonial territories, where economic structure is much simpler it may
be possible to exercise all necessary control by exchange control without import
control, that is that foreign exchange should be made available only for essential
purchases but in most cases latter also will be necessary.

4. In that event policy would be to impose minimum control necessary to
conserve exchange resources while hampering trade as little as possible. Imports
could then be divided into four classes:—

(1) unessential luxuries, import of which could be absolutely prohibited except
perhaps from Empire countries other than Canada.

(2) goods of which other Empire supplies are ample, Canadian and foreign
imports of which could be absolutely prohibited.

(3) goods of which foreign supplies are essential but only in very small quantities,
imports of which could be left unrestricted but watched carefully.

(4) goods of which substantial foreign supplies appear necessary. In this case
import should be subject to licence and endeavour should be made to license
imports exclusively or principally from countries in respect of which exchange
supplies are ample.

5. I am prepared to leave you full discretion regarding first three classes, but
should be glad to be informed what dividing line you select between classes 3 and 4.

6. As regards class 4, please report by telegram as soon as possible what classes of
goods are affected and what is probable value of imports required from Canada and
each foreign country. No further action in regard to imposition of import control
need however be taken until you have received my observations.

7. If you have already imposed import control please report action taken.

8. In some Dependencies entrepot trade of substantial dimensions is involved,
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and it is very desirable to maintain it in order to earn resultant profits. If this applies
to you please report what measures you think possible to maintain it while guarding
against possible drain of foreign exchange from this source.

9. In putting the instructions in this telegram into practice it is important to
remember that the only information given to importers should be that this or that
application for a licence has been granted or rejected. The principles upon which
Government’s administrative discrimination is based should not be made public.

10. Cases of doubt and difficulty should be referred to me.

99 0 691/174/42154/1, no 6 22 Sept 1939
[Effect of war on the colonies]: circular telegram no 62 from Mr
MacDonald to colonial governments

My confidential circular telegram No. 54.!

1. While it is very difficult to make any forecast of effects of war on Colonial
budgets the following wholly tentative observations which developments may modify
may be of use to you:—

(a) Although experience in last war would seem to indicate that there will be a
general rise in prices of all commodities, special action which is now being taken
in this country and elsewhere to control prices and existence of large world
supplies, actual or potential, of many commodities may have result that prices of
only a few Colonial commodities will rise considerably above their pre-war level.
Moreover owing to rise in insurance, freights and other incidentals rise in
importing countries will not involve equivalent rise in prices received by
producers. In some cases, however, quantities exported may increase substantially
and in case of certain commodities where American consumption is dominant
factor fall in value of sterling has already caused some increase in price.

(b) Increase in total value of exports may not immediately result in increase in
total value of imports. Restriction of imports from Canada and most foreign
countries is as you know essential on exchange grounds. Normal flow of imports
may well be restricted also by:—

(i) Difficulties of shipping.
(ii) Preoccupation of industry here and elsewhere with more essential war
purposes.

Whatever the value of exports falling off in volume of imports is therefore probable
with consequent falling off of normal revenue and accumulation of funds locally.

(c) A number of services in connection with war activities are likely to involve
some fresh expenditure by almost all Colonial Governments.

2. Financial effort necessary to secure successful prosecution of war will entail

1 CO 691/174/42154/1, no 1, 15 Sept 1939. In this tel MacDonald had warned that the British government
would probably be unable to maintain its current levels of expenditure, and asked colonial governments to
indicate the nature of economies each would be forced to introduce in the event of the withdrawal of
Treasury assistance or of Colonial Development Fund money. He stressed, however, that he was anxious to
see ‘existing social services and development activities disturbed as little as possible’.
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unprecedented sacrifices by United Kingdom taxpayer. Continuance of assistance
from United Kingdom Exchequer, whether directly or through Colonial Develop-
ment Fund, will in any event be difficult enough and difficulty would be increased if
it could be shown that people of Colonial Empire were not already bearing their full
share of the burden.

3. In these circumstances I consider that it is important to ensure that all classes
make the maximum contribution to revenue which it is reasonable to ask having
regard to their taxable capacity and I suggest that existing taxation should be
reviewed with this end in view. Resolutions which have been received show how
anxious the people of the Colonial Empire are to help in its defence and best
psychological moment for securing consent to increase of taxation would seem to be
in near future, possibly immediately after introduction of emergency budget in this
country. No date has yet been fixed for this, but I will advise you when it is known.

4. While I appreciate that in many territories it would be inequitable and
undesirable to increase the rates of direct taxation at present payable by the mass of
the people, I am of opinion that the two following possibilities should be
examined:—

(a) That taxation paid by wealthier members of the community might be
increased. Imposition of income tax or increase of it if it already exists would
probably be the most scientific way of securing this and I hope that if it is at all
practicable you will not be unduly deterred by administrative difficulties from
imposing such taxation. Failing income tax some other form of direct taxation is [
suggest indicated as being easiest means of ensuring that taxation is paid by those
who can best bear its burden.

(b) That on general grounds it is very desirable that some arrangement should be
made to ensure that Governments obtain an adequate share of any excess profits
accruing as the result of war. I suggest that whether or not prices are in fact
already showing tendency to rise it will be desirable to pass legislation on the
subject without delay. As regards profits from exports it may be found that only
practicable method of achieving object is some form of export duty based on the
excess of war-time prices and quantities of over pre-war prices and quantities.

5. As regards local trade problem of excess profits will not arise if as I hope action
is taken to prevent profiteering. If as may be the case (see paragraph 1 (b) above)
there is a shortage of imports and an accumulation of funds locally, there will
probably be a marked rise in margin between c.i.f. price of imports and their retail
price as well as in the prices of local produce. I have indeed already had indications
from some Dependencies that this is occurring. Machinery to control internal prices
of at any rate main articles whether imported or produced locally may therefore be
required, as it was in most Dependencies in last war. Legislation is already in force in
this country and in some Dependencies and I suggest that where nothing has yet
been done to meet the contingency early action will be desirable before any
substantial rise actually takes place. United Kingdom control arrangements are so
complicated that I doubt whether information as to those arrangements would be of
value to you in dealing with the matter.

6. Please telegraph any comments you may have to offer on this telegram and in
particular I should be glad to know before you are in any way committed by
publication what action you would propose to take arising out of paragraph 4.
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100 C0859/19/18, nos 1 & 2 11 Oct 1939
[Colonial development and welfare]: letter from Mr MacDonald to Sir
J Simon. Enclosure: ‘Colonial development, note for the Chancellor
of the Exchequer’

[CO discussions about colonial development and welfare were interrupted by the outbreak
of war, but at a CO meeting on 4 Sept the question of development policy was considered
in relation to wartime colonial expenditure, the maintenance of existing social services,
and the possibility of providing financial aid to enable dependencies to meet budget
deficits. At a meeting with Simon on 18 Sept 1939 to discuss colonial development and
welfare, MacDonald promised to send this memorandum outlining CO proposals.]

I now send you the memorandum which I promised you after our talk three weeks
ago abut the future of Colonial development and welfare. I have not sent it before for
two reasons: first, because I wanted to see if I could get some idea of the effect of the
war on Colonial budgets; secondly, because I wanted to be able to assure you that
Colonial Governments were doing—or were in a fair way to doing—their bit in
taxing themselves comparably with the taxation here.

Your Department have, I think, already had copies of the three circular telegrams
about finances that I have sent out to Colonial Governments. The replies which I
have received to these telegrams give a rather worse picture of the effect of the war
on Colonial budgets than I had expected. It is evident that, at any rate in a good many
Colonies, war is playing havoc with Colonial revenue and expenditure. The response
to the suggestion that the Colonies ought to increase their taxation has in the whole
been very good indeed; but it looks very much as if, especially in the African
Colonies, the damage done to revenue cannot be made good by any amount of extra
taxation that they can reasonably be asked to impose.

You will remember that when I first spoke to you I mentioned the figure of £10
million as the maximum for the enlarged Colonial Development and Welfare Fund
which I had contemplated proposing in peace time. On the outbreak of war I
reviewed the position, recognising that the new situation would make it necessary to
abandon various big schemes and would limit the possibilities of development
generally, and I am now proposing £5,000,000 for development and welfare and
£500,000 for research. Even these figures, though they are the lowest I should like to
see in any Act of Parliament, are not likely to be reached in practice for some time to
come and you will see from the memorandum that I am willing that there should be
an understanding between the Colonial Office and the Treasury that in point of fact
during the war the sum expended under the Act on development and welfare shall,
together with “normal” grants in aid, not exceed a fotal figure of £5,000,000. The
“normal” grants at present amount to about £750,000, but I am afraid there is a
distinct possibility that we may have to ask for them to be increased. I hope therefore
that the understanding I have proposed will be of assistance to the Treasury in that it
will set a limit to their total liability (excluding the abnormal grants, if [ may use that
phrase) towards the Colonial Empire during the war.

I have suggested that the announcement of the new Fund should be made on the
day of publication of the West Indian Report. I do not know exactly when that will be,
but it is not likely to be for at least a month or six weeks. There are, however, two
matters which cannot wait till then.
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First, the financial year of many Colonial Governments is the same as the calender
year, and they are now busy framing their budgets. I should like to be able to assure
them confidentially as early as possible that they may frame their budgets on the
following lines:—

(a) All expenditure must be cut out so far as possible if it involves the use of
foreign exchange or the diversion of men, material or shipping from the Empire’s
war effort.

(b) Apart from this, existing social and development expenditure should continue
unaffected.

(c) Itis legimate to ask that the peoples of the Colonial Empire should bear their
part of the burden of the war. They can best do this by imposing on themselves
extra taxation which, having regard to local circumstances, is comparable with the
extra taxation which has been imposed in the United Kingdom.

(d) If, despite this extra taxation, there still remains a deficit, then His Majesty’s
Government will provide the necessary assistance to meet the deficit.

(e) If, on the other hand, it results in a surplus over and above what is required for
local reserves, there are many ways in which Colonial Govemments could make a
direct contribution to the prosecution of the war.

The second matter on which an early decision is required is the fate of grants from
the Colonial Development Fund which have already been approved. Your Depart-
ment have asked my Department to scrutinise all development schemes with a view
to the maximum possible economy. I am having a detailed investigation made of
approved schemes; but I should like to urge that, pending your decision on the major
issue of policy, we should proceed on the basis that only those schemes should be
held up which would involve the use of foreign exchange or the undue diversion of
men, materials and shipping from war effort without themselves contributing to it,
except in a case where the interruption of the scheme before its completion would be
uneconomic.

I should be very grateful if you could let me have an answer on these two points in
advance of your answer about my proposal for new funds.

On the main question, I should propose, if and when the general principle is
agreed, to prepare a shortened version of the enclosed Memorandum for Submission
as a document agreed between us to the War Cabinet.

I am sending a copy of this letter and its enclosure to the Secretary of State for
Dominion Affairs since he is concerned in so far as my proposals affect Newfoundland
and the South African High Commission Territories.

Enclosure to 100

1. Clearly in general principle there must be a great effort at economy in normal
Government expenditure in order that our financial resources may be concentrated
on those activities which are necessary for the successful prosecution of the war. I
have already urged certain economies upon Colonial Governments and have no
doubt that these and any others which may prove possible will be enforced. But there
are special reasons why I believe that any general retrenchment in expenditure in the
Colonial Empire during the war would be most inexpedient and unwise, and that on
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the contrary moderate expansion in certain directions which I shall indicate is highly
desirable as part of our war policy itself. I shall state in this memorandum my
reasons for holding this view, and for proposing that we should set up a Colonial
Development and Welfare Fund and a Colonial Research Fund with maximum
figures of £5 million and £500,000 a year respectively to replace the existing Colonial
Development Fund with its maximum figure of £1 million a year.

2. I think that the following are the principal reasons for which the greatest
possible economy in Government expenditure is desirable:—

(1) the burden on our taxpayers will in any case be heavy enough, and it is our
duty to see that it is not made any heavier than is necessary.

(2) Government expenditure on certain essential war objects involves the use of
foreign exchange and our resources of foreign currency are so restricted that every
avoidable transaction involving its use should be abandoned.

(3) Government expenditure on objects not essential to the carrying on of the war
would divert part of the national resources in men and materials from the winning
of the war.

3. Asregards the first point, I must admit that my proposal will add somewhat to
the burdens of the British taxpayer. But the addition will be small compared with the
enormous sums we now have to find, and I believe that the return for this
expenditure, in the way of contentment in and support from the colonies during the
war, will be out of all proportion to the cost.

4. As regards the use of foreign currency, I have already asked Colonial
Governments to cut down expenditure involving this. In fact Colonial Governments
have in the past purchased very little from foreign sources and the type of
development expenditure which I have in mind would not add at all to their
requirements in this direction. On the contrary some of the expenditure, for example
on agricultural development designed to replace imported foreign foodstuffs by
home-grown supplies, would itself tend further to reduce the need to use foreign
currency.

5. Similarly, the expenditure which I contemplate would not require the
diversion of man-power and materials in the United Kingdom from direct war
production. I have already issued an instruction that any existing expenditure
involving this should be drastically curtailed and I should propose that no new
schemes of this kind should be authorised unless directly justified as in themselves
part of our war effort. This means the abandonment amongst other things of some
schemes for which help from the Colonial Development Fund has already been
authorised and of others which would have had a strong claim on it in future. But in
fact only a small proportion of ordinary colonial expenditure or of money voted from
the Colonial Development Fund is spent in this country. In 1938, for instance out of
a total expenditure on current schemes assisted by the Fund of £1,117,000, only
some £136,000 went to labour and materials from this country. Colonial develop-
ment expenditure goes almost entirely to employing labour and resources in the
colonies, and the same holds good of ordinary expenditure by Colonial Governments.

6. Far from hampering our war effort, one of my reasons for desiring that
expenditure should continue and indeed be expanded is that unused or inadequately
used resources of men and materials in the Colonial Empire may be put to good use
in connection with the prosecution of the war. The main function of the Colonial
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Empire in war time is to produce foodstuffs and raw materials for consumption in
other parts of the Empire or for sale abroad for foreign currency. It can also
contribute, as I have already said, by reducing its purchases of foodstuffs and goods
from foreign countries and replacing them by local production. The greater its
production of all kinds the better it will fulfil these functions.

7. For this purpose the maintenance and indeed the expansion of certain services
of Government are essential. The work of Agricultural Departments, for instance,
must be intensified. Their trained officers must continue to supply advice and
assistance to producers; they must continue to organise methods of production to
enable colonial producers to compete with neutral producers; for example in the oil
palm industry Nigeria is menaced by the more up to date production of the Belgian
Congo and the Netherlands East Indies. Work on plant diseases must continue. For
instance, considerable expenditure is necessary if the Jamaica banana crop is not to
be destroyed by Banana disease. Money must be spent to check soil erosion which
would have grave economic, not to mention social, consequences in Africa and
elsewhere. I could give many other instances of the importance of expendlture on
these services; but the point is really obvious.

8. Again, the work of Labour Departments now has an added importance. They
have only quite recently been set up in most colonies (and they are still absent in
some) and it must be admitted that their establishment was long overdue. Already in
peace-time they have greatly reduced labour disputes and disturbances. With all the
economic complexities to which war gives rise, there are bound to be difficulties with
Labour in many different parts of the Colonial Empire. There must be adequate
Labour Departments ready to cope with these difficulties and to prevent them from
becoming serious. Similar arguments apply equally to a good many other Colonial
Government services which are in one way or another essential for the maintenance
and development of mineral and agricultural production. I need only mention the
need to preserve a high standard of health services in the colonies, so that
man-power for whatever purpose it may be used—ie efficient.

9. Thus the need to maintain and intensify production would alone preclude
wholesale retrenchment and justify expansion of some services. But it is not only
these economically productive services which in my opinion need fostering during
the war. There are other services which minister to the well-being and contentment
of colonial populations, which are inadequately developed today. Failure to attend to
these might bring to the surface a latent criticism and dissatisfaction amongst
colonial peoples which might manifest themselves in ways highly embarrassing to
our cause in the war. A contented and loyal Colonial Empire will, from the point of
view both of production and of prestige, be a distinct asset to us in our struggle; any
growth of discontent or disloyalty would damage us seriously and help the enemy. It
is on this wide political consideration that I would especially base my claim.

10. On the strict merits of the case there is great need for the expenditure of
more money on economic and social development in the colonies. These territories
are mainly or wholly agricultural communities; they have not the wealth which
accompanies the presence of secondary industries; and generally they cannot out of
their own resources provide in any adequate degree the services which are now
normally a part of civilised government. Assistance given to them by grants in aid
and from the Colonial Development Fund has helped, but severe limits are placed
upon the possibility of help from these sources and, despite such constructive work
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during recent years, our medical, health, education and other social services are still
not above what is really a low level. This is now becoming common knowledge. The
authoritative reports of the number of commissions of enquiry following various
disturbances in individual West Indian Colonies, the recent report of the Economic
Advisory Committee on Nutrition throughout the Colonial Empire,? and Lord
Hailey’s African Survey, as well as various unofficial publications, have drawn
attention to this state of affairs. During recent months in the Colonial Office we have
conducted a survey and drawn up plans which would have led me, if the country had
still been at peace, to propose to the Cabinet that the Colonial Development Fund
should be expanded from a maximum of £1,000,000 to one of £10,000,000 a year,
and also to propose that the terms of reference of the Committee administering the
Fund should be widened. Since our entry into the war I have reviewed the prospect,
and felt bound to modify my proposals. But the present position in the colonies is so
unsatisfactory that I do not think we would be justified, on the merits of the case,
even when expenditure in other directions is so urgent, in abandoning altogether
plans for the development of colonial services.

11. But whatever the strict merits of the case might be, I am convinced that from
the point of view of expediency some increase of expenditure is necessary. It is
necessary in the first place in order to satisfy reasonable opinion in this country. As I
have said, the inadequacy of our services in the colonies is now a matter of public
knowledge. Amongst our own fellow-countrymen it has begun to damage our
reputation as colonial administrators, and has produced much criticism from
quarters in this country which are respectable and which are entirely friendly to the
Government. There is a general feeling that the state of affairs is such that some
action, even if it is to be more modest than would have been the case if we had not
been at war, must be taken. This feeling will undoubtedly express itself again in a few
weeks time when the Report of the West Indian Royal Commission is published. That
Commission has completed its investigation in the West Indies, and already when
war broke out the first draft of its report had been prepared. It is not possible now to
ask the Commission to suspend its operations; nor will it be possible to refrain from
publishing its Report when completed.® To do so would cause the worst possible
impression throughout the West Indies. The Report will undoubtedly reveal a state of
affairs which in many ways is unsatisfactory, and will contain unanimous and urgent
representations in favour of a considerable expenditure of money from the British
Exchequer to improve conditions. I understand that the members of the Commission
are likely to propose that, in addition to certain other reforms, a special fund of
£1,000,000 a year should be created for the improvement of social services in those
Colonies. No doubt some of this expenditure can properly be postponed during the
war, but by no means all of it. I do not think it will be possible to resist pressure from
influential quarters in this country in favour of some increase of expenditure in the
West Indies and other parts of the Colonial Empire. Rather than resist this pressure
until we have reluctantly to give way to it, I think it would be wise to anticipate it and
make an early announcement that we intend to increase the funds for colonial
development and welfare.

12. From the point of view of the situation in the colonies themselves such a

! See 142. 2 See 158.
3 In fact publication of the report was postponed until after the war; see 145-146.
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policy would be even more prudent. Indeed, I think it is a matter of high political
importance that we should pursue it. It is important to our war effort. At the
outbreak of war a feeling of deep loyalty to the British Crown and people has swept
through the Colonial Empire, and it would take a great deal to destroy that genuine
loyalty amongst a large majority of colonial peoples. But in some territories there are
elements which are capable of making trouble, and not far below the surface in these
territories there are under-currents of criticism and discontent at the unsatisfactory
economic and social conditions prevailing, which might easily be exploited by
agitators. The war itself will have some unsettling effect on colonial minds. In parts
of the Colonial Empire the mere fact that white men are again fighting, with every
manifestation of brutality, among themselves tends to lessen the respect for their
rule and for the benefits it brings. That respect was to some extent shaken by our
alleged “betrayal” of Abyssinia. As the Governor of Barbados reports “the less
responsible elements feel that the white man’s war is the black man’s opportunity”.
Naturally the situation differs from territory to territory; in some colonies there is no
danger of trouble; but in the rather sophisticated colonies like the West Indies, and
in territories where there is mining or industrialisation such as some of the West
African territories and Northern Rhodesia, a quite serious storm can blow up swiftly.
Peoples who a few years ago were unconcious of their comparatively poor standard of
life have now become conscious of it as a result of such Reports as I have mentioned
above and of propaganda of various kinds. Trade Unions are springing up; political
discussion has been fomented; and we have had various recent instances of the case
with which these simple populations can be led into strikes and rioting. Often, of
course, the main immediate cause of these strikes has been the low rate of wages paid
for this or that occupation, and no remedy this particular matter can be found in the
sort of expenditure of money which I here propose. That grievance can only be met
by an improvement in the economy of the agricultural industries concerned, such as
may be possible in some cases, though not in others, under war conditions. But
another extremely important cause of disturbances is the existence of a large
unemployed poulation in some territories. This can be mitigated partly by the raising
of military units of labour corps for war purposes, but a considerable expenditure of
money on public works and land settlements schemes is also desirable. A third
important factor contributing towards trouble is the growing consciousness amongst
colonial peoples that the comparatively impecunious Colonial Governments have not
been able to give them the standard of social services which are proper. A recent
strike in Kenya was actually due to dissatisfaction over housing conditions for
Government workers. This state of affairs too can best be remedied by the
expenditure of more money on those services. In the colonies a comparatively small
sum of money would go quite a long way.

13. At the moment things are comparatively quiet in the colonies. But the lull is
temporary. I am inclined to think, for instance, that serious trouble in the West
Indies during the last fifteen months has been averted by the despatch and
peregrinations of the Royal Commission. Knowledge that their grievances were the
subject of authoritative enquiry and expectation that the result would be that these
grievances would be redressed have kept the people quiet. But it is only this
expectation of some early remedial action which has achieved a temporary tranquilli-
ty. The West Indians’ sense of grievance has been by no means modified, and a
similar sense of grievance exists in other colonies. As Secretary of State for the
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Colonies I would feel bound to advise the Cabinet that, if we fail to take action in the
near future, there is a strong probability of criticism reviving and increasing and
leading to unruly conduct by masses of people in the West Indian Colonies and
elsewhere, which our reputation could ill afford in peace time and still less in war.
We know what form such trouble takes. On some pretext or other there is a strike
accompanied by rioting and sometimes even by murder; as often as not our police
have to fire on the crowds; troops are even called out; and occasionally it is necessary
to summon a war-ship in aid to land marines. It would be particularly deplorable if
such incidents were to take place in British territories whilst we are waging war.

14. We can ill spare war-ships or military forces for this purpose. But apart from
the fact that such an untoward event might call naval or military forces from some
urgent war duty and that it would produce unrest which might become infectious in
other areas, such an event as our authorities having to take strong measures against,
and even fire upon, an unruly mob in one of our colonies would be exploited to the
utmost by enemy propagandists. They would proclaim that our whole colonial
administration was incompetent, that it was oppressive and that we had to shoot
down our subject peoples. Moreover, without any assistance from enemy propagan-
dists, the news would produce a grievous impression on neutral nations, and any
trouble of the kind in the West Indies in particular would have serious repercussions
on opinion in the neighbouring United States of America. Although our colonial
administration has achieved and is achieving great things, it is vulnerable, and our
reputation and moral strength in the war would suffer serious damage from a few
colonial disturbances.

15. It is indeed a matter of importance that the people of the whole Colonial
Empire should remain contended through the war. No one can guarantee that they
will in all cases do so. Owing to war conditions depressions and dislocations may
arise in this colonial industry or that, which make trouble inevitable. But I think that
in the present critical state of much colonial opinion trouble in some places is almost
a certainty if we do not proceed with a policy of reasonable development of schemes
for employment and social services. On the other hand, the adoption of such a policy
and its early announcement would do more than anything else to confirm colonial
peoples in their general attachment to us and to bind them more closely to us
throughout the troublesome period of war.

16. There is another consideration that I would mention. No one can foretell how
opinion may change or what solution to the world’s various problems may be put
forward when it comes to making peace again at the end of the war. But certainly the
colonial question will figure prominently in those future discussions, and will be
much canvassed in controversies which will no doubt be carried on during the war in
anticipation of the peace. It may well be that suggestions regarding the future status
of the British Colonies will be put foward which we shall want to resist. If our
government of the Colonies during the war has been marked by unrest amongst their
populations, or if it can be plausibly shown that it has been neglectful of their
interests, our case in resisting such demands may be fatally weakened. On the other
hand, if it has been a period of peaceful government, marked by the evident approval
of the governed, then our position will be a strong one.

17. One of our great sources of strength in waging the war is the moral claim that
we can make to be the defenders of respect for the interests of small peoples, against
German intolerance of them. Frequently our critics endeavour to establish that this
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attitude is mere hypocrisy on our part and that in truth we are a purely selfish
Imperialist power. Despite the strong leaning of most neutral countries towards us
this sort of propaganda has some effect with large bodies of their citizens. I can think
of few things that would have a more reassuring effect in the neutral world (and
particularly in the United States), or that would add more to our moral prestige, than
an announcment that despite the burdens that are put upon us by the necessity of
fighting the war, we are going as far as conditions permit to find some additional
money for promoting the welfare of the many millions of peoples in the Colonial
Empire for whom we are the trustees.

18. For all these reasons it seems to me that it would be wise to pursue a
judicious policy of colonial development. This means, first that existing levels of
expenditure on economic development and social services should be maintained
subject only to drastic economy where the use of foreign currency or the diversion of
our war effort is involved; and secondly the progressive expansion of such services.

19. If this principle is accepted it follows, I am afraid, as a corollary that the
United Kingdom Government must be prepared to give some assistance. A few
Colonial Governments, like those of Malaya, are now relatively rich and prosperous,
and are likely to remain so during the war but most of them are and are likely to
remain poor. Some already receive grants in aid from this country and, as the result
of several bad years for agricultural commodities and unavoidable increased
expenditure on defence and other services, others were already before the war finding
great difficulty in making both ends meet. Nigeria, for instance, had a large deficit
last year and had budgeted for another this year. Having no reserves of any substance
she had already introduced severe economies which were in themselves undesirable
and certainly cannot be carried any further.

20. Nor, so far as it is possible to see, will there be any widespread improvement
of the finances of Colonial Governments as a result of the war. In general their
finances depend upon the prices of their exports. It is unlikely that, as in the last war,
these prices will rise to unprecedented heights. If anything of this kind happened
again then certainly there would be less call for United Kingdom assistance. But this
time control of prices in this country and the state of world markets are more likely
to keep the prices obtained by the colonies low. And against any increase in price on
world markets there must be set the increased costs of freight and shipping and the
increased prices that the Colonies have to pay for imports.

21. So far as I can see, then, there are few colonies which are likely to “profit” out
of the war. On the other hand, almost every Colonial Government is faced with extra
expenditure arising directly from the war, and the war is likely to damage their
normal sources of revenue. Most Colonial Governments get the greater part of their
revenue from duties on imports, and imports will probably be severely restricted for a
variety of reasons. It will not be easy to find new means of obtaining revenue to make
up the deficiency on import duties.

22. Colonial Governments are thus faced with a budgetary problem which in its
small way is every bit as serious for them as is our own problem for us in this
country. I have urged upon them that they should meet it as far as possible in the
same spirit that it is being met here. I have requested them to review their systems of
taxation and to see that their taxpayers, with the Spartan example of the United
Kingdom taxpayers before them, increase their contributions to revenue as much as
possible. I am satisfied that the general level of taxation of the mass of the people is as
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high as is reasonably practicable. But there are in a few colonies private individuals
and companies who could well afford to pay higher rates of taxation than they do at
present, and in all colonies there are Government officials whom it is legitimate to
ask to bear their share of the common burden. For these I have suggested that there
should be increased directed taxation comparable to that being borne in this country.
I have suggested that in some cases it may also be possible to impose special taxes on
war profits. The telegrams which I have received from Colonial Governments in reply
to these suggestions have in general shown an excellent response. In many cases
drastic extra taxation is being imposed on the richer classes, generally by means of
income tax. There is no doubt that Colonial Governments are willing to do their bit
to the best of their ability. But when all is said and done there are strict limits to the
possibilities of extra taxation in the colonies, for there are relatively few reserves of
taxable capacity, and unless they can obtain assistance from the United Kingdom
they will have no alternative but to cut down their services.

23. It must then be accepted that if there is to be a direction to the colonies to
maintain generally their existing social services, and if, further, as I consider very
desirable, there is to be some expansion of services, the United Kingdom Govern-
ment must be prepared to help. Even on the basis of the maintenance of existing
services that help may have to be considerable. It is too early to be at all precise, but
it looks as if some of the larger African territories may be in serious financial
difficulties. Nigeria for instance—already as I have said in very low water—now
estimates that even by leaving all vacancies unfilled and by cutting down all special
services she will not be able to bring her revenue within £500,000 of her expenditure
next year. This deficit will leave her with no further resources to draw upon.
Tanganyika in the same way estimates her deficit at present at some £50,000 a
month, despite many economies in directions in which I consider economy
undesirable. For these two territories alone then—admittedly two of the largest—
something of the order of £1,000,000 a year may be required simply to maintain
existing services. As to expansion, the Governor of Nigeria after careful calculation
estimated a few months ago that an extra £750,000 was required to bring the social
services up to a reasonably adequate standard. The whole of that amount would not
be required in war time owing to difficulties of obtaining personnel from England as
well as other war considerations. Nevertheless again the figure is considerable—
considerable that is in relation to the amount of assistance that has been given to the
colonies in the past.

24. To provide for existing services to be maintained, what is required is an
understanding with the Treasury that they will if necessary be ready to come to the
assistant of Colonial Governments with grants in aid. To provide for judicious
expansion of existing services, my proposal is that a new Act of Parliament should be
passed to replace the existing Colonial Development Fund, which is confined to a
maximum of £1,000,000 a year, by a new Colonial Development and Welfare Fund
and a new Colonial Research Fund amounting to £5,000,000 a year and £500,000 a
year respectively. These figures would be maximum figures and I should not expect
them to be reached during the war. Out of these Funds would be provided whatever
assistance to the West Indies we decide to be necessary in the light of the Royal
Commission’s Report.

25. It may be said that the full £1,000,000 of the existing Colonial Development
Fund has never been spent and therefore that even allowing for the extra expenditure
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in the West Indies there can be no case for a sum so much larger than the present
figure. But this would, I think, be incorrect. Expenditure from the existing Fund has
been cramped by the terms of the Act. First, the Act was originally passed largely for
the purpose of helping unemployment in the United Kingdom. Secondly, the main
emphasis of the Fund has been on schemes which were strictly concerned with
material economic development in the colonies, so that colonies were deterred from
applying for assistance in the development of other kinds of social services. Thirdly,
it has been customary to give grants mainly towards capital expenditure and not for
recurrent expenditure except for the initial period until a capital scheme gets going.
Thus the main colonial need at the moment, that is for increased sums to be
available for recurrent expenditure on general social services and development, has
scarcely been catered for. In other respects too the Act has been cramping. I am quite
clear therefore that, quite apart from the provision of funds for the West Indies, if
other urgent colonial needs are to be met, a new Act is required giving considerably
wider powers to assist.

26. I would propose that the new Act should provide for a strong Advisory
Committee to examine schemes and keep a check upon unnecessary cost. Proper
arrangements would have to be made for co-operation with the Treasury. I would
also propose that, so far as war conditions permit, Colonial Governments should be
given assistance from this country in drawing up plans for help out of the Fund and
that the progress of works assisted by the Fund should be regularly inspected. This
assistance and inspection would be provided either by specially appointed experts or
by members of the Colonial Office staff. The details of supervision and control would
need to be carefully worked out.

27. The relationship between the new Fund and the existing grants in aid would
also require some definition. As I have explained, there is a prospect that some
increase in grants in aid may be required. The expenditure from the Colonial and
Middle Eastern Services Vote at present may be divided into two categories, normal
and exceptional. In the “normal” category would fall grants to Colonial Governments
to enable them to balance their budgets and contributions to a number of central
institutions. In the “exceptional” category would fall the Cyprus grant of £92,800
which is really a paper transaction, and grants such as those necessitated by political
and defence considerations, for instance the Palestine and Trans-Jordan grants in aid
(about £3,000,000 this year), the grant for the re-equipment of African local forces
(£825,000) and the Malta essential commodity reserve grant (£150,000). The
“normal” grants would at present amount to about £750,000 a year. I should be
ready to agree to an understanding between the Colonial Office and the Treasury that
during the war the sum expended on development and welfare under the new Act
shall together with the “normal” grants in aid not exceed £5,000,000 in all. To
ensure that the purposes of the new Act were not nullified, I should have to stipulate
that this understanding between the Colonial Office and the Treasury only held good
so long as the “normal” grants in aid were not more than £2,500,000.

28. For my part, I should also be ready to agree that the South African High
Commission Territories should be included in the new proposals; that is, that they
should be eligible for assistance from the new Fund and that the grants in aid paid to
them (at present £121,000) should be taken into account for the purposes of the
understanding referred to in the previous paragraph. As regards Newfoundland,
special considerations apply, and I understand that it will have to be excluded from
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these proposals altogether and dealt with quite separately. In any event, having
regard to the magnitude of the grant in aid to Newfoundland, I should not have felt
able to agree to its being included in the total for the purpose of the understanding
which I have suggested.

29. The fact that I am proposing a separate Research Fund with a maximum of
£500,000 may need a little explanation. The proposal for a separate Fund originated
with Lord Hailey, and is indeed the one actual recommendation in his African
Survey. A great deal of research work is urgently necessary in Africa and elsewhere,
and I agree with Lord Hailey that unless the fund for financing it is administered by a
specially appointed Committee, responsible only to the Secretary of State and the
Treasury, we shall not get the services of the best scientific advisers. Incidentally
Lord Hailey’s Survey was financed by the Carnegie Corporation, and a great deal of
interest has been aroused in the United States by his proposals regarding research.
This American opinion would be pleased by a decision to adopt the proposal, and
disappointed by its rejection. It is very doubtful whether much progress with
research work will be practicable during the war except possibly in the sociological
field.

30. I would repeat that I entirely agree that Government expenditure should be
kept at the minimum which is consistent with the achievement of our primary
object, victory over Germany in the war. It is largely because I think the measures
that I have proposed are essential as a means of preserving contentment and a robust
loyalty amongst all colonial peoples during the war that I put them forward now. The
price proposed is small compared with other considerable sums which we have had
to spend in securing the friendship of various foreign countries; and to neglect the
needs of our own dependent peoples whilst we are helping foreign friends so greatly
would be itself a subject for reproach in the colonies and outside them. Moreover, the
£5,000,000 and the £500,000 would be maximum figures. That would have to be
made clear in the initial announcement of the proposals. But there will be great
advantage in announcing these figures at the beginning even if they are not to be
reached at any early date; to declare them as an ultimate objective would be an
assurance to the colonial peoples that as soon as circumstances permitted we were
going to make this considerable effort further to improve their conditions; it would
hearten them, but at the same time they would fully appreciate that the need to
spend our resources on the primary requirements for waging the war would mean
that these maximum sums could only be approached as the exigencies of the war
allowed. In fact the figures of £5,000,000 and £500,000 certainly would not be
reached for some time to come and might never be reached at any time during the
war. It is one of the virtues of this kind of fund that expenditure out of it can at all
times be adjusted to to meet the various considerations involved.

31. If these proposals were to be agreed upon, I think that the best moment for
announcing them would be on the day of the publication of the West Indian Royal
Commission’s Report, which will be some time in November or December. We can
scarcely anticipate the publication of the Report. On the other hand, to let the Report
appear without any statement of our general attitude towards its findings and
recommendations would give time for criticism of our colonial administration to
gather momentum. In a period of uncertainty speculation in the West Indies as to
what we were going to do about the Commission’s recommendations would be
harmful there. If on the day of the publication of the Report we were to announce our
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intention to give this additional assistance not only to the West Indies but to the
Colonial Empire generally, criticism of conditions in the West Indies would be
reduced to a minimum, and would be over-shadowed by discussion of the Govern-
ment’s constructive proposals as a whole.

101 (C0859/19/18, no 12 Jan 1940
[Colonial development and welfare]: note by C G Eastwood of a discus-
sion between the CO and the Treasury.! Minutes by Sir C Parkinson,
Sir J Campbell, G L M Clauson, A J Dawe and Mr MacDonald

[This discussion followed the submission of a draft statement on colonial development
and welfare by the CO to the Treasury. The CO had already received written comments on
the draft (CO'859/19/18, no 9, Sir H Wilson® to Sir C Parkinson, 5 Jan 1940) A statement
of policy was submitted to Cabmet on 15 Feb 1940 and accepted in substance. The
statement was published together with the recommendations of the West India Royal
Commission on 20 Feb 1940.]

The discussion was rather discursive, but the following are the main points:—

(1) The idea of a separate Research Fund did not seem by any means impossible to
Mr. Hale. He said that if you were to have separate funds at all there was as good a
case for a separate Colonial Research Fund as for any other.
(2) As stated in the Treasury letter, the Treasury want the main emphasis to be on
economic development. They would not have any mention of the word “welfare” or
“social services”.® This was, I think, Sir Horace Wilson’s own point. Mr. Hale
seemed to be prepared to agree that certain social services were in themselves
economic development, i.e. they were necessary for the mise en valeur of the
Colonies.
(3) The Treasury dislike the idea of putting the Colonies on the dole. The aim of
British policy is presumably to assist the Colonies (or at any rate some of them)
towards the development of self-governing institutions. You cannot begin to have
self-government unless you have financial responsibility. While therefore the
Treasury did not by any means object to grants for specific objects they did rather
dislike proposals which only amounted to a grant in aid system to which there
might be no end. While we said that we saw their point, it seemed to us that as far
as Africa was concerned at any rate the necessity for pumping money in was so
great and the possibility of any considerable constitutional advance was so remote
that the danger did not seem a very real one. In any case the main constitutional
advance in Africa was towards greater self-government within each Colony. As
regards the West Indies Mr. Hale was inclined to object to the Royal Commission’s
recommendations of a Comptroller of a central fund, simply because it did not
provide the germ of constitutional government. He would therefore have liked to

1 The CO was represented by G H Creasy and C G Eastwood; the Treasury by E Hale.

2 Permanent secretary, Treasury.

3 Eastwood commented in the margin: ‘This was perhaps badly expressed. “Would prefer not to have”
comes nearer the mark perhaps. Parkinson added: ‘But this goes far beyond the previous attitude of the
Treasury & is quite unacceptable’.
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see the Comptroller (or he would have preferred to call him Federal Governor)
given the revenue from certain taxes, e.g. uniform income tax, and an Advisory
Council .*

(4) The above points were incidental to the main discussion, which was whether
or not there should be a fund for the new money.

Mr. Hale began by saying that as far as he knew there was no suggestion that the
existing Colonial Development Fund should be abolished. It was agreed that as you
could not provide money from two sources for the same objects, this implied that the
Colonial Development Fund must be expanded if it was desired to spend more than
£1 million a year on the objects covered by the present Act. The question really
therefore boiled down to whether the new objects not at present covered by the Act
were to go into a fund or not. We pressed strongly that they should, on the ground,
apart from anything else, that it was impossible to draw any logical dividing line
between the things that came within the Colonial Development Fund and those
which did not (in the same way as it is impossible to draw a clear dividing line
between economic development and social services).

I do not think that the Treasury were very clear in their own minds on the matter.
I think that Mr. Hale’s chief difficulty was on the accounting side. We explained that
what we had in mind was that it should be possible, if it were determined that
£100,000 a year ought to be spent on education in say Tanganyika and Tanganyika
could only afford £50,000, for H.M.G. to provide the other £50,000 a year for an
indefinite period of years. The only difference between grants such as this and the
present grants in aid was that the present grants in aid were given to a Colony to
enable it to balance its budget on a minimum standard of administration, where as
the new grants in aid would be given to a Colony to enable it to balance its budget on
an adequate standard.

Mr. Hale foresaw difficulties here. He asked whether it would not be possible to
devise some automatic yardstick by which assistance could be given. We said that we
thought this would be difficult. Any such yardstick would certainly have to vary from
Colony to Colony because the standard of what was “adequate” was quite different in
say the West Indies and Nigeria. Mr. Hale asked, could a grant in aid not be made in
proportion to the expenditure by the local Government? We argued that if there were
to be any such yardstick the grant should be rather in inverse proportion, i.e. the less
a Colony was able to afford itself the greater the assistance it should get.

Mr. Hale then tried to explain to us the technicalities of the accounting procedure
of which we were ignorant. In the normal way it is not possible to carry over the
balance of money voted in one financial year to another financial year. The
Comptroller and Auditor General has to satisfy himself that all money issued has
been spent. If it has not been spent by the 31st March the provision lapses. Grants in
aid (which are a term of art in the accounting world) are exempt from that rule. For
instance, the Treasury give a grant in aid to the British Council to enable it to
function, and they carry over any unspent balance from one year to the next.
Similarly they give a grant in aid to the Colonial Development Fund to enable it to
function and it carries over any balance from one year to the next, though naturally

4 Parkinson commented in the margin: ‘Personally I believe it does provide such a germ. But it wd. be
utterly foolish to try to rush that in any way for the W.I.’
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in the amount included in the estimates for the following year the balance carried
over is taken into account. It was not possible for the Treasury to increase a grant in
aid without Parliamentary authority. On the other hand, the description of the
purposes of the grant (known as “Part III” of the vote) could be vague and any figures
mentioned in that description were not binding. The Treasury could agree at any
time of the year to a virement between any such figures, provided that the total of the
grant in aid were not exceeded. We could thus take it for granted that on the score of
elasticity there would be no particular advantage in having a fund rather than a
“grant in aid of Colonial development” on the Colonial and Middle Eastern Services
Vote. In either case it would be possible for a scheme to be approved at any time of
the year and work on it to be begun at once provided always that the total of the grant
in aid were not exceeded.

There was of course also no reason why allocations from a grant in aid should not
if necessary be made with the advice of an Advisory Committee. We said that we
understood that the Secretary of State attached considerable importance to having
an Advisory Committee. Mr. Hale thought there was some danger that the Colonial
Office would be delegating its functions to such a Committee if it were given wide
powers to range over the whole field of Colonial expenditure. We said that we agreed
that there was this danger but that we felt that ways could be devised of avoiding it.>
We understood it to be the Secretary of State’s idea that there should be a larger
official representation on the new Advisory Committee than there was on the existing
Committee.

We made the point that the existence of a Fund would make the grant less
susceptible to cuts by Geddes Axes. Mr. Hale did not seem to think much of this
point.

On the other hand Mr. Hale quite admitted that the announcement of the setting
up of a fund sounded a bit bigger, though he thought it was possible to exaggerate
the importance of this, and he saw the force of our argument that Colonies preferred
to get assistance from a fund rather than directly from the Secretary of State or the
Treasury. He also saw the force of the argument that there was already a Colonial
Development Fund in existence and that there was no question of abolishing it.

The discussion ended by Mr. Hale saying that he was going to get out the papers
about the original setting up of the Colonial Development Fund ten years ago, and by
our saying that the Secretary of State would shortly be completing his draft
statement on the assumption that there would be a fund. Mr. Hale did not demur to
this. While, therefore, Mr. Hale did not commit himself in any way we both came
away with the feeling that the distance between our two points of view was
considerably narrowed.

Minutes on 101

... I am bound to say that I think the distance between the Treasury and the
Colonial Office is greater rather than less. The very fact that the Treasury now say

5 Dawe commented in the margin: ‘We have always seen this: but have also seen that safeguards can be
devised'.
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that they will not have any mention of the word “welfare” or “social services” shows
that the Treasury are drawing away from our view, and, what is more, drawing away
from their own previous attitude. We know, and accept, that economic development
should be put first, but it is quite new that the Treasury should now suggest that
welfare or social services are not to be mentioned at all. That is not the line which
Sir Horace Wilson took in his talk with the Secretary of State and myself. Nor is it a
view which we ought to accept. In effect, I am afraid the Treasury are wanting to
make as little of this as possible, whereas, both on general grounds and in connection
with the West India Royal Commission Report, we want to make the most of it. In
| particular, I hope that we shall fight to retain some such statement as we had
“A”always contemplated about the policy now being for Colonies to be provided with the
services they ought to have and not only those which they can themselves afford.
If we do not bring out a really satisfactory statement, the fault, as has happened
before, will lie with the Treasury, but it is the Colonial Office which will be blamed in
Parliament and the press, as has happened before, and will have to bear the odium.
The Secretary of State has already had a brief oral account of the interview with
Mr. Hale, but this note should be sent on urgently so that he can take it in his bag for
the weekend. For the moment, the “action” is as indicated at the end of the letter to
Mr. Hale, i.e. the Secretary of State will proceed with his draft White Paper on the
lines which he thinks suitable.
A.C.C.P.
12.1.40

I find this difficult to follow; and the discussion with the Treasury has confused,
rather than clarified, my ideas. I of course entirely agree with Sir C. Parkinson’s
comments above:— though I personally doubt the wisdom of insisting on a
statement somewhat as at “A” there. It seems to me too “coat-trailing”, far too
comprehensive to be acceptable, and to be dangerous because of its fundamental
indefiniteness—“the services they ought to have”, or any variant of that formula.
There is no standard “ought”, or any variant of it. . . .
J.C.
12.1.40

I agree that this is disappointing. The inclusion of “welfare” in the title is absolutely
fundamental, & I am rather afraid that consciously or unconsciously the Treasury
are coming round to the Fund idea, because they see in it an opportunity for keeping
the Fund on its present lines, i.e. as a purely developmental organ, & quietly

suppressing most of the welfare element.
G.L.M.C.
12.1.40

I agree that this is confusing and disappointing. I am surprised that at this advanced
stage Mr. Hale did not even know that any suggestion had been made that the
existing C.D.F. fund should be abolished. We do not seem to have been very
successful in implanting clearly into the Treasury mind what our proposals are.
Politically the whole point is that we should be able to make a big thing of the
“welfare” side. If it is just going to be “development” on the old lines it will look
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merely as if we are going to exploit the Colonies in order to get money to pay for the
war!

AJ.D.

12.1.40

My only comment is that if we are not now going to do something fairly good for the

Colonial Empire, and something which helps them to get proper social services, we

shall deserve to lose the colonies and it will only be a matter of time before we get
what we deserve.

M.M.

14.1.40

102 C0852/349/1, no 18 Apr 1940
[Wartime marketing of colonial exports,® price control and living
standards in West Africa]: memorandum by E Melville in reply to a
memorandum from the West African Students’ Union. Minutes by

J B Sidebotham,?J J Paskin, O G R Williams and A J Dawe

[The memo by the WASU in London was sent to MacDonald on 1 Mar 1940. In an
accompanying minute to his memo, Melville suggested that copies of his memo should be
sent to the WASU and the West African governors, requesting of the former public
support in West Africa for the government’s policy over commodity control, and urging
the latter to consider what could be done by way of government propaganda.]

The main argument of the memorandum from the West African Students’ Union,
which deals almost exclusively with cocoa and oil-seeds and nuts and vegetable oils,
is that prices currently being paid for these West African products are unduly low as
compared with the prices which could be realised under free market conditions. It is
argued that the policy of the United Kingdom Government is apparently to maintain
prices for West African products at approximately the level ruling before the war, and
that in consequence producers are being asked to make unreasonable sacrifices. It is
suggested that, while some form of control is no doubt necessary under war
conditions, “the present rather arbitrary control prices” should be abandoned for
prices to be agreed between the Ministry of Food and the producers. It is indicated
that these agreed prices should be based on the level of prices ruling for the various
West African products shortly before the outbreak of the Great War in 1914.

2. Before examining these views in detail it is important to state emphatically
that they appear to be founded on a fundamental misapprehension of the world
position of the commodities in question. The idea was undoubtedly widespread that
the outbreak of the war would lead to greatly increased demands for all raw materials
and that Colonial production would need to be increased. As explained below, the
facts are very different; the demand for these commodities is much less than before
the war and the efforts of His Majesty’s Government in connection with them have
had to be devoted largely to safeguarding the producers against the consequences of
a great excess of available production over effective demand.

1cf97. 2 Principal, CO.
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The truth of this will be made apparent by examining the Union’s representations
in respect of (A) cocoa and (B) oilseeds separately. :

(A) Cocoa

3. Enclosed with this memorandum is a statistical note on the world production
and utilisation of cocoa which was prepared in September last when the cocoa
purchase scheme was under consideration. The conclusion reached in this note, after
a careful study of the statistical position of cocoa, was that the immediate outlook
was far from reassuring to producers. With the removal of the Greater German
market, which accounted in 1938 for 15% of total world utilisation of cocoa, the
limitations for blockade reasons of sales of West African cocoa to European neutrals,
and the difficulty of obtaining shipping space to the United Kingdom for a relatively
less essential commodity like cocoa, the stocks of which were very large, it was
apparent that, if free marketing conditions remained, the price paid to producers
would suffer a severe slump and that a considerable proportion of the crop would be
left unbought on the Coast.

4, Since that memorandum was prepared, events have proved that the quantities
of the current West African cocoa crop which can be shipped overseas are likely to be
considerably less than was originally estimated. In the first place, the political
relationship of Russia with Germany has made it impossible for His Majesty’s
Government to allow sales of West African cocoa to that country; while sales to
certain European neutral countries have had to be strictly limited. In the second
place the quantity of cocoa which it will be possible to ship to the United Kingdom
market is considerably below normal, chiefly because of lack of shipping space but
also because of the rationing of sugar to manufacturers. This reduction will, in the
course of a full crop year, more than offset the anticipated increase in French
consumption for military purposes. It is true that the current Gold Coast crop is a
short one—the revised estimate of the main crop is only 235,000 tons. Even then,
however, there is a certain prospect of a very large surplus of cocoa being left on the
Coast after the end of the current marketing season. This cocoa will have been
bought from producers at the control price and they will not suffer in any way from
the dislocation of marketing overseas. The entire loss on such quantities as cannot be
sold and shipped will fall upon the United Kingdom Government. A copy of an extract
from the official report of the House of Commons of the 22nd February, in which Mr.
MacDonald explained at some length the raison d’etre for the cocoa purchasing
scheme and the extent of the responsibility undertaken by His Majesty’s Govern-
ment, is annexed.®

5. It is therefore amply evident from the above statement of the position that the
decision to control the price of cocoa in West Africa was taken entirely in the
interests of producers in the Gold Coast and Nigeria. It is no exaggeration to say that,
had the control scheme not been put into operation early in the present crop year,
the marketing of cocoa in West Africa would have been reduced to a state of chaos
and the prices received by producers for that part of their crop which they were able
to sell would have been very low indeed. It should be recalled that during the Great
War of 1914/18 the price of cocoa in West Africa fell at one period to as low as 2/6d.
per load.

3 Not printed.
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6. It is in the light of the above appreciation of the position that the decision of
His Majesty’s Government to purchase the whole crop at a price fixed in advance for
the season must be viewed. As is stated in the Union’s memorandum, the price fixed
corresponds closely to the price ruling for cocoa immediately before the outbreak of
war. This price was, however, a nominal one, as the main marketing season does not
begin until September/October; and the control price is in fact roughly £2 per ton
above the average price during the main crop season of 1938/39. Further, in
comparing the price to producers with that obtained in the previous season, it must
be remembered that, as a result of the war, the marketing costs of cocoa have risen
considerably, particularly as regards freight and insurance. Under free marketing
conditions, producers would have been called upon to pay these increases, but under
the cocoa purchase scheme they are being borne by His Majesty’s Government. The
price of 9/-d. per load for Gold Coast Grades I and II ex-scale port of shipment, from
which the Gold Coast Government decided to deduct 6d. toward revenue, was
decided upon only after the most careful consideration, in consultation with the
West African Governments, and must be regarded as remunerative to efficient
producers.

7. There are, therefore, no possible grounds for doubting that His Majesty’s
Government have, in the steps which they have taken to protect cocoa producers in
West Africa, acted in a most timely and generous manner. In order to demonstrate
beyond question that the scheme was not devised to make a profit for the United
Kingdom Government, a definite undertaking was given that, in the event of any net
profit being made on the disposal in world markets of the whole crop, that profit
would be shared pro rata between the Governments of the Gold Coast and Nigeria,
who would in turn use any money thus received for the general benefit of the African
communities. In fact, however, far from realising a profit on the whole crop, His
Majesty’s Government are certain to have to bear from Imperial funds a very
considerable loss. The recommendation in the memorandum that producers should
receive higher prices for their cocoa, besides being unjustified on grounds of
production costs, is tantamount to a proposal that His Majesty’s Government’s loss
should be increased. It is felt that this proposal will not be seriously maintained when
the full circumstances of the cocoa industry under war conditions is understood.

(B) Oil-seeds

8. The position of West African oil-seeds is different in one important respect
from that of cocoa. Whereas there are very substantial stocks of cocoa in the United
Kingdom, the stocks of the various oil seeds produced in West Africa are not so
considerable. In any case, it is regarded as more essential that regular supplies of
oil-seeds should be made available because of their importance as a raw material both
for foodstuffs and for the manufacture of munitions. There is, however, an
underlying similarity in the world statistical position of cocoa and oil-seeds; and the
effect of the removal of Greater Germany from the market is no less important for
oil-seeds than for cocoa. A table showing world exports and imports of oils and fats in
the twelve months ended June 1939 is annexed. It will be seen that for the year in
question the total net imports of oils and fats into Germany was something over 1V
million metric tons. An additional fact which has to be borne in mind is that during
the period immediately preceding the war many European countries were importing
oils and fats in excess of current consumption in order to build up stocks for
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emergency purposes. Apart from Germany, it has been estimated that such
purchases for stock in the period up to the outbreak of war amounted to something
over ¥4 million metric tons. Further, the tendency had been immediately before the
war for the internal production of lard in the United States to increase. On the
assumption, therefore, that purchases for emergency stock were not maintained, the
outlook for world producers of oils and fats before the outbreak of war was far from
promising; and it was widely forecast that a period of even lower prices than had
ruled in 1938/39 was in sight.

9. The immediate effect of the outbreak of war was the removal of the entire
German demand and the imposition of limitations, for blockade reasons, on
shipments of Empire oil-seeds to European neutrals. The greater consumption of
margarine owing to the rationing of butter in the United Kingdom and the reduction
of imports of non-sterling oils and fats has resulted in some increase in the total
United Kingdom requirements of Empire oil-seeds. This increase cannot, however,
be expected to offset the combined decrease in the demands from other parts of the
world, and the British Empire must continue to be a considerable net exporter of oils
and fats. Even, therefore, if an effort is made to maintain prices for oil-seeds
produced and consumed within the Empire, there must remain a surplus of Empire
production which can only be marketed in competition with supplies from non-
Empire producing countries.

10. It will be appreciated from this review that the statements made . . . [in] the
Union’s memorandum are not in accordance with the facts, and that, were the
marketing of Empire Oil-seeds to be left uncontrolled, there would ensue a period of
severe depression in the price received by West African and other Empire producers.
Fortunately for West African producers, they are particularly favourably placed for
shipment of oil-seeds to the United Kingdom and France. For that reason it has been
possible, up to the present, for the Allies to purchase the total quantities of the
various oil-seeds offered in West Africa. To this extent West African producers have
benefited at the expense of Empire producers elsewhere many of whom are equally
dependent for their livelihood upon the marketing of their crops. It will be appreci-
ated, however, that no guarantee can be given that this policy can be maintained.
In 1938, of total exports of West African palm kernels of roughly 380,000 tons,
nearly 120,000 tons were consigned direct to Germany and further considerable
quantities reached Germany through Holland, whose imports from West Africa were
nearly 100,000 tons. To find a market in the United Kingdom for the total West
African palm kernel crop would therefore involve not only a reduction in imports of
similar oil-seeds from other sources, but also a considerable increase in total
consumption of vegetable oils which is unlikely, even under war conditions, to take
place.

11. There is no scheme in operation for West African oil-seeds similar to the
cocoa purchasing scheme; that is to say, His Majesty’s Government have given no
guarantee that they will purchase the total output of the various oil seeds at a price to
producers fixed in advance for a season or other appropriate period. The policy which
has so far been followed by the Ministry of Food has been to purchase its
requirements of the various West African oil-seeds at C. and F. prices determined
from time to time by the prices at which competitive oil-seeds have been available
from Empire sources. In point of fact, however, not only has the Ministry refrained
from taking advantage of the excess supply position described above to reduce the
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prices paid for West African oil seeds, but it has actually increased its C. and F. prices
to cover all increases in marketing costs, thus allowing the prices paid to the
producer to be maintained. It is stated in the Union’s memorandum that these prices
bear a close relation to the prices ruling immediately before the outbreak of war. This
is not entirely correct. The current Kano price for groundnuts, for example, is nearly
65% above the average price of the 1938/39 season, and is exactly equivalent to the
average seasonal prices received in Kano over the past nine seasons, leaving out of
account the imposition in December last of a new export duty of 5/ a ton. The
following table sets out the position in detail for palm kernels and palm oil as well as
groundnuts.

Average naked ex-scale prices of
European established shippers

Year* Groundnuts Palm Kernels Palm Oil
(Kano) (Port Harcourt) (Port Harcourt)
£ per ton
1931 5 7 10
1932 7.9 6.8 8.8
1933 5 5.1 6.5
1934 2.7 3.8 4.3
1935 6.4 6.2 10.5
1936 7.7 8.8 12.4
1937 8 9.8 13.3
1938 4.3 5.5 6.1
1939 3.4 5 5.1
Average of 9 years 5.6 6.4 8.6
Current price 5.6%* 5.6 6.8

* For groundnuts, season ending with year shown.
** After deducting new export duty of 5/— per ton.

12. The increase in the current price for palm kernels over the average price for
1939 is small compared with the increase in groundnut prices for the simple reason
that, whereas a market can be found in the United Kingdom for all supplies of West
African groundnuts, which are bought in preference to Indian groundnuts because of
the shorter sea voyage, considerable difficulties are being experienced in taking the
total available quantities of palm kernels. The position of palm oil is no more
satisfactory than that of palm kernels.

13. In regard to groundnuts, the argument that the price currently being paid by
the Ministry of Food is unfair to producers cannot be maintained in the light of the
above facts. The prices for palm kernels and palm oil are, it is true, low in
comparison with the top prices obtained during the past 9 years. Having regard,
however, to the general world statistical position of oil-seeds and in particular to the
complete removal of the German market the West African producers can hardly
claim that they ought to be getting higher prices for these products. It is argued in
the memorandum that, for the sake of maintaining food prices in the United
Kingdom at the level which they had reached before the war, West African oil-seeds
producers are being asked to accept unreasonably low returns. It is admittedly part of
the policy of His Majesty’s Government to prevent excessive rises in the cost of living
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in the United Kingdom; but it is quite clear from the above review that, far from
being asked to make an excessive sacrifice, West Indian oil-seeds producers have
been given a substantial degree of protection against the unrestricted play of
economic forces which, in the circumstances of the war, would almost certainly have
driven prices down to levels much lower than those of the worst slump years,
1933/34. As in the case of cocoa, the policy of His Majesty’s Government has been to
pay more for West African oil-seeds then they would have had to pay under free
market conditions. This policy has been adopted in the interests of the peoples of the
Colonial territories concerned. To producers who had expected, from a lack of
understanding of the real situation, that the prices of West African primary products
would rise to very high levels as a result of the war, the prices currently being paid
may be disappointing. But in all the circumstances it is considered that these prices
represent a reasonable return to producers for the labour involved in preparing their
crops for the market. Further, while the rise in cost of imported goods has reduced
the purchasing power of the cash income received by all primary producers, it has
been repeatedly emphasized in statements by Ministers that a large reduction in the
volume of consumption must be effected for the successful prosecution of the war.
This reduction in consumption, which has been brought about in the United
Kingdom by increasingly heavy taxation, is part of the sacrifice which is demanded of
all citizens of the Empire in their common effort to defeat the enemy. In one respect
the African producer is in a much happier position than, for example, the people of
the United Kingdom. He is able to grow on his farm foodstuffs for the use of himself
and his family, and it is a policy of Colonial Government to encourage the production
of such foodstuffs during the war to the maximum possible extent. It is considered,
therefore, that the insistence of the Unions memorandum on the disastrous effect on
the African’s standard of living of the present level of prices for export products is
much exaggerated.

14. As regards the reference to social services, it is unfortunately true that the
war must reduce the ability of Colonial Governments to maintain, out of their own
revenues, expenditure on social services on a peace time scale. The Union will be
aware, however, of the Statement of Policy on Colonial Development and Welfare
which was made by His Majesty’s Government in February last, and published as a
White Paper (Cmd. 6175). It is intended that a part of the additional funds which are
to be made available from the United Kingdom Exchequer for the development of the
Colonial Empire shall include expenditure on certain social services. It is therefore
apparent, in this sphere too, that His Majesty’s Government have not failed, even in
time of war, to recognise their responsibilities to the peoples of the Colonial Empire.

(C) Conclusions

15. The arguments put forward in the Union’s memorandum to sustain the case
for an increase in the prices of West African products are based on the false
assumption that under free competition, these prices would rise to levels consider-
ably above the present controlled levels. From a statistical review of the world
position of cocoa and oil-seeds, it is quite apparent that the reverse is true. Were it
not for the support given to the market by the United Kingdom Government, the
prices of these products in West Africa would be considerably lower than the prices
currently being paid, and local marketing, particularly in the case of cocoa, would be
reduced to a state of chaos with the most serious consequences to producers and the



[102] ECONOMIC POLICY 117

African community at large. The fundamental reason for this is that, as the result of
the war, the important market in Greater Germany, and to a lesser extent the
markets in continguous neutral countries, are no longer available to West African
producers. His Majesty’s Government recognise, with gratitude, the spontaneous and
whole-hearted support given in West Africa and throughout the Colonial Empire to
the common war effort. The most important practical form which this support can
take in West Africa is the denying to the enemy of supplies of products hitherto
exported to enemy territory. In return for this important contribution, His Majesty’s
Government have taken steps to ensure, so far as is possible in the changed
circumstances, a reasonable return to West African producers by fixing prices and
controlling the trade in cocoa and oil-seeds. In addition, Colonial Governments, with
assistance from Imperial funds, are planning to maintain programmes of develop-
ment, including the extension of social services, for the direct benefit of Colonial
peoples. It is felt that, when the position is properly understood, the Union will
realise that the loyalty which they express in their memorandum on behalf of West
African producers has not been exploited by His Majesty’s Government, and will no
longer seriously put forward the claim for an increase in produce prices to the levels
ruling before the Great War of 1914/1918.

Annex to 102: statistical note on the world production and utilisation of cocoa at
30 September 1939

1. Cocoa statistics are very imperfect and all published figures, particularly of
consumption and stocks must be viewed with reserve. The figures used in the
following paragraphs are, therefore, subject to a margin of error; but the general
position is so clear that small errors in the figures cannot alter the main conclusions.

2. Production.

The world cocoa crop (as judged by exports from producing countries) in the season
just ending (for most countries the production season is taken as 1st October to 30th
September) and in the two preceding seasons is shown in Table 1. The current
season’s crop establishes a new record, despite the low prices which have prevailed.

TABLE 1
World exports of cocoa beans

(In thousand tons) 1936-37 1937-38 1938-39
Gold Coast 300 232 297
Nigeria 102 95 111
Brazil 108 132 141
French Colonies in

West Africa (a) 88 83 89

Other countries (b) 105 116 129
Total 703 658 767

(a) Ivory Coast, Cameroons and Togoland under French Mandate.
(b) Details are shown in Appendix I.
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3. Utilisation

The details of world utilisation of cocoa given in Appendix II are for the most part
net import figures for the calendar years 1936-1938. Since normal stocks are
considerable, it is apparent that import figures can afford only a rough guide to true
consumption. In particular, part of the apparent drop in United States consumption
in 1937/38 was partly due to manufacturers drawing on invisible stocks because of
the hold-up of West African supplies. The main figures are as follows (in thousand
tons):—

TABLE 2
World utilisation of cocoa beans

January — June

1936 1937 1938 1939 1939
United States 289 229 206 111 140
United Kingdom 102 94 96 47 53
Germany 78 76 96(a) 41(a) 51(a)
Netherlands 65 55 75 49(b) 52(b)
France (b) 47 41 42 20 24
Canada (b) 16 11 11 5 6
Total 6 Countries 597 506 525 273 327
Other Countries 118 115 114
Grand Total 715 621 639

(a) Greater Germany (i.e. including Austria and Czechoslovakia).
(b) Net imports for consumption.

Taking the three years together, Germany alone accounted for about 12%2% of the
total utilisation while Greater Germany in 1938 accounted for 15% of the total.

4. Stocks.

Figures of stocks are very incomplete, particularly for the United States of America
which is by far the most important consumer. Those available are shown below, at
the end of July for the past three years:—

TABLE 3
World visible stocks of cocoa beans’
1937 1938 1939
tons tons tons
Estimated Coast Stocks:

Gold Coast 35,000 51,000 37,500
Nigeria 15,000 7,500 12,500
Ivory Coast 3,000 7,000 7,500
Cameroons 5,000 1,500 500
58,000 67,000 58,000

West African Cocoa in
transit (afloat, etc.) 25,000 85,000 47,000
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TABLE 3 continued

Visible Stocks in
consuming countries:
United States of America 81,000 42,000 86,000
United Kingdom 64,000 62,000 111,000
Germany 32,000 34,000 30,000
Netherlands 17,000 10,000 15,000
France 23,000 14,000 15,000
217,000 162,000 257,000
Total Visible Stocks 300,000 314,000 362,000

T On these figures, visible stocks showed a net increase between July 1938 and July 1939
of 48,000 tons.

To obtain an estimate of total world stocks it would be necessary to add stocks in
other consuming countries, (probably small), invisible stocks, and other stocks
afloat. The “Gordian”, a German fortnightly publication devoted chiefly to cocoa,
which does attempt to take into account invisible stocks in consuming and
producing countries as well as stocks afloat, showed an increase of 39,000 metric
tons in stocks at the end of May 1939 as compared with a year earlier. If any account
is taken of the “Gordian” estimates, it should be noted that as between the end of May
1937 and May 1939 they show an increase of 99,000 metric tons for total world
stocks.

5. Prospects

Visible stocks are up compared with a year ago by something like 50,000 tons or
7% of world production, at a time when the market in Greater Germany, which may
account for up to 15% of total utilisation, is to be cut off and other neutral countries
carefully rationed. The world market, assuming a complete blockade, consumption
elsewhere unchanged and visible stocks declining to the 1938 level, could be satisfied
with a production of under 500,000 tons, or about 65% of last year’s (admittedly
record) crop.

There is no reason to expect that production will in fact fall so considerably during
1939/40. The British West African crop is estimated (very tentatively) at 375,000
tons; French West Africa, which has been expanding steadily, may produce 80,000
tons or more; the June estimate for the Brazil (Bahia) crop was 120,000 tons. Thus
the West African and Brazilian crop combined will, on the assumptions made above,
be sufficient to fill world demand for cocoa beans.

It is impossible to give even an approximate estimate of the probable trend of
world utilization of cocoa during the next twelve months. Utilization in the United
States, which in 1938-39 accounted for 40 per cent. of total world utilization, varies
very considerably. There is some indication that a rise may be expected during
193940, at any rate above last year’s figure. Even assuming this, and a moderate
expansion in United Kingdom demand, the statistical position is far from re-assuring
to producers.

It is true that the immediate effect of the outbreak of war has been to raise the
London market price in sympathy with the New York price from about 21s. to 30s. or
over; but this can be explained rather in terms of speculation and panic purchasing
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for stock by United States manufacturers in anticipation of a war boom than as a sign
that the real market trend is upward. In the long period, unless contact between
producing countries and the United States is seriously interrupted, it seems unlikely
that this high price can be maintained. In any case, in the absence of control, the
price paid to producers, who in West Africa are almost completely without any kind
of organisation, may be low in relation to the United States market price because of
the bottle-neck created by scarcity of shipping and general dislocation of markets.

APPENDIX I
World Cocoa Production
(Thousand Tons)

Principal Producing
Countries 1936-37 1937-38 1938-39
Gold Coast 300 252 297
Nigeria (a) , 102 95 111 +
Trinidad (b) 13 12 19
Ceylon (b) 3 4 4
Grenada (b) 4 3 4
Other British (b) 4 5 6
Brazil (c) 108 132 141 ¢
Ivory Coast (d) 51 49 51 +
Cameroons (French

mandate) (d) 27 26 31+
Equador 17 20 16
St. Domingo (b) 18 19 28
Venezuela (b) 16 16 14 +
Togoland (French) (b) 10 8 7
Other foreign (e) 40 37 38
Total 703 658 767

(@) Including Cameroons under British mandate: exports in crop years October to September.
(b) Domestic exports in calendar years, the first of the two years indicated.

(c) State of Bahia only, other states producing about 4,000 tons a year. Crop year May to April.
(d) Exports in crop years October to September.

(e) Calendar year exports based on International Institute of Agriculture.

+ Partially estimated figures.

o Reported by Wessels Kulenkampff as final estimate.
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APPENDIX II

Apparent utilization of raw cocoa in the main countries

(Thousand Tons)

Principal Countries 1936 1937 1938
United Kingdom 102 94 95
Canada 16 11 11
Australia 7 6 6
South Africa 1 1 2
United States 289 (a) 229 206 (b)
Germany 78 76 78 (c)
Netherlands 65 55 75
France 47 41 42
Czecho-Slovakia 12 10 10
Belgium 10 10 11
Italy 8 8 9
Switzerland 8 6 9
Russia 7 11 13
Sweden 5 6 i
Norway 4 3 4
Denmark 4 4 5
Hungary 4 3 4
Poland T 7 8
Austria 6 5 8
Argentine 5 5 6
All other countries (d) 30 30 30
Total 715 621 639

(@) A record figure which may have been artificially enhanced by changes in invisible stocks.
(b) Low figure accounted for by particularly heavy withdrawals from stock.

(c) Estimate based on net imports.

(d) Round figure estimate.

Minutes on 102

I am in general agreement with the action which Mr. Melville proposes. I find it,
however, a matter for some surprise that it is only now, after nine months of control,
that we apparently urge the need for some propaganda on the West Coast on a matter
on which I should have thought local propaganda was of vital importance at a much
earlier stage, more particularly in view of the local antipathies towards the
machinery which it has been necessary to use and which, apart from other reasons,
would be certain to make control unpalatable. . . .

J.B.S.

7.5.40

There has been some criticism of the price control of and marketing arrangements
for cocoa and oilseeds in West Africa. The West African Students’ Union sent in a
memorandum and the Department produced a detailed account of policy and
conditions of production and marketing. This was sent to the Union and the covering
letter expressed the hope that the Union would assist H.M.G. in obtaining in West
Africa wider appreciation of the true facts of the situation. A further memorandum
has been received from the Gold Coast Students’ Association and it is proposed to
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send them a copy of the memorandum sent to the West African Students’ Union. It is
also proposed to inform the Governors of the various Colonies fully of what has been
done in this matter, and, with reference to the covering letter to the West African
Students’ Union, to ask them to consider what can be done in the way of Government
propaganda. It has also been proposed to send semi-official letters to the Governors
mentioning that Lord Trenchard had suggested that the United Africa Company
could help in this propaganda question, but Mr. Dawe advises against that.*
J.J.P.
13.5.40

Mr. Melville’s memorandum is admirably lucid & shd. be convincing to critics who
have genuinely misconstrued the position. It will not help much, I fear, to change
the hearts of those who are disaffected & I think that W.A.S.U. probably stands for
this undesirable element to some extent. Perhaps we might wait & see how they react
to the suggestion in the dft letter before inviting them to send a delegation to the
C.0.

I agree with Mr. Melville that it wd. be a good thing to supply W.A. govts. with
material for explaining the position as soon as possible & with as wide publicity as
possible.

It may be remembered that some months ago I suggested the desirability of taking
some such steps. . ..

The difficulty however about such propaganda is that it appears to be much easier
to make out a convincing case for the actions of H.M.G. vis @ vis the W.A. producers
than vis a vis the local middle men, brokers & small shippers. It is in this class that
one may expect dissatisfaction (arising from the quota system) [to] be concentrated,
a class which broadly speaking is much more sophisticated than the producers. It
will be for the W.A. govts. to consider how far it is possible to prevent this middle
men class from infecting with its own discontent the much larger & more important
class of producers.

0.G.R.W.
15.5.40

Mr. Melville’s drafts are as usual first-class: but it would be against the nature of

things to expect that even his sweet reasonableness will convince our critics. The

atmosphere of suspicion is too widespread and intense: and there is ground for a

good deal of that suspicion. But we must not be deterred from taking the offensive
and trying to put over our case in the most effective manner possible.

A.J.D.

17.5.40

4 Dawe had minuted (9 May): ‘I am afraid that in view of their [WASU] suspicions of the U.A.C. they may
read it as meaning that Lord Trenchard has been working the oracle here and has initiated this move
towards propaganda: and that the idea is that the Government and the U.A.C. should get together to put
something across the natives. I believe that from the point of view of “psychology” it would be best not to
send this letter’ (CO 852/349/1).
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103 €0 859/41/3, no 6 5 June 1940
[Wartime colonial development and welfare expenditure, and the
colonial war effort]: circular telegram no 82 from Lord Lloyd to
colonial governments

[Proposals for a new Colonial and Development and Welfare Bill were published in
February 1940; this telegram was issued whilst the bill was passing through its final
stages in parliament.]

1. The deepening gravity of the situation with which the whole Empire is faced
today calls for the greatest possible effort from all its peoples. The response made so
far by the Colonial Empire to the war leaves no doubt in the mind of His Majesty’s
Government that co-operation and help from every part of it will be readily
forthcoming in the common task which still lies ahead. The anxiety of those overseas
at present is, in fact, to know how they can most effectively make their contribution.

2. Twill try to show in this telegram the general direction in which the Colonial
effort can now best be applied. In doing so I realise that general remarks made in a
brief space cannot apply with equal force to individual territories.

3. My predecessor, in a communication to Colonial Governments dated the 15th
September, 1939, suggested the general line of policy to be pursued in the conditions
then obtaining. He expressed the hope that subject to certain over-riding considera-
tions the existing activities of the various Governments would be continued: and he
emphasized his anxiety to see social services and development activities disturbed as
little as possible and to avoid retrenchment of personnel.

4. The development of the German Blitzkrieg has now transformed the perspec-
tive in which these matters must be regarded. The former policy must be reviewed in
the light of the new situation. We must now envisage a supreme effort in the next few
months: and we must therefore concentrate more exclusively than hitherto on
whatever will contribute to our effective war strength in the immediate future.

5. In the economic sphere the general aim of policy should be to bring to the
maximum the positive contribution of the Colonies to the immediate war effort in
the way of supplies: and to reduce to the minimum their demands on the resources
in men, material and money which are or might be made available to this country,
either at home or overseas. In particular:—

(a) Colonies which produce raw materials of importance to the war effort,
including of course those sold for “hard” currencies, should aim at the mainte-
nance of production at whatever level may be indicated from time to time as being
that necessitated by Allied requirements. It will be appreciated that owing to
everchanging circumstances the optimum level of production of individual
commodities for war purposes may alter rapidly.

(b) Most Colonies can give substantial assistance by refraining from making
demands for non-essential imports of every kind from sterling or non-sterling
sources: but especially of imports involving the use of iron and steel unless they
are required for the production in the immediate future of materials of essential
war-time value to this country.

(c) The maximum development of production of foodstuffs to meet local demands
for consumption should continue to be vigorously pursued.
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(d) It may no longer be possible for markets or shipping to be provided to the
same extent as formerly for Colonial commodities which are not of the first degree
of importance to the United Kingdom.

6. Colonies can help from the military as well as the economic standpoint by
reducing as far as possible any diversion direct or indirect of manpower from the war
effort in this country. As far as Government personnel is concerned, this end has in
many Colonies been served by the release of civilian officers for local military duties
which would otherwise have to be performed by officers sent from this country. The
resulting dificiencies [sic] of staff can in some degree be counteracted, as in this
country, by curtailment of leave and longer hours of work. I hope to send you at an
early date a further telegram regarding personnel and manpower.

7. These changes in the direction of our efforts must inevitably affect the
proposals for Colonial development and welfare contained in the Statement of Policy
issued by His Majesty’s Government last February (Cmd.6175). The Colonial
Development Bill had already received its second reading in the House of Commons.
But it is clear that in present circumstances it will not be possible to make any
substantial progress under the new policy. It must be assumed that assistance would
for the present be given only for urgent purposes and for schemes which can be
carried out from local resources of personnel and materials. Many Colonial
Governments will not at present be in a position to prepare development program-
mes: though I am anxious that where this can be done without detriment to the war
effort the preparation of plans for the future should be continued.

8. It is inevitable that the new conditions must entail not only postponement of
progress but some curtailment of existing social and other services. But I should
greatly deplore it if the war were made the occasion for closing down services which
can consistently with the above principles be kept in being. Every effort should,
therefore, be made to maintain them, provided that they do not detract from the
maximum war effort.

9. In Colonies where the only reason for curtailing these services would be
difficulty in providing the money I trust that the possibility of imposing or increasing
direct taxation, as in this country, upon those best able to bear it will be examined. In
many Colonies the response to the need for new war taxation has been most
public-spirited: and I have no doubt that the same spirit will be shown in assuming
the further burdens which the present grave situation may entail.

10. Governors may publish this circular telegram at their discretion.

104 €0 859/81/10 28 Feb—13 Mar 1941
[Wartime colonial development and welfare expenditure]: minutes by
C G Eastwood and Lord Moyne

Secretary of State
You should, I think, know what is the general policy at the moment in regard to
Colonial development and welfare.

When the war began Mr. Malcolm MacDonald was anxious that we should proceed
as far as possible with our peace-time plans. Accordingly, the telegram flagged “A™*

! Only flag “C” is reproduced in this volume.
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was sent to all Colonies and it was decided to proceed with the Colonial Development
and Welfare Bill though the amount we were asking for was reduced from
£10,000,000 a year to £5,000,000 + £500,000 for research.

The beginning of the blitzkrieg, however, and the entry of Italy into the war made
a new policy inevitable. A telegram was sent to all the African Governors on the 15th
May (flagged “B”) about the release of civil personnel for military service and on the
5th June a circular telegram, No. 82 (flagged “C”)? was sent to all Colonies giving a
new general directive. You should read this telegram with some care as it remains
the governing document. This telegram envisaged “a supreme effort in the next few
months” and made it clear “that in present circumstances it will not be possible to
make any substantial progress under the new Policy”.

Meanwhile the Colonial Development and Welfare Bill was passing through its
final stages but it was made clear in the later debates that not much could be done,
with the possible exception of the West Indies, until after the war. See, for instance,
flagged passage of Lord Lloyd’s speech at the House of Lords on 2nd July (flagged
“D").

Copies of the Act, as passed, were sent to Colonial Governments in a circular
despatch of the 10th September (flagged “E”). This, too, you should read with care.
Again you will see that it is a very negative document.

A somewhat more positive policy is being pursued in the West Indies and the
circular of the 10th September was supplemented to them by another despatch of the
30th November (flagged “F”).

Lord Lloyd, in the last months that he was here, had begun to regret very much
that he had ever agreed to the circular telegram of the 5th June (flagged “C”) or to
the circular despatch of the 10th September (flagged “E”) — in point of fact he never
saw the draft of this despatch. It was his view that we had neglected the Colonial
Empire greatly in the past and that instead of the £5,000,000 a year being regarded
as an almost impossibly generous maximum which we should find difficulty in
attaining, it was really exceedingly niggardly on the standards of what should be
expected of the greatest imperial power of all time. He felt very strongly that the
Treasury sense of proportion in these things, though rather better than it had been
some years ago, was still quite false and that to be cheese-paring of expenditure on
the Colonial Empire now on account of their difficulty in finding money was
preposterous. At the same time he quite appreciated the practical difficulties of going
ahead in a good many Colonies owing to the preoccupations of the Civil Service and
the difficulty of getting materials.

Sir Cosmo Parkinson did not altogether share Lord Lloyd’s views.

Lord Lloyd was about to see Sir Alan Barlow® of the Treasury to get him to agree
to a considerable modification of the policy laid down by the despatch of the 10th
September. There is evidence that the whole tone of the despatch was so discourag-
ing that many Colonies have regarded the Colonial Development and Welfare Act as
completely dead for the period of the war. For instance, when a hint was given to
Cyprus that it was not dead they immediately put up three very good schemes which
are now being considered and will probably go through.

It is only fair to the Treasury to say that they have been by no means ungenerous
to the Colonies in matters not falling within the Colonial Development and Welfare

2 See 103. 3 See 87, note 1. KBE 1938, now 2nd Secretary.
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Act in the last year or two. For instance, they are purchasing or underwriting surplus
Colonial products somewhat as follows:—

Cocoa - £2,500,000 maximum;
Bananas - £1,000,000.

There are also heavy commitments in view on Palestine citrus, sisal, South Seas
copra; grant-in-aid of £1,000,000 to Malta, grants-in-aid to Colonies and Trans-
Jordan and relief grants to the West Indies, £1,800,000. On the other side of the
balance sheet there have been Colonial contributions to the war on something of the
order of £20,000,000.

C.G.E.

28.2.41
Sir Cosmo Parkinson

The list of Development and Welfare Schemes now being carried out under the
Colonial Development and Welfare Act suggests that the circular telegram of 5th
June and the despatch of 10th September have been taken by the Colonies as an
instruction to hold up all important proposals during the present crisis.

When the Prime Minister on 5th February asked me to become Secretary of State
for the Colonies, he said that the grant of Bases to the United States had brought
about a new situation and that he wished the Welfare proposals of the West India
Royal Commission to be implemented. Evidently we cannot leave slum conditions in
our Colonies unremedied side by side with the higher standard of living which will be
seen in the leased areas.

Although a distinction has been drawn between the development and welfare
needs of the West Indies and the rest of the Colonial Empire, I do not think it is
possible to withhold some corresponding provision at any rate for the poorer
Colonies in Africa and elsewhere. Quite apart from the new circumstances of the
prospective contrast with the American Bases we must, I think, ask the Treasury to
re-examine their sense of proportion in this matter. Instead of £5,000,000 being
regarded as an almost impossibly generous maximum which we should find difficulty
in attaining, it is really not a very startling sum for the greatest Imperial Power of all
time to spend on the standard of Colonial life and development. While recognising
that during the war it is difficult for the Government to provide money for valuable
schemes, I would like Governors not to feel discouraged to put forward proposals
that can be undertaken without interference with the war effort.

Referring to the limitations in para 4 of the circular of 10th September, in certain
cases it may be found that plant and materials may be available in this country
without any need for payment in hard currencies. Personnel also may still be found
here with expert qualifications available for preliminary surveys and supervision of
work. In any case social improvements as, for instance, in health, education, public
assistance and sum clearance involve payments in local currency only.

Separate circular despatches will probably be necessary for the West Indian and
other Colonies respectively and I would like these prepared for approval by the
Treasury and for bringing up to the Cabinet in case the existing hold up of
development and welfare schemes received their approval.

Shall we discuss the position before you go any further?

M.
13.3.41
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105 C0852/482/6, no 11 5 June 1941
[Wartime colonial development and welfare expenditure, and restric-
tion of non-essential consumption in the colonies]: circular despatch
from Lord Moyne to colonial governments

[This despatch advocating development planning and a reduction in non-essential
consumption in the colonies originated as two separate draft circulars. One circular,
produced in the CO’s Economic Dept, urged a restriction of non-essential consumption in
the interests of the war effort and in order that wartime sacrifices made by colonial
peoples were commensurate with those undertaken in the UK. The other circular was
prepared by the CO’s Social Services’s Dept and concerned wartime colonial development
policy (see 104). The two drafts were combined to prevent apparently contradictory
directives being issued by the two departments.]

Since assuming office I have had under review various questions of economic and
financial policy in the Colonial Empire, and it has emerged that there is a
considerable group of problems which all turn on what may be termed the right use
of resources. The communities in the various Dependencies, including both the
Governments and the private individuals who constitute them, have at their
command certain resources in money which can be turned into material and man
power; and the problem is how to regulate the use of those resources, in the interests
on the one hand of the general war effort, and on the other of the well-being and
development of the Colonial Empire. It is, I know, the wish of all Colonial
Dependencies that they should make the maximum possible contribution to the joint
war effort, and one very important contribution takes the form of minimising the
calls for current consumption made on productive resources which can be diverted
to war ends. His Majesty’s Government, for their part, are anxious that the necessity
of diverting to war purposes all resources which can be spared should not wholly
interrupt the progress of Colonial development. We have therefore to consider how
the wrong use of Colonial spending power in unnecessary consumption can be
prevented, and how far the resources available to Colonial Governments for
development, and especially the resources earmarked for that purpose under the
Colonial Development and Welfare Act, 1940, can in practice be used for their
intended purpose, without detriment to the war effort.

2. As regards economy in the consumption of available resources, I am not sure
that the general public in the Colonial Empire, while realizing the discomfort and
suffering caused by the effects of enemy action in this country, fully appreciate the
extent of the economic sacrifices made by people in the United Kingdom as part of
the war effort, or the underlying economic reasons which necessitate those
sacrifices. Personal consumption of goods is being curtailed with increasing severity.
The amount of income available for expenditure is being reduced by heavy taxation,
both direct and indirect. The standard rate of income tax is 10/- in the £ while the
surtax is graduated to take a further 9/6 in the £ on the highest incomes. The excess
profits tax takes for the State all additional profits made as the result of the war,
while the purchase tax of 33Y5 per cent. directly limits civilian consumption.
Government restrictions of imports and of home-produced supplies, culminating in
the individual rationing of many essentials, are so drastic as to constitute a definite
lowering of the average pre-war standard of living, and to necessitate a real sacrifice
throughout the community.
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3. The economic needs of the war require that efforts much more nearly
commensurate with those now being made in this country should be made by all
those inhabitants of the Colonial Empire who enjoy a comparatively high standard of
life. In saying this I do not ignore the sacrifices already made by communities of all
races in the Colonial Empire, officials and unofficials, or the generous contributions
which have been made, not on one occasion but many times, by those communities.
Nor do I forget that in distant territories far removed from the theatres. of war (as
many Colonial Dependencies are) the need for economic sacrifices of the magnitude
of those gladly undertaken in the United Kingdom is not so obvious.

4. 1discuss in subsequent paragraphs the detailed measures for the application of
this policy. But I wish to make it clear at the outset that, while the policy should be
fully applied to all classes whose standard of living permits of this being done, there
are, throughout the Colonial Empire, large populations spread over great areas
whose standard of living is now so low that the same policy cannot and should not be
applied to them, even in war-time. On the contrary, it is an imperative duty to do all
that is practically possible to raise the standard of living of such people, even during
the war period, alike for humanitarian, political, economic and administrative
reasons. In paragraph 12 and the succeeding paragraphs, I discuss this matter
further.

5. The fundamental reasons which have dictated the drastic limitation of
personal consumption in the United Kingdom are nevertheless operative also in the
Colonial Empire. There can be no doubt that, every time an individual refrains from
making a purchase of imported goods, the war effort is directly benefited. The same
is true of home: produced goods, whose production depends to any substantial extent
on imported materials.

6. In particular, by such limitation:—

(a) Shipping is saved; even where it may seem that there is plenty of shipping
space for inward freight to a Dependency, it must be remembered that saving of
time in loading at docks is important, and that many manufactured articles are
made from raw materials which have to be transported by sea.

(b) In many cases foreign exchange is saved; again the saving is not always
apparent, but to an increasing extent the pressure on United Kingdom and Empire
productive capacity is such that goods supplied from sterling sources will
ultimately have to be replaced from dollar sources, and in extreme cases (e.g. iron
and steel) it may become immaterial whether the immediate source of supply is
sterling or dollar.

(c) Productive capacity is saved; here again it may have seemed in the past that no
harm was done by buying non-essential goods which were still available in this
country, but the steps now being taken to reorganise British industry, so as to
close down redundant firms and transfer to war purposes labour and plant no
longer required to make consumption goods, mean that productive capacity of
every kind can be made available for the war effort. Moreover, as in the case of iron
and steel already quoted, the pressure on productive capacity is rapidly extending
to the United States of America.

7. Twish to emphasize that the essential objective of economic policy must be the
saving of actual material resources, including resources in personnel; and, in the
strict sense, the saving of money is only subsidiary to that primary objective. If,
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however, material resources are saved by the reduction of consumption, there will
normally be a corresponding saving in money by the consumer. This can be made
available for the war effort by transfer to the state in the form of free gifts, of taxation,
or of loans either direct or through the accumulation of bank balances which are in
turn to a large extent invested in Government securities. The making of free gifts
should of course in no way be discouraged, but in so far as it is possible to make a
choice between the raising of money by taxation and by loans, it is clearly preferable
to proceed by way of taxation, so avoiding the continuing burden of interest and
repayment charges. I consider, therefore, that an increase of taxation, especially
direct taxation, above what was thought necessary before the war, should be a
definite object of policy. Extra revenue from taxation may well be needed to replace
revenue lost, owing for example to reduced imports; or to meet additional charges on
the Governments concerned, arising out of the war. Increased taxation, moreover,
not only taps the resources of money remaining in the hands of consumers as the
result of decreased consumption, but is itself a powerful influence towards such
decreased consumption, and in the United Kingdom taxes have been imposed
deliberately with the object of discouraging consumption of non-essential goods. The
purchase tax was one such example, and in announcing the most recent increases in
income tax in his Budget for 1941-42 the Chancellor of the Exchequer said: “The
primary object of these proposals is not to obtain taxation for taxation’s sake, nor to
raise revenue for the sake of revenue, but to make a considerable cut in purchasing
power during the war.”
8. The practical applications of these considerations are:—

(a) Import licensing should in general be more strictly administered, and imports
most drastically curtailed, as this is the most effective means of directly curtailing
consumption in Colonial conditions. Although there are exceptions, the informa-
tion which has reached me regarding the administration of import control in the
Colonial Empire is generally disappointing. I realise that, until the public fully
appreciate the need for curtailment, it is very difficult for Colonial Governments to
restrict imports to the degree that seems necessary; but nevertheless the
interpretation which Colonial Governments have put upon the essentiality of an
article has often not been that which would have been put on it by the United
Kingdom Government. It is not possible to go into details here, but it is clear that
there are a number of articles of an inessential nature the import of which ought
in every Colonial Dependency to be prohibited entirely from all sources, sterling
and non-sterling. The importation of many, perhaps one should say most, other
articles should be cut down to a small percentage of normal imports both from
sterling and from non-sterling sources, especially of course the latter. No article
whatever should be allowed to remain not subject to control. There should be no
open general licences for non-sterling goods.

(b) Except in cases where urgency is a vital consideration licences should never be
granted for dollar goods where sterling goods are available.

(c) The use of existing stocks of imported materials should be rigidly controlled,
e.g., the use of structural steel in non-essential building should be prevented.
(d) Income tax should be brought much closer to the United Kingdom level, in
places where it already exists, and introduced where it or an equivalent does not
exist.
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(e) There should be a great propaganda drive for investing in war saving schemes,
based on the paramount need of avoiding luxury expenditure. Such propaganda
would also serve the purpose of explaining the need of the other measures
proposed above.

9. Iam fully aware that the actual savings in consumption and expenditure which
can be secured in some Dependencies must appear infinitesimal in comparison with
the daily cost of the war, though they represent a real effort to those who make them,
and also that in respect of the great bulk of Colonial populations the room for
reduction of consumption is small. There are, however, many exceptions; and it is of
the highest importance that there should be a general consciousness of common
sacrifice, that the sentiment of moral duty should be quickened, and that it should
not be possible for examples of wasteful expenditure in particular parts of the Empire
to be quoted. Action on some or all of the lines indicated in the previous paragraph
has already been taken in a number of Dependencies, but [ would ask that in all the
whole subject should be reviewed in detail in the light of this despatch, as a matter of
urgency. I have already addressed certain administrations by telegram on the
particular question of import licensing.

10. I have urged that taxation should be increased with the object of reducing
consumption, and in order to provide funds for necessary expenditure; but it may
well be that in some Dependencies at least the effect of such increases of taxation
would be to increase the surpluses available to the Governments concerned. The
question will then inevitably arise of what is to be done with such surpluses, and
whether they should be transferred in whole or in part as free gifts or as interest-free
loans, to His Majesty’s Government in aid of general war expenditure. Substantial
gifts of that kind have already been made and in some territories the more or less
definite rule has been adopted of transferring to His Majesty’s Government any
surplus in excess of some arbitrary amount. These manifestations of the desire of
Colonial Dependencies to assist in bearing the financial burden of the war are highly
appreciated, but on the whole I am coming to the view that it would be wise to
discourage further such gifts, unless it is quite clear that there is no reasonable
likelihood of the sums in question being required by the Dependency itself in the
near future. It has already occurred in some cases that gifts of that kind have been
made by Dependencies already in receipt of assistance from His Majesty’s Govern-
ment in other forms, or which are likely to be applicants for such assistance, whether
under the Colonial Development and Welfare Act or otherwise, after the war. It is
likely that cases of that kind would increase, if a more active programme of Colonial
development is undertaken on the lines suggested in the later paragraphs of this
despatch. Finally, it is most undesirable that there should be any suggestion that
taxation is being imposed at the instance of His Majesty’s Government if its proceeds
are in effect to be handed over to His Majesty’s Government.

11. Inthese circumstances, I think that Colonial Governments should regard as a
first call upon any surpluses which may be realised the building up of reserves
adequate to meet any demands which might reasonably be expected in the period of
post-war reconstruction. It seems to me definitely preferable that Colonial Govern-
ments, if they are able to do so, should accumulate surplus balances now which they
can use for purposes of reconstruction and development after the war, without
having to have recourse to assistance under the Colonial Development and Welfare
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Act, rather than that such balances should be surrendered now and applications for
assistance be made at a later date. This would not mean that, where it was clear that a
Colony already had adequate reserves to meet any probable calls of that nature, it
should not continue, if it so desired, to make gifts to His Majesty’s Government,
which would continue, as in the past, to be most acceptable. Where, however, it is
thought preferable to accumulate reserves for post-war needs I would suggest that it
would be reasonable to take the view that the holding of such reserves should not be
a source of profit to the Government concerned. Normally, reserves of that kind
would be invested in British Government or other gilt-edged securities. In present
conditions, I suggest that reserves accumulated during the war might very well be
lent to His Majesty’s Government, free of interest, on condition that repayment will
be made at the end of the war, i.e., on substantially the same terms as interest-free
loans are accepted from private individuals. Such a policy would have the advantage
of placing the resources at the disposal of His Majesty’s Government, without charge,
during the period in which they are required, while permitting the Dependencies
concerned to resume the use of them when they are required for post-war purposes.
It could also be regarded as analogous to the arrangements made in the United
Kingdom budget for 1941-42, under which certain parts of the sums paid in income
tax by private individuals are to be placed to their credit for disposal after the war,
and part of the sums payable by commercial firms as excess profits tax will similarly
be at their disposal for purposes of reconstruction after the war.

12. I turn now to the other aspect of Government policy which I wish to
emphasise, namely, the obligation to raise the standard of living of all those classes
in the Colonial Empire whose standard is at present below the minimum that can be
regarded as adequate. As I have already said it is an imperative duty to do all that is
practically possible to fulfil this obligation even during the war. This is in no way
inconsistent with the present necessity for restricting non-essential consumption by
the better off. Still less is it inconsistent with the exigencies of war-time policy that
we should undertake preliminary work in order that progress may be made as rapidly
as possible after the war. As you no doubt know special machinery has been set up in
this country to study the problems that will arise after the war and to prepare plans
to deal with them.

13. It is the desire of His Majesty’s Government that Colonial Governments
should on the one hand also prepare for rapid action after the war and on the other
hand do all they can, without interference with the war effort, to improve standards
even during the war. Schemes involving the use of material and machinery from
outside sources will normally have to wait but there are many schemes of
development and welfare that can be undertaken with purely local resources, and in
special cases it may even be possible to consider arranging for the supply of materials
from outside if the work is sufficiently badly needed and the materials form only a
relatively small part of the total cost. Similarly the expert personnel required either
for conducting preliminary surveys or for supervising work on approved schemes
might in special cases be made available from this country.

14. Some Dependencies, fortunately situated, will be accumulating balances
during the war, especially if the measures suggested earlier in this despatch are
taken, and will be able to finance from their own resources such development and
welfare schemes as can in practice be undertaken. Others may have to have recourse
to the funds available under the Colonial Development and Welfare Act for some or
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all of the money for such schemes. From whatever source the funds are found the
same principles should govern the undertaking of development and welfare schemes
having regard on the one hand to the policy of raising Colonial standards of living
and on the other to the non-diversion of resources from the war effort. While
therefore in the immediately succeeding paragraphs I propose to discuss primarily
the position with regard to assistance under the Colonial Development and Welfare
Act it will be understood that what is said there applies in principle equally to
schemes financed from Colonial funds.

15. It was indicated in paragraph 4 of Lord Lloyd’s circular despatch of the 10th
September, 1940, that it would not normally be possible to consider schemes for
assistance under the Act, unless they could be carried out solely with local resources
of personnel and material. But as I have indicated above I should not wish this
criterion to be rigidly applied in special cases. Again [ should not desire to take too
rigid a view of stipulation (c) in the paragraph referred to, i.e., that a scheme must be
of such urgency and importance as to justify the expenditure of United Kingdom
funds in present circumstances. I know that Lord Lloyd shared these views and I
understand that he had it in mind before his illness intervened to circularise Colonial
Governments in this sense. It is in fact the desire of His Majesty’s Government that as
full advantage as possible under war conditions should be taken of the financial pro-
vision made under the Act. While, therefore, as Colonial Governments have rightly
recognised, the provision of funds even for important projects is not to be under-
taken lightly at present, I wish them to feel that they are at liberty to put forward
schemes that they regard as essential. It would be for the Colonial Office to take up
with other Departments here the question whether the money and any materials or
personnel required from outside the Dependency could be made available.

16. I have spoken of the desirability of laying plans now to make rapid progress
possible after the war. I attach particular importance to the training of local
personnel as rural teachers, healthworkers, agricultural demonstrators and so on,
since it is on an adequate supply of such subordinate staff that the rate of progress
after the war may largely depend. If financial assistance is required to enable
technical training of any kind to proceed, I shall be very glad to consider any
proposals that you may submit.

17. T would also emphasise as strongly as possible that economic resources must
not be allowed to suffer from neglect. The war must prevent many desirable
developments in this field but special attention should still be given to two aspects of
economic development. Firstly there is the preservation of resources, especially soil
erosion work for the protection of the most essential of all resources, the fertility of
the land; forest conservation; and active measures to deal with serious threats to
important crops from disease or insect pests. Measures of this kind do not normally
call for a great deal of external material although they may need personnel; and
where assistance is required in carrying them out it should normally be possible to
give sympathetic consideration to schemes submitted. Secondly, there are schemes
of economic development which, while improving the long-term economic position,
are also expected to produce commodities or materials of special war-time value,
including the development of local production of goods to replace imports.

18. Applications for assistance under the Colonial Development and Welfare Act
so far received in the Colonial Office have been mainly in respect of isolated projects.
This does not disqualify them from consideration but it is clearly desirable that if



[105] ECONOMIC POLICY 133

proposals are in future submitted more freely they should whenever possible be
related to a general plan of development. Equally, I hope that Colonial Governments
which undertake schemes out of their own resources will relate them to a general
plan. I recognise that few Colonial Governments will have been able to prepare the
carefully co-ordinated programmes that are essential to the orderly progress which it
was the aim of the new Act to promote. Moreover, the impossibility of forecasting the
post-war international situation regarding production and markets makes the
preparation of precise plans in many territories so speculative as to be valueless; and
there is therefore a discernible tendency to defer all planning. Nevertheless there can
be few Dependencies in which (if it has not been done already) a general framework
of plans for social development in health, education, rural welfare, and so on would
not be valuable. Even though the preparation of detailed programmes may not be
justified, it is I think important that each of the departments concerned with social
welfare should have an outline plan and that these departmental plans should be
co-ordinated by some central agency into a general framework covering a period of at
least five years ahead. The existence of this framework will avoid the loss of much
valuable time and probably money when conditions permit more progress to be
made. In the meantime any proposals which can be undertaken now can be fitted
into the general framework.

19. The preparation of plans and the execution of any programme of development
will be rendered difficult by the depletion of Colonial staffs owing to the release of men
for service with the Forces and, in many of the African Dependencies, for service in
the administration of occupied enemy territories. I wish it to be understood that where
you are satisfied that the work of planning and development which would otherwise
be practicable is seriously impeded by the inadequacy of staffs, I should be prepared
to consider making representations for the release of key men from the Forces.

20. It has been necessary to set out these matters at considerable length, as both
the detailed considerations underlying the proper policy and the practical applica-
tions of it are somewhat complex; but the main principles and objects are I hope
sufficiently clear. It must be the object of all Colonial Governments to see that there
is no wasteful use of any resources which could be made available for war purposes;
but, on the other hand, where resources can be spared from those purposes or
cannot be directly utilised for war needs, there should be no reluctance to use them
in preparing for, and as far as may be in carrying out, that improvement of general
conditions in the Colonial Empire which must be one of the central inspirations of
our Colonial policy for many years to come.

21. The immediate action which can be taken has been indicated in paragraph 8,
as regards the immediate economy in the use of resources which can be diverted to
war purposes; and, in paragraph 11, as regards the financial consequences of certain
aspects of that policy. It is not possible to point so specifically to definite action
which can be taken in the sphere of Colonial development, for this must obviously
depend much more on the circumstances of individual Colonies; and I only ask that
that subject should be again reviewed, in the light of the considerations set out in
this despatch.

22. It is not my desire that this despatch should be published, but the material
contained in it may be used at your discretion in any public discussion of the issues
involved, or in justification of any particular measures which you may propose to put
into operation as the result of it.
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106 CAB117/53, WP(42)23 12 Jan 1942
‘The lease-lend agreement’: War Cabinet memorandum by Mr Amery

The American State Department, inspired by Mr. Cordell Hull’s economic theories,
are insisting that we should pledge ourselves, here and now, to the eventual abolition
of Imperial Preference. This is an issue which does not allow of ambiguity or
equivocation. Article VII of the Lease-Lend Agreement! will have to be explained both
in Congress and in Parliament, and the answers given, here and across the Atlantic,
as to whether it does or does not mean the end of Imperial Preference as an integral
part of our national economic policy, will have to correspond.

2. We are not, of course, being asked, avowedly, that, as a quid pro quo for
American material assistance in what is now in the fullest sense their own war, we
should sacrifice our interests and the future development and unity of the British
Empire. The suggestion is that we should only be playing our part in bringing about
a new economic world order which will contribute to the prosperity and peace of the
world. More than that, Lord Halifax argues that, if only we will please the present
State Department, future United States administrations will not only pursue Mr.
Hull’s economic policies but join us in “policing the peace of the world.”

3. The new economic world of which Mr Cordell Hull dreams is the laisser-faire
individualist-capitalist internationalism which was the accepted ideal, and in large
measure the actual practice, of the last century. It was a world in which the
individual capitalist was free to buy, sell or invest as suited him best, regardless of
national security or the permanent welfare of the particular community of which he
might be a member. The perfection of the theory might be somewhat marred by such
reactionary manifestations of “economic nationalism” as tariffs. But, at any rate, the
Most-Favoured-Nation Clause, if it could not prevent a tariff “discriminating”
between the citizens of a particular country and foreigners, at any rate prevented any
discrimination between foreigners. The underlying assumption throughout was that
there are no national interests concerned in international trade, only individual
interests.

4. The world has been moving away, for good and all, from that assumption.
Economic nationalism, in one form or another, whether for defence, or for social
welfare, was a steadily growing force even before the last war. That war and it sequel
gave it an impetus which has been immensely enhanced by the present war in all
countries. The immediately post-war period is bound everywhere to be one of rigid
control of trade. Afterwards there may be hopes of modifying this situation, more
particularly by the definite co-operation of individual nations or groups of nations.
Some sort of European “New Order” based on inter-European economic preference
by free mutual agreement—as distinct from Hitler’s New Order based on domination
and exploitation—would seem, indeed, to be an essential condition for the restora-
tion of the prosperity and future stability of Europe. But there is nothing to suggest
that Europe, or the world, is ever going to return to the economics of the last
century, even if such a return suited American export interests.

5. As for the Americans, the Japanese attack has made them for the time being a

! Pledging the American and British governments to work for the ‘elimination’ of discriminatory practices
and the ‘reduction’ of tariffs.
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united nation. But the reaction against the Roosevelt policies and towards isolation is
bound to come after the war, as after the last war. The United States are no more
likely to busy themselves actively with the policing of the world’s peace in
partnership with ourselves that they were to undertake the much lighter commit-
ments involved in membership of the League of Nations. Nor will the abandonment
by us of Imperial Preference prevent any temporary lowering of the American tariff
being promptly reversed by the next Republican majority.

6. Inany case, dealing with the matter, as we must, from the point of view of our
own future, it is a mistake to assume that the lowering of the American tariff, or of
world tariffs generally, offers so attractive a prospect for this country. We are far too
apt to continue thinking of ourselves as what we were fifty years ago, the world’s
cheapest manufacturers, only asking for equal terms in order to beat all competitors.
We had much better face the fact that with the ever-increasing diffusion of technical
efficiency we, with our heavy burden of taxation and our high standards of living, are
bound to be more and more overtaken by competitors, European or Asiatic, with
lower standards or by those who, like the Americans, can afford to dump the surplus
of their mass production for an immense home market.

7. What we shall have to rely on increasingly for our export trade is, not
promiscuous world competition, but markets in which by special negotiation, and
getting away as far as we can from the Most-Favoured-Nation Clause, we secure
definite concessions for ourselves in return for definite counter-concessions. Above
all, we shall have to rely increasingly on the markets of the Empire, where, behind
and above any immediate bargaining advantages, lies the sense of a common interest
in each other’s welfare and material strength.

8. The extent to which that process has already been going on during the last
half-century is, I think, little realised. The proportion of our total domestic exports
which go to Empire countries rose from 32.42 per cent. in 1900 to 34.22 per cent. in
1910, 37.55 per cent. in 1920, 43.5 per cent. in 1930 and 49.85 per cent. in 1938. Nor
is it possible to dissociate that growth from the preferences granted unilaterally by
the Dominions during the three decades preceding Ottawa or from the fuller policy
of reciprocal preference inaugurated at Ottawa.

9. To judge of the national value of a trade merely by quantitative export figures
is, however, very misleading. The value to us, as a nation, of external trade lies not in
its volume, but in its character. The only truly nation-building trades for us are those
by which we secure the raw materials and food-stuffs which we lack by exporting a
portion of our surplus manufacturing capacity. From that point of view Empire trade
is essentially nation-building, in so far as the export half of its consists mainly of
finished manufactures and the import half of it mainly of raw materials and
food-stuffs. It is, consequently, of far greater value than a corresponding volume of,
say, European trade in wihch we buy back as much, or even more, manufactures
than we sell.

10. I have written this, not to revive old fiscal controversies, but because it is
precisely from that point of view that we shall be forced by sheer necessity to
envisage our external trade after the war. With the loss of the bulk of our foreign
investments, much of our insurance, shipping and other sources of “invisible
export,” we shall be obliged, in order to revive our industries and feed our people, to
resort to a very drastic rationing, whether by tariff or otherwise, of all imports that
are not directly nation-building, and it is mainly with those who have those imports
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to dispose of that we shall be able to do business. In other words, we shall inevitably
be thrown even more upon the Empire market than ever before in order to be able to
survive at all. In those conditions the loss of Empire preferences to us might well
make all the difference between healthy survival and a disastrous lowering of the
whole standard of life of our people.

11. Moreover, we are directly responsible for the standard of life, not only of our
own people in the United Kingdom, but for the peoples of our Colonial Empire, a
responsibility which public opinion is increasingly recognising. The abolition of
Imperial Preference would mean complete economic collapse for the West Indies,
Mauritius, and other sugar-producing colonies, for East African coffee and sisal and
for other promising colonial industries. Nor can we reject at any rate some moral
responsibility towards interests which have been built up by preference in the
Dominions. Southern Rhodesia lives largely by virtue of the tobacco industry. The
butter, sugar, fruit and wine industries of Australia and South Africa, the dairy and
meat industries of New Zealand, the bacon, fruit and lumber industries of Canada,
would all be seriously injured, if not destroyed, by the abolition of Preference. Is this
the return we are to make to them for assistance given unquestioningly from the
very outset of the war and by far greater relative efforts and sacrifices than the United
States have yet begun to make?

12. It may be said that some of the present Dominion Governments, looking to
the disposal of their surpluses of wheat or wool, are so attracted by the specious
prospect of lower American tariffs and of a free trade post-war world, as to be not
indisposed to our acceptance of the American proposals. I am convinced, for the
reasons given earlier in this paper, that they would make a fatal mistake. But in any
case the issue is one of such gravity for them, as for all of us, that it is unthinkable
that it should be settled by the exchange of a few telegrams and without the very
fullest inquiry and in the light of the conditions which will face all of us after the war.

13. That brings me to an issue far transcending in importance the economic
considerations which I have so far discussed. We have evolved, as an Empire, over the
last half century, not in the direction of federation with a rigid division of functions
between the central and local Governments, but towards a “Commonwealth” based
on informal free co-operation. If that Commonwealth is to prosper, or even survive,
that co-operation cannot be confined to foreign policy and defence but must include
that economic field which is more and more becoming the major part not only of
social, but also of foreign and defency policy. In the development of that Common-
wealth system lies, in the minds of many, not only the best hope of our own future,
but the best and most practical example which Europe and other parts of the world
might yet follow for the composing of their own differences and for surmounting the
economic and political anarchy which have bred this war.

14. So far at any rate as this country is concerned—and the same was true of the
Dominions—Imperial Preference was urged for a generation by its advocates, not so
much for economic profit as for the ideal of unity in freedom, the ideal for which we
are fighting to-day. When the policy of Free Trade was abandoned in this country and
we became free at Ottawa to initiate a system of Imperial preference, no one doubted
but that the policy, so long contested, had come to stay, and would be continuously
further developed. Its abandonment now, without opportunity for full consideration
here, without another Imperial Conference to endorse it, would come as a terrible
shock, not only to Conservatives, but to millions of former Free Traders who had
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looked upon the issue as settled. It would be widely regarded as a betrayal of the
Empire in return for the Empire’s co-operation in the war. It would raise an issue in
politics which would not be settled until the policy was once more reversed, and
which might, meanwhile, seriously impair our unity during the war. It would raise
similar controversy in every Dominion. The feeling against Mr. Mackenzie King in
Canada for being pro-American and weak-kneed on Empire issues might easily blaze
up into disastrous passion.

15. What is more, the controversy everwhere would be bound to take an
anti-American turn, if not openly during the war, yet immediately afterwards. There
is already a great deal of anti-American feeling in the business world over the export
restrictions imposed on us as a part price of the Lease-Lend policy. I cannot imagine
a finer present to Sir Oswald Mosley? than the opportunity of posing, after the war, as
a champion of Britain and the Empire portrayed by the Old Gang to become the
Lebensraum of American Pluto-democracy! Whatever else the acceptance of the
present American demand may or may not involve in the economic sphere, it is
certainly calculated to have a disastrous effect upon Anglo-American relations. It is,
not least, in the interest of those relations that I would urge the Government to stand
firm on this issue and make it quite clear to the President and his associates that, on
political even more than economic grounds, we cannot possibly accept any
agreement which pledges us to forgo the right of the members of the British
Commonwealth to settle their internal economic relations among themselves.?

2 Founder of the British Union of Fascists in 1932; interned (1940-1943) during the Second World War.
3 Throughout the war this remained a contentious issue within the UK Cabinet and in UK-US financial
relations (see eg 118, para 47).

107 CAB95/10, A(42)7 12 Sept 1942
‘Policy regarding industrial production in Africa’: CO memorandum
for the War Cabinet Africa Committee

[The CO’s request for discussion of policy regarding industrial development in Africa
reflected increasing difficulty in obtaining adequate supplies to meet the colonies’ import
needs and also the drive to develop African resources following the loss of the Far Eastern
colonies in 1942. In spite of this increased incentive to colonial industrial development, it
was suspected in some colonies that the establishment of colonial secondary industries
was opposed by British manufacturing and commercial interests (see 109).]

With the increasing difficulties in obtaining even essential manufactured goods for
Colonial needs, and the desire of the Colonies to play an ever larger part in the
economic side of the war effort, certain problems of policy arise particularly
regarding the establishment of industrial undertakings in the Colonies.

2. The first of these is the period for which it is desirable to plan. Many, perhaps
most, proposals, e.g., the establishment of textile plant, can come to fruition only
after a laspe of time of anything up to two years, during which essential supplies
must be shipped as well as the plant and equipment for the new undertakings. Some
ruling is required as to the limit to which it is deemed desirable to work, and in this
connection it would be useful to know to what periods other departments engaged on
constructional development are working, e.g., the Admiralty.
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3. In the second place, it seems necessary strictly to confine such developments,
in war, to undertakings which may be expected to make, on balance, a definite
contribution to the war effort, whether by saving shipping in the long run, or by
easing the strain on United Kingdom/United States manufacturing resources or
otherwise. A ruling on this point is necessary, as schemes are still being put forward
which have more than half an eye to the post-war position, and the United Kingdom
departments concerned cannot be expected to take such considerations into account
at the present time.

4. Thirdly, the question arises of how best to examine proposals for such
development in order to secure that the greatest net advantage to the war effort
results. The Colonial Office knows the needs and resources of the Colonies, but
obviously decisions in this matter must be taken with regard to the needs and
resources of other territories not under British administration—e.g., textile manu-
facture in British West Africa cannot be considered without taking into consideration
potentialities in the Belgian Congo. It is suggested, therefore, that, in order to secure
the maximum Colonial contribution to the war effort, there should be some central
organisation, in possession of the full facts, which can scrutinise proposals and,
where necessary, initiafe action. Hitherto, for reasons of organisation, the initiative
rests normally with the Colonial Governments themselves, who are clearly unable to
put forward proposals in the light of full knowledge of the supply—shipping situation.

5. It is suggested that this function of co-ordination might most effectively be
performed by a standing committee under the aegis of the Ministry of Production, on
which would be represented all United Kingdom departments concerned and which
would work largely though by no means entirely on material provided by the
Colonial Office.

6. There is one final consideration which is worth mentioning. The feeling is
current in several Colonies, with what justification it is not necessary here to discuss,
that the policy of His Majesty’s Government in this respect has a bias against the
establishment in the Colonies of secondary industries which may compete with
established United Kingdom industries. The best means of dispelling this feeling,
which has unpleasant political possibilities, would be to make it known (a) that the
sole consideration at the present time is the betterment of the war effort (b) that
adequate machinery has been established to implement this policy. .

108 cCAB95/10,A2(42)4 16 Sept 1942
‘Policy regarding industrial development in Africa’: minutes of War
Cabinet Africa Committee!

The Committee had before them Paper A.(42)7% in which the question of the
establishment of industrial undertakings in the Colonies is raised.

The Chairman said that the problem involved both war and post-war issues. There
had always been a desire on the part of Colonial Governments to establish industries

! The meeting was chaired by Lord Cranborne; the Admiralty, Air Ministry, Board of Trade, CO, DO, FO,
Ministry of Food, Ministry of Production, Ministry of Supply, Ministry of War Transport, the Treasury, War
Cabinet Office and War Office were all represented at the meeting.

2 See 107.
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in their territories. There was also a general feeling that His Majesty’s Government
was biassed [sic] against the establishment of such industries and there had been a
tendency on the part of colonial territories to proceed with industrial enterprises on
their own initiative. It would be better if they felt that His Majesty’s Government had
some sympathy with them in their desire and had some machinery for dealing with
the problems involved. The proposal had been put to the Committee in a tentative
form to ventilate discussion. The Chairman added that he would dlscuss the whole
question with the Governor of Kenya shortly.3
In discussion the following points were made:—

(a) Time factor

Major Fawcett said on behalf of the War Office that while it is the responsibility of
the Ministry of Supply to arrange for the production of military stores, any project
calculated to save shipping and to begin to show results not later than mid-1944 was
of interest to the War Office who, in general terms, welcomed consideration of any
suggestions to this end.

Mr. Morrison said that so far as the Admiralty were concerned the policy was to
develop projects required in connection with the Fleet as rapidly as possible, using
temporary construction and avoiding “frills”. The Admiralty hoped that the construc-
tional schemes at present under way in Africa would be completed in eighteen
months with the exception of the graving dock at Cape Town which would take three
years to complete and would have a substantial strategic value after the war. In
general Admiralty policy in dealing with long-term projects was to consider how far
such projects would clash with other requirements. The construction of the graving
dock would not clash with their short-term projects.

Mr. Strang* pointed out that if rapid expansion of manufacturing capacity was
required there would be a tendency to turn to the Belgian Congo which was more
highly industrialised than our colonial territories.

Mr. Wilcox® said that the position in the United Kingdom in regard to the question
of short-term and long-term planning was that, owing to shortages of labour and raw
material, projects which would not bear fruit in less than say two or three years
tended to be pushed aside. The question was one of priority and practical needs
rather than of doctrine. Mr. Wilcox drew attention to a memorandum by the Prime
Minister dated 27th November 1941, on the subject of building programmes
(W.P.(G)(41)141) in which guidance was given in the matter of priorities and it was
stated, e.g., that every effort should be made to make do with existing premises
rather than build new factories or extension, and that no new factory should be
constructed unless it could be shown that the fullest practicable use was being made
of all existing capacity.

(b) Bias against the establishment of industries in the Colonies

Mr. McGregor said that so far as the Ministry of Production was concerned no such
bias existed and problems were dealt with in the light of strictly practical
considerations.

M. Calder® said that this was also the position so far as the Ministry of Supply was

3 See 109. 4 Representing the FO. 5 Representing the Treasury.
6 J A Calder of the CO, on secondment to the Ministry of Supply.
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concerned. The governing factor was the available manufacturing and manpower
capacity in this country.

Mr. Willis said that the Board of Trade, although they had to have regard to the
post-war position, would not stand in the way of any proposal that would yield results
advantageous to the war effort. They concurred in the principle suggested in
paragraph 3 of A.(42) 7. He pointed out, however, that certain projects might be
economic in war-time but not after the war and drew attention to the danger that the
war might be used as an excuse for the establishment of post-war industries that
would require high protective barriers to enable them to continue after the war.

(c) Nature of projects

Mr. Nicholson” said that much experience of the development of industrial
projects had been gained in the Middle East, but the results had been generally
disappointing. He stressed the importance of proceeding with simple schemes and
avoiding long-term and complicated schemes which very often involved demands on
shipping which counter-balanced any saving of imports.

(d) General

Mr. McGregor said that the Ministry of Production had no objection in principle to
the suggestion that the subject should be brought under the aegis of the Ministry
although it might be found that many of the questions involved could better be dealt
with ad hoc on their individual merits. The Ministry would like to give further
consideration to the suggestion, in particular as regards its bearing on the
Commonwealth Supply Council.

The Committee:—

(i) Noted that the Chairman proposed to discuss the matter further with the

Governor of Kenya.

(ii) Invited the Ministry of Production to give the matter their further considera-

tion and to report to the Committee.

7 Representing the Ministry of War Transport.

109 0 852/369/3, no 50 28 Sept 1942
[Industrial development in the colonies]: CO note of a departmental
meeting with Sir H Moore

[This meeting arose out of a request made by Sir H Moore, governor of Kenya, for
guidance on policy regarding East African wartime industrial development. This request
was made in the context of the submission to the CO by the East African Governors’
Conference of proposals for the establishment of chemical manufacturing industries in
East Africa. A note on industrial development in Africa was prepared by C Y Carstairs,
principal at the CO, for the secretary of state in advance of his meeting with Sir H Moore.
The conclusions reached at the meeting documented here were communicated to the
East African Governors’ Conference (CO 852/369/3, no 51, 19 Oct 1942).] :

Secondary industries
The Secretary of State said that the question had recently been considered at a
meeting of the Africa Committee,’ when it was agreed that the matter could only be

! See 108.
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looked at from the war point of view and the establishment of only those industries,
which could begin production by 1944 at the latest, could be considered.

Sir H. Moore said that they had found themselves short of various essential things
in East Africa, such as khaki drill, dried vegetables, etc. Various factories had already
been started, such as those for dried vegetables, boots and blankets (Nakuru
industries). It was felt in East Africa that a broad statement of policy was required on
the question of secondary industries to enable them to go ahead locally where they
could when a need became apparent without having to refer home in every case.

Mr. Macmillan said that it was important to dispel any idea in East Africa that
there is any desire in the United Kingdom to obstruct industrial development,
because it might adversely affect United Kingdom post-war trading interests. On the
other hand, it should be realised that some industries in this country, e.g. the cotton
trade, had been artificially destroyed and the Board of Trade might rightly object to
any proposal to export to East Africa second-hand plant from the factories which had
been compulsorily closed and which might create post-war competition with the
firms to whom the machinery had formerly belonged. The factor which easily carried
the greatest weight in considering these matters was shipping, and it was perhaps
easy to overlook locally the fact that, for example, a large quantity of textiles
occupied a relatively small tonnage of shipping space, while the plant required for
setting up a textile factory in East Africa represented considerable tonnage and, as a
consequence, shipping would not be saved for some time. Indeed, for a short time
actually more shipping would be required to carry out both the plant and the textiles
until the new factory was able to go into production.

He felt that more information should be supplied by the local Governments when
referring schemes home to the Colonial Office to get the appropriate priority. He
believed that the Ministry of Production was considering the establishment of an
adjudicating body to decide priorities which would be a valuable addition to the
machinery—or lack of it—at present available.

Sir G. Gater said that he had recently heard that the Ministry of Production was
not anxious to set up such a body, which they regarded as unnecessary. He felt that
good use might be made in this connection of the Africa Committee—a standing
Sub-Committee might perhaps be appointed.

Sir A. Dawe said that politically it was desirable to give the East African territories
as much rope as possible in the direction of starting their own industries.

The Secretary of State agreed that a Sub-Committee of the African Committee was
the right body to deal with schemes put up by East Africa. He had the impression,
however, that when the subject was discussed at the recent meeting of the Africa
Committee, it was the general opinion that no secondary industries could be got
going within the target date.

Sir H. Moore said that the point he wanted to make clear was that they did not
want to have to ask permission from the Colonial Office for every scheme, however
small, which they decided locally was worthy while undertaking.

Myr. Macmillan pointed out that it must be realised that it was not merely a
question of referring a scheme to the Colonial Office to find out if there was any
objection from this end, but of referring it to the Colonial Office because it was the
best method of getting the scheme through. It was impossible in wartime to avoid
the Colonial Office.

Sir H. Moore referred to a recommendation by the Middle East Supply Centre for
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the formation of a body to finance the development of war industries in the Middle
East. If such a body was formed East Africa would like to come within its scope, but if
it was not, they would want to set up their own organisation. There was a lot of
private capital in East Africa awaiting a suitable opening for investment, but it was
felt that any financing of war industries would have to be undertaken by the
Government as the risk of post-war developments was too great for private capital.

Mr. Carstairs said that the Ministry of War Transport did not particularly like the
Middle East scheme but had not yet finally turned it down.

Mr. Creasy said that in the United Kingdom, additions to factories etc, were
financed by the United Kingdom Government and not by the firms concerned.

The Secretary of State summed up the discussion as follows:—

(1) There was no desire to discourage the setting up of any secondary industries
which were in the interest of the war effort.
(2) There were two types of industry:—

(a) those not requiring imported machinery,
(b) those requiring imported machinery.

In the case of the first, there was no reason why the East African Government should
not go ahead without approval from the Secretary of State, but it was essential that
the Colonial Office should be kept fully informed of what was being done. In the case
of the second, schemes would have to be referred to the Colonial Office and an
organisation set up here to consider them. A Sub-Committee of the Africa
Committee appeared to be the most suitable body to deal with such schemes and the
Sub-Committee might be empowered to institute action, i.e. to ask East Africa to
consider the possibility of establishing a secondary industry in respect of some
product that was in short supply.

Sir A. Dawe suggested that Kenya might like to send someone home to acquire
personal experience of the difficulties to be encountered here so that he would on his
return be able to dispel any feeling that His Majesty’s Government was trying to
obstruct the local development of secondary industries.

Sir H. Moore said that he would like to send Lt. Col. Pelling? home and it was
agreed that he should discuss the matter with Col. Pelling when he returned to
Nairobi. It was also agreed that the way should be prepared for Col. Pelling’s visit by a
preliminary telegram from the Secretary of State.

2 Chair of the Secondary Industries Board established by the East African Governors’ Conference.

110 T160/1111/F18424/42 26 Nov 1942
‘Some aspects of the flow of capital in British colonies’: memorandum
by W A Lewis [Extract]

[This paper was one of a number commissioned by the Committee on Post-War Problems
chaired by Lord Hailey and appointed in Mar 1941. A large number of papers were
submitted to the committee, and although few were acted upon, the range of issues
covered anticipated the scope of future development policy. The part of Lewis’s paper
reproduced here debates the merits of public versus private enterprise in the colonies.]
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1. Effects of government policy

The flow of capital into colonial enterprises is affected by almost every government
act, since, however indirectly, almost everything that is done makes conditions
either more or less favourable for investment. In this memorandum we can only
treat those types of government policy which most directly affect the capital flow.
First we shall consider prohibitions on investment; next the attitude of government
to the ownership of natural resources; thirdly the attitude to prospecting; and finally
the attitude to private enterprise.

(a) Prohibitions on investment

In a number of cases colonial governments have prohibited the opening up of mines
or plantations. Thus in West Africa, parts of Malaya, and parts of East Africa land
cannot be alienated to Europeans or other immigrants for the establishment of
plantations, as the land is reserved to the native inhabitants. Tin prospecting is
prohibited in parts of Malaya, and gold prospecting in parts of Tanganyika for the
same reason.

There are also indirect prohibitions. An important one is a result of adherence to
international restriction schemes. Tin, copper, tea, sugar and rubber are raw
materials important to various colonies, production of which is governed by quotas
allocated by international committees and enforced by the local governments. These
schemes have had the effect of bringing development to an end in the colonies
concerned. They have also locked out new colonies which might wish to begin
production. There is much reason to doubt whether the interest of the colonies
would not be better served by dealing with the overproduction of raw materials and
the fluctuations in their prices in ways less favourable to their high cost competitors
and less restrictive of economic development, but the issues involved cannot be
treated here.

Finally, the evidence suggests that while the Colonial Office has not actually
prohibited the erection of textile mills in East Africa, it has been anxious to
discourage any such event. The language of the Secretary of State in his despatches
to the Governors of Nyasaland (31824/6/34 General) and Uganda (31824/10/34
General) makes this plain. The objection to industrialisation appears to have been
based partly on fear of the repercussions in Great Britain, and partly on the view that
Africans should be confined to mines and agriculture, but the matter does not seem
to have received the weighty consideration which its importance merits. . . .

(d) State and private enterprises

The tradition of British colonial administration, even more than of administration in
the mother country, has been “leave it to private enterprise”. The collieries at Enugu,
Nigeria, are state owned and operated; there is a government rice mill in Perak, a
potash concern in Nauru, a butter factory in Nigeria, and one or two other state
enterprises elsewhere; but in the main, mining, industry and agriculture are
regarded as the preper sphere of private enterprise. This tradition is not difficult to
explain in the light of shortage of funds, shortage of staff, the attitude of commercial
interests, and the traditional attitude to state enterprises at home. But traditions are
ephemeral things. In England this particular tradition has steadily lost its force as
municipal enterprise has gained ground, and as one government after another
(Conservative even more than Labour governments) has substituted the public
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corporation for private enterprise. Today there is a demand in many quarters that it
should cease to dominate the thought of colonial administrations as well, and that
British practice might gain by following that of other colonial powers who have not
been so closely dominated by this tradition.

One traditional ground on which this issue has been fought is that of efficiency.
The government concern, it is said, is bureaucratic, inflexible and inefficient. It has
not to cut its cloth according to the dictates of the competitive market. This is
undoubtedly true where a government concern stands to be compared with a market
of small enterprises each acting as check on the others’ efficiency. But it does not
apply where the choice is between the government concern and a large private
monopoly. The large company has the same administrative difficulties as the
government department, and its efficiency is not always notably greater. Conse-
quently where there are no economies of large scale production and no inherent
tendency to monopoly, there might well be a loss of efficiency if government
operation were substituted for small scale industry or mining. But where an industry
or a mine has to be worked on a large scale, the cry of efficiency is hardly relevant in
the choice between government and private operation.

Some of those who wish large scale industry and mining to be operated by
government are so inclined because they consider that the profits earned by private
enterprise in these spheres are too large. They look in particular at the high
dividends declared by some mining corporations—in exceptional cases 100% year
after year—compare them with the aggregate wages earned by native workers, of
which they are frequently large multiples (e.g. Trinidad oil industry where in 1937
profits were £1,500,000 and wages £473,000, or Northern Rhodesia copper industry,
same year, profits £5,000,000, native wages £250,000) and conclude that the mineral
wealth of the colonies is being extracted for the benefit of shareholders overseas, and
no adequate return left to the inhabitants. It is easy to show that these claims are
exaggerated. For instance, Professor Frankel® has calculated that the return to gold
mining in South Africa from 1886 to 1932 was an average of only 4%: against the
high profits of a few concerns must be set the losses of many others, and the long
period of waiting for results. Nevertheless to this may be retorted that the low level of
returns is itself due to the inefficiency of private enterprise. The development of the
South African mines was a scramble; all sorts of persons promoted companies;
vendors received large sums for claims of little value into which capital was
fruitlessly sunk; a government corporation would have proceeded more cautiously,
and would not have thrown so much money away—on the other hand its very
caution might have had the result that the industry would not have been so fully
developed. However this may be, it is clear that other territories have not yielded so
low an average investment as South Africa. In Northern Rhodesia, where the copper
mines have been scientifically prospected and are being developed by large com-
panies, and where expenditure has been more circumspect, the return to European
capital has certainly been handsome enough to justify the fears of those who would
like to see the mineral wealth of the colonies developed primarily in the interests of
the natives. Nor is it any answer to allegations that mining has proved too profitable
to say that mining has to receive a higher profit than other undertakings if it is to
attract capital, because it is more risky. This is a fallacy. If an industry is risky, so that

! See 95, note 2.
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capital may easily be lost, investors can only be attracted by a chance of making large
profits. But it is not necessary for the average profit of the industry as a whole to be
high; so long as there is a chance that the successful concern will do very well people
will be attracted even if the average is negative—just as men buy tickets in a lottery
though the total amount which comes out of it is less than the total that they
contribute. The riskier an industry the higher must be the profit that the successful
concern stands to earn, but the lower need be the average for the group as a
whole—at least, this is the situation where deposits are being worked by a large
number of concerns; only where a mineral industry is in the hands of one large
concern carefully weighing the pros and cons of investment is it true that there will
be no investment unless the average prospect of a good return is high.

However, even if it could be shown that the share of the colonies’ mineral wealth
which goes to private shareholders is too large, it would not follow that the only
remedy is government operation. For government can take its share in royalties or
taxation, and improved taxation might adequately meet this argument. Certainly so
far as mining concerns already in existence are concerned, government purchase
would not meet the problem, since the shareholders would presumably have to be
fully compensated for their shares at market value, so that the return to the colony
would be no greater than before, unless the market proved later to have under-
estimated the real value of the concerns. Only increased taxation can increase the
share of a colony in going concerns. But where it is a matter of starting a new
concern, a government can choose between devising adequate royalties and taxes and
operating the mine itself.

In discussing the share which comes to government out of private mining it is
necessary to distinguish three possible sources of receipts. First a government may
take a share in the royalties paid to the private owners of mineral rights. Secondly,
where the government owns the mineral rights it receives a share in the form of
royalties. And thirdly, many enterprises contribute additional sums in the form of
taxation, direct or indirect. The first source of income, the share in private royalties,
has already been discussed, and it is not relevant to our present problem of the
dividends received by shareholders, except in so far as royalty owners are able to pass
the tax on to shareholders in the form of increased royalties, which is unlikely. What
is important here is the devising of adequate systems of royalties and taxation, each
of which we shall now discuss.

Take royalties first. The “adequate” royalty raises two separate issues (i) the form
and (ii) the amount of the royalty.

Royalties take the following forms (a) lump sum payable irrespective of output; (b)
a sum varying with output; (c) a sum varying with profits.

The lump sum royalty seldom stands by itself. It appears to have been popular with
chiefs in the Gold Coast in leasing their private rights, but has not been adopted by
any government except as a minimum rental (“dead rent”) where output falls below a
certain level. The principal purpose of a dead rent is to discourage the company from
sitting on lands without utilising them, e.g. from taking up an area larger than it is
capable of developing, or desirous of developing, simply in order to prevent rival
companies from extending their spheres of influence. The disadvantage of a high
dead rent, as Sir Thomas Holland? pointed out in his report on the Trinidad oil

2 Sir Thomas Henry Holland, geologist and vice-chancellor, Edinburgh University, 1929-1944.
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industry, is that it is a burden on companies in the developing stage. They are
required to pay royalties before the mine is producing, and if the royalty is high, it
diminishes the sum available for development expenditure. The alternative way to
prevent under-development is to require the company under its lease to do a certain
minimum amount of work, measured in footage drilled, money spent, or product
recovered. But this method has its disadvantages, since sometimes market condi-
tions may not justify development up to the minimum, or prospecting may have
shown that no further working is justified at all. Of the two methods, Sir Thomas
Holland preferred the dead rent, and opposed stipulations of minimum working,
with the provisos that the dead rent must be high enough but not too high, and that
companies should be allowed to surrender leases when in their opinion no further
working is justified. As for fixing a maximum annual royalty, this is obviously
undesirable since (a) the government gets less than its fair share if the mine proves
unexpectedly rich and (b) the company has an incentive to get as much as possible
out in the minimum time and then surrender its lease, rather than to take the
mineral out more slowly and pay rent for a greater number of years. No government
has adopted this system, but in Trinidad Sir Thomas Holland found some leases in
which the amount of royalty payable per unit of output diminished with output. This
has clearly the same disadvantage as a maximum royalty, and he opposed it.

A royalty varying with output may take several forms. First it may be calculable on
output, on sales, or on exports. If the whole product is to be exported, the only issues
relevant here are the cost and convenience of collection under each method.

Secondly it may be payable as a flat rate of xd. per unit, or as a proportion of the
value of the output. The latter is better because the royalty then varies with the price
of the product, and so, while not discouraging production so much when the price is
low, secures a better share to the government when the price is high.

Thirdly the royalty may be on a sliding scale, varying with the price of the product,
the proportion of royalty to price increasing with the price. This is still better than a
fixed proportion, for the same reason that a fixed proportion is better than a fixed
sum per unit. Nor does it matter here whether the royalty is a sum per unit of a
proportion of the price since they can both be adjusted to yield the same results.

The economic value of a royalty is the value of the mineral in the ground, which is
equal to its market prices less the cost of extracting it. Now the cost of extraction
varies widely from mine to mine, and indeed in different parts of the same mine.
Hence it follows that not all the mineral should pay royalties at the same rate. This is
a principle which few colonial governments have applied. In general they have sought
for uniformity, specifying a single rate for each mineral, to be paid by all mines in
the territory. This at one end of the scale prevents the full exploitation of poor ores,
and at the other is simply a gift to those who are exploiting the richer ores. The better
policy is followed, e.g. in Trinidad and South Africa, where every lease is separately
negotiated in the light of the richness or otherwise of the deposit, and colonies
which now have a uniform royalty ought seriously to reconsider their policy.

Any per unit royalty, however, must act as a check on output. It is desirable that a
mine should extract all minerals whose value exceeds the out of pocket expense of
extraction. When a royalty has to be paid per unit, high grade ore is left in the ground
which it would pay to extract in the absence of a royalty. Output is consequently less
than optimum, and the life of the mines is shortened. This difficulty is overcome by
basing the royalty not on output but on profit, for then ores which yield no profit pay
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no royalty, and since the royalty is always less than the difference between the price
of the metal and the cost of extracting it, output is not restricted by it. Under this
system a different rate on profit can be fixed for each mine. If this rate is a flat rate,
say x% of profits however large or small, it does not either raise or reduce the grade
of ore which it is profitable to mine. But a flat rate is not necessarily acceptable. The
richness of the ore and the cost of extracting it cannot be known in advance, and it is
desirable that the royalty should vary with net yield, being high if factors are
favourable, and low if unfavourable. It has, that is to say, to be based on a sliding
scale. No sliding scale can be constructed, however, which will not act as an
incentive to alter cost ratios. If the rate varies with the absolute amount of
profit—say x% on profits up to £a, y% thereafter—it discourages the investment of
further capital, or rather, discriminates against large enterprises in favour of small
ones. If, as on the Belgian Congo, it varies with the ratio of profit to capital—say x%
if profits are a% of capital or less, y% if more—the firm has an inducement to
increase the use of capital relatively to labour. If, as in South Africa, it varies with the
ratio of profits to recovery, the firm will mine ore of a grade such that the value of the
mineral is actually less than the out of pocket expense of extracting it. All things
considered, the advantage seems to lie with the South African system. It is open to
the objection that ores are mined the cost of which exceeds the yield, but this is not
really a waste of resources because the fact that labour earns more in mining than in
other activities means that money cost exceeds the real social cost, so that even
though money cost exceeds money yield, the labourer may nevertheless be
producing a more valuable product here than he would if otherwise employed.

So much for the form of royalty; this leaves the problem of how high the royalty
should be set. If all the relevant factors were known in advance the answer would be
simple: the value of the royalty is the difference between the price of the metal and
the cost (including interest on capital) of extracting it. But the relevant factors are
not known in advance; mining is one of the most risky of enterprises, and capital will
only be attracted into it if there is a chance of earning very high returns to offset the
chance that all the capital may be lost. This provides the argument against too
steeply sliding scales of royalty, and in particular against a sliding scale increasing
the royalty too steeply with increases in output or profits. It would, for example be
fatal in mining to set an absolute limit to the profits which might be earned, say a
limit of 30%, while in less risky enterprises, e.g. brewing, such a limit would have
scarcely any deterrent effect. At the same time, while this is a case for not discriminat-
ing against, or trying to get the full royalty out of, the very successful enterprises,
it does not means that the average level of royalties must be low. There is force in the
argument advanced by Sir Thomas Holland that mining is like a lottery in which so
long as the prizes are high enough, there will always be plenty of buyers even if the
cost of the ticket is raised: provided that there are few lucky concerns getting 100%,
there will always be people willing to try their luck by investing in mines, even if the
government increases the share it takes from the average mine.

In addition to royalties, the state receives income from mining in the form of
taxes. Provided that the royalties received correspond adequately to the underground
value of the mineral there is no case for special taxation of mines, since the profits
earned therein will not on the average exceed the profits which can be earned in
other industries. It is true that special taxes are sometimes imposed on other
industries, but these taxes have one of two justifications. A tax may be imposed with
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the intention that it is to be passed on to the consumer; taxes on beer and tobacco are
intended not primarily as taxes on brewers and cigarette manufacturers, but as taxes
to be passed on to the general public. Mineral taxes cannot be passed in this way
because the price of the mineral is in most cases determined in the world market.
The other justification is illustrated by an export tax on sugar, which cannot be
passed on to the consumer. Such a tax is in the ultimate process for the most part
shifted to the landlord: it is a tax on sugar lands, an alternative to a land tax. The
parallel tax in the field of mining is a royalty or a tax on royalties, and given that
royalties are adequate or adequately taxed, there is no justification for a special tax on
mining.

However royalties are not always adequate, and mining shareholders are un-
doubtedly reaping larger profits because the system of royalties is inadequate either
in form or in intensity. Where leases are subject to frequent renewal the remedy lies
in increasing the royalty. But this is seldom the case. There is a conflict between the
desire of the company for security and the desire of the government to be free to
revise terms. The shorter the lease the more frequently terms can be revised, but the
less willing is the investor to put up capital. Leases in practice vary usually between
20 and 30 years, and give the lessor the option of renewal at a royalty not exceeding
the original one by more than a certain amount, say 50%, and it seems undesirable to
depart from such terms. The only remedy then left is to impose special taxes. These
shareholders resist on the ground that they involve a breach of faith, and it is for
government to decide how expedient it is to adopt this course. Two points however
are relevant. The first is a reminder of Sir Thomas Holland’s view that the effect of a
high tax in discouraging mining is easily exaggerated. And the second is the fact that
most colonial governments could increase their taxes on mining profits far beyond
their present level without imposing any extra burden on the overseas shareholders,
because the only result would be that they would pay more into the colonial treasury
and less into the British treasury. This fact seems to have been forgotten when
colonial income taxes were being framed.

We can now return to the main issue, the decision whether concerns should be
privately or publicly operated. The argument in substance has been that in so far as
private mines are alleged to make excessive profits, the remedy may lie not in state
operations but in adequate royalties and taxation. Similar considerations apply to
factory industry—the state can operate factories itself, or can prevent exploitation by
adequate taxation. Indeed, control of factory returns is easier than control of mining
returns for two reasons. First there is an additional factor capable of control, namely
prices. If it is an export industry the state can fix minimum prices to be paid for the
raw material, and if for home consumption, maximum prices to the consumer. And
secondly control of factory profits is not so fatal to the flow of investment as control
of mining profits, since the former being much less risky is prepared to accept a
much lower profits ceiling. As with mining, excess profits can be prevented in
industry by adequate control as well as by public operation.

Efficiency and profitability are however not the only issues to be considered.
Another is the amount of control which government can exercise over its own
undertakings. It can lay down minimum working conditions for labour, can control
the rate of development, and in other ways use its concerns to execute government
policy. To some extent it can achieve the same purposes by legislating for private
concerns, but the enforcement of policy is much easier in government than in
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private concerns since there is not the organised opposition of private interests in the
legislature to be met, nor the need for such an army of inspectors. On the other
hand, in some quarters there is a fear lest labour should not be even more exploited
by government than by private employers, especially if the state has a monopoly of
employment; labour can be forced or indirectly driven to work at very low wages to
produce cheap raw materials for export to the mother country, or large profits can be
earned and used to maintain luxurious European staffs.

Finally, it is argued that colonial governments cannot operate mines, plantations
and industries themselves because they have neither the funds nor the necessary
staff. Actually the funds and staff required have to be provided in any case, and the
argument is valid only if it can be shown that it is cheaper or more desirable that they
should be mobilised by private concerns than by governments. If all enterprises were
government owned there would be less private stock in the market and more
government bonds, but it is not likely that the effect of this on the market would be
large.

In some territories an attempt is made to get the best of both worlds—private and
public enterprise—by floating corporations in which the capital is provided partly by
the state and partly by private persons. This is the Belgian system in the Congo and
the Dutch system in the East Indies, and Sir Donald Cameron, who was partial to it,
applied it to a number of enterprises during his governorship of Tanganyika. The
system secures the state a share of the profits as well as control over operations,
labour policy, etc., while at the same time reducing the amount of capital which it
requires to find, and keeping any such efficiency as a large private corporation may
be thought to have in comparison with government undertakings.

Where private operation is allowed, without state partnerships, the rate of private
investment will be affected by other factors besides the height of taxes and royalties
and the control of prices, profits, working conditions and so forth. There are still
other decisions which will have their effect on it.

There is the decision how large an area each operator is to be allowed to cover. In
mining there is much diversity of practice in this respect even in the same
colony—in the Gold Coast there are limits on the area any company is allowed to
work for gold, but another company has been given an exclusive licence to work
diamonds in the whole territory. There are certain economies of large scale mining,
where heavy capital is required for plant which can serve a large area, or where high
technical skill is necessary from which the whole area can benefit. But this is not
always the case; alluvial mining, for instance, and oil drilling do not always show
these economies of scale. The large organisation has disadvantages which cannot be
ignored. It may be bureaucratic; it may use its monopoly powers to exploit labour; or
its financial strength to exercise pressure on the colonial government: it may do
these things or it may not; many large concerns have higher standards in these
matters than small ones. There is also the possibility that a company may take on an
area which is too large for it to exploit adequately; in Trinidad and again in Kenya
this consideration has been in the mind of the governments and caused them to limit
the areas leased to any one company. This is also one reason why dead rent clauses
are inserted into leases.

Similar considerations apply to agriculture and industry. In agriculture the state
has, in deciding on applications for crown lands, to make up its mind whether the
area applied for is not too large, especially if it is disposing of it not leasehold but
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freehold, and will therefore not be able to change its mind on a subsequent occasion.
Excessively large grants may be a handicap to development. Large plantation
enterprise has also reactions on labour conditions, on race friction, and on the
balance of political strength, which a government is not always willing to contem-
plate and on account of which it may limit the sizes of plantations by law (e.g. in the
American colony of Puerto Rico), and thus perhaps discourage the flow of capital. So
also in industry, government is frequently asked for monopolistic rights, the
granting of which might open avenues for the exploitation of labour, the consumer,
or the raw material producer.

Governments have granted monopoly rights to factories in two cases. One is to
factories processing agricultural products, which desire to have a monopoly of the
product of a particular area on the ground of the existence of large scale economies.
Thus in Trinidad sugar factories have been zoned, and as each may buy only within
its own zone, each is in effect protected within its zone. In Zanzibar a monopoly was
given to a factory to extract oil from clove stems. In Uganda cotton ginneries are
zoned, like sugar factories in Trinidad, though here an additional complication was
the desire to prevent the mixing of cottons of different varieties and the spread of
diseases. Where there are large scale economies it is clearly better to have one large
factory rather than many small ones. But a government franchise is not always
needed to bring this about—the more normal process is for the small ones simply to
be driven out of the market by the efficiency of the large and a de facto monopoly
established because once one large factory is in existence no one can hope to gain by
establishing another. It is conceivable that no one will set up a large factory to begin
with unless he receives some protection, but in cases where this argument is urged,
this is not infrequently because the economies claimed for large scale production are
being exaggerated, and the prospective investor does not really feel as confident of
the superior strength of the large enterprise as he represents himself to be. The
owners of factories desire protection from competition because they fear to make
losses, but the private good must not be confused with the general good—as for
instance in some paragraphs of the report by Sir Morris Carter® which led to the
zoning of ginneries in Uganda. Where such monopoly is granted, controls are
required. If the factory is producing for export the price to the grower must be
controlled, or if for home consumption, the price to the consumer as well. Control of
profits is an alternative to price control, but is only applicable where the product is
not being sold to an associated company at a mere book-keeping price, as was
suspected in Zanzibar. Indeed the difficulties involved in controlling such monopo-
lies are so great and the volume of discontent to which they give rise usually so great
and so vocal, that some would say that such enterprises should always be either
cooperative or state concerns. Even cooperative concerns, like the vegetable oils
factory in Jamaica, do not escape criticism where the cooperators are the producers
of the raw material, and are suspected of using their monopoly to exploit the
domestic consumer.

The other case in which monopoly rights are demanded is where it is desired to
establish an industry under a cloak of temporary protection. If the demand is for a
monopoly, this implies that the concern is to be protected against local competition.
It is a plausible argument that a firm will hesitate to invest capital in a new

3 Sir (William) Morris Carter, chairman of the Cotton Enquiry Committee, Uganda, 1929.
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enterprise, and slowly and painfully to develop a market unless it is guaranteed
against newcomers, but the historical evidence does not support it. More important
is the case for protection against foreign competition. This is justified where it can
be shown that an industry will be able within a few years of its establishment, to
stand on its own feet in face of open foreign competition, but requires a period for
nursing the market, training labour, and so on. Here the state would be well justified
in assisting it in one way or another, e.g., a subsidy or a dividend guarantee. Such
assistance is better than tariff protection, for while the latter raises prices to the
domestic consumer, assistance from the treasury spreads the burden more evenly.
Tariff protection, even the absolute prohibition of imports, may be essential where a
new industry would be subjected to “predatory” dumping by an overseas concern
seeking to destroy it and then raise the price again, but this argument must be used
with discretion since predatory dumping can only be practised successfully by a firm
or combine holding a dominating position in the market—a soap factory can use this
argument, but not a textile mill. The whole argument for protection or assistance,
moreover, applies only where an industry is expected ultimately to be able to stand
on its own legs, and is not a case for indiscriminate protection. Unless it can be
shown that the prospects of an industry will improve as it grows older, government is
justified in imposing an excise duty equivalent to the import duty.

(e) Conclusion ;

If a large flow of private capital into the colonies were the only aim of their
governments it would be easy to answer the question “In what way can colonial
governments promote the flow of private capital into their territories?” Remove all
prohibitions on prospecting or the establishment of plantations; compel private
owners of resources to make them available on minimum terms; levy the smallest of
royalties and taxes consistent with good government; abolish the mass of regulations
in the interest of the working conditions, wages, the health and the safety of workers,
the pollution of rivers by mines, or the destruction of forests by planters; and so on.
But the flow of capital is not an end in itself; it should be merely a means to the
maximisation of the welfare of the natives of the colonies. The problem for
governments is to balance the good restrictions do against their evil effect in
retarding development. In this delicate balance is measured the worth of colonial
statesmanship.

It is, moreover, often forgotten that the conditions which attract capital to develop
industries supplying local markets are in some respects the reverse of those which
attract capital for export industries. The export industry wants low wages and low
taxes—within limits the lower the standard of living in the colony the better it
thrives. The domestic industry however depends on having a local market with a
high standard of living, and purchasing power to spend. Hitherto colonial govern-
ments have thought mostly in terms of attracting capital for export industries, so
much so that many in the past have been accused of considering it their principal
function to provide cheap labour for European capitalists. If they re-orientate their
outlook; if they think more in terms of local purchasing power; if they seek to
increase the incomes of peasants and the wages of labourers; and do not hesitate to
tax the export industries in order to keep purchasing power within the colony; all
these things will attract capital. They may discourage mining capital and settler
capital, but they will attract industrial capital and so help to put an end to that
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lopsided concentration on exports which distinguishes colonial economic structures.

Finally, the rate at which private capital flows into the colonies is determined by
the general facilities they offer. If a colony is well supplied with roads or railways; if
its people are well educated, and especially if there are technical institutes to turn
out artisans, mechanics and agriculturalists; if water power has been developed; if
sanitation is well looked after; in a word, if government is fulfilling its functions
adequately, capitalists will appear more freely than if they have to do for themselves
what governments do in other countries. The supply of private capital is related to
the rate at which public capital is spent. If the state waits for private capitalists to
come, in the hope that out of taxes on the profits of their enterprise it may begin to
fulfil its functions, development may well be slow. But if in the absence of tax
revenue it borrows or begs and spends judiciously it will have no dearth of private
investment. Hardly any colonial government in the past has consciously planned the
development of its territory. Law and administration have been the favourite sons,
education and public health the not so favoured daughters. There has been no
economic staff to look ahead and to direct; prosperity and depression have been gifts
from God or Satan, unforeseen, if not as often uncomprehended. This approach to
colonial administration belong to an era that is passed. The economic development
of the colonies deserves to be carefully planned and as carefully controlled. Unless
British colonial administration takes this to heart, it will not attain those new
standards of trusteeship which the modern world demands.

111 T236/4090 14 May 1943
[Colonial currency reserves]: letter from S Caine to Lord Keynes

[This letter arose out of incidental remarks made by Keynes about the use of colonial
currency reserves for financing development at a meeting between the CO and Treasury
which discussed measures to stabilise the cost of living in Cyprus (T 236/4090, minute by
C H M Wilcox, 1 July 1943).]

When we were discussing the Cyprus position the other week, we touched on the
question of the use of Colonial Currency Funds in financing their development. This
is a point which we have been giving some thought lately, and it raises some
interesting theoretical considerations. If, therefore, you can spare time to give us any
views on it, we should be very grateful.

You are no doubt familiar with what is now the almost universal form of Colonial
currency organisation. Local currency is issued on demand against deposits of
sterling in London, and is exchangeable on demand into sterling in London. The
actual management may be in the hands of local currency commissioners for whom
the Crown Agents act in London, or of Boards sitting in London with Currency
Officers acting as their agents in the Colonies, but the essence of the transaction is
the same in either case. The sterling received is either held in liquid form, i.e.
deposited in London, or invested in ordinary British Government securities suitably
spread as to date. The income from such deposits or investments, after providing for
the necessary expenses of issuing the currency, is ultimately for the account of
Government. The orthodox practice is to pursue a conservative policy and build up
reserves to 110% of currency in circulation before making the income fully available
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for general revenues. Most of the Colonial currencies have in fact reached that
position, and, for practical purposes, it can be taken that the income from currency
reserves goes eventually into the general revenues of the Colony.

Just what happens when more currency is issued? The issue is almost always to a
bank, which is also the immediate origin of the sterling paid into the currency
account. It is very unusual, for instance, for a Colonial Government itself to deal
direct with the currency issuing authority. Obviously, however, in many cases the
bank is only an intermediary. If the increased demand for currency arises from an
increase in the volume of exports, the Bank may itself be advancing cash to finance
the increased trade; but if the increased demand for currency arises from long-term
capital expenditure, it is more likely to be financed out of long-term loans raised in
this country whether on private or on public account. In other cases, it may be that
long-term capital expenditure is being financed out of local savings, including public
revenues devoted to capital purposes; in that event, what happens is that part of the
sterling resulting from the sales of local produce is being devoted to the purchase of
currency instead of to the purchase of consumption goods or the accumulation of
overseas balances.

Whatever is happening, however, when the amount of currency in circulation is
increasing, e.g. whether it is the result of long-term or short-term investment, and
whether the capital is derived from local or external sources, only a part of the total
investment is devoted to the increase in the actual media of circulation, and when
the process is complete, the amount of increased media of circulation actually left in
the hands of the public is ultimately determined by the amount the general public
wishes to hold in the new circumstances of economic activity. In other words, the
final position is always that an increased issue of coin and notes means that members
of the public are to that extent holding purchasing power in that form instead of
making immediate use of it for the purchase of goods or services or holdings in
sterling or in local bank deposits. Thus, members of the public are in effect making
an interest-free loan to the currency authority, which is the Government under
another name, of the purchasing power of which they might have made use
themselves.

The Government has then to decide how to use that purchasing power. For the
sake of simplification I am ignoring at this stage the limitation placed upon the
currency authority’s freedom of choice by the necessity which it is under, because of
its liability to redeem its notes on demand, of holding a proportion of its reserves in
liquid form. Leaving that aside, the Government, like any private person, can spend
new additions to the currency funds on current expenses or on capital development,
or it can invest them for future income. (The existence of the last choice has a special
significance which I want to return to.) The present practice is to invest for future
income, and the question we are asking is: Is that practice wrong?

The alternative presumably would be to spend the money at once, probably but not
absolutely essentially on some developmental project. The adoption of this second
alternative would have precisely the same effect on Government’s finances as if it had
raised a loan, i.e. the Government would be drawing funds from the London market,
and its net income would be the lower by the interest on those funds. It has no doubt
frequently happened in the past that a Colonial Government has simultaneously been
raising loans in the market for expenditure on current development, and investing
funds for future income through its currency account.
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At first sight, it looks as if it might be better to simplify the business by using the
currency funds directly for the kind of expenditure which might otherwise be
financed from loan. There would, however, be very little in the matter so far as
Government finance is concerned. Broadly, interest is earned on the non-liquid
portion of the currency funds at very much the same rate as would be paid on current
borrowings. The transaction might be simplified by the Colonial Government raising
a loan from its own currency funds. It would be immaterial from the point of view of
the net effect on Government finances whether interest was or was not paid on such
borrowings, but equally the same result is reached if Government borrows directly
from the markets and simultaneously invests an equivalent sum through the
currency account by which it obtains an income sufficient to pay its interest on the
amount borrowed.

This is all rather cold-blooded analysis from a purely accounting point of view, and
it may well be argued that we must take account of the psychological effect of being
able to borrow not in the open market but privately from a fund under the
Government’s own control. It is possible that that arrangement might have the effect
of making Governments rather more willing to indulge in expenditure falling in the
loan category. Whether that would be a good thing would depend on circumstances,
and I am not sure that I would at the moment like to argue that Colonial
Governments should always be encouraged to spend more in that field. There is,
incidentally, an interesting side issue, that is, that by an arrangement of that kind a
Colonial Government might be able to evade the control of capital issues in the
London market.

I think it is also necessary at this stage to bring back into the reckoning the
liquidity requirements of the Currency Fund’s positions. The Colonial currency
authorities do try to keep their investments nicely spread as to maturity; so that
without sacrificing too much income, they will always be in a position to meet
demands for redemption which are at all probable. Their task in doing that is greatly
simplified if they can choose between the whole range of securities in the gilt-edged
market. Confined to the issues of their own Government, we should have the
dilemma either that those issues would be for a fixed term or terms which might not
exactly suit the requirements of the currency authority, or that they would be
repayable more or less on demand which might be very inconvenient for the Colonial
Government since a period when currency was being redeemed might well be an
unfortunate time at which to have to raise money in the open market in order to
repay the Currency Fund.

There is one additional factor of a psychological kind. One of the difficulties
Colonial Governments find in raising purely local loans, particularly short-term
issues of the Treasury bill character, is the very narrow market for such issues, which
makes them unattractive to banks and others with a high liquidity preference. If the
currency authority is a regular holder of such local issues, it may be able to help a
good deal in maintaining a market, and the possibility of some special arrangement
with the currency authority to facilitate a local Treasury bill issue has recently been
suggested by us to Jamaica.

Subject, however, to this last consideration, I confess that my present feeling is
that I can see no great advantage in a change in the current practice. The underlying
factor which, I think, makes the situation of Colonial currency entirely different
from those of fully independent countries is that they are an integral part of a very
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much wider system. Colonial borrowing, for instance, is only to a very minor extent
dependent on the internal resources of the Colony. Their pool of capital is that
provided by the general United Kingdom monetary and financial system. No
manipulation of a particular Colonial currency can greatly affect the resources
available to them for borrowing. What really matters to them is the policy, e.g. as
regards rate of interest, being pursued in London and to a less extent their own
willingness to borrow. The latter might be slightly influenced, as suggested above, by
the exact form of the management of the currency account, but in actual fact and
after making due allowance for the liquidity complications from the point of view of
the currency fund, it is practically immaterial whether any particular sum which the
Government wants to borrow is obtained in the market or from their own currency
funds.

I mentioned above that I regarded the fact that one of the choices open to
Government was to use the currency funds in order to secure future income as one of
special significance. What I had in mind was another aspect of the fact that any
individual Colony is only a very tiny element in a much bigger financial system.
Because they are in that position, the Colonies can invest for future income in
external stocks involving no exchange risk whatsoever, i.e. stocks of other Govern-
ments within the same system. That is not an alternative which is open to the
Managers of the British monetary system or to any comparable monetary system.
There is no home for the investments of the Issue Department of the Bank of
England except in United Kingdom Government stocks, unless of course the Bank
were to start taking an exchange risk on them and holding dollar stocks instead.

I have always been inclined to hold that, owing to the close currency connection
and the complete absence of any independent banking system, the average Colony is,
for monetary purposes, in a position hardly at all different from that of, say, the
County of Cornwall. I believe that the essence of the situation would be left
completely unchanged if the whole business of issue of currency for use in the
Colonies was handled by the Issue Department of the Bank of England, subject only
to some suitable arrangement by which the Colonies shared the profits of that
Department with His Majesty’s Treasury.

I should, however, be very grateful, as already indicated, if you can spare time first
to read this very long letter, and secondly to criticise it.

112 T236/4090 18 May 1943
[Colonial currency reserves]: letter (reply) from Lord Keynes to
S Caine. Minutes by N E Young' and E Rowe-Dutton?

[Caine wrote on 20 May 1943 acknowledging receipt of this letter, and commenting that
he was glad they were ‘in general agreement’ that the real issue was that of the general
attitude of colonial administrations towards development on a basis of loan capital of one
kind or another (T 236/4090, Caine to Keynes, 20 May 1943).]

The analysis set forth in your letter of May 14 is complete and convincing. I have no
criticisms. It provides a sufficient basis for judgment.

! Assistant secretary, Treasury. 2 Principal assistant secretary, Treasury. 3 See 111.
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In the light of it the only thing which remains to be said is, I think, this—

The present set-up is designed, probably on purpose, to promote a high degree of
conservatism in development. A colony will be more reluctant to develop if it thinks
it has to borrow than if it thinks that it is using its own money—the savings of its
own inhabitants. It will judge its position by the gross amount of its “debt” and will
not subtract from this the amount of its currency reserve.

When the currency reserve is growing, to hold 100 per cent reserve in a form
equivalent to gold (i.e. external liquid assets) instead of having a proportionate
fiduciary issue, tends to lead to an under-estimation of the financial strength of the
colony. '

Now it may be that foo much conservatism has prevailed hitherto in Colonial
finance. If so, the present set-up may aggravate this tendency. But there may be
other ways of overcoming excessive conservatism without disturbing present
practices.

Minutes on 112

I am very glad that Mr Caine comes to the conclusion that a more liberal
development policy should be financed otherwise than by the use of Currency Funds.

I should be afraid of any less conservative policy than that of holding 100% cover
in investments which are suitable from a currency point of view on the grounds:—

(i) of its internal psychological effect in times of crisis or distrust;
(ii) of the practical difficulty of resisting further encroachments, once the 100%
had been eaten into;
(iii) of the example which this would set to territories & bodies whose finl advisers
are not of Mr Caine’s calibre. I think that we had to make great play with the
universality of Colonial & Currency Board practice to prevent S. Rhodesia from
investing more than 10% (out of 110% cover) in her own securities. And I wonder
whether a precedent of using Currency Funds for development might embarrass
your resistance to attempts by local authorities to put all money into local bricks &
local mortar.
N.E.Y.
5.7.43

If I may say so, this is a text book example of the traditional function of London as a
banking and investment centre. We clearly expect the Colonial Currency Boards to
lend money to London at the same time as the Colonies borrow money from London
for development, etc., but the whole doctrine of this paper is that London is to
borrow short and lend long. It seems to me that it is immaterial that the Colony is in
the sterling area. If the currency circulation in the Colony decreases, I suggest that it
is essentially because residents in the Colony want additional imports over and above
their exports. It may be that they take these imports from the U.K. (in which case
they are not available for sale elsewhere) or, if England is not in a position to supply
the goods they want, they use the sterling to purchase dollars or other foreign
exchange, so as to import from the U.S.A., etc.

Obviously London makes a nice profit on the whole business by borrowing at 1 or
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2 per cent. and lending at 3 or 3% per cent. But it does suggest that the rates for
long-term loans to Colonies for development, etc. should not be artificially low, since
the profit which London makes is only a very moderate cover for the inevitable risks
attending upon borrowing short and lending long.
E.R-D.
19.7.43

113 C0323/1858/9 15 June 1943
‘Labour Party statement of policy for the African and Pacific
colonies’:! memorandum by C Y Carstairs.? Minutes by S Caine and

G L M Clauson

Note on economic matters
Most of what is contained in the LPSP,? despite its title, refers only to Africa: there is
not on the economic side any specific reference to problems peculiar to the Pacific.
2. The LPSP deals with Colonial economics from two points of view; first, as
affecting international relationships [pp 4-6], and, secondly, from the point of view
of the inhabitants [pp 8-11].
3. (1) International aspects. The policy may be summarised as three freedoms;
freedom (on the part of the outside world) to buy, freedom to sell and freedom to
invest [p 5].

(i) Freedom to buy. With trivial exceptions, this freedom, so far as the British
Colonies is concerned, was and is limited only by the ability of the customer to pay
for his purchases. So far from there being any tendency on our part to keep Colonial
produce to ourselves, we have always been only too anxious to sell to anyone. The
limitations on the power of purchase were never of our making, but of that of the
buying countries, e.g. prewar Germany, who placed restrictions on the production of
foreign exchange. This did not hinder Germany from buying anything deemed really
necessary, e.g. rubber, or industrial diamonds.

But the freedom to buy may be limited by difficulty in disposing of sufficient
exports to pay for purchases; and this leads on to

(ii) Freedom fo sell. Although as the table on the last page of the LPSP shows, the
United Kingdom has far from monopolised Colonial markets the limitations on this
freedom are greater than on (i). They may take many forms, including tariffs,
preferential or prohibitive, import quotas or prohibitions, and administrative actions
such as the habitual placing of large Government contracts in the mother country.
The first two points raise large questions of international policy, and cannot be
settled for the Colonies alone. It would scarcely be logical to ban preferences in
Colonies if they are retained as part of the economic policy of sovereign states.

! Labour Party pamphlet, The colonies: the Labour Party’s post-war policy for the African and Pacific

colonies (London, 1943).
2 See 109, note. 3 Carstairs’s abbreviation for Labour Party Statement of Policy.

* Page references throughout refer to pages of the pamphlet. They appear as marginal references in
Carstairs’s memo and have been inserted here in the text in square brackets.
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The policy in regard to the placing of Government orders can however more
readily be considered as a specifically Colonial matter [p 5]. This matter falls into two
sections: orders placed direct by Colonial Governments, and orders placed through
the Crown Agents. In the former case, Colonial Governments have an obvious
incentive to place orders to the best advantage of the finances of the Colonies, and do
not in practice hesitate to place them abroad. We have plentiful experience of
complaints from United Kingdom export interests arising out of this. Crown Agents
would normally, but by no means invariably place orders in the United Kingdom.
Their business is to do the best they can for their clients; if they habitally buy
expensively in the United Kingdom instead of cheaply elsewhere, the Colonial
Governments concerned are apt to complain, especially where unofficial members
have a large say, e.g. on Finance Committees.

The above is subject to two qualifications, one practical and one political. Where
existing equipment is from the United Kingdom, it is obviously easier to add to or
replace it from the United Kingdom; and it is also easier for the Crown Agents to
supervise the execution of contracts in this country than elsewhere. They have
however made arrangement in the past for supervision or orders placed abroad.

The political consideration arises particularly in cases where plant or equipment is
paid for by grants from the United Kingdom Exchequer, e.g. under the old Colonial
Development Act or the new Colonial Development and Welfare Act. The former was
in fact as much a measure for providing employment in the United Kingdom by
giving business to United Kingdom export industries as it was a measure for the
development of the Colonies. It was presented to Parliament not by the Secretary of
State for the Colonies, but by the Lord Privy Seal (Mr. J.H. Thomas) in his capacity as
Minister charged to deal with unemployment. The new Act does not carry with it the
same direct connexion with the United Kingdom export trade, but it is not
unreasonable to suppose that a tendency will persist to place orders in this country
for goods required for schemes financed under the Colonial Development and
Welfare Act.

(iii) Freedom to invest. Here again, there is no question of any deliberate
discrimination against the entry of foreign capital in to the Colonies, and enterprises
with foreign capital do in fact exist. The trouble has been to interest any large
quantities of capital in the Colonies: the contrast between the quantities of British
capital invested in the Colonies (except perhaps Ceylon and the Far East) and that
thrown away in Cuba and South America is startling: £20,000,000 in Havana
Railways alone.

It is arguable that certain foreign entrepreneurs may not be up to the standards
which are desirable in developing the Colonies. But neither are all British
entrepreneurs, and the remedy probably lies, not in discriminating against foreign
enterprise, or against the nationals of particular States, but in establishing by law
and administrations standards to which all enterprises must conform.

4. (2) The interests of the inhabitants [p 8]
(i) Paramountcy of native interests. It is laid down as a general theorem that the

interests of the native inhabitants must be paramount. This generalisation is possibly
subject to certain qualifications. In the first place, in the long run, Colonial
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territories have international obligations as well as rights. This is implicit in the
doctrine of the Dual Mandate. A practical consideration is that, however much the
more advanced States may for a long period be able and willing to extend help to
Colonial peoples, it will probably not prove politically possible to maintain this help
indefinitely as a one-way traffic. The Colonies themselves must, and must be willing
to, make their contribution to the general good, and not be beneficiaries only.
Morally, any other position would be as bad for the Colonies and it would be
politically untenable, nor would the more thoughtful and independent inhabitants of
the Colonies wish it. The sense of obligation to Colonial peoples, moreover, springs
in large measure from a sense of guilt and desire to make amends for past injustice;
but it is doubtful whether there is any value in making amends to one generation for
injustices inflicted on its predecessors, in so far as those injustices have already
become things of the past.

A further qualification is raised by the question “what native inhabitants?”. It is
clear that white settlers, traders etc. are not included; but the LPSP is not so clear
regarding the treatment to be accorded e.g. to the Indian populations of Fiji and East
Africa. In East Africa, the Indians are quite as much interlopers as we are, and they
have established a hold on the economic life of these territories far more inimical to
the interests of the African than have any Europeans. Yet it is not unreasonable to
expect that the policy of the Labour Party would be to support the frequent
representations of the Government of India regarding any attempt to interfere with
Indian activities, irrespective of whether those activities were or were not to the
detriment of the African population.

(ii) Predominance of agriculture and the need for a clear agricultural policy
[pp 8-9]. There is no question but that agriculture is and will remain the most
important single Colonial industry, if an occupation so various can indeed be
considered as a single industry.

The views expressed in the LPSP coincide to a large extent with those set out in the
recent draft Statement of Policy adopted by the Colonial Advisory Council on
Agriculture, Animal Health and Forestry and, apart from the many points in both
which command immediate assent, broadly the same criticisms apply. There is the
same rather sweeping denunciation of export crops, and the same tendency to regard
local nutrition as an absolute first charge on local agriculture, although the LPSP is
on the whole more guarded. The objections to reliance on export crops are less
strictly agricultural (i.e. based on the effect on the soil) than economic, i.e. they are
based on the risk of fluctuations in price and in external demand. In this connexion,
insufficient account is perhaps taken of the possibility of introducing international
commodity schemes, designed to stabilise price and demand. To the extent that that
is done, Colonies will be enabled with confidence to plan their agriculture to take
account of the crops for which they are best suited, irrespective of whether these are
foodstuffs for local consumption, or produce for export. In such a world, it may be
better for a Colony to grow the crop which succeeds best, and buy its requirements of
other goods with the proceeds, rather than to go in for some food crop for which it is
less well suited, and so run the risk of crop failures which leave it without either the
food or the money to import it.

Turning to foodstuffs, the securing of an optimum diet is an object not so much of
agricultural policy (in the sense of agriculture within a given territory) as of general
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social and economic policy, and is to be attained not by trying to produce as much as
possible at home but by so disposing the productive resources of the territory as to
secure to its inhabitants the optimum in nutrition and also in other branches of
social and economic wellbeing. The distinction is an important one: concentration
on food production might, as in the case of many of the West Indian Colonies which
specialise in sugar, lead to a general lowering of the standard of living even measured
in terms of diet, let alone shoes, shirts, bicycles etc. The decision in particular cases
is a matter of judgement: where the market for the only or the most important
export crop is liable to violent fluctuations, clearly a larger degree of insurance in the
shape of local food production is desirable than where the market is steady, reliable
and remunerative.

A cardinal object to strive for is steadiness in export markets, which renders
possible the greatest concentration on the most suitable crops and reduces the
“insurance” margin of otherwise uneconomic food production.

It is also well to have a care in accepting too readily the assumption that
“protectiye” as distinct from protein and carbohydrate foodstuffs will always for the
most part be best produced locally. This may be true today, but with the current
giant strides in the synthesis and concentration of vitamin preparations, it is maybe
unsafe to assume that it will always, or for long, remain so.

(iii) Taxation and Labour policy. [p 9]. The comments in the LPSP on these
matter are strictly germane to social rather than to economic policy. If it is desired
on social grounds to favour more or less self-subsisting rural communities, then
taxation policy will certainly require to be remodelled to remove the need to leave
home to earn money. Alternatively, means might be found to foster the production of
cash crops by village communities: if this is not done it is difficult to see how the
village community as the dominant social and economic pattern can be compatible
with the maintenance of the revenues needed for the functions of Government.
Import taxes will not suffice, for a community which has no cash income to pay
direct taxes cannot buy imported or indeed any goods.

(iv) Land policy. Clearly, if the community is to be mainly dependent on
agriculture, it must have adequate land for the purpose. The emphasis on the
retention of control over the use of land by means of leasehold, or qualified freehold,
tenures, is entirely in line with the latest developments of policy, e.g. by the
Comptroller for Development and Welfare in the West Indies and his agricultural
adviser and endorsed by the Colonial Advisory Council on Agriculture, Animal Health
and Forestry [pp 9-10]. This leads to:—

(v) Agricultural education, the best means by which the control of the use of land
may be translated into sound agricultural practice. There is perhaps an over
emphasis of the value in this connection of co-operative institutions. Valuable as
such institutions are, when successful, for social, as well as economic reasons, the
power to work them represents the culmination of a long period of training in service
to the community, and experience has shown that to thrust the responsibility for the
management of co-operative schemes on untired shoulders too often leads to failure
and disappointment. An alternative method of promise is to institute marketing
schemes under firm and expert control, which provide for the gradual association of
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the producers concerned in the running of it, first in an advisory, and, as experience
is gained, in an executive capacity. Such is the successful “Kilimanjaro Native
Co-operative Union” of Tanganyika.

(vi) The planning of agriculture [p 10]. This is an obvious duty of Government,
and will be made easier the more settled the economic position becomes as regards
exports crops, the more copious the results of agricultural research, the better the
system of agricultural education, and the more highly developed the systems of
internal trade and marketing. A system of progress reports as suggested would be of
undoubted value. This figures already in the normal Annual Reports, but improve-
ment might well be made by relating such reports, or some part of them, to whatever
long-term scheme or policy is being followed.

(vii) Industrial development [p 10]. In form, at present, there is no particular
obstacle to anyone setting up in the Colonies whatever industrial enterprise he
chooses, and many such have come into being without either the favour or disfavour,
of Government. In practice, however, large-scale enterprise is reluctant to embark
on such development without at least some indication that it is in consonance with
public policy, whether or no protection or preferential treatment of some kind is
being sought. There is, therefore, to this extent a considerable though informal
degree of Governmental control of the entry of new industrial enterprise into the
Colonies.

What is proposed in the LPSP is presumably that this informal influence should be
made statutory, and that no new industrial enterprise should be permitted except
under license. Certain considerations (not all of equal force) suggest themselves:—

(a) a definition of an industrial enterprise would be required. This might not be
easy.

(b) Should enterprises set up by local initiative require to be licensed, or should
this stipulation apply only to the entry of outside capital?

(c) Should licenses be required for the extension of existing enterprises (which
might be just as significant socially as the establishment of new), in which case,
how is an extension to be defined?

(d) the existence of a licensing system might give rise to difficulties in the
application of the “freedom to invest” see paragraph 3(iii) above) from which the
present looser system would be free.

(e) would not the issue of a licence carry with it some obligation on the part of
Government to contribute to the success of the licensee, e.g. by withholding
licenses to others desiring to establish similar manufactures, from which objec-
tion again the present system is free?

In general, the proposal to extend strict Government control of the establishment
of secondary industries bring with it certain difficulties which cannot be avoided if
private investment is to continue. The LPSP however admits by implication the
continuation of the system of private investment, e.g. in setting up the principle of
“freedom to invest” (paragraph 3(iii) above).

It may be considered that, given the continuance of private investment, a method
of control less fraught with difficulty than a licensing system might be the enactment
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and enforcement of legislation providing for proper conditions in industry, coupled
with the development of a sound trade unionism.

(viii) Taxation of colonial enterprises [pp 9-10]. The LPSP brings this under the
heading of industrial development, but the point made, that profits earned in the
Colonies should be taxed for the benefit of the Colonies, applies equally to estate and
plantation enterprises, such as sugar, rubber, tea and sisal interests. The present
systems providing for relief from double taxation limits, in the case of United
Kingdom registered companies, the taxation leviable on profits in the Colonies.

One method of getting over this would be to cause Colonial enterprises to be locally
.1, registered and so wholly liable to local taxation; but this is quite easily nullified by
I the practice of setting up a local subsidiary which sells its product to a parent
company at a price so fixed as to leave little or no profit to tax. The system of
imposing export taxes, or royalties is not open to this objection, but is open to
others, e.g. inflexibility when profits rise, or, if variable, as introducing an element of
uncertainty which hampers enterprise. This problem is in fact no easy one.

5. General [p 6).

(i) The conflict between the international and the internal. It is recognised in the
LPSP that the pursuit of the two sides of Colonial policy, namely the international
(paragraph 3 above) and the internal (paragraph 4 above) may lead to conflicts. In
particular, it is appreciated that the policy of the Open Door, that embodied in the
Congo Basin Treaties, may not always be in the interests of the inhabitants. To meet
this difficulty, it is suggested that the “administration” (whether this means the
Colonial Government concerned or the Government of the sovereign power is not
clear: the ambiguity may be deliberate) may appeal to the proposed International
Colonial Commission (or generalised Mandates Commission) for permission to make
exceptions to the Open Door policy. It is apparently considered either that the
Colonial Commission would be incompetent to take a decision on such an appeal, or
that its decision would not be likely to be acceptable to any State thereby
discriminated against, for it is proposed that the appeal should be referred for a
decision to an International Court of Justice.

The object of this suggestion is doubtless to ensure that the decision will both be
impartial, and be accepted as such, by international public opinion, which is
obviously desirable. But there are only two kinds of points which can be referred to a
judicial body; points of law and points of fact. In a case of this kind there would be no
question of a point of law, since what is in question would be whether an exception is
justifiable to the general law of the Open Door. That is to say the decision would, if
anything, be on a point of fact.

But before taking a decision on such a case, the court would require to have some
standard of justification to which to refer. If some such standard could readily be
established the need for reference would scarcely arise as the matter, if raised at all,
could be disposed of without contention by the Colonial Commission. The proposal
amounts, in fact, to an attempt to place the responsibility for decisions involving
many difficult and contentious implications on a body whose sole recommendation is
its reputation for impartiality. The detailed knowledge of social, economic and
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political conditions not only of the Colony but of the other State or States affected,
the Court could not be expected to possess; and any long series of decisions which
would be bound to be to someone’s disadvantage (or they would never by this
procedure have been sought) would soon destroy its reputation for impartiality.

Questions of the type under consideration do not, in fact, appear to be capable of
resolution by judicial means, but to be essentially political in the broadest sense,
which includes the economic. It seems that some means of solving these problems
will have to be sought which is more in consonance with their real nature.

There is a further general consideration in this regard. The Labour Party may
fairly be assumed to favour a post-war economic system involving a very considerable
degree of Government control and regulation of trade and industry. In Sovereign
States, the exercise of the necessary powers would doubtless, within the framework
of international policy generally agreed, be matters for the States concerned and not
subject in individual cases to appeal and ratification, even although scarcely any one
of them is likely to avoid treading on someone’s corns. Under the proposals of the
LPSP, what on this assumption would be normal for Sovereign States would be
exceptional in Colonies. They would be subject to a general principle (the Open
Door) which would be scarcely compatible unless diluted beyond recognition with
the policy described above. What is sauce for the goose is sauce for the gander; and if
the application in the Colonies of a policy deemed desirable for Sovereign States is
subject to reference and ratification in detail, the interests of the Colonies cannot fail
to suffer.

(if) Political and economic development. It is clear from the LPSP that in the
political sphere the object should be the attainment of responsible self-government
for Colonial peoples, and that educational policy in particular should be subordinated
and directed to this end. This carries certain important economic implications,
particularly since it is assumed throughout that private enterprise shall continue,
even if direct Governmental development schemes also multiply.

At least two factors stand in the way of this policy:

(a) the statement that large and long-continued subventions in aid of Colonial
revenues must be envisaged if there is to be substantial and speedy progress in all
fields [pp 16-17];

(b) the fact that Colonial territories as they are today, or as they are likely to
remain, are not to any important degree self-subsistent economic units [p 3].

(a) is not strictly an economic consideration, but it may be observed that it is
unlikely that any State granting substantial financial help to a Colonial territory
would do so without retaining the power to see that the funds so provided were
properly spent. In the case of the United Kingdom, the Comptroller and Auditor-
General, the Public Accounts Committee and indeed the House of Commons itself
would demand no less. This involves control of a Colony’s finances, and political
power without the power of the purse is shadowy indeed, or else it is power without
responsibility, if much latitude is allowed in the expenditure of external grants, and
hence no education in self-government.

The long continuance of grants-in-aid seems therefore to be an important obstacle
in the road to self-government.
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(b) is perhaps even more important, though less obvious. As is observed in the LPSP
[p. 3], the configuration of many Colonial boundaries is a matter of historical
chance, and is not related to economic or administrative needs and realities; and
some rectification is recommended. But even with drastic rectifications, it remains
exceedingly improbable that units will result whose Governments will in fact be able
decisively to determine their economic prosperity. The wellbeing of the inhabitants
of Jamaica, for example depends on the banana export trade more than on any other
single factor, and that trade in turn on the policy of a Company registered in Boston,
Mass. That of the British West African Colonies depends likewise on the policy of an
association of merchant houses dominated by a subsidiary of Unilevers. Instances
could easily be multiplied.

Unless these great commercial interests can be brought under the control of the
Colonial Government concerned, it cannot truly be said that Government is master
of the situation. Action to this end cannot in most cases be taken by individual
Colonial Governments. If the Government of Jamaica attempted to seize control of
the banana trade, it would be open to the United Fruit Company to transfer its
activities elsewhere, and since that Company dominates the distribution of bananas
in the chief markets, the Government of Jamaica would find it exceedingly difficult to
find sales for its exports. Similarly, if West Africa were made too hot for the United
Africa Company, its customers, the Unilever group, could turn to other sources of
oils and oilseeds, which are in plentiful, nay superabundant, supply in normal times.

The only control to which great trading concerns of this kind could be
subordinated would be international control.

But that is not private enterprise, the continuance of which is tacitly assumed
throughout the LPSP.

Nor is it in any real sense compatible with Colonial self-determination.

Minutes on 113

Generally I agree with Mr. Carstairs’ comments. Considering that the Labour Party’s
plan is naturally inspired by a wider conception of the possibilities of planning of the
socialistic kind, whereas we are still tending to look a good deal more to private
enterprise, it is remarkable how extensive is the area of agreement. The major
differences are largely confined to matters of how extensive the detailed planning,
e.g., of industrialisation, can be and in the actual practice of administration, it would
probably be found that those differences will be more theoretical than actual. The
one or two points which seem to me worth adding are:—

(a) Under what Mr. Carstairs classifies as “freedom to sell”, the Labour Party’s
proposals might well be acceptable if they form part of a general international plan
of breaking down trade barriers, but that whole subject of international commer-
cial policy will be settled on a much wider basis than merely Colonial considera-
tions.

(b) The problem of taxation of Colonial enterprises is not so simple as it appears in
the pamphlet. In the case of a large mining enterprise involving extensive capital
investment, it is neither good equity nor good sense to regard the whole of the
enterprise as originating and being carried on in the territory in which the mine is
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situated, ignoring the capital equipment and mining skill which are provided
externally. It is unlikely that the United Kingdom Exchequer would ever surrender
the right to take its share of taxation of the products of such capital investment
and application of the skill and knowledge of persons resident in this country. As
regards ‘A’ in Mr. Carstairs’ comment on this point, it would not be the case that
U.K. taxation could be avoided by the simple process of transferring the
registration of companies to the Colonies. If it were, that easy way out would have
been followed by a great many companies in the past. As has been decided in
various Court cases, the test of residence is not so much registration as control:
and so long as control is exercised from this country, as is often essential in order
to obtain the benefit of technical experience, etc., the company counts as resident
and therefore liable to U.K. taxation.
(c) Ido not entirely follow Mr. Carstairs in his comments on the last page but one
regarding the relationship between the conception of Colonies as economic units
and the existence of externally controlled companies handling their exports. The
important thing here is surely not that West Africa’s exports are marketed through
London companies but that the well-being of West Africa depends on the
marketing of its produce in external markets over which West Africa has no more
control than any other large producer. In other words, the basic economic
position would not be changed if the whole business of United Africa Company and
its associates were taken over by a West African Produce Control Board located in
West Africa.
S.C.
25.6.43

The fundamental difficulty about taxation of profits made in the Cols. goes beyond
what is stated above, it lies in the double basis of taxation, i.e. taxation of profits &
taxation of receipts. Even if a company operating in a Col. were registered &
managed in the Col. the dividends that found their way to this country wd. still be
taxed as income of those which received them. It is this that makes it necessary to
have arrangements for avoidance of double taxation; for if U.K. investors were first
taxed by the Col. on their profits & then by the U.K. on their incomes they wd. not be
such mugs as to invest in the Cols.

I do not think that I need comment in detail on the pamphlet, except to say that
close contact with Colonial realities has brought about a more realistic tone in this
pamphlet than in its predecessors, but there is still a good long way to go. If the other
great political parties indulged in similar pamphleteering the same criticism wd.
probably hold good. . . .

G.L.M.C.
19.7.43
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114 C0852/588/2,nos 1 &2 12 Aug 1943
[Colonial development and welfare]: memorandum by S Caine.
Minuteby A E T Benson'

[Caine was appointed financial adviser to the CO in 1942 and, from Apr 1943, he had
charge of colonial development policy. On 16 Aug 1943 he sent a copy of his memo to Sir
G Gater with a covering minute which read: ‘With apologies I append a yet further
memorandum on the general question of Colonial Development policy. It is by no means
as full a treatment as the subject deserves. It has too much in mind the purely economic
side, although that is, I think, really fundamental to the development of true Colonial
independence, and its proposals for definite action are nebulous. I have thought it best,
however, to send on the memorandum in its present form because the subject is one
which has been troubling me for some time, and I feel sure deserves early consideration.
The memorandum is, moreover, to a considerable extent an expression of personal view
in a special sense. In so far as responsibility for Colonial Development policy is focused
anywhere in the Office it is presumably in myself; and ever since assuming nominal
charge of the subject in April, I have been more and more impressed by the absence of any
opportunities for constructive work upon it under the present set-up, and also by my own
inadequz]ate equipment for such constructive work in time, knowledge, staff and in
powers.’

There is a general uneasiness about the slow tempo of action under the Colonial
Development and Welfare Act. We have an alibi, becoming a little worn with use, in
war conditions; but I am increasingly dubious whether things will be very much
better after the war without radical changes in the present procedure.

2. I am not thinking in this of the kind of changes we have lately had under
consideration, that is, speeding up the machinery for examining schemes or making
vague grants for unspecified purposes to Colonial Governments. The first might save
a few weeks in dealing with applications; the second would save Colonial officials
some labour in preparing applications. Neither would ensure that more schemes are
prepared in the first place. A few weeks earlier or later in the grant of approval will
rarely make or mar an important scheme; and a Colonial Government is unlikely to
pigeon-hole a scheme in which it really believes because it dislikes the procedure
necessary to get assistance. By all means let us “streamline” the procedure if
possible, but something more fundamental is needed to secure any spectacular
change.

3. Quite simply the trouble as I see it is that not enough schemes are produced in
the first place. There is not enough thinking, above all not enough original and
coherent thinking, about the possibilities of development. Machinery for that kind of
thinking for the Colonies is virtually non-existent.

4. This has been recognised from the start of the new development policy in 1940
and underlies the proposal urged upon Colonial Governments for the formation of
Development Committees as well as the establishment of the Stockdale organisation.
For reasons to be explained, I doubt if either of these projects—certainly not the
first—goes far enough to provide the answer.

5. The concepts which underlay the 1929 Act are still, I think, at the bottom of
our present ideas. They envisaged a flow of applications from Colonial Governments,
an Advisory Committee to “screen” them, and the Colonial Office passively doling out
the money. It was assumed that the schemes put up would normally be projects

! Colonial Administrative Service officer, temporarily attached to CO.
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already in existence; it was revealing that one of the questions in the standard
application form asked why the scheme had not previously been put into operation,
the idea being apparently that Colonial pigeon-holes were full up of complete but
deferred projects. We have advanced a little on that conception but not very far. It is
now recognised that Colonial Governments will have to think up new schemes as
well as look in the pigeon-holes; but they are given no help in doing so (except
partially in the West Indies). The Advisory Committee, which might have grown into
an originating body, has almost disappeared even as a screening organ; and the
Colonial Office retains its purely passive function.

6. As regards the passivity of the Colonial Office, there seem to be three parts the
Office could play in this matter; that of waiting for schemes to be submitted and then
passing judgment on them—essentially a negative role; that of stimulating Colonial
Governments to put up schemes by giving guidance, suggestions and advice; and
that of itself framing schemes. So far, over much the greater part of the field, the first
has been the role chosen for the Colonial Office. Very little guidance or suggestion of
a practical kind has been given to help Colonial Governments in inventing or
working out schemes; and the occasional tentative moves towards such action which
are made within the Office always seem to come up against one insuperable obstacle
or another. A very few schemes under the Act have actually been framed in the Office,
but they have been either of a research character arising out of investigations started
in the United Kindom (e.g. Jamaica food yeast) or deal with matters such as central
recruitment and training which have necessarily to be handled here.

7. In making this criticism I do not ignore the very valid objections which exist to
any policy of “prodding” Colonial administrations too energetically while they are in
their present overworked state. But I cannot help feeling on the one hand that these
objections sometimes cover a more fundamental reluctance to take the initiative out
of local hands; and on the other that it is going to be a poor excuse before Parliament
and the country to say that, because the instrument we have chosen proves, at least
temporarily, to be ineffective, we have thrown our hands in rather than try to find
another one. When we have excused the slowness of action in wartime by referring to
lack of material and personnel, we have always managed to say, or to imply, that at
any rate the time is being made use of to prepare plans, both broadly and in detail.
This is only sporadically true; a few Governments have prepared plans of some
comprehensiveness, but I doubt whether any have nearly approached the ideal of
completeness. Many, so far as we are aware, have done hardly anything. When the
war is over, we shall be asked where our plans are, and the answer is likely to be
somewhat embarrassing.

8. We have to face to-day a new concept of the place the State must take in
planning. There is much nonsense talked which suggests that no development can
take place unless it is planned by Governments. Nothing is more demonstrably
untrue for the Colonial Empire, where tremendous developments have been
produced by the planning of private enterprise. Given the same conditions, I believe
private initiative could do much more. But all the signs are that the conditions are
not going to be the same. State regulation will be imposed by “priority” require-
ments, by wide-spreading international economic agreements and by the difficulties
of securing private finance even if it is not desired for internal reasons. The point
about finance is especially important. In the past much money for development was
found through the activities of private individuals who might be called economic
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prospectors. In the future, conditions of taxation and control of capital markets are
likely to prevent the private investor risking his money in Colonial ventures, and the
State will have to find a far bigger proportion. If it is going to do that effectively and
intelligently, it must develop machinery for doing the economic prospecting which
was formerly done by large numbers of private persons acting on their own account.

9. My main thesis is that it is wrong to expect this work to be done by that
maid-of-all-work the “Colonial Government”. It is a job needing specialised qualities
different from those of ordinary administration and needing continuous thought, not
odd half-hours snatched from a busy day of current work. It is instructive to look at
other people’s experience in this. Russia, which takes planning seriously, has an
entirely separate Planning Commission as one of its major Government Depart-
ments. We may also draw some guidance from the Tennessee Valley Authority. It is
hard to get any description of that body which is not couched in terms of adoration
or revilement, but two things do seem to emerge. First, it is concerned with what I
have described elsewhere as outline planning—providing basic services, not settling
who is to produce wheat; and second, it was necessary to set up a body independent
of the existing authorities, who no doubt have their time filled with their own jobs, in
order to conceive and carry out the major projects which were believed to be
necessary.

10. In suggesting that the planning of new development is work which ought not
to be expected of the ordinary machinery of Colonial Governments, I do not by any
means mean that Colonial administrators are never capable of conceiving and
carrying out large programmes of development. There are many obvious examples to
the contrary, including the large and wise use which individual Colonies have made
of the Colonial Development Act 1929 and the New Act of 1940. It is, however, in a
sense a lucky accident if a Colony has a Governor and a department capable of work
of this kind, and I am not sure that it would be right, even if it were possible, to
choose our senior officials primarily with an eye to development work. They have
many equally important functions of current administration to perform, and in most
cases discharging those functions is a quite adequate task for the energies of one
man. I think our own experience inside the Office emphasises the difficulty of trying
to frame large constructive proposals in the intervals of dealing with the multitudi-
nous details of current business. In all this, I am thinking mainly of development of
an economic character or new capital developments of the character of social
improvements, e.g. slum clearing, extensive re-planning of urban areas, etc., and not
of the mere extension of welfare services, education, health, and so on. I hope the
educationalists and medical men will forgive me if I suggest that the latter consist
primarily of the multiplication of processes and facilities which are essentially
already familiar to us and do not involve new constructive planning of the same
character as major economic developments of improvement work.

11. A further feature of the problem is that we cannot really expect to find in
every small Colonial Administration all the qualities, experience and knowledge
necessary for the initiation of really new development. A number of individual
dependencies are no more than large districts, and it is no more reasonable to expect
all the ideas which are necessary to flow from the Government of British Honduras
or the Gambia than it would be to expect them all to emerge from the mind of the
District Officer in charge of a comparable area in Nigeria.

12. I think that there is in fact no dispute in the Office that the machinery of
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Colonial Administration needs supplementing to carry out the task of planning
development. The unanswered question is how that supplementation can best be
effected. No doubt some addition of a special development staff in the larger
Secretariats would be useful, but I am very doubtful whether that would go anything
like far enough. The further step which has been much in our minds is that of setting
up special organisations on regional bases with the function of advising and
prompting Colonial Administrations in development work. The model of such
organisations at present is Sir Frank Stockdale’s team in the West Indies. There can
be no question but that the creation of that organisation has effected a considerable
improvement in that area, but [ am not sure whether even that goes far enough. Sir
Frank Stockdale’s work is still a good deal handicapped and slowed up because
essentially he is merely acting as a projection of the Colonial Office in the
examination of schemes initiated locally.? He can and does go further and suggests
schemes to Colonial Governments which he thinks they ought to put up, but he has
not himself the staff to work out such schemes in detail and is still dependent on
Colonial Governments to submit an actual proposal. It is clear from the figures that
this is one of the major causes of delay.

13. We have considered the institution of similar organisations on a regional
basis elsewhere, and progress has been made in theory towards such an establish-
ment in West Africa on a somewhat tentative and provisional basis. I am sure that the
idea needs to be developed, but it is to.be borne in mind that there will still remain
various Colonies which cannot conveniently be fitted into any regional organisation.
There are also sometimes political implications in a regional organisation attached to
such an organ as a Governors’ Conference which may impede the growth of the
necessary development organisation.

14. 1think we are in danger, too, of assuming that if we can get adequate regional
organisations set up, that will largely be the end of the matter. I do not believe that
those organisations can function adequately without a considerable strengthening at
the centre as well. As regards the territories which do not fit conveniently into a
regional organisation, it is difficult to see how they can get adequate assistance in the
planning and execution of their development except from a central organisation.
From both these points of view, I think a strong organisation in or attached to the
Colonial Office, with considerably more powers or at any rate habit of initiation than
exists at present, is really essential if the prospects of rapid development held out by
innumerable Ministerial statements are to be realised.

15. Itis interesting in this connection to look at the example which is being given
to us by the Colonial Research Committee.®> That Committee has with great
emphasis repudiated the idea of confining itself to the merely negative or censorial
function of passing judgment on schemes devised by other people and submitted to
it. It has taken its function to be the systematic examination of the whole field of
Colonial research and the initiation of schemes wherever they are necessary to
remedy deficiencies. The Committee is taking the various departments of research
individually, and is trying to stir up the responsible authorities to elaborate proposals
for extension of the work, and is itself making practical suggestions. The Committee
is, in fact, making a real effort to deal comprehensively with its own admittedly
limited but still large and important section of the whole development field, and,

2 See 116. 3 See 164.
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properly supported, it should be able to make effective the revolution in Colonial
research which was foreshadowed by the 1940 Act.

16. There is, I think, very strong reason for thinking that something similar is
required to cover the field of economic development and what I have described as
major social improvements. This is perhaps getting dangerously near the idea of a
Colonial Development Board. That idea has admittedly very many dangers, but the
fact that it is so frequently put forward does represent a very definite uneasiness as to
the adequacy of the present machinery. It is no doubt necessary to avoid creating a
new organ of Government which would duplicate or challenge the general authority
of the Colonial Office but there is clearly a widespread feeling that either by
modification of the existing organs of Colonial Administration or by the creation of
something new, machinery should be created which should be capable of much
greater initiatory activity than is at present shown by the old machinery.

17. Another suggestion which has been made for meeting this basic need is that
of the creation not of a semi-political Colonial Development Board but of a body
bearing a commercial form although not intended to be operated in a commercial
spirit, e.g. the Imperial Development Authority advocated in a recent book entitled
“Wealth for Welfare” by H.W. Foster and E. E. Bacon,* which has received a
conditional blessing from the Economist. The general concept of the authority set
out in this book seems altogether too grandiose, and the detailed proposals are in
many cases half-baked, but there are none the less many attractions about a body
which can act with the comparative freedom of a commercial concern. Another way
of expressing the gap in the present organisation on the side of the economic
development is that we need a service of economic prospecting: i.e., we need to be
able to send freely and promptly experts of every kind to particular Colonies to report
on particular possibilities of developments, their work being carried out in the same
spirit as that of a mining prospector. At present, it needs a portentously heavy
machinery to get started any investigation of that kind, but an independently
operated authority or company could sent out investigators with as little formality as
a big commercial enterprise sends out a representative to explore the possibilities of
a new market.

18. The device of a company clothed in commercial form but in fact working as
an agent of Government may have other advantages in the carrying out of particular
works of development, e.g., on the lines of that rather mystic body, the T.V.A.,
without involving all the political implications of direct action by the administration
in its own name. It is possible that we could learn a good deal from the methods of
the Government inspired companies of the Belgian Congo.

19. There are certain common factors in all these possible lines of development,
i.e., greater activity and initiative by the Colonial Office itself; or the establishment
of a Colonial Development Board, or the creation of a Government controlled
company or companies. These are: the establishment at the centre of a habit of
initiative in investigation, having the power to send out technical investigators with-
out having to make a formal scheme on every occasion, the practice of dealing,
where appropriate, direct with Colonial interests concerned, and, of course, implicit
in the whole, the grant of much greater discretion by the Treasury. It may be noted,
as a type of the kind of thing which ought to be done on a much larger scale, that we

4 Published London, 1943.
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have in fact been operating on something like these principles in the particular case
of Jamaica food yeast, where we are now proceeding through an ad hoc Government
controlled company and have in fact run the whole thing from the Office with only a
more or less courtesy consultation with the Government of Jamaica.

20. Admittedly one of the main difficulties of any change in method involving
greater activity at the centre is that it must infringe the sphere of responsibility of
Colonial Governments. I think we are perhaps too nervous of that. I cannot avoid
the feeling that sometimes when we speak of avoiding offence to the susceptibility of
local opinion nothing more is really involved than the susceptibility of the official
group. There is real danger that the privilege of Colonial officials to have the sole
right to deal with matters of development may be as great an obstacle as the privileges
of private property are sometimes alleged to be.

21. Ihave not ventured at this stage to set out precisely suggestions for adoption.
The basic things we should aim at are the development of strong regional
organisations for development of areas which are suitable for organisation in that
way, with, however, strong central organisation for general supervision and
assistance, and particularly with a much greater development of initiatory power at
the centre. Whether that can best be done by the development of ordinary
administrative machinery of the familiar civil service type, or by boldly ex-
perimenting with new forms such as special development authorities cast in a
commercial mould, is a matter for further examination.

Minute on 114

Mr. Eastwood
You kindly let me see Mr. Caine’s memorandum about “planning”. I think it is
excellent, and shows quite clearly that a more decisive attribution of responsibility
must be made for the initiation of plans.

In this country, plans are not generally made by the administration or legislature.

The result is that almost all plans originate in unofficial persons and bodies, and
most frequently the plans are born because of the force of some kind of public
opinion. The planners and experts, themselves, have (or are provided with by the
administration) immediate access to all possible experts. Their work is done in what
we may still call the centre of the world’s knowledge and experience. The plans so
conceived are submitted to the administration which rejects, amends and adopts, in
the light of its own expertise, and its knowledge of what is practicable.

By contrast in the Colonies there are, generally speaking:—

1. no private experts.
2. no ready access to experts.
3. no force of public opinion.

In parallel in the Colonies there is:—
4. No time for the administration to do any planning.

Private European elements in the Colonies may be expert farmers or miners or
traders, but any plans they may make will tend to be ex parte minority plans with
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only slight provision for the interests of the native majority. Private European
residents in the native areas are so completely shut off from the wide contemporary
knowledge necessary, that their plans can only apply to their own little areas, and a
dam or a cattle dip is all that can result.

Neither in the districts nor at headquarters have the official European residents
any opportunity to break free from the daily round which, as Mr. Caine says, is their
proper job.

Public opinion can only be the opinion of a small area of the territory, or of a very
small class of the population.

It seems then, to end where Mr. Caine ends, that we must recognise as illusory the
hope that Colonial Governments with present resources will ever be able to present
from their end any projects which are not small scale and makeshift. In particular
they will be unable to produce the wide concerted and well-integrated plans covering
all aspects of development which alone can ensure success and eliminate the risk of
wasted money and effort.

The above refers to all kinds of planning, though again as Mr. Caine points out,
with far less force to the great public services of education and health. The practical
implementation of education and health plans must, however, depend on the plans
for economic development. Just as it is futile to build a road for the sake of building a
road, so it is absurd to plan a school or a hospital at Mumbo Jumbo, if economic
development is going to draw the population away to Pingo Pongo.

AE.T.B.
19.8.43

115 C0852/558/2,n03 20 Aug 1943
[Colonial development and welfare]: CO note of a departmental
meeting on S Caine’s memorandum’

[Following this discussion, a_memo on colonial social and economic planning was
prepared by Caine as a CEAC? paper for circulation to colonial governments. It was
submitted for consideration to CEAC members and the Treasury, and a draft paper was
approved subject to some amendments by CEAC, 9 Dec 1943 (see correspondence and
papers in CO 323/1859/28). A revised version, The Planning of Social and Economic
Development in the Colonial Empire (No 3, Papers on Colonial Affairs, Apr 1944) was
circulated to colonial governments in Apr 1944, together with Effects of Wartime
Changes in Colonial Economic Structure and Organisation (No 4, Papers on Colonial
Affairs, Apr 1944).]

A discussion took place in Sir George Gater’s room on the 20th August, Sir William
Battershill, Mr. Caine, Mr. Benson and Mr. Eastwood being present, on the subject of
Colonial development, with particular reference to Mr. Caine’s memorandum of the
16th of August.

There was general agreement on the following points:—

(1) Itis difficult for staff pre-occupied with day to day work to get down to forward
planning.

! See 114.
2 The newly-formed Colonial Economic Advisory Committee, see 117.
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(2) The stimulus of outside ideas and access to non-official expertise is very
valuable. In many colonies there is little public opinion and little expert knowledge
available outside the Government Service.

(3) At the same time, it is important to carry local opinion with one. However
small the circle of public opinion may be in the colonies, each colony has its special
political problems.

(4) Owing to the absence of expert knowledge, incomplete information, and the
preoccupation of the local Civil Service, effective planning cannot be begun or
carried through by Colonial Governments alone. At the same time it cannot be
effectively carried out under present Whitehall arrangements, where the same
preoccupation exists, and there is insufficient knowledge of local circumstances.

(5) Both Colonial Governments and Whitehall must therefore play their full parts:
the former contributing local knowledge and technicians and ensuring local support;
and the latter providing stimulus, experts and—most important—money.

(6) In many parts of the Colonial Empire, a regional organisation, somewhat on
the Stockdale model, might bridge the gap between two.

The general conclusions were as follows:—

(i) The larger Colonies ought to have separate planning machinery at headquar-
ters. The exact form would vary from place to place. In Palestine, it had proved
very useful to have a man of the seniority of Sir Douglas Harris.® Elsewhere, a
Development Secretary might fill the bill with the assistance of a Development
Council or Committee. This Committee might well have two or three unofficial
representatives on it.

(i) We should, wherever practicable, work towards the setting up of a regional
organisation. This should have rather more executive power in planning matters
than the Stockdale organisation has at present. The exact form of the organisation
would vary from region to region according to the political and other circum-
stances. In each case, however, it should be not only a rallying point for the
individual colonies, but also a projection into the colonial sphere of the Colonial
Office itself. The staff of the regional organisation would stimulate and assist
individual Governments in the preparation of plans for development. It might
include among its members experts in particular subjects or it might be preferable
for experts to pay special visits to the region when required.

(iii) Many colonies, however, could not be fitted into any regional organisation.
For the most part also these are small colonies which could not well maintain any
form of separate development staff to assist them in the preparation of their
development plans. In the case of these Colonies, the main need will be for visits
by staff made available by and based on the Colonial Office. Such visits might be
made either by the ordinary administrative staff (compare the useful results of Mr.
Sidebotham’s visit to St. Helena) or by experts in one particular field, e.g.
irrigation or public works generally, or by both (Sir Frank Stockdale accompanied
Mr. Sidebotham to St. Helena).

(iv) A considerable organisation will be required in this country. It was the
general view that the organisation should be within the Colonial Office itself, but

3 Commissioner on special duty and member of the Executive Council, Palestine, 1936-1944; chairman,
Palestine War Supply Board, 1940-1943.
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there would be constant need for the stimulus of outside ideas. The organisation
should not be afraid of putting forward projects for the expenditure of big sums.
The Colonial Office should itself have a separate Planning Section (who presum-
ably would also run the Colonial Development and Welfare Act). On the
administration side, visits to the colonies would be made both by the members of
this section and by the members of other parts of the Colonial Office. On the
technical side, the Colonial Office should be able to secure temporarily the services
of sufficient staff, based in London, for it to be possible for visits by experts on
particular subjects (health, agriculture, public works, irrigation, education, etc.)
to be made at need to any colony. Visits would be required not only to the smaller
colonies—see (iii) above—but also to the regional organisations—see (ii) above.
Indeed, the same types of men would be required for the London staff and for the
Regional Staff.

It would be useful to obtain wider discretion from the Treasury so that it was
possible to arrange these visits without difficulty.

116 C0318/471/6,n01 25 Jan 1944
[Development and welfare in the West Indies]: letter from Sir F
Stockdale to T I K Lloyd [Extract]

[The CO’s West Indian Dept subsequently prepared a memorandum summarising, and
commenting on, Stockdale’s views (CO 318/471/6, no 14). It was proposed that the CO
should write to the West Indian governments clarifying the position of Stockdale’s
organisation. A draft despatch was discussed at the second of two meetings Stockdale
attended at the CO in July and Aug 1944, and then sent to the West Indian governors for
consideration. A final despatch, prepared after the CO had received the governors’ replies,
was sent to the governors of Barbados, British Guiana, British Honduras, Jamaica,
Trinidad, the Windward Islands and Leeward Islands (CO 318/471/6, nos 52-58, 22 Nov
1944). In this despatch the secretary of state reassured West Indian governments that
there could be ‘no derogation from the rights and privileges of local Governments and
Legislatures as stated in the 1940 White Paper’, but stressed that the comptroller should
have access to full information from colonial governments on all important questions
affecting colonial development and welfare and that in some cases the comptroller would
have a measure of such control and supervision of development as might be necessary.]

5. There were many who prophesied before I left London in 1940 for the West
Indies that the organization would be a failure—not because of its composition but
because (a) the recommendations of the Royal Commission were not acceptable to
certain sections of the communities in the West Indies, and (b) difficulties were
foreseen in dealing with the local West Indian Governments. The West Indian seas, as
you know, are strewn with dangerous rocks and many of those awaiting “Develop-
ment and Welfare” were uncharted. I was fully aware that there would be difficulties
and I was equally determined that these difficulties as they arose had to be
surmounted. The reactions of the Governors themselves have sometimes been
difficult to assess and we had to be very careful in dealing with sectional interests
which were definitely “up against their Government”. It had to be realized that many
of the government staffs were fully occupied with war-time measures and with
securing supplies. On the other hand many of the peoples of the West Indies are
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looking for economic and social advancement, anxious to play a part in the
developments of the next few years and even irritated at the slow pace at which
changes are proceeding and what they regard as frustration of their ambitions. In
certain colonies there was obviously lack of interest on the part of government
officers and, in certain cases, obstruction and opposition. I will not weary you with
definite instances, as I loathe telling tales out of school, nor need I give you instances
of the attempts which have been made by innuendo and gossip to handicap the work
of the organization and to bring it into disrepute even though it was clear that we
had obtained support, as the result of our democratic methods of approach, of the
people themselves. We adopted the line that we were out to assist Colonial
governments to put into force the recommendations of the Royal Commission as far
as they were practicable and to suggest modifications where these were considered to
be necessary. We endeavoured to gain support for proposals through recognised
channels from the colonial peoples before submitting them to the governments
concerned and we have consistently asked for publication of our proposals in order
that the public might be kept fully informed. Considerable importance is attached to
frequent consultation with unofficials and to the public consideration of the
proposals made.

6. The procedure it was decided to adopt is set out in paragraph 44 of the Report
on Development and Welfare in the West Indies for 194042 (Colonial No. 184). My
advisers and I got into touch with local administrations, with local heads of
departments, with associations and committees and with many of the people
themselves before proposals were formulated and submitted for consideration. In
some instances informal meetings were held with members of Executive and
Legislative Councils in order to explain in a general way the development plans
which were thought to be desirable. Throughout, we have stated that our work was
to assist in implementing the recommendations of the Royal Commission and to
help along in the West Indies the new Colonial policy of partnership with the
Imperial Government. In many cases the recommendations of the Royal Commission
had not been understood, in some others they had not been explained and in certain
places there was suspicion and indeed opposition to them, both in Government and
unofficial circles. Our endeavour has been to encourage the people of the West Indies
to think for themselves, to assist in planning things for themselves and to co-operate
together. It is apparent to all that the improvement of the social conditions of the
people of the West Indies must be pressed forward and there can be no social security
unless the peoples themselves are convinced that, if genuine effort is made by
themselves, they will receive guidance and support.

7. 1 have always stated that memoranda prepared by my Advisers as well as
despatches from myself addressed to local Governments were not to be regarded as
secret or confidential documents, but that they should be made public and subjected
to public consideration and criticism. It is not suggested that these memoranda are
perfect, many of them were completed hurriedly in order that the West Indian field
might be covered within a reasonable time, nor has it ever been suggested that the
proposals made in them were not liable to change after local consideration and
public comment had been obtained. Some administrations were loath to adopt this
suggestion of publicity for reports and memoranda in order to secure comment and
criticism, but ultimately this policy has been adopted generally. Delays in the
publication of memoranda and reports led to comment from unofficial interests and
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in some cases to misinterpretation and mistrust. In some instances the reason for
delay was attributed incorrectly to this organization. The delay in the publication of
memoranda in Jamaica led to many misunderstandings and difficulties. Where
developments along lines differing from those existing at the time were advised, even
though the suggested changes were in accordance with the recommendations of the
Royal Commission, the proposals have sometimes been regarded as unwarranted
criticism of the Government machine and attempts have been made, at times, to
influence opinion against them. Lack of interest and apathy on the part of
Government officers have not been uncommon in some places.

8. All memoranda which have been prepared by my Advisers have been gone
through by me personally in draft form with the Adviser concerned and they have not
been sent to local Governments until I have been satisfied that the proposals were
reasonable and practicable. They have been submitted to local Governments, with
copies to the Secretary of State, in order that they might be published for local
comment and debate, if necessary, in the legislature. The estimates also required to
be checked and revised locally. In certain cases, changes in phrasing have been
suggested, but in the majority of cases there has been little or no comment. Lack of
comment has not, I fear, in all cases meant acceptance and instances have occurred
where local officials have carried on with work on lines which were opposed to those
recommended and accepted publicly.

9. I have attempted to show in the previous pararaphs that we have so far been
working in accordance with the terms of the Secretary of State’s despatch of the 30th
of November, 1940. I have mentioned some of the difficulties which we have
encountered—difficulties which were as often as not engendered by suspicion—fear
of dictatorship by a pseudo-Governor-General in official circles; doubt as to the
intentions of His Majesty’s Government and ignorance as to the functions and
powers of this organization among unofficials. I think that I can say that we have
managed to surmount most of the difficulties encountered, but I do feel that we are
at a turning point now that the execution of proposals has to be put into effect and
interest taken in the work actually being carried out. Several changes will have to be
made if this organization is to play its full part in the future. ...

10. For the past three years we have in fact been both advisers and learners—
advisers of the local Governments in regard to the preparation of development and
welfare schemes, and learners of the viewpoint of the people of the West Indies. In
these capacities we wanted no definite terms of reference and we had neither time
nor need to worry about any matters beyond the scope of the development and
welfare projects with which we were directly concerned. But now the time has come
for action on our recommendations and, frankly, I do not think that we shall be able
to ensure that action is taken as quickly as it can and ought to be unless the position
of the organization viz-a-viz the West Indian Governments is both modified and
clarified.

11. ... I am afraid that ... the people of the West Indies are often in genuine
doubt and indeed suspicious of the intentions of His Majesty’s Government.

12. This sense of frustration and a certain discontent has even spread to some of
my staff. All of them feel that a clear definition of policy and other changes are
needed if the organisation is to function successfully.

13. Probably the most important reason for this sense of frustration is the
apparent lack of a clearly defined Government policy. Policy differs from Colony to
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Colony and seems to be left almost entirely to the discretion of individual Governors.
It varies with the successive holders of that post—the policy of one Governor often
being reversed by his successor. I know that the accepted procedure is to “trust the
man on the spot”—but lack of consistent policy is the result—and the people of the
West Indies have moved too far forward to take kindly to the introduction of new
local policies by each Governor. If I may be allowed to quote from “the British
Empire” by the Royal Institute of International Affairs (page 137):—

“The Colonial Office is a higher organised department of state, the functions of
which are to create the machinery for, and to supervise the execution of policy; to
prevent inconsistencies in the application of policy to different Colonies; to keep in
touch with the day-to-day administration of the Colonies . ..”.

14. We feel here, rightly or wrongly, that these functions are not being fully
carried out so far as the West Indies are concerned. Not only have we noticed a lack of
a clearly defined policy, but we often see inconsistencies in the instructions which
come from the Colonial Office. To quote a trivial example—why have war bonuses
been approved in St. Lucia and Dominica on a totally different basis to that laid down
generally by the Secretary of State and that followed in other West Indian Colonies?

15. As regards the contact between Whitehall and the Colonies, I do not see how
the Colonial Office can ever be expected to keep in sufficiently close touch with the
day-to-day administration of the Colonies and, as I shall suggest in greater detail
later in this letter, I am inclined to feel that the Secretary of State should have
permanent representatives in the West Indies and possibly in other parts of the
Colonial Empire. The Royal Commission seem to have had some such idea in mind.

16. Another reason which makes us feel that all is not well is in regard to staff.
... While I do not subscribe to [the] idea of a West Indian Civil Service for senior
posts—as the Royal Commission said “Public employment in this part of the world
has at present a narrowing effect”—I feel personally that a new outlook should be
shown in the selection of officers, from Governors downwards, for service in the West
Indies. Blackburne,! from what he has seen both in the Colonial Office and here,
shares this view. The time has passed when distinguished administrators can be sent
to the West Indies because their health is poor or because they are due for promotion
on account of good service in another part of the Empire. Equally the heads of
departments must be first-class and specially selected. There must be a greater
measure of decentralization with a greater measure of responsibility entrusted to
departmental chiefs—especially in the fields of public health, agriculture and
education. Officers for the West Indies should be chosen exclusively on personality
and suitability by temperament and experience for service in this part of the world.
They must possess an understanding of people, sympathy for progressive aspirations
and keeness for the development of local government and of independant enterprise
in economic and social development. The capacity to understand their fellow men
and to co-operate should be an essential characteristic of all officers sent here.
Sympathy with and understanding of the other person’s point of view is of greater
value than cold administrative efficiency. Energetic young men, brought up in the
good administrative tradition of thinking only of helping the people they are working

1 K W Blackburne, colonial secretary, Gambia, 1941; administrative secretary to the comptroller in the
West Indies, 1943.
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with, are what we need. Such men are essential for the posts of Administrator in the
smaller islands.

17. Again, in unofficial circles particularly, the feeling that all is not well is due to
the doubt that many people have as to the intentions of His Majesty’s Government.
The West Indies have seen in the past frequent changes in fiscal and economic policy
and they just will not believe that the 1940 statement of policy marks a permanent
change in the affairs of the West Indies. A clear statement is needed as to the
financial assistance (other than Treasury grant-in-aid) which the Colonies can expect
after 1951. Are they correct in assuming that the new Colonial policy of partnership
means that financial self-sufficiency has been abandoned for ever? If this statement
cannot be made for the whole Empire, could it not be made for the West Indies?
Blackburne tells me that the development report in the Gambia was designed:—

(a) to ensure that the Colony had a consistent policy regardless of change of
Governors,

(b) to show that it would be impossible for the Gambia to carry out His Majesty’s
Government’s policy of improving social and economic conditions unless more or
less permanent financial assistance was forthcoming.

He tells me that the Secretary of State has accepted and approved this report. In the
West Indies we have made progress with proposals for development and welfare
schemes but we have to convince normal thinking people that we are engaged on
sound planning for the future and that co-ordinated development along accepted
lines is contemplated. In Barbados, for example, the acceptance of financial
assistance under the Colonial Development and Welfare Act is agreed to by the House
of Assembly with considerable reluctance. Many members feel that the Colony will
have to cut down all development services to nil in 1951 because the money for
recurrent expenditure cannot be found locally. They are afraid that they will receive
the blame of the local electors for cutting down on services which His Majesty’s
Government have declared to be required in order to give effect to its Colonial policy.
There are some who fear that if they accept financial assistance from the United
Kingdom, they may not have the freedom of action which they have had in the past
in regard to their local affairs. These issues are not, of course, unique to Barbados.
They have been raised elsewhere and Lethem,? for one, has referred to the future
recurrent cost of development schemes in despatches to the Colonial Office. Doubts
are particularly acute in respect of services, such as education, which require,
according to orthodox conceptions of what is necessary, increases of expenditure
amounting in some cases to several times the existing provision which can be made
by Colonial Governments.

18. Another reason why this organization is experiencing difficulties is because of
general ignorance of its functions. Some people think that we have no powers except
to make small grants under omnibus schemes. Others think that we are all powerful
and blame us for things of which we are in complete ignorance. For example, I have
heard that the serious inflation in Jamaica is attributed by some to this organization,
while many people say that our whole policy is to lift the coloured people at the
expense of the white—a gross misrepresentation of the facts.

19. Mention of Jamaica brings me to another point. It seems to me impossible to

2 Sir G Letham, governor of British Guiana, 1941-1946.
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separate political from economic and social development. People enquire how they
are expected to proceed on the path to self-government when they are, and are likely
to remain for some time, economically and financially dependant on the United
Kingdom. I do not mean to suggest that the introduction of the new constitution in
Jamaica should have been delayed, but I do feel that it should have coincided with
statements of policy regarding economic and social development.

20. The general feeling of mistrust in Jamaica is only heightened by the serious
measure of inflation which has been agreed to there. I personally was astonished at
the salary increases which have apparently been approved without account being
taken of the economic possibilities of the Colony. My Economic Adviser was in
Jamaica when consideration was being given to the proposed salary revisions, but he
was not asked by the Government to give his opinion. (As he was in Jamaica for a
period of ten months, local opinion naturally assumes that he was continually being
consulted by the Jamaica Government—and this is one of the reasons why my
organization is now being blamed by some for the inflation.)

21. The above paragraphs set out some of the difficulties which I think we have
now got to face. If one tries to analyse them, I think that they can be reduced to four
main points:—

(a) the need for clear guidance in regard to policy,

(b) the ill-effects likely to arise if policy is left to individuals or to individual
Colonial Governments, '

(c) the lack of definition in the position of my organization,

(d) selection of unsuitable senior staff for service in the West Indies.

22. Inregard to (c) I should explain that this organization is regarded by the West
Indian peoples (and perhaps by members of Parliament) as the authority responsible
for implementing in the West Indies the new Colonial policy inaugurated by the
Colonial Development and Welfare Act; and that this organization is to this extent a
“projection” of the Colonial Office. This position amounts to one of responsibility
without authority—a state of affairs which cannot be regarded as satisfactory.

23. It now remains for me to put forward proposals as to the way in which these
difficulties can be overcome. But before doing so, I should like to make it absolutely
clear that these difficulties are mainly those of the future. Up to the present we have
been able to advise the West Indian Governments and peoples, and I do not wish
there to be any suggestion that we have been unable to carry out that task.

24. 1In regard to the future, my Advisers and I are fully agreed that a solution of
the difficulties does nof lie in the establishment in the West Indies of a superimposed
federal organisation. The Federal Agencies of the United States which have operated
in Puerto Rico and the Virgin Islands have provided us with lessons which should not
be copied by us. We think that the answer lies somewhat on the following lines:—

(a) from the Colonial Office we want to see clear statements of policy on political,
economic and welfare issues. As regards political issues, surely the time has come
when a definite statement should be made as to the future of the Windwards and
Leewards. It seems to me to be waste of time and of the British taxpayers money
and to show a failure to face up to economic issues if we continue to provide grants
to these small islands on the assumption that they will always be independent.
Their economic position can never be made sound with their present set-up of
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separate legislatures and differing policies. Surely it would be advisable to declare
that federation is the ultimate aim and that development and welfare proposals
should be prepared with this in view. As regards economic policy, a statement
regarding markets and prices should be made at the earliest possible moment. The
large producer thinks in these terms and is inclined to feel that, with no statement
of economic policy, talk of expenditure on welfare is waste of time. As regards
welfare policy, and with welfare I include everything except politics and economics
in their narrowest sense, we have the recommendations of the Royal Commission.
Some of us feel that it would do no harm to emphasize once again to Colonial
Governments that these recommendations have been accepted by His Majesty’s
Government and that His Majesty’s Government will want to know whether they
are being carried out to the full.

(b) from Colonial Governments we want to see an even greater effort to forge
stronger links between themselves and their peoples. I am afraid that it is
necessary to say that in some cases Government officials—from the top
downwards—seem to think that their word must go, that open and frank
discussion of Government proposals must be discouraged (often because argu-
ment takes time), in fact that the best way to govern the West Indies is “to rule”.
You know as well as I do that the West Indian peoples will nof accept dictation.
They wish to be led and guided and the only way to carry out reforms and make
progress is by continual consultation so that potential critics feel that they
themselves are responsible for framing proposals which they would reject out of
hand if placed before them as Government dictates of what should be done.

(c) the position of this organisation should be clarified and its scope should be
widened. By this I do not mean to suggest that we should usurp the functions of
your West Indian Department nor that Governors should communicate through
me with the Secretary of State. I do not want to set the Comptroller up as a
Resident Minister or as a Governor-General. What does seem to be wanted is a
representative or adviser of the Secretary of State in the West Indies who can fulfill
those functions of the Colonial Office which, owing to distance, cannot properly be
carried out from London. Someone seems to be wanted who is in touch with the
West Indies as a whole to make suggestions as to policy, to ensure that a consistent
policy is carried out and to advise the Secretary of State generally on progress in
the West Indies. The terms of reference of this representative could be the
recommendations of the Royal Commission, though he would have to see that
these recommendations are modified as circumstances require and experience and
public opinion demand.

25. It would perhaps make suggestion (c) above clearer if I gave one or two
definite examples and attempted to show in practical terms exactly what I have in
mind. At present the Comptroller is confined to the narrow scope of development
and welfare schemes for which funds are to be provided under the Colonial
Development and Welfare Act. Even in this respect the position has not always been
clear in the past. In order to save time it was agreed that applications for assistance
based upon proposals made by my Advisers should be forwarded by Colonial
Governments to the Secretary of State direct (copies being sent to me). In regard to
proposals or schemes prepared in a colony on its own initiative, it was proposed that
they should be sent to me for consideration in consultation with my Advisers prior to
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applications being made to the Secretary of State for financial assistance. This
procedure has not always been followed by local Governments and cases have
occurred where the Secretary of State’s approval has been given to certain policies
involving expenditure under the Act of which I have had no prior knowledge. Indeed
cases have also occurred where grants have been made or suggested without the
Comptroller having been consulted. The first requirement then is that the Comptrol-
ler must be consulted before grants are approved. In order to ensure that this is
done, I suggest that approval of all West Indian development and welfare schemes
should be notified to me in the first instance and that approval of the schemes should
be conveyed to the Government concerned by me.

26. My second suggestion for widening the scope of this organization is more far
reaching. It is that the Comptroller should be encouraged to interest himself in all
Government activities in the West Indies. Some of the West Indian Governments
have of their own accord asked for my advice on various points unconnected with the
Colonial Development and Welfare Act which, having the opportunity of seeing the
West Indies as a whole and at close quarters, I am perhaps in a better position to give
even than the Colonial Office. But others, not unnaturally, dislike the Comptroller
concerning himself with general issues. I think that it is reasonable to say that
political, economic and social development should go hand in hand. That being so, I
suggest that Governors should be told that this organization is to be used as a means
of keeping the Colonial Office in closer touch with West Indian affairs and of
preventing inconsistencies in the policies of the various Governments. For example,
copies of all important despatches should be sent to me and it would be open either
for me to comment on them or for the Secretary of State to ask for my views. Such
matters as prices of major commodities, arrangements with the Ministry of Food etc.
for the purchase of major commodities, the floating of local loans, the award of war
bonuses, major changes in salary scales, tariff changes, constitutional and political
issues are subjects on which this organization might be able to offer constructive
advice. It should be routine for Governors to send me replies to such requests for
information as were contained in the Secretary of State’s circular saving telegram of
the 15th of December, 1943.

27. Further, Governors should be invited to accept suggestions from the
Comptroller without feeling that he is interfering with matters which do not concern
him. For example, I might wish to suggest that a possible way of closing the gulf
between Government and people in Barbados would be by arranging for unofficial
members of the Executive Committee to be given an interest in the running of
Government Departments. This may, or may not, be a good idea, but it can do no
harm to make it and the Colonial Office, so far away, cannot be expected to take the
lead in matters such as these. Again, the Trinidad Government have recently
published its proposal for assisting the sugar industry. These proposals follow on the
report of the Committee which has recently investigated the position under the
Chairmanship of Benham, my Economic Adviser. They were proposed as alternatives
to those submitted by the Committee. Even though I may dissent from the proposals
put forward by the Trinidad Government and may be most apprehensive of their
effect on the West Indies as a whole, I am unable to offer any comment on them
without it being thought that I am interfering in matters which do not concern me.

28. So I come to the end of what is, I fear, an abnormally long letter. . . . There is
no need for me to tell you that the West Indies are in an unhappy state—politically,
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economically and socially. Presents of money from Imperial funds will do nothing to
improve the position unless they can be supported by clear statements of policy from
the Secretary of State and unless the people of the West Indies can be made to feel
that they are themselves having a say in the making of their future. . . .

117 C0852/587/2, no 1, CEAC (44) 14 3 Feb 1944
‘Post-war economic readjustment’: CO memorandum for the Colonial
Economic Advisory Committee

[CEAC, appointed to advise on issues of development policy, commenced work in Oct
1943. Its membership included officials, economists and other public figures, and it
established a number of subject sub-committees under the supervision of the agenda
sub-committee.]

1. The Agenda Sub-Committee in its first report, paragraph 12, have asked for a
memorandum indicating the problems which would face the Colonies in the
immediate post-war future. The following is a brief attempt at analysis.

2. There is not one war but two, one in Europe and one in the Far East. On the
whole, this will facilitate the adaptation to peace conditions, since the twilight
period, while only one war continues, will provide a transitional phase in which some
but not all war preoccupations will have disappeared, but has certain disadvantages,
since it delays the return to peace-time conditions, particularly in East Asia, while
competitors elsewhere are getting a flying start. Both in the transitional and in the
subsequent period, there will be two major types of change, changes in demand and
supply conditions and changes in economic structure.

Changes in demand and supply conditions
3. The effect of the termination, both of the first, and of the second war will be to
release resources from some of their war-time demands.

(a) The demand for some exports will contract, notably copper and bauxite in the
first phase and wild rubber and tin in the second. (Production of copper has
already been cut.) The demand for some products will continue for a longer
period, in cases in which production takes some time to get into its swing again.
This applies particularly to foodstuffs. Colonial sugar producers have recently been
given a firm contract for all the sugar that they can produce up to the end of 1946,
and some other similar contracts may be offered.

(b) The Colonies which are United Nations bases, as and when the war leaves them
behind, will experience a smaller demand for foodstuffs and local materials and for
labour. The process is already beginning in certain remote areas and may be
expected to proceed consecutively through the West Indies, Tropical Africa and the
Eastern Colonies. In some places this relaxation of the strain on foodstuffs will be
very welcome and will mean only greater abundance for local populations plus
somewhat lower incomes for food producers (though the latter may itself produce
further reactions). The cessation of the direct demand for labour will be a more
serious problem.

(c) Some manufacturing activity will become superfluous unless it is heavily
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protected. (This is not a factor of much importance from the employment point of
view).
(d) Men will be released from the armed Forces; many with some skill.

4. The problem is to shift labour and resources released in these ways into other
activities. This will be facilitated in some cases by a revival of the demand for exports
curtailed by the war, e.g. bananas and citrus fruit. But since the effect of the war has
been to bring more people within the money economy and to add to the skills of
some of the people already within that economy it will be necessary to have
additional opportunities for employment beyond those which were available in 1939.

5. The immediate problem can be met to some extent by development schemes
including communications, secondary industries, land settlement schemes, and
water control (irrigation, drainage, etc.) either under the Colonial Development and
Welfare Act or with local funds. Finance will not be a difficulty, but shortage of
trained personnel for the higher posts is and will be a difficulty, and the training of
natives for responsible technical and administrative posts thus becomes a major
economic necessity.

6. The attention of Colonial Governments is already being directed to these
matters especially in paragraphs 13-15 of the memorandum on the effects of
war-time changes in Colonial economic structure and organisation (C.E.A.C. (43)
11), the revised version of which has been circulated. It is doubtful whether at this
stage more detailed advice can be offered to local Governments. The action to be
taken in particular cases will generally raise problems of administration rather than
of basic principle, but no doubt there will be special cases which the Colonial Office
will wish to refer to the Committee as they arise. The Committee may however wish
to consider now how far the machinery for facilitating the transfer of resources and
for planning economic development is adequate, and for this it can begin with the
papers on the machinery for economic planning (C.E.A.C. (43) 7) and the Colonial
Development and Welfare Act (C.E.A.C. (43) 8), which were circulated for the last
meeting.

Changes in economic structure
7. With the outbreak of war, state controls were extended in various directions, in
particular:—

(a) In marketing there has been a wide development of bulk purchase of imports
and bulk disposal of exports with accompanying controls over prices and allocation
of quotas to each trader; goods not subject to bulk purchase are usually subject to
import or export licensing.

(b) There is rigid control of foreign exchange transactions.

(c) There is conscription for certain agricultural and industrial purposes in some
Colonies.

8. It has to be considered whether some of these controls should be retained
permanently, e.g. bulk disposal of West African cocoa, and if not, by what degrees
they should be relaxed. Some of these controls, particularly foreign exchange control
and export licensing, are required solely as parts of a wider Imperial system of
control, and their post-war fate will depend almost entirely on decisions as to the
continuance of such wider controls. Others may be affected by decisions of principle
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applied as a result of international agreement over a much wider field. In so far as a
determination of these questions rests on purely Colonial factors, they are in essence
matters of long-term policy which, except to the extent that they may have to be
decided on specific issues which may be referred to the Committee, will presumably
be taken into consideration by the various sub-committees in the course of the
examination of their respective fields of study.

Special case of liberated terrifories

9. What has been said above applies only to those areas which have never been
occupied by the enemy. Very special problems of reorganisation and reconstruction
will arise in those areas (Malaya, Borneo, Hong Kong and parts of the Western Pacific
Dependencies) which have been or still are in Japanese occupation. Much work has
been, and is being, done on these problems, but they are not yet of a kind which can
conveniently be brought to the Committee.

118 CAB 66/52, WP(44)360, annex 12 June 1944
‘The problem of external finance in the transition’: memorandum by
Lord Keynes'

1. Itis generally recognised that the problem of our external finance after the war
will be greatly aggravated compared with 1919, because (1) the absolute amount of
our overseas indebtedness is much greater, (2) the loss of our foreign investments
available as a reserve is more complete, and (3) the current adverse balance of
overseas trade which we shall have to meet by an increase of our exports is much
larger.

2. Itis not so generally recognised that, in addition, two considerable mitigations
which were present last time will be absent. The policy of restraining the rise of
prices has many advantages, but it will greatly increase the real burden of
indebtedness as fixed in terms of money. The other outstanding difference is that last
time we borrowed money from the United States which we used to meet our
requirements in all parts of the world, so that we ended the war without abnormal
indebtedness to any other country; whereas this time the United States has only
aided us with goods she could herself supply and has not furnished us with cash to
buy goods from elsewhere. Thus, nearly the whole of our 191418 external debt was
canalised into the American debt—and that we shuffled out of. On the assumption
that this time we intend to pay, the fact that we owe money all over the place has, as
we shall see, some important offsetting advantages to our export trade. But it means
that the effort required to emerge without loss of honour, dignity and credit will be
immensely greater.

3. The Government’s post-war domestic policy is based on the assumption that
we shall be able to import all the raw materials and foodstuffs necessary to provide
full employment and maintain (or improve) the standard of life. This assumption is,
at present, an act of blind faith. No means of making it good has yet been found.

! This memo was submitted to the War Cabinet as an annex to a memo by the chancellor (Sir J Anderson)
on ‘Our overseas resources and liabilities’ (WP(44)360, 1 July 1944).
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There has never been a more distinguished example of “It will all come right on the
day.” This memorandum is an attempt to persuade those concerned to support faith
with works. Otherwise, great disappointments and disillusions lie ahead.

The dimensions of the problem
4. So long as lend-lease and Canadian mutual aid continue, the ultimate
difficulty of our position is masked. The following is an approximate balance-sheet of
our overseas position in 1943:—

£ millions £ millions

Imports (excluding munitions Exports (excluding munitions) . . . 300
andships) ... ... ... ... 1,150 | Munitions, services, &c., supplied
Munitions and ships on lend-lease by United Kingdom (on mutual

and mutualaid ... ... ... 1,150 aidterms) ... ... ... ... 500
Other War Expenditure abroad Earnings from American forces in
(mainly munitions and United United Kingdom and Dominion

Kingdom Forces abroad) ... 750 contributions to W.0.) ... 400

Other “invisible” payments ... 250 | Other “invisible” income ... 360

United States Lend-Lease and
Canadian Mutual Aid (1,590)
less Mutual Aid and loans pro-
vided by United Kingdom

(500) sy amw swm wew 1,090
Overseas Disinvestment ... ... 650
3,300 3,300

5. This table shows that we are, at present, meeting less than a quarter of our
external expenditure out of our exports together with the mutual aid we ourselves
are affording. If, however, all war expenditure, lend-lease and mutual aid were to
come to an end to-morrow, our imports would be still running at four fimes our
exports. For if all military expenditure were to cease, the imports of food and raw
materials which we should require, whilst to some extent changed in character,
would not be reduced in amount, since there will be more, not fewer, men in the
country to consume food and to be employed in working up raw materials.
Provisional estimates which have been made indicate that the current figure of
£1,150 millions for our imports would also be about right for our import
requirements in the first post-war year. Indeed, it is clear that there will be no
time-lag in our import needs, except to the limited extent to which we can live on
stock-piles, surplus stores and salvage. Perhaps the aggregate amount of the
once-for-all relief from this source might be guessed at £300 to £400 millions, but
our stocks are so ill balanced that the enjoyment of this relief would have to be
spread over a period. Better statistics bearing on this from the Ministries of Supply
and Food would be helpful. On the other hand, there will be a considerable time-lag
in the development of exports to fill the gap and a still longer lag in the date of
payment for them. Even if the export deficit can be made to taper off over a fairly
short period of years, the accumulated excess of imports over exports, before
equilibrium is reached, will be very large. Would anyone guess the cumulative
deficiency in the first three post-war years at less than £750 to £1,000 millions? A
reasoned guess could only be made by preparing a practicable target for exports in
each successive post-war year, carefully itemised between different classes of goods
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and agreed with those in touch with the facts of industry. No one, so far as is known,
is attempting to collect such material. Should not the Board of Trade be invited to
make such an estimate? The figures disclosed might be extremely disquieting. It is
generally believed that we require an increase over pre-war of 50 per cent. in the
volume of our exports, which at present price levels means an increase to nearly
three times in their value. If, as is probable, this has now become an underestimate,
the Government’s post-war plans for full employment are assuming an increase of at
least three times the pre-war figure in the value of our exports. Yet there is not the
foggiest hope of achieving this, unless far more vigorous measures are taken than are
(to the best of one’s knowledge) at present contemplated. Ministers seem, at present,
to be more concerned with the airy pinnacle than with preparing the foundations.

6. So far we have been dealing with “visible” trade. Shall we have any net
“invisible” earnings from shipping, merchant and banking business and investments
to help bridge this gap? In the long-run we should have something substantial from
this source, say £200 to £300 millions. But in the early period after the war
transactions on “invisible” account are more likely to increase, than to decrease, the
net deficiency. The scale on which they may do so will partly depend on our own
policy (to which we shall return below). The abnormal outgoings likely to cause the
deficiency include expenses arising out of the demobilisation of forces overseas and
the clearing up of outstanding accounts and claims for damage and the like. Our cash
expenditures abroad, which now amount to some £800 millions a year, will not
suddenly sink to zero when the war comes to an end. We can make no reasoned guess
as to the amount of such expenditure after the war or of the period over which it will
continue. Can the Service Departments? Unless we alter our present policy
considerably, Relief and Reconstruction abroad will be another large source of
expense. To begin with, there is our contribution of £80 millions to UNRRA. This
does not (at present) include our share of the cost of relief to enemy countries. It
includes nothing for the restoration of Burma or Malaya. It appears that various
Departments are contemplating loans on credits to Russia (whose reserves are
several times greater than ours), China, Czechoslovakia, Poland and other European
countries, amounting altogether to £100 millions or more. Lady Bountiful is likely,
to the best of one’s observation, to continue her gracious activities until she feels the
bailiff’s clutch on her shoulder, unless something is done about it. Finally, it is
strongly argued in many quarters (and with considerable force) that there are
important markets in which we shall not get a footing for our exports unless in the
early years we are prepared to furnish a considerable volume of goods on credit. It is
pointed out that the United States will offer medium and long-term credit and that
we cannot compete unless we do the like. What the cumulative total of all this is
likely to be in the early period, it is very difficult to guess. Would anyone care to put
it at less than £250 to £500 millions net in the first three years after the war, unless
there is a considerable change in the present trend of policies?

7. We have not yet made any provision for the burden of overseas war
indebtedness largely in the shape of demand-balances accumulated in London, which
at present can be drawn upon with varying degrees of freedom. Finally, therefore,
there is the question of the lowest rate at which we must allow these balances to be
repaid and drawn upon, if we are to maintain our honour and credit. The largest
elements in our total indebtedness, as for example, to India, are not, in this
connection, so dangerous in proportion to their amount as the smaller sums which
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we owe to a great variety of smaller creditors. Once we owe (say) £500 millions to
India, which is far greater than we can possibly discharge in the early period, a
further increase to £1,000 millions does not really affect the dimensions of the
early-period problem. Thus we have to regard the composition of the debt as well as
its aggregate. In particular there are certain claims against us to which we must
surely accord a high priority. The Crown Colonies have lent to us the whole of their
currency reserves. The populations of these countries are full of money and starved
of goods. Can we, by blocking the reserves held against the money, compel them to
remain in this position for an indefinite period? We also hold the greater part, or the
whole, of the currency reserves of Ireland, India, Egypt and Palestine.

8. Apart from the larger creditors and from certain less liquid liabilities, the
following smaller and more dependent or necessitous countries held sterling
resources in London at the end of March 1944 as follows:—

£ millions

West AfricanColonies ... ... ... ... ... ... ... ... 76
East African Colonies ... 72
Other British Africa (excludmg South Afnca) T T T 34
Ceylon 39
Malaya 95
Hong Kong shy Smrfonm wiE Eis BHI PR NG S8E 32
British West Indies 54
Palestine ... GE SRE Ghs . BB im i@ §wd 93
OtherColomesandMandates 79

574
Iraq ... 64
NetherlandsandColomes 53
Belgium and Colonies . . . 17
Free France and Colonies and French blocked balances B@ s 3EE 64
Norway ... ... i e e e e e e e 43
Greece 59
Iceland 9
China 21
Persia A5,

345

919

9. There are, in addition, the following liabilities of more varying degrees of
urgency:—

(a) the balances in the major sterling area countries whose currency reserves
we hold—

) &£ millions
India 797
BOUpE ss wan sem sdi ems Ras vEe mER BEE R B 297
Eire 93
(b) the balances in the sterling area Dominions—
£ millions
AUSIEALIE e oo o cowmin e ol wtlie mr G et GG 77
NewZealand ... ... ... ... i cih i eee eee e 22

SOUth AIIGH  waw mwd wem sow Sem @es wes wds Sk e 24
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(c) the secured loans, &c., from the United States and Canada—

£ millions
Uriited'States c.n s5s ame ame awd el swsm s S a@s 79
CATdE vs® wml S5 DRE S5 BB GO G e foxepy  med 162

and (d) the Special Account balances owing to South America and neutral Europe—

£ millions
Argentina 52
Brazil ... D TR oBE The mpw oon oes 23
Other South and Central Amerlca cEE GBS BEs ®EE i © 12
Portugal ; sw wew wae @es wws sss  (agold ability) 62
OtherneutralEurope 16

10. The grand aggregate, as at the end of March 1944, stood at £2,670 millions.
By the end of 1944 the figure will exceed £3,000 millions. Admittedly a considerable
proportion of this, say, a half or even two-thirds, can be funded, or perhaps, if we are
tough (which we are not) written off, or represents normal working balances and
currency reserves which will be maintained and therefore, constitute no immediate
danger. (Nevertheless even this half will add considerably to our future burden if any
significant amount of interest is payable on it.) It is the remaining one-third to
one-half, i.e., £1,000 to £1,500 millions as at the end of 1944, which is dangerous,
because it represents entirely abnormal accumulations which the countries con-
cerned will certainly seek to withdraw at the earliest opportunity. Unless, therefore,
steps are taken to the contrary, it would be prudent to assume that during the
transitional period as a whole attempts will be made to utilise at least £500 to £750
millions, either in the shape of British exports or by demanding foreign currency in
exchange.

11. As matters now stand and before reckoning any relief from the application of
the measures recommended below, we are left, therefore, with the following
prospective deficit during the transitional period of (say) the first three years after
the war, to be found in the shape of new loans or equivalent aid:—

£ millions

Excess of imports over exports ... .. . 750-1,000
Excess of other overseas cash expendlture over income (1 e., llquldatlon
of war expenses and demobilisation in overseas theatres, relief,
reconstruction loans, export credits, &c., less shipping earnings,

net interest earnings, &c.) .. SEE  wospn e meess s 250- 500

Repayment of abnormal sterling balances e huk mEm Dew s 500— 750

Totaldeficlt. :x: 555 sis "wem wew mas sss sss sxs sox 1;500-2,250

Nor is there any certainty that we shall have reached equilibrium at the end of the
three years.

The means of solution
L.—The sterling area
12. The easiest way to effect a large change for the better in the above estimate of
the total deficit is to restrict, during the transitional period, the repayment of the
abnormal sterling balances. If the measures recommended below are adopted, there
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will be a reasonable hope of greatly reducing, or even eliminating, this item. For, in
this case, whilst certain balances would have to be reduced, other balances might
increase, with the result that there might be no large net change. This will require,
however, a material change in the present Sterling Area arrangements, about the
practice of which there is a widespread and most dangerous misunderstanding.

13.. With certain foreign countries, of which Argentina and Brazil are the most
important, we have established what are called Special Accounts, which are blocked
within the Sterling Area (except to the extent that we agree otherwise) and can only
be utilised to discharge sterling loans or to buy exports from the United Kingdom or
other members of the Area. Thus the use of the balances in these accounts may
exhaust a part of our export capacity without adding to our current resources, or may
increase the burden of the balances owing by United Kingdom to the other members
of the Sterling Area. But they cannot cause a direct drain on our reserves of gold and
dollars. Now it is commonly believed that the sterling balances of the members of the
Sterling Area are in the same position as the Special Account balances, that is to say,
that they can only be drawn upon for payments in this country or for making
transfers to other members of the Area or to Special Accounts and are, therefore,
effectively blocked within it. Unfortunately, this is very far from being the case. The
arrangements, made at the beginning of the war and st/ in force, are briefly as
follows. (The Sterling Area covers the British Commonwealth, excluding Canada,
and also Egypt, Palestine and Iraq.)

14. The members of the Sterling Area turn over to us the proceeds of any gold
they may sell and the non-sterling currencies they earn from their exports, from
United States troops or in any other way. They also undertake to set up local
exchange controls to prevent movements of capital outside the Sterling Area and to
limit their requirements of exchange to pay for imports coming from outside the
Area to what they themselves consider essential. We, on our side, provide their
exchange controls with whatever non-sterling currencies they may, at their own
discretion, require. This is not a contractual undertaking, and, strictlv speaking, no
sterling can be remitted outside the Sterling Area without the specific approval of
our Treasury in each case. But the arrangement as described above is the present
understanding. The other exchange controls in the Sterling Area are autonomous
and, so long as the present practice continues, we have no means of influencing their
policies, apart from remonstrance. In the early years of the war, these exchange
controls were of varying efficacy. Shortly before the lend-lease phase, we were
engaged, with some success, in tightening them up. With the lend-lease phase, and
more particularly with the evolution of the Combined Boards and allocation of goods
and shipping, the exchange controls ceased to be the effective safeguard. Broadly
speaking, most goods which could be allocated would be lent-leased, so that no
question of dollar requirements would arise. As soon, however, as dollar goods
become available outside lend-lease, then the other members of the Area could call
upon us to turn their sterling balances into dollars to the full extent determined by
the policy of their own local exchange controls in granting licences for the
importation of such goods. With the recent chiselling of lend-lease such demands are
already beginning to arise, especially in the Middle East. But it is, probably, only after
the end of lend-lease and with the increasing availability of shipping, that these
demands for dollars will be serious. After that, our only protection under the present
practice will be the measure of austerity voluntarily enforced for our good (and to
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their own disadvantage) by such countries as, for example, India and Egypt. It will be
seen, therefore, that, unlike the Special Accounts, the Sterling Area system is not a
blocking arrangement. It is, essentially, a pooling arrangement.

15. During the war all the members of the Sterling Area, apart from ourselves,
have had a favourable balance of payments with the rest of the world. They have also
had a favourable balance in terms of United States and Canadian dollars. In such
circumstances, a pooling arrangement has been, of course, wholly to our advantage.
The sterling balances, approaching £2,000 millions, which the other members of the
Area have accumulated in London are an exact measure of the favourable balance of
each of them with the rest of the world (including ourselves), which they have placed
at our disposal. It is this system which, in conjunction with Lend-Lease from the
United States and Mutual Aid from Canada, has solved so successfully the problem of
our war-time finance.

16. But if, after the war, the tide turns the other way and these countries seek to
use these balances for reconstruction, for deferred consumption and to replenish
their stocks, so that they have an adverse balance of payments, the advantage of a full
pooling arrangement is precisely reversed. Our practice (at present) is to let them
draw on their sterling balances to meet the deficiency. Now before the war most of
these countries were borrowing countries for capital development purposes, i.e.,
they had an adverse balance on current account. Apart from this, they will emerge
from the war starved of goods, with abundant purchasing power in the pockets of
their consumers and in the bank-balances of their developing industries, and with
almost unlimited sterling reserves upon which to draw. In so far as we can provide
them with the kinds of goods they require to the full extent of their requirements, it
would be reasonable to expect them to give us priority. But in the early days this will
be beyond our capacity, whereas supplies which are both desirable and necessary may
be available from the United States. There is no reason to expect that their exchange
controls will voluntarily refuse licences for all imports from outside the Sterling Area
for a period which may run into years, if the goods are plainly required and if they are
available.

17. The notion that the Sterling Area, as at present constituted, is something
which we can live upon, is one of the most dangerous of the delusions with which we
are at present infected. Some people suppose that we can acquire any produce we
need from the Sterling Area and also the Area’s earnings from the outside world, in
return for blocked sterling which can be used in the last resort for no purpose except
to purchase such volume of our exports as we find ourselves able to supply. It is not
generally understood that the.pre-war availability of Sterling Area balances for
expenditure outside the Area has not, in practice, been suspended, except to the
extent that the local exchange controls of the other members of the Sterling Area
choose to refrain from exercising it. At the present time we are protected by the
non-availability both of shipping and of goods beyond what is released, with our
approval, by the Combined Boards. As soon as shipping and goods from the United
States and elsewhere outside the Sterling Area are again available, full pooling
arrangements with the Sterling Area cease to be an asset and become an overwhelm-
ing liability. It becomes our responsibility to find dollars not only for ourselves, but
for all the other members of the Area.

18. It is, therefore, an indispensable condition of our remaining master of our
own situation that we should in practice convert the Sterling Area into the closed
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system which some people believe it to be already. This is possible by a simple change
which will allow us to preserve the full virtue and value of the rest of the Sterling Area
arrangements substantially unchanged in all other respects. Whilst there can be no
hope of persuading the rest of the Sterling Area to continue indefinitely on these
conditions, we can reasonably press that they accept them for the transitional period,
as the best and indeed the only means of safeguarding the balances which they already
hold with us, and to prepare a gradual evolution away from the war-time system.
Moreover, the proposal below lends itself to a further simple change, to be introduced
at the end of the transitional period when we feel strong enough for it, which would
allow a permanent retention of a closely knit Sterling Area on principles compatible
with the long-term requirements of the proposed International Monetary Fund. _

19. The proposed change is that we should limit our liability to find dollars for
the local exchange controls of the rest of the Sterling Area to the amount of their
own current dollar earnings from exports or borrowing, supplemented by such
additional ration of dollars, if any, as we may be able, at our discretion, to provide for
them from time to time out of our own resources. It would then be for them to
decide without interference or remonstrance from us how best to spend the dollars
thus at their disposal. For this purpose we can probably treat the Colonial Empire as,
in principle, forming a single pool with the United Kingdom.

20. This has three signal—indeed, indispensable—advantages. It limits our
liability to find dollars out of our own resources to what we ourselves think we can
afford, and gets rid of an indefinite liability which depends in the last resort on the
decisions of others. Secondly, it makes explicit a principle of our post-war financial
policy which we must proclaim as indefeasible, namely, that we cannot undertake
any legal liability to discharge our overseas debt except in the shape of our own
exports (though we shall try to arrange fransfers of indebtedness to the mutual
convenience of all concerned). The formal adoption of this principle will, of course,
give an immense advantage to British exports, since sterling will be the opposite of a
scarce currency and must necessarily in the end find its outlet in British exports.
Thirdly it enables us to escape from the invidious position of having to criticise or
remonstrate against, the particular requirements of the local exchange controls for
foreign currencies. For us to have to argue, without much knowledge of the facts,
that India or Egypt is importing too large a volume of American goods would put us
in an impossible position both towards the applicant exchange control and towards
America. The proposed change could be brought about with the smallest amount of
trouble and publicity, because it would merely establish in practice a state of affairs
which almost everyone, including the Americans, believe to exist already. It would
not run counter to any formal commitment to the Sterling Area and could be put
forward (as would indeed be the reality) as an interpretation of the de facto position.

21. This would be the first stage in the evolution of the Sterling Area system. But
we could not hope to hold the Area together permanently on this basis. We should,
therefore, have to prepare for the second stage when we should feel strong enough to
allow members of the Area an unqualified right to spend outside it the whole of their
net current earnings, and not merely what they earned outside the area. This would
be tantamount (together with the liquidation of the Special Accounts) to the
acceptance of general convertibility in the terms of the International Monetary Fund.
We could gradually feel our way to this by increasing the latitude allowed to the local
exchange controls, until we felt strong enough to go the whole way.



192 CHAPTER 4 [118]

22. To prepare for this it would be necessary during the first stage to fund the
abnormal balances in the sense of tying them up in the shape of inter-governmental
credits which could only be drawn upon at a stipulated rate and subject to agreed
safeguards. There are two foundation principles of policy in handling the abnormal
overseas sterling balances which will keep us safe if we hold fast to them. The first
has just been stated, namely, that we cannot repay our war indebtedness in any form
except our own exports. This means that we do not accept a liability to find gold or
any foreign currency. The second principle is that this indebtedness should carry no
significant rate of interest pending its discharge.

23. This principle is just. To commercialise a war debt between Allies which
leaves no productive asset behind, as though it were yielding an annual income,
would be unreasonable and wrong. Interest, where there is not and in the nature of
things could not have been any current income yielded by the loan has been
stigmatised in most ages of history, except when the false analogies of trade were
wholly dominant, as an intolerable and immoral imposition. To repay capital
instalments is bad enough when no asset corresponds to the loan. But it is
honourable, having received assistance in kind, to return the equivalent as time and
opportunity permit.

24. An appeal to this principle is also inevitable. By the end of the transitional
period, our overseas indebtedness may reach as much as £4,500 millions. To pay
(say) 3 per cent, interest and amortisation on this might be within our power some
years hence, in spite of the fact that our own offsetting income from foreign
investments is greatly reduced. But for the time being it is clearly impossible, and
probably for some time to come. Last time we humbugged to the end—though the
end came almost immediately—on the basis of accepting the commercial analogy.
We did this in the name of our honour and dignity. And thereby we lost our honour
and dignity, as well as our good word and any reputation we may have possessed for
common sense and good management.

25. If we are wise enough this time to refuse the commercial analogy, it should
not be beyond our power to discharge the whole of the capital sum in the shape of
our own exports by gradually rising instalments over a period of (say) forty years; for
example, with annual instalments beginning at £50,000,000 and rising by
£3,000,000 a year, with some right to anticipate and to delay according to our
capacity to furnish, and the willingness of our creditors to accept, a surplus of our
exports. This should not mean that all our creditors are paid at the same rate, since a
creditor more willing than others to accept capital goods exports, which we are in a
position to furnish additional to normal exports, would be paid off more rapidly. This
system should prove a most serviceable aid to the policy of full employment, since we
could offer to expedite the repayment of our debt by special exports at times when
normal demand was falling away. To declare what we hope to perform and to perform
it will be a better course than to try once again a financier’s confidence trick of
accepting in name liabilities greater than we can meet, and then hope by deft
management to keep so many of the chickens in the air that they never all come
home to roost.

26. The practical application of this principle will involve many difficulties into
which it could be premature to enter in this paper. It will be necessary to determine
what liabilities are abnormal and due to the war, and by what data (which may be
some time after the end of the war) accumulating balances are no longer “abnormal
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and due to the war.” It will require a distinction between “official” and “unofficial”
balances. It may be advisable to allow Treasury Bill rate, at least on those balances
which represent currency reserves; though even if Treasury Bill rate is reduced to Y2
per cent., it would cost £22V% millions a year to pay this on the whole amount, which
would add nearly 50 per cent. to the burden of the suggested initial rate for the
discharge of the capital obligation.

27. In order to freeze the situation pending the completion of funding agree-
ments on the above lines, it would be highly advisable to prohibit the investment of
non-resident money in Stock Exchange securities, except on special grounds with
official approval. This would prevent the earning of interest by (for example) our
overseas creditors’ purchasing gilt-edged securities, and also (which is of the first
importance) a growing foreign ownership of British equities on what might become a
substantial scale. Without this provision, which would not be intended to prevent
foreign ownership of stocks of commaodities or permanent direct investments, a time
will surely come when Americans will begin to buy us out of house and home and
acquire from us our fundamental overseas equities and enterprises. The early
introduction of this prohibition is important.

28. If India or any other participant is prepared, in the light of the completed
story, to make a free contribution to our costs of the war out of their accumulated
sterling balances, well and good. But such gestures, however welcome, cannot go far
towards solving the problem or provide the basis of our general policy. The right
course is for us to declare that we will repay in full out of our own exports the capital
sums advanced as and when we can, but without interest; and then make it our
business to fulfil this promise to the letter. There is dignity and honour in this. Less
clear-cut solutions will leave us permanently with one leg in the bog, out of which we
shall eventually decide to shuffle somehow, covered with mud.

[I.—The strengthening and subsequent use of our gold and dollar reserves

29. A vyear before the outbreak of war our reserves were very substantial and stood
at £1,043 millions. The expectation of war led to a large-scale withdrawal of foreign
balances, and at the outbreak of war we were reduced to £620 millions. At the
commencement of Lend-Lease (April 1941) we were practically cleaned out, having
gold and dollar reserves of £66 millions with £63 millions gold liabilities against
them, so that our net reserves were down to £3 millions. Thereafter came the Jesse
Jones loan; the old (pre-Lend-Lease) commitments had been substantially met;
almost all our current requirements from United States were for a time lent-leased;
and the Sterling Area was beginning to gain substantial earnings from the United
States troops; with the result that our reserves began to rise quite steadily. They are
likely to reach a peak somewhat in excess of £400 millions before the end of 1944.
Unfortunately, awareness by the United States Administration of this recovery in our
reserves has led to a large-scale curtailment of lend-lease facilities, with the result
that we are now dependent on our precarious earnings from the United States troops
to prevent our reserves from falling. When the war in Europe is over, we shall be on
the wrong side, perhaps by as much as £100 millions a year, even if lend-lease
continues as at present; whereas Mr. Stettinius® has recently warned us that after the

2E R Stettinius, lend-lease administrator and special assistant to President Roosevelt, 1941-1943; US
under-secretary of state, 1943-1944; secretary of state, 1944-1945.
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end of the German war we must expect food and raw materials to be cut off lend-lease
which would be restricted henceforward to munitions only. Thus, as matters now
stand, we shall be lucky if we emerge from the Japanese war with reserves of as much
as £300 millions, instead of with the £500 millions for which, at one time, we were
hoping. Since reserves of about £250 millions probably represent somewhere near
the bed-rock figure below which we should not allow our reserves to fall except for
the gravest cause and in extreme urgency, it follows that, unless we bestir ourselves,
the relief we can obtain by drawing on our reserves in the transitional period is so
small in relation to our possible requirements that it is hardly worth bringing into
the picture.

30. A major improvement in our reserve position can only be achieved if we can
persuade the Americans that it is as much in their interest as in ours to facilitate the
growth of our reserves up to a level more commensurate with our responsibilities. As
we approach the war settlement, it will not be convenient to either party that we
should always have to plead in forma pauperis to be excused from full participation.
Mr. Stettinius has told Lord Halifax that he agrees with this, although his actual
suggestions for helping us are misconceived. It may prove politically difficult for the
United States Administration to furnish us at a later stage with cash dollars, as
distinct from assistance in kind, even though they may wish to do so; yet for many
purposes it will be cash that we shall need. It will be a cause of general
embarrassment if one of the three Great Powers responsible for settling the world
has no free cash at all. The seriousness of this prospect is not as yet fully realised by
those who will be most hampered by it if it arises. On the assumption that we end the
Japanese war with net gold and dollar reserves not much above £250 millions, not
only would the amount be negligible which we could regard as available; but our free
resources would be entirely out of proportion to those of our associates. The United
States would have sixteen times as much; Russia about three times; France more
than double; Belgium, Holland, Switzerland with comparable absolute amounts and
much greater free amounts; and so on. Our position would be ludicrously out of
proportion to our responsibilities. We should, therefore, aim at an end-war figure of
at least £500 millions net and refuse to undertake any post-war liability to Europe or
to anyone else until it was assured to us. Have we enough guts, here and now, to
make the harsh, difficult decisions which are necessary to save ourselves from grave,
subsequent embarrassment?

31. If the United States Administration could be persuaded that this is fair and
reasonable and in the general interest, they could help on the desired result in
various ways. No further chiselling at lend-lease either currently or after the end of
the German war. A generous, instead of a pernicketty, interpretation of the present
arrangements. Above all, the assumption by the United States of the entire liability to
find gold for the Middle East and India, the proceeds being turned over to meet
common war needs in those areas. The last-named measure has been recently
proposed by the Governor of the Bank of England. Is it not indispensable that we
should now take the initiative to this end? The truth is that we have fallen into a rut
in our financial relations with the United States, and we must jolt them and
ourselves out of it. In fact, we are bearing a wholly disproportionate share of the
financial burden of the war. In practice we have allowed critics in the United States to
establish the position that we are a lot of parasites and outsmarters who are milking
the poor Americans for our own enrichment. It is clearly beyond our power after five
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years to finance the Japanese war on anything like the present basis. It seems, if this
may be said, in parenthesis, that the time and energy and thought which we are all
giving to the Brave New World is wildly disproportionate to what is being given to the
Cruel Real World, towards which our present policy is neither brave nor new.

32. To make a concrete suggestion. The aggregate war expenditure incurred in
India, including the pay of the forces but excluding the cost of munitions and other
war supplies despatched to that theatre of operations, should be divided into (say)
five parts, of which India should bear two, the United Kingdom one, and the United
States two. These proportions are, at this stage, only for the purpose of illustration
and would need careful working out. They considerably overstate the real share of
India, since they would cover her total war expenditure, whereas in the case of the
United Kingdom and United States the large amount of munitions and stores shipped
to India and also naval expenditure would be additional. Thus, a two-fifths share for
India, given above for purposes of illustration, is not too high. The proposed relation
between the United Kingdom and United States shares would be justified by the
greatly disproportionate share which the United Kingdom has borne hitherto, and
the unmanageable proportions of our already existing indebtedness to India. The
United States would be asked to meet their share in the first instance by taking over
the full responsibility for sales of gold in India and, if possible, of silver also, and for
the balance by obtaining rupees from the Government of India in exchange for dollar
balances which would be earmarked for post-war use by India. This arrangement
would be of advantage both to India and to the United States, by providing the former
with surplus funds wherewith to purchase American exports after the war, instead of
her being (apart from her current dollar earnings) wholly dependent on imports
from the Sterling Area.

33. By disposing of the United Kingdom’s present liability to find gold for sale in
India, this arrangement would relieve our reserves of an important cause of
depletion. But there is also another source of seepage which should be stopped up.
This flows from the nature of the financial arrangements which we found ourselves
compelled to make with certain neutral countries in the hour of our weakness. The
“Special Accounts” for Argentina, Brazil and other South American countries,
described above, are entirely satisfactory and mean, in effect, that these countries
have advanced credits to us which cannot be spent outside the Sterling Area. But
Sweden and Switzerland have succeeded, so far, in insisting that we should meet all
our requirements from them in gold; so that they have very greatly augmented their
gold reserves and have accorded us no financial facilities whatever; while to Persia we
have to pay in gold for 60 per cent. of the Persian currency we require. Portugal is in
an intermediate position; we do not pay her gold currently, but we have agreed to let
her remove her balances in gold five years after the end of the war, if she so wishes,
and she already holds £62 millions subject to this undertaking. These various
liabilities to find gold are currently costing our nef reserves about £45 millions a
year. Is there any sufficient justification for continuing these agreements a day
longer than is required by the length of notice to determine them? It will be
essential, in any case, to replace them by Special Accounts on the Argentine model
after the war. Has not the time and the necessity for appeasing these countries come
to an end? The arguments for continuing financial appeasement which are already
readily forthcoming, are not always equally impressive.

34. These measures, if taken promptly, should go a long way towards achieving
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the desired result of raising our net end-war reserves towards £500 millions. But
each month’s delay in putting them into force means some £10 to £15 millions off
our final aggregate of reserves. The indispensable preliminary to a solution is to
persuade the Americans that the above goal is a desirable one for us to reach in the
interests of both countries. Until recently they were bending all their efforts to
reduce our reserves to £250 millions, and have been far too successful in this
direction. At the moment there is a moratorium on further chiselling and we are
being left (comparatively) at peace. But sniping still goes on and an outbreak of more
active measures may recommence at any time. It is essential, therefore, frankly to
put our whole case, set out in this memorandum, before the American Administra-
tion and invoke their aid on the lines indicated.

III.—A stiffer attitude towards new obligations

35. The next question is whether a stiffer policy is not called for from all
departments of Government so as to reduce the prospective burden on our post-war
balance of payments. Our present attitude towards our Allies and Associates is the
result of several ingredients. In the financial field we have never escaped from the
consequences of the Dunkirk atmosphere, when we felt alone: that this is our war;
that if anyone helps it is very nice of them, but we cannot, of course, expect that it
should be otherwise than on their own terms; that so far as we, but not they, are
concerned, the future must be entirely sacrificed to the overwhelming needs of the
present; and that if anyone wants a douceur he must, in the interests of getting on
with the war, have it. This is the ingredient of appeasement, right and inevitable
once, not so clearly necessary now. Next there is our position as a Great Power, equal
in authority and responsibility and therefore equal in the assumption of burdens.
This is the ingredient of pride and prestige—easily understandable, but nevertheless
short-sighted if pride and prestige are, in fact, to be preserved. And, finally, the most
sympathetic and natural of all the ingredients, what we have called the gracious
activities of Lady Bountiful, all-oblivious of the bailiff’s clutch, the universal and
unthinking benevolence of a family which has always felt rich and for whom charity
has become not so much a sacrifice as a convention. How promptly and handsomely
we should all subscribe to the Lord Mayor, if there were to be an earthquake in New
York! It never occurs to Lady Bountiful that it may be her own dinner that she is
giving away. If she did, the gift would be worth a great deal more; but would she, in
this case, give it?

36. One feels more critical of our own approach after one has noted the more
realistic and entirely successful methods of the Russians. For one then understands
how little appeasement and gentleness contribute to pride and prestige. But, on the
other hand, one feels less critical when one compares how the Europeans and the
South Americans and the Neutrals and the Dominions feel about us and how they
feel about the Americans. Much to be said for our following the dictates of our own
nature. Our Foreign Office could justly claim that it has achieved immeasurably
more than the State Department and can count with pride the number of our
genuine friends, even though we have not yet found the answer to the Russian
technique. Less critical again, when one meets the European Allies face to face and
appreciates the extremity of their need and how immensely they can, if they are
succoured, contribute to the excellence of the world. Therefore the criticism of the
previous paragraph, though it is expressed with deliberate harshness, should be
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applied with much circumspection and moderation.

37. Nevertheless, certain concrete suggestions can survive this scrutiny. The
Western Europeans hold large quantities of gold, with an important portion of which
they intend to part to pay for relief and reconstruction. It is right and reasonable that
they should do so; for they have escaped hitherto that part of the costs of the war
which would have drained off their overseas resources. It will be in the interests of
general equilibrium that as much as possible of the gold they part with should come
our way in the first instance. It follows that we should strictly avoid granting them
credits or any special reliefs, and that our just needs for payment from them should
be frankly expounded to them. Nor is it right that France should entirely escape the
external costs of the war. At present it is we who have discharged out of our exiguous
gold reserves, far less ample than hers, the cost of French munitions ordered in the
United States and delivered after the collapse. It is expected that by the time we have
recovered Metropolitan France, we shall, as a result, owe the French Government,
for whom we have recovered it, a very substantial sum. Are Ministers fully deliberate
and purposeful in all this? Or is it just happening?

38. In regard to Russia in particular we have got into a false position. No one
knows accurately the extent of her gold holdings. They may well, by the end of the
war, be nearer to £1,000 millions than to £500 millions. It is clearly their policy to
borrow all they can on easy terms, and to reserve their gold for eventualities. It is
common form to-day to say that Russian credit is the best in the world. Don’t believe
it! They will do whatever suits them best as circumstances change. (Those who claim
her credit is good simultaneously argue that we should risk losing our money if we
try to press the agreed terms of repayment for what she owes us already.) No one’s
credit for an overseas loan is worth much. However that may be, granting even that
her credit is good, we are in no position to lend, whereas she is in a position to pay.
Moreover, any little thing we could do for her she would regard as chicken-feed and
laugh in our face. Let our financial policy to Russia, therefore, be realistic and firm to
the fullest extent. In particular, she should pay cash in full for all supplies reaching
her from the sterling area after the German war is over—even though she decides to
think again about her relations with Japan. Here is surely a case where weakness can
serve no good or sufficient purpose. This is not one of the good cases for running our
exports by credits. Russia is as capable of paying us cash now as she will be in five or
ten years’ time. And it will be easier to persuade her to pay for goods she wants before
she gets them, than it will be after she has got them.

IV.—The export drive

39. One final remedy remains, and by no means the least important, before we
turn to the residual problem of post-war financial aid from the United States. This is
the overcoming, so far as possible, of the time-lag in the recovery and expansion of
our exports.

40. The present prospect seems to be that, after the German war is ended, the
American economy will be promptly demobilised on a scale sufficient not only to
allow a return to normal civilian standards, but to provide a considerable surplus for
export. Our degree of demobilisation, on the other hand, although we have been
fighting two years longer, will be greatly less and will not allow any considerable
margin for exports. This will have a double disadvantage to our post-war finance,
both currently in increasing the time-lag and because, when we start seriously to
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recover markets, we shall start behind in the race. Should not the War Cabinet ask
the Chiefs of Staff to think again about the rate of demobilisation appropriate to our
comparative situation, and the conditions of achieving it?

41. This bad prospect is, of course, aggravated by the fact that, whilst exports are
a luxury to the United States, they are a matter of life and death to us. A frontal attack
is needed on the American attitude to our exporting programme. Mr. Stettinius has
recently given it as a reason why food and raw materials must be taken off lend-lease
as soon as the German war ends, that the continuation of lend-lease (apart from
munitions) is incompatible with our being allowed to lift a finger to improve our
export prospects. We should impress it on the American Administration that during
the Japanese phase it is indispensable for us to make a serious beginning at the
recovery of export trade entirely freed from White Paper conditions, whilst at the
same time suffering no abatement in lend-lease aid. A frank show-down with the
Americans on this and all the associated issues will conduce, whatever the result, to
better relations between us than an indefinite acceptance on our part of what we all
of us believe to be both intolerable and unfair. It is time for us, too, to take thought
not merely of how to survive, but of how, surviving, we shall live.

42. 1t also seems to one, who is admittedly not fully cognisant of what is going on,
that the early problems of each individual export industry are not receiving the urgent,
intensive and realistic study, in collaboration with the industries themselves, which
is necessary to reduce to a minimum the inevitable time-lag of recovery. No one
Department is responsible for covering the export field as a whole or for setting a target
and seeing that it is reached. One cannot say that nothing is being done. But no serious
attempt is being made to bring our actions into clear conformity with our needs.

43. It is all the more reason for vigour in prosecuting the export drive that the
prospects of success are by no means poor. Our competitive position after the war is
likely to be better than it has been for years. Of our chief competitors, Germany and
Japan will be temporarily out of the picture; and the rest of Europe under great
handicaps. The hourly wage in this country is now, on the average, a little less than
2/—, but the hourly wage in the United States is about 5/ ($1); it would be
unnecessarily defeatist of British industrialists to assume it to be inevitable that their
own methods are so relatively inefficient, that they cannot compete in straight
manufacture with Americans who are paying two and a half times their wages. It is
true that the members of our own Commonwealth will be rapidly developing their
own industries, but for some time at least this will create a demand for capital goods
which we are well qualified to supply, and in the longer run new needs and the
demand for higher standards of quality may maintain demand. Finally our best
customers are in command of as much sterling as we feel able to release to them,
solely available (if the above recommendations are accepted) for purchases in our
market—an entirely novel situation. Sufficient vigour applied to these initial
advantages may produce results far in excess of the present general expectation.
These results will not just happen, any more than the creation and equipment of a
great army just happens. But the application of the same energy and the same
single-mindedness of purpose will work the same miracle, and work it quickly. This
will require at the start not merely the means and the incentive to produce, but also
the same severe stinting of the home consumer, although, having already put up
with it for so long, he could reasonably have expected relief. The country must learn
to believe that these are the conditions of our economic health and financial
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independence, and the only means by which we can consolidate the position which
we shall have won in other fields.

The residual problem of aid from the United States

44. The adoption of the above recommendations would very greatly reduce the
size of the uncovered balance. But inevitably there will remain a substantial sum for
which we must look to the United States. There is no sufficient reason to doubt that
the Americans will, on terms, give us all the accommodation we may require. That is
what both the present Administration and the New York bankers are contemplating.
Indeed, they are likely to offer us considerably more than it will be wise for us to
accept. It is not the quantity of the accommodation about which we need worry. It is
the ferms and the consequences of losing our financial independence which should
deeply concern us. There are three reasons why we must reduce our requirements
for American aid to the least possible—say, to $2 to $3 billions (£500-£750
millions); and even be prepared, if the worst befalls, to do without it altogether.

45. In the first place, we shall never reach financial equilibrium with the outside
world except under heavy pressure. If money is too easy to some by in the early
stages, we shall acquire habits which it will be beyond our capacity to maintain, and
which must lead to an eventual general default to our overseas creditors, with all the
loss of prestige and authority which that will involve.

46. We must not engage ourselves beyond our reasonable capacity to pay,
conservatively estimated. From this point of view $2 to $3 billion may be fully high,
even if the terms of repayment are as easy as those suggested below.

"47. Any accommodation we accept from the United States must be on our terms,
not theirs. Recent discussion in the United States and evidence given before
Congress make it quite clear that there are quarters in the United States intending to
use the grant of post-war credits to us as an opportunity for imposing (entirely, of
course, for our good) the American conception of the international economic
system. It is not as generally recognised in Whitehall as it should be, that the Article
VII conversations, if carried to a successful conclusion with all the safeguards on
which we should insist, may become our sheet-anchor of safety. In recent evidence
before Congress, the views were expressed (and sympathetically received) that the
conditions of financial assistance to Great Britain should include the abolition of
Imperial Preference, the linking of sterling to the dollar (thus, as it was said in the
hearing, defeating Lord Keynes'’s efforts to prevent by a monetary plan any effective
return to gold), and the abolition of exchange controls preventing the Sterling Area
balances now in London from being spent on the purchase of American exports. Not
all of this need be taken too seriously. But three conditions are, undoubtedly, in view
and would probably commend themselves to Congress and to American opinion
generally as being just and reasonable. The first is the linking of sterling to the
dollar, which every American banker puts in the forefront. The second is the freeing
of some part at least of the Sterling Area balances in London for the purchase of
American exports, thus canalising debts, which we now owe to our normal
customers and which are only payable in terms of our exports, into a debt payable in
gold to a country which does not buy our goods on any scale. The third, which is
vaguer, might relate to the form of the assistance, which would not be in the shape of
free cash but would, though repayable in cash, be on the model of lend-lease and
require us to take American produce on a scale and at prices which would not suit us.
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48. The Americans also probably contemplate, at present, an interest rate of 2 to
2Y4 per cent. as well as the repayment of the capital sum by annual instalments. A
substantial loan (say, $5 or 6 billions) on such terms would involve us in a liability
greater than we can, with any confidence, expect to discharge. It may be, however, that
even a serious doubt about our capacity to pay would not trouble the Americans un-
duly. They want to get their stuff out somehow, and our obligation is better than most.
They would not be unduly reluctant to accept the risk of our falling into the humili-
ating position of bankruptcy and having to come back to them for mercy later on.

49. In the negotiations with the United States we must, therefore, regard one
principle as absolute. We will not borrow dollars on our own credit in order to allow
Sterling Area countries (other than the Crown Colonies) to buy United States exports
out of their sterling balances. Any accommodation which is found for them must be
on their own credit. This principle is of first-class importance because, as we have
seen, there will be great pressure on us to abandon it. The United States Treasury will
be very jealous of the benefit to British exports if it is British exports, and British
exports alone, which can be purchased out of the sterling balances. They will be quite
happy to canalise a proportion of our present debt to the Sterling Area into a debt to
themselves. We can predict with some confidence that their offer will in fact be along
these lines. For example, they may offer us $5 billion on easy terms, provided we
devote (say) $2 to 3 billion of this to turning abnormal Sterling Area balances into
dollars. Sometimes it appears to us (perhaps unjustly) that the United States
Treasury would prefer us to end the war with exiguous gold and dollar reserves so
that they will be in a position to force this solution on us. Moreover, this plan would
obviously suit other members of the Area, who would be organised to put pressure on
us to accept it.

50. In view of all this, what form and measure of assistance should we aim at?
Clearly we should seek to obtain as much as possible on Lend-Lease terms—in other
words, as a contribution to the costs of the war. This would have to be under new
legislation. But if the United States Administration wished to help us (and others) on
these lines, all sorts of formulee of justification could be worked out. The ideal
arrangement would be (say) $1 or 2 billion in goods on Lend-Lease terms and $1 or 2
billion in cash repayable. But whether the cash accommodation is $1 or 3 billion, it
must be without interest, at any rate until we can see our way clearly to repay. For
example, assistance might take the form of an advance without interest fixed for ten
years, at the end of which term the conditions of repayment would be considered,
and mutually agreed in the light of our capacity at that time to discharge it out of our
exports.

51. Rather than accept terms we think unsuitable or beyond our power to satisfy,
we should decline assistance altogether. This is hard doctrine. It might mean a
postponement of much that the public is being led to expect. But if we take thought
for our ultimate strength and independence, it will be greatly worthwhile. Moreover,
if we are genuinely prepared to take this course, we shall, in all probability, get what
we want. For one thing, when the world knows the whole story, our case is just.
There is no reason why we alone should emerge with vast war debts to our Allies. We
must declare unequivocally that the limits within which we will accept this position
are narrowly defined and will be defined by ourselves. For another thing the
Americans, rightly approached and frankly handled, are a generous people. Above all,
perhaps, the advantage is not all on our side. If we refuse to accept financial
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assistance from the United States, it will cause nearly as much embarrassment to
them as to us.

Conclusion

52. Our own habits are the greatest obstacle in the way of carrying out almost
every one of the above recommendations. All our reflex actions are those of a rich
man, so that we promise others too much. Our longings for relaxation from the war
are so intense that we promise ourselves too much. As a proud and great Power, we
disdain to chaffer with others smaller and more exorbitant than ourselves. Having
been so recently in dire extremity, our financial diplomacy is rooted in appeasement.
Above all, the financial problems of the war have been surmounted so easily and so
silently that the average man sees no reason to suppose that the financial problems of
the peace will be any more difficult. The Supply Departments have demanded of the
Treasury that money should be no object. And the Treasury has so contrived that it
has been no object. This success is the greatest obstacle of all to getting the problems
of this memorandum taken seriously. And when we come to exports, no one ever
seems to suppose that we need expect to be paid cash for them in full—exports for
relief purposes, exports on credit, exports for prestige and propaganda, exports below
world price so as to gain satisfied customers five years hence; never exports so that
we can live.

53. Our final conclusion concerning the scale of residual assistance required
from the United States is, unfortunately, based on the assumption that the preceding
recommendations have been substantially (and successfully) acted upon. If they are
largely rejected, the best alternative (and one which it is ill-omened to mention,
since it is so likely to be adopted) is to borrow all we can from the United States on
any terms available, and in due course shuffle out. The Americans, as we have
mentioned above, may positively tempt us to this course. No comfort, therefore,
unless it be from the following story. In 1755 Lord Chesterfield, under the influence
of gout, wrote from Bath to Mr. Dowdeswell, the Chancellor of the Exchequer in that
time of war, that Lord Orford (Sir Robert Walpole) “who was as sanguine as anybody,
used always to say that whenever the National Debt should amount to 100 millions,
the whole would be over and the game up. And this will certainly be the case should
this war last four years longer”; to whom the Chancellor replied that he knew no
answer to His Lordship’s argument, but that he had great faith in the dicfum of
Voltaire that “the probable very seldom occurs.”3

3 In the spring of 1945 Keynes produced another analysis, more detailed and much longer than the memo
reproduced above, which outlined various financial strategies for the period following the defeat of Japan
(CAB 66/65, WP(45)301, 15 May 1945, memo by Keynes, ‘Overseas financial policy in stage two’). Here it
was suggested, infer alia, that Britain’s post-war financial difficulties might be partially eased if large
amounts of colonial sterling balances were written off or appropriated. CO officials envisaged technical
difficulties and were even more concerned about the political implications. As S Caine remarked, ‘it would
look extremely odd to be promising a sum of £120,000,000 for Colonial Development and simultaneously
to be contemplating a cash surrender of precisely the same amount’. Stanley agreed that full acceptance of
Keynes’s proposals would have ‘a disastrous political effect even if there were any possibility of in fact
finding means to surrender such large sums of sterling now standing to Colonial credit’. However, the
secretary of state expressed willingness to consider, as part of a wider scheme, whether ‘some much
smaller and possibly only nominal contribution could be made on Colonial account’ (CO 537/1378,
minutes by Caine, 9 & 15 June 1945). For subsequent documentation, see BDEEP series A, vol 2, R Hyam,
ed, The Labour government and the end of empire 1945-1951, part II, chapter 3.
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119 C0852/558/1,n019 7 July 1944
[Import policy and exchange considerations]: circular savingram from
Mr Stanley to colonial governments .

[In March 1944, Caine, prompted by receipt of a paper circulated by the Exchange
Requirements Committee, raised the question of whether or not colonial governments
should be advised of the general outlook with regard to purchases in other than UK
currency. Caine suggested that colonial governments ‘are still thinking in terms of
difficult currencies, and the idea that virtually any currency other than U.K. pounds
themselves is in future going to be difficult will be a novelty’ (CO 852/588/1, minute by
Caine, 31 Mar 1944). It was agreed to proceed as Caine suggested and the views of the
Treasury and Board of Trade were sought before this telegram was sent.]

Circular telegrams sent to Colonial Governments in the early part of the war
emphasised the need for economising in imports involving the use of “hard
currencies”, of which the outstanding examples were United States and Canadian
dollars. The reason for this policy was, of course, that His Majesty’s Government was
vitally dependent for the prosecution of the war upon imports of munitions and other
goods which had to be obtained against payment in these hard currencies, and it
therefore became essential, in order to conserve the Empire’s resources of such
currencies, to eliminate all inessential purchases from the countries concerned.

2. At a later period, the decision by the United States Government and the
Canadian Government to supply the United Kingdom and certain other parts of the
Empire with goods and materials required for the prosecution of the war on
lend-lease and mutual aid terms went far to remedy the particular situation
mentioned in the first paragraph of this savingram. In consequence the prime
consideration in Colonial import policy became for the time being the availability of
supplies from the point of view of supply and shipping. Moreover the greater part of
the supplies available to the United Nations are now so closely controlled by agreed
arrangements, operated under the authority of the Combined Boards in Washington,
that Colonial Governments can in many cases be directed to the most convenient
sources of supply for a particular commodity and in such cases do not themselves
have to consider whether or not the purchase is desirable from the point of view of
exchange considerations.

3. More recently it has become evident that there are very definite limits both to
the scope of lend-lease and to the calls which can be made on Canadian mutual aid.
Moreover the exchange problem which is thus again raising its head can only very
partially be solved by diversion of expenditure from North American to other sources
of supply. In the course of the war His Majesty’s Government in the United Kingdom
has incurred heavy obligations both to certain foreign countries and to a number of
parts of the Sterling Area, particularly India and the countries of the Middle East.
From the point of view, therefore, of exchange considerations it is no longer merely a
question of economising in the use of a few particular “hard” currencies, but oif
economising in imports from practically all sources other than the United Kingdom
and other Colonies. In addition, of course, so long as present supply and shipping
conditions persist, there remains the overriding need of which all Colonial Govern-
ments are well aware for eliminating all but essential imports from whatever source.

4. 1 recognise that at present the total volume of imports into most Colonies is
severely limited by supply and shipping factors, and further that the close control of
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supplies by the Combined Boards in Washington in many cases allows Colonial
Governments little latitude as regards choosing their sources of supply. But I do not
think it is too early to point out that as and when, in the case of any particular
Colony, these problems of supply and shipping become less acute, the problems of
exchange will unfortunately not vanish simultaneously. They may indeed be expected
to become more serious, nor can any early end to them be foreseen, even after the
restoration of peace. I trust therefore that in the formulation of import plans and
policies, both now and for the immediately post-war years, Colonial Governments
will bear these considerations well in mind.

5. The considerations referred to will not affect the special arrangements already
approved for obtaining from the United States certain supplies for West Indian
development programmes, but when the time comes to consider any extension of
those arrangements to cover further supplies of that character, the exchange
position then prevailing will have to be taken into account.’

! Para 5 sent to West Indies colonies only (excluding Bahamas and Bermuda).

120 (0 852/588/11, no 10, WP(44)643 15 Nov 1944
‘Future provision for colonial development and welfare’: War Cabinet
memorandum by Mr Stanley

[Having decided with his officials in Sept 1944 that an increase in the annual provision of
funds for development and welfare and an extension of the period covered by the Colonial
Development and Welfare Act, 1940, should be sought, Stanley wrote to the chancellor,
Sir J Anderson, proposing incremental increases in the provision of funds (CO 852/588/
11, no 2, 21 Sept 1944). This suggestion was rejected by Anderson (ibid, no 7, 25 Oct
1944) and, after further consultation between the two, it was agreed that the secretary of
state for the colonies should refer the matter to the War Cabinet. The War Cabinet agreed
in principle to Stanley’s proposals and after further discussion between the CO and the
Treasury, it was decided that provision for all purposes should not exceed £120 million
over a ten-year period from Apr 1946, and that the amount provided in any one financial
year should not exceed £17.5 million. The Colonial Development and Welfare Bill was
passed in Apr 1945.]

1. The next few years may well determine the future course of the Colonial
Empire. The participation of the Colonies in the war and the gratitude felt by this
country for their efforts have increased our awareness of past deficiencies in our
administration. Perhaps more than ever before the public to-day are interested in the
Colonies and anxious for their development. On the other hand, hundreds of
thousands of the natives of the Colonies, in one branch or another of the Armed
Services, have been enjoying a standard of living to which they have never been
accustomed before, have travelled thousands of miles from their native villages, and
will return with a desire for some of the improved conditions which they have seen
and experienced elsewhere.

2. Realisation of these new conditions was given expression in 1940 by a new
Colonial Development and Welfare Act, which provided for spending up to a
maximum of £5 million a year for ten years on development and welfare, with an
additional £500,000 a year for research. This Act, passed at the time of our gravest
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danger, was a magnificent gesture, but [ am afraid, for reasons outside our control, it
has remained little but a gesture. Shortages of technical staff, of materials and of
man-power have largely prevented the translation of this legislative permission into
reality. In fact, the estimated total of expenditure up to the end of the current
financial year is only £3,790,000 against the £20 million which the Act would have
permitted. Although this short-fall was due to no lack of sincerity or drive but
entirely due to physical limitations, it has undoubtedly produced in many of the
Colonies and even within the Colonial Service a cynical belief that the gesture was
never meant to be more than a gesture.

3. In these circumstances I believe the time has come when it is necessary for
us to declare our intentions for the future. Since 1940 we have been able to do a
considerable amount of planning; and indeed things are now speeding up to such an
extent that in 194546 expenditure is expected to be at least £4 million.

4. At my request Colonial Governments have been preparing outline plans of the
developments which will be necessary to provide basic economic and social
services—communications, water and irrigation schemes, health, education and so
on—on the minimum essential scale. I have received such outline plans from a
number of Colonies, including several of the larger African territories, and, of
course, from the West Indies, where the Comptroller of Development and Welfare
has been working for over 3 years. I can, therefore, estimate much better than in
1940 how much money will be required, after allowing fully for what can be found
from local resources of taxation and from public loans and making a realistic
assessment of how much work local Public Works Departments can undertake and
local supplies of labour can execute. As a single example I will quote an estimated
minimum requirement in Nigeria of £27 million in 10 years.

5. On the basis of the information in the preceding paragraph my proposals,
which, in my judgment, represent the minimum needs of the Colonial Empire over
the next few years, if our frequently declared policies are to be implemented, are as
follows:—

(i) that the Act should be extended for a further ten years as from 1946;

(ii) that the annual sum should be increased. My proposal is that for the three
years 194647 to 194849 the provision should be £10 million per annum,; for the
next four years, 1949-50 to 1952-53, £15 million; and for the last three, 1953-54
to 1955-56, £20 million. These would be over-all sums and would include
provision for research and certain additional schemes such as higher education
which I otherwise should have had to bring forward outside the scope of the
present Act.

I have deliberately adopted the policy of increasing the annual figures as time goes
on. Expenditure has shown that planning and preparation for Colonial development
is bound to take time, that, as in rearmament, the actual expenditure increases by
stages, and that it is only in the later years that full provision is needed.

6. I have discussed these proposals with the Chancellor of the Exchequer. He
agrees that the Act should be extended for another ten-year period, and he agrees
also that some substantial increase in the financial provision is necessary. He finds
himself, however, unable to commit himself to anything further than a provision for
the ten-year period of £10 million a year for development and £1 million for
research. As I understand it, he does not base his alternative proposal on any
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criticism of my estimates of what the Colonial Empire will require but solely on the
financial exigencies of this country.

7. I am afraid I am unable to accept the Chancellor’s proposal. He has, if I may
say so, treated me with great fairness, and it is in full agreement with him that I
bring this matter to the War Cabinet. He feels, as I do, that the War Cabinet should
have before them both the needs of the Colonial Empire, which I shall stress, and the
difficulties of national finance, which he must emphasise.

8. Although the differences in money between my proposals and the counter
proposals of the Chancellor are small in comparison with the national finances, they
are to my mind fundamental when applied to Colonial development. From the
over-all plans which I have so far received from Colonies, I am convinced that
whereas under my proposal (with some pruning), it will be possible to undertake a
practicable but far from extravagant scheme of development, with the Chancellor’s
figures planned development over a period of ten years would be impossible and in
practice we should have to be content with a collection of individual projects instead
of integrated plans, a practice which has been properly criticised in the past and
which cannot give the best returns from the money. I have had, too, some
opportunities of judging the psychology of Colonial peoples and Colonial administra-
tions, and I am convinced that anything short of my plan would fail to meet their
natural expectations and aspirations.

9. I am not pretending that the assistance to the Colonies which I propose will
not impose some burden upon this country. I do, however, feel that the Colonial
Empire means so much to us that we should be prepared to assume some burden for
its future. If we are unable or unwilling to do so, are we justified in retaining, or shall
we be able to retain, a Colonial Empire? The burden, however, is infinitesimal
compared to the gigantic sums in which we are and shall be dealing. Nor is the
apparent burden wholly real. If these sums are wisely spent, and the plans devoted to
increasing the real productive power of the Colonies, there will in the long run
accrue considerable benefit to us, either in the form of increased exports to us of
commodities which otherwise we should have to obtain from hard currency
countries, or in the form of increased exports from the Colonies as part of the
sterling area to the hard currency countries outside.

10. But I am not basing my argument on material gains to ourselves, important
as I think these may be. My feeling is that in the years to come, without the
Commonwealth and Empire, this country will play a small réle in world affairs, and
that here we have an opportunity which may never recur, at a cost which is not
extravagant, of setting the Colonial Empire on lines of development which will keep
it in close and loyal contact with us. To say now in 1945 that with these great stakes
at issue we shall not be able to afford £15 million in 1949, or £20 million in 1953, is a
confession of our national impotence in the future. I take a less pessimistic view of
our national future and it is for that reason that I ask the War Cabinet to approve the
proposals which I put forward in paragraph 5.
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121 C0852/586/9 30 Nov 1944
[Colonial Economic Advisory Committee]: minute by W A Lewis
explaining his resignation as secretary

The Secretary of State sent for me yesterday and asked why I was resigning the
secretaryship of the C.E.A.C. I therefore gave him the reason. I explained that the
Committee was confined to discussing small matters, and that, with some excep-
tions, it was not allowed to deal with the more important ones. In these
circumstances the secretaryship was largely a waste of time, and I was compelled to
move to other spheres where my services would be more useful. I gave him some
facts to illustrate the point, and he said he would look into it. I had not intended to
write any more on this subject, having already said and written so much fruitlessly,
but in these circumstances it is now clearly desirable for all concerned that I should
place the facts on record.

2. The story begins exactly a year ago, with discussions between the Secretary of
State, the Duke of Devonshire, Sir George Gater, Mr. Caine, Mr. Clauson and myself
on the work of the newly born committee. Broadly speaking, the permanent officials
took the view that the Committee should not be taken very seriously for some time.
“Give it a few small matters,” said Sir George Gater, “and if it handles these
competently we can gradually increase its scope”; and Mr. Clauson quoted the
analogy of the Colonial Agricultural Council, which had taken, he said, four or five
years to become fully active. The Secretary of State ruled otherwise, and invited the
Committee to initiate at once a comprehensive survey of colonial economic
problems.

3. The Committee thereupon created several subcommittees, and the best report
on its work is to summarise what these sub-committees have done.

4. The Minerals sub-committee has done an excellent job. It has disposed of
certain specific questions that arose in Nigeria, Northern Rhodesia, British Guiana,
Jamaica, and in regard to tin research generally. And it has also made a comprehen-
sive survey of general questions of mining policy, from which an excellent report has
now emerged. This mixture of the immediate problems with a comprehensive survey
is clearly an exact model of what the Secretary of State had in mind. Unfortunately,
no other sub-committee has functioned in this way.

5. The Industry sub-committee comes nearest to it. This sub-committee has dealt
with the specific questions referred to it (licensing, Malta cement and fermentation
industries). It also began a comprehensive discussion of the general questions, but
was stopped and urged to present an immediate report, Mr. Caine undertaking to
produce a draft which could be agreed with minimum discussion. Certain members
of the sub-committee objected to this, but subsequently agreed on the understanding
that the matters excluded by this procedure could be raised on another document to
be handled by the Agenda sub-committee. The result is that the sub-committee spent
hardly any time in preparing its general report, which (in my opinion) is of little
value, as it does not discuss (1) what machinery Governments might create to
investigate industrial possibilities, to plan adequate facilities, and to take steps to
encourage enterprises to set up in the colonies; or (2) how best to secure additional
capital for secondary industries, e.g. whether through Development Corporations, in
view of the relative absence of both entrepreneurship and financial institutions in the
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colonies; or (3) whether it is possible for industrial development to be encouraged on
a regional basis, so as to secure relatively wide markets and the economies of large
scale production. The last question, in particular, frightened Mr. Caine because of its
“political” implications, and this is the reason why the Industry sub-committee was
shooed off further discussion.

6. The Agricultural sub-committee has never started its survey. A letter was
received from Barclay’s (D. C. and 0.) suggesting the creation of an Agricultural
Finance Corporation, and the sub-committee was asked to discuss it in a joint
meeting with the Finance sub-committee; the result was to commission an outside
study of existing sources of agricultural finance in the colonies which has already
been delayed for many months and will not be ready for many more. This is the
sub-committee’s only meeting for the year. The important problems of the economic
organisation of agriculture, e.g. in West Africa, have not been touched.

7. The Finance sub-committee had no other meeting than this joint meeting
until yesterday, when it met to discuss the division of taxation between the United
Kingdom and the colonies.

8. The Marketing sub-committee did not meet until two months ago. It was asked
to advise on the Uganda cotton industry, on a letter to be sent to producers’
associations asking their views on the continuance of government marketing
controls, and on research into some internal marketing problems. It has done so,
and gone into recess after three meetings.

9. The Economic Research sub-committee has mainly been occupied with a full
investigation of colonial statistics.

10. Fom this summary it can be seen that only the Minerals sub-committee has
really got down to the survey suggested by the Secretary of State. Why? There are
four possible answers:—

(1) the survey is unnecessary

(2) the members are unwilling to make it

(3) the Agenda (steering) sub-committee has functioned badly
(4) the attitude of the office.

11. The first reason has been the view taken consistently in the office; it has not
been actively expressed since the Secretary of State rejected it, but, as analysis of the
fourth possible reason will show, passive resistance has been very effective.

12. The second reason is equally invalid. Of the 14 outside members of the
Committee, three are unable to give much time to its work, and are frequently
absent from meetings: Mr. Hallsworth,! Sir Harold Howitt? and Professor Robbins.>
All the other members of the Committee take a very active interest in all
deliberations to which they are invited, and six have expressed to me disappointment
that it has not functioned as the Secretary of State suggested, Mr. Dalgleish,* Mr.

! J Hallsworth, secretary-general, National Union of Distributive and Allied Workers, 1916-1949; member,
Central Price Regulation Committee, 1939-1947; member, TUC General Council, 1926-1947.

2 Chairman and deputy-chairman of BOAC, 1943-1948; member of Council of Institute of Chartered
Accountants, 1932-1961, of the Air Council, 1939-1946, of Agricultural Marketing Facilities Committee,
1943-1966.

3 Professor L C Robbins, professor of economics, London School of Economics, 1929-1961; director,
Economic Section of Offices of the War Cabinet, 1941-1945.

* A Dalgleish, Transport and General Workers Union.
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Durbin,® Mr. McFadyen® and Mr. McLean” openly, and Sir Bernard Bourdillon and
Sir Hubert Henderson® by implication.

13. In these circumstances the survey would have proceeded if the Agenda
Sub-Committee had functioned properly. Unfortunately its membership was badly
selected. Its Chairman, Mr. Hallsworth, lives in Manchester and is compelled, by
pressure of other commitments, to avoid all avoidable meetings. Professor Robbins
similarly does not attend. Captain Peter always attends, but has expressed the
opinion that the sole function of an advisory 