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INTRODUCTION

Les documents reproduits dans le présent ouvrage complétent Ihistoire,
commencée au Volume 10, de la politique extérieure du Canada pendant les
derniers mois de la Deuxiéme Guerre mondiale et la période de transition qui
devait conduire 4 la paix. De par son contenu, le présent volume adopte un ton
résolument plus optimiste que le précédent, dans lequel transparaissait la
lassitude qui caractérisait les derniéres étapes d’un long conflit. Le Volume 11
laisse entrevoir la naissance d’un nouvel ordre mondial dans lequel il serait
possible, espérait-on, d’éviter la répétition des événements qui avaient provoqué
les hostilités. Ce désir était si ardent que, pour la premiére fois, il donna lieu a
des mesures spéciales en vue de la planification des initiatives canadiennes en
matiére de politique étrangére (Chapitre I). Comme cela avait été le cas depuis
I’entrée en guerre des Etats-Unis a la fin de 1941, les responsables de
I’élaboration de la politique étrangére canadienne désiraient avant tout obtenir,
que soit pleinement reconnue, sur la base du principe de la représentation
fonctionnelle, la contribution du pays au développement des relations
internationales (Volume 9, p. xviii).

A titre de pays créancier largement tributaire des marchés internationaux,
le Canada avait tout intérét 4 prendre part aux négociations visant 4 établir les
fondements de la stabilité commerciale et financiére d’aprés-guerre (Chapitre
IT). On a sans doute sous-évalué la contribution canadienne a la réussite de la
conférence de Bretton Woods, au New Hampshire, qui eut lieu en 1944, et au
cours de laquelle fut conclue ’entente devant mener 4 la création du Fonds
monétaire international et de la Banque internationale de reconstruction et de
développement (documents 34-36). A cause du caractére officieux de cette
conférence, les documents portant sur le Canada, aussi bien que sur la
conférence elle-méme, sont plutét rares.' On trouve davantage de renseigne-
ments sur les négociations concernant la réduction des barriéres tarifaires.
Malgré les nombreux efforts qui furent consacrés a la recherche d’une solution
multilatérale a ce probléme, la difficulté de réconcilier les nombreux intéréts
divergents des différents pays rendit séduisante I'idée de conclure des accords
bilatéraux, notamment avec les Etats-Unis (exemples : documents 45 et 53).

L’aviation civile constituait également un domaine dans lequel le Canada
entendait jouer un rdle au niveau de la réglementation internationale (Chapitre
IIT). Il y allait non seulement de la place du Canada en tant que puissance
aérienne, mais également de [efficacité d’une organisation d’aprés-guerre
vouée a la sécurité mondiale (document 184). Fort de cette conviction, le
Canada élabora un projet de convention internationale sur le transport aérien
et participa activement d la Conférence internationale sur I’aviation civile qui
se tint & Chicago du ler novembre au 7 décembre 1944. Le Canada, que le chef
de la délégation, C. D. Howe, décrivit comme l'une des «grandes puissances»

1J. Keith Horsefield, The International Monetary Fund 1941-1965, Volume 1:Chronicle
(Washington: International Monetary Fund, 1969), p. 93.



INTRODUCTION

The documents reproduced in this volume complete the story, begun in
Volume 10, of Canadian external policy during the closing months of the
Second World War and the transition to peace. The contents of the present
volume are more optimistic in tone than were those of its predecessor, which
reflected the war weariness of the last stages of a long conflict. Volume 11
looks ahead to a reshaped world order, in which, it was hoped, repetition of the
circumstances which had given rise to the war would be avoided. So important
was this aspiration that, for the first time, special arrangements were made for
planning the Canadian response to issues in foreign policy (Chapter I). As had
been the case since the United States entered the war at the end of 1941, one of
the main concerns of those responsible for developing policy was to ensure that
Canada’s contribution to international relations be fully acknowledged, on the
basis of the functional principle (Volume 9, p. xviii).

As a creditor nation and one heavily reliant on international trade, Canada
had a major interest in the negotiations to establish a basis for financial and
commercial stability after the war (Chapter Il). The contribution to the
conference at Bretton Woods, New Hampshire in 1944, which produced
agreement to establish the International Monetary Fund and the International
Bank for Reconstruction and Development, is perhaps underrepresented here
(documents 34-36). Owing to the informality which prevailed at Bretton
Woods, the Canadian documentary record, like that of the conference itself,' is
not substantial. Somewhat fuller is the documentation on negotiations for the
reduction of trade barriers. While considerable attention was given to the
search for a multilateral solution to this problem, the difficulty of reconciling a
variety of divergent international interests lent attraction to the alternative of
bilateral arrangements, especially with the United States (for example,
documents 45 and 53).

Another activity in which international regulation was important to Canada
was civil aviation (Chapter 1Il). Bringing this about was considered vital not
only to Canada’s position as an air power but also to the effectiveness of a
postwar world security organization (document 184). This conviction was
reflected in the preparation of a draft international air transport convention
and active participation in the International Civil Aviation Conference, held in
Chicago between November 1 and December 7, 1944. At the conference,
Canada, which the head of the delegation, C. D. Howe, described a one of *““the
great powers” present, assumed the role of “honest broker” in dealing with
differences between the United States and the United Kingdom (document
282). Canada became a member of the Council, or executive, of the Provisional
Civil Aviation Organization which emerged from the conference, a distinction
whose value was diminished by the size of the body, which had twenty-one

'J. Keith Horsefield, The International Monetary Fund 1941-1965, Volume 1:Chronicle
(Washington: International Monetary Fund, 1969), p. 93.
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présentes a la conférence, y assuma le rdle d'«<intermédiaire intégre» en
s'efforcant d’apaiser les différends entre les Etats-Unis et le Royaume-Uni
(document 282). Le Canada devint membre du conseil, ou de la direction, de
I’Organisation provisoire de I’aviation civile qui vit le jour lors de la conférence.
Cet honneur perdait toutefois de sa signification en regard de la taille de cet
organisme, qui comptait vingt et un membres. Il fut néanmoins décidé que le
siége social de I'organisation provisoire serait établi au Canada et, le 15 aoit
1945, le conseil se réunissait & Montréal.

Selon la conception qu’en avait le Canada, la future Organisation des
Nations Unies devait étre la clé de voite du monde d’aprés-guerre (Chapitrc
IV). Les autorités canadiennes accordérent une attention particuli¢re a la
rédaction de la charte par les rcpresentants des Etats-Unis, du Royaume-Uni,
de I’'Union soviétique et de la Chine réunis 8 Dumbarton Oaks a I’ét€ 1944. Les
Anglais se chargeaient par ailleurs de transmettre les observations du Canada,
qui jugeait capitale la position des états qui, sans étre de grandes puissances,
avaient démontré lors de leur participation a la guerre «leur empressement
intervenir conjointement a la fois contre toute forme d’agression et de
possession d’installations industrielles et militaires étendues» (document 409).
En vertu du principe de la représentation fonctionnelle, on déploya des efforts
considérables pour permettre A ces états de jouer un rdle accru. Au moment de
la conférence de San Francisco, qui eut lieu un an plus tard, la délégation
canadienne en arrivait toutefois 4 la conclusion qu’il fallait accepter la
domination des grandes puissances si ’on voulait assister a la naissance d’une
organisation mondiale qui comprendrait 'U.R.S.S. et les états sous son
influence. Le 10 juin 1945, Norman Robertson déclarait 4 San Francisco : «A
notre avis, il vaut mieux nous satisfaire de cette Organisation-ld et, une fois
cette décision prise, cesser de vouloir remettre en question le fragile consensus
auquel les grandes puissances sont parvenues» (document 478). Pareil réalisme
n’altéra nullement 'optimisme qui transparait dans les documents publiés dans
le présent volume, surtout lorsque les «rencontres privées» entre grandes
puissances ne jouaient pas un rdle déterminant (document 499). Les états
moins importants eurent davantage la chance de se mettre en évidence lorsque
le comité exécutif de la Commission préparatoire se réunit par la suite a
Londres pour mettre au point les derniers détails concernant le fonctionnement
de la nouvelle organisation. Ces séances et celles de la Commission elle-méme
permirent au Canada de raffermir ses espoirs quant a son rdle éventuel au sein
des Nations Unies.

Mais les responsables de la politique étrangére canadienne étaient davantage
inquiets des conséquences de la course 4 I'armement nucléaire (Chapitre V).
Avant I'explosion, le 6 aolt 1945, de la premiére bombe atomique, la principale
préoccupation du Canada touchait la production nucléaire et la coordination de
cette productlon avec les Etats-Unis et le Royaume-Uni. Par la suite, le
Canada s’intéressa aux répercussions que cette production pourrait avoir sur les
plans militaire et diplomatique, de méme qu’aux mesures & prendre pour en
arriver a un contrdle a I’échelle internationale. Méme s’il était préoccupé a
I’idée qu’'une grande puissance piit exercer un monopole a cet égard (document
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members. The conference decided that the headquarters of the interim
organization should be in Canada. On August 15, 1945, the Council met in
Montreal.

The centrepiece of Canadian planning for the postwar world was the
prospective United Nations Organization (Chapter IV). Canadian policy
makers paid close attention to the drafting of the charter, by representatives of
the United States, the United Kingdom, the Soviet Union and China meeting
at Dumbarton Oaks in the summer of 1944, the Canadian comments being
conveyed through the British. Of paramount importance to Canada was the
position of states which, while not great powers, had revealed through their
participation in war “both readiness to join in concerted action against
aggression and the possession of substantial military and industrial capacity”
(document 409). Considerable effort was expended in seeking an enhanced role
for such states, on the basis of the functional principle. By the time of the San
Francisco conference a year later, however, the Canadian delegation had
concluded that, if a world organization were to come into being and include the
Soviet Union and states within its orbit, great power domination would have to
be accepted. “Our view,” Norman Robertson reported from San Francisco on
June 10, 1945, “is that it is better to take the Organization that we can get
and, having come to that decision, to refrain from further efforts to pry apart
the difficult unity which the Great Powers have attained” (document 478).
Such realism did not destroy the optimism characterizing much of what is
published here, especially when “penthouse meetings™ of the great powers were
not a determining factor (document 499). There was more scope for smaller
states when the Executive Committee of the Preparatory Commission met later
in London to develop the practical arrangements for the new organization.
These sessions, and those of the commission itself, encouraged hopeful
expectations of Canada’s role in the organization.

More troubling for the makers of foreign policy were the consequences of
atomic warfare (Chapter V). Prior to the first use of the atomic bomb on
August 6, 1945, the principal Canadian concerns were production and
coordination with the United States and the United Kingdom. Thereafter,
attention shifted to the implications for war and diplomacy and to the
arrangements for international control. Despite concern about a possible great
power monopoly (document 614), Canada, as one of the three atomic powers
and the source of uranium, was a full participant with the United States and
the United Kingdom in the discussions which produced agreement to create the
United Nations Atomic Energy Commission.

As the arrangements for the regulation of atomic energy indicated, the
United Nations assumed an importance far surpassing that of other interna-
tional organizations (Chapter VI). The most important such organization
before the war, the League of Nations, was of course supplanted by the new
international body. The aspirations of another, the International Labour
Organization, were regarded with some reserve because of the possibility of
conflict with United Nations bodies (document 669). The attitude towards the
Pan-American Union was cautious, in the absence of an indication that
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614), le Canada, en tant qu’une des trois puissances nucléaires et que
producteur d’uranium, participa pleinement, aux c6tés des Etats-Unis et du
Royaume-Uni, aux discussions qui menérent a la décision de créer la
Commission de I’énergie atomique des Nations Unies.

Comme les dispositions concernant la réglementation de ’énergie nucléaire
I'indiquaient, les Nations Unies prenaient une importance qui dépassait de loin
celle de tout autre organisation internationale (Chapitre VI). La plus
importante de ces organisations d’avant-guerre, la Société des Nations, fut
évidemment supplantée par le nouvel organisme international. Quant aux
aspirations de I’Organisation internationale du Travail, elles étaient considérées
avec une certaine réserve sous prétexte que I'O.L.T. pouvait entrer en conflit
avec certaines institutions au sein des Nations Unies (document 669). Faute
d’indication quant aux intentions des Etats-Unis concernant I’adhésion du
Canada 4 I’'Union panaméricaine, la prudence était de mise a cet égard. Une
note de service datée de mars 1944 laisse d’ailleurs entendre qu’il était
«nécessaire d’établir des relations amicales avec les Etats-Unis avant de songer
a coopérer avec les états latino-américains» (document 720).

Le plus important événement 4 se produire au sein du Commonwealth
(Chapitre VII) fut la tenue, pour la seule et unique fois au cours de la guerre,
d’une rencontre des premiers ministres 4 Londres, au printemps 1944. Les
préparatifs en vue de cet événement provoquérent des débats sur de nombreux
aspects de la politique canadienne, comme en témoignent les documents
reproduits dans les chapitres appropriés. Méme si le Canada était loin de
songer 4 remettre en question son appui indéfectible au Commonwealth,
diverses propositions en faveur d’une centralisation 4 Londres des prises de
décision ne firent qu’exacerber encore une fois les susceptibilités canadiennes.
En effet, le Canada tenait notamment a éviter que les pays indépendants
fussent écartés du processus d’instauration d’un nouvel ordre international. Le
manque de solidarité du Canada 4 I’égard du Commonwealth était di par
ailleurs a des problémes intérieurs, comme le laisse clairement entendre le
discours prononcé a Toronto, en janvier 1944, par 'ambassadeur britannique
Washington, Lord Halifax (document 731). Le Canada reconnaissait toutefois
qu’en tirant adéquatement parti de ses liens avec le Commonwealth, il pouvait
renforcer sa présence dans les affaires internationales (document 734). La
tiche consistait par conséquent a exploiter habilement la situation tout en
évitant de provoquer des remous au pays ou de créer des malentendus a
I’étranger quant au rdle joué par le Canada a I’échelle internationale. C’est
d’ailleurs en s’appuyant sur cette prémisse que le Canada aborda les diverses
questions qui se posérent 4 lui en 1944 et 1945 concernant son adhésion au
Commonwealth.

La question de I'indépendance du Canada face 4 son voisin américain se
posa également lorsque les Etats-Unis manifestérent le désir de réaliser des
projets de défense et de poster un nombre élevé de soldats dans le Grand Nord
canadien. Les régles du jeu avaient toutefois été établies au cours de la guerre,
de sorte que les deux pays s’entendirent relativement bien, d’autant plus que les
accords convenus prévoyaient le démantélement ultérieur des installations ou
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Canadian membership was encouraged by the United States. “Friendly
relations with the United States,” observed a departmental memorandum in
March 1944, “must precede cooperation with Latin American states”
(document 720).

Within the Commonwealth (Chapter VII), the most important event was
the holding, for the first and only time during the war, of a prime ministers’
meeting in London in the spring of 1944. The preparations for this event
prompted review of a broad range of Canadian policies, as documented in the
relevant chapters. Although continuing support for the Commonwealth was not
in question, Canadian sensitivity to suggestions of centralized decision-making
in London was as acute as ever. One reason was not to undermine independent
participation in the postwar international order. There was also still an
important domestic dimension to the Canadian position on Commonwealth
solidarity, as was made clear (document 731) when the British ambassador in
Washington, Lord Halifax, lent support to the idea in a speech in Toronto in
January 1944. Yet it was also recognized that, handled properly, the
Commonwealth relationship could be a source of strength in international
affairs (document 734). The task, therefore, was to exploit this opportunity
while avoiding division on the Commonwealth connection at home or
misunderstanding of Canada’s international position abroad. This, it might be
said, was the premise on which Canada approached the various questions
arising from Commonwealth membership in 1944 and 1945.

Questions of autonomy also arose in the relationship with the United States
(Chapter VIII), as a result of that country’s interest in defence projects here
and the stationing of large numbers of American personnel in remote parts of
Canada. The ground rules, however, had been worked out earlier in the war,
and the relationship, much of which involved arrangements to dismantle the
projects or turn them over to Canadian control, proceeded comparatively
smoothly. Defence relations were an important consideration in planning for
the future. There was sensitivity to the vulnerability of Canada’s position
between the United States and the Soviet Union, should tensions between those
two countries revive, and acceptance that the close relationship for continental
defence which had developed during the war should continue, together with the
instrument for coordination, the Permanent Joint Board on Defence. It was
also recognized, that, to avoid the possibility of infringements on sovereignty,
Canada should remain responsible for the defence of its own territory.

In other bilateral relationships (Chapter IX), the most interesting
developments were perhaps those affecting France and the Soviet Union. Once
the former had been liberated from the enemy, its international position ceased
to be a matter of major concern to Canada for domestic or external reasons.
The documentation on relations with France, therefore, is much less than in the
earlier volumes on the war. With the defection of Igor Gouzenko just after the
end of the war, it became apparent that relations with the Soviet Union would
be much more troublesome than had been the case since the decision to
establish diplomatic relations in 1942. Here was a clear warning that the
geopolitical concerns affecting the defence relationship with the United States
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leur remise au gouvernement canadien. Ces relations de défense constituaient
un élément 1mportant de la planification de I'avenir. On était sensible au fait
que le Canada, coincé entre les Etats-Unis et I'U.R.S.S., demeurait vulnérable
si les tensions devaient renaitre entre ces deux pays. On admettait également
que les relations étroites portant sur la défense du continent nord-américain, et
qui avaient été établies au cours de la guerre, devraient se poursuivre, de méme
qu’il fallait garder intact cet instrument de coordination qu’était la Commis-
sion permanente canado-américaine de défense. On en vint également a la
conclusion que, pour éviter toute limitation éventuelle de sa souveraineté, le
Canada se devait d’assumer la responsabilité de la défense de son territoire.

Dans le cas d’autres relations bilatérales (Chapitre IX), les changements les
plus notables semblaient se produire entre la France et 'U.R.S.S. Une fois la
France libérée, le Canada cessa, pour des raisons de politique intérieure aussi
bien qu’extérieure, de se préoccuper de la place de cette derniére sur I’échiquier
international. Les documents portant sur les liens du Canada avec la France
sont par conséquent plus rares que dans les précédents volumes traitant de la
période des hostilités. Par suite de la défection d’Igor Gouzenko tout juste
aprés la fin de la guerre, il devint évident que les relations avec I'U.R.S.S.
seraient plus difficiles qu’elles ne ’avaient été depuis que le Canada avait
décidé, en 1942, d’établir des relations diplomatiques avec ce pays. Cela
signifiait clairement que les intéréts géopolitiques allaient bient6t avoir une
influence réelle et déterminante sur les relations de défense avec les Etats-Unis.
Le vent d’optimisme qui souffle dans le présent volume ne durerait guére plus
que le temps de savourer la victoire.

On trouvera dans l'introduction au Volume 7 (pp. ix-xi) les grandes lignes
qui nous ont guidés dans le choix des documents contenus dans le présent
volume. Une explication des mécanismes et des principes de rédaction se trouve
dans Pintroduction au Volume 9 (p. xix). La comme ici, une dague (*) indique
que le document n’a pas été publié. Le document 1252 a été édité conformé-
ment a la Loi sur I'accés d 'information. Aucune autre restriction n’a touché
les documents publiés dans le présent volume.

Il est fait mention, dans P'introduction aux Volumes 7 4 10, de certains
ouvrages traitant des efforts de guerre et des relations extérieures du Canada
au cours de cette période. Le lecteur aura également intérét a consulter les
comptes rendus de deux témoins de certains des événements relatés : A. F. W.
Plumptre, Three Decades of Decision: Canada and the World Monetary
System, 1944-75, Toronto, McClelland and Stewart, 1977; Escott Reid, On
Duty: A Canadian at the Making of the United Nations, Toronto, McClelland
and Stewart, 1983. La publication suivante traite également de la participation
canadienne a4 la création des Nations Unies: Clyde Sanger, réd., Les
Canadiens et les Nations Unies, Ottawa, ministére des Affaires extérieures,
1988. L’ouvrage suivant aborde la question des relations canado-américaines
dans le Grand Nord : Shelagh D. Grant, Sovereignty or Security? Government
Policy in the Canadian North, 1936-1950, Vancouver, University of British
Columbia Press, 1988.

JOHN F. HILLIKER
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would soon become a reality, and that the optimistic mood pervasive in this
volume would not long outlast the euphoria of victory.

The guidelines followed in selecting documents for this volume are those
quoted in the Introduction to Volume 7 (pp. ix-xi). The editorial devices and
principles are explained in the Introduction to Volume 9 (p. xix). As in that
volume, a dagger (') indicates that a document has not been printed. Document
1252 has been edited in conformity with the Access to Information Act. No
other restrictions have affected the publicaton of documents in this volume.

A number of works dealing with Canada’s involvement in the war and with
external relations during the period are mentioned in the Introductions to
Volumes 7-10. Users of this volume will be interested as well in the accounts of
two participants in some of the events treated here: A. F. W. Plumptre, Three
Decades of Decision: Canada and the World Monetary System, 1944-75
(Toronto: McClelland and Stewart, 1977); and Escott Reid, On Duty: A4
Canadian at the Making of the United Natons (Toronto: McClelland and
Stewart, 1983). Canada’s involvement in the founding of the United Nations is
also dealt with in Clyde Sanger, ed., Canadians and the United Nations
(Ottawa: Department of External Affairs, 1988). Canadian-American
relations in the north are examined in Shelagh D. Grant, Sovereignty or
Security? Government Policy in the Canadian North, 1936-1950 (Vancouver:
University of British Columbia Press, 1988).

JOHN F. HILLIKER
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Clement Attlee, Premier ministre de Grande-
Bretagne, accompagné du Premier ministre
Mackenzie King, se rend @ la Chambre pour pro-
noncer un discours 4 une séance conjointe de la
Chambre des communes et du Sénat, le 19 novem-
bre 1945.

Clement  Attlee, Prime Minister of Great
Britain, with Prime Minister Mackenzie King on his
way to address a joint session of the House of
Commons and the Senate in the Commons Cham-
ber, November 19, 1945,
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Lester B. Pearson, ambassadeur aux Etats-Unis,
signe 'Accord de Bretton Woods, le 28 décembre

1945.

PA 139755

De gauche 4 droite : C. D. Howe, ministre des
Munitions et des Approvisionnements, H. J.
Symington, président, Trans-Canada Airlines, et J.
A. Wilson, directeur des Services aériens du minis-
tére des Transports, 4 la Conférence de 'aviation
civile internationale, & Chicago, en novembre 1944,

International News Photo

Lester B. Pearson, Ambassador to the United
States, signing the Bretton Woods Agreement,
December 28, 1945,

Leo Rosenthal

Left to right: C. D. Howe, Minister of Muni-
tions and Supply, H. J. Symington, President of
Trans-Canada Airlines, and J. A. Wilson. Director
of Air Service, Department of Transport, at the
International Civil Aviation Conference, Chicago,
November 1944.



Réunion de membres de la délégation canadicnne participant a la
Conférence des Nations Unies & San Francisco, en mai 1945. De gauche
a droite: P. E. Renaud, Escott Reid, Gordon Robertson, Louis
Rasminsky, Warwick Chipman, Hume Wrong, N. A. Robertson, L. B.
Pearson, Jean Désy, L. D. Wilgress, C. S. A. Ritchie, le licut.-gén. M. A.
Pope.

A meeting of members of the Canadian Delegation attending the
United Nations Conference at San Francisco, May 1945. Left to right:
P. E. Renaud, Escott Reid, Gordon Robertson, Louis Rasminsky,
Warwick Chipman, Hume Wrong, N. A. Robertson, L. B. Pearson, Jean
Désy, L. D. Wilgress, C. S. A. Ritchie, Lt. Gen. M. A. Pope.
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Délégués 4 la Conférence des Nations Unies 4
San Francisco, avril-juin 1945 1% rangée : Louis
Saint-Laurent, W. L. Mackenzie King © rangée:
Cora Casselman, M. J. Coldwell et Gordon
Graydon.

C 22717

Louis Saint-Laurent et le Premier ministre
Mackenzic King a la Conférence de San Francisco,
avril-juin 1945,

Delegates to the United Nations Conference,
San Francisco, April-June, 1945, Ist Row: Louis St.
Laurent, W. L. Mackenzie King. 2nd Row: Cora
Casselman, M. J. Coldwell and Gordon Graydon.

Louis St.Laurent and Prime Minister
Mackenzie King at the San Francisco Conference,
April-June, 1945.
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Le Premier ministre Mackenzie King prenant la Prime Minister Mackenzic King addressing the
parole 4 la Conférence de San Francisco, le 26 avril San Francisco Conference, April 26, 1945.
1945.

L. B. Pearson pre-
nant la parole a I'un des
comités de la Confér-
ence des Nations Unics
sur I'Organisation inter-
nationale. a San Fran-
cisco, avril-juin 1945,

L. B. Pcarson
addressing one of the
committees at  the

_ e United Nations Confer-
ence on International
CANADA ' Organization, San
o Francisco, April-Junc,

1945.
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L. B. Pearson prenant la parole a la Conférence L. B. Pcarson speaking at United Nations Food
de la FAQ, a Québec, en octobre 1945, Conference, Quebec, October 1945.

C23271 Harris and Ewing

Prime Minister Clement R. Attlee of Great
Britain, President Harry S. Truman of the United
States and Prime Minister Mackenzie King at the
White House at the conclusion of the Atomic Bomb
Conference held in Washington, November [2-15,

1945.

Le Premier ministre Clement R. Attlee de
Grande-Bretagne, le Président Harry S. Truman des
Etats-Unis et le Premier ministre Mackenzie King a
la Maison-Blanche au terme de la Conférence sur la
bombe atomique tenue 4 Washinglon du 12 au 15
novembre 1945,
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A la Conférence des premiers ministres tenue a
Londres en mai 1944. De gauche & droite : (assis)
W. L. Mackenzie King, Winston Churchill, John
Curtin  (Australie); (debout) le général Jan
Christiaan Smuts (Afrique du Sud), Peter Fraser

(Nouvelle Zélande).

€999

W. L. Mackenzic King et Vincent Massey 4 la

Conférence des premiers ministres.

At the Prime Minister’s Conference in London,
May, 1944. Left to right: (seated) W. L. Mackenzie
King, Winston Churchill. John Curtin (Australia);
(standing) General Jan Christiaan Smuts (South
Africa), Peter Fraser (New Zealand).

W. L. Mackenzie King and Vincent Massey at

Prime Ministers’ Conference.




Le Premier ministre Mackenzie King prenant la parole devant
les deux chambres du Parlement britannique 4 Westminster, le 11
mai 1944. A la tribune, de gauche a droite : le vicomte Cranborne,
(derricre Mackenzie King) le vicomte Simon (Grand Chancelier
d’Angleterre), Winston Churchill, le col. Douglas Clifton Brown
(président de la Chambre des communes), Clement R. Attlee.

Prime Minister Mackenzic King addressing both Houses of the
British Parliament at Westminster, May 11, 1944. On platform, left
to right: Viscount Cranborne, (behind King) Viscount Simon (Lord
Chancellor), Winston Churchill, Col. Douglas Clifton Brown
(Speaker of the House of Commons), Clement R, Attlee.



CHAPITRE I/CHAPTER |

PLANIFICATION DE L’APRES-GUERRE
POST-HOSTILITIES PLANNING

L DEA/7-Js

Mémorandum du sous-secrétaire d’Etat adjoint
aux Affaires extérieures

Memorandum by Assistant Under-Secretary of State
for External Affairs

[Ottawa,] February 23, 1944

CANADIAN PLANNING FOR THE INTERNATIONAL SETTLEMENT'

1. The time has arrived for preparing more comprehensive Canadian material
on the various aspects of the armistice period and peace settlement. Our
current preparations do not cover the whole ground and have made very uneven
progress. We have made most progress in the two fields of international civil
aviation and international economic policies. As these are parts of a related
whole, it is becoming important that our studies in other fields should catch up
with what has been done on these subjects. For example, the security aspects of
international civil aviation are left hanging in the air until we can relate them
to the world security organization. We have, however, developed fairly clear
ideas of what we should reject and what we can support in such questions as
civil aviation, monetary stabilization and commercial policy.

2. Exchanges of views are about to begin in Washington between the United
Kingdom, the United States and perhaps the Soviet Governments on the world
security organization forecast by the Moscow Declaration.? It is certain that at
the Prime Ministers’ Conference in London these questions and many related
matters of political, defence and economic policies will be discussed. On these
subjects it would be wasted effort for Canada to attempt to plan from the
foundation upwards, since as a secondary country we have not a great enough
influence to make our views prevail. We should, however, be in a position at
least to decide what is not acceptable and to advocate changes or additions to
fit our particular interests.

3. It seems, therefore, most desirable that we should both start an orderly
study of special questions which have hitherto been neglected, and at the same

'Le Comité de guerre du Cabinet avait pris acte du mémorandum le ler mars et I'avait approuvé.
Voir le volume 10, document 710.

The memorandum was noted with approval by Cabinet War Committee on March 1. See
Volume 10, Document 710.

2Voir le volume 9, documents 247 et 248.

See Volume 9, Documents 247 and 248.
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time follow very closely the plans which are being developed between the Great
Powers so that we can comment on them from the Canadian point of view with
confidence and celerity.

4. With regard to special studies, the Advisory Committee on Post Hostilities
Problems can through its dependent Working Committee institute a
programme covering the field of Canadian Defence and security. The
preparation might be put in hand of a basic paper on possible dangers to
Canadian security after the war. This should be supplemented by special
studies on a number of particular topics such as: post-war defence arrange-
ments with the United States; the position of Canada in the case of difficulties
between the United States and the Soviet Union; Canadian defence policy with
respect to Newfoundland, Greenland and Iceland; and the Canadian position in
a North Atlantic and a North Pacific security zone. An important question
which may at any time become pressing is the relative advantage to Canada of
regional or of world-wide security arrangements. Another problem which may
assume importance is whether air training in Canada should after the war be
restricted to domestic needs.

5. The topics just suggested, to which others could readily be added, relate to
definite Canadian interests in security arrangements. At the same time it is
desirable that close attention should be paid to the plans being developed for
application in other regions. The bulk of our information comes from the
United Kingdom, and we are now receiving their draft plans in great volume
covering all sorts of questions from the location of the North Eastern Italian
frontiers to the military aspect of any post-war security organization.

6. In addition to questions directly related to security further thought should
be given to broad political and economic problems. In the political field the
Canadian Government will before long be called upon to answer such difficult
questions as: How far can authority reasonably be concentrated in the hands of
the Great Powers after the war? How great commitments can be accepted by
Canada to maintain peace and to further prosperity? Should Canadian
membership in the British Commonwealth involve any exclusively Common-
wealth commitments? Should Canada seek to act mainly as a secondary world
power or as an influential member of the Commonwealth?

7. What is agreed upon before the end of the war is likely to determine the
course of history for many years to come. The problems mentioned in this note
are mainly long-range problems. Nevertheless the answers to them will grow
out of wartime decisions, reached often in a hurry so as to take advantage of
personal conferences of leading statesmen or of an opportune moment to secure
a firm reply from one of the leading powers. To pay attention now to these
problems is, therefore, a necessary complement to meeting the problems of the
conduct of the war. The conduct of the war, indeed, is already beginning to be
mixed up with the framing of the peace, and this process will accelerate as the
end of the European war draws nearer.
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8. It is recommended that:

(a) the Advisory Committee on Post-Hostilities Problems should initiate a
programme of special studies, to be undertaken by its Working Committee, on
questions relating to Canadian security of the type mentioned in paragraph 4;

(b) comments should be prepared, by the Working Committee or by the
Department of External Affairs or other agency appropriate to the subject, on
draft proposals relating to the armistice and peace received from the United
Kingdom or other sources when Canadian interests are directly involved in
these proposals;

(c) draft statements of Canadian policy covering the type of questions
referred to in paragraph 6 should be prepared in the Department of External
Affairs.

2, DEA/7-ABs
Mémorandum du ministere des Affaires extérieures
Memorandum by Department of External Affairs

ToP SECRET [Ottawa,] April 19, 1944
POST-HOSTILITIES AND POSTWAR PLANNING

CANADA

(1) The War Committee of the Cabinet constituted a Post-hostilities
Advisory Committee on December 16, 1943. It consists of Messrs. Robertson,
Wrong, Heeney, W. C. Clark, J. E. St. Laurent, and the chiefs of staff. Ad hoc
meetings of the persons now comprising the Advisory Committee had been held
since July 22, 1943.

(2) This Advisory Committee has appointed a Working Committee on Post-
hostilities Problems. This Working Committee has held fortnightly meetings
since August 1943. The chairman is Mr. Wrong, and the secretary Mr. Holmes
from the Department of External Affairs. It includes representatives from the
planning directorates of the three Services, External Affairs, and the Privy
Council Office. It has been studying the U.K. P.H.P. papers and has sent
comments to the U.K. Committee on them. Australia and New Zealand are
setting up P.H.P. committees and, at New Zealand’s request, Canada is
exchanging papers with New Zealand.

(3) The Working Committee on March 2, 1944, submitted a memorandum to
the Advisory Committee which was subsequently approved of by the Advisory
Committee. The memorandum reads as follows:

“The working Committee on Post-Hostilities Problems desire to report that
a stage has been reached in their work at which a more exact programme
should be laid down for their guidance. The Committee have hitherto been
occupied mainly with the study of papers received from the Post-Hostilities
Planning Sub-Committee in London and related documents, and on these they
have from time to time submitted reports to the Advisory Committee.
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Experience has shown that it is desirable that the activities of the Working
Committee should be expanded. It should remain an important part of their
functions to study the papers received from London. Their study of these
papers should be directed to two principal ends:

(1) The offering of comments from time to time to the London Committee
from the Working Committee on drafts under consideration in London; this
has already been done in the case of the papers relating to the security aspects
of international civil aviation and comments are now being prepared on the
paper entitled ‘Military Aspect of any Post-War Security Organization.” When
papers are received at an early stage of preparation which involve either
general or particular Canadian interests, the Working Committee can in this
way bring to notice of the P.H.P. Sub-Committee in London considerations
which seem to them to have been overlooked or under-emphasized. This can be
done in an informal manner without committing the Canadian Government to
a definite opinion. This procedure was proposed to the Prime Minister before
the Working Committee’s comments on the paper dealing with civil aviation
were submitted, and it received his approval.

(2) The preparation of observations and reports based mainly on these papers
and designed to insure that the responsible Canadian authorities are familiar
with the main lines of the plans being framed in London, so that they will be in
a position to comment, if necessary, at a later stage when the plans become a
question of intergovernmental consultation. General reports of this character
dealing with plans for the occupation of Germany have been submitted to the
Advisory Committee, and have been employed by the Advisory Committee in
submitting observations to the Cabinet War Committee.’

The Working Committee has not as yet undertaken the preparation of
original papers dealing with particular Canadian security problems. While all
such planning must be hypothetical and contingent until the outlines of the
international security system are fixed, nevertheless it is desirable that
attention should be directed to questions of the type listed below, even if it be
found impossible to frame specific recommendations. It is, therefore, suggested
that the Advisory Committee should authorize a programme of study, which
might include the following subjects:

(i) Advantages and disadvantages to Canada of organizing world security on
a regional or on a universal basis;

(ii) Post-war defence arrangements with the United States;*
(iii) Canadian policy towards the defence of Newfoundland;*
(iv) The Canadian military interest in Greenland and Iceland;

*Volume 10, document 709./Volume 10, Document 709.

*Voir le document 981./See Document 981.

SVoir Documents relatifs aux relations entre le Canada et Terre-Neuve, Volume 1, piéce jointe,
document 943.

See Documents on Relations Between Canada and Newfoundland, Volume 1, enclosure,
Document 943.
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(v) The Canadian position in the event of strained relations between the
United States and the U.S.S.R.;

(vi) The Canadian role in North Pacific defence;

(vii) Advantages and disadvantages of continuing the British Commonwealth
Air Training Plan.”

(4) The Working Committee has started to work on topics i and ii. Topic iii is
being pursued through other channels.

3. DEA/7-ABs

Le ministre, 'ambassade aux Etats-Unis,
au sous-secrétaire d’Etat adjoint aux Affaires extérieures

Minister, Embassy in United States,
to Assistant Under-Secretary of State for External Affairs

SECRET Washington, April 27, 1944

Dear Mr. Wrong,

On April 22nd, under cover of our despatch No. 1014," we sent to you a
memorandum of April 21st" which Reid had prepared on planning in the
United States State Department on the international political aspects of the
peace settlement.

I think it would help us to get more information from the State Department
on their views in this field if we were able to give them some indications of how
our own minds are moving. Do you think it would be possible for you to let us
have papers prepared by your working committee on post-hostilities problems
which we could give informally to the State Department? It could be made
clear that the papers did not commit the Canadian government, but had been
prepared by your working committee as a basis for discussion.

Some of the papers prepared by the committee would not, 1 realise, be in a
form in which they could appropriately be transmitted to the State Department
since they are comments on United Kingdom P.H.P. papers. However, I would
assume that these papers could be recast in a form in which they were not
comments on U.K. papers, but were self-contained.

One paper which I think would be of special interest to the State Depart-
ment would be the one on advantages and disadvantages to Canada of
organizing world security on a regional or on a universal basis.® Clearly one of
the most difficult problems which the State Department and Foreign Offices of
the other principal United Nations have to face is that of reconciling regional
security arrangements and mutual defence pacts with a universal security
system.

I do not, of course, know whether an offer by us to give the State
Department some of our studies would result in their being willing to give us
some of theirs in return. It might be difficult for them to do that since at the

Document 363.
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moment their intention is to circulate papers only to the U.K. and the U.S.S.R.
However, the chances of our getting useful information from them would
undoubtedly be increased if we were to give them the papers. There is also, of
course, the possibility that our papers might have some influence on their own
thinking before their views had become too crystallized.

If you do decide to send us papers for transmission to the State Department,
it would be necessary to decide what channels we should use. It seems to me
that Reid might give them either to Notter or to Pasvolsky. The advantage of
giving them to Pasvolsky is that this would put us in direct touch with the key
man in the State Department planning. On the other hand, you might feel that
this was putting the exchange on too high a level.

Whatever your decision is on whether or not to give us papers for
transmission to the State Department, I hope that you will find it possible to
send us papers for our own consideration.

Yours sincerely,
L. B. PEARSON
P.S. 1 do not know whether you are contemplating doing a paper on the
relationship between functional international organizations and the general
international organization. This is a subject on which I know you have done a
good deal of thinking. It would be a good subject for treatment in a paper to be
given the State Department since they are particularly interested in it.

4. DEA/7-ADs

Le sous-secrétaire d’Etat par intérim aux Affaires extérieures
au ministre, 'ambassade aux Etats-Unis

Acting Under-Secretary of State for External Affairs
to Minister, Embassy in United States

SECRET Ottawa, May 11, 1944

Dear Mr. Pearson,

We have been considering the suggestions made in your letter of April 27th,
looking to the possible exchange of material with the State Department on the
planning of the international settlement. The more information that the
Embassy can secure from the State Department on their plans the better. | am
afraid, however, that if they should prove willing to exchange papers with us on
a barter basis the traffic would not be large.

The first enclosure to this letter is a note entitled “Canadian Planning for
the International Settlement,”” which 1 prepared on February 22nd. This
indicates the nature of the methods which we are employing and the limited
scope of our endeavours. You will observe, from the fourth paragraph on page
1, that we are refraining from any attempt to draw up Canadian schemes for
the organization of world security and are confining ourselves largely to the

"Document 1.
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study of proposals which reach us from other countries, and especially the
United Kingdom. It might be advantageous for us to attempt more than this if
we had the time and the people to do so.

We have not sent to you all the papers which would be useful to give you a
picture of what is being done here. In despatch No. 916 of August 16th, 1943,
the organization of the Working Committee on Post Hostilities Problems was
explained. In despatches No. 1399 of December 3rd' and No. 70 of January
24th' the first and second reports of the Working Committee to the Advisory
Committee were forwarded. I enclose some additional papers, which may be of
interest, as follows:

(2) Note by the Working Committee on a London P.H.P. paper entitled
“Military Aspect of the New Postwar Security Organization;”*

(3) Views of the Working Committee on London P.H.P. paper “Civil Air
Transport and Security Problems;”*

(4) A study by the Working Committee, which has now been forwarded to
the Advisory Committee, entitled ‘“Advantages and Disadvantages of the
Regional Organization of Security and Defence.””

I am also sending to you, under a separate letter, a memorandum,' approved by
the Working Committee, dealing with the Soviet proposals that members of the
German armed forces should be made prisoners of war at the Armistice.

None of this material is in a form in which it can be handed to the State
Department without change, although a good deal of it may be useful as a
guide when these matters are being discussed by the Embassy with officers of
the State Department. We have, however, prepared a revised version of the
paper on “The Regional Organization of Security and Defence” which could
be given to the State Department if it is desirable to do so. Please remember,
however, that we are not likely to produce many papers of this sort, and
consider whether you should hand them this paper without receiving some
undertaking to reciprocate on their part.

If you feel it desirable to attempt an exchange, I think it better that this
should not be done on as high a level as Pasvolsky. We have found it essential
in our contact with the Post Hostilities Problems Committee in London to
reach an understanding that the papers produced by them and by us should
receive only a very narrow circulation, and should be regarded merely as
expressing the views of the individuals concerned. At this stage at least,
therefore, you must, I think, keep any arrangements of this sort that you can
make with the State Department on the same level.

We have now had twenty meetings of the Working Committee. I think we
could agree to send you the Minutes of all future meetings if you would like to
have them. I am enclosing the Minutes of a meeting held on April 27th," which
was called particularly for the purpose of hearing the views of Lieutenant
Commander Todd on the P.H.P. Committee in London. Todd, who used to
belong to the Working Committee here, has been in London for some months,
and is the Naval Liaison Officer with the P.H.P. Committee. Actually, the
Minutes do not give full weight to the point of view which he felt that the
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P.H.P. Committee held, but you will see the kind of impression that he got. I
think that this attitude of mine [mind?] is more firmly rooted in London in the
Service Departments than in the Foreign Office or other civil Departments
concerned with the planning of the settlement.

I noted, particularly, your remark that it was the intention to circulate
United States papers to the United Kingdom and the U.S.S.R. We had heard
nothing about this before and it seems rather important to know the extent to
which it is to be carried on. One of the difficulties we have at the moment in
sending you material for the State Department is that a good deal of it takes
the form of commentary on P.H.P. papers. So long as there is no United
Kingdom-United States exchange we do not feel that we can even indicate the
subjects on which the P.H.P. Committee is working. If, however, there was at
least some exchange of papers or reports, we could feel more free in this way. 1
am, therefore, writing to Mr. Ritchie to ask him if he has any information on
this point.

The suggestion made in the postscript to your letter is interesting, but I also
find it rather frightening, and I think that it is not a suitable subject for study
by the Working Committee, since it really does not concern the Service
Departments. Furthermore, it would involve the development and evaluation of
so many assumptions on the probable form of international organization that I
hesitate to hold out any prospect that we shall undertake it.

Y ours sincerely,
H. H. WRONG
P.S. 1 forgot to mention that the final enclosures are two copies of the paper on

regional organization, altered so that it could be seen by the State Department.
The enclosures numbered 1 to 5 are, of course, for use in the Embassy only.

5. DEA/7-ADs

Le sous-secrétaire d’Etat adjoint aux Affaires extérieures
au ministre, I'ambassade aux Etats-Unis

Assistant Under-Secretary of State for External Affairs
to Minister, Embassy in United States

SECRET Ottawa, June 2, 1944

In continuation of my letter of May 23rd" dealing with the planning of the
international settlement, I enclose, herewith, a copy of the Minutes of the
meetings of the Post-Hostilities Working Committee held on May 5th and
May 19th." I am afraid that these Minutes will not be very intelligible since
they constantly refer to papers which we are not in a position to pass on to you.
If, however, you notice in them any question of special interest on which you
would like to receive further information we shall do our best to satisfy you.

On further reflection, I think it would be unwise for Mr. Reid to give the
State Department an informal memorandum on the question of an interna-
tional police force. There is, of course, no harm in discussing the possibilities
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along the lines of the draft memorandum enclosed with your letter of May 19th
but [ would rather not let the State Department have a document which might
acquire in the process of circulation a greater degree of authority as expressing
the Canadian point of view than is warranted by the facts.

I am not yet able to let you have a copy of the draft United Kingdom paper
on the Organization of World Security which was before the Prime Ministers’
Meeting. There are only 2 or 3 copies in Ottawa and we cannot spare one at
present. In any case, some revision of this paper was agreed upon in London
and further changes are, so far as I know, still under discussion. I gather that
when conversations on the subject begin in Washington it is likely that Sir
Alexander Cadogan will come from London and that Mr. Jebb will accompany
him.

The main task before the Working Committee at present is the preparation
of a paper on defence arrangements between the United States and Canada
after the war. This has now reached draft No. 2 but it will have to be
substantially revised before it goes further. I may be able to send you a copy
after the next revision in perhaps a fortnight or so as I shall be glad to have
your comments before the paper takes its final form.

Yours sincerely,

H. H. WRONG
6. DEA/7-ADs

Mémorandum du sous-secrétaire d’Etat adjoint aux Affaires extérieures®
Memorandum by Assistant Under-Secretary of State for External Affairs.?

[Ottawa,] June 12, 1944

The representation of the Department on the Working Committee on Post-
Hostilities Problems has become too cumbrous and it is necessary to re-
examine the position. At the last meeting of the Working Committee there
were seven members of this Department. The Air Force, Navy and Privy
Council Office were each represented by one officer and the Army by two.

The original representation of this Department consisted of myself as
chairman, Glazebrook as alternate and Holmes as secretary. Since then
Ignatieff has become assistant secretary in view of the heavy volume of
documents to be handled.

As chairman of the Committee, I think that the best organization for us to
adopt would be for the regular departmental representation to consist of
myself, Holmes and Igpatieff. When problems of direct concern to other
Divisions of the Department are under consideration a representative of the
Division would be invited to attend and in any case copies of the more
important documents would be circulated for information to other Divisions.
The Committee is designed to be an interdepartmental study group and its

*Le mémorandum était adressé & G. Glazebrook, 4 J. W. Holmes et 4 G. Ignatieff.
The memorandum was addressed to G. Glazebrook, J. W. Holmes and G. Ignatieff.
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membership has not been selected with a view to representing all of those
concerned in its work in this or in other Departments.

H. W[RONG]

7. DEA/7-ADs

Mémorandum du premier secrétaire,
le haut commissariat en Grande- Bretagne,
au sous-secrétaire d’Elat adjoint aux Affaires extérieures

Memorandum from First Secretary, High Commission in Great Britain,
to Assistant Under-Secretary of State for External Affairs

SECRET London, June 30, 1944

Dear Mr. Wrong,

On May 11th you wrote to me' enclosing a copy of a letter from Mr.
Pearson of April 27th on the subject of closer liaison between the State
Department and ourselves on the planning of the settlement. I have had a talk
with Colonel Cornwall-Jones, the Secretary of the Post-Hostilities Planning
Staff, about the questions raised in your letter. He tells me that at the present
time there is no exchange going on on the Post-Hostilities Planning Staff level
between themselves and the Americans. It is felt here that any exchanges of
papers at this level would have to wait until the forthcoming discussions on
Future World Organisation have been launched in Washington. After the
Foreign Office memoranda on this subject have been tabled it would then be
desirable to have further exchanges at a lower level, probably through the
British Staff Mission in Washington.

One of the reasons for waiting until after the Washington talks for any
unofficial exchanges of views is the anxiety of the United Kingdom authorities
to avoid anything that might arouse suspicion in the minds of the Russians that
there had been unofficial agreement between the United Kingdom and
American authorities before the tripartite discussions began, and that the
Russians were in fact being “ganged up on.” I have told Cornwall-Jones of the
steps which we have taken in the direction of exchanging papers with the State
Department and I have also assured him that none of the views of the Post
Hostilities Planning people in London would be passed on through this channel
to the State Department.

Yours sincerely,
C.S. A. RITCHIE
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8. DEA/7-ABs

Extrait du procés-verbal de la 27¢ réunion
du Comité de travail sur les problemes de I'aprés-guerre

Extract from Minutes of the Twenty-Seventh Meeting
of the Working Committee on Post- Hostilities Problems

SECRET [Ottawa,] July 28, 1944

MINUTES OF THE TWENTY-SEVENTH MEETING OF THE WORKING
COMMITTEE ON POST-HOSTILITIES PROBLEMS HELD ON THURSDAY,
JULY 27TH, AT 4.30 P.M. IN ROOM 123 IN THE EAST BLOCK.

PRESENT:
H. H. Wrong, Esq., Department of External Affairs, Chairman
H. L. Keenleyside, Esq., Department of External Affairs
Captain G. R. Miles, Department of National Defence (Naval Services)
Group Captain G. W. Coleman, Department of National Defence (Air)
Lt. Col. J. G. Collinson, Department of National Defence (Army)
Commander D. K. MacTavish, Privy Council Office
Lt. Commander J. S. Hodgson, Department of National Defence (Navy)
Squadron-Leader L. H. Phinney, Department of National Defence (Air)
Captain D. A. Hogg, Department of National Defence (Army)
J. W. Holmes, Esq., Department of External Affairs, Secretary
G. Ignatieff, Esq., Department of External Affairs, Assistant Secretary.

Colonel Collinson explained that the revision of “Draft 2” of the longer
paper on Canadian defence relations with the United States was not yet ready
for submission to the Committee but he hoped to have this available for the
next meeting.

The Chairman expressed the view that it might soon be necessary to review
the organization of the Committee, and consider whether it might not be
necessary to have a small group of junior members who could give greater
attention to the drafting of papers and the study of subjects referred to them.
The subjects under consideration by the Committee could be divided roughly
into two groups:

(a) short-term — armistice, arrangements for the occupation and control of
Germany in the immediate post-surrender period.

(b) long-term — future international organization, defence arrangements
between Canada, the United [States], the United Kingdom and other
Commonwealth countries, base facilities and other questions involving the
definition of post-war Canadian strategic policy.

The questions under consideration belonged to group B, and as suggested in the
“Preliminary Paper” on post-war defence arrangements with the United
States,’ there were three main aspects of Canadian defence policy, each of
which was closely related to the other two. The Chairman thought that it
would probably be necessary to give parallel consideration to each of these, if a
balanced view of Canadian military policy were to be developed. It was
difficult to make much progress until agreement had been reached on the form



12 PLANIFICATION DE L'APRES-GUERRE

of the future international organization and until there had been some
definition of the military obligations which might arise under the new world
security organization.

0. DEA/7-ADs

Extrait du procés-verbal de la 29° réunion
du Comité de travail sur les problemes de I'apres-guerre

Extract from Minutes of the Twenty-Ninth Meeting
of the Working Committee on Post- Hostilities Problems

SECRET [Ottawa,] August 26, 1944

MINUTES OF THE TWENTY-NINTH MEETING OF THE WORKING
COMMITTEE ON POST-HOSTILITIES PROBLEMS HELD ON FRIDAY,
AUGUST 25TH, AT 4.30 P.M. IN ROOM 123 IN THE EAST BLOCK.

PRESENT:
H. H. Wrong, Esq., Department of External Affairs, Chairman
Colonel J. H. Jenkins, Department of National Defence (Army)
Lt. Col. J. G. Collinson, Department of National Defence (Army)
Lt. Col. R. G. C. Smith, Department of National Defence (Army)
Lt. Commander J. S. Hodgson, Department of National Defence (Naval Services)
R. M. Macdonnell, Esq., Department of External Affairs
J. W. Holmes, Esq., Department of External Affairs, Secretary.

4. Post-hostilities Joint Drafting Group.

It was agreed to establish a Post-hostilities Joint Drafting Group consisting
of representatives of the three services and External Affairs. The Service
members of the group would remain as part of the planning section of their
respective services, but would seek to devote whatever time was necessary to
the preparation of drafts for consideration by the working committee. It was
agreed that it would not be necessary to secure further authority for such a
step, as it could be taken on the responsibility of the respective Directors of
Plans and of the chairman for External Affairs. Mr. Wrong expressed the view
that although there was no pressure at the moment to produce papers, it was
desirable that such a group study the problems which would have to be faced,
so that they could be ready to produce plans quickly when the need arose.

It was agreed that Lt. Commander Hodgson, Lt. Col. Smith and Mr.
Ignatieff would serve on the group. Mr. Wrong was requested to discuss with
Group Captain Hanna the views of the Air Force and if they were agreeable, to
the appointment of an Air Force representative. After discussion with Group
Captain Hanna, Mr. Ignatieff would be instructed to call the group together.
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10. DEA/7-ABs

Le sous-secrétaire d’Etat aux Affaires extérieures
au haut commissaire en Grande- Bretagne

Under-Secretary of State for External Affairs
to High Commissioner in Great Britain

Tor SECRET Ottawa, January 3, 1945

Dear Mr. Massey,

We have recently been approached by the United Kingdom High
Commissioner’s Office concerning the work carried on in London by the Post
Hostilities Planning Staff and certain new developments in the relationship
between the Post Hostilities Planning bodies in Ottawa and that organization.
This question was referred to in Mr. Ritchie’s letter to Mr. Wrong of
December 19th.*

As you know, as the result of the reorganization of the P.H.P. organization
in London, the Post Hostilities Planning Staff some time ago came under the
Chiefs of Staff Committee and assumed a predominantly military character.
The United Kingdom Chiefs of Staff are now reviewing the United Kingdom’s
post-war security position in all possible contingencies. On the one hand they
are preparing plans on the assumption of a creation of an effective world
security organization and the continuance of existing alliances, including the
twenty years’ Anglo-Soviet treaty. On the other hand, their appreciations of
the long range security position of the United Kingdom must also take into
account alternative hypotheses such as that the Dumbarton Oaks proposals
remain unrealized and the Anglo-Soviet alliance is broken.

The preparation of such appreciations has been entrusted to the Post
Hostilities Planning Staff. This body is in a position to prepare papers on the
basis of assumptions without committing in any way the United Kingdom
Chiefs of Staff or any Government authority. However, as these studies are
predominantly of a military character it is intended that questions arising from
them should be handled solely through service channels and not through the
Dominions Office or Foreign Office as heretofore.

We are assured that it is the intention to keep the military authorities in
Canada in touch with the studies of the planners in the United Kingdom, and
the P.H.P. Planning Staff propose to continue to send their papers for
transmission to the post hostilities planning bodies in Ottawa. While the exact
channel to be employed is not altogether clear, it would seem to be most
probable that the papers are to be sent to the Canadian Joint Staff Mission in
London, which would, in turn, be at liberty to transmit the material to the
Chiefs of Staff in Ottawa.

I suggest that you should discuss this question with the principal officers of
the Joint Staff Mission with a view to establishing this channel of communica-
tion. It is important, however, to make it clear to the United Kingdom
authorities that we appreciate the extreme secrecy of P.H.P. Staff papers, and
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that we understand that the views expressed in them in no way represent the
views of the United Kingdom Government or the United Kingdom Chiefs of
Staff.

For your information I should explain that the two Post Hostilities Planning
Committees in Ottawa are not comparable in organization to the Post
Hostilities Planning Staff in London. The constitution of the Committees here
is essentially on a joint military and civil basis. They have been studying long-
range security problems of concern to Canada, but little of this material would
be in appropriate form to pass on to the Post Hostilities Planning Staff in
London. Most of their papers are prepared for submission to the War
Committee. They, therefore, tend to be of a less tentative character than the
products of the Post Hostilities Planning Staff in London. We shall continue to
send copies of certain of the papers both to Canada House and the Joint Staff
Mission, and some of this material may be suitable for passing on to the Post
Hostilities Planning Staff.

I might mention that the Prime Minister, who has been informed of this
question, considers that any United Kingdom papers which may be com-
municated to the Canadian Chiefs of Staff should be made available to those
who are working on similar problems here. The Joint Staff Mission might be
informed of this.

Yours sincerely,
N. A. ROBERTSON

11 DEA/7-ABs

Le haut commissaire en Grande- Bretagne
au sous-secrétaire d’Etat aux Affaires extérieures

High Commissioner in Great Britain
to Under-Secretary of State for External Affairs

SECRET [London,] February 6, 1945

Dear Mr. Robertson,

I should like to refer to your letter of January 3rd, in which you discussed
the channels by which studies of the Post Hostilities Planning Staff in London
might be communicated to the Post Hostilities Planning Committee in Ottawa.

This subject was raised at a meeting between the Canadian Joint Staff
Mission and myself held on January 16th, a copy of the minutes of which was
enclosed with my letter of January 22nd.' It was agreed at that meeting that
the proposal to change the channel of transmission to a Service-to-Service basis
instead of from the Dominions Office to External Affairs, in view of the
changed nature of the Post-Hostilities Planning Staff in London, should be
raised by the Canadian Joint Staff Mission with the British Chiefs of Staff at a
meeting to be held on the 19th January. It was not possible to discuss this
matter at that meeting, but the Canadian Joint Staff Mission has pursued the
matter subsequently with the British Chiefs of Staff.
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The British Chiefs of Staff remain exceedingly nervous about the circulation
of their papers, in view of the acute embarrassment which might be caused if
their purpose were misunderstood. They have agreed to provide four copies
each of their papers to the Canadian Joint Staff Mission in London on the
understanding that one copy will be retained and three copies will be sent to
the Chiefs of Staff Committee in Ottawa, one for each of the Services. They
insist, however, that if a copy were provided either for Canada House or for the
Department of External Affairs the change in the method of transmission
would make no difference at all, as the papers would in the end have the same
distribution as previously.

When it was pointed out to them that the Post-Hostilities Planning
Committees in Ottawa, unlike those in London, included as active participants
representatives of the Department of External Affairs, they agreed that it
would be difficult for the Service members not to let the political members of
the Committee see the documents sent to them. They seemed to desire that this
should be carried out discreetly, and I do not think they would approve of a
copy being made for the Department. They could not agree to the provision of
a copy for Canada House, nor to allowing members of this Staff to see the
papers in the hands of the Joint Staff Mission. The difference between
situations in Ottawa and London presumably is that in Ottawa there is a Post-
Hostilities Planning Committee which makes sharing practically unavoidable.

You will find the proposals of the Post Hostilities Planning Staff described
in detail in C.J.S.M. 15 addressed to the Chiefs of Staff in Ottawa.’ In
paragraph 4 of that signal it is stated that I am prepared to agree to the
omission of Canada House from the distribution of P.H.P. papers, at least until
it becomes apparent that the papers are of some political value. This report was
based upon a misunderstanding. While I was at first inclined to think that we
might let matters ride, upon reflection it seems to me that the present proposals
ought not to be accepted. These papers may be prepared by military
authorities, but they have important political significance. Although the role of
the Foreign Office in their preparation has been considerably reduced, it has
not been totally excluded. For our part we need not ask even to be provided
with copies but simply to be allowed to be kept in touch with the contents of
the papers by our own Service representatives in London. If it is possible to
allow representatives of External Affairs in Ottawa to see these papers, there
seems no legitimate reason for excluding representatives of External Affairs in
London. We appreciate perfectly the basis on which these papers are prepared
and the need for the utmost discretion. As a matter of principle it would, I
think, be unfortunate if information of this kind were placed in the hands of
Canadian Service representatives in London and not shared with representa-
tives of the civil power.

The Secretary of the Canadian Joint Staff Mission is, I believe, sending a
message to the Chiefs of Staff," correcting the previous report as to my views. |
thought it wise, however, to supplement his telegram with a more adequate
explanation of my opinion. It should not be implied, however, that there has
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arisen any difference of opinion between the Staff Mission and myself over this
issue.
Yours sincerely,
[VINCENT MASSEY]

12. DEA/7-ADs

Extrait du procés-verbal de la 41¢ réunion
du Comité de travail sur les problemes de I'apres-guerre

Extract from Minutes of the Forty-First Meeting
of the Working Committee on Post- Hostilities Problems

SECRET [Ottawa,] March 2, 1945

MINUTES OF THE FORTY-FIRST MEETING OF THE
WORKING COMMITTEE ON POST HOSTILITIES PROBLEMS
HELD ON THURSDAY, MARCH IST, IN ROOM 123 IN THE EAST BLOCK.

PRESENT:
H. H. Wrong, Esq., Department of External Affairs, Chairman
Major General Maurice Pope, Privy Council Office,
Colonel J. H. Jenkins, Department of National Defence, Army,
Captain H. S. Rayner, Department of National Defence, Navy,
Group Captain W. F. Hanna, Department of National Defence, Air,
Captain D. K. MacTavish, Privy Council Office,
Lt. Col. R. G. C. Smith, Department of National Defence, Army,
Lt. Commander J. S. Hodgson, Department of National Defence, Navy,
Squadron Leader J. M. Sutherland, Department of National Defence, Air,
C.S. A. Ritchie, Esq., Department of External Affairs,
R. M. Macdonnell, Esq., Department of External Affairs,
G. Ignatieff, Esq., Department of External Affairs, Secretary.

4. Post-War Canadian Defence Planning. The Chairman recalled that at the
last meeting a paper on the Post-war Canadian Defence Relation with the
British Commonwealth, prepared by the P.H.P. Joint Drafting Group,® had
been under discussion, and that it had been decided that considerable revision
would be necessary in the light of this discussion. Subsequently, Wing
Commander Austin had circulated a comment® on the Drafting Group paper
which stated as a conclusion that “final recommendations on the matter of
organization, training and equipment of our armed forces should be left open
until a sound appreciation of our strategic situation is made.” The Chairman
was inclined to agree that there were too many unknown factors in the post-
war situation affecting the problem of Canadian defence policy to enable the
Committee to make specific recommendations on some of Lord Cranborne’s
proposals.'’® Much would depend on the kind of arrangements which were made
under a World Security Organization, and also on the plans adopted by the
great powers for the enforcement of peace against Germany and Japan.

“Document 784.
""Document 780.
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He thought that perhaps the Committee should be informed about talks
which he had had in Washington in relation to these matters. These had been
with the Department of State, and Mr. Pasvolsky had been the principal
spokesman. It had come out early in discussions that the State Department
were thinking of separate long-term commitments to enforce the peace
settlements with Germany and Japan, and regarded such arrangements as
coming under Chapter XII of the Dumbarton Oaks proposals. Paragraph 2 of
this Chapter stated that “no provision of the Charter should preclude action
taken or authorized in relation to enemy states as a result of the present war by
the Governments having responsibility for such action.”

Hitherto there had been little information regarding the longer term
arrangements for the enforcement of peace. We had no information of agreed
Plans extending beyond the period of full military government, which might
continue for two or three years, and would probably be followed by a period of
civil control under a High Commission. Discussions with the State Department
revealed that they were thinking along the lines similar to the proposals made
by Senator Vandenberg. It was proposed that there would be a continuation of
the alliance, at any rate between the great powers, to enforce the peace
settlement imposed on Germany and Japan for a lengthy term of years.

Such an arrangement would seem to have the effect of removing some of the
principal security problems from the jurisdiction of the international
organization, and would tend to diminish the importance of the Security
Council. It would have the effect of increasing the relative importance of those
functions of the organization which were not concerned with the maintenance
of peace and security, and thereby enhance the position of the Assembly and
the functional bodies associated with the organization.

The question would arise as to whether Canada and other secondary States
would be associated with the peace enforcement arrangements, and what effect
these arrangements would have on the military agreements contemplated in the
Dumbarton Oaks proposals. It was likely that if the Great Powers accepted
responsibility for the enforcement of peace terms against Germany and Japan,
they would not be willing to share the making of decisions to take action with
any one else. On the other hand, it was possible that other countries may be
associated with the arrangements, especially those territorially adjacent to
Germany and Japan.

As regards the special military agreements between members of the
international organization under Chapter VIII B, paragraph 5, of the
Dumbarton Oaks proposals, Mr. Wrong said that the position was by no means
clear. He had gathered from his talks in Washington that it was expected that
the Great Powers would have to make their agreements first. The other
members might be associated with these agreements, possibly, on a regional or
group basis. These, however, were only tentative suggestions, and in the
circumstances Canada could not develop her planning until the U.K., U.S.A.
and U.S.S.R. had reached some agreement on their own responsibilities.

Apart from any agreement under Chapter VIII B, paragraph 5, Mr. Wrong
said that it seemed to be expected in Washington that member States would
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undertake a general obligation to make transit facilities available to forces
deputed to take enforcement action arising out of decisions of the Security
Council. This would naturally concern Canada’s defence relations with the
United States. Such an obligation could be regarded as a minimum contribu-
tion — the contribution of the use of ports, railways, and airfields to facilitate
the movement of forces operating under the direction of the Security Council.
It seemed likely that little objection would be taken to our insisting that the
Security Council should not have the right to require the despatch of any
Canadian forces overseas without the express consent of the Canadian
Government. In conclusion the Chairman mentioned that he did not think that
there would be a detailed discussion of military agreements at the San
Francisco Conference; this would probably have to be left to be dealt with later
on. At San Francisco the pressure might well be to include in the Charter
language very similar to that in the Dumbarton Oaks proposals. Preliminary to
the San Francisco Conference there would be a discussion of the Dumbarton
Oaks proposals in London between Commonwealth governments.

In the discussion which followed Group Captain Hanna asked to what
extent Canada might be involved in any peace enforcement agreement reached
between the great powers. He pointed out that as a member of the Common-
wealth Britain might expect Canada to take a share in this obligation. The
Chairman said that it would be difficult to make an exclusive military
agreement to this end with the United Kingdom, but Canada might consider
being associated with a joint commitment with the United Kingdom and
United States. It was essential for the success of the scheme that the United
States should participate. Mr. Wrong recalled the failure of the Treaty of
Triple Guarantee which had been sought by France as the principal measure of
enforcement action after the last war.

As regards the paper on Commonwealth Defence and Lord Cranborne’s
proposals, it was agreed that it would not be possible to formulate definite
recommendations at present.

As regards further studies by the Working Committee the Chairman
suggested that it might be desirable to examine what defence interests, if any,
Canada had in the North West Staging Route, the Alaska Highway and other
United States defence installations in the north-west. The Canol installations
and the north-west communications system would also have to be examined. It
was agreed that arrangements would be made for drafts to be prepared by the
P.H.P. Joint Drafting Group. As regards further meetings of the Committee, it
was agreed these should be called by the Chairman as required, or at the
request of any member to the Secretary.
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13. DEA/7-AQs

Extrait du proces-verbal de la huitieme réunion
du Comité consultatif sur les probléemes de I'apres-guerre

Extract from Minutes of the Eighth Meeting
of the Advisory Committee on Post- Hostilities Problems

SECRET [Ottawa,]"

MINUTES OF THE EIGHTH MEETING OF THE ADVISORY COMMITTEE
ON POST HOSTILITIES PROBLEMS HELD
ON THURSDAY, MARCH 15TH IN ROOM 123 IN THE EAST BLOCK.

PRESENT:
N. A. Robertson, Esq., Department of External Affairs (Chairman).
Vice Admiral G. C. Jones, Chief of the Naval Staff.
Lieut.-General J. C. Murchie, Chief of the General Staff.
Air-Vice Marshal W. A. Curtis for Chief of the Air Staff.
Major General Maurice Pope, Privy Council Office.
A. D. P. Heeney, Esq., Secretary to the Cabinet.
H. H. Wrong, Esq., Department of External Affairs.
Captain D. K. MacTavish, Privy Council Office (Secretary).
Lt. Col. E. W. T. Gill, Secretary, Chiefs of Staff Committee
G. Ignatieff, Esq., Department of External Affairs, Assistant Secretary.

2. Exchange of Papers with the Post Hostilities Planning Staff, London.

The Chairman explained that the question under consideration was whether
the reports produced by the Post Hostilities Planning Committees here should
be made available to the Post Hostilities Planning Staff in London in exchange
for the papers which are now being sent through the Canadian Joint Staff
Mission in London. The London papers were essentially strategic and military
studies and it was clear that we had nothing equivalent to offer to the London
Committees. The papers produced by the Canadian Post Hostilities Planning
Committees contained political considerations and when approved by the War
Committee were intended to serve as guidance in policy on various matters.

Certain Canadian P.H.P. papers had already been made available to the
United Kingdom authorities, such as the study on the *“Advantages and
Disadvantages of the Regional Organization of Security and Defence”
(C.P.H.P. (44) Report 2 (Final), April 21st, 1944)." The Chairman suggested
that the paper on Post-War Canadian Defence Relationships with the United
States, which had been given War Committee approval, might be passed on to
the United Kingdom authorities through the Canadian Joint Staff Mission,
London, informally without indicating that it represented approved Govern-
ment policy.

It was agreed that in principle reciprocity with the United Kingdom P.H.P.
Staff was useful but in practice few of the Canadian P.H.P. papers were of a

"Le procés-verbal avait été préparé le 5 avril.
The minutes had been prepared on April 5.
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kind which could be shown to the United Kingdom authorities. The study on
Canadian Post-War Defence Position in Newfoundland, for instance, contained
a number of political questions which made it unsuitable for passing on to the
P.H.P. Staff. It was agreed that in the case of the paper on the Post-War
Canadian Defence Relations with the United States, Mr. Wrong and General
Pope would look over the report and decide whether it was suitable for passing
on to the Post Hostilities Planning Staff.

As regards the paper on Newfoundland, Mr. Heeney stated that there had
been no appropriate opportunity for the consideration of the Advisory
Committee’s report by the Cabinet War Committee and there was little
prospect that it would come up [for] some time.

The Chairman stated that a further question had been raised with regard to
the papers of the Economic and Industrial Planning Staff in London. It was
thought that some of the studies of this body might be useful in connection
with the consideration of reconstruction problems in Canada. It was felt that
little was known about this organization and it was agreed that after enquiry
through Canada House, the Secretary should report to the Advisory
Committee before any decisions were taken regarding the request for papers
from the E.I.P.S.

Discussion of the Programme of the Working Committee.

Mr. Wrong said that in his capacity as Chairman of the Working
Committee he had to report a decline in the activity of the Committee. The
programme recommended by the Advisory Committee had been largely
completed, with the exception of the study of the Canadian relationship after
the war in matters of Commonwealth defence. There was no prospect at
present of any agreed recommendations on this subject unless the assumptions
on which the Working Committee should proceed were clearly defined. Such a
definition seemed to be inadvisable until a good deal more was known about
the general arrangements governing security after the war. A study had been
made of Lord Cranborne’s proposals but only tentative recommendations could
be made at present.

The Chairman said that, while appreciating the difficulties mentioned, he
felt that we might be faced at any time with an agreement between the big
powers on the enforcement of peace in relation to Germany and Japan, and
Canada might be required to define her position. There was also the related
question of the engagements against Germany made by the United Kingdom,
such as the Anglo-Soviet Alliance, the proposed guarantee of Polish frontiers,
and a possible pact with France and the Low Countries. Mr. Robertson said
that a study might be made of implications of the various alternatives of policy
which Canada might adopt in relation to such arrangements. Some discussion
took place on this question. It was agreed that further study in this regard
would have to be primarily the responsibility of the Department of External
Affairs.
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14. DEA/7-ABs

Le sous-secrétaire d’Etat aux Affaires extérieures
au haut commissaire en Grande-Bretagne

Under-Secretary of State for External Affairs
to High Commissioner in Great Britain

SECRET Ottawa, March 21, 1945

Dear Mr. Massey,

I was interested to receive your letter of February 6th on the subject of the
channels by which the studies of the Post Hostilities Planning Staff in London
might be communicated to the Post Hostilities Planning Committee in Ottawa.

This question has now been considered in consultation with the Chiefs of
Staff Committee and after full consideration it has been decided that the terms
suggested by the British Chiefs of Staff to the Canadian Joint Staff Mission
governing the distribution of these papers should be accepted. Accordingly, the
Chiefs of Staff Committee have, as you doubtless are aware, informed the
Joint Staff Mission in London that the procedure suggested in C.J.M.S. 14" is
acceptable.

I quite appreciate your own position in the matter as outlined in the last
paragraph of your letter. In view of the political significance of some of these
papers it would have been desirable, from our point of view, that you should
have copies. We should also have liked to have copies made available to the
Department of External Affairs, but, under the present arrangements,
members of the Department will only be shown copies if they are members of
the Post Hostilities Planning Committee.

Our view of this matter was that the anxiety which the British Chiefs of
Staff felt regarding the circulation of these papers and to which you refer in
your letter was quite comprehensible. We felt that in the circumstances it
would hardly be appropriate for us to press the British Chiefs of Staff to extend
the circulation of these papers to the Department of External Affairs, nor,
indeed, did we feel that any result would be achieved if we attempted to do so
in view of the attitude taken by the Post Hostilities Planning Staff in their
discussions with the Canadian Joint Staff Mission. The civilian members of our
Post Hostilities Planning Committee are to be shown copies of these papers and
it was not considered that we should be justified in asking for more than this.

Yours sincerely,
N. A. ROBERTSON
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15. DEA/7-ABs
Mémorandum du sous-secrétaire d’Etat associé aux Affaires extérieures
Memorandum by Associate Under-Secretary of State for External Affairs

[Ottawa,] July 25, 1945

POLITICO-STRATEGIC PLANNING
This note is merely an attempt to list as a basis for discussion the chief
matters connected with post-war defence policy and organization which are
now pending or are likely to call for active consideration in the near future.

1. Newfoundland.

The questions of Canadian defence properties, civil aviation rights,
continuing Canadian responsibility for defence and the political and economic
policy to be followed towards Newfoundland are all closely connected and
require consideration together. The P.H.P. Paper completed in January is
already out of date. Do we require some new interdepartmental organization to
deal with Newfoundland problems together, containing representatives of
External Affairs, Privy Council, Chiefs of Staff and Finance, with authority to
co-opt other members for special purposes? Is the time ripe for suggesting a
small Cabinet committee on Newfoundland matters?

2. Post-war Continental Defence.

The general question has already been raised in the PJBD and informally by
the State Department. A study of defence installations in the North West is in
draft form.'? Any decisions should be related to our general appreciation of the
international situation over the next ten or fifteen years and that [sic] this
appreciation must take into account the views formulated in Washington, at
any rate in so far as the maintenance of defence installations in Canadian
territory is concerned.

3. Naval bases in Halifax and Esquimalt.

The position of the Admiralty in these naval bases under the Orders-in-
Council adopted on their transfer to Canada has been under consideration and
a revised recommendation that the Orders-in-Council should be cancelled has
been prepared.’ This is not a matter of urgency and need only be pursued as a
minor aspect of any arrangement with the United Kingdom on post-war
defence responsibilities.

4. Organization of Politico-Strategic Planning.

It is probably desirable to wind up the existing P.H.P. Committees (which
have dealt in the main with short-range problems arising in the course of the
war) and to substitute some more permanent machinery for the continuous
review of policy. The Working Committee in particular seems to have lost most
of its utility and has not met for some time. A senior official body should be
part of the machinery with the chairman from External Affairs and with

’Document 987, piéce jointe. Voir aussi le document précédent.
Document 987, enclosure. See also preceding document.
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representatives of the Services and the Cabinet Secretariat. This body might
establish ad hoc sub-committees to prepare studies on particular problems, the
present Working Committee being wound up. The machinery on the official
level, however, must be related to whatever ministerial machinery is devised. It
is essential for close contact to be maintained with the Ministers who carry the
chief responsibilities in this field and policy recommendations should be
reviewed in a body smaller than the full Cabinet.

The C.G.S. not long ago requested that the Advisory Committee should
consider the post-war arrangements regarding policy and military defence
committees in Canada. This request is part of the general problem.

5. Post-war Service Establishments.

The War Committee on March 29th directed the Advisory Committee “to
initiate a preliminary study of the nature and extent of the permanent forces
which Canada should establish and maintain in the period following the
conclusion of hostilities.” The Services have done some preliminary work on
the subject but it would seem unwise to frame specific recommendations until
further progress is made in securing an agreed assessment of the general post-
war strategic position.

6. Post-war Defence Relationships within the British Commonwealth.

At almost any time pressure may be exerted by the United Kingdom
Government to secure some agreement on this question. Should there be an
Imperial Conference or Conference of Prime Ministers within the next year
Canada will undoubtedly be called upon to take a definite position. While
studies have been made of the “Cranborne proposals” put forward in London
in May 1944, no conclusions have been reached and no reply has been made.

7. General Politico-Strategic appreciation.

If feasible, it would be of great assistance in making progress on the matters
listed above if an appreciation of the international prospects during the next
few years could be approved by the Government. Without such an appreciation
(and to some extent even with it), we may find that Canada is involved in a
series of commitments, expressed or implied, which have been undertaken
separately. In the first instance, this appreciation should be prepared in the
Department of External Affairs and circulated for comment as a complete
draft. If sufficient progress is made, a general appreciation might be
supplemented by special reviews of the position affecting the Services, scientific
research in relation to defence and production of strategic supplies.
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16. DEA/7-AQs

Extrait du proces-verbal de la neuvieme réunion
du Comité consultatif sur les problemes de I'apres-guerre

Extract from Minutes of the Ninth Meeting
of the Advisory Committee on Post-Hostilities Problems

SECRET [Ottawa,] July 31, 1945

MINUTES OF THE NINTH MEETING OF THE ADVISORY COMMITTEE
ON POST HOSTILITIES PROBLEMS HELD ON TUESDAY, JULY 31ST
IN ROOM 123 IN THE EAST BLOCK.

PRESENT:
N. A. Robertson, Esq., Department of External Affairs (Chairman)
Vice-Admiral G. C. Jones, Chief of the Naval Staff
Lieut.-General J. C. Murchie, Chief of the General Staff
Air-Marshal R. Leckie, Chief of the Air Staff
Major General Maurice Pope, Privy Council Office
A. D. P. Heeney, Esq., Secretary to the Cabinet
H. H. Wrong, Esq., Department of External Affairs
Dr. W. A. Mackintosh, Department of Finance
Captain H. G. DeWolf, Assistant Chief of the Naval Staff
Captain D. K. MacTavish, Privy Council Office (Secretary)
G. Ignatieff, Esq., Department of External Affairs (Assistant Secretary)

1. Probable Extent and Character of the Post- War Defence Forces in Canada.

At the invitation of the Chairman, Mr. Heeney explained that the Prime
Minister had raised the question of the post-war defence forces of Canada at a
recent meeting of the Cabinet and had expressed the view that the Government
should be in a position to inform Parltament regarding the forces required to be
maintained until the end of the Japanese war, both in terms of home and
oversea establishments, and also to indicate the extent and character of the
post-war defence forces of Canada, giving approximate figures of the numbers
and the financial commitment involved. These were two separate problems, and
the Committee was concerned only with the post-war plans of the defence
forces. As this question would be considered by the Cabinet on the following
day, Mr. Heeney thought the Advisory Committee should make some
recommendation.

In the discussion which followed it was pointed out by Mr. Wrong that it
was difficult to distinguish sharply between the requirements for armed forces
in Stage 2, namely, until the defeat of Japan and certain war requirements
such as the army occupation duties which Canadian forces might continue to
undertake for a period in Germany and Japan. The C.G.S. pointed out the
difficulties already arising with regard to defining the terms of service for
Canadian occupation forces in Germany. There was a natural anxiety on the
part of those who have been detailed for this service to know the approximate
date on which they might expect to return to Canada.

The Chairman suggested that there were two separate problems involved in
this connection. On the one hand there was the understanding between the
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United Kingdom and Canadian Governments that at the end of the present
fiscal year the Canadian Government would review its commitment to furnish
occupation forces in Germany in the light of existing circumstances. This had
to be distinguished from the administrative problem of arrangements governing
the terms of service of personnel for the occupation forces. The first problem
had to be decided in terms of conditions in Europe, the extent to which other
countries would be in a position in the course of the next months to take over
occupation duties, and also the agreements reached between the Governments
of the United Kingdom, United States, the Soviet Union and France who had
assumed final responsibility for the occupation and control of Germany. The
problem of supplying personnel to the Canadian occupation forces which might
be left at the end of the present fiscal year might be considered in relation to
arrangements that were made for the establishment of Canadian permanent
forces after the war. There was no doubt that there would be considerable
pressure on the Government to bring back those who were entitled to
demobilization at the conclusion of hostilities.

In this connection the Chief of the Air Staff said that the Air Force were
planning to use squadrons which would become part of the permanent
R.C.A.F. The Chief of the Naval Staff explained that the position of the Royal
Canadian Navy was somewhat different. They had no European commitment
for occupation forces. Plans have already been made for meeting the Canadian
naval commitment in the Pacific war. Apart from the permanent establishment
of 10,000 which had already been agreed to, demobilization of personnel was
going forward as rapidly as possible.

The Chief of the General Staff explained that a partial process of
reconversion was already in progress in the Army, and permanent force
personnel were being substituted wherever possible for those entitled to
demobilization which is proceeding according to plan. In any case the
infiltration of individual permanent force personnel could not offer a solution
to the problem of supplying occupation forces overseas, as it would not appear
to be possible to substitute entire units. General Murchie also expressed the
view that a delay in formulating the post-war army policy would have a bad
effect on the standard of any permanent force. Good officers were being lost to
civilian employment since it was not possible now to offer them prospects of
employment in the permanent forces after the war.

Mr. Wrong suggested that two conflicting considerations were involved. On
the one hand it was agreed that in the absence of plans for post-war permanent
forces it was inevitable that good men would be lost to the Services; on the
other hand, there were too many unknown factors at present to enable plans,
except of a very tentative nature, to be submitted to the Government at the
present time. However, it was recognized that it would be necessary to draw up
a series of reasonable hypotheses upon which plans for the post-war defence
forces of Canada could be based. While some work had been done to prepare a
basic Canadian politico-strategic appreciation, it was evident that Canada’s
position would depend largely on the strategic appreciations accepted by the
United Kingdom and United States governments. Although something was
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known of the post-war planning of the United Kingdom, there was less
information available from the United States.

Mr. Heeney mentioned that the Government had under consideration the
establishment of a continuing Committee of the Cabinet to consider matters of
defence to take over some of the functions of the War Committee. Such a
Committee of the Cabinet would no doubt be the most appropriate body to
deal with this kind of problem. Should this Cabinet Committee be established
an official committee would also have to be set up to act in an advisory
capacity. Such a Committee should consist of the Chiefs of Staff and
representatives of at least two civilian Departments including External Affairs.

After further discussion it was agreed that Mr. Heeney should submit a note
to the Prime Minister' indicating that the question of the post-war defence
forces of Canada had been discussed in the Advisory Committee and that it
was the view of the Committee that the reports prepared by the three Services
on their post-war plans might appropriately, in the first instance, be considered
by a Cabinet Committee on Defence.

17. PCO
Extrait des conclusions du Cabinet
Extract from Cabinet Conclusions

SECRET [Ottawa,] August 3, 1945

ARMED FORCES: CONTINUING REQUIREMENTS IN STAGE I1;
OCCUPATION FORCES; POSTWAR ESTABLISHMENTS;
CABINET DEFENCE COMMITTEE

5. THE SECRETARY, referring to the decision at the meeting of July 26th,
submitted reports prepared by the Services setting out, in terms of manpower
and money, their respective requirements for the current fiscal year, together
with a summary thereof, copies of which were circulated to the Ministers
present. The Service reports, which had been circulated prior to the meeting,
also made reference to the extent and character of postwar military establish-
ments.

On present plans the strength of the Army on March 31st, 1946, would be
308,500, of whom 39,000 would be outside of Canada in the Pacific force and
97,500 elsewhere abroad (including occupation duty); the strength of the Navy
would be 43,900, of whom 13,400 would be in the Pacific; the strength of the
Air Force would be 130,160, of whom 15,000 would be in the Pacific force and
13,100 elsewhere abroad.

Total costs of the three Services for the maintenance of these forces
including personnel remaining in Canada (Army 172,000; Navy 30,500; Air
Force 102,060) during the current fiscal year were estimated at some
$2,435,541,241.
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(Naval memorandum, July 31,1945 — Cabinet Document 13;" Air Force
memorandum with appendix, July 31, 1945 — Cabinet Document 14;* Army
memorandum, July 28, 1945 — Cabinet Document 15;' Cabinet Secretariat
Summary of Service Requirements, August 2, 1945 — Cabinet Document
20%).

6. THE MINISTER OF NATIONAL DEFENCE requested consideration of the
policy to govern the length of service of personnel engaged in European
occupation duty, and submitted a memorandum, copies of which were
circulated.

The period of the Canadian commitment to provide occupational troops had
not been fixed although it had been pointed out to the U.K. government that
the matter would be subject to review at the end of the current fiscal year.

(National Defence memorandum, August 3, 1945 — Cabinet Document
21%).

7. THE CABINET, after considerable discussion, noted the reports submitted
by the Minister of National Defence on behalf of the three Services, and
agreed:

(a) that a Cabinet Defence Committee be constituted for consideration of
Defence questions, the said Committee to report to the full Cabinet upon major
matters of policy relating to the maintenance and employment of the three

Services, the said Committee to consist of:

The Ministers of National Defence,

The Minister of Veterans Affairs,

The Minister of Finance,

The Minister of Agriculture,

The Minister of Justice,

The Minister of National Health and Welfare,

The Minister of National War Services;
the Chiefs of Staff, the Under-Secretary of State for External Affairs, and the
Secretary to the Cabinet, and such other officers and officials as might from

time to time be required, to be in attendance upon the said Committee;

(b) that the said Committee examine and report to the Cabinet upon the
programmes of the three Services for the period of continuing hostilities
against Japan and, subsequently, upon the extent and nature of postwar
military establishments;

(c) that it was desirable to reduce, as rapidly as possible, commitments for
occupation duty in Europe and that, in this connection, a draft message to the
U.K. government be prepared, for the Prime Minister’s approval, stating that
the government would wish to begin withdrawing Canadian occupation forces
(Army and Air) at the end of the present fiscal year and, in any event, would
not wish to have Canadian forces employed in occupation duty for more than
one year thereafter; and,

(d) that the Minister of National Defence be authorized to state, as a matter
of government policy, that Canadian occupation forces would serve for a
limited period only and that personnel thereof would not, in any event, be
required to serve on such duty for longer than two years; also that in relation to
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such personnel no changes were contemplated in present policies in the matter
of Income Tax and War Service gratuities.

18. DEA/AQs

Mémorandum du deuxiéme secrétaire’’ aux membres'* du
Comité consultatif sur les probléemes de I’apres-guerre

Memorandum by Second Secretary'’ to Members' of
Advisory Committee on Post-Hostilities Problems

SECRET [Ottawa,] October 11, 1945

RECONSTITUTION OF ADVISORY COMMITTEE P.H.P.

At the meeting of the Cabinet War Committee of December 16th, 1943,"
the establishment of the Advisory Committee P.H.P. was approved as shown
below:

Composition
The Under-Secretary of State for External Affairs, (Chairman)
The Chief of the Naval Staff
The Chief of the General Staff
The Chief of the Air Staff
The Secretary to the Cabinet
The Deputy Minister of Finance
The Vice-Chairman of the National Harbours Board
Commander MacTavish (Secretary).
Terms of Reference

“To give direction and guidance to a Working Committee, to refer to it
matters requiring detailed study, and to submit to the Cabinet War Commit-
tee, recommendations on Post Hostilities Problems as occasion may arise.”

The main purpose of the Advisory Committee was to provide a body in
which the three Services and the civil Departments of Government principally
concerned should discuss and make recommendations on problems mainly
relating to the defence and security of Canada. Certain other questions
requiring joint consideration between the Services and the Department of
External Affairs, such as Canadian participation in the control of the defeated
countries, were also considered.

The need for such a body still exists although a reorganization is required in
order that it should conform with the new arrangements made by the Cabinet
for the consideration of defence problems under the special Cabinet Committee

13G. Ignatieff.

“H. Wrong et A. D. P. Heeney./H. Wrong and A. D. P. Heeney.

!5] "approbation avait d’abord été donnée a la réunion du 24 novembre 1943. Voir le volume 9,
document 531. La composition du Comité consultatif sur les problémes de I'aprés-guerre avait
été décidé lors de la réunion du Comité de guerre du Cabinet le 16 décembre 1943.

The initial approval had been given at the meeting of November 24, 1943. See Volume 9,
Document 531. The composition of the Advisory Committee on Post-Hostilities Problems was
agreed upon at a meeting of the Cabinet War Committee on December 16, 1943.
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on defence questions. Certain questions requiring joint study by inter-Service
and civil officials prior to making recommendations to the Cabinet include the
following:

the implications of the release of atomic energy;

the post-war defence arrangements in Newfoundland;

Canadian military commitments under the United Nations Organization;

functions of the Canadian Military Mission in Germany;

post-war Intelligence activities.

It is recommended that the Advisory Committee be reconstituted on a panel
basis as follows and serve as the official Advisory Committee to the Cabinet
Committee on defence questions:

Composition
Chairman, the Under Secretary of State for External Affairs, or
the Associate Under-Secretary of State for External Affairs
Clerk of the Privy Council
Chief of the Naval Staff
Chief of the General Staff
Chief of the Air Staff
The President, National Research Council
The Deputy Minister of Reconstruction

In attendance;
Secretary from the Department of External Affairs
Secretary, Chiefs of Staff Committee.

19. DEA/7-ADs

Le secrétaire adjoint du Cabinet
au premier secrétaire, ministére des Affaires extérieures

Assistant Secretary to the Cabinet
to First Secretary, Department of External Affairs

[Ottawa,] August 20, 1946

Dear Mr. Macdonnell:

I wish to refer to your memorandum of August 19th," enclosing a copy of a
letter from the Deputy Minister, Department of National Defence for Air,
dated August 9," asking for clarification regarding the status and functions of
the Post Hostilities Advisory Committee and its associated subcommittees.

The general position of the cabinet defence organization and related
committees was considered at a meeting of the Cabinet Defence Committee on
November 12, 1945, at which it was decided that until such time as permanent
arrangements were made, problems having both civil and military aspects be
referred to the Chiefs of Staff Committee, meetings of which would be
attended by the appropriate senior civil officials when questions of this joint
character were under consideration.

I would suggest, therefore, that until such time as the Post Hostilities
Committees have been formally abolished, they should be deemed to exist, but



30 PLANIFICATION DE L'APRES-GUERRE

that any questions which would previously have been referred to such
committees should be referred to the Chiefs of Staff Committee.

This arrangement appears to be working smoothly and it is customary for
Mr. Robertson or Mr. Wrong and Mr. Heeney to join the Chiefs of Staff at
their meetings as required.

Yours sincerely,
J. R. BALDWIN
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PARTIE 1/PART 1

FINANCES
FINANCE

20. DEA/7-Js

Le haut commissaire par intérim en Grande- Bretagne
au secrétaire d’Etat aux Affaires extérieures

Acting High Commissioner in Great Britain
to Secretary of State for External Affairs

TELEGRAM 466 London, February 24, 1944

SECRET. Following for Robertson from Canadian delegation economic policy
talks.'

1. The papers distributed by the United Kingdom officials on the subjects of
the talks consist of the agreed statements resulting from the United States-
United Kingdom conversations of last October,? together with the covering
report in each case. The papers on commercial, commodity, cartel and
employment policies are the same as those received some time ago in Ottawa.'
The papers on monetary policy include a “final text” on proposal for an
international monetary fund as agreed upon between experts of the United
States and United Kingdom Treasuries. This document is a revision of the
Washington statement’ in accordance with agreement reached on outstanding
differences by subsequent correspondence. The United Kingdom has dropped
the monetized unitas proposal and changed union to fund. The other
outstanding points generally have been settled in favour of the United
Kingdom. The amount of holdings of gold and gold convertible exchange for
purposes of gold subscription is left to agreement between member and fund.
The United Kingdom and United States are very near the final stage of
agreement on the monetary proposals. Only a few matters of secondary

'Voir le volume 9, documents 611 et 612. Les membres de la délégation canadienne étaient J. J.
Deutsch, Frederic Hudd, W. A. Mackintosh et H. B. McKinnon.

See Volume 9, Documents 611 and 612. The members of the Canadian delegation were J. J.
Deutsch, Frederic Hudd, W. A. Mackintosh and H. B. McKinnon.

21bid., documents 610 et 611./Ibid., Documents 610 and 611.

3Voir Etats-Unis,/See United States, Foreign Relations of the United States, 1943, Volume 1.
Washington, U.S. Government Printing Office, 1963, pp. 1084-1090.
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importance remain outstanding about which correspondence is still taking
place. A copy of the present document will go forward by bag immediately.

2. We were surprised to find that the monetary proposals are to be one of the
main subjects of the discussion. The discussions are to cover to [sic] whole field
of Article 7.* The discussions on monetary, commercial and commodity policies
will take place in separate Committecs on these subjects. There will probably
be a further Committee on full employment policy and the United Kingdom
have indicated that they would like to have some discussion also of cartels and
international investment. The work of the Committees is to be coordinated by a
Steering Committee under the Chairmanship of Sir Richard Hopkins and
consisting of the Heads of delegations. It is intended that the Committee
meetings should not overlap and all of the Canadian group could attend all of
the discussions. Under the present plan the talks are to continue for three
weeks but it is possible that this may be shortened.

3. The first plenary meeting was held yesterday at which the Heads of
delegations were asked to make a statement on the general attitude of their
groups towards the proposals. The delegations were anxious to hear a report on
the Canadian-United States talks’ and Mackintosh and McKinnon gave a
general summary. In addition they stressed the need for rapid progress on each
of the proposals which are interdependent and constitute the desirable
framework within which to achieve full employment. Full employment and
expansion of trade should be achieved simultaneously and not successively.
Melville of the Australian delegation stated that the proposals fall short in that
they do not go far enough in the direction of agreed action on domestic
measures for expansive domestic policies. In his view domestic expansive
measures must take precedence over the reduction of trade barriers and
substantial tariff reductions must await completion of the transition period and
the achievement of full employment. Liberal trade policies by small countries
can only come after there has been a demonstration by the large industrial
powers that their employment obligations have been met. He suggested that
the first task is to prepare a draft agreement for concerted domestic full
employment measures. He challenged the view that the conditions for bold
action were more favourable now than later. He gave a prepared statement and
it appeared that he was acting under fairly close instructions. Fisher of the
New Zealand delegation said nothing of consequence. Van Eck of South Africa
said that his group were in agreement with the general lines of the proposals
under discussion. The Indian High Commissioner said that India would be
prepared to participate in international monetary and commercial policy
agreements provided that she can join on a basis of complete equality, and
provided that she may have a specified measure of freedom to pursue certain
policies which are particularly important to her, e.g. industrialisation.

“Voir Grande-Bretagne,/See Great Britain, Treaty Series, 1943. No. 9.
*Voir le document 48./See Document 48.
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4. We have shown the summary statement' of the Canadian-United States
talks to Overton® and Liesching’ but it has not yet been distributed generally.
Liesching suggested that distribution to the other delegates should be delayed
until after the first meeting of the Commercial Policy Committee so as to
encourage them to make positive general statements of their own position. We
have agreed with this procedure.

21. DEA/7-Js

Le haut commissaire par intérim en Grande- Bretagne
au secrétaire d’Etat aux Affaires extérieures

Acting High Commissioner in Great Britain
to Secretary of State for External Affairs

TELEGRAM 498 London, February 29, 1944

SECRET. Following for Robertson from Canadian Delegation Economic Policy
Talks, Begins:

1. You will have received by Dominions Office telegram® and by air bag
latest version of United States-United Kingdom statement of principles on
International Monetary Fund." Committee’s discussion of document has
proceeded to 4 (3). Main discussion centred on sizes of quotas suggested by
United States, namely, United States 3 billion: United Kingdom 1,300 million,
Canada 300, Australia 150, India 300, New Zealand 54, South Africa 150,
Russia 901, China 600, Brazil 100, France 500. United Kingdom is satisfied
with 1,300. In response to the Australian objection that its proposed quota was
altogether inadequate owing to high variability of exports, Keynes’ proposed
modification of United States suggestion to the effect that quotas between 200
and 300 be increased to 300 and those below 200 be doubled but not to exceed
300. Thus Australia, South Africa and Canada would have the same quota of
300. Also this operation would increase the total size of the Fund by about one
billion. We stated that the direction of the change was desirable but entered a
reservation to Keynes formula since a general increase in the quotas of a lot of
countries would considerably increase the call on scarce currencies.

2. Australia made strong plea for raising the right of access to the Fund
during the period of a year from twenty five per cent of the country quota to at
least one third. We stated that we thought twenty five per cent adequate.

3. We have forwarded by air bag copy of extracts of letters from Keynes to
White" covering:

(1) Extent of present commitments and future procedure.

(2) Proposals in regard to transitional period.

Sir Arnold Overton, secrétaire permanent, Board of Trade de Grande-Bretagne.
Arnold Overton, Permanent Secretary, Board of Trade of Great Britain.

’Sir Percivale Liesching, deuxiéme secrétaire, Board of Trade de Grande-Bretagne.
Sir Percivale Liesching, Second Secretary, Board of Trade of Great Britain.

¥Non trouvé./Not located.
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It would be helpful if you could give us your comments on the future
procedure suggested by the United Kingdom and United States Treasuries.
Ends.

22. DEA/7-Js

Le secrétaire d’Etat aux Affaires extérieures
au haut commissaire par intérim en Grande-Bretagne

Secretary of State for External Affairs
to Acting High Commissioner in Great Britain

TELEGRAM 400 [Ottawa, March 3, 1944]

Your No. 498. Secret. Following from Robertson® for Canadian Delegation
Economic Policy Talks, Begins:

1. We have no particular comments on future procedure suggested by the
United Kingdom and United States Treasuries. It would be helpful if you could
ascertain United Kingdom ideas regarding time table for drafting committee
and conference.

2. The United Kingdom proposals for the transitional period are the
inevitable result of the restricted size of the fund. We would have preferred a
fund large enough to obviate the necessity of special arrangements for the
transitional period and would not have attached too much importance to a
country remaining in debt for sizeable amounts over a considerable period of
years. The special arrangements for the transitional period carry with them the
risk of trade deals of the type which the fund proposals seek to avoid. In view
of the apparent impossibility of increasing the size of the fund, however, this
risk will have to be accepted. We have considered the possibility of incorporat-
ing safeguards which would prevent undue advantage being taken of paragraph
11 of the new statement but have been able to think of none better than those
already incorporated there. Everything will depend on how the policies
permitted under that paragraph are carried out. Could you ascertain in private
conversation with the British how they do in fact expect to operate? There
appears to be a hint that they might try to negotiate a separate currency-
holding arrangement with the United States.

3. There is one general point regarding the transitional proposals about which
we are puzzled. Would the United Kingdom contemplate that the fund should
be set up at once and that they should become a member and have access to
credit without, however, assuming the obligations of 2(ii), 4(v) and 10(iii)?
Have they considered how this would affect the attitude of Congress? The
main advantages to the United States are those incorporated in 2(i) and 2(ii)
but only the former becomes immediately operative. If they have in mind a
direct stabilization credit from the United States or other similar arrangements
to deal with the transitional period, many people in the United States will

°Le texte fut preparé par le Commission de controle du change étranger.
The text was prepared by the Foreign Exchange Control Board.
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probably take the line that they should proceed with the special arrangements
for the transitional period but wait a few years to see whether an international
fund is necessary and if so, what type.

4. We can merely raise these questions without suggesting a solution because
with a fund of the size proposed some special arrangements for the transitional
period are clearly necessary for the United Kingdom.

5. We have noted with approval the reservation you have entered regarding
Keynes’ formula for increasing the smaller quotas and we assume that on this
point no one will be committed until there are wider discussions among all
countries. Ends.

23. DEA/7-Js

Le haut commissaire par intérim en Grande- Bretagne
au secrétaire d’Etat aux Affaires extérieures

Acting High Commissioner in Great Britain
to Secretary of State for External Affairs

TELEGRAM 539 London, March 4, 1944

SECRET. Following for Robertson from Canadian Delegation, Economic Policy
talks, Begins:

1. Regarding monetary discussions, we shall raise points requested in your
telegram No. 400 at the appropriate time and report the answers. No
discussion of transitional arrangements has taken place but Keynes indicated
that what they had in mind was freedom to act as circumstances might require
rather than provision for plans already thought out.

2. Discussion of statement of principles has proceeded to end of section 4 and
no significant differences of opinion have arisen. Keynes stressed, and showed
obvious satisfaction with the degree of independence of the Fund under
paragraph 4(iv). A new text of paragraph 4(viii) as revised by correspondence
with Washington has been circulated and is contained in the next following
paragraph. United Kingdom is satisfied with the substance but wishes to
improve the wording.

“So long as a member’s holdings of gold and gold convertible exchange
exceed its quota the Fund, in selling foreign exchange to that country, shall
require that one half the net sales of such exchange during the Fund’s financial
year shall be paid for with gold. Furthermore, if at the end of the year a
member’s holdings of gold and gold convertible exchange have increased, the
Fund may require up to half of the increase to be used to repurchase part of
the Fund’s holdings of its currency, so long as this does not reduce the Fund’s
holdings of a member’s currency below 75% of its quota, or the member’s
holdings of gold and gold convertible exchange below its quota.”
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24. DEA/7-Js

Le haut commissaire par intérim en Grande-Bretagne
au secrétaire d’Etat aux Affaires extérieures

Acting High Commissioner in Great Britain
to Secretary of State for External Affairs

TELEGRAM 627 London, March 16, 1944

SeCRET. Following for Robertson from Canadian Delegation Economic Policy
Talks, Begins:

1. In discussion of transition period arrangements with reference to Monetary
Fund United Kingdom stated their position as follows. They propose that
certain features of plan come into operation upon signature but not earlier than
end of Japanese hostilities. Plan would come into immediate effect with respect
to partial payment of subscriptions, provisions regarding exchange rates and
establishment of organization. Under Clause 11 any member may defer
obligations respecting maintenance of multilateral payments and convertibility
of its currency. During a period of three years such members are completely
free to make whatever arrangements they wish concerning their international
payments but they would undertake to “pay continuous regard to the principles
and objectives of the Fund.” At end of three years members wishing to retain
restrictions must consult with Fund but are not required to abolish these except
when they are satisfied in their own judgment that their balance of payments
position enables them to do so. United Kingdom attach considerable
importance to freedom of individual members’ judgment in this matter. For
transition period arrangements United Kingdom have made clear to United
States Treasury that they may wish to use payments agrecements and open-end
currency holding agreements with provision for periodic consultation respecting
disposition of balances. With regard to use of credit facilities of Fund, United
Kingdom lay much emphasis upon provision in Clause 11 stating that Fund not
intended to provide facilities for relief and reconstruction or settlement of
blocked balances. United Kingdom have made it clear to India that latter
problems must be settled outside the Fund. United Kingdom envisage three
alternative possibilities respecting utilization of quotas during transition period
(a) no credit until assumption of multilateral obligations, (b) no credit for any
member receiving relief or reconstruction loans, (¢) extension of credit under
quotas with adequate safeguards against use for relief and reconstruction. They
are not prepared to state which alternative they prefer until they have clearer
idea of magnitude of reconstruction problem and nature and extent of
assistance which United Kingdom and other countries might obtain during
transition period. United Kingdom fully aware of implications of this problem
with reference to attitude of Congress.

2. Clause by clause discussion of monetary plan has been completed.
Australia in commenting upon whole plan expressed fear that its adoption
would weaken Sterling Area and stated preference for continuation of sterling
currency bloc. Instead of international plan they suggested key currency
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approach based upon United States-United Kingdom credit arrangement.
Keynes and Edie [Eady]'® made a powerful statement in favour of multilateral
approach which we strongly supported.

3. In discussion of transitional arrangements regarding provisions of
commercial convention, United Kingdom proposed that this period should have
two phases, (a) first phase lasting two years during which only minor
obligations would be undertaken and signatories would be free to impose
quantitative restrictions, (b) second phase when tariff cut goes into effect and
signatories begin progressive abolition of quantitative restrictions. Commercial
convention proposals contain provision for permanent let-out on use of
quantitative restrictions on balance of payments grounds which is not
envisaged in monetary plan. It is clearly desirable that the transitional and let-
out provisions in the two sets of proposals should be synchronized. We are
suggesting that the provisions and commitments in both schemes in this respect
should be as definite as they can be made and that the right to use quantitative
restrictions or to depart from multilateral practices should be based as far as
possible upon objective criteria. We are urging that the full tariff cut should go
into effect as soon as possible after the close of Japanese hostilities.

4. The discussions of cartels, Investment Bank and draft Employment
Agreement have been completed. In each case United Kingdom have asked us
whether we would prefer that they present agreed statements to the United
States or present their own views reached after discussion with Commonwealth
countries. We told them that the latter course should be followed. The final
statement arising out of the discussion of the commercial convention
proposals'' will be in the form of a summary of views expressed rather than an
agreed document. It is possible that the discussions as a whole will be
completed about the middle of next week.'? Ends.

25. DEA/6000-D-40

Le secrétaire d’Etat aux Affaires extérieures
a 'ambassadeur aux Etats-Unis

Secretary of State for External Affairs
to Ambassador in United States
TELETYPE EX-1631 Ottawa, April 18, 1944

IMMEDIATE. URGENT. Following for A. F. W. Plumptre from W. C. Clark,
Begins: Your WA-2333, April 17th." Proposed publication of Joint Statement
on establishment of an International Monetary Fund.

19Sir Wilfred Eady, deuxiéme secrétaire adjoint, Trésor de Grande-Bretagne.
Sir Wilfred Eady, Joint Second Secretary, Treasury of Great Britain.

""Voir les documents 42-47./See Documents 42-47.

12Ces questions avaient fait ['objet d’autres discussions au sein du Commonwealth, & ’occasion de
la rencontre des Premiers ministres en mai. Voir les documents 49-51 et 765.
There was further Commonwealth discussion of these questions at the Prime Ministers’
Meeting in May. See Documents 49-51 and 765.
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1. We are not clear whether White intends to extend a formal invitation to
Canada to participate in simultaneous publication of Monetary Fund
statement. The question as to whether this matter should be cleared with the
United Kingdom depends upon whatever understanding exists between White
and the British concerning procedure. We feel that it is not up to us to clear
with British but a matter between White and the British in accordance with
any understanding which they may have. As far as we are concerned we are
prepared to proceed on the basis of a direct formal invitation from the U.S.
Treasury and to seek approval for Canadian participation from Cabinet War
Committee tomorrow. If a formal invitation is received and Cabinet War
Committe approves Canadian publication we would, as a matter of courtesy,
simply inform the British that we have received the invitation and have agreed
to participate. Please ascertain from White whether he intends to extend a
formal invitation.

2. We have one drafting point in the Joint Statement of Principles which we
would like to have clarified. In IV.5. it is stated that “an agreed uniform
change may be made in the gold value of member currencies, provided every
member country having 10 per cent or more of the aggregate quotas approve.”
We would interpret this to mean not simply the approval of every member
country having 10 per cent or more of the aggregate quotas but both
agreement by the majority of votes and the approval of every member country
having 10 per cent or more of the aggregate quotas. This is a matter of
considerable importance to us and we would urge that, if at all possible, this
clause be rephrased, prior to publication, to state this meaning explicitly so that
there can be no misunderstanding.

3. With reference to the proposal to publish simultaneously the plan for a
Reconstruction Bank we are puzzled at the implied suggestion that the British
are willing to be associated with this plan in the manner suggested. For your
private information which is not to be transmitted to White, the British, at the
recent London discussions, made it clear that they consider White’s plan to be
wholly unsatisfactory and that they consider it important that wider
international discussions should not proceed on the basis of the plan in its
present form.'> We share the British view and could not give it our blessing
through agreeing to participate in joint publication. It would be helpful if you
could ascertain from White whether the British have actually agreed to sponsor
publication of the plan, and if so, in what manner.

Voir/See Etats-Unis, Foreign Relations of the United States, 1944, Volume 1I. Washington,
Government Printing Office, 1967, pp. 115-118.



FINANCE, TRADE AND MERCHANT SHIPPING 39

26. DF/Vol. 3391

L’ambassadeur aux Etats-Unis
au secrétaire d’Etat aux Affaires extérieures

Ambassador in United States
to Secretary of State for External Affairs

TELETYPE WA-2387 Washington, April 19, 1944

IMMEDIATE. Following for Dr. W, C. Clark, Deputy Minister of Finance, from
Plumptre, Begins:

This will acknowledge your EX-1631 and confirm our telephone conversa-
tions this morning regarding it.

2. I have indicated to White that before publishing the statement on an
International Monetary Fund, we would like to have a formal invitation and
that such an invitation would be welcome from the United States side if he felt
free to issue it. He replied that he had a general understanding with the United
Kingdom that they would maintain contacts with the Dominions on matters
affecting the Fund. He understood from Opie,'* who had called on him
yesterday evening, that the British were in fact communicating with all the
Dominions to secure publication of the joint statement at the end of this week
as widely as possible. (This fits in with the statement which Opie made to me
earlier today). He had told the British, probably on an earlier occasion, that he
regarded it as very important that Canada should publish the joint statement.

3. Accordingly, he officially handed me a draft of the joint statement on the
Fund. In doing so, he said that if the British were not inviting us to publish, he
was doing so. He said that he would tell Opie this when seeing him later today.

4. In regard to the text of the joint statement which he handed to me, there
are the following amendments to introduce into the draft which I sent you on
April 17." These are as follows:

(a) The title now reads “Joint Statement by Experts on the Establishment of
an International Monetary Fund.”

(b) The next to last sentence of the preamble will be reworded to read as
follows: “The principles set forth below are designed to constitute the basis for
this Fund.” You will notice that this sentence differs from the one which Opie
gave me which I transmitted to you earlier today in WA-2374" in that it uses
the word “constitute” instead of the word “B”’[be?].

(c) The draft does not contain the other two changes mentioned by Opie and
also transmitted in my WA-2374. In other words, it appears that there will be
these two differences in the texts published in Washington and London.

(d) I understand from Opie that the text is going to print in London this
afternoon and therefore no further revisions can be made. This applies
particularly to the suggestion made in the second paragraph of your EX-1631

“Redvers Opie, conseiller, Ambassade de Grande-Bretagne aux Etats-Unis.
Redvers Opie, Counsellor, Embassy of Great Britain in United States.
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to the effect that a sentence in Part 1V, Section 5, should be amended. Further,
it was Opie’s belief that the text, read as a whole, would cover your point
because of the express stipulation regarding majority votes. In any case, he
gave complete'® interpretation we desire. (I omitted to check this point with
White but will do so at a convenient opportunity).

5. In regard to the time of announcement and publication, my earlier teletype
(WA-2374) is misleading. It is the announcement of the plan, and not
publication, which is to take place at 5 p.m. in the United States and 11 a.m. in
the United Kingdom. As for publication, the plan is to be released in the
United States at 8 p.m. on Friday April 21. It is the intention that it shall be
carried in the Saturday morning papers.

6. In regard to the proposal for an International Bank, I have the following
information:

(a) Opie has transmitted to London White’s new document which 1
transmitted to you on April 17th. As a result of a telephone conversation with
London, he expects instructions to reply along the lines indicated in annex E of
the official document put out by the United Kingdom covering recent
Commonwealth discussions of monetary and commercial policy (United
Kingdom Document ASD (44) 16)." He says that the United Kingdom is
definitely anxious to go as far as possible along with the United States
Treasury in this matter. (He himself would be inclined to accept the new
United States document, but does not think London will go this far).
Accordingly, there is still a possibility, although rather a remote one, that a
compromise document will be produced and published on Friday.

(b) I have told White that we are unlikely to publish and associate ourselves
with the document which he handed us in view of the relatively little thought
which we have given to the matter and the shortness of the time available for
consideration. However, 1 said that the matter was not yet settled. (Opie has
promised to keep me informed of developments on the British side.)

(¢) White said that he was uncertain whether or not the United States would
proceed to publish his new document unilaterally if no other country would do
s0.

(d) In any case, White definitely and formally extended an invitation to
Canadian official experts to come to Washington about the middle of next
week to discuss with the United States Treasury the proposal for an
International Bank.'® Please let me know as soon as possible whether Canadian
officials will be coming down and if so who and when.

7. Since dictating the above, I have had a telephone call from White who has
now seen Opie again. He has told Opie that he is inviting Canada to publish

SUn télégramme non numéroté en date du 20 avril indiquait que les mots suivants devaient étre
ajoutés ici:
An unnumbered telegram dated April 20 indicated that the following words were to be added
here:
assurance that the U.S. & U.K. intended the
'*Cette réunion, remise plus tard 4 la mi-juillet, n’a pas eu lieu.
This meeting, later postponed to mid-July, did not take place.
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the plan for a stabilization fund and Opie has since telephoned him to say that
a message has been received from London requesting the United States
Treasury to provide Canada with the text of the plan and to facilitate its
publication. White also made three further points:

(a) The announcement in the United Kingdom on Friday will simply be to
the effect that agreement has been reached and a document will be published
on Saturday. (By mistake I have implied above that 11 a.m. in London was the
same as 5 p.m. on the same day in Washington which is obviously not the
case).

(b) The United States Treasury advises us to follow the British in regard to
the points mentioned in paragraph 4 (c) above. The United States will follow
the British if they don’t hear from Moscow in the meanwhile. Some doubt still
surrounds Russian publication.

(c) In regard to Paragraph 4 (d) above, the United States understanding is
the same as the British but like the British they say that no further textual
alterations can be made now.'” Ends.

27. DEA/6000-F-40

L’ambassadeur des Etats-Unis
au secrétaire d'Etat aux Affaires extérieures

Ambassador of United States
to Secretary of State for External Affairs

DESPATCH 148 Ottawa, May 26, 1944

Sir:

The publication of the joint statement of technical experts recommending
the establishment of an international monetary fund and setting forth the
principles for such a fund has been deeply gratifying to the United States
Government as marking an important step toward postwar international
economic cooperation. Undoubtedly the Government and people of Canada
have been equally pleased by this evidence of the common desire of the United
Nations and the nations associated with them in the war for meeting the
economic problems of the postwar world.

The President of the United States of America now proposes, as a further
step toward the realization of this objective, to call a conference of the United
Nations and the nations associated with them, for the purpose of formulating
definite proposals for an international monetary fund and a bank for
reconstruction and development. It would be understood of course that the
delegates would not be required to hold plenipotentiary powers and that the

"Un communiqué de presse contenant la déclaration fut émis 4 Ottawa le 21 avril 1944. Le texte
publié par le gouvernement britannique est reproduit dans J. Keith Horsefield, ed., The
International Monetary Fund 1945-1965, Volume 111. Washington, FMI, 1969, pp. 128-135.

A press release containing the statement was issued in Ottawa on April 21, 1944. The text as
published by the Government of Great Britain is reproduced in J. Keith Horsefield, ed., The
International Monetary Fund 1945-1965, Yolume 1. Washington, IMF, 1969, pp. 128-135.
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proposals formulated at the conference would be referred to the respective
governments and authorities for their acceptance or rejection.

I have the honor therefore, on behalf of the President, cordially to invite the
Canadian Government to send one or more delegates to participate in a formal
monetary and financial conference of United Nations and the nations
associated with them to be held in the United States beginning July 1, 1944. 1
am pleased to inform you that the delegation of the United States to the
conference will be headed by the Secretary of the Treasury. The names of the
other delegates of my Government, as well as information regarding the seat of
the conference and arrangements for the meeting will be communicated to you
at a later date.

Because of my Government’s belief that the formulation of definite
proposals for an international monetary fund and a bank for reconstruction and
development in the near future is a matter of vital concern to all of the United
Nations and the nations associated with them, my Government sincerely hopes
to receive the favorable reply of your Government at the earliest possible
moment, together with the names of all members of the Canadian delegation.

Accept etc.
RAY ATHERTON

28. DEA/6000-F-40

Le secrétaire aux Dominions
au secrétaire d’Etat aux Affaires extérieures

Dominions Secretary
to Secretary of State for External Affairs

TELEGRAM 84 London, June 4, 1944

IMMEDIATE. SECRET. My telegram Circular D. 822," International Monetary
Fund.

1. We have heard from our Embassy at Washington that United States
Treasury are taking the line that Committee to prepare agenda for Conference
should begin work June 15th, notwithstanding that our experts and those of
European Allies and China cannot reach Bretton Woods before June 15th,
with whatever representatives of countries chosen are then available and should
make whatever progress may be possible, even if it would be necessary to
reopen every issue and begin afresh when United Kingdom and other experts
from London arrive. In this connection they have suggested:

(1) That United Kingdom Treasury representatives in Washington might
attend Committee on our behalf pending arrival of United Kingdom
delegation.

(2) That United Kingdom and Allied experts travelling from London might
do corresponding preparatory work en route, with result that there would, in
effect, be two drafting bodies which could be merged into one on arrival of our
experts at Bretton Woods.
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2. We are greatly disturbed at this suggested program which seems to us to
be most ill-considered and to open up alarming possibilities of confusion and
friction. Causes for delay over arrival of our experts at Bretton Woods are
imposed on us by highest military authority, and this applies to the European
delegations who include men of exceptional practical experience which will be
invaluable to work of Committee. Leader of Chinese delegation will similarly
be travelling from London. It seems to us idle to pretend that a Drafting
Committee, whose work is to command any respect at the Conference, can
meet without representatives from the countries which, next to the United
States, have most at stake in these two international financial projects.
Moreover, it will clearly put these delegations in a very difficult position if, on
arrival at Bretton Woods, they have either to ask Drafting Committee to begin
again or to be content to go on from point which the Committee may then have
reached. Telescoping of work in this way, with less than a week before opening
of Conference, would be very unsatisfactory and delegations so treated would
be bound to feel slighted at this apparent indifference to this value, a position
which would not make things any easier at the full Conference. Suggestion that
appropriate representatives in Washington might attend Committee pending
arrival of experts from London would be impracticable for us since they could
not be adequately briefed in time, and still more so for Allied Governments in
view of present restrictions on cypher communications.

3. Urgent telegram is accordingly being sent to His Majesty’s Ambassador
expressing our concern at the procedure proposed by the United States
Treasury, pointing out above consideration and asking him to take up the
matter personally with Mr. Morgenthau. We feel strongly that only sensible
solution is that Drafting Committee should not begin work until experts
travelling from London have arrived at Bretton Woods, and further that in
order to allow reasonable time for work of Committee, meeting of full
Conference should be postponed until say July 7th. Lord Halifax is being asked
to urge this on the United States authorities, at the same time assuring them
that on their arrival our delegation will do all they can to assist in bringing the
business forward as rapidly as possible.

4. If, as we hope, your Government will agree with our view, we should
greatly welcome their support in the representations which Lord Halifax has
been asked to make. It would be much appreciated if, for this purpose, your
Ambassador in Washington could be asked to concert action with Lord
Halifax, and in particular to support him in deprecating proposal to call the
Drafting Committee together in the absence of experts from the United
Kingdom, the European countries and China.

S. A telegram in similar terms is being sent to the Australian Government.



44 FINANCES, COMMERCE ET MARINE MARCHANDE

29. DEA/6000-F-40

Le secrétaire d’Etat aux Affaires extérieures
a 'ambassadeur des Etrats-Unis

Secretary of State for External Affairs
to Ambassador of United States

No. 53 Ottawa, June 5, 1944

Excellency,—

I have the honour to refer to your note No. 148 of May 26th in which you
transmit on behalf of the President of the United States an invitation to the
Government of Canada to send one or more delegates to participate in a formal
monetary and financial conference of United Nations and the nations
associated with them to be held in the United States beginning July 1, 1944. 1
shall be glad if you will be good enough to inform your Government that the
Government of Canada will be pleased to send delegates to participate in this
conference. It is noted that the delegates would not be required to hold
plenipotentiary powers and that the proposals formulated at the conference
would be referred to the respective governments and authorities for their
acceptance or rejection.

It is hoped that the Canadian delegation will be headed by the Honourable
J. L. Ilsley, Minister of Finance. However, it may not be possible for Mr. Ilsley
to be present throughout the period of the conference owing to the pressure of
work in Parliament which is now in session. I shall advise you of the names of
the remainder of the Canadian delegation in the very near future.

Accept etc.
W. L. MACKENZIE KING

30. DEA/6000-F-40
Le secrétaire d’Etat aux Affaires extérieures au secrétaire aux Dominions
Secretary of State for External Affairs to Dominions Secretary

TELEGRAM 100 [Ottawa,] June 6, 1944

SECRET. Reference your No. 84, June 4th International Monetary Fund.

Canadian Government have accepted invitation to participate in Bretton
Woods conference and have advised United States Government that it is hoped
that Canadian delegation will be headed by the Minister of Finance who, it is
expected, would be present at the conference for at least a part of the time.
Remainder of the Canadian delegation will be determined in the next few days.

For reasons given in the Telegram under reference we agree that it would be
advisable to postpone the drafting committee until the United Kingdom and
other European experts have arrived. In the absence of the Ambassador, the
Minister-Counsellor of the Canadian Embassy in Washington has been asked
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to get in touch with Lord Halifax and to concert with him in the endeavour to
secure postponement.

31. DEA/6000-F-40

L’ambassadeur aux Etats-Unis
au secrétaire d'Etat aux Affaires extérieures

Ambassador in United States
to Secretary of State for External Affairs

TELETYPE WA-3494 Washington, June 7, 1944

CONFIDENTIAL, Following for Robertson from Pearson, Begins: Reference
your EX-2355, June 5th," International Monetary Fund Conference:

Yesterday afternoon Lord Halifax, accompanied by Mr. R. H. Brand (who
will be one of the United Kingdom delegates to the Conference) discussed with
Mr. Morgenthau and Mr. Harry White questions raised in D.O. telegram No.
84.'"* Mr. Brand called upon me this noon and said that newly proposed
arrangements by Treasury Department are that United Kingdom Treasury
representatives in Washington would meet with United States Treasury
representatives at Atlantic City on June 19th for preliminary discussions on
agenda.

Treasury Department intend to invite to the Atlantic City meeting experts
from Canada, Russia, China, Brazil, Mexico, Czechoslovakia, possibly Cuba,
and the Philippines. Groups participating Atlantic City meeting would be
known as Agenda Committee and not Drafting Committee as previously
suggested. Treasury Department consider that such preliminary discussions
would be helpful pending arrival of United Kingdom and Allied experts from
London about June 24th.

Following arrival of these experts, Agenda Committee would continue
discussions in Atlantic City, until formal opening of Conference at Bretton
Woods — July lIst. Mr. Brand understands that Treasury Department in
addition to sending out invitations for meeting, June 19th, to above mentioned
countries including Canada, will also issue a brief press statement explaining
that the discussions at Atlantic City will be similar to those that have taken
place between United Kingdom and Allied experts in London.

Lord Halifax is reporting latest developments to London. Meantime,
support suggested in D.O. telegram No. 84 unnecessary at this stage.

Mr. Angus was with me when Mr. Brand called this morning and will be
able to inform you of certain other details mentioned by Mr. Brand.

"*Document 28.
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32. DEA/6000-F-40

Le secrétaire d’Etat aux Affaires extérieures
a I'ambassadeur aux Etats-Unis

Secretary of State for External Affairs
to Ambassador in United States

TELETYPE EX-2564 Ottawa, June 19, 1944

Reference your message WA-3505 of June 8th," Monetary and Financial
Conference. Canadian delegation will consist of the Hon. J. L. Iisley, K.C.,
M.P., Minister of Finance; the Hon. L. S. St. Laurent, K.C., M.P., Minister of
Justice; Mr. D. C. Abbot, K.C., M.P.; Parliamentary Assistant to the Minister
of Finance; Mr. Lionel Chevrier, K.C., M.P., Parliamentary Assistant to the
Minister of Munitions and Supply; Mr. J. A. Blanchette, M.P.; Mr. W. A.
Tucker, K.C., M.P.; Mr. W. C. Clark, Deputy Minister of Finance; Mr. G. F.
Towers, Governor of the Bank of Canada; Mr. W. A. Mackintosh, Special
Assistant to the Deputy Minister of Finance; Mr. L. Rasminsky, Chairman
(Alternate), Foreign Exchange Control Board; Mr. A. F. W. Plumptre,
Financial Attaché, Canadian Embassy Washington; Mr. J. J. Deutsch, Special
Assistant to the Under-Secretary of State for External Affairs, Secretary of
the Delegation, Mr. P. T. Tremblay, Third Secretary Canadian Embassy,
Washington.

For your information, I may say that Mr. Ilsley will be present for the first
meetings of the Conference and Mr. St. Laurent for the closing sessions.
Similarly, Mr. Abbott and Mr. Blanchette will be present for the first half of
the meetings and Mr. Chevrier and Mr. Tucker for the second half. Mr. Clark
and Mr. Towers will both try to be there for the opening sessions, but do not
expect to be able to remain for the duration of the meetings. Please do your
best to get single rooms for the members of the Delegation and reserve one
office for the stenographers (of whom we shall be bringing two, Mrs. Unger
from the Department and Miss Eynon from the Embassy), and one meeting
room for the delegates.

33. DEA/6000-F-40

L’ambassadeur aux Etats-Unis
au secrétaire d’Etat aux Affaires extérieures

Ambassador in United States
to Secretary of State for External Affairs

TELETYPE WA-3842 Washington, June 26, 1944

Following for Robertson from the Canadian Declegation at Atlantic City,
Begins:

With the arrrival tonight (June 23rd) of the United Kingdom delegates and
others from overseas, the Conference at Atlantic City takes on a new and more
formal character. It is therefore appropriate to report on developments so far.
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2. Representatives of the following countries have been present: U.S.A.,
U.S.S.R., China, France, Netherlands, Czechoslovakia, Brazil, Cuba, Mexico,
Canada and Australia. Mr. Opie of the U.K., appointed as an observer, has
acted as Chairman of a committee but has not taken a leading part at plenary
meetings. Sir Theodore Gregory, representing India, arrived yesterday.

3. So far the Conference has devoted itself exclusively to the Fund; there has
been no consideration either of the Bank or of an agenda for Bretton Woods.
The Conference has had plenary sessions each afternoon at which reports have
been heard from the four Committees. These have been as follows;

I. Purposes, polictes and subscriptions, (Chairman, China; Reporter, Brazil;
attended by Plumptre);

1. Operations of the fund, (Chairman, France; Reporter, Rasminsky);

III. Organization and establishment, (Chairman, U.S.S.R.; Reporter,
Mexico);

IV. Establishment of the Fund — including the transitional period,
(Chairman, U.K.; Reporter, Czechoslovakia; attended by Deutsch, who twice
took the chair in Opie’s absence.)

4. Most of the discussions in the Committees have centred on typewritten
documents produced by the U.S. Secretariat. Some of these documents have
merely paraphrased sections of the Joint Statement of April 21st, 1944; others
have involved amendments of that Statement; others have paraphrased sections
of earlier plans put forward by U.S.A.; and still others have put forward
entirely new material. We anticipate that the British may feel put out by this
procedure, particularly by the circulation in their absence of new material and
amendments of the Joint Statement. (See paragraph 6 below).

5. However, the Conference has run smoothly so far. No crises have
developed. There has been a satisfactory interchange and clarification of ideas.
It may be worth mentioning that the delegates of the U.S.S.R. seem anxious to
obtain the maximum concessions and special advantages based, sometimes
irrelevantly, on the wartime damage to their country. The Chinese, however,
have adopted a broader attitude and have on more than one occasion dissented
from Russian proposals.

6. Amongst the points of special interest that have come under discussions are
the following:

(a) The State Department has finally realized the full implications of the
scarce currency provision, Article VI of the Joint Statement, which provides
that in “rationing the limited supply amongst its nationals, the member
country shall have complete jurisdiction.” State Department is very apprehen-
sive as to the possible consequences of this “complete jurisdiction” upon their
policy regarding most favoured nation treatment and the treaties containing
this clause to which they have attached such great importance. Consequently
the U.S. group has proposed the addition of a new paragraph 4 to Article IX as
follows: “Not to prejudice through the use of exchange restrictions which are
authorized under the Agreement or requested by the Fund, any existing or
future international commitments regarding the non-discriminatory application
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of exchange restrictions or undertakings for the progressive relaxation of
barriers to trade.” In any case there is the legal question whether the provisions
of the Joint Statement would, if adopted, in fact supersede prior commitments
entered into in commercial agreements. The above U.S. proposal was made for
greater certainty even though this question has not been answered.

(b) With respect to the transitional period the U.S. group now propose (as a
partial amendment of X, 3) that “not later than three years after the date on
which the operations of the Fund commence any member country still
retaining restrictions, arrangements or practices inconsistent with Article III,
Section 5, or Article IX, Section 3, shall consult with the Fund as to their
further retention and shall retain them only with the approval of the Fund.”
Thus countries taking advantage of the transitional period arrangements would
lose the right of independent decision at the end of three years, which is an
important change from the provisions of the Joint Statement. Ends.

34. DEA/6000-F-40

L’adjoint spécial en temps de guerre du sous-secrétaire d’Etat
aux Affaires extérieures
au sous-secrétaire d'Etat aux Affaires extérieures

Special Wartime Assistant to Under-Secretary of State
for External Affairs
to Under-Secretary of State for External Affairs

Bretton Woods, New Hampshire, July 5, 1944

Dear Mr. Robertson, —
I enclose herewith the following:

(a) Copy of Record of Instructions given to Canadian Delegation, Bretton
Woods, a meeting with Mr. llsley, July 1st.

(b) Copy of assignments of Canadian Delegation on Commissions and
Committees of the Conference.

(c) Copy of the General Agenda of the Conference.'
Yours sincerely,
JOHN J. DEUTSCH

Voir Etats-Unis/See United States, Department of State Publication 2866, International
Organisation and Conference Series 1,3, Proceedings and Documents of the United Nations
Monetary and Financial Conference, Bretton Woods, New Hampshire, July 1-22, 1944,
Volume I. Washington, U.S. Government Printing Office, 1948, pp. 5-7.
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[PIECE JOINTE 1 /ENCLOSURE 1]
RESUME DES INSTRUCTIONS
RECORD OF INSTRUCTIONS
SECRET

Record of Instructions given to Canadian Delegation,
Bretton Woods, July 1, 1944

Present:
Mr. lisley
Mr. Abbott
Mr. Blanchette
Mr. Clark
Mr. Towers
Mr. Mackintosh
Mr. Deutsch
Mr. Plumptre
Mr. Rasminsky

1. Acting Head of Delegation. Mr. llsley informed the meeting that in his
absence Mr. Mackintosh was to act as head of the Canadian Delegation.

2. Quotas.

(a) The Canadian Delegation is to oppose any flagrant manipulation of
quotas for political reasons, such as the increase which the United States is
proposing in the Chinese quota from approximately $300,000,000 as
determined by their formula, to $600,000,000.

(b) The Canadian Delegation is not to support any upward adjustment of
quotas on the basis of special pleading, such as that of Australia, who is
insisting on a substantial upward revision of their quota of $150,000,000. If it
becomes necessary to take a position against Australian representations in this
direction, it is to be based on the following grounds:

(i) The Australian difficulties arise primarily out of the fact that their
present sterling balances are not freely available to meet current deficits which
they may face in their balance of payments after the war and not even
necessarily to meet such portion of those deficits which may arise in their
dealings with the sterling area; the Fund, however, is explicitly not intended to
meet the problem of blocked balances.

(i) The current account of deficits which Australia anticipates will arise, if
at all, largely out of unusually heavy imports for reconstruction purposes; and
here again, the Fund is not designed to provide facilities for such purposes.

(¢) In general, the Canadian Delegation is to use its influence to prevent an
undignified scramble for quotas from occuring at formal meetings of the
Conference.

(d) The proposed Canadian quota of $300,000,000 is to be regarded as
generally satisfactory for Canada. If, however, the total size of the Fund is
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increased, a new situation will have been created, and this decision is to be
reviewed.

(e) The relative sizes of the Chinese and Indian quotas are to be regarded by
the Canadian Delegation as primarily the concern of those two countries, on
the one hand, and the United States and United Kingdom, on the other, and
the Canadian Delegation is not to attempt to exercise any influence in this
matter. If, however, a decision satisfactory to the countries mentioned is
reached which involves a scaling down of the Chinese quota and a scaling up of
the Indian quota, the Canadian group is not to oppose, even though this results
in India having a quota larger than that of Canada.

(f) The Canadian Delegation is to give its support to a proposal to give the
United States its natural voting power based on its quota, notwithstanding
their previous commitment to the United Kingdom regarding the limitation of
their voting strength to 25 percent of the total. We do not recognize the
contention that the voting strength of the British Commonwealth can properly
be regarded as a unit which must not exceed that of the United States; the
above decision, however, will render unnecessary any such comparison of
voting strengths.

3. Exchange Rates.

Consideration was given to the suggested redraft of Article IV of the joint
statement regarding exchange rates by the U.K. Delegation, dated June 28,
1944, and the following instructions were given:

(a) Mr. Towers is to see Mr. White informally and try to ascertain what the
American reaction to the U.K. suggestions is. If it appears favourable, he is to
express to White our preference for a form of words closer to the original and
which contains a definite undertaking on the part of member countries not to
vary their exchange rates without the approval of the Fund except under
defined conditions.

(b) If the British draft, notwithstanding the above representations, remains
acceptable to the United States, we are to suggest a revision in paragraph 3 of
that draft to make suspension from the privileges of the Fund automatic if a
country changes its exchange rate in spite of the opposition of the Fund. The
Fund should, of course, retain the right to expel a member which persists in
maintaining an exchange rate of which the Fund disapproves. This change will
remove from the Fund the onus of positive action with respect to suspension of
privileges which it might find embarrassing, and will put countries which act
against the Fund’s wishes in a position where undesirable consequences flow
automatically from such action,

(¢) The Canadian Delegation is to attempt to reconcile differences of view
between the British and the American Delegations regarding the incorporation
of a clause in the document under which countries commit themselves not to
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change their exchange rates beyond specified amounts without the prior
approval of the Fund, but if there is open disagreement between these two
Delegations, the Canadian Delegation is to support the incorporation of such a
clause.

4. Management.

(a) The Canadian Delegation is to oppose strongly the American principle
under which the members of the Executive Committee are regarded as
“Ambassador”- Delegates of the countries responsible for their election.

(b) As regards the number of countries having permanent seats on the
Executive Committee, the Canadian Delegation is to oppose a system under
which more than three countries have permanent seats unless this system
provides enough permanent seats to include Canada.

(c) If there are more than three permanent seats, the Canadian group is to
press for a permanent seat for Canada, basing its representations largely on our
anticipated creditor position.

(d) The Canadian group is to oppose the American suggestion that members
of the Executive Committee should be continuously available at the headquar-
ters of the Fund.

5. No Instructions.
The following matters were raised at the meeting, but no instructions were

given:

(a) Location of head office of the Fund.

(b) British proposal to lengthen “target” of the transitional period from three
to five years.

(c) Relationship between scarce currency provisions of the plan and prior
commitments regarding non-discrimination in commercial treaties.

(d) Proposals for an increase in the aggregate size of the Fund.

(e) United Nations Bank for Reconstruction and Development.

[Louis RASMINSKY AND J. J. DEUTSCH]
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[PIECE JOINTE 2/ENCLOSURE 2]
TACHES PROPOSEES POUR LA DELEGATION CANADIENNE
PROPOSED ASSIGNMENTS OF CANADIAN DELEGATION
Proposed Assignments — Canadian Delegation
Conference Steering Committee — W. A. Mackintosh

Commission I.
Voting Delegate — W. A. Mackintosh
Reporter — L. Rasminsky

Committee of Commission 1.

Committee A.
Voting delegate — W. A. Mackintosh
Other delegates — L. Rasminsky, A. F. W. Plumptre

Committee B.
Voting delegate — L. Rasminsky
Other delegates — W. A. Mackintosh, J. J. Deutsch

Committee C.
Voting delegate — J. J. Deutsch
Other delegates — J. A. Blanchette, D. C. Abbott

Committee D.
Voting delegate — D. C. Abbott
Alternate voting delegate — A. F. W. Plumptre
Delegate — J. A. Blanchette

Commission I1.
Voting delegate — L. Rasminsky
Chairman’s Agenda Committee — W. A. Mackintosh

Commission I11.
Voting delegate — W. A. Mackintosh

3s. DF/Vol. 3391
Mémorandum du sous-ministre des Finances
Memorandum by Deputy Minister of Finance

[Ottawa,] July 7, 1944
INTERNATIONAL MONETARY FUND

1. Questions from Canadian Delegation.

Mr. L. Rasminsky called me from the Bretton Woods Conference at 6 p.m.
yesterday to ask for instructions to the Canadian Delegation, on the three
following points:
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(1) The Exchange Rate Formula.

The British Delegation had stiffened up a little bit the formula which they
had prepared on the boat coming over to Atlantic City and which was, in
effect, a blank cheque for a country to change its exchange rate without the
approval of the Fund. Under the new revision, the onus of suspending a
member country which had depreciated without approval of the Fund or of
withdrawing from it the credit facilities of the Fund, would be on the Fund
rather than on the defaulting member country. In other words, no automatic
suspension was provided for.

Keynes told Rasminsky that he had received a cable from the Chancellor of
the Exchequer expressing the desire to have a definite statement in the
Agreement reached at Bretton Woods that a member country could change its
exchange rate without the consent of the Fund. Keynes himself seemed to feel
that the Canadian point of view was right and had done his best to change the
view of his Government, but he said that it represented a political situation
which would have to be accepted.

Bernstein had told Rasminsky that the United States was prepared to
accept.

(2) Executive Committee and Management of the Fund.

Everybody at the Conference continued to gripe at the abnormally high
quota which the United States were proposing for China, and U.S.S.R. was
now asking for a quota as large as that of U.K., which would mean $1 billion
300 million rather that $800 million.

All proposals that had so far been put forward, suggested only five
permanent members on the Executive Committee and there was such a
unanimity of opinion on this point that Rasminsky felt it would be difficult for
us to insist on only three permanent members and impossible to insist on seven
permanent members. Apparently the U.K. has agreed with the complicated
formula for election of the remaining members suggested by U.S. with the one
amendment, namely, that each elected member would only cast the vote of his
own country rather than the votes of all the countries which had elected him.

Mr. Rasminsky had a brain wave and was prepared to suggest that after the
Fund had got started, the permanent members of the Executive Committee
should at all times include delegates from the two countries which are in the
largest creditor position vis-a-vis the Fund. In other words, you would start
with five permanent members, being representatives of the five countries with
the largest quotas. However, at the second election and later, if it were found
that the above five did not include the two largest creditor countries, then any
such creditor country not so included would automatically be elected until the
next election.

Mr. Luxberg, Solicitor of the United States Delegation, had at first been
cool to the proposal but later seemed to be converted. Prior to Mr. Rasminsky’s
call to me, Luxberg told him that he had mentioned it to Harry White who was
enthusiastic about it.
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3

The British were proposing a change in section I(3) of the Agreed
Statement of Principles which would limit what we believed was the over-
riding obligation of a member country to maintain convertibility of its
currency, not an obligation conditional on the country having an unutilized
quota in the Fund (in accordance with the technique suggested in section
II1(5)). The British proposed to insert a phrase in section 1X(3) reading “save
as otherwise provided,” which was obviously a reference back to the
qualification indicated in III(5). The effect is that the obligation to maintain
convertibility would only apply as long as a country could buy foreign exchange
from the Fund.

Keynes had practically refused to discuss the British proposal with
Rasminsky. Without it, he said, the Fund would practically be a gold standard
and U.K. would have to remain out. Rasminsky was therefore unable to point
out to him that an undisciplined country could run through its quota and then
say it was not bound to keep its currency convertible, even though it remained
a member of the Fund.

Mr. Rasminsky therefore proposed that a phrase be inserted in section
I11(5) after the word “currency” in the third line, reading somewhat as follows:
“or so long as it has independent monetary reserves in excess of its quota.”

2.

As the Canadian delegates at Bretton Woods desired instructions on the
above points, I called into conference Messrs. G. F. Towers, Norman
Robertson and R. B. Bryce and I later discussed the points with Mr. Ilsley.

In regard to #1, it was agreed to tell Mr. Rasminsky that if only one or two
countries disagreed, Canada should probably not engage in a “knockout, drag-
out fight” on the point but should limit itself to “viewing with alarm.” Mr.
Iisley nevertheless felt that it might mean that Canada would have to remain
out of the Fund and we all agreed that there would be very little, if any, chance
of the United States accepting the Fund if the British view in regard to
exchange rates prevailed. The Conference might merely prove to be an
academic exercise. We also thought it advisable to have our delegates try to get
the British delegates to impress their Government with the virtue of taking a
reasonable gamble because of the facts already mentioned.

In regard to #2, we felt that Mr. Rasminsky’s formula was okay and should
be stressed more under the circumstances. We also felt the Canadian delegates
should fight against any “cooking” of the quotas.

In regard to #3, we agreed with the amendment proposed by Mr. Rasminsky
to section 11I(5).

I called Mr. Rasminsky this morning and gave him these views over the
telephone.
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3. Further Questions.
Mr. Rasminsky raised two more points:

(1) The present draft agreement requires a majority of quota votes for an all-
round change in the value of gold. Mexico is suggesting that such a change be
effected by a majority of countries rather than by quota votes or a majority of
countries having 10% or more of the quota. South Africa was proposing that
the decision be by a majority of quota votes of those countries having 10% of
the quotas and including at least one-third of the member countries.

I agreed with Mr. Rasminsky that the Canadian Delegation should continue
to press for the formula as it is in the present draft.

Mr. Rasminsky indicated also that an embarrassment had arisen yesterday
because of an amendment advanced by Mexico which would have the effect of
allowing silver holding countries to get an additional quota equal to 80% of
their present quotas by pledging silver. In the discussion yesterday only Dennis
Robertson of the British Delegation had opposed this proposal, and other
countries seemed unwilling to “stick their necks out.”

I agreed with Mr. Rasminsky that he should oppose this proposal, but using
as much discretion as possible.

[W. C. CLARK]

36. DEA/6000-F-40
Mémorandum du sous-ministre des Finances
Memorandum by Deputy Minister of Finance

[Ottawa,] July 10, 1944
BRETTON WOODS CONFERENCE

Re: Telephone Conversation with Dr. Mackintosh.

Dr. Mackintosh called me today to report on four points.

1. Executive Committee.

He said it was now very likely that five permanent directors would be named
— U.K., U.S,, Russia, China and France. We had made our own position clear
but it was impossible either to limit permanent directors to three or to increase
them to six (with the inclusion of Canada). We had also pressed our
supplementary suggestion (providing for representatives on the permanent
directorate of at least two creditor countries) but we were doing it on grounds
of principle rather than as a means of “fobbing off” Canada. The United
States technicians were enthusiastic about it and were pressing it strongly. At
my suggestion, Mackintosh agreed to keep our own pressure up.

2. Exchange Rate Formula.

The Conference or one of its sub-committees appears to have adopted the
British suggestion, but this has been greatly strengthened and seems now to be
reasonably acceptable from our point of view. Under the present draft, if a
country depreciates against the wishes of the Fund it is suspended from the use
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of the Fund’s facilities unless the Fund actively intervenes, and will be thrown
out by the end of the year unless the country reaches a satisfactory agreement
with the Fund.

The United States Congressmen on the U.S. delegation thought this revised
formula was better from the point of view of the U.S. Congress, and this
attitude swung the U.S. delegation over.

3. Convertibility.

Discussion of this problem is not yet completed but the British will
apparently accept both tests of convertibility; (in other words, they will accept
the addition to Section III(5) of the test which we suggested the other day,
namely, “or so long as it has independent monetary reserves in excess of its
quota.”) It is not yet clear that the U.S. will not wish to be stiffer than this but
we will play along behind the U.S,, that is to say, we will accept the British
suggestion if the United States is willing to, but if the United States is
unwilling to we will support their stand.

4. Bank for Reconstruction and Development.

Dr. Mackintosh asked us for some instructions as to what the Canadian
subscription ought to be. Keynes had raised the question with our delegates,
pointed out that the Bank was a more flexible instrument than the Fund and
that anything from $300 to $500 million might be desirable. Non-committally,
our men said that in a $10 billion institution our share might be of the order of
$325 million. Mackintosh says there is no doubt that the British and United
States will wish to give us a prominent place in the Bank including a
permanent seat.

We are going to have some fun with other delegates by pointing out that we
do not know why subscriptions to the Bank should be any different from the
quotas given to various countries in the Monetary Fund.

The United States apparently expects to put up $3,500 million, but nothing
is known as yet about the probable subscriptions of other countries.

I promised to let Mackintosh know our views in the next day or two.

N.B. (1) The U.S.S.R. is still pressing for a quota in the Fund approximately
the same size as that of U.K. (perhaps $1100 or $1200 million) and are likely
to get it. This will mean an addition to the size of the Fund, bringing it up to
perhaps $8400 million. Mackintosh thought there had been a modest reduction
in the Chinese quota, and India and Australia were still trying to get their
quotas lifted somewhat.

(2) He also said that the silver agitation would not get anywhere. Mexico had
created some embarrassment but was not getting any real support and their
proposals were likely to fall through.

C[LARK]
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37. DEA/6000-F-40

Le sous-secrétaire d’Etat aux Affaires extérieures
au sous-ministre des Finances

Under-Secretary of State for External Affairs
to Deputy Minister of Finance

Ottawa, March 27, 1945

Dear Dr. Clark,

The American Ambassador told me today that he had had a word this
morning with Dean Acheson about the position of the Bretton Woods proposals
in Congress. Prospects in the Senate were favourable, but the division in the
House of Representatives would probably be very close, and it might be
necessary to concede some token amendment to conciliate the opposition. Any
amendment the Administration accepted would be innocuous and they hoped
easily acceptable to other Governments.

I showed Atherton the draft reference to Bretton Woods which the Prime
Minister proposed to use in his speech tonight.?° He thought such a statement
would have a very helpful effect in Washington where Acheson had said that
any indication that “the other creditor country” was disposed to go ahead with
the Bretton Woods proposals would have some influence on the faint-hearted
Congress.

Yours sincerely,

N. A. ROBERTSON

38. DEA/6000-F-40
Communiqué du ministre des Finances
Press Statement by Minister of Finance

Ottawa, July 26, 1945

PRESS STATEMENT BY HON. J. L. ILSLEY

The intention of the Canadian Government to introduce legislation at the
next session of Parliament to provide for Canadian participation in the
International Monetary Fund and the International Bank for Reconstruction
and Development was announced by the Hon. J. L. Ilsley in a press statement
this morning.

In speaking to the Press, the Minister of Finance said, in part, “You will
recall that the Bretton Woods Agreements reached a year ago on July 22nd,
were the result of a series of discussions among treasury and central bank
officials of a large number of countries, beginning as early as 1942. Separate

WL e discours a été prononcé le 28 mars 1945. Voir Canada, Chambre des communes, Débats,
1945, Premiére session, p. 324.
The speech was given on March 28, 1945. See Canada, House of Commons, Debates, 1945,
First Session, pp. 309-10.
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plans were originally put forward by United Kingdom and United States
officials in the spring of 1943. These plans were circulated to other govern-
ments and were made public so that they might be subjected to the scrutiny of
public opinion as well as to the analysis of experts. Canadian officials took an
active part in these discussions as well as in those of the Bretton Woods
Conference and I think I am right in saying that the general opinion abroad as
well as at home is that the part they played was a helpful and constructive one.

The Bretton Woods Conference was a conference of Government
representatives but no government was in any sense committed by the
Agreements reached there. It remained open to each government to decide
whether or not it wished to ask its legislative body to approve participation in
the proposed institutions.

The United States Congress has approved by large majorities the
participation of that country in these two institutions. The Unted States is thus
the first of the forty-four countries represented at the Conference to decide
through its legislative processes on participation. The Canadian Government
warmly welcomes the decision of the United States and finds in it an
encouraging indication of determination to provide leadership in seeking the
‘bold and imaginative’ solutions of world economic problems which the Prime
Minister and the late President Roosevelt agreed were necessary, when they
last met.

For our own part, the Canadian Government intends to introduce legislation
at the next session of Parliament to provide for Canadian participation in the
International Monetary Fund and the International Bank for Reconstruction
and Development. I do not propose to say anything about the rather complex
details of these institutions but they appear to me to represent an attempt to
avoid some of the errors and evils of the past and to deal with international
financial and monetary matters through co-operative action amongst nations.

The International Monetary Fund provides a system of exchange
relationships among nations which avoids both the excessive rigidity of the
automatic gold standard and the excessive flexibility of completely unregulated
exchange rates. Under the Agreement, competitive currency depreciation will
be debarred and so, also, will multiple currency practices involving a variety of
exchange rates as used by Germany before the war. Each country joining the
Fund will fix the par value of its own currency and will undertake not to
change this except to correct a fundamental disequilibrium. A leeway of ten
percent is allowed for subsequent changes which may be made by the
independent action of each country, but for changes beyond this members
agree to consult first with the Fund. For its part, the Fund must approve
changes if they are necessary to correct a fundamental disequilibrium. Hence,
no country need fear that it is putting on a strait-jacket by agreeing to these
provisions.

When the Plan is fully in operation, one currency should be freely
convertible into any other currency, so that a country can export with the
assurance that it can use the proceeds of its exports to any part of the world to
pay for its imports from any other part of the world and that it does not have to
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balance its accounts with each of its trade partners individually. To enable
countries to do this, a pool of credit totalling $9 billion is established to which
each country contributes and from which each country is entitled to draw
according to a set of quotas reflecting roughly the economic capacity of each
country. The quota for Canada is $300 million in terms of United States funds.
Of this, we shall put up $75 million in gold and the balance in Canadian funds
which the Fund will have available for sale to other countries for the purpose of
making payments for goods and services purchased in Canada. If from time to
time our own current payments abroad are in excess of our receipts, we shall
have the right to buy foreign exchange from the Fund to the extent of 125
percent of our quota or the equivalent of $375 million United States funds.

Whereas the International Monetary Fund provides for financing temporary
deficits in the balance of payments of member countries, the other proposed
institution, the International Bank for Reconstruction and Development, is
intended to help provide long term capital requirements. It is to do this partly
by making direct loans itself to aid in reconstruction and development but
mainly by guaranteeing loans issued through the private investment market.
The Canadian participation in the capital of the Bank is equivalent to $375
million (U.S.). Of this only twenty percent is to be paid in at once, two percent
in gold and eighteen percent in Canadian dollars. The balance will be subject
to uniform call on all members if it is necessary to make good on guarantees
given by the Bank.

The Canadian Government believes that these two institutions, if
established, can play a very important part in facilitating the economic
reconstruction of the world. They can minimize economic friction among
nations and can help to provide the monetary conditions necessary to attaining
a high level of world trade on a non-discriminatory basis. They can be of
particular benefit in the immediate future to the countries materially and
economically devastated as a result of the war. Canadian participation in the
Fund and in the Bank is one way in which we can help toward the rehabilita-
tion of these countries and the re-establishment of their economies.

But our interest in secing these institutions set up is not solely altruistic. We
think that this country has a great deal to gain from their establishment.
Foreign trade is very important to us and foreign trade cannot possibly flourish
under conditions of chaotic changes in exchange rates, competitive exchange
depreciation, blocked currencies and so on. A reasonable degree of exchange
rate stability is necessary if trade is to be carried out without excessive risks.
Moreover, as we all know, we have normally sold more to the United Kingdom
than we buy there, while we buy more from the United States than we sell to
them. When the Fund is fully functioning, it should be of assistance in enabling
us to use our surplus with the United Kingdom to cover our deficiency with the
United States. To attempt to balance our accounts bilaterally with both the



60 FINANCES, COMMERCE ET MARINE MARCHANDE

United Kingdom and the United States would only result in great economic
disorganization and a lower standard of living in this country.

We have another important interest in these institutions. Canada is one of
the few countries which is likely to be in a position to lend abroad during the
next few years. At times we will wish to do so in order to maintain employment
in our own export industries. It is of interest to us that loans made or
guaranteed by these institutions will help to maintain our export trade. This
may well turn out to be a useful supplement to our direct loans under the
Export Credits Insurance Act.

I have referred to the advantages of the Bretton Woods institutions but it is
important also to recognize their limitations. They provide a framework which
will help greatly in the development of favourable economic relations among
nations, but they do not guarantee that nations will in fact adopt commercial
policies of an expansive rather than a restrictive sort. Quite independent action
will be needed in this field. Neither do the Bretton Woods Agreements solve
the problems of countries whose international financial position has been
greatly worsened as a result of the war. The Agreements recognize that some
countries may not be in a position to assume immediately all the obligations of
membership in the Fund.

Specifically what this delay means for us is that the International Monetary
Fund will not immediately have the effect of making our surplus sterling
convertible into United States funds. This, in turn, means that we must look
forward to a continuance of exchange control in Canada. We have to anticipate
deficits in our current account transactions with the United States and if we
are to be able to meet these deficits we must be in a position to prevent any
unnecessary export of capital. I would hope and expect, however, that the
exchange control could remain as it is now, confined to controlling capital
movements, and that there need be no restrictions on ordinary current account
transactions.

The institutions for which the Bretton Woods Agreements provide are
immensely important in the rebuilding of international economic relations. It is
in this belief that the Canadian Government proposes to recommend Canadian
participation in them. The Government is, however, keenly aware that if the
Bretton Woods Plans are to achieve the full measure of their purpose, they will
have to be followed by other agreements in the field of international economic
policy and particularly by action designed to reduce trade restrictions and to
deal constructively with the immediate financial problems of the countries
whose position has been most seriously undermined by the war.”
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39. DF/8110 Vol. 1

Mémorandum de I’adjoint spécial en temps de guerre
du sous-ministre des Finances
au ministre des Finances

Special Wartime Assistant to Deputy Minister of Finance
to Minister of Finance

Ottawa, November 21, 1945

RE: BRETTON WOODS LEGISLATION.

In the White Paper on Employment and Income the Government endorsed
these plans and expressed the hope that Parliament will in due course approve
the draft Agreements. In the Speech from the Throne?' the legislation was
mentioned as being in the program for this session.

In the Articles of Agreement of the International Monetary Fund it is
provided that on signifying its willingness to join the Fund, a country shall pay
into the United States 1/100 of 1% of its quota. In Article XX, section 2,
paragraph (e), it is provided that the Articles of Agreement shall be open for
signature until December 31, 1945. It is further provided that the Articles of
Agreement shall come into force when countries holding 65% of the total
quotas have signified their intention of joining. In paragraph (d) of the same
section it is provided that if the Fund has not come into force on December 31,
1945, the initial contributions above referred to shall be returned to the
countries which paid them.

The Articles of Agreement of the International Bank for Reconstruction
and Development are identical on these points.

It is clear that unless the adherence of countries holding 65% of the quotas
is obtained by the end of December, the Articles of Agreement will lapse.
There is no provision in them for any extension. I would think that it would not
be impossible to obtain some agreement to extension but it would be decidedly
awkward and risky. The United States are inclined to be very critical of the
United Kingdom for holding up their approval of Bretton Woods and it has
been reported to us that Vinson®? has said that if the Agreement lapses on
December 31st, it is dead as far as he is concerned as he will not go back to
Congress to get a new approval.”

W. A. MACKINTOSH

2'Le 6 septembre 1945, Voir Canada, Sénat, Débats, 1945, Deuxiéme série, p. 4.
September 6, 1945. See Canada, Senate, l?ebates, 1945, Second Series, p. 4.

2Fred M. Vinson, secrétaire au Trésor des Etats-Unis.
Fred M. Vinson, Secretary of the Treasury of the United States.

BLa loi autorisant l'acceptation de I'accord par le Canada eut regu la sanction royale le 19
décembre 1945. Voir Canada, Statuts, 9-10 George VI, Chapitre 11.
Legislation enabling acceptance of the agreements by Canada was assented to on December 18.
1945. See Canada, Statutes, 9-10 George VI, Chapter 11.
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40. DEA/6000-G-40

Le secrétaire d’Etat aux Affaires extérieures
a I'ambassadeur aux Etats-Unis

Secretary of State for External Affairs
to Ambassador in United States

TELETYPE EX-4302 Ottawa, December 24, 1945

IMMEDIATE. My despatch No. 1413 dated December 18, 1945, conclusion of
Bretton Woods Agreements.

The submission to Council," a copy of which was enclosed with my above
mentioned despatch, was approved on December 21st and gazetted on
December 22nd. It is therefore in order for you to conclude the Agreements for
Canada on December 27th.*

PARTIE 2/PART 2

COMMERCE EXTERIEUR
INTERNATIONAL TRADE

41. DEA/7-Js

Le haut commissaire par intérim en Grande-Bretagne
au secrétaire d’Etat aux Affaires extérieures

Acting High Commissioner in Great Britain
to Secretary of State for External Affairs

TELEGRAM -13 London, February 25, 1944

SECRET. Following for Robertson from Canadian Delegation Economic Policy
Talks.”

The British appear to be bothered considerably by the approach to the
problem of preferences and multilateral tariff reduction which developed out of
the Canadian-United States talks.?* Their immediate reaction was that the
United Kingdom approach had been turned around. They state that their
objective was to achieve a drastic scaling down of the very high rates by means
of a ceiling, say 25%; only a relatively small reduction, much less than 50%, in

2Voir Canada, Recueil des traités, 1944, N° 37.
See Canada, Treaty Series, 1944, No. 37.
2Voir aussi le document 20./See also Document 20.
%*Voir la piéce jointe, document -1./See enclosure to Document -1.
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the moderate rates and no reduction of the low rates, i.e. rates below a floor of
say 10%. They seem to feel that the emphasis has been reversed by the
discussion of a general 50% cut which would not bring down the very high rates
sufficiently while effecting a very substantial cut in the moderate rates. With
regard to preferences, they do not rule out the possibility of increases in British
preferential rates to reduce or eliminate margins. We have explained our
position fully and have emphasized that in our discussions with United States
officials we made it clear that we also preferred a ceiling, but that even with a
ceiling, substantial general cut in rates should be achieved. The British appear
to be delaying discussion apparently in order to give them time to consider the
implications of the Canadian approach.

The discussions of this matter will be resumed not earlier than Tuesday. If
you have any comments we should be glad to receive them. Ends.

42. DEA/7-Js

Le secrétaire d’Etat aux Affaires extérieures
au haut commissaire par intérim en Grande- Bretagne

Secretary of State for External Affairs
to Acting High Commissioner in Great Britain

TELEGRAM 385 Ottawa, February 28, 1944

IMMEDIATE. SECRET. Following for McKinnon from Robertson, Begins:
Following comments on United Kingdom approach outlined in your telegram
No. -13 may be of some assistance:

(1) A multilateral commercial convention open to general accession with a
minimum of reservations should be as simple and uncomplicated as possible.
This seems to me a powerful political argument in favour of the simplest
formula that can be made to appear reasonably equitable, i.e. a fifty percent
reduction in all rates qualified if feasible by agreed ceiling and floor.

(2) Suggestion that multilateral tariff reductions should be brought about by
differing percentage cuts in various classes of rates would appear to involve all
the technical problems encountered in examination of ceiling proposals
including difficulty of comparing specific and ad valorem rates of duty and
F.O.B. and C.ILF. methods of valuation, plus new complications akin to the
“notch problem” in income taxation arising out of the transition from one class
of rates which would be subject to given percentage reduction to the next lower
class where a lower coefficient of reduction would apply.

(3) “Drastic and comprehensive” tariff reductions should be of an order that
would make reasonable the United States-United Kingdom objective of the
total abolition of quantitative import restrictions and substantial elimination of
preferences. I do not think a general reduction of less than fifty percent would
meet these tests.
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(4) So far as possible the “elimination” of preferences should be a
consequence of overall tariff reductions, thus lessening the scope and
plausibility of United States requests for special capitulatory concessions in
respect of Imperial Preferences. Obviously the further you go in reducing
tariffs generally, the problem of the residual preferences diminishes in
difficulty and vice versa.

(5) There is a good deal of validity in United States contention that a fifty
percent cut in a forty percent tariff rate is likely to be of more serious economic
consequence than a fifty percent cut in a twenty percent rate. For this reason I
am not greatly worried by optical inequality of sacrifice which would result
from application of a single formula of reduction to high and low tariff
countries. Ends.

43. DEA/7-Js

Le haut commissaire par intérim en Grande- Bretagne
au secrétaire d’Etat aux Affaires extérieures

Acting High Commissioner in Great Britain
to Secretary of State for External Affairs

TELEGRAM 524 London, March 3, 1944

SECRET. Following for Robertson from Canadian Delegation, Economic Policy
Talks, Begins:

1. Commercial policy discussions yesterday and today were devoted largely to
technical aspects of applying any formula to specific duties, the incidence of
which was changed since pre-war owing to price level and exchange rate
changes. One United Kingdom suggestion is that the reduction of specific
duties should be adjusted to compensate for changes in exchange rates and
price levels. Rates on the United States dollar and the United States price level
would be taken as basis for the adjustment. To help meet problem of specific
rates generally, the United Kingdom has suggested that provision be made for
deferred enforcement of ceiling with earlier operation of overall reduction, thus
providing time for the collection of relevant statistical data for the calculation
of ad valorem equivalents of specifics for the purposes of the ceiling. We urged
that ceiling be expressed as an ad valorem rate on specified basis of valuation
more than which no importer would be required to pay. While recognizing in
theory the validity of contention regarding reduced incidence of specifics under
today’s values, we urged that the complications and anomalies resulting from
crude adjustments for price level and exchange rate changes should not be
introduced except for countries in special circumstances which would be dealt
with separately.

2. As soon as discussions left technical issues for concrete matter of precise
formula, Australian delegation in general statement of their position
questioned seriously the practicability of the multilateral approach to tariff
reduction. Their statement explained in detail difficulty of undertaking to
reduce rates, the inequities involved in a general reduction, serious technical
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difficulties, etc. They suggested instead that multilateral approach might be
confined to a tariff truce with an aspirational statement to reduce duties in the
future. India came out in favour of something along the lines of Formula D
which will give them freedom as to which items the reductions will be applied.
It is not clear how seriously this is to be taken. They are probably only
concerned about relatively few rates of an infant industry character. The
United Kingdom, it appears, is not inclined to apply any serious pressure to
Australia because of political reasons. The problem of preferences has not yet
been discussed as such. It will come up at the next meeting when we intend to
make a full and frank statement of our position regarding both preferences,
tariff reduction and the multilateral approach.

3. Present forecast is meetings will continue to about March 17th, adjourning
then for long weekend to permit United Kingdom consultation of Ministers and
reassembling following week to draft document for conclusions. Ends.

44, DEA/7-Js

Le haut commissaire par intérim en Grande- Bretagne
au secrétaire d’Etat aux Affaires extérieures

Acting High Commissioner in Great Britain
to Secretary of State for External Affairs

TELEGRAM 560 London, March 8, 1944

SECRET. Following for Robertson from Canadian Delegate, Economic Policy
Talks, Begins: Regarding commercial policy.

Following general statements by Dominions, United Kingdom have now
outlined their position regarding the tariff reduction formula and preferences.

1. Tariff reduction. United Kingdom still prefer formula providing for ceiling
of 25%, floor of 10% and a reduction of 25% in rates between ceiling and floor.
They recognise that ceiling of 25% might be too drastic for high tariff
countries, but think it important that high rates should be cut further than
moderate rates. Consequently they forego ceiling as an immediate measure and
suggest a graduated reduction of M.F.N. rates obtained by application of the
formula one half of the rate in 1939 plus 5% ad valorem originally proposed by
South Africa. Thus previous M.F.N. rate of 100 would be reduced to 55 and
M.F.N. 30 to 20. They feel technical problems of this method not insuperable
if general reduction is not applied immediately which would allow time for
collection of statistics. If quantitative restrictions are to be permitted during
transitional period they think it may not be possible to obtain immediate
application of tariff cut in any case.

2. Tariff floor. United Kingdom propose floor of 10% under which there
would be complete freedom to adjust rates including free rates.

3. Infant industries and new duties: United Kingdom propose countries might
be permitted to give protection for limited period not exceeding specified rates
on any commodity where domestic production is less than a given proportion of
consumption. After expiry of limited period duties must be reduced.
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4. Preferences. United Kingdom agree with Canadian position that
Convention should not contain anything which would require or would result in
a general raising of B.P. rates in order to reduce preferential margins. They do
not envisage an absolute prohibition against increases in B.P. rates but no one
should be compelled to do so. They propose that the preference margins should
be reduced by the graduated reduction of M.F.N. rates in accordance with
above formula, but that no preferential margin need be reduced below 5% ad
valorem. Thus M.F.N. of 50 and B.P. of 30 would be reduced to 30 and 25.
Contrary to Canadian suggestion regarding unbinding of margins, United
Kingdom oppose unbinding of B.P. margins or rates on the ground that this
might lead to countries of Commonwealth making bargains at expense of one
another and give rise to intra Commonwealth discrimination.

5. In stating preliminary Canadian reaction we said that we could not oppose
the principle of graduated reduction provided it is substantial, but that we saw
considerable technical difficulties in respect of specified rates. We said we were
most doubtful that the United Kingdom proposal regarding preferences would
be acceptable to the United States. They replied that they are prepared to put
the proposals up to the Americans and to argue strenuously in this matter,
which they have always regarded as a case for striking a bargain between the
amount of tariff cut and reduction of B.P. margins. They explained that in
agreeing to Article 7 it was understood that the reduction of tariffs and the
“elimination” of discrimination could both be gradual. We reserved our
position completely regarding their opposition to our suggestion for the
unbinding of margins. We are informed unofficially that there is now a group
in the United Kingdom Cabinet, namely Beaverbrook, Amery and Hudson,”
who are not prepared to accept a relaxation of the B.P. system. The opposition
to our suggestion concerning unbinding is probably not unconnected with this
situation.

6. The immediate reactions of other Commonwealth representatives were
non-commital. The Australians felt that the proposed general reduction in
tariffs would, on the one hand, be inequitable in its effect on their individual
protected industries and on the other, not achieve an adequate reduction in the
barriers to their products in the United States market.

7. We are anxious to hear your views.?® Ends.

¥R. S. Hudson, ministre de I'Agriculture et des Pécheries.
R. S. Hudson, Minister of Agriculture and Fisheries.
®Aucune réponse ne fut trouvée./No reply was located.
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4s. DEA/7-Js

Le sous-secrétaire d’Etat aux Affaires extérieures
au sous-ministre des Finances

Under-Secretary of State for External Affairs
to Deputy Minister of Finance

SECRET. [Ottawa,] March 10, 1944

Dear Dr. Clark,

I am enclosing copy of High Commissioner’s telegram No. 560 of March
8th, setting forth the United Kingdom approach to questions of tariff and
preferential policy. The distance between the United States and the United
Kingdom positions appears to have widened a good deal since they first met in
Washington in October. In general, objectives seem to be shrinking and
receding. It seems to me that, as the multilateral programme becomes more
modest and more remote, we shall have to look more seriously and more
quickly at the specific problem of Canadian-American trade relations. I had
envisaged a bilateral agreement with the United States, supplementing a
general multilateral tariff reduction, but if effective multilateral action is to be
indefinitely deferred and, when achieved, prove modest, then I think we may
have to look at the question again from the continental viewpoint.

Yours sincerely,

N. A. ROBERTSON

46. DEA/7-Js

Le haut commissaire par intérim en Grande- Bretagne
au secrétaire d’Etat aux Affaires extérieures

Acting High Commissioner in Great Britain
to Secretary of State for External Affairs

TELEGRAM 585 London, March 10, 1944

SECRET. Following for Robertson from Canadian Delegation, Economic Policy
Talks, Begins: Regarding Commercial Policy.

1. In course of discussion of provisions of proposed Convention regarding
removal of quantitative restrictions, United Kingdom outlined some of their
preliminary views concerning latitude they require during transitional period.
They propose that any member should be free to use quantitative restrictions to
deal with immediate post-war emergencies without limitation for a two year
period save to consult with other members who may be injured thereby. This
would be followed by a second phase lasting three years during which all
quantitative restrictions would be eliminated progressively. They attach two-
fold meaning to transitional period (a) transition from war to peace, (b)
transition from higher to lower levels of protection. With respect to latter, they
are inclined to think that from practical standpoint of reaching agreement, the
abolition of quantitative restrictions and reduction of tariffs should both be
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gradual. Thus they propose signature of Convention as soon as possible by
group of countries with substantial proportion of world trade. Convention
would become operative immediately with respect to establishment of
organization. Collection of statistics and consultation regarding quantitative
controls during transitional period. Partial tariff cut might begin at end of
hostilities and continue progressively until full reduction is reached at
termination of special transitional arrangements.

2. We expressed view that full tariff reduction should go into effect at once as
soon as possible following close of hostilities in order to facilitate and hasten
whole process of MPCAS statement. Since it appeared in our discussions with
United States officials that they were showing signs of giving sympathetic
consideration to this course, we felt it unwise for United Kingdom to suggest
possibility of gradual or delayed reduction. We were supported in our attitude
by New Zealand and South Africa and it seemed we made some headway in
convincing United Kingdom. Australians on other hand said that until there
was an opportunity to examine the effect of the proposals on their industries
they could not say whether they are acceptable on basis of either immediate or
gradual application. If effects are severe they feel they would need time and
have freedom to use quantitative restrictions during transition period.

3. This discussion was preliminary. Full and detailed consideration of
transitional period arrangements will come later under monetary discussions.”
Ends.

47. DEA/7-Js

Le sous-ministre des Finances
au sous-sécretaire d'Etat aux Affaires extérieures

Deputy Minister of Finance
to Under-Secretary of State for External Affairs

SECRET Ottawa, March 11, 1944

Dear Mr. Robertson:

Thanks for your note of March [0th transmitting copy of High Commis-
sioner’s telegram 560 of March 8th, which sets forth the United Kingdom’s
approach to questions of tariff and preferential policy.

I agree with your comments and your general approach. In fact, for some
time I have been growing increasingly skeptical of the possibilities of real
achievement under the multilateral program and therefore increasingly
concerned with the advisability, from our point of view, of a radical continental
approach coupled with a radical Canadian-British program.

You will probably wish a conference on the reports of our delegation in
London and particularly on despatch 560 in order to give further instructions
to our delegation. Unfortunately it now appears that I will have to be out of

®Voir le document 24./See Document 24.
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town for the next few days but in spite of that I think you should have the
discussion early next week.
Yours sincerely,
W. C. CLARK

48. DEA/6000-A-40

Le conseiller, 'ambassade aux Etats-Unis,
au sous-secrétaire d’Etat aux Affaires extérieures

Counsellor, Embassy in United States,
to Under-Secretary of State for External Affairs

SECRET Washington, March 11, 1944

Dear Mr. Robertson:

With reference to your letter of February 17th, 1944," and subsequent
exchange of teletype messages' concerning discussions between Canadian and
United States officials on commercial policy, I enclose herewith twelve copies
of a mimeographed statement received this morning from Mr. Southworth3®
dealing with the conversations at Washington and at New York.

The suggested changes by the United States group in our draft statement’
have been incorporated in the United States revision. The only other change
that I notice is in IV (§), where we use (x%); you will note they have inserted
(say 50%).

In conversation yesterday with Mr. Southworth, he said that they hope
within the next two or three days to submit to the Committee on Post-War
Programs a statement which will consist of the undertakings formulated during
the discussions, and in the event of clearance on this high level, the United
States hope to proceed with conversations with other countries.

Yours sincerely,
M. M. MAHONEY

%Constant Southworth, adjoint, Direction de la politique commerciale, département d’Ftat des
Etats-Unis.
Constant Southworth, Divisional Assistant, Division of Commercial Policy, Department of
State of the United States.
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[PIECE JOINTE/ENCLOSURE]

DECLARATION SUR LES DISCUSSIONS CONCERNANT
LA POLITIQUE COMMERCIALE

STATEMENT ON DISCUSSIONS ON COMMERCIAL POLICY

SECRET

Informal Exploratory Conversations Between Officials
of the United States and Canada Regarding the
Formulation of an Agenda for Discussions Looking
Toward the Implementation of the Principles
Enunciated in the Exchange of Notes Between the
United States and Canada on November 30th, 19423

Washington, January 3rd to 7th, 1944
and
New York, February 12th to 13th, 1944,

ECONOMIC POLICY OTHER THAN MONETARY AND FINANCIAL

SECTION ON COMMERCIAL POLICY

The procedure adopted for the American-Canadian talks on commercial
policy, of which this is a summary, was a topic by topic discussion of the
commercial policy section of the joint statement of October 16th, 1943'
resulting from the earlier informal talks by the American and British groups on
economic policy other than monetary or financial. Where it is stated below that
the Canadian group concurred with or had no objection to any designated
portion of the United States-United Kingdom statement, the implication is that
the American group had not changed its position with regard to such portion
since formulation of that statement. Numerical references to that statement
hereinunder are to the section on commercial policy.

I. MULTILATERAL APPROACH

1. It is highly desirable to negotiate a multilateral convention on commercial
policy covering both quantitative import restrictions and tariffs. Such an
attempt should be made at the earliest possible moment while conditions of
relative commodity scarcity still obtain and foreign competition is of relatively
little concern to domestic producers and before demobilization of war industry
has set in and vested interests in war-time restrictions on imports become too
highly developed. The Canadian group suggested that the convention should
cover an initial period of at least 10 years.

2. The multilateral convention should be so drawn that all states could accede
to it including industrially undeveloped countries as well as industrial countries

3Woir Canada, Recueil des traités, 1942, N° 17. Voir aussi le volume 9, les documents 610, 612.
See Canada, Treaty Series, 1942, No. 17. See also Volume 9, Documents 610, 612.
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and countries with largely state-directed economies as well as countries where
private enterprise predominates.

3. The American group felt that if it should not prove feasible to remove
quantitative import restrictions and reduce tariffs simultaneously serious
consideration should be given to the negotiation of a convention providing for
immediate removal of quantitative import restrictions and for subsequent
bilateral negotiations to reduce tariffs. The Canadian group felt that, on the
contrary, since quantitative restrictions and tariffs are often alternative forms
of protection, undertakings to eliminate quantitative restrictions and to reduce
tariffs ought to be reciprocal and simultaneous. With respect to the carrying
out of these undertakings it was urged that during the transitional period there
may well be circumstances which would require that certain countries with
unbalanced economies should be given an agreed period in which to liquidate
quantitative restrictions while tariffs should be reduced forthwith.

4. In general the Canadian group was in accord with the United Kingdom
view expressed in the United States-United Kingdom statement (I 1, page 6):
that a definite commitment to abolish quantitative restrictions should be
accompanied by an equally precise commitment to effect substantial reductions
in tariffs. In the view of the Canadian group the extent of the overall reduction
should be of the order of, say, 50% in most-favoured-nation rates.

II. NEGOTIATION, ADHERENCE AND GENERALIZATION PROCEDURE.
There was general agreement that the following procedure regarding
negotiation, adherence, and generalization with respect to the proposed
multilateral convention on commercial policy might be desirable:

(1) Agreement should be reached first among the United States, the United
Kingdom, the countries of the British Commonwealth, the U.S.S.R., and as
many other countries as practicable, on a draft convention designed to be
feasible of adherence by all countries.

(2) Prior to signature by the original group, the draft convention would be
submitted to other countries with a view to obtaining their agreement thereto
without any important exceptions or reservations in respect of any particular
country.

(3) The convention should come into force upon adherence by a group of
countries which could form an adequate nucleus.

(4) When the tariff reductions and other benefits of the convention enter into
force they should be extended to other countries for a stated time to cover the
period of notice generally required for the revocation of trade treaties and
most-favoured-nation arrangements. After the expiry of this period the benefits
should be withdrawn from countries which have not adhered to the convention;
it might well be desirable for the international organization to be granted
authority to extend the period for adherence or to make exceptions in the terms
of the convention in justifiable cases for particular countries.

(5) The convention should include a provision for the abrogation and
prohibition of all commitments regarding the maintenance of margins of
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preference and rates bound against decreases so that all rates would become
and continue to be freely negotiable. (Although the United States group agreed
with the substance of this statement, it questioned the appropriateness of
including it in Section 1l rather than in Section 1V).

(6) The convention should provide that all reductions in rates resulting from
the tariff reduction formula and all subsequent reductions in rates by any
signatory country must be extended automatically and unconditionalily to all
the signatories of the convention.

III. TARIFFS.

1. Tariff- Reduction Formulae.

The first three alternative formulae in the United States-United Kingdom
statement (I 2, pages 7-8) were discussed on the understanding that they
referred solely to most-favoured-nation rates — not to preferential rates nor to
any rates higher than the most-favoured-nation rates. The Canadian group felt
that formula A — uniform reduction with a ceiling and a floor — would most
effectively accomplish the purpose of world tariff reduction. However,
recognizing the technical difficulties of applying the ceiling formula to specific
duties and different valuation systems, the Canadian group thought that
consideration might be given to a modified form of formula C. Both groups
agreed on the following modification of formula C as a tentative basis for
further discussion of tariff reduction in the proposed convention: all duties to
be reduced by a given percentage of their level as of a given date, say, July 1st,
1939, with a provision that no country is obliged to reduce any ad valorem
duty below 10%, on the basis of a specified method of valuation, and that any
country may instead of reducing a duty of a form other than ad valorem
substitute for such duty an ad valorem duty not to exceed 10% calculated
according to a specified basis of valuation. It might be found necessary to allow
certain countries lacking experience in valuation to establish reduced duties of
other form to a level not exceeding 10% in ad valorem equivalent; the question
as to what is the ad valorem equivalent thereof to be reviewed by the proposed
international commercial policy organization.

No duty which has been reduced in accordance with this convention shall
thereafter be increased, nor shall its form (e.g. ad valorem, specific, compound,
etc.) be changed except that any other form of duty may be changed to an ad
valorem duty which is of no higher rate as determined, in case of necessity, by
the proposed international commercial policy organization. No duty which has
not been reduced by this convention, shall hereafter be fixed at a higher rate
than was in effect on July Ist, 1939, nor shall it be expressed in a form
different from that in use at said date, except that any other form of duty may
be changed to an ad valorem duty which is of no higher rate, as determined, in
case of necessity, by the proposed international commercial policy organiza-
tion. No duty shall hereafter be established or maintained on any article which
as of July 1st, 1939, was free of duty.
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2. Revenue Duties.

In general the proposed exemption of revenue duties from the provisions
respecting tariff reductions and tariff binding and the definition of revenue
duties in 1 3 (page 8) of the United States-United Kingdom statement, were
satisfactory to the Canadian group. However, discussion brought out the need
of assuring that where such duties are used to provide funds for paying
subsidies the revenue duty does not become in effect a protective duty.

3. Infant Industries and Security Industries.

It was agreed that, in general, subsidies should be relied upon as the
mechanism for governmental assistance to necessary infant industries and
security industries.

Both groups emphasized that no exceptions should be allowed to the terms
of the convention on security grounds. Whatever legitimate claim “infant
industries” may have to special measures of assistance might be met in one or
more of the following ways:

(a) through the granting of exceptions in appropriate cases by the proposed
international commercial-policy organisation in accordance with agreed
criteria and procedure;

(b) through subsidies (see VII below);

(c) through international assistance by provision of long-term capital or
otherwise.

4. Tariff Quotas.

[t was agreed that where a tariff quota was in existence as of July 1st, 1939,
the tariff reduction formula should apply to both the upper and lower rates
thereof. The Canadian group felt that in a convention abolishing quantitative
restrictions, tariff quotas, which in the last analysis are of the same nature,
should be dealt with in the same way. In the possible event that provisions for
tariff reduction in the multilateral convention should apply only to the lower of
the two rates on products subject to tariff quotas, the situation with respect to
such products if such quotas were not abolished would be as restrictive as
before the convention took effect, if not more so.

1V. PREFERENCES.

1. The following statement on preferences is contained in the agreed summary
of the British-American discussions (II 1, p.9)

“Article VII of the Mutual-Aid Agreement between the United States and
the United Kingdom provides for agreed action looking not only toward the
reduction of tariffs but also toward the elimination of all forms of discrimina-
tory treatment in international commerce. No convention of the kind proposed
would give final effect to these obligations unless it makes definite provision
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both for an adequate reduction of tariffs and for the ultimate substantial
abolition of preferences. There remains for determination at the proper time
the difficult question of what reduction of tariffs, at one step or by stages,
would be adequate to make possible the substantial abolition of preferences. It
has become clear in the course of the discussions that United States opinion
would not consider it equitable or reasonable to contemplate drastic and
comprehensive reduction of tariffs (assuming this to be feasible) if it were not
accompanied by the simultaneous substantial abolition of preferences.”

2. The Canadian group pointed out that if agreement could be reached on a
multilateral reduction — of say 50% —- in most-favoured-nation rates, that in
itself would eliminate a great many preferential margins and would reduce
every one of the remaining margins by at least one half. In the opinion of the
Canadian group this would go a long way toward the “substantial abolition of
preferences” and is all that could reasonably be attempted in the multilateral
convention. The reduction of residual margins might be accomplished in the
following ways: (a) by simultaneous bilateral agreements for the further
reduction of duties and the reciprocal exchange of free rates — this would be
possible since all rates would be freely negotiable as a result of the abrogation
in the convention of commitments regarding the binding of rates and margins;
(b) by the possibility of eliminating certain preferential margins by distinguish-
ing, for more general purposes, between preferences freely exchanged between
the countries of the British Commonwealth and those granted in the non-
selfgoverning colonies, particularly in what were open door areas prior to 1932.

3. The Canadian group felt in principle that it would be unreasonable for the
United States to expect to achieve, in a multilateral convention, reductions of
preferences below the level to which the general 50% reduction in most-
favoured-nation rates would bring them. The request for the elimination of all
preferences would require either (a) the removal of all duties on all products
now admitted duty free from the United Kingdom, or (b) the imposition of new
or higher duties on hundreds of tariff classifications on which the British
Preference rate is now free. In the opinion of the Canadian group procedure (a)
would clearly not be practical for Canada, while procedure (b) would run
counter to traditional use of British Preferential rates as a means of reducing
tariffs and would be in conflict with the main purpose of the proposed
convention.

4. In the view of the United States group the extent of the tariff reduction
called for in the Canadian suggestion would clearly place it within the scope of
the phrase “drastic and comprehensive” used in the joint statement of October
16th, 1943, and would therefore need to be accompanied by provisions for the
simultaneous substantial abolition of preferences as indicated in the statement
(see sub-section II, point 1, p.11). While it is not possible at this stage to
determine with accuracy how far the Canadian proposal might go toward the
elimination of imperial preferences, it seems clear that a significant proportion
of them would remain. It would be extremely difficult to defend a convention
providing for drastic tariff reductions while leaving in existence an important
segment of the preferential system to be negotiated away in supplementary
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bilateral agreements involving still further tariff reduction. Such a convention
would be open to the criticism that the United States had used up almost all its
tariff bargaining power without achieving the objective with regard to
discriminatory treatment set forth in the Mutual Aid Agreements. It would,
moreover, be extremely doubtful if the United States Congress would grant the
necessary authority to negotiate supplementary bilateral agreements providing
for tariff reductions beyond those brought about through the multilateral
convention.

5. The United States group suggests that consideration might be given to
provisions along the following lines which would accompany provisions for the
adequate reduction of tariffs (x per cent.) under a multilateral formula and
which might meet, in part, the requirements for the simultaneous substantial
abolition of preferences:

(a) If there is no or only insignificant domestic production, the non-
preference duty must be reduced 50%, or to the level of the preference rate,
whichever gives the lower rate.

(b) Provided that if the country wishes to maintain the duty as a revenue
duty it may fix it at any level not exceeding the present level if preference is
entirely eliminated.

(c) If the non-preference rate is 10% ad valorem or less, either it must be
reduced 50% or the preference rate must be raised to equal the non-preference
rate.

(d) If the reduction of the non-preference rate by 50% would bring it below

10%, it may be fixed at any figure not over 10% provided the preference rate is
raised to the same level.
6. The United States group stressed the need for a general formula to deal
with residual preference and suggested for consideration the following, which
would be supplemented by 5(a) and (b) above: no margin of preference
remaining after the application of the tariff reduction formula would be left
higher than x per cent of what it was on, say, July 1st, 1939.

V. PROHIBITIONS AND QUANTITATIVE RESTRICTIONS ON IMPORTS.

1. It was agreed that, as set forth in the United States-United Kingdom
statement (III 1, page 10), import prohibitions and import restrictions such as
quotas and licensing systems are among the devices most destructive of
international trade, and, as part of a multilateral convention, should, except in
certain special cases which would be held to a minimum and closely defined, be
prohibited. In no case should their use for the purpose of protecting home
industries, including infant industries and industries deemed necessary on
grounds of national security, be permitted. (See I 3 above).

2. The Canadian group had no objection to the granting of exceptions to the
prohibition on quantitative restrictions during a specified transitional period on
grounds of balance-of-payments difficulties, for the purpose of implementing a
recognised international commodity agreement, or for other agreed purposes,
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along the general lines laid down in 111 2 (pages 10-11) of the United States-
United Kingdom statement.

3. The Canadian group likewise had no objection to the proposals for
temporary emergency exceptions and for rules of fair conduct in respect to
permissible quantitative import restrictions, as stated in United States-United
Kingdom statement (III 3 and 4, page 11).

4. In view of the fact that a question had been raised with regard to the
meaning of 111 5, page 11, of the United States-United Kingdom statement, it
was explained that the paragraph means that countries should be forbidden to
use exchange control to evade the general prohibition on quantitative
restrictions, and has no reference to the question under what circumstances, if
any, exchange restrictions might be permitted.

V1. EXPORT TAXES AND RESTRICTIONS.

The Canadian group endorsed the recommendation in sub-section IV, on
export taxes and restrictions, of the United States-United Kingdom statement
that there should be agreed action looking toward the abolition of export taxes
and restrictions, and expressed general concurrence with the lines of such
action as proposed in the said sub-section. Both groups agreed that it may be
desirable to consider including special provisions in the multilateral convention
on commercial policy to permit restrictions on exports of certain natural
resources in the interest of conservation, subject to the approval of the
appropriate international economic authorities.

VII. SUBSIDIES.

1. Both groups agreed that, as a general principle, export subsidies and other
forms of two-price systems should be banned. However, it was felt that price
and income supporting measures, particularly with reference to primary
industries, are inevitable in the post-war period in many countries. Also certain
countries may consider that if they drastically reduce their tariffs and
eliminate quantitative restrictions on imports as a result of the proposed
multilateral convention, it will be necessary for them to use subsidies as a
method of assistance. It is therefore important that agreement be reached as to
the means by which governments may render such assistance without having to
resort to quantitative import restrictions and export subsidies.

2. It was thought that one such method might be the use of income subsidies
which do not affect prices in the market. Another might be governmentally
guaranteed prices to producers. It was recognized, however, that either of these
methods could have as injurious effects on particular surplus situations as
direct price supporting measures which involve two-price systems and import
restrictions.

3. Both groups thought that certain surplus situations affecting internationally
traded commodities might well arise which would call for special international
commodity agreements. In such cases the use of two-price systems might be
permitted in accordance with the terms of such agreements. In this connection
the Canadian group thought that it would be very desirable to explore further
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the possibilities of the use of buffer stocks as a device which might prove
adequate for many cases which might otherwise be thought to require special
intergovernmental arrangements involving two-price systems.

VIII. STATE TRADING.

1. The Canadian group thought that it might be undesirable to require
countries with a complete state monopoly of foreign trade, such as Russia, to
commit themselves to purchase minimum global quantities of products as a
condition of becoming associated with the convention on reduction of trade
barriers and of receiving its benefits (see subsection VI, para.l10, page 15).
Such a provision is not needed from the viewpoint of exporting interests in
private enterprise countries, for if Russia cares to make use of the improved
opportunities for exporting its goods which would result from the convention, it
would ordinarily increase its imports pari-passu. Futhermore, Russia might
well feel that an obligation on its part to buy should be coupled in the
convention with a counter-obligation on the part of other countries to sell. The
allocation of such a counter-obligation among countries of supply might
present difficult problems. Also at times — for instance on the occasion of
Russia possibly receiving large loans — the countries which had agreed to
supply minimum amounts might face acute difficulties in meeting their
commitments.

The United States group recognized that, since a country such as Russia
tends to import to the limit of its ability, a global purchase commitment might
not be of great practical benefit to exporters in private-enterprise countries.
Nevertheless, in the view of the United States group, it would appear highly
desirable, if not essential, that complete state-trading countries give some
visible quid pro quo for the benefits received from private-enterprise countries.
The proposal for a global purchase commitment should not be discarded,
therefore, in the absence of some more satisfactory visible commitment.

3. It was felt by both groups that if tariff reduction and removal of quantita-
tive import restrictions are effectively carried out by all countries adhering to
the convention, increased pressure for state-operated importation might face
some governments which because of budgetary difficulties or other reasons do
not find subsidization feasible.

4. The Canadian group suggested that the proposed requirement that the
foreign purchases and sales of state monopolies be governed solely by
commercial considerations, i.e. on a nondiscriminatory basis (see VI, para. 8§,
p.14), might be strengthened by supplementary provisions requiring the
publication of price and other data on state trading which would serve as a
means of verifying its objectives and nondiscriminatory character.

5. Both groups felt the need of further thought before formulating a definite
position on state trading.

IX. INTERNATIONAL COMMERCIAL POLICY ORGANIZATION.

It was agreed, in conformity with the United States-United Kingdom
statement (VII 1, page 16), that the creation of an appropriate international
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commercial-policy organization seems essential to the successful operation of
any general multilateral commercial-policy convention. The Canadian group
was in general agreement with sub-section VII of the United States-United
Kingdom statement regarding the functions of such an organization and the
principles on which it should operate. The Canadian group thought that formal
connection should be established by the new body with existing international
bodies and that the latter should continue to function where appropriate, in
close relation with the new organization.

49. DEA/6000-40
Mémorandum
Memorandum

[Ottawa, April 25, 1944]

POST-WAR INTERNATIONAL ECONOMIC POLICY

The broad objectives of the United Nations regarding post-war international
economic policy are a prominent part of the general statement of aims in the
Atlantic Charter and the Mutual Aid Agreements. Since early in 1942 experts
and officials of governments, particularly in the United Kingdom, the United
States and Canada have explored, in a non-commital manner, the methods by
which these broad objectives might be given practical effect. This exploration
has proceeded from the standpoint of a broad international approach; one in
which all the United Nations could participate in the formulation and control
of arrangements on the functional principle, and assume obligations on a
multilateral basis in contrast to the alternative of bilateral agreements or
exclusive undertakings within regional or special groupings. The field which is
being explored is comprehensive. International collaboration and specific
arrangements are sought in all the spheres of complementary international
economic policy which can be combined into an integrated programme for the
attainment of expanding trade, rising standards of living and full employment
throughout the world. Thus concrete proposals, based on the multilateral
approach, are being considered in respect of monetary and exchange policy,
international investment policy, commercial policy, commodity policy, cartel
policy and employment policy.

The proposals concerning monetary and exchange policy are designed to
provide for reasonable stability and orderly adjustment of exchange rates, short
term assistance to countries which have a temporary deficit in their balances of
payments, the free convertibility of currencies and the prevention of
discriminatory currency practices. The so-called Keynes plan (U.K.),’? the
White plan (U.S.)** and the plan prepared by Canadian experts** are all
directed to these ends and differ mainly in the methods suggested. These plans
have been discussed fairly widely among experts of the United Nations and

?Voir/See Horsefield, ed., International Monetary Fund 1945-1965. Volume 111, pp. 3-36.
Bbid., pp. 83-96.
*Voir le volume 9, document 594./See Volume 9, Document 594.
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throughout the past year many exchanges of views have taken place between
the officials and experts of the United Kingdom, the United States and
Canada. Commonwealth discussions took place in London in the autumn of
1942% and again recently during February and March last.® As a result of all
these conversations a compromise statement of principles has been prepared
which carries the agreement of the British, American and Canadian experts.*’
We have been informed indirectly that it is probable that President Roosevelt
will call a United Nations monetary conference during the next month or two
at which the agreed statement of principles would receive formal consideration
by governments.

In Article VII of the Mutual Aid (Lend-Lease) agreements the United
States and the other signatory governments agreed, among other things, to
enter into post-war arrangements directed to the “elimination of all forms of
discriminatory treatment in international commerce, and to the reduction of
tariffs and other trade barriers.” Early in 1943, United Kingdom experts, in
preparation for conversations with the United States regarding the undertak-
ings in Article VII, submitted to Commonwealth governments a comprehensive
proposal concerning post-war commercial policy. This proposal suggested the
adoption of a multilateral commercial convention, embracing as many
countries as possible, which would provide for (a) a ceiling on tariffs and the
multilateral reduction of duties by an agreed formula, (b) a general scheme for
reducing preferential margins, (c) the abolition of quantitative restrictions to
trade except for certain specified and limited purposes, (d) the prohibition of
export subsidies and export taxes, (¢) the formulation of rules governing state
trading, and (f) the establishment of an international institution to administer
the convention.*® This far-reaching and courageous proposition was discussed
in London between experts of Commonwealth Governments in June 1943%* and
it was agreed that the United Kingdom should, on its own responsibility,
submit the proposals for informal consideration to officials of the United States
Government. This was done during the British-American exploratory Article
VII conversations held in Washington during September and October last.*
While many practical difficulties were foreseen, the general reception by
United States experts was encouraging. This was significant in view of the
reliance hitherto placed by the United States on the narrower and slower
bilateral negotiations involved in the Hull trade agreements programme.
Agreement on a precise formula for the multilateral lowering of tariffs and
reduction of preferences was not attempted at that stage but an agreed British-
American document was drawn up by the experts on the two sides in which the
general provisions of the proposed commercial policy convention were further
elaborated.

¥1bid., document 575./1bid., Document 575.

3%V oir les documents 20-24./See Documents 20-24.

Voir/See Horsefield, ed., International Monetary Fund 1945-1965. Volume III, pp. 128-35.
¥Voir le volume 9, document 585./See Volume 9, Document 585.

Ibid., document 605./1bid., Document 605.

“O1bid., documents 606-608, 611./Ibid., Documents 606-608, 611.
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In January last Canadian officials were invited to Washington to engage in
exploratory discussions on Article VII subjects with United States representa-
tives. The talks centred mainly on commercial policy. The Canadians strongly
supported the multilateral approach and found the American officials prepared
also to explore the proposal seriously. The conversations took for their agenda
the agreed British-American document and an attempt was made to achieve
progress through a preliminary examination of various specific possibilities for
the reduction of tariffs and simultaneous modification of British Preferences.
In this connection the effects of a 50% multilateral reduction in all duties, with
a proviso that no duty need be reduced below 10%, was explored. While the
United States representatives regarded such a cut to be drastic they were not
unwilling to consider it. However, they maintained that a reduction of this
magnitude, in order to give it a chance of political acceptance in the United
States, must be accompanied by the virtual elimination of the preferential
arrangements in the British Empire and Commonwealth countries. The
Canadian officials suggested that the proposed 50% reduction should apply
only to most-favoured-nation rates and not to British preferential rates so that
in every case the preferential margin would be cut automatically by at least
one-half and would be eliminated entirely in a large number of items
accounting for more than half the Canadian trade. The Canadian group
suggested further that if all bound preferential margins were unbound by an
appropriate provision in the convention, additional reductions in preferences
could be accomplished through supplementary trade agreements between the
United States and Commonwealth countries. The only other alternative for the
reduction of preferential margins would require the raising of preferential
tariff rates — a procedure which was impossible of acceptance by Canada. The
United States officials did not consider the above methods for the reduction of
preferences to be adequate. The Canadians maintained that the British
Preference could not be accepted as being more vicious than high tariffs and
that reductions in preferential margins should be achieved through the general
process of lowering duties. In the discussions in January and a subsequent
discussion in February it was not possible to reach agreement on this matter
between the two groups of officials and the question was left for further
consideration.

Renewed informal conversations between Commonwealth officials on
Article VII topics were held in London during February and March last. The
British and Canadians reported on the results of their talks in Washington. The
most important outcome of the discussions on commercial policy was the
disagreement of Australia with many of the vital points of the proposed
commercial policy convention and the noticeable narrowing of approach on the
part of the United Kingdom. The Canadian representatives argued for a
comprehensive and courageous approach on a wide international basis such as
could enlist the essential adherence of the United States and would be
adequate to the task of the rapid restoration of world trade and world
prosperity after the war. The Australian officials felt that the objective of a
significant multilateral reduction of tariffs which would involve an important
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modification of the British Preference was in some respects misguided and in
others not feasible for Australia. They placed greater emphasis on purely
domestic policies for the attainment of full employment and preferred to
negotiate a bilateral tariff agreement with the United States and the virtual
full retention of the British Preferential system, or as much of it as they could
hold after such a bilateral agreement. The British officials were prepared to
support the adoption of a formula for a substantial multilateral reduction of
tariffs, but they placed considerable emphasis on the preservation of the core of
the British Preferential structure — a condition which has small chance of
meeting the position of the United States. Furthermore, in view of their
immediate post-war balance of payments and reconstruction problems, the
British urged postponement of the application of some of the most important
provisions of the proposed commercial policy convention. In particular, they
wished to retain complete freedom, which would be open to other countries
also, in the use of quantitative restrictions on imports for a period of five years
after the end of hostilities. The views of the South African and New Zealand
officials were generally closer to the Canadian than to the Australian, or in
some cases the British, approach.

In the Anglo-American, Commonwealth and Canadian-American
discussions officials have also explored in a preliminary way specific proposals
for international arrangements regarding commodity policy, international
investment, and cartels. The objective sought for commodity policy is the
establishment of an international code to govern international commodity
regulation schemes in the future. Worthwhile progress has been made in this
direction and it is not likely that serious disagreement will arise. In matters of
international investment and cartel policy the initiative has properly been left
very largely to the United States. In the field of cartels United States officials
have made some path-breaking proposals for the registration and publication of
all private cartel agreements and for the prohibition of a list of what they
regard as harmful cartel practices. United Kingdom officials have shown
considerable reluctance to going along with these suggestions. Because of the
importance attached to them by the United States and because they have some
merit, Canadian representatives have urged that the proposals should be taken
seriously and that an effort should be made to co-operate at least with respect
to those aspects of the problem which clearly need attention.

In general, the exploratory discussions of post-war international economic
policy began on a hopeful and courageous note and were based on a broad
international approach. However, a number of important difficulties have been
encountered, particularly in the vitally important field of commercial policy. It
is not surprising that the Preferential system, the Sterling area arrangements
and the very real problems of the United Kingdom and other European
countries during the transition period following the close of hostilities, should
constitute some of the principal difficulties. The task is to adapt and modify
the special inter-Commonwealth and Empire structures respecting tariffs and
currency matters so that they can be fitted into and make possible desirable
arrangements on a broad international basis. Also, agreed action on a
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comprehensive programme should be taken almost immediately following the
end of the war before economic systems are reconstructed into the old molds
and before vested interests have everywhere grown up. At the close of
hostilities the situation will inevitably be fluid and thus constitutes a unique
opportunity which will rapidly disappear. This is no less true in Canada than
elsewhere. There will be risks but these will have to be taken if the large
benefits are to be obtained.

The alternatives for Canada to timely action on a broad international basis
are not attractive. Canada would have to look principally to special bilateral
arrangements with the United States and the United Kingdom. In the case of
the United Kingdom, unless an international arrangement for the full
convertibility of currencies is agreed upon, Canada would have to cope for
many years with the type of sterling exchange problem with which we have had
to deal during the war. An attempt to reach a large-scale bilateral trade
agreement with the United States is certain to face a major attack on our
preferential tariffs. This attack would come upon us individually rather than be
resolved as part of a general scheme and would very probably result in serious
strains on our economic and perhaps political relations with the Common-
wealth. In any case special arrangements with the United States and the
United Kingdom will not give us, following the great expansion of Canadian
industry during the war, the outlets which we will need in the important
market of Continental Europe. In the circumstances of the Canadian position
the greatest assurance of continuing prosperity, and harmony with both the
United States and the Commonwealth, lies in the achievement of effective
agreements on the widest possible international basis.

50. DEA/7-Js

Le haut commissaire en Grande-Bretagne
au secrétaire d’Etat aux Affaires extérieures

High Commissioner in Great Britain
to Secretary of State for External Affairs

TELEGRAM 1070 London, May 7, 1944

SECRET. May 7th. Following for Wrong from Robertson, Begins: Consider-
ation of questions of economic and financial policies will come up at
tomorrow’s meeting of Prime Ministers. The United Kingdom has circulated a
very cautious and non-committal paper’ summarising without endorsement the
conclusions reached by the meeting of experts in March. Internal political
divisions within the United Kingdom Government, which are not likely to be
resolved during the next few months, make it unlikely that resumed conversa-
tions with United States officials could lead to concrete and useful results. This
fact, plus coincidental approach of United States elections, makes me doubtful
whether any advantage can be expected from a showdown on main questions of
principle at this juncture. I am inclined to recommend a six months’ hoist of
negotiations and to oppose possible alternative suggested by the United
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Kingdom that procedure followed in case of International Monetary Fund
might be pursued with respect to proposed Commercial Convention. I feel
progress in the field of commercial policy must involve Government respon-
sibilities at each stage of negotiations and that interim publication of “Agreed
Statement of Principles” — assuming such a document could be drafted —
would probably be mischievous in its results. Ends.

51. DEA/7-Js

Le secrétaire d’Etat aux Affaires extérieures
au haut commissaire en Grande-Bretagne

Secretary of State for External Affairs
to High Commissioner in Great Britain

TELEGRAM 860 Ottawa, May 8, 1944

SECRET. Following for Robertson from Wrong, Begins: Reference your
No.1070 May 7. Commercial policy proposals.

Deutsch and I have discussed your telegram with Clark, Mackintosh,
McKinnon, and Master. We all agree with your view that in the circumstances
it would be advisable to recommend a six month’s hoist of negotiations and
that it would not be wise to attempt to produce a “Statement of Principles” at
the expert level. It is most unlikely that such a document could be prepared
without guidance on important matters of policy from governments. A non-
committal statement by experts would either be without content or reveal wide
differences in attitude. Until a clear line of policy is formulated in the United
Kingdom and the difficulties of the impending United States election are out of
the way, further negotiations between these two parties are likely to be
conducted with such caution and rigidity as to be pointless and harmful.
However we feel, subject to your judgment of circumstances in London, that it
is highly desirable to put forward vigorously and clearly to the United
Kingdom authorities the Canadian view regarding a comprehensive interna-
tional approach.

Do you consider that this will delay progress with Monetary Fund? It seems
certain that United States suggestion that International Monetary Conference
should be convened before party conventions is now impossible of adoption.
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52. W.LM.K./Vol. 322
Extrait du proces-verbal d’une réunion des premiers ministres
Extract from Minutes of Meeting of Prime Ministers

ToOP SECRET London, May 8, 1944
P.M .M. (44) 8th Meeting.
MEETING OF PRIME MINISTERS

Meeting held at 10 Downing Street, S.W.1,
on Monday, 8th May, 1944, at 5.30 p.m.

MR. MACKENZIE KING said that he had already stated his views on the
proposals for an international monetary fund in the Canadian House of
Commons, at the time when he had tabled the draft principles for the fund as
recommended by experts. The views he then expressed were the views he held
to-day. He did not think he could do better than repeat to the present meeting
the remarks he had made in the Canadian House of Commons. He had spoken
as follows: —

“This statement of principles on international monetary relationships is
conceived as part of a general plan of international economic co-operation
which as a whole will have for its objects the progressive expansion of
international trade, high levels of employment, improved standards of living,
reasonable stability of prices and machinery for orderly exchange arrange-
ments. The Canadian Government is thoroughly aware of the importance of
establishing international monetary arrangements favourable to the expansion
of trade and employment, and is keenly sympathetic with the particular objects
to which this statement of principles is directed. It is equally anxious that
common views should be reached on other parts, also, of a general plan of
international economic co-operation, particularly on a reduction in the barriers
to trade expansion, a reduction vital to Canada’s welfare, and necessary if
conditions favourable to stable monetary arrangements are to be achieved. The
view which will ultimately be taken by the Canadian Government of any
proposed monetary arrangement will be greatly, perhaps decisively, influenced
by the progress which it is possible to make in achieving agreement on other
aspects of international economic policy with which monetary arrangements
are inseparably linked.”

MR. MACKENZIE KING said that he had already expressed his views on the
proposed international monetary fund, but the turn of the discussion was
leading to examination of the second issue before the meeting, viz., Commer-
cial Policy. His views on that subject were as follows: —

He did not think that the full employment and higher national income which
Canada must seek to achieve could be secured within a restricted imperial
trade system — nor could they be attained by a series of bilateral deals with
individual countries.
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For these reasons Canada was, he believed, strongly in favour of the widest
development of international trade as soon as possible after the war.

Canada needed to expand her reciprocal trade with the countries of the
Commonwealth, with the United States, and with Europe. For this reason
Canada welcomed the multilateral approach to freer trade through a general
commercial convention — to which all countries could adhere.

We should strive for a simultaneous reduction of protective tariffs and the
removal of quantitative restrictions. At the same time we must be prepared to
offer freer access to our own markets, in return for greater export opportuni-
ties.

In this effort we would require the active co-operation of the United States,

which should be helped and induced to reverse her traditional commercial
policies.
We must recognize that the United States tended to attach exaggerated
importance to the elimination of Preferences in the field of commercial policy.
Some of us were perhaps inclined — for different and complementary reasons
— to attach a similarly exaggerated importance to their integral retention. He
thought that we must face the fact that serious reductions in protective tariffs
in other countries of the world must involve a corresponding reduction of tariff
preferences.

In the discussion on foreign policy last week we had all been concerned
about the possible spread of social disturbance after the war. He believed that
the best way to check it was by co-operating in parallel policies designed to
bring about full employment and higher real incomes for our people. This we
could not do in national isolation nor within an Empire group. We needed to
carry the other countries with us in these policies.

FIELD-MARSHAL SMUTS had spoken wisely of the importance we must all
attach to the restoration of Western Europe. The difficulties in the way of a
purely political solution of their problems were great. He believed they could
be partly overcome if we were to offer them our economic co-operation in
terms of generous reciprocity.

These problems were difficult and very complicated. Bold solutions involved
risk-taking which we would all wish to avoid if we could. He felt, however, that
postponement of new departures in the ficld of commercial policy until the end
of a “transitional period,” which he heard might be as long as five years, would
be to accept defeat in advance. If we were to make a fresh start — our great
opportunity would follow close on the end of hostilities. We should be prepared
to seek it. If we waited, special interests in each of our countries — in Europe
and in the United States, which have been subordinated to the pressing needs
of a war economy, would assert their special claims. Each of us must inevitably
face grave problems of industrial reconversion when hostilities end. He felt that
these very difficulties would give us an immediate opportunity to build up our
most efficient industries on firmer foundations than before. In so doing we
could remove many causes of international friction and rivalry, and make sure
that the economic bases of a world security organization were securely laid.
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53, DEA/154s

Mémorandum de I'adjoint spécial en temps de guerre
au sous-secrétaire d’Etat aux Affaires extérieures

Memorandum by Special Wartime Assistant
to Under-Secretary of State for External Affairs

[Ottawa,] August 22, 1944

POST-WAR COMMERCIAL POLICY

It is necessary to give early consideration to the Canadian attitude respecting

post-war commercial policy in the light of the circumstances as they now
exist. Up-to the present the exploration of this vitally important matter has
centred on a proposal for a substantial multilateral reduction of trade barriers
over a wide area immediately after the war. An approach of this nature and
scope was regarded desirable on the ground that the obstacles to trade as they
existed in 1939 and extended during the war constitute such a tight and
universal network of restriction that the rapid recovery of a large flow of world
trade would be impossible without broad and far-reaching international action.
The piece-meal method of negotiating bilateral trade agreements and
bargaining on individual tariff items would be both inadequate in its results
and too slow in encompassing a wide area of trade. The importance of an early
application of such a multilateral program is stressed for the reason that the
conditions governing the international interchange of goods must be established
before the war economies everywhere are reconverted into the old molds after
which the removal of restrictions would become extremely difficult.

However, the discussion of this multilateral proposal with officials of the
United States and Commonwealth governments has brought out a number of
practical difficulties which are serious obstacles in the way of any immediate
action. The United Kingdom authorities have made it plain how far their
external economic policies during the first few years following the end of
hostilities will be dominated by the necessities of their balance of payments
position. They estimate that over the first three post-war years they will need to
increase their exports by the large sum of £750mm annually. The settlements
they will be able to make regarding the huge sterling debt will, under the best
circumstances, impose a considerable burden. They estimate that in addition
the United Kingdom will have to obtain credits from abroad to the neighbor-
hood of £1,000mm during the immediate post-war years. In view of this
situation the United Kimgdom authorities do not feel that they can enter into
commitments to abandon, or to limit their freedom in the use of, quantitative
restrictions on trade for at least three, and more probably five, years after the
end of hostilities. Furthermore, until they see their way more clearly regarding
the extent to which their export and credit requirements will be met they do
not wish to accept undertakings regarding the non-discriminatory use of such
restrictions. Problems similar to those faced by the United Kingdom will exist
during the transition period in many of the countries in continental Europe and
they are likely to take the same attitude.
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The proposed multilateral convention calling for a substantial reduction of
tariffs and the abolition, except for specified and agreed purposes, of
quantitative restrictions encounters obstacles also in the case of undeveloped
countries such as India which intend to use protectionist devices to industrialize
their economies. It would be difficult to avoid making important concessions in
this regard. Australia, where high protection is a large factor in national policy,
has stated its opposition to the suggested provisions of the multilateral
proposal.

On a realistic appraisal it would seem that a multilateral convention could
not be concluded unless it contained important exceptions and concessions to
take care of the national aspiration of various countries and the genuine post-
war transitiional difficulties of others. The exceptions and the delays are likely
to be such that it would be very optimistic to hope that the convention would be
acceptable to the United States Congress, and for that matter to the Canadian
Parliament. The United States on the other hand will ask for the virtual
abolition of the British Preference — a field in which the United Kingdom
would make modifications but is not prepared to abandon except at a price
which would involve difficult and protracted bargaining.

In short, it appears that it would take a considerable time to negotiate an
effective multilateral convention of the kind that has been proposed.
Furthermore, it seems highly improbable that the really significant provisions
of such a convention could be brought into operation much short of five years
after the end of hostilities.

We must therefore consider whether we should continue to concentrate our
efforts on promoting a multilateral convention in spite of the probable delays or
whether we should seek some other alternative which has promise of more
immediate although more limited results. The arguments for some early action
are very strong. There is no need to emphasize again that the large-scale re-
conversion of industry and re-allocation of labour which must be undertaken
immediately after the war is a unique and most opportune time to re-establish
the economies of the world into a basis of large and expanding international
trade. More specifically, the speed with which the serious difficulties and
widespread repercussions caused by the weak balance of payments position of
the United Kingdom and many of the liberated countries of Europe can be
overcome will, to an important degree, depend on the extent and rapidity with
which the exports from these countries can be increased beyond their pre-war
levels. In Canada, where the wartime distortion of industry is as great as
anywhere, it will be extremely important to have a definite and early indication
of the role of international trade in the post-war period. If there is continued
uncertainty as to whether adequate outlets can be found in export trade,
whether we will be forced to become more self-sufficient, or whether protection
to domestic producers is to be increased or reduced, the task of planning for a
prosperous peace-time economy in Canada will be little short of hopeless for
both private industry and governments. Furthermore, Canada will have some
important balance of payments problems of her own. To what extent should
exports to the sterling area continue to be fostered on the basis of credit and in
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exchange for currency we cannot use, or should policies be adopted which
would lessen the dependence on these markets? If a shortage of United States
dollars should develop — a possibility which is not unreal — should imports
from the United States be restricted or should we borrow in the United States
in the hope that we might be able to use the proceeds of our sterling exports in
the not too distant future? If four or five years must intervene before we can
have answers to these uncertainties, it will be extremely unpleasant. We must
explore every possibility of obtaining some of the more important answers in
the next six or twelve months.

During the transition period the trade policy of the creditor countries —
particularly the United States — is the crucial factor. The world supply of
United States and Canadian dollars will be an important determinant of the
pace of reconstruction in Europe and Asia and of the nature of the longer-run
import and export policies which the countries in these areas will seek to adopt.
Consequently some method must be found whereby an effective reduction in
the trade barriers of the United States (and Canada) can be brought into
operation not at the end of the transition period but at the beginning. How
might such speedy action be achieved?

In the United States the most immediate instrument at hand is the
Reciprocal Trade Agreements Act. During the early part of the war
negotiations for a new United Kingdom-United States agreement under this
Act had been nearly completed. Australia, New Zealand and South Africa had
made considerable progress in negotiating agreements with the United States.
These negotiations were suspended in 1940 in anticipation of the coming into
force of Lend-Lease. As a first step, it would seem that these negotiations
should now be resumed. In view of the progress already made it should be
possible to complete them without too much delay. In this way the conditions
of trade in an important sector of international commerce could be improved
fairly quickly, and the exchange position of the whole sterling area strength-
ened.

The conclusion of such arrangements would be generally helpful but they
would not meet the requirements of the situation as far as Europe is concerned.
However, an attempt to negotiate bilateral trade agreements between the
United States and a considerable number of countries would be a long drawn-
out procedure. In the case of Canada something which will bring substantial
and direct results is required. The possibilities under the Reciprocal Trade
Agreements Act have been very largely exhausted in the Canadian-American
agreements of 1935 and 1938." A further significant reduction of trade
barriers between Canada and the United States would, under existing United
States legislation, call for the conclusion of an agreement which would require
the approval of the United States Congress. Because of the lack of a better
alternative which could promise early results, the possibility and probable
scope of a Canadian-American agreement of this character should be fully

4'Voir le volume 5, documents 170-71, 174-84; le volume 6, documents 439-62.
See Volume S5, Documents 170-71, 174-84; Volume 6, Documents 439-62.
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explored. Owing to the very close and successful co-operation between the two
countries during the war and the generally favourable attitude towards Canada
in the United States there is a good possibility that an objective of this kind is
not a forlorn hope. The aim of such an agreement should be to obtain a
comprehensive reduction of duties both as between the two countries directly
and in the barriers which each maintains against the rest of the world. In other
words, reductions in barriers would be sought not only on items which are of
leading importance in the trade between Canada and the United States but
also on as many as possible of a wide variety of items important in world trade
generally which would be extended to all countries by means of a “most-
favoured-nation” clause.

The conclusion of an arrangement of this nature which would go into effect
at an early date would be a realistic and substantial contribution by the two
leading creditor nations to the reconstruction of world trade and of healthy
international economic relations as a whole. Furthermore it would not be
altruistic, it would be very much in their own best interests. As far as Canada
is concerned we would have to be careful that the increased trade with the
United States resulting from the adjustment of tariffs would not impair our
United States exchange position. In fact, one important objective would be to
try to improve it. Indirectly, the Canadian exchange position should benefit. If
countries in Europe and elsewhere get greater access to the United States
market they will have more United States dollars which they could use to pay
for imports from Canada.

These proposals are, of course, open to various objections and are not free
from difficulties. One important objection that can be made is that if the
benefits from the lower duties in a Canadian-American agreement are
extended to all countries through a “most-favoured-nation” clause then
concessions will have been given without the receipt of reciprocal benefits and
bargaining power will have been thrown away. This factor, however, would not
have much significance during the transitional period immediately after the
war. During this period the controlling influence on the amount of goods
purchased from North America by European and many other countries will not
lie in the import barriers as such, but in the supply of United States and
Canadian exchange which they are able to obtain. There will be a great
shortage of goods and materials in the war damaged countries. The more
quickly they are able to get the necessary exchange the more quickly they will
be able to buy the goods needed to restore their economies, strengthen their
balance of payments position and participate freely in a more liberal system of
international trade. However, as a precaution, the generalization of benefits
under the *“most-favoured-nation” clause should not be unlimited as to time.
The benefits might be extended generally during an appropriate transitional
period of four or five years after which they would be subject to withdrawal.
After that the benefits could be withdrawn by either party to the agreement in
cases where countries discriminate against either Canada or the United States
or follow policies prejudicial to international trade. In this way the bargaining
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position would be protected and a powerful instrument provided for promoting
desirable international economic relations.

Another objection that can be made is that Canada, in attempting to obtain
a comprehensive trade agreement with the United States, will face a strong
onslaught on the British Preferential system. However, this problem will come
up in any general effort to reduce trade barriers in which Canada and the
United States participate. The problem cannot be avoided, it can only be
postponed at the price of inaction.

These proposals, namely the resumption of trade agreement necgotiations
between the United States and the United Kingdom, Australia, South Africa
and New Zealand and the conclusion of a comprehensive Canadian-American
agreement, are presented as a possible method for securing important
reductions in trade barriers in a large area of world trade at a time sufficiently
early to be a significant factor in the reconstruction of the world economy
along lines which are desirable in the Canadian as well as the general interest.
The suggestions are made with the thought that they might merit further
exploration.

J. D[EUTSCH]

54. DEA/154s

Mémorandum du sous-secrétaire‘d'Etat adjoint aux Affaires extérieures
au sous-secrétaire d’Etat aux Affaires extérieures

Memorandum from Assistant Under-Secretary of State for External Affairs
to Under-Secretary of State for External Affairs

[c. August, 1944]

POST-WAR COMMERCIAL POLICIES

1. There appears to be some danger of discussions on this subject taking the
form of bargaining and of policies being pursued during the transitional period
which will be very hard to arrest.

2. It is suggested that we should keep two principles before us:

(a) The normal period for which plans should be made should be thought of
as one in which the income of mankind is to be brought up [to] the highest
possible point and, therefore, as one in which there must be full employment of
human and material resources and of which full advantage must be taken of
any specialization which will give effect to comparative advantages in
production.

(b) The transitional period should not be merely a period during which
exceptional action may be taken which may conflict with the guiding principles
in the normal period but should be a period in which we prepare ourselves for
the conditions of the later period.

3. If discussion can be guided by these two principles, several consequences
would follow:
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(a) Less emphasis, or perhaps no emphasis at all, will be placed on
undertakings such as those in the Lend-Lease Agreement exacted by one
country from another.

(b) We should not think of reductions in one tariff being a sort of quid pro
quo for reductions in another tariff, but those tariffs would be brought under
review which constituted obstacles to full employment or specialization.

(c) Special consideration might be given to the need for exports of countries
which are relying on export trade not merely as a means of obtaining full
employment for their citizens but primarily as a means of paying for debts and
of procuring the imports which they need. Exports are not the only means of
ensuring full employment but they are the only means of paying debts.

(d) Tariffs which were essential in order to diminish reliance on imports by
countries which found difficulty in meeting their debts and paying for their
imports would, on the other hand, be viewed much more tolerantly.

(e) Some bilateral or barter agreements might even be considered as
desirable in the general interest, though if they interfered seriously with full
employment and specialization they would be condemned just as strongly as
they are now condemned by those who denounce bilateral trade as such.

(f) The type of approach which has been indicated would concentrate
attention on the real objectives of international trade and not on the rules of
the game or on specific undertakings. It would, therefore, to some extent
reverse the burden of proof and place those countries in the position of having
to apologize for their policies which were promoting any measures hostile to
full employment and specialization. A country would not be drawn to say “We
have promised to reduce trade barriers but cannot do so because of special
conditions which we did not foresee or to which we did not give adequate
weight,” but a country might have to say “We asked for undertakings and
enunciated policies which will not conduce to international objections for
nations which have the welfare of humanity at heart.”

(g) Any restrictions which it might be sought to impose on security grounds
or to satisfy political pressures would naturally be subjected to the most severe
scrutiny.

(h) Finally the transitional period would have to be viewed as one in which
planning was of supreme importance in order to facilitate the emergence of the
normal period. It would not be a period during which concessions would be
made to political pressures with impunity but a period during which political
pressures would have to be encountered with resolution.

Is our rigidly practical, ad hoc, approach to these questions really justifying
itself?4
H. W[RONG]

“2La derniére phrase était écrite 4 la main.
The last sentence was handwritten.
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55. DEA/6892-40

Le haut commissaire en Australie
au sous-secrétaire d’Etat aux Affaires extérieures

High Commissioner in Australia
to Under-Secretary of State for External Affairs

Ottawa, September 14, 1944

Dear Mr. Robertson,

You and the members of your Department will already be quite familiar,
both through despatches’ which I have sent to you and the position taken by
Australian officials at recent international conferences, with the importance
which the Australian Government attaches to securing an international
agreement pledging countries to pursue policies of full employment and rising
living standards, as a basic approach to all international economic collabora-
tion. I believe that the attitude of the Canadian Government and its economic
advisers is rather different.

I think that you consider that the freeing of international trade will, itself,
promote high levels of employment and real income, and that the removal of
obstacles to international trade must not await the achievement of something
approaching full employment through domestic measures in each country.

Whatever your position on this subject, I think it will be very helpful to me
if you could send me a statement indicating the Canadian attitude to the policy
consistently advocated here that the approach to international economic
relations must be through domestic full employment.

Yours faithfully,

T. C. Davis
56. DEA/6892-40

Le sous-secrétaire d’Etat aux Affaires extérieures
au haut commissaire en Australie

Under-Secretary of State for External Affairs
to High Commissioner in Australia

CONFIDENTIAL Ottawa, October 10, 1944

Dear Mr. Davis,

I am referring to your letter of September 14th in which you ask about the
Canadian views concerning the importance attached by the Australian
Government to securing an international agreement pledging countries to
pursue policies of full employment. At various international conferences the
representatives of Australia have advanced the view that their Government,
and indeed all Governments, will have to provide for the full employment of
their people. This will be a political necessity as well as economic good sense.
They further argue that international trade flourishes and that it is politically
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possible to lower tariffs and to remove other trade barriers when full
employment and general prosperity exist. Unemployment, they say, gives rise
to trade barriers.

As against this position in its extreme form it can be contended that a
country which uses trade barriers to secure full employment builds up a
number of vested interests which could not withstand the impact of foreign
competition. In order to maintain this unsound economic structure, it may then
find itself compelled to continue to restrict trade. It would obviously be
preferable if full employment could be attained in the face of international
competition which would prevent the creation and growth of uneconomic
industries.

At some conferences, for instance the Food Conference, the Australian
representatives have objected to limiting protection to suitable industries. The
representatives of India took a similar line. It seems to follow that the
Australian objective is not merely full employment but also some degree of
diversification in industry even if the effect is to reduce the general level of
prosperity.

With this introduction I may quote from a memorandum prepared in the
Department of Finance concerning the Australian position at recent
conferences:

“The Australian proposal for an international agreement on full employment
policy was brought up in London discussions of February-March, 1944. It was
at first suggested that under it a country would agree to pursue policies of full
employment, furnish statistics of employment to an international body and
participate in a conference of senior officials when serious unemployment
threatens, and that it would be free to urge that unemployment developing in
other countries (e.g., U.S.) prevented it from adhering to its obligations under
any monetary agreement, commercial agreement, et cetera. The last part of the
proposal was quickly withdrawn. In its amended form, Canadian officials gave
moderate support to the proposal. They questioned whether a pledge to other
governments to maintain full employment was more binding than a pledge to
one’s own people. They refused to recognize any priority of the employment
proposal over monetary and trade proposals, and refused to consider making
other agreements contingent on the employment agreement.

A similar proposal was made at the 1.L.O. meeting in Philadelphia, but [ am
not aware that Canadian delegates took any strong stand. The U.S. was
strongly opposed to it.

A resolution was moved at Bretton Woods to the effect that countries should
be invited to sign the employment agreement at the same time they signed the
monetary agreement. Canadian delegates again stated that they had no
objection to the Australian proposal as such though they thought it could well
be combined with a resolution on international trade and other matters. They
did object, however, to any suggestion that signature of the monetary
agreement should be contingent on signature of the employment agreement,
and argued that this was implied in the invitation to sign simultaneously. They
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were unable to avoid the conclusion that the chief purpose of the Australian
proposal was to provide Australia with an excuse for renouncing other
agreements if a depression developed after the war. In other words, Australia
would qualify her acceptance of obligations under all economic agreements.
They were careful, however, to avoid opposing the substance of the Australian
proposal.

The United States registered very strong opposition to the Australian
proposal. They recognized the same objections that Canada had raised, but
their chief objection was political. Such an agreement in their view would
brand Bretton Woods as a New Deal enterprise, and jeopardize the chances of
Congressional approval.”

The Australian doctrine of full employment, if ruthlessly applied, might
place processing countries, such as the United Kingdom and Japan, in an
almost impossible position since they must import and pay for raw materials
and foodstuffs. At one remove, therefore, the Australian policy would be
awkward for countries including Australia herself which rely on being able to
sell primary products to processing countries. It, therefore, seems unlikely to us
that there is any reason to expect that a ruthless or doctrinaire application will
be given to the Australian policy. It serves as a theoretical defence against a
demand for the removal of trade barriers and the reduction of tariffs. It has a
strong basis in the fact that, if full employment cannot be attained consistently
with a high level of international trade, the political demands for protective
measures are likely sooner or later to become irresistible. It is, however, in our
view a dangerous doctrine if it is used to prevent or to handicap an effort to
secure full employment together with international specialization.

Y ours sincerely,
N. A. ROBERTSON

57. DEA/6892-40
Le secrétaire aux Dominions au secrétaire d'Etat aux Affaires extérieures
Dominions Secretary to Secretary of State for External Affairs

TELEGRAM CIRCULAR D. 125 London, January 20, 1945

IMMEDIATE. SECRET. Addressed Canada and Union of South Africa, repeated
to Australia and New Zealand and His Majesty’s Ambassador, Washington.

During Article VII discussions with Dominion officials in London in March,
1944, it was agreed, subject to approval of Ministers, that Australian draft of
an International Employment Agreement, as amended, should be put forward
to United States authorities as an essential and central part of arrangements
for implementing Article VII of the Mutual Aid Agreement and the Atlantic
Charter. Subsequently, matter was raised by Australian delegation in
Philadelphia at 1.L.O. Conference which, although it did not accept proposal
that Conference should recommend Governments to enter into undertakings on
lines of Australian draft agreement, passed resolution recommending to
Governments that, in association with Governing Body of I1.L.O., a Conference
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of Government representatives should be called at an early date to consider an
International Agreement on domestic policies of employment and unemploy-
ment. Australian Draft Agreement was also tabled at International Monetary
Conference at Bretton Woods, but was held to be outside terms of reference of
that Conference which confined itself to recommending to Governments that
they should reach agreement as soon as possible on ways and means whereby
they may best facilitate by cooperative effort, harmonization of national
policies of Member States designed to promote and maintain high levels of
employment and progressively rising standards of living, which, [sic] towards
end of last year, Government of Australia suggested to us that joint approach
should be made by them, New Zealand Government and United Kingdom
Government to United States Government to ask whether they would join in
calling an Employment Conference or would attend such a Conference if
called. Text, which Australian Government have subsequently suggested
should be used as basis for this joint approach and with which we are in general
agreement, is contained in a following telegram."

3. We have fully in mind that the subject is one which falls within field of
Article VII discussions, but in our view this need not preclude the calling of a
separate Conference to consider it and, in view of great importance attached by
Australian and New Zealand Governments to the holding of such a Confer-
ence, we have agreed to support their proposal. Accordingly, we are instructing
United Kingdom Ambassador in Washington to concert with his Australian
and New Zealand colleagues with a view to joint approach being made to
United States Government in the near future. If United States reaction to this
approach is favourable, we intend to suggest as next step that discussions
should be held between officials of the four Governments regarding agenda,
scope and objective of the Conference in order that ground may be carefully
prepared before invitations to Conference are issued. Arrangements would, of
course, be made for keeping in touch with other Commonwealth Governments
during these discussions. We should also propose that Russian, French,
Chinese and perhaps other Governments should be informed of proposal to
hold Conference prior to any public announcement.

4. In meantime, question of action to be taken to implement 1.L.O. resolution
referred to above is coming up for consideration at meeting of Governing Body
of I.LL.O. and its Employment Committee now being held in London. At this
meeting we are taking the line that Employment Committee might usefully
consider manner and extent to which Governing Body of I.L.O. would wish to
be associated with any Intergovernmental Employment Conference that may
be called. We do not intend to mention at this meeting the contemplated
approach to United States Government.

5. We associate ourselves with the hope of the Australian and New Zealand
Government that course of action proposed above will commend itself to
Governments of Canada and Union of South Africa and that they will be
prepared to give their active support to attempts to press forward with the
project for an International Employment Conference. Grateful if any
comments you may have at this stage could be telegraphed to us and repeated
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to Australia and New Zealand at an early date. On assumption that you will
see no objection to the proposals, our aim would be that joint approach should
be made on January 29th.

58. DEA/6892-40

Le deuxieme secrétaire, le haut commissariat en Grande-Bretagne
au sous-secrétaire d'Etat associé aux Affaires extérieures

Second Secretary, High Commission in Great Britain
to Associate Under-Secretary of State for External Affairs

SECRET January 23, 1945

Dear Mr. Wrong,

I was interested to read Dominions Office telegram No. 125 of January 20th
addressed to Canada and South Africa, reporting plans for an International
Conference to discuss the Australian draft of an International Employment
Agreement.

The United Kingdom Government has apparently agreed to concert with the
Australian and New Zealand Governments in an approach to the United
States Government in the near future. I should be interested to know whether
the Australian Government at any time asked the support of the Canadian
Government in such an approach.

Australian methods of Commonwealth co-operation are interesting to study.
In spite of their anxiety to achieve more formal methods of communication, it
has seemed to me that their chief policy is to consult members of the
Commonwealth other than Great Britain much less frequently than is the
custom of the Canadian Government. It may very well be, of course, that our
economic authorities had in an informal way made it clear to the Australians
that we were not in sympathy with their proposals. My impression has been,
however, that although we have been very cautious about the rather sweeping
Australian proposals on the subject of full employment we have not taken a
definite stand against them at international conferences. Perhaps the
discussions over the Mutual Aid Agreement* led the Australians to consider us
unfriendly on this subject. There seems a possibility that Australia is going to
consider Commonwealth collaboration only in terms of New Zealand and the
United Kingdom. You may, of course, be perfectly happy to be left out of this
approach, and I dare say that you are not considering a resentful note to
Canberra. Nevertheless, these events may prove to be useful for reference if
Australia again revives her plans for greater co-operation and co-ordination of
policy.

Y ours sincerely,
J. W. HOLMEs

“Voir le volume 10, documents 4-1-57.
See Volume 10, Documents 4-1-57.
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59. PCO
Extrait du proceés-verbal du Comité de guerre du Cabinet
Extract from Minutes of Cabinet War Committee

SECRET [Ottawa,] January 24, 1945

INTERNATIONAL EMPLOYMENT AGREEMENT;
AUSTRALIA-NEW ZEALAND PROPOSALS
4. THE UNDER-SECRETARY OF STATE FOR EXTERNAL AFFAIRS reported
that, at the instance of the government of Australia, the U.K. government had
agreed to associate themselves in a joint approach to the U.S. government in
proposing an early conference with the object of concluding an “international
employment agreement.”

It was argued in the text to be used in submitting the proposal to the United
States that the achievement of a high and stable level of employment in all
countries was one of the main objectives of international co-operation and that
agreement upon fundamental conditions in this field was a necessary
complement to agreements already negotiated upon other classes of subjects.

The hope had been expressed that Canada and South Africa would be
prepared to give active support to the project and our comments had been
requested.

(Telegrams, Dominions Office to External Affairs, Circ. D. 125 and No.
14," Jan. 20, 1945).

5. MR. ROBERTSON read and commented upon the Australian government’s
proposed note to the United States.

Australian representatives on other occasions had taken the view that
arrangements for full employment should take priority over international
commercial agreements. So far, the United Kingdom and the United States
had been inclined to agree with the Canadian viewpoint that employment
questions were dependent, in large measure, upon satisfactory understandings
for the removal of trade barriers and that efforts in this direction should
receive first attention.

[t was to be feared that the Australian proposal might raise hopes yet have
little practical effect, and that it might result in a setback to more important
multilateral commercial agreements.

Canada could not very well oppose such a meeting, the general objectives of
which, as stated, being unexceptionable, but if the conference were to take
place, it should be made quite clear that the prior achievement of full
employment should not be a prerequisite to the removal of tariffs and trade
restrictions.

6. THE PRIME MINISTER questioned the desirability of holding another
international conference at this stage of the war. It would constitute an
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untimely distraction from the main task, and with little likelihood of achieving
results of practical value.

There was a danger, too, that an international conference on this subject
would be taken as a way of escape from essential collaboration in the freeing of
international trade.

7. THE ASSOCIATE UNDER-SECRETARY OF STATE FOR EXTERNAL AFFAIRS
referred to the difficulties which the government had encountered in
concluding a Mutual Aid Agreement with Australia.

In this connection it would be important, in any international agreement on
the subject, to guard against the implication that full employment must be
achieved before effective national action could be taken toward the freeing of
international trade.

8. THE MINISTER OF JUSTICE was apprehensive as to possible isolationist
implications which might be read into an international agreement on
employment.

It should be remembered that a substantial proportion of Canadian
manpower was engaged in occupations dependent upon exports. Full
employment in Canada was inextricably linked with the maintenance of a full
measure of international trade.

9. THE WAR COMMITTEE, after further discussion, agreed that the Under-
Secretary of State for External Affairs prepare a draft telegram to the U.K.
government based upon the foregoing discussion.*

60. DEA/6892-40

Le sous-secrétaire d’Etat associé aux Affaires extérieures
au deuxieme secrétaire, le haut commissariat en Grande- Bretagne

Associate Under-Secretary of State for External Affairs
to Second Secretary, High Commission in Great Britain

SECRET Ottawa, March 10, 1945

Dear Mr. Holmes,

You wrote to me on January 23rd about the Australian proposal for an
international conference on full employment policies. The only word that we
have received on this subject since the two Dominions Office telegrams of
January 20th, apart from your despatch A-39 of February 12th,' has been a
telegram of February 3rd' from the High Commissioner in Canberra. In this
Mr. Davis reported that he had heard that officials of the United Kingdom,
Australian and New Zealand missions in Washington made a joint approach to
Mr. Clayton, the Assistant Secretary of State, at which Mr. Clayton indicated
distinctly that he did not favour such a conference and promised a furnish a
reply in writing later on.

“Aucun télégramme ne fut trouvé./No telegram was located.
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Mr. Davis added that the Australian official most concerned with the
matter was very annoyed at the way in which it had been handled since the
heads of the three diplomatic missions did not themselves make the approach
which was addressed to Mr. Clayton at a time when both the President and the
Secretary of State were in Washington.

We have not ourselves expressed any view to the Australian Government on
their proposal nor have we indicated that we should object to a conference on
employment policies. At various international discussions at which the question
had been raised by the Australians (including the talks in London a year ago,
the International Labour Conference at Philadelphia and the Bretton Woods
meeting), I think that the Canadian representatives have confined themselves
to pointing out that it was impossible to consider employment policies in
isolation and that progress should be made simultaneously in dealing with
commercial and financial international cooperation.

I think that you are right in suggesting that we are happy to have been
omitted from the recent approach in Washington. As you point out, the lack of
consultation with us is something to keep in mind for possible use in other
connections.

Yours sincerely,
H. H. WRONG
61. DEA/200s
Rapport du département d’Etat des Etats-Unis
sur les Discussions informelles au sujet de la politique commerciale

Report by Department of State of United States
on Informal Discussions on Commercial Policy

SECRET [Ottawa, n.d.]

INFORMAL DISCUSSIONS ON COMMERCIAL POLICY
BETWEEN OFFICIALS OF THE CANADIAN GOVERNMENT
AND OFFICERS OF THE DEPARTMENT OF STATE

The following persons participated in these discussions:

Canada United States

Mr. Norman Robertson, Mr. Stinebower, ITP*
Undersecretary of State for External Affairs Mr. Marks, A-A%

Mr. Hector McKinnon, Mr. Leddy, CP¥

Chairman of the Tariff Board American
Embassy at Ottawa

4Bureau de la politique commerciale internationale, département d'Etat.
Office of International Trade Policy, Department of State.

“Bureau du secrétaire d’Etat adjoint Acheson.
Office of Assistant Secretary of State Acheson. .

“Direction de la politique commerciale, département d’Etat.
Division of Commercial Policy, Department of State.
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Canada United States
Mr. William A. Mackintosh, Mr. Homer S. Fox,
Acting Deputy Minister of Finance American Embassy at Ottawa

Mr. John Deutsch,
Department of External Affairs

Mr. Hubert Kemp,

Wartime Prices and Trade Board

These discussions took place at the hotel Chateau Laurier, in Ottawa, on
July 14 and 15, 1945. They were held for the purpose of exploring further the
various methods of implementing tariff reductions in connection with the
proposed multilateral agreement on commercial policy. The discussions were
arranged at an earlier meeting between Canadian and American officials
which took place in Washington on July 9 (see memorandum of July 9, 1945,"
summarizing the results of this meeting).

Mr. Robertson opened the discussion. He said that before going into the
details of the various methods of selective tariff reduction he wished to make
clear the Canadian view regarding the proposal for the horizontal reduction of
all duties by a uniform percentage. He said that the Canadians were deeply
disappointed and dismayed by the change in the American position which,
prior to the passage of the Trade Agreements Act, had seemed tentatively to
favor the proposal for horizontal tariff reduction. He recognized that
difficulties had been created by the Trade Agreements Act but felt that they
might not be insuperable. With regard to selective methods of tariff reduction
he expressed the view that any selective method would be “hopelessly
inadequate” to the needs. He thought that failure to go forward with the
horizontal cut would mean the loss of three great advantages:

1. Timing. Of all times the present offers the best chance of effecting
substantial trade-barrier reduction in all the major trading countries. Because
of economic dislocation in Europe and reconversion in other areas, production
and trade are in a state of flux. This would be the psychological moment, here
and elsewhere, for bold action. If the selective method is adopted this
opportunity would be lost.

2. Preferences. Horizontal tariff reduction would have substantially solved
the problem of preferences, which is certain to be the most difficult problem
from the viewpoint of the United States. There is no hope for any really
substantial action on preferences under the selective method of tariff reduction.
Moreover, under the selective method, the United States would have to pay
more for what it gets. Finally, preferences cannot be handled at all by a purely
bilateral approach. Since the protection afforded under a preferential system
extends to foreign as well as home industries they must be attacked by dealing
with several countries at once. Selective tariff negotiations involving several
countries are complicated and slow.

3. Compulsion of outsiders. Under the plan for horizontal tariff reduction it
would have been possible to compel reluctant countries to participate in the
plan by threatening to withhold the tariff benefits if they did not participate.
This would have been politically feasible internationally because the
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requirements under the plan for a horizontal tariff cut would be equitable,
simple, and easily understandable. Any selective method of tariff reduction
would be complicated and to some extent inequitable via-a-vis outsiders and
could not well be used as a weapon to force them in.

Because of the great advantages of, and need for, tariff reduction by the
horizontal method, Mr. Robertson said that the Canadians had been wondering
whether there was not some way to overcome the obstacles to the adoption of
that method which had been created by the Trade Agreements Act. What
appeared to be needed was an opportunity to take the matter up with Congress.
Such an opportunity might be created, he thought, if other countries would
take the lead and come out with the plan for horizontal tariff reduction. Or
perhaps an opportunity would exist if the United States and Canada should
endeavour to negotiate a trade agreement and if, because of the great difficulty
Canada would have in granting us certain key concessions involving
preferential protection to third countries (e.g. raisins, coal, tinplate, and fruits),
the negotiations should fail. With regard to the question of other countries
taking the lead, Mr. Robertson remarked that Mr. Clayton had appeared to
think there were possibilities in this suggestion when it was originally put
forward at the July 9 meeting in Washington.

In response to the foregoing it was stated on the American side that, as Mr.
Clayton had indicated, the door was not completely closed to consideration or
discussion of the horizontal tariff formula in the event other methods should
fail. Nevertheless, both Mr. Acheson and Mr. Clayton were firmly convinced
that, even apart from considerations growing out of the increased trade-
agreements authority, legislative approval of the plan for horizontal tariff
reduction could not be obtained and that it would be virtually useless to make
the attempt. It was stated also that although other countries would of course be
free to take the lead if they desired to do so, an initial approach by other
countries might do more harm than good since Congress might feel that an
effort was being made to put something over on the United States. If there was
to be any approach to Congress at all, it would seem preferable as a first step
for the Administration to talk directly and frankly with the congressional
leaders. As to the possibility of creating an opportunity through an arranged
failure of trade-agreement negotiations, this seemed clearly out of the question.
In short, the obstacles in the United States to adoption of the horizontal plan
were very formidable and the chances of its ultimate acceptance by our
Congress were remote. On the other hand the United States was fully prepared
to make substantial tariff reductions on a selective basis and had the ability to
make such reductions effective under the increased authority in the Trade
Agreements Act. It would be extremely unfortunate if we should neglect to
grasp this opportunity to make substantial progress in the trade-barrier field in
a vain effort to obtain an ideal solution.

Mr. Robertson then said that although the United States might be able to
deliver selective tariff reductions, this did not mean much since the selective
method was clearly inadequate to meet the requirements. It would be better to
take even a long chance on an adequate plan, such as the horizontal approach.
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Trial of the horizontal approach would be desirable in any event, since even its
failure would have good results in stimulating countries to carry through a
selective approach more vigorously.

In response to a question, Mr. Robertson expressed the view that failure of
the United States to sponsor the plan for horizontal tariff reduction from the
beginning would not be fatal to its success provided that the United States
finally came along. He admitted, however, that the absence of vigorous initial
support by the United States would weaken the effort vis-a-vis other countries.

The foregoing discussion occupied Saturday morning, July 14. Saturday
afternoon and Sunday afternoon were devoted primarily to an examination of
the various selective methods of tariff reduction:

1. Reduction of the over-all ad valorem equivalent of the tariff. It was
explained by the American group that under this proposal each country would,
in addition to accepting provisions regarding non-tariff trade barriers (e.g.
abolition of quotas), agree to make such selective tariff reductions as would
bring down the over-all ad valorem equivalent of its tariff by an agreed
percentage, low duties (say rates of 10%) being disregarded for this purpose.
Under this proposal the United States procedure would be (a) to issue a
unilateral statement, or “White Paper,” outlining the whole plan and calling
for an international trade conference to discuss it, and (b) simultaneously with
the issuance of the unilateral statement, to hold public hearings under the
Trade Agreements Act on approximately 500-800 tariff items on which the
United States would consider granting concessions to the other participating
countries, as a group. After the hearings had been held, the United States
would be in a position to state, at the international trade conference, the
particular percentage of over-all tariff reduction which it would be prepared to
support. In effecting the over-all reduction of its tariff each country would be
free to decide what individual tariff reductions should be made, that is,
particular tariff reductions would not be subjected to the bargaining process.

The advantages of the foregoing proposal, it was stated by the American
group, were: () it would affect tariff reductions rapidly, and (b) since it would
provide certainty as to the general extent of tariff reduction, it might make it
possible to obtain firm commitments for the abolition of quotas and the
removal or relaxation of other non-tariff trade barriers.

In presenting the foregoing proposal, the American group stated that
although no final decision had been reached on the point, Mr. Acheson had
expressed serious doubt that the plan could be effected under the Trade
Agreements Act.

Apart from the doubt raised as to whether the United States could carry
through on the plan for reduction of the over-all ad valorem equivalent of the
tariff, the Canadian group felt that there were several objections to it:

(a) If each participating country were free to select the items for tariff
reductions, other participating countries would have no assurance that
individual items important in their export trade would be benefited. The only
way to provide such assurance would be to negotiate the reductions. It would
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be extremely difficult, and probably impossible, to carry on such negotiations
multilaterally.

(b) The plan would have some of the drawbacks of unilateral tariff reduction,
i.e. each government would have to bear the whole responsibility for
determining the individual reductions in its tariff and could not defend any
particular reduction on the ground that it was essential to a bargain with
foreign countries.

(c) The application of the tariff formula would be full of technical problems.
The existence in the tariffs of several nations of seasonal rates of duty, tariff
quotas, and other devices would make it difficult to determine how to weight
statistically the contribution to the general lowering of the tariff or reductions
on items affected by such devices.

2. Proposal for selective tariff reduction by a ‘‘substantial amount.” This
proposal was presented by the American group as being substantially the same
as proposal 1, above, with certain modifications designed to remove any
question as to its feasibility under the Trade Agreements Act. Under this
proposal, the tariff section of the “white paper” to be issued by the United
States would merely call for tariff reduction by a “substantial amount.” The
international conference would be called and agreement would be reached on
the non-tariff provisions conditionally upon the completion of *“substantial”
tariff reduction. The United States would then hold hearings under the Trade
Agreements Act, on the basis of which it would formulate a schedule of tariff
concessions to be offered to all other countries as a group, conditional upon the
offer by each of the other countries of a schedule containing equivalent tariff
concessions. Such schedules would be considered equivalent if they reduced the
over-all ad valorem equivalent of the tariff by the same percentage i.e. each
country’s tariff by the same percentage, i.e. each country’s tariff would be
uniformly reduced by say 25 percent, on the average.

The Canadian view was that proposal 2 would be impracticable since the
precise extent of tariff reduction would not be known at the time that
conditional agreement was reached on the non-tariff provisions. Countries
utilizing primarily non-tariff controls would be inclined to take the position
that the extent of tariff reduction which finally emerged in the schedules,
whatever that might be, was not “substantial” enough to justify carrying out
the conditional agreement reached earlier on the non-tariff barriers. This
would involve endless argument and negotiation and would probably require
the holding of another conference.

3. Proposal for bilateral offers of tariff reductions by the United States
precedent to a multilateral agreement on tariffs and non-tariff trade barriers.

This proposal was presented by the American group as an approach which
would be practicable under the Trade Agreements Act and which would assure
other countries, at the time their agreement is sought on the abolition of quotas
and the removal or relaxation of other non-tariff trade barriers, of the extent to
which the United States would be willing to reduce its tariff. Under this
proposal, the procedure for issuing a “white paper” and calling an international
conference would be the same as in 2, above. However, at the time of issuance
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of the “white paper,” the United States would issue public notice of intention
to negotiate bilateral tariff agreements with a number of foreign countries,
including the major British countries. By the time the conference was ready to
convene, the United States would have made definite offers of substantial tariff
reductions to be incorporated in bilateral agreements with the countries for
which public notice had been issucd. This earnest of good faith on the part of
the United States with regard to its tariff, might make it possible for the
conference to agree on a multilateral agreement containing (a) firm
commitments on non-tariff trade barriers and (b) a general undertaking to
reduce tariffs by a “substantial amount”™ through bilateral agreements.

The Canadian group expressed the view that the machinery of proposal 3
was defective in that it did not provide for an earnest of good faith as to the
extent of tariff reduction in agreements between third countries. In order to
remedy the defect it would be necessary to have the conference preceded by
bilateral tariff negotiations between such third countries as well. It seemed
obvious that this could not be done if too many countries were involved, but it
might be achieved among a relatively small nucleus of countries, say 8 to 12 of
the major trading nations. The Canadian group was also of the opinion that in
any event it would be undesirable to attempt to secure agreement by the
method of holding a general international conference. They expressed the view
that, judging from past experience, the presence at a general international
conference of the less important, and for the most part protectionist-minded,
countries, would inevitably result in a watering-down of the commitments
which a smaller number of the major trading nations might find it possible to
enter into. The Canadian group accordingly suggested the following
modification of proposal 3:

A nuclear group of 8 to 12 countries would agree on the following
procedure:

(1) Each member of the nuclear group would immediately begin to negotiate
bilateral agreements with each other member of the nuclear group,* such
agreements to incorporate substantial tariff reductions. In order to speed
negotiations and assure the general extent of tariff reduction, an informal
“working rule” might be adopted that the tariff reductions to be granted by
each country should be such as to reduce the over-all ad valorem equivalent of
the duties on imports from each other member of the nuclear group by not less
than x percent. It might also be agreed that 10 percent duties need not be
reduced and would not be counted for the purpose of determining the weighted
average reductions.

“]a note suivante était dans 'original:
The following note was in the original:
It was generally agreed in subsequent discussion that agreements between all the
theoretically possible pairs of countries would not be necessary and that agreements
might be dispensed with in cases where trade between a particular pair of countries
was negligible.
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The tariff reductions effected by the bilateral agreements would be required
to be generalized to all members of the nuclear group. With regard to the
treatment of tariff preferences, the following rules might be adopted:

(a) Preference-receiving countries would agree to waive their contractual
rights to bound margins, thus permitting the preference-granting countries to
reduce or remove margins of preference in agreements with other countries.
This rule would apply during the negotiations among the nuclear group but
might be adopted permanently.

(b) Reductions of most-favoured-nation rates would automatically operate to
reduce or remove margins of preference, i.e. they would not be accompanied or
followed by reductions in preferential rates.

(¢) No margin of preference would be increased. Thus, if any preferential
rate were reduced in a bilateral agreement between, say, Canada and Australa,
the most-favoured-nation rate would have to be reduced to the same extent.

(2) The nuclear group of countries would also agree on provisions dealing
with non-tariff trade barriers. These provisions would be the same for all
members of the nuclear group and presumably would be negotiated through a
multilateral commitee of some kind.

(3) When the negotiations under (1) and (2) had been completed, the
resulting agreements would be concluded among the nuclear group, prior to the
convening of a general international trade conference.

(4) The purpose of the international trade conference would be to discuss: (a)
How other countries should be brought into the arrangement and (b) what
treatment countries participating in the arrangement should accord to the
trade of countries refusing to participate. These questions would, of course,
require the re-examination of existing most-favoured-nation commitments.

The Canadian group was of the opinion that the nuclear proposal outlined
above appeared to be the most promising of the various methods of selective
tariff reduction which had been discussed. The American group was inclined to
agree with this view, but had reservations as to (a) the possibility, under the
Trade Agreements Act, of adopting even informal “working rules” regarding
the percentage of tariff reduction to be achieved, and (b) the desirability of
actually concluding the arrangements among the nuclear group prior to the
holding of a general international trade conference at which the views of other
countries would be obtained. In this connection, the Canadian group appeared
to feel strongly that the arrangements among the nuclear group should not be
kept open and thereby made subject to changes at the general conference.

With regard to the countries which would form the nucleus, discussion
between the American and Canadian groups resulted in the following tentative
list: United States, United Kingdom, Canada, Australia, South Africa, New
Zealand, France, Netherlands, Belgium, U.S.S.R., Czechoslovakia and India.

There was a brief discussion of the possible tariff requirements which might
be made of new members under the nuclear approach. There appeared to be
two main possibilities: (a) the weighted average reduction of the tariffs of the
nuclear group might be calculated and new members might then be required to
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make the same over-all percentage reduction in their tariffs, or (b) new
members might be required to negotiate their way in by entering into bilateral
agreements with each of the countries making up the nuclear group. It was
agreed by both the Canadian and American groups that new members would,
of course, be required to adhere to the non-tariff provisions of the arrangement.

With regard to the withholding of tariff reductions from the trade of
outsiders, it was generally agreed that the reductions should be generalized to
all countries for a probational period. Whether or not it would be feasible to
withdraw the benefits after the expiration of the probational period would
largely depend upon the possibility of working out a basis of adherence by
outsiders which would be accepted as reasonable and equitable.

Near the close of the discussion the Canadian group suggested that it might
be possible, in connection with either a trade agreement between the United
States and Canada or a more general arrangement to which both countries
were parties, to provide for duty-free treatment on both sides of the border in
respect of certain products traded in both directions. The Canadian group
attached considerable importance to this possibility, stating that there were a
number of cases (e.g. automotive items) where, although tariff reductions
would not be of much help, free trade between the two countries would bring
substantial reciprocal benefits. Since any such arrangement would require
legislative approval in the United States, it might be provided for in a protocol
which could be submitted separately to Congress. The American group agreed
to report this suggestion and to urge that serious consideration be given to it in
Washington.

In concluding the meeting the Canadian group emphasized again their
strong preference for the plan for a horizontal tariff cut and expressed the hope
that the United States would eventually see its way clear to attempting that
approach.

62. DEA/200s

Le haut commissaire par intérim en Grande- Bretagne
au secrétaire d’Etat aux Affaires extérieures

Acting High Commissioner in Great Britain
to Secretary of State for External Affairs

TELEGRAM 2968 London, October 12, 1945

SECRET. Following for Wrong from Robertson,* Begins: I attended High
Commissioner’s meeting at the Dominions Office this morning when Helmore
of Board of Trade and Edie [sic]*® of Treasury reported on present status of
financial and commercial policy conversations in Washington. Canada House

“'N. A. Robertson était & Londres avec le Premier ministre pour rencontrer des ministres et des
fonctionnaires.
N. A. Robertson was in London with the Prime Minister for meetings with ministers and
officials.

Sir Wilfred Eady.
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is reporting this discussion by air mail. In the meantime, you will have received
a telegram from the Dominions Office’ containing their appreciation of
commercial position and a summary of instructions which are going forward to
their representative in Washington.

2. The only comments I made at today’s meeting on proposed declaration of
principle concerning preferential policy were:

1. In proposing that there should be in no circumstances any increase in
margins of preference, United Kingdom should be clear in their own minds as
to base line from which such undertaking would be operative. (Cf. position of
British preferences enlarged by wartime suspension duties in Canada on United
Kingdom goods).

2. I thought any declaration of general policy respecting modification of
preference as part of the general commercial policy arrangements should make
it clear from the start that reductions in margins of preference were only to be
brought about by reduction of duties on foreign products and in no case by
increase in duties on Commonwealth goods.

3. Board of Trade representative did not argue against this general decision,
but thought our interest could be safeguarded in intra Commonwealth
agreement envisaged for pre-negotiation waiver of fixed margins of preference.
Ends.

63. W.L.M.K./Vol. 380
Le chancelier de I'Echiquier au Premier ministre
Chancellor of the Exchequer to Prime Minister

[London,] October 12, 1945

My dear Prime Minister,

The Washington discussions, with all that they imply as regards Imperial
Preference, have now reached a stage at which we feel that it would be very
helpful if we could take advantage of the presence in London of yourself and
Dr. Evatt to discuss with you the issues which are arising, and to benefit from
your counsel on questions which affect us all so materially.

With this in mind, we are hoping to arrange a meeting here at 12 noon on
Monday, to which Dr. Evatt will be coming; and both the Prime Minister and I
hope very much that you too will find it possible to be present yourself. I am
sorry that we have not been able to give you longer notice, but if you can find
the date and time convenient, I personally shall be very grateful to you.

Yours very sincerely,
HuGH DALTON
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64. W.L.M.K./Vol. 380
Mémorandum du Premier ministre
Memorandum by Prime Minister

CONFIDENTIAL {London,] October 13, 1945

While I was talking with Lieutenant Douglas Robertson, a note was handed
me marked “Immediate” and “By Hand” from the Chancellor of the
Exchequer with a slip marked “Urgent.” I asked Robertson to excuse me while
I opened the letter which was one from Dalton stating that a meeting had been
arranged for 12. noon on Monday at which Dr. Evatt will be present to deal
with the question of Imperial preferences, and matters arising out of the
Washington discussions — asking if I could be present at 12. noon on Monday.

As soon as Robertson left, I re-read the letter and finding myself completely
shaken by the continuous interruptions of the morning, with nothing overtaken,
I realized that I was once again just about at the breaking point.

Handy*' came in at this stage with a note saying that “a message has just
been received from the Office of the Chancellor of the Exchequer to say that
the Chancellor will be presiding at the meeting on Monday.” Also with
directions as to how to telephone, etc.

I felt I would have to make a decision at once. First of all, I am not in a
position to discuss financial and trade questions. I have not come over for that
purpose and I should not without having had a prior conference with my
colleagues in the Cabinet, wish to undertake so great a responsibility. In the
second place, the mention that Evatt would be present and that the idea was to
have opinion expressed from himself and myself, by no means added to my
desire to be on hand at any discussion on that question with him.

Robertson had told me late last night that the meeting had been fixed for
yesterday at Dominions Office to discuss matters with Evatt but he had not
turned up. This meeting was being arranged so as to meet his convenience on
Monday as he leaves for Washington a day or two afterwards.

Realizing the vast significance of the question, I thought it best to get on the
telephone myself direct with Mr. Dalton’s office. I got his private secretary.
Asked once or twice who it was I was speaking to, each time got the reply “The
Chancellor’s Private Secretary.” I then said to him I had received this note.
While I was anxious to help in every way possible, I did not feel I was in a
position to discuss questions of Imperial preferences or financial matters at this
time and without prior consultation with members of my own Cabinet. That I
would hope, therefore, it would not be necessary for me to be present at any
meeting of the Cabinet.

The private secretary, whoever he was, said that the Chancellor would be
very disappointed and 1 rather inferred from his remarks it was up to me to
meet the Chancellor’s wishes once they had been expressed. I replied I also

51J. E. Handy, secrétaire privée du Premier ministre.
J. E. Handy, Personal Secretary to the Prime Minister.



FINANCE, TRADE AND MERCHANT SHIPPING 109

regretted not being able to be present. I added to what 1 had said that I had
come over on other matters which were not connected with trade or financial
questions at all. I also was very tired. In fact, was used up and did not feel in
shape to undertake discussion of a matter as important as that to which the
Chancellor’s letter referred.

The private secretary still persisted in saying the Chancellor would be sorry
to hear I could not come which caused me to repeat with a bit of insistence that
I, too, was sorry but I had to consider my position and that of the government.

A few minutes later, the secretary added would I like to be represented in
the event of my not being able to come myself. Knowing that Robertson was
expecting to be present on Monday though he has left this morning for
Holland, and hoped to have a day or two there, was coming back, I said 1
would have no objection to having Mr. Robertson who was with me attend the
meeting to which the secretary replied he would so inform the Chancellor. As
the meeting had been arranged, he thought it was best that that course should
be followed. Matters were then left in that way. He would forthwith advise the
Chancellor.

65. W.L.M.K./Vol. 380
Le Premier ministre au Chancelier de I'Echiquier
Prime Minister to Chancellor of the Exchequer

London, October 15, 1945

My dear Chancellor,

I regret exceedingly not having found it possible to comply with the request
of your letter of October 12th which I received shortly after noon on Saturday.

It was kind of you to say that you felt it would be helpful to yourself and
others if advantage could be taken of the presence in London of Dr. Evatt and
myself to discuss the issues arising out of the Washington discussions, with all
that they imply as regards Imperial preferences; also that the Prime Minister
and yourself hoped that it might be possible for me personally to be present at
a meeting being arranged for noon today (Monday).

On receipt of your letter I immediately informed your private secretary that,
as I had not thus far had opportunity to consider with my colleagues in the
Cabinet at Ottawa the all important matters mentioned in your letter, I did not
feel at liberty to enter into a discussion of them at this time with yourself and
colleagues in London.

Knowing, as | do, how far-reaching any decisions with respect to the
Washington discussions and, in particular, questions of Imperial preferences
are certain to be, | should not wish to attempt any discussion of them without
giving to these matters, in advance, much more thought than, thus far, it has
been possible for me to give.

I am, as you know, most anxious, while here, to be of as much help as I can
on any matter of mutual interest and concern. | am certain, however, that were



110 FINANCES, COMMERCE ET MARINE MARCHANDE

I, to the exclusion of representatives of other nations of the Commonwealth, to
join with Dr. Evatt in initiating or in furthering discussion of financial and
trade matters with members of the British Cabinet, sooner or later, my position
would almost certainly be misunderstood both in Canada and in London.

I am sure, for example, that my colleagues, the Minister of Finance, Mr.
lisley, and the Minister of Trade and Commerce, Mr. MacKinnon, would think
it strange were 1 to attempt discussion of these matters, on this particular visit
to London, without having had with them some word of prior consultation.

Mr. Norman Robertson, who has been having conversations with officials of
the United Kingdom Government on many matters will be present at this
morning’s meeting. I have asked Mr. Robertson to let you know exactly what
my feelings are; also to say how much I regret having had to occasion you or
the Prime Minister the slightest disappointment in any matter. I am sure | may
rely upon your complete understanding.

With kindest personal regards,
Yours very sincerely,
[W. L. MACKENZIE KING]

66. DEA/200s

Le secrétaire d’Etat par intérim aux Affaires extérieures
au haut commissaire par intérim en Grande- Bretagne

Acting Secretary of State for External Affairs
to Acting High Commissioner in Great Britain

TELEGRAM 2441 Ottawa, October 18, 1945

SECRET. Following for Robertson from Wrong, Begins: Your telegram No.
2968 of October 12th, Imperial Preferences. At a meeting yesterday of senior
officials we discussed reply to Dominions Office telegram D.1909 of October
12th.' Text of draft reply approved by Mackintosh, McKinnon and
Mackenzie®? is given in my immediately following telegram. Towers also
approves this line but has not seen text.

We feel you should see answer and if you think it necessary clear with Prime
Minister. If you approve, Hudd** might send reply to Dominions Office
without further clearance here since Mr. llsley is away until early next week
and London has asked for earliest possible indication of our views. Ends.

M. W. Mackenzie, sous-ministre du Commerce.

M. W. Mackenzie, Deputy Minister of Trade and Commerce.
$Haut commissaire par intérim en Grande-Bretagne.

Acting High Commissioner in Great Britain.
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67. DEA/200s

Le secrétaire d’Etat par intérim aux Affaires extérieures
au haut commissaire par intérim en Grande-Bretagne

Acting Secretary of State for External Affairs
to Acting High Commisioner in Great Britain

TELEGRAM 2442 Ottawa, October 18, 1945

SECRET. Following for Robertson from Wrong, Begins: My immediately
preceding telegram. Following is draft reply to Dominions Office telegram
D.1909 of October 12th," Begins:

The suggestions in para. 4 which you propose to have put forward to the
U.S. authorities for incorporation in a statement of principles are in general in
accord with our views, provided the statement will make it unequivocally clear
that preferences are to be dealt with in conjunction with tariffs. We take this to
be your understanding. If, however, you are considering as a quid pro quo for
financial aid undertaking not to increase preferences and not to introduce new
preferences and to reduce margins when general tariffs are reduced (para. 4
(a) and (b)), we would be obliged to give the question further serious study.
We feel it imperative therefore to emphasize the consideration which we regard
as all important that preferences cannot be considered apart from tariffs but
must be treated as part of trade negotiations looking to reductions in tariffs
and as part of satisfactory arrangements on commercial policy generally. Any
undertaking to maintain even the status quo toward preferences should be
conditional upon the satisfactory outcome of the talks as a whole and could not
be operative indefinitely in default of such an outcome.

With reference to para. 5 (1), while we cannot object to your urging a
current dateline for preferences, our view is that because we contend
preferences are inseparable from tariffs there is a strong case for conceding the
adoption of the same pre-war date for both. Ends. Message ends.

68. DEA/198s

Le haut commissaire par intérim en Grande-Bretagne
au secrétaire d’Etat aux Affaires extérieures

Acting High Commissioner in Great Britain
to Secretary of State for External Affairs
DESPATCH A.508 [London,] October 25, 1945
SECRET

Sir,

With reference to my despatch No. A.483 of the 13th October' concerning
the Washington discussions on financial and commercial policy, I have the
honour to forward the following further information. It was obtained in the
course of a conversation which Mr. Robertson (accompanied by Mr. LePan)
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had with Sir Wilfred Eady of the Treasury and Mr. J. R. C. Helmore of the
Board of Trade on the evening of the 19th October. Sir Wilfred Eady and Mr.
Helmore are the opposite numbers in London of Lord Keynes and Sir Percivale
Liesching respectively. They are the operative officials who are dealing with
the London end of the negotiations.

2. Sir Wilfred Eady warned that, in spite of the atmosphere of cordial
sympathy in which the conversations were proceeding, there was still a real
danger that the financial talks might break down. If they did, the break would
most probably occur over the sterling balances. The United States, in his view,
had never fully understood the sterling area and had believed that its working
was much more mysterious and occult than was actually the case. Moreover,
American businessmen were continually tripping over the regulations which
governed the sterling area and were much more conscious of the way it affected
their interests than they were of the consequences to themselves of the other
topics under discussion. It would also be easy for the opposition in the United
States to dramatise this issue; they could represent how iniquitous it was that
the United Kingdom sterling area creditors, which they lumped pell-mell
together, should not make a uniform contribution to assist the United Kingdom
in the same way as it had been suggested the United States should do. For
these reasons, he was afraid that the sterling balances might prove the chief
stumbling-block in the conversations.

3. He repeated that it would be quite impossible for the United Kingdom to
require its sterling area creditors to make a contribution according to any over-
all formula, as the United States delegation was still inclined to urge. It was
misleading, in fact, to speak of the sterling balances as though they constituted
a single financial problem. In reality, they resolved themselves into a number of
separate problems which were ultimately political. The great bulk of the
sterling balances stood to the credit of India, and no Government in the United
Kingdom could face the political consequences of exacting a large contribution
from India on the grounds that it was an essential condition of a satisfactory
financial agreement with the United States. Another country with large
sterling balances was Egypt; and here again the negotiation of an agreement to
scale down her balances would be beset by political difficulties. He recalled
that the Anglo-Egyptian Treaty came up for renewal in 1946, and he said that
the question of a financial settlement with Egypt must be seen in relation to
recent Egyptian claims for the acquisition of the Sudan, to Arab unrest over
Jewish immigration into Palestine and to the Soviet ambitions in the
Mediterranean which had been made manifest at the Conference of Foreign
Ministers. Any negotiations looking to the scaling down of the Egyptian
balances would be extremely delicate. The conclusion was inescapable that the
various creditors must be approached individually. On more general grounds,
the United Kingdom was unwilling bluntly to inform her sterling area creditors
that they must make a contribution, because of the effect which such a demand
would have on her reputation as a borrower. On the other hand, he admitted, in
reply to a suggestion from Mr. Robertson, that pressure from the United States
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might well prove a useful instrument towards securing satisfactory agreements
with these individual creditors.

4. If a breakdown occurred in the financial conversations, the Treasury was
anxious that it should come over an issue which not only was considered
fundamental by the United Kingdom experts and by the Government, but
could also be presented to public opinion both in this country and elsewhere in
such a way that the soundness and the justice of the United Kingdom’s stand
would be clearly apparent. The proper treatment of the sterling balances was
such an issue, he believed. He enquired whether, if a breakdown came over this
question, Canadian opinion would think that the United Kingdom had been
justified in refusing to retreat from their position on this point. Mr. Robertson
replied that he personally thought such a stand by the United Kingdom would
be regarded sympathetically in Canada, even though it led to a breakdown. On
the other hand, however sympathetically Canadians might regard the United
Kingdom’s position if the present conversations resulted in failure, the
Canadian Government obviously would have to review afresh all the elements
in the situation as it affected Canada and adopt a policy dictated by Canada’s
interests in the new circumstances.

5. Sir Wilfred reported that the United Kingdom delegation could not have
wished for more firm and continuous support than they had obtained from the
present Government. Nor could he complain of any lack of understanding of
the broad outlines of the problem. On the other hand, opinion in the Cabinet
was sometimes ruffled by cross-currents which were not always helpful. In
particular, members of the present Government were susceptible to appeals
from the other Labour Governments in the Commonwealth and rallied perhaps
too easily to the slogan *“Labour Governments of the world unite!” This
susceptibility should be kept in mind in estimating the present Government’s
policy both towards preferences and towards the sterling balances. There was
also considerable suspicion of United States bankers and, sometimes, excessive
optimism that with a controlled economy the United Kingdom could get along
satisfactorily without United States aid. The Treasury was under no delusion
that this was possible.

6. On commercial policy, Mr. Helmore reported that the Statement of
Principles concerning preferences, which you will have seen in paragraph 4 of
the Dominions Office telegram No. 1909 of the 12th October,’ had now been
presented to the United States delegation, and had been rejected by Mr.
Clayton as unsatisfactory. Or, to be more exact, Mr. Clayton had said that the
Statement would not be sufficient to satisfy Congress. In the course of the
evening’s conversation, it became apparent that, although the United Kingdom
negotiators found Mr. Clayton to be a perfectly fair and open-minded
negotiator, they thought that Mr. Vinson®* understood more fully this country’s
present difficulties.

S4F. M. Vinson, secrétaire au Trésor des Etats-Unis.
F. M. Vinson, Secretary of the Treasury of the United States.
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7. Mr. Robertson asked whether, in the view of United Kingdom officials, the
waiver of fixed margins of preference, referred to in 4(¢) of Dominions Office
telegram No. 1909 of the 12th October, should come before or after the series
of bilateral agreements over tariffs and preferences, which it is now hoped will
be made in Washington next March. Mr. Helmore replied that he had thought
that such a waiver should follow rather than precede the bilateral agreements
between the drafting countries. In any case, of course, the bilateral agreements
would not come into effect until such waivers had taken place. Later in the
evening, however, he remarked that he had more and more been coming to the
conclusion that it might be useful to have a Commonwealth conference to
consider preferences some time in February, before the March meeting in
Washington. Mr. Robertson promised to consider this informal suggestion.

I have etc.
FrREDERIC HUDD

69. DEA/200s

Le gouverneur, la Banque du Canada,
au sous-secrétaire d'Etat associé aux Affaires extérieures

Governor, Bank of Canada,
to Associate Under-Secretary of State for External Affairs

PERSONAL AND CONFIDENTIAL Ottawa, November 5, 1945

Dear Hume [Wrong]

I am attaching hereto some notes on conversations which I had in
Washington recently on the subject of U.K.-U.S. discussions. I do not know
whether these notes would be of any use to Norman when he arrives in
Washington,> but in any event you may wish to send a copy to the Embassy. I
am therefore enclosing a duplicate.

I was very interested in the despatch from the High Commissioner in
London, dated October 25th, on the subject of Norman’s conversation with Sir
Wilfred Eady and Mr. J. R. C. Helmore. Referring particularly to paragraph 4
of the despatch, I should think that if the U.K.-U.S. talks were otherwise
satisfactory, a breakdown on the subject of sterling balances would be most
unfortunate. I can understand that the English will not undertake a commit-
ment to arrange a scaling down through the piece because their creditors are
not all in the same position. Moreover, the U.K. is presumably not in a position
to guarantee the exact amount by which the balances will be written down.
Nevertheless, 1 think we would share the American view that something
substantial should be accomplished in this respect — in spite of the serious

N, A. Robertson se rendait & Washington pour participer aux discussions concernant I'énergie
atomique. Voir le document 635.
N. A. Robertson was on his way to Washington for atomic energy discussions. See Document
635.
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political difficulties which the U.K. will face when dealing with India and
Egypt.

I have no doubt that when Eady asked for Norman’s opinion he got a very
reserved answer, and I hope that Eady did not interpret the answer as being too
sympathetic.

Yours sincerely,
GRAHAM TOWERS

[PIECE JOINTE/ENCLOSURE]
Mémorandum du gouverneur, la Banque du Canada
Memorandum by Governor, Bank of Canada

CONFIDENTIAL Ottawa, November 5, 1945

Notes on conversations in Washington, October 18-24, 1945

On October 18th, at lunch with Lord Halifax, Lord Keynes, R. H. Brand*®
and Gordon Munro,” Keynes brought me up to date on their conversations
with U.S. officials. Up to that time, the United States had made no specific
proposals on the financial side. The conversations had been limited to the
U.K.’s exposition of their problem; to questions by the U.S. on this subject; and
to the discussions on the subject of preferences and commercial policy
arrangements. From the attitude of the U.S. negotiators, it was clear that
assistance to the U.K. in the form of retrospective Lend-Lease or a grant-in-aid
was impossible, and it seemed likely that the U.S. might endeavour to —

(a) Whittle down the amount of the credit below $5 billions.

(b) Call for payment of interest.

(c) Link the question of preferences with financial aid.

(d) Obtain rather specific undertakings in regard to scaling down of
“sterling™ balances.

Keynes asked for my views on all these points, and I gave them to him as
follows:

(a) Amount of credit: I expressed the view that the U.K. should strenuously
resist such a scaling down of the credit as would necessitate the adoption of a
policy of extreme austerity in regard to imports. I realized that some degree of
austerity was necessary in the best of circumstances. If carried too far on a
non-discriminatory basis, the repercussions would be serious not only in
countries which had more expansive ideas on the subject of world trade than
those held by U.S. negotiators, but perhaps even in the United States itself
when they came up against the full force of import restrictions. 1 asked Keynes
if the present drive to save dollars (U.S. and Canadian) was a sample of what
could be expected if the U.K. were able to make reasonably satisfactory

¢R. H. Brand, représentant du Trésor de Grande-Bretagne 3 Washington.
R. H. Brand, Representative of British Treasury in Washington.

$Gordon Munro, conseiller financier, haut commissariat de Grande-Bretagne.
R. Gordon Munro, Financial Advisor, High Commission of Great Britain.
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financial arrangements with the United States. He replied in the negative,
adding that the uncertainties of their present position were such that
instructions had gone out to economize on dollars in every conceivable way.

(b) On the question of interest rate, I suggested that a nominal rate, say /2 of
1 per cent, would not help U.S. Administration to get Congressional
agreement. It would simply muddy the waters. On the other hand, I could see
that if the U.S. called for payment of a commercial rate, the U.K. might feel
that they could not accept the commitment. I gathered from Keynes that there
had been some hint that the Americans might consider a flexible arrangement
in respect to the payment of interest, i.e., that it might be deferred in certain
circumstances. He asked what I would think of a proposal that interest should
be payable only if U.K. exports (and probably invisibles) reached a certain
figure. I replied that 1 did not think the U.K. could object to such an
arrangement if the target figure was sufficiently high.

(c) On preferences, I said that 1 thought the Canadian view (except in this
case, | took pains to stress that only personal opinions were being expressed)
was strongly against any appearance of policy being amended as a quid pro
quo for the loan. I asked if there was not a risk that the U.K. Parliament would
be told one thing, and the U.S. Congress another. Keynes thought there was
very considerable risk.

(d) Sterling balances: Keynes mentioned one or two suggestions which had
been thrown out by the Americans for dealing with the sterling balance
problem in some devious way, for example, that the U.S. might make an offer
to U.K.’s creditors to discount sterling balances (regarded as blocked and non-
interest bearing for a considerable period of years) on a 3 per cent basis,
producing U.S. dollars for the creditors for an amount equal to half the
nominal U.S. dollar value of sterling sold. The U.K. would then use a portion
of their U.S. dollar credit to take over the sterling from the U.S. at the price
paid for it by the U.S. For reasons which I need not detail in this memoran-
dum, I expressed the view that such a policy would work out most unsatisfac-
torily.

On October 19th Brand and Keynes told me about the proposals which had
been made by the Americans on the preceding afternoon, i.e., a $3'% billions
credit, free of interest or amortization for the first five years, then repayment
over the following 50 years with interest at 2 per centum per annum. Keynes
had said that the terms were such that he would either have to pack up and go
home, or start all over again. Vinson kept the ball in play by making a few
jokes, but nothing more conclusive came out of the meeting. By the time 1 left
Washington on October 24th, the British had not received London’s reactions
to the proposals, and no further financial discussions had taken place.

Mr. Stone and 1 saw Clayton on October 19th. Mr. Collado*® and Mr.

Hooker (?) attended the meeting. Mr. Clayton said that the financial
discussions with the U.K. were going very well indeed, and he expected that a

S$F. G. Collado, directeur, Bureau de la politique financiére et du développement, Etats-Unis.
F. G. Collado, Director, Office of Financial and Development Policy of the United States.
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satisfactory arrangement could be made. I had thought that this might very
well be his attitude, and, by arrangement with Keynes, was able to say that |
knew what the proposals were, and could not share Clayton’s optimism. I
pointed out that Canada — in common with many other countries — had a
vital interest in the discussions. It was our understanding that a financial
agreement would include a promise by the U.K. not to practise discrimination
in her import policy. If the size or terms of the U.S. credit were such that the
U.K. had to keep her imports at an excessively low level during the transition
period, then all suppliers of the U.K. would be adversely affected; and indeed
for “U.K.” one could read “sterling area.” I expressed the view that both the
political and economic implications of a penurious policy were extremely bad.
What had happened to the idea so freely expressed a couple of years ago that
post-war policy should be bold and expansive? Did not the present political and
economic state of Europe make it more than every necessary that a timorous or
restrictive policy should be avoided? — and so forth. Clayton was most
agreeable, and gave us all the time we wanted, but did not go far in expressing
his own views. I gathered from Keynes that Clayton has taken the lead in the
discussions; that they have found him pleasant to deal with, but recently very
“wooden”. Vinson has kept a good deal to the side-lines. Harry White has been
in the background.

I saw Harry White later in the same day, and covered much the same
ground as I had with Clayton. Harry White said that he did not think that the
U.S. should try to whittle down the credit to the U.K., but that, as a
“technician,” he had had to express the view that the figures put forward by
the English, properly revised, did not indicate that they needed as much as $5
billions from the U.S. I gathered that the U.K. balance of payments figures, on
which the discussions have been based, assume an average volume of imports
some 10 per cent below pre-war, and assume import and export prices 100 per
cent above pre-war.

Harry White asked what post-war credit arrangements we had made with
the U.K., mentioning Keynes’s pre-Washington visit to Ottawa.*® I told him
that there had been no discussions pending the outcome of the Washington
talks. (The English had already told him the same thing.) I said that Canada’s
approach to the whole problem had been indicated by the suggestions which we
put up to the U.K. early this year. I assumed that consideration would be given
to the volume of Canadian export trade which it was desired to maintain, and
to possible volume of imports from the sterling area, as well as other means of
payment available to them. White said that was rather vague. What might it
mean in terms of dollars? I replied that if the realistic examination threw out a
figure of a billion dollars I did not think that would cause too great a shock.
Naturally, I emphasized that these views were personal, and not based on
discussions with the U.K., or even on discussions at home. White asked our
attitude towards interest payments, and [ said the subject had not been
discussed.

*Voir le volume 10, documents 553 et 554.
See Volume 10, Documents 553 and 554.
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I saw Vinson a few days later. When the conversation came round to their
talks with the UK., 1 repeated, but in very abbreviated form, the views
expressed to Clayton, and followed the same procedure when Acheson lunched
with Stone and myself at the Embassy. Acheson did not appear to know the
exact terms of the proposals made by the Americans some days earlier. He said
that he thought that the credit under consideration ranged from three and a
half to six billions. (“Were our people trying to whittle down the amount?”)

Eccles of the Federal Reserve, who has been participating in the discussions,
was away. | saw Knapp, who is his right-hand man in this field, as well as
Gardner and Goldenweiser, but thought it best to confine myself to some very
general expressions of opinion when they brought up the subject of the loan to
the U.K.

In general, I formed the view that the Americans were somewhat too
confident of their ability to decide the terms of a financial arrangement and too
little worried by the implications of an arrangement which left the U.K. in a
weak position. They see — or think they see — such prospects for a good
demand, domestic and international, for everything the U.S. can produce in the
near term future that the selfish interest which the United States has in
making a deal that could be regarded as a good one by the U.K. is not as much
recognized as it might be. On one occasion I had to listen to the word
“humanitarian” being used in connection with U.S. proposals. What Congress
would or would not accept is, of course, constantly brought into the conversa-
tion; and no real effort has been made to show the problem to Congress or the
public in its true light. One reason for this — according to Harry White — is
that the Administration, not having made up its mind as to the proper course of
action, has nothing to “sell” to the public or Congress.

70. DEA/200s

Le secrétaire d’Etat par intérim aux Affaires extérieures
au secrétaire aux Dominions

Acting Secretary of State for External Affairs
to Dominions Secretary

TELEGRAM 257 Ottawa, November 8, 1945

MosT IMMEDIATE. SECRET. Your telegram D.2069 of November 6th,'
commercial policy.

We see no objection to your supporting the revised U.S. proposals as a basis
of discussions at the proposed international conference on trade and
employment. We are, indeed, highly gratified at the progress your negotiators
have made and at the degree of agreement reached.

In the discussions at the conference and prior to it we will wish to raise
several points such as the number of exceptions in favour of quantitative
restrictions and the application of subsidies to agricultural products.

We had hoped that a greater emphasis would have been placed on tariff
reductions so that the document might present to the world a more positive
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programme for the reduction of trade barriers. The understandable concern
over preferences has given them relatively an undue prominence in the
document. We trust that the revision of the formula mentioned in paragraph
(5) of your telegram D. 2069 will redress the balance.

The formula for dealing with preferences given in your telegram D. 2070 is,
in general, acceptable to us, on the assumption that the agreement in
paragraph 2 (c), that margins of preference on any product will in no case be
increased and no new preferences introduced, is conditional upon a satisfactory
outcome of the talks as a whole and would not be an undertaking operative
indefinitely in default of such an outcome.

71. DF/Vol. 4209
Mémorandum du ministére des Finances
Memorandum by Department of Finance

[Ottawa,] November 14, 1945

MEMORANDUM ON PROPOSALS FOR CONSIDERATION
BY AN INTERNATIONAL CONFERENCE ON EMPLOYMENT AND TRADE

The United States is going to make public within the next week proposals
for an International Conference on Employment and Trade. It will also issue
shortly thereafter invitations to fifteen countries, of whom Canada will be one,
to discuss in advance of the Conference the principles which it is proposed that
the Conference should adopt, and to undertake negotiations with the United
States and with each other of trade treaties for the reduction of tariffs and
preferences.

While the announcement will be made by the United States, the proposals
will in fact have been agreed to by the United Kingdom in advance and will
probably be endorsed publicly by the United Kingdom Government following
the announcement from Washington.

These proposals mark the culmination of discussions which have been going
on with United States and among Commonwealth Countries since 1942. In
most of these discussions Canadian officials have participated, although they
are not participating in the present U.K.-U.S. discussions in Washington.

It is hoped that the Conference which the United States will propose will set
up a new international body, the International Trade Organization, whose
function would be to facilitate co-operation and agreement among member
nations on matters of employment and trade, on commodity arrangements, and
on the control of restrictive business practices (cartels). The articles of
association of the new Organization would set out certain rules and principles
for the conduct of international trade by which the members would be bound.
These would include specific undertakings on the limitation of subsidies,
quotas, import licensing, state trade, etc. They would also include a general
undertaking to negotiate reductions in tariffs and preferences.
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It is the intention of the United States that the negotiations on tariffs and
preferences should be negotiated in advance of the Conference and that, if
possible, the fifteen countries initially invited should have completed their
negotiations by the time of the Conference, which it is hoped would take place
about June 1946.

Prior to the Conference and at the Conference, Canadian representatives
will have a considerable number of points to raise as to the principles which
should be adopted in regulating the use of certain devices, such particularly as
subsidies, quotas, and import licensing. There is no question of the Canadian
Government being bound at this time by any of the proposals which the
Government of the United States is making.

One of the most difficult points in the discussion between the United
Kingdom and the United States has been the approach to preferences. The
United States attitude has in the past been that preferences are discriminatory
trade practices which should be eliminated. The British have taken the attitude
that preferences are merely protectionist devices which should be reduced by
negotiation, as other forms of protection are reduced. The draft United States
proposals, to which the British are giving agreement as a basis for discussion,
follow very closely the line which Canadian officials have maintained
consistently over the past three years. Both tariffs and preferences are made
the subject of negotiation. In the process of reducing tariffs it is proposed to
reduce the most-favoured-nation rates without reducing the preferential rates,
thus allowing the margin of preference to contract. The principle to be followed
is that preferences are to be reduced through the reduction of tariffs and not
reduced by increasing preferential duties. By this process some preferences
would be eliminated but others would merely be reduced, and the extent of the
reduction would depend on the willingness of the United States to make
substantial cuts in her tariff.

In transmitting to the Canadian Government the proposals as agreed at
Washington, the United Kingdom Government asked that we should state
whether or not we had any objections to the proposals. There is no question of
the Canadian Government being bound at this time by the proposals, but since
we all have an interest in the ultimate course followed the United Kingdom
Government asked the Dominions to state any objection which they might have
to the terms of the proposed United States announcement.

A copy of the telegram® sent in reply to the United Kingdom’s inquiry is
attached hereto. It will be noted that the telegram does not commit the
Canadian Government but in stating that we saw no objection to the United
Kingdom’s supporting the proposals, there has been created a presumption that
the Canadian Government will be willing to participate in the proposed
Conference and in negotiations which may be negotiated prior to the
Conference.

%Voir le document précédent./See preceding document.
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72. DEA/8378-40

L’ambassadeur des Etats-Unis
au secrétaire d’Etat aux Affaires extérieures

Ambassador of United States
to Secretary of State for External Affairs

No. 417 Ottawa, December 11, 1945

SECRET

Sir,

Acting under instructions from my Government, I have the honour to
communicate to you the following:

The Government of the United States refers to the document “Proposals for
Expansion of World Trade and Employment™®" which has been transmitted to
the Government of Canada, and to the proposals of the Government of the
United States that the United Nations Organization convene in the summer of
1946 a conference on trade and employment to consider and take action to
realize the objectives referred to in that document.

It is the view of the Government of the United States that the success of the
proposed conference can best be realized if there is thorough going preparation
for it and that such preparation should include concrete plans which the
principal trading nations of the world would be prepared to adopt, for the
actual reduction of tariff and other trade barriers, and for the elimination of
discriminatory trade treatment, in accordance with the objectives agreed upon
in notes exchanged November 30, 1942, between the United States and
Canada.

The Government of the United States therefore has the honor to ask the
Government of Canada whether it would be prepared to appoint representa-
tives to attend a preliminary meeting in March or April of 1946, to be held at a
place to be determined. It would be the purpose of the meeting, which would be
attended by the other Governments accepting invitations, to:

(a) negotiate for the consideration of the proposed conference, concrete
arrangements for the relaxation of tariff and trade barriers of all kinds which
would command the support of governments attending the conference; and

(b) to consult, and to reach such preliminary understanding as may be
practicable, with regard to other topics on the proposed agenda for the
conference referred to above.

In order that the representatives of the United States may make a practical
contribution to the work of the preliminary meeting, it will be necessary for the
Government of the United States, under the procedure required by the Trade
Agreements Act, to issue public notice of intention to negotiate for the
reduction of tariff and other trade barriers with the governments intending to
participate in that meeting. In view of the public hearings and other procedures

'Voir/See Etats-Unis, Department of Siate Bulletin, Volume 13, December 9, 1945. pp. 913-29.
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required by law this notice should be issued at least three months prior to the
beginning of definitive international discussions by the representatives of the
United States. Accordingly, the Government of the United States hopes to be
able to issue, by the end of this year or early in 1946, a public notice of
intention to negotiate with Canada. In order to make this possible, it is urged
that the Government of Canada indicate, prior to December 31, 1945, whether
it will participate in the preliminary meetings.

In accordance with customary practice, the proposed public notice will be
accompanied by a list of the products which will be considered for the granting
of trade concessions to Canada and on which public hearings will be held. The
list will include those products of which Canada has been, or is likely to
become, a principal supplier to the United States.

This invitation is also being sent to the following Governments:

France, United Kingdom, South Africa, New Zealand, Australia, India,
Belgium, Luxembourg, Netherlands, Czechoslovakia, Cuba, Brazil, US.S.R.,
and China.

Accept etc.
RAY ATHERTON

73. DEA/8378-40

Le secrétaire d’Etat aux Affaires extérieures
a l'ambassadeur des Etats-Unis

Secretary of State for External Affairs
to Ambassador of United States

No. 120 Ottawa, December 15, 1945
SECRET

Excellency,

I have the honour to refer to your note No. 417 of December 11th in which
you communicate a message from the Government of the United States
regarding the Proposals for Expansion of World Trade and Employment,
already transmitted to the Government of Canada, and regarding the
conference on trade and employment which it is proposed that the United
Nations should convene in the summer of 1946 to consider and take action to
realize the objectives referred to in that document.

The Government of Canada is heartily in accord with the view of the
Government of the United States that nations should concert their efforts in
the sphere of their international economic relations for the purpose of
expanding the volume of world trade and maintaining high and stable levels of
national employment.

The Canadian Government agrees also that the success of the proposed
United Nations conference might best be realized by a thorough preparation
including concrete plans, which the principal trading nations of the world
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would be prepared to adopt, for the relaxation of tariffs and other trade
barriers and for the elimination of discriminatory trade treatment.

I am pleased to inform you, therefore, that, in accordance with these
objectives and those agreed upon in the exchange of notes which took place on
November 30th, 1942, between the United States and Canada, the Govern-
ment of Canada will be prepared to appoint representatives to attend a
preliminary meeting in March or April of 1946, to be held at a place to be
determined.

Accept etc.
W. L. MACKENZIE KING

PARTIE 3/PART 3

CREDITS A L’EXPORTATION
EXPORT CREDITS

SECTION A

UNION SOVIETIQUE/SOVIET UNION
74. DEA/6226-40

L’ambassadeur en Union soviétique
au secrétaire d’Etat aux Affaires extérieures

Ambassador in Soviet Union
to Secretary of State for External Affairs

DESPATCH 172 Moscow, May 23, 1944

SECRET

Sir:

I have the honour to direct your attention to the reply given in the United
Kingdom House of Commons on May 16th to two questions asked concerning
post-war trade with the Soviet Union. In his reply the President of the Board of
Trade referred to discussions taking place between experts of the two countries
regarding the kinds and quantities of goods each country could make available
to the other for their respective requirements.

2. In order to obtain more particulars regarding these discussions I had an
interview on May 20th with Mr. Charles Gifford, the Commercial Secretary of
the British Embassy, who has an office separate from the remainder of the
Embassy. Mr. Gifford was kind enough to show me his file which indicated
that while conversations have been going on between himself and Mr.
Krutikov, Vice-Commissar of Foreign Trade, they have not resulted as yet in
any very definite results nor have lists yet been produced of the goods each
country would like to obtain from the other after the cessation of hostilities
with Germany.
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3. Developments commenced with two notes verbales submitted by the
British Embassy to the People’s Commissariat of Foreign Affairs on February
12, 1944. One of these notes offered a further credit of £25,000,000 under the
provisions of the United Kingdom-Soviet Financial Agreement of August 16,
1941. You will recall that under this agreement provision was made for a credit
of £10,000,000 to cover purchases of goods outside of the Protocol. This credit
became exhausted in June, 1942, when a further credit of £25,000,000 was
extended. The new credit, therefore, will bring the total amount extended
under the agreement to £60,000,000 and it is expected that this will cover the
period to the end of the hostilities with Germany.

4. The second note verbale raised the question of trade between the two
countries after the cessation of hostilities with Germany and asked for a list of
the orders Soviet organizations contemplated placing with United Kingdom
firms and the quantities of Soviet products, particularly lumber and flax, which
would probably be available for United Kingdom requirements in the period
immediately following the cessation of hostilities with Germany. The note
pointed out that so long as hostilities continued with Japan it would be
necessary for the United Kingdom Government to give priority to orders for
war purposes and it was to examine the situation in this light that they would
like to have the list of orders which Soviet organizations contemplated placing
with United Kingdom firms. The note concluded by proposing detailed
discussions on the subject between the Commercial Secretary of the British
Embassy and the People’s Commissariat of Foreign Trade.

5. An official reply to these notes was received from the People’s Commis-
sariat of Foreign Affairs in April. This placed the question of long-term credits
in the forefront and indicated that the Soviet Government considered the terms
of the Financial Agreement of August 16, 1941, to be too onerous for the
purposes of trade after the cessation of hostilities with Germany. It was agreed,
however, that the Commercial Secretary of the British Embassy should
conduct further detailed discussions with the People’s Commissariat of Foreign
Trade.

6. Since then Mr. Gifford has had several conversations with Mr. Krutikov
on the subject. The latter has generally taken the position that it is difficult for
them to prepare lists of goods to be exchanged between the two countries until
it is known what terms of credit the United Kingdom Government will be
willing to furnish to the Soviet Union for the financing of trade during the
period immediately after the cessation of hostilities with Germany and prior to
the conclusion of a comprehensive commercial agreement regulating trade
between the two countries for the subsequent and longer post-war period. The
telegrams from London have not ruled out the possibility of the extension of a
long-term credit to bridge this period and presumably such a credit will be on
terms more favourable to the Soviet Union than the Financial Agreement of
August 16, 1941. Mr. Gifford is now awaiting further word on this point from
London, where the whole question is being examined by the Treasury.

7. In the meantime Mr. Gifford is encouraged to believe that some progress is
being made with the preparation of lists. Mr. Krutikov pointed out that, rather
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than have the Soviet Government prepare a list of the quantities of lumber,
flax and other Soviet products the Soviet Union may be able to supply, the
United Kingdom Board of Trade should indicate the quantities of Soviet
products they are likely to require. London has hesitated to be committal on
this point, pointing out the relation of lumber supplies from the Soviet Union to
the general question of trade with Canada after the war. Mr. Gifford is still
pressing for action on this Soviet request and believes that, when something
more definite is available on the question of credits, London will give him some
idea of United Kingdom requirements of Soviet products, whereupon he will
receive from Mr. Krutikov a list of the orders Soviet organizations will be
desirous of placing in the United Kingdom following the cessation of hostilities
with Germany.

8. United Kingdom experience is a valuable guide to what we may expect
when we initiate discussions with the Soviet Government on the subject of post-
war trade. It is obvious that we shall have to be prepared to discuss terms of
credit simultaneously with a discussion about the kinds and quantities of goods
the Soviet Union is likely to require from Canada. We shall either have to be
prepared to offer the Soviet Government a revolving credit of up to, say,
$100,000,000, repayable after five years, or a government guarantee of bank
credits covering Soviet purchases of Canadian goods of a like value spread over
a period of five years. Any other terms are likely to be less generous than those
which will be offered by competing countries and the term of five years for
repayment of the credit may prove to be too short. It will be much more
difficult for the Soviet Government to prepare a list of the orders their
organizations are likely to wish to place in Canada than it will be for them to
prepare such a list covering their probable requirements of United Kingdom
goods, because Canada, unlike the United Kingdom, has never been a regular
source of supply for any of the products imported into the Soviet Union. Apart
from the question of credits everything will depend upon the ability of our
manufacturers to quote prices competitive with those quoted by other
countries. We should profit by United Kingdom experience and point out
frankly to the Soviet Government at the outset that, whereas Canadian
industry is in a good position to supply the kinds of goods the Soviet Union
requires for reconstruction purposes, Canada is not likely to provide an
extensive market for Soviet products. We can hold out the hope, however, that
after the war Canada should again afford a possible outlet for up to 250,000
metric tons a year of Soviet anthracite coal, and quantities of the other
products formerly imported from the Soviet Union in excess of the pre-war
volume, as well as a possible new trade in other Soviet products, such as
petroleum and manganese, provided always that Soviet prices and other
conditions are competitive. We shall have to be careful to forestall any attempt
to base the repayment of credits on our acceptance of an equivalent value of
Soviet goods, requiring that such repayment be made out of the proceeds of
multilateral trade or in gold. The volume of probable shipments of Soviet
anthracite coal to Canada should be indicated in advance not with a view to
suggesting restriction at the outset but in order to have something to fall back
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upon in case the United Kingdom maintain their present bargaining mood and
decide to exploit the obvious analogy between Canadian purchases of Soviet
coal and United Kingdom purchases of Soviet lumber.

9. I should greatly appreciate your comments on the different points brought
out in this despatch in order to prepare the ground for subsequent instructions
which it may be necessary for you to send me on the whole question of trade
between Canada and the Soviet Union after the war.

I have etc.
L. D. WILGRESS

75. DEA/6226-40

Le secrétaire d’Etat aux Affaires extérieures
a I'ambassadeur en Union soviétique

Secretary of State for External Affairs
to Ambassador in Soviet Union

TELEGRAM 140 Ottawa, July 26, 1944

SECRET. Your despatch No. 172 of May 23rd, post-war trade with U.S.S.R.

1. Your despatch has been extremely helpful in stimulating interest not only
in the particular problem of post-war trade with the Soviet Union but in the
general problem of post-war export credits.

2. We have discussed your despatch interdepartmentally through the
External Trade Advisory Committee and there is general acceptance of the
necessity of putting ourselves in a position to extend credits. Enabling
legislation is now before the House.*?

3. With particular regard to the U.S.S.R,, if you consider it advisable, you
may advise the Soviet Union of the proposed legislation and sound them out as
to the terms desired for such a credit if available — in particular the length of
the credit, rate of interest and method of repayment.

4. There is evidence of a liberal attitude here toward imports. You and we
might well explore at once the possibilities with a view to approaching a
balance of trade. However we agree with your views on repayment as expressed
in paragraph 8 of your despatch.

5. We are anxious to take prompt advantage of post-war trade opportunities
with the Soviet Union. We would like negotiations to be in your hands and
would welcome your advice as to what steps we should now take. Suggestions
made here include, in addition to credits:

(A) Set industry to work to develop offerings. While we appreciate the
overriding importance of long term trade, heavy industry particularly will need

%2La Loi a regu la sanction royale le 15 aoiit 1944. Voir Canada, Statuts, 8 George V1, chapitre
39.
The Act was assented to on August 15, 1944. See Canada, Statutes, 8 George VI, Chapter 39.
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exports during the transition period to facilitate orderly reconversion. The
continued supply of raw materials by our extractive industries may be possible.

(B) Initiate discussions with the Soviet Union on items clearly in long
Canadian supply, chiefly surplus war assets.

(C) Send a mission to the Soviet Union and invite a Soviet mission to
Canada. Would it be of assistance to you if we sent you two or three people to
aid in the discussions?

6. We would welcome advice as to how the Russians will negotiate. Will
direct negotiations with the Canadian industry, with the Government’s help, be
adequate, or would we fare better by conducting the negotiations on a
Government-to-Government basis? '

7. There is concern that in our immediate activities we might lose sight of our
long run objectives and retard the return to multilateral trade. However, if
credits and contracts deal only with trade in the transition period, this may be
lessened. In the meantime we feel we cannot let trade opportunities escape
because of uncertainties in the general position. As regards long term trade, we
cannot at the present time enter into agreements inconsistent with multilateral
trade for the establishment of which we are pressing with vigour. Should our
efforts fail, we must be prepared to try to hold our own.

76. DEA/6226-40

L’ambassadeur en Union soviétique
au secrétaire d’Ftat aux Affaires extérieures

Ambassador in Soviet Union
to Secretary of State for External Affairs

TELEGRAM 219 Moscow, July 29, 1944

SECRET. Your telegram No. 140 of July 26th, regarding post-war trade with
Soviet Union.

1. Have appointment with Vyshinsky on July 31st when 1 shall raise
questions relating to post-war trade and suggest that he arrange for me to have
preliminary discussions with Commissar of Foreign Trade.

2. First question to be settled is that of credits and then the kinds of goods the
Soviet Union is likely to require. It would help me if you could indicate now
whether the Canadian Government favours granting of straight credit,
revolving credit or guarantee bank credits. Would also appreciate by telegram
more information about nature of enabling legislation referred to in paragraph
2 of your telegram.

3. It would be premature to invite offers from Canadian industry or to
initiate discussion about items in long Canadian supply until Soviet authorities
indicate the kinds of goods they are likely to require. Chief requirements will
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be in machines and appliances for industry which the United States are better
able to supply than Canada. During the first few years consumer goods may be
imported in large volume and during this period there will probably be a world
shortage of these goods. Demand for raw materials of our extractive industries
will be curtailed with cessation of abnormal war demands and Soviet industry
should be able to supply bulk of reduced demand. Canadian surplus war assets
will be mostly of same type as Soviet surplus war assets, although there may be
some openings such as tank spare parts to repair automotive equipment.

4. Proposal for trade mission to Soviet Union may have some merit on
publicity rather than practical grounds. Will explore possibilities of this later.
Have no need of assistance for preliminary discussions but Commercial
Attaché should be assigned to Moscow as already recommended. He will not
have much to do until trade becomes active.

5. Regarding paragraph 6 of your telegram, Soviet organisations will place
orders direct with Canadian industries (see my despatch No. 111 of August
25th).' Recommend that action of Canadian Government should be confined to
granting of credits.

6. Regarding paragraph 7 of your telegram, extension of credits to the Soviet
Union for purchase of Canadian goods is consistent with principles of
multilateral trade provided that is repaid out of multilateral trade or in gold.
We would be foolish to compromise our position or to injure prospects for
international trade on a multilateral basis by adopting any practices akin to
bilateral balancing even during transitional period. United Kingdom is being
compelled to do this by reason of her precarious balance payments position.
We shall also have problem of finding United States dollars until multilateral
credit is established but trade with Soviet Union on bilateral basis will not help
solve this problem. Moreover, capacity of Canadian market to absorb products
indigenous to Soviet Union is strictly limited. Canadian industry should be
fully occupied during transitional period of supplying deficiency of consumer
demand while export trade can provide little help towards solution of problem
which will confront heavy and extractive industries because their products will
be surplus in all industrial countries. Hence trade with Soviet Union should be
approached from long term standpoint and it is essential to guard against
undue optimism based on inflated war demands.Ends.

7. Would appreciate if you could send me detailed statistics of Canadian
trade with Soviet Union for last six years. Ends.
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77. DEA/6226-40

L’ambassadeur en Union soviétique
au secrétaire d’Etat aux Affaires extérieures

Ambassador in Soviet Union
to Secretary of State for External Affairs

DESPATCH 249 Moscow, August 5, 1944

SECRET.

Sir,

I have the honour to acknowledge receipt of your telegram No. 140 of July
26th regarding post-war trade between Canada and the Soviet Union. 1 sent
you a reply with my telegram No. 219 of July 29th and it now is necessary for
me to elaborate in this despatch certain of the points dealt with in that
telegram.

2. In paragraph 1 of my telegram No. 219 I stated that I was seeking an
appointment with Mr. A. Y. Vyshinsky, Vice-Commissar of Foreign Affairs,
on July 31st when I would raise with him questions relating to post-war trade
and suggest that preliminary discussions on this subject be conducted with
People’s Commissar of Foreign Trade. My appointment with Mr. Vyshinsky
was duly arranged and I am submitting herewith for your information a copy
of a note verbale which I left with him. In taking this step I followed the
procedure identical to that taken by the British Embassy when they presented a
note verbale to the People’s Commissariat of Foreign Affairs as referred to in
paragraph 4 of my despatch No. 172 of May 23rd.

3. We had more than usual difficulty in decyphering your telegram No. 140
of July 26th and in order that there may be no misunderstanding, I am
enclosing a copy of this telegram as decyphered at this end' and I should
appreciate if you could point out any divergencies from the original text.

4. Underlying your telegram No. 140 of July 26th there appears to be the
assumption that the Soviet Government will follow the policy of bilateral
balancing of trade with the different countries and require Canada to accept
Soviet products in repayment of the credit which we propose to extend for the
purchase of Canadian goods. We have no indication as yet what will be the
post-war policy of the Soviet Government in this respect but 1 should like to
point out that before the war the Soviet Government did not follow the policy
of bilateral balancing of imports and exports. They did conclude agreements
with European countries on this basis, but this was on the initiative and
insistence of the other countries who were parties to these barter agreements.
With the rest of the world trade was conducted in accordance with the
principles of multilateral trade.

5. The conduct of the State monopoly of foreign trade by the Soviet
Government has been governed almost exclusively by commercial consider-
ations ever since it was established in 1918. The trade organizations of the
People’s Commissariat of Foreign Trade have purchased and sold goods to the
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best advantage in accordance with the same principles as govern the actions of
private traders. The Soviet Government, like any other government, has
endeavoured to secure as favourable opportunities as possible for the sale of
Soviet products in other markets but they have used their buying power only
when absolutely necessary to accomplish this objective.

6. Trade on the multilateral basis is much more satisfactory from the point of
view of the State monopoly of foreign trade. This enables the Soviet Union to
sell products in those markets where they will bring the highest prices and to
purchase those goods which are most suitable for Soviet requirements. For
instance, United States machine tools, machinery and appliances are the goods
they are most anxious to obtain, but the United States market offers less
opportunities for the sale of Soviet products than countries like the United
Kingdom and Belgium. It is, therefore, to the advantage of the Soviet Union to
be able to sell more than they buy in the case of countries like the United
Kingdom and Belgium and use the surplus to help pay for the goods they are so
anxious to secure from the United States. The bilateral balancing of trade
would greatly reduce their freedom of action in this respect.

7. In view of these considerations I shall be surprised if the Soviet Govern-
ment require that we should accept repayment of the credits extended to them
in the form of Soviet products. They may very well raise the question of more
favourable tariff treatment for their goods imported into Canada. In this event,
we shall have to enter into negotiations for the conclusion of a commercial
treaty or trade agreement on the usual lines. I think you will agree that this
might be desirable, but it would be better to let the Soviet Government raise
this point at a latter stage of the discussions.

8. For the present all that can be discussed are the question of credits and the
kinds and quantities of goods the two countries can exchange with one another.
We must remember that all the energies of the Soviet Government are still
being directed towards the winning of the war. They are receiving nearly all
the goods they would like to obtain from Canada under mutual aid. For this
reason it would be premature and unwise to submit offerings of Canadian
products for sale in the post-war period. This should come when the question of
credits has been settled and the Soviet Government has taken steps to set up an
organization for handling trade with Canada, indicating that they are ready for
business. Just now they are definitely not ready for anything more than
preliminary discussions along the lines indicated in the attached copy of the
note verbale submitted to Mr. Vyshinsky.

9. I can see no advantage in the Canadian Government setting up a special
organization to handle trade with the Soviet Union. The Soviet Government
either will continue to handle trade with Canada through the Amtorg Trading
Corporation and other Soviet Organizations in New York or more likely will
establish a “Cantorg” Trading Corporation or some similar organization for
the trade with Canada. It is true that this organization representating a State
monopoly of foreign trade will have the advantage of being able to play one
Canadian firm off against the other, but competition already exists in that
Canadian firms will have to compete for Soviet business with individual
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manufacturers in the United States and European countries and little would be
gained by funneling Canadian offers through a Government agency. In fact 1
can sce definite disadvantages as then our firms would not be able to exhibit
the same skill in salesmanship and in “sharpening their pencils” as they would
if they had to deal direct with the Soviet buying organization in competition
with other manufacturers of the same type of goods both in Canada and in the
United States.

10. We must clearly realise that Soviet import requirements are compiled on
the basis of a carefully prepared plan. Only those goods included in the plan
are purchased and up to the quantities specified in the plan. The Soviet buying
organizations receive specific instructions to purchase in accordance with the
plan and it is their duty to buy to the best advantage. Price, therefore, has an
all-important influence in deciding on the source of supply, but no Soviet
organisation will buy goods just because they are cheap. It is useless for
Canadian firms to think that they can sell goods to the Soviet Union if they
offer an attractive price. If the higher Soviet authorities have already decided
that they do not need to import these goods or do not need to buy as much as
the Canadian firm is offering to sell at the specially reduced price, no amount
of persuasion will result in a sale.

11. I hope the members of the External Trade Advisory Committee have not
been misled by journalistic exaggerations or by inflated war demands into
assuming that the sales of Canadian products to the Soviet Union after the war
are likely to be anywhere near on the scale of present shipments. There are
definite opportunities for trade with the Soviet Union of which we must
endeavour to take advantage, but the possibilities are definitely limited.

12. In paragraph 6 of my despatch No. 202 of June 23rd," I mentioned that
Mr. Mikoyan, People’s Commissar of Foreign Trade, had told Mr. Eric
Johnson, President of the United States Chamber of Commerce, that the
Soviet Union will require to import four times the pre-war volume. Since total
imports in 1938 were valued at $273,192,000 this would give an import volume
valued at around a billion dollars, unless prices become very much more
inflated than at present. It is not possible to tell what allowance, if any, Mr.
Mikoyan was making for reparations from Germany. Obviously if the Soviet
Union obtain large supplies of machinery and reconstruction materials as
reparations from Germany their import needs from other countries will be
reduced. Even allowing an importation from all countries, apart from
reparations, of a value of around a billion dollars a year, Canada would be
obtaining more than her full share of this trade if we secured 5 per cent or
$50,000,000 a year.

13. Our probable exports depend very largely on the volume of shipments of
wheat and flour. It is reasonable to expect that for some years the Soviet Far
East will require imports of wheat and flour from abroad which will keep
shipments from Canada up to the present level which represents a value of
around $18,000,000 a year. The next most substantial item of our probable
export to the Soviet Union after the war will be in the group of commodities
embraced by the term “*machine tools and miscellaneous machines.” Under the
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Third Protocol®® our commitments for this group have a value of $12,000,000.
Naturally these are comprised largely of general utility machines for making
shells and other military essentials. After the war the emphasis will be on
specialty machine tools and machinery for re-equipping Soviet factories and for
installing new productive capacity for the manufacture of consumer goods. In
this class of machinery the United States is much better equipped than Canada
to supply Soviet requirements. Still the Soviet need will be so great that it is
not unreasonable to expect a continuation for some years of shipments at
nearly their present level which represent a value of around $12,000,000 a
year.

14. We have recently sold to the Soviet Union outside of the protocol
hydroelectric plant installations of a value of around $25,000,000. I understand
from Mr. Sergeev® that some of the turbines had been constructed for a
Canadian hydroelectric development which had not been completed. The need
in the Soviet Union for electric power installations and electrical equipment of
all kinds will be very great owing to the large amount of destruction to existing
power plant during the war and the ambition of the Soviet authorities to
develop as rapidly as possible the power resources of the country. There is some
doubt in my mind as to the ability of our electrical industry to compete in
normal times of peace with electrical manufacturers in the United States, the
United Kingdom, Switzerland, Sweden and Germany. I know that before the
war our leading electrical manufacturers were precluded by inter-company
arrangements from offering most of their products for sale outside of Canada
and Newfoundland. I should appreciate any information you could give me
regarding this aspect of the situation. It would be worth-while if the Canadian
industry could secure a few large orders from the Soviet Union for electrical
equipment during the difficult reconversion period after the war, even if the
long-term prospects for trade in this group of products are not favourable.

15. Mr. Mikoyan also told Mr. Eric Johnson that a substantial proportion of
Soviet requirements would be comprised of consumer goods, but he was
probably referring to the immediate post-war period when some effort must be
made to relieve the acute famine of consumer goods in the Soviet Union. The
policy of the Soviet Government has been and probably will continue to be to
produce consumer goods at home rather than to utilise import resources for
buying these goods abroad. They have been content to allow the population to
go without such goods until they are able to import machines and start turning
out the goods in their own factories. I see no reason why the Soviet Govern-
ment should follow a different policy after the war. If so, the imports of
consumer goods will take place only in the immediate post-war period when
there is a world-wide shortage of such goods and when Canadian factories are
busy making up the deficiency in domestic consumer demand. Any trade with
the Soviet Union in consumer goods during this period, therefore, would not be
of help to the employment situation in Canada and if the goods are sold to the

8Voir le volume 9, document 398./Volume 9, Document 398.
$Commissaire adjoint du peuple aux Affaires étrangeres.
Deputy People’s Commissar for Foreign Affairs.
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Soviet Union on credit, such trade would not help our deficiency in United
States dollars during the transitional period before multilateral clearing is
established. For this reason, while we may obtain some orders for consumer
goods in the immediate post-war period, I do not look upon this as a trade we
should especially encourage because from the long-term point of view there will
be no permanent market to be developed in the Soviet Union for goods of this
character.

16. Before the war the Soviet Union was self-sufficient in iron and steel.
There has been a great deal of destruction to iron and steel plants in the
Donetz Basin, the Ukraine in 1938 having accounted for 61.6 per cent of pig
iron and 47.8 per cent of rolled metal production for the whole of the Soviet
Union. Judging from articles in the press, however, rapid progress is being
made with the restoration of the Donetz Basin iron and steel industry. Every
few weeks there are reports of newly restored blast furnaces being again
producers of pig iron. In addition there has taken place during the war a great
increase in iron and steel productive capacity in the Urals and in the Kuznetz
Basin of Siberia. Output of iron and steel in the Urals is now double what it
was in 1940, when this district accounted for about a fifth of total Soviet
production. War demands have been enormous and great as though the
demands for reconstruction may be they should not be beyond the capacity of
Soviet industry. We can look, therefore, to little outlet in the Soviet Union for
the products of our iron and steel industry to help it tide over the difficult
reconversion period. There may be some imports of steel rails from Canada,
but I should think the Soviet industry will be able to supply the requirements
for this commodity as soon as it is freed from the necessity of producing iron
and steel for munition purposes. Some flat cars may also be purchased from
Canada during the first year or two after the armistice, although it is probable
that Third Protocol shipments of these cars were to fill the gap in war-time
demand for this type of rolling stock. In general I can see little prospect of the
country that stood second in immediate pre-war world production of iron and
steel requiring to import products of this type from Canada after the war.

17. We now have to consider another group of commodities which account
for a large proportion of Canadian mutual aid shipments to the Soviet Union,
viz., non-ferrous metals. In all cases the present shipments reflect inflated
demands resulting from the war which will be sharply curtailed once the
armistice with Germany is signed. Before the war the Soviet Union produced
87 per cent of normal requirements of aluminium. However, 72 per cent of the
1938 production of aluminium was in the Ukraine, where industrial plants and
particularly electric power installations suffered greatly from the German
invasion. It will take time for aluminium capacity in this region to be restored.
In the meantime there has been a great increase in aluminium production in
the Urals, that district now producing six times the quantity it did in 1940. A
great deal will depend on post-war demand for aluminium, particularly for the
aircraft industry. While some imports from Canada may be possible it may be
expected that the Soviet Union for strategic reasons will seek to expand rather
than curtail domestic production in order to make the country self-sufficient in
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this metal. There will also be a large source of supply in the immediate post-
war period through the possibility of reclaiming aluminium from disused
military aircraft.

18. The Soviet Union has not been able to attain self-sufficiency in copper,
the domestic industry accounting for only 58 per cent of pre-war requirements.
While there has been a great expansion of output since 1940 in the Urals and
in the Altai, it is probable that imports will be necessary in the post-war period
and Canada may be able to participate in this trade. Before the war the
Belgian Congo was an important supplier of Soviet requirements for copper.

19. The Soviet Union produced practically all of the domestic requirements
of zinc and 77 per cent of that of lead in the pre-war period. The principal
mines are at Chimkent in Kazakhstan and at Ridder in the Altai. Production is
said to have increased since 1940 and post-war imports of lead will depend
upon the relation of demand to current output. The same may be said to apply
to nickel, but in the case of this metal the position is much more obscure
because so little is known of Soviet production and the post-war demand cannot
be gauged.

20. The above represents a preliminary survey of the probable outlets for the
sale of Canadian products to the Soviet Union. It is based on such information
as I have been able to gather which necessarily is very limited on account of the
little data now being made public about Soviet production of industrial and
mineral products. One of the chief purposes of the talks | am proposing to have
with the People’s Commissar of Foreign Trade will be to elucidate more of the
facts respecting the opportunities for Canadian trade with the Soviet Union.
From what I have said in this despatch, however, I think you will agree that it
is important for us to approach this whole question of post-war trade with the
Soviet Union from the right perspective and not to be carried away by false
optimism engendered by enthusiastic well-wishers of good relations between
the two countries or by our success in supplying the Soviet Union with some of
the goods they have so urgently required to defeat the German armies. The
post-war world will present a very different picture and we will have to
compete for our share of Soviet trade against all other industrial countries of
the world. For this reason we shall have to lay our plans with great care. We
should not take advantage of some short-term opportunities if this will
prejudice long-term trade.

21. On the question of imports of Soviet products into Canada you will note
that in the attached note verbale, 1 have asked for information about any new
Soviet products not exported to Canada before the war which the Soviet
authorities believe might be sold in the Canadian market after the war. Of the
pre-war exports from the Soviet Union to Canada the commodity which offers
the greatest possibility for expansion is anthracite coal. Unfortunately, Soviet
shipments of this commodity enter into direct competition with the product of
what was before the war one of the most depressed industries of the United
Kingdom. During the transitional period before multilateral clearing is
established imports into the United Kingdom from sources outside of the
sterling area will be regulated strictly according to the volume of United
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Kingdom exports to the country in question. The United Kingdom will
continue to buy Canadian wheat and bacon because they need them, but
imports of many other commodities will be restricted on account of the
unwillingness of the United Kingdom to allow Canada to accumulate sterling
which will represent a liability the United Kingdom would have to take care of
after multilateral clearing is established. For this reason we shall have to be
careful not to make hasty commmitments to the Soviet Union or any other
country regarding any commodity which is an important item of export from
the United Kingdom to Canada. In the case of anthracite coal there is the
further danger that the United Kingdom can always use the analogy between
Canadian purchases of Soviet coal and United Kingdom purchases of Soviet
lumber to curtail imports of lumber from Canada in favour of imports from the
Soviet Union. This would have political repercussions in British Columbia and
would be serious for the lumber industry of that Province if at the same time
the barriers to the sale of Canadian lumber in the United States market had
not been removed. For the present, therefore, I propose to proceed carefully on
the subject of anthracite coal and will refer to you if the question of the sale of
Soviet anthracite coal to Canada should be raised in concrete form during my
discussions with the People’s Commissar of Foreign Trade. I assume, however,
that there will be no harm in telling him that the Soviet Union should be able
to ship anthracite coal to Canada in quantities corresponding to those shipped
before the war.

22. There is another possibility that may arise out of my discussions with the
People’s Commissar of Foreign Trade. The Soviet authorities may take the
initiative in suggesting an understanding between the two countries in respect
of lumber shipments to the United Kingdom market. This would bring us up
against the whole post-war policy respecting commodity agreements and cartel
arrangements. It would also have political repercussions which are difficult to
foresee at this stage. An understanding between Canada and the Soviet Union
probably would not be effective unless it also included other important
suppliers of lumber to the United Kingdom, such as Finland and Sweden, and
the conclusion I have reached is that it would be premature at this stage to
discuss such a proposal. I shall immediately advise you if any suggestion to this
effect is put forward by the Soviet authorities.

I have etc.
L. D. WILGRESS
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[PIECE JOINTE/ENCLOSURE]

L’ambassadeur en Union soviétique
au Commissariat populaire des Affaires étrangeres

Ambassador in Soviet Union
to People’s Commissariat of Foreign Affairs

Moscow, July 31, 1944

The Canadian Embassy presents its compliments to the People’s Commis-
sariat of Foreign Affairs and has the honour to advise that the Government of
Canada has instructed the Canadian Ambassador at Moscow to institute
preliminary discussions with the Soviet Government regarding post-war trade
between Canada and the Soviet Union. In this connection it is desired to bring
to the attention of the Soviet Government that legislation is being introduced
into the Canadian Parliament to give the Government of Canada authority to
extend credits for the purpose of post-war trade.

It would be of great assistance to the Canadian authorities in studying the
particular problem of trade with the Soviet Union if they could receive from
the Soviet authorities an indication as to the terms desired for a credit covering
Soviet purchases of Canadian products after the war, such as length of credit,
rate of interest and method of repayment. It would also be of assistance to the
Canadian authorities if the Soviet authorities could furnish particulars
regarding the kinds and quantities of products which the Soviet Union will be
interested in purchasing from Canada, provided it is possible to arrange for the
extension of a credit satisfactory to the governments of both countries.

The Canadian authorities believe that there will be increased scope after the
war for the sale of Soviet products in the Canadian market, but in this
connection also it would be of assistance if they could be informed by the
Soviet authorities of any products which were not exported to Canada from the
Soviet Union before the war and which the Soviet authorities believe should be
available for sale in the Canadian market after the war.

Finally the Canadian authorities would like to learn if it is the intention of
the People’s Commissariat of Foreign Trade to establish in Canada a special
organization for the purchase of Canadian products and for the sale of Soviet
products in the Canadian market.

The Canadian Embassy is of the opinion that the most practical method
whereby a preliminary exchange of views concerning post-war trade between
Canada and the Soviet Union could be effected would be for the Canadian
Ambassador to discuss this question with the People’s Commissar of Foreign
Trade or with his deputy and the Canadian Embassy would appreciate if the
People’s Commissariat of Foreign Affairs could take the necessary steps to
arrange for such a preliminary exchange of views.
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78. DEA/6226-40

Le secrétaire d’Etat aux Affaires extérieures
a I'ambassadeur en Union soviétique

Secretary of State for External Affairs
to Ambassador in Soviet Union

DESPATCH 162 Ottawa, August 26, 1944

SECRET. Your telegram No. 219 of July 29, regarding post-war trade with
Soviet Union.

1. We favour guaranteed bank credits as far as they are feasible. There may
be cases where we will be willing to give a direct credit to another government
but on the whole we think it wiser and sounder that an agency of a foreign
government should contract in the usual way with our manufacturers or
exporters and if such manufacturers or exporters are unable to handle the
transaction through ordinary banking channels we should make the deal
possible by insuring a credit under the first Part of our new Export Credits
Insurance Act.

2. The Department of Finance is in agreement with your views in paragraph
6. They feel we should be careful to avoid undue optimism in these matters and
also careful to avoid rushing in to offer credits to the Soviet Union before we
are fully acquainted with the policy that is likely to be followed by the United
States and the United Kingdom. They suspect that the U.S.S.R. is likely to
play off one country against another and to drive very hard bargains both in
regard to the term for which a credit is granted and the rate of interest
applicable thereto. They think a term as long as twenty years is likely to be
asked for and a rate of interest as much below 3% as possible.

3. Finance is anxious to learn what terms the United States is considering in
connection with certain kinds of civil goods or, alternatively, for all goods
supplied under the Fourth Protocol®® after the German war is ended, and feel
some consideration should be given to the point made by the British that the
U.S.S.R. has ample gold reserves and no need for credit on unduly generous
terms. What we do with the Soviet Union will undoubtedly influence our
transactions with The Netherlands, Czechoslovakia, and other countries which
have already approached us for export credits of one type or another. We have
offered the Soviet Union a twelve-year 3% credit in connection with the Hydro
Electric equipment deal now under negotiation with Canadian companies. We
expect the Soviet Union is holding off acceptance of these terms because she
expects better terms from the United States.

4. We are forwarding statistics on prewar Canadian trade with the Soviet
Union,” and a copy of The Export Credits Insurance Act.

%Voir le volume 10, documents 576 et 597.
See Volume 10, Documents 576 and 597.
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79. DEA/6226-40

L’ambassadeur en Union soviétique
au secrétaire d'Etat aux Affaires extérieures

Ambassador in Soviet Union
to Secretary of State for External Affairs

DESPATCH 315 Moscow, September 17, 1944

Sir,

1 have the honour to refer to my despatch No. 172 of May 23rd, 1944, in
which I outlined the discussions regarding the extension of credits by the
United Kingdom Government for the purpose of financing post-war exports to
the Soviet Union. In this despatch I propose to bring you up to date on the
developments which have taken place since the above despatch was written.

2. Mr. Charles Gifford, the Commercial Secretary of the British Embassy,
had an interview in June with Mr. Krutikov, the Vice-Commissar of Foreign
Trade. In this conversation Mr. Krutikov made it clear that what the Soviet
Government wanted was a long-term credit of twenty-five years. This was to
apply not only to trade during the immediate period commencing with the
cessation of hostilities with Germany and extending until the conclusion of a
comprehensive commercial agreement between the two countries but also to
non-military deliveries under the Fourth Protocol now being negotiated. In
other words, the Financial Agreement of August 16, 1941, was to be set aside
immediately and its place taken by a new agreement of which the essential
feature would be the extension of a long-term credit of twenty five years
granted by the United Kingdom Government to finance non-military exports to
the Soviet Union both prior to and after the cessation of hostilities with
Germany.

3. After this proposal was reported to London a reply was received
instructing Mr. Gifford to come to London for consultation. He left at the end
of June and only returned on September 3rd. He brought back with him
detailed instructions covering a counter-proposal to be submitted to the Soviet
Government. This counter-proposal was embodied in a long note addressed to
Mr. Krutikov and signed by Mr. Gifford. A copy of the note was also sent to
Mr. Molotov by the Ambassador. The note was dated September 10th, and the
following day Mr. Gifford called on Mr. Krutikov and had a long discussion
with him on the whole subject.

4. The note commenced with a frank statement of the financial position of
the United Kingdom after the war. It pointed out that in the prosecution of the
war the United Kingdom has had to liquidate foreign assets to the total value
of £1,000,000,000 and to increase her external debt from £500,000,000 to
£3,000,000,000. This means that after the war the United Kingdom at a time
when her receipts from overseas investments are greatly reduced will have to
export each year £100,000,000 worth of goods for which no equivalent in
imports will be received. This financial position makes it very difficult for the
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United Kingdom to sell on other than a cash basis and renders impossible the
granting of long-term credits.

5. A comparison was then given of the situation in the United Kingdom with
that in the Soviet Union. It was pointed out that, while the Soviet Union had
suffered terrible devastation, many of the materials required for reconstruction
were found within the country and with the recovery of the Ukraine self-
sufficiency in food should once more be attained. In contrast the United
Kingdom had to import a great deal of the raw materials and food required to
maintain the economy of the country. Finally a reference was made to the large
gold reserves at the disposal of the Soviet Government.

6. The note then went on to outline the counter-proposal. This took the form
of a five-year credit of £30,000,000, of which not more than £6,000,000 may be
used in any one year, although in the later years this figure may be exceeded if
the full amount of £6,000,000 has not been utilized in any one year. The credit
may be drawn upon by Soviet buying organizations in the United Kingdom for
the purpose of effecting 40 per cent of the payments due on contracts placed
with United Kingdom manufacturers of industrial equipment. Provision will be
made to safeguard against credit being granted on the same contract both by
the manufacturer and by the government. In other words, the credit may be
utilized only in the case of goods sold on a cash basis. The credit will be
administered by the Export Credits Guarantee Department. While the use of
the credit is confined to industrial equipment and then only on the conditions
described above the note states that in respect of all other transactions exports
to the Soviet Union will be accorded the same facilities as exports to any other
country. The sums advanced under the credit will be repayable after five years
and the rate of interest will be 2'/4 per cent.

7. In the meantime the provisions of the United Kingdom-Soviet Financial
Agreement of August 16, 1941, will be applicable to (a) all orders for non-
military goods under the four protocols and (b) all orders for non-protocol
goods placed before January 1st, 1945. The United Kingdom Government,
however, agrees to reduce the rate of interest on payments due under the
Agreement from 3 to 24 per cent. Before Mr. Gifford had left for London Mr.
Krutikov had stressed the onerous nature of the provisions of the Financial
Agreement of August 16, 1941, objecting particularly to the payment of 40 per
cent in cash and payment of the balance over three to seven years. He had
proposed instead a long-term credit of twenty-five years. The only concession
offered by the United Kingdom note is the reduction in the rate of interest.

8. Mr. Gifford had a four hour discussion with Mr. Krutikov at the meeting
on September 11th and the latter made it plain that the United Kingdom
counter-proposal was quite inacceptable to the Soviet Union. A written reply to
the note was promised but this has not yet been received. Very wisely Mr.
Krutikov in his discussion with Mr. Gifford did not question the seriousness of
the United Kingdom financial position, but stressed the economic plight in
which the Soviet Union would find itself as a result of the war. He called
attention to the destruction of Soviet assets and the long time it would take for
exports to recover their pre-war volume. He emphasized particularly the
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exaggerated notions entertained abroad about the size of Soviet gold reserves
and said that due to the concentration of effort on the war it had been possible
to spare very little labour for the mining of gold. He mentioned that the United
States authorities were taking a much more realistic view in that they had
already agreed to the extension of long-term credits and he intimated that
unless the United Kingdom did likewise their participation in Soviet import
trade would be restricted to goods which the Soviet Union could not obtain
from the United States.

9. From this you will observe that the negotiations about credits are taking
their anticipated course and the Soviet representatives are unable to refrain
from playing off the United Kingdom and the United States against one
another. Mr. Gifford told me that according to the information they have
received there have been no discussions between the United States and the
Soviet Union regarding credits for financing post-war trade. All that has taken
place is that in accordance with the provisions of the Lend-Lease Act there
have been negotiations respecting payment for deliveries under the Fourth
Protocol which are shipped after the cessation of hostilities with Germany. For
these deliveries the United States authorities have agreed to accept payments
commencing after ten years and extending over the ensuing twenty years. No
doubt this will have an important influence on the granting of future credits
and Mr. Krutikov is justified to this extent in stating that the United States
authorities have recognised the necessity for long-term credits.

10. Mr. Gifford did not know the rate of interest to be charged by the United
States on the cost of the post-war deliveries under the Fourth Protocol. He
assumed that it would be the rate at which the United States Government is
able to borrow plus a handling charge of one eight of one per cent. This is the
formula used by the United Kingdom Government in justifying the rate of
interest of 2" per cent. The note which Mr. Gifford submitted to Mr. Krutikov
pointed out that there were no United Kingdom obligations with a five-year
maturity outstanding but National War bonds bearing interest at 2!/ per cent
and maturing in ten years were selling at par and this probably was the best
index available.

11. On this basis it would appear that our offer to the Soviet Union of a
twelve-year credit with interest at 3 per cent in connection with the supply of
hydroelectric equipment provides for a rate of interest slightly too high in
comparison with competing offers of credits to the Soviet Union being made by
the United Kingdom and the United States. Possibly a fifteen-year credit at 3
per cent interest would be more in line. In any event it is important for us to
note the limitations which the United Kingdom is placing on the credits offered
to the Soviet Union for the purpose of post-war trade. The most significant of
these limitations is that the granting of credit is confined to the supply of
industrial equipment. This is a very sensible approach to the problem and we
should give consideration to a similar limitation. It is obvious that the Soviet
Union should pay cash for the consumer goods urgently required but not
coming within the category of relief supplies. This would apply to our sales of
wheat and flour. It would also be applicable to any other types of consumer
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goods we may be in a position to supply. The same considerations would hold
good in connection with the products of our extractive industries, all of which
are raw materials for Soviet industry. This would narrow the field for the
granting of credit down to the supply of machine tools and other industrial
equipment. I have pointed out in previous despatches that in this type of
equipment our industry is not nearly so well placed to supply Soviet require-
ments as the highly specialized machinery industries of the United States and
the United Kingdom.

12. While recognising the validity of these arguments we have to bear in
mind that after the domestic deficiency in consumer goods has been filled
Canadian industry will be greatly in need of export outlets. From the long-term
point of view, therefore, trade with the Soviet Union will have a certain
importance for the Canadian economy. Canada is in a better position to extend
credits for post-war trade than the United Kingdom. Accordingly we should be
influenced less by what the United Kingdom is able to do and more by what
the United States is likely to do. In view of our relative disadvantage in
competing with other countries for the supply of industrial equipment to the
Soviet Union, it would unduly prejudice the positive results to be gained from
the granting of credits if they were to be confined to financing shipments of
industrial equipment. The Canadian Government will be under domestic
pressure to grant facilities for the sale to the Soviet Union of certain products,
e.g., live cattle. In view of these considerations it would be preferable to
exclude from the scope of the credits only goods which obviously should be sold
on a cash basis. This could be accomplished by entrusting to the Exports
Credits Insurance Corporation the administration of the credits granted to the
Soviet Union.

13. I have not had any reply to the note which I left with Mr. A. Y.
Vyshinsky, Vice-Commissar of Foreign Affairs, on July 31st (see paragraph 2
of my despatch No. 249 of August Sth). This is not surprising because the
Soviet Government is not in the habit of dealing promptly with general
requests of this character. My own view is that we should not force the pace
and I am glad to see from your telegram No. 162 of August 26th that this view
is shared by the Department of Finance. I consider it is to our advantage to
await the outcome of the latest United Kingdom proposal and particularly the
steps which the United States will take in regard to the financing of post-war
trade with the Soviet Union. On this latter subject it is very difficult to obtain
information here as the officials of the United States Embassy are reticent in
talking about the negotiations of the Treasury Department in Washington with
Soviet representatives.

14. 1t is obvious that all I can do here is to have preliminary conversations
with the People’s Commissar of Foreign Trade and that detailed discussions
regarding terms of credit will have to be conducted in Ottawa. | shall do my
best, however, to keep you informed and will advise you of such developments
as come to my knowledge. 1 should also appreciate receiving any information
that may become available in Ottawa respecting the conditions under which
Canadian trade with the Soviet Union after the war should be financed.
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15. 1 shall be submitting a later despatch’ on the subject of Soviet gold
reserves. Mr. Gifford is inclined to the view that stocks of gold are not much
greater than at the beginning of the Soviet-German war and he thinks the
estimate of Lord Keynes to be far too high. He agrees with me, however, that
in view of their almost unlimited labour resources it is unlikely the Soviet
Government permitted gold production to be reduced to any great extent
during the war. The only disappearance of which Mr. Gifford is aware is the
shipment of gold to the United Kingdom to meet obligations under the
Financial Agreement of August 16, 1941. Mr. Gifford did not have any exact
figure of the total shipments of gold to the United Kingdom but hazarded the
guess that they could have reached the total of £40,000,000 during the period
from June, 1941, to date. Even this figure seems to be on the high side, but 1
have not yet had the opportunity of going into this subject in any detail.

I have etc.

L. D. WILGRESS

80. DF/Vol. 4322
Mémorandum du ministere des Finances
Memorandum by Department of Finance

[Ottawa,] October 20, 1944

MEMORANDUM TO DR. CLARK

I received from you the other day a copy of Wilgress’ despatch No. 315 of
September 17th, regarding credits for Russia. This is a very useful and
interesting despatch, like most of them, but there is one point in it which seems
to me unjustified and I want to draw it to your attention. Speaking of the U.K.
policy in regard to credits for Russia, he says “the most significant of these
limitations is that the granting of credit is confined to the supply of industrial
equipment. This is a very sensible approach to the problem and we should give
consideration to a similar limitation.” Then he goes on to say that it is obvious
that Soviets should pay cash for consumer goods, and implies the same in
regard to raw materials, and so forth.

It seems to me far from obvious that this is the case except on an analogy
with domestic business which is false. I can quite understand the U.K. putting
this limitation in. In the first place, they are obviously reluctant to grant any
credits to Russia, presumably for the very good reason that they need to get
imports for as much as possible of their exports. Secondly, the U.K. has to
import nearly everything else but industrial equipment, and it would clearly not
wish to re-export consumer goods or raw materials on credit. Finally, of course,
U.K. foreign investment has traditionally been associated with the export of
capital goods and the building up of industries or transport abroad.

It may seem uneconomic for a country to import other than capital goods on
credit on the analogy of an individual where the purchase of consumer goods
on credit is frequently considered to be either immoral or evidence of financial
weakness. I think that in the case of a country, however, one must take into
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account all the circumstances, and there may even be situations where an
import of foodstuffs, raw materials or even consumers goods can be justified;
for example, in the case of Russia it may be quite important to give the civilian
population whatever consumers goods are possible in the next few years if only
for the purpose of recompense for the tremendous sacrifices they have endured.
On the other hand, there is clearly enormous capital development to be done at
home. However, Russia’s credit is good and her future export possibilities
would seem to be substantial, particularly with the advantage of her state-
directed economy. In these circumstances it seems to me that it may be the
sensible policy for Russia to so dispose her economic resources as to engage in
capital reconstruction at home and the preparation for the production of
consumers goods, while at the same time importing certain consumers goods as
well as raw materials from abroad if she needs raw materials.

I raise this point not as a purely academic criticism of an otherwise valuable
despatch, but because it seems to me we, in Canada, may have a particular
interest in this question if we are a producer of raw materials, foodstuffs and
possibly other consumers goods. As you know, I have raised it in the case of
China, but I can quite understand that China’s case is different from that of
Russia, and China may legitimately feel that her credit resources and other
foreign exchange resources are so slender that she can afford to use them only
for the most urgently needed capital equipment.

R. B. BRYCE

81. DEA/6226-40

L’ambassadeur en Union soviétique
au secrétaire d’Etat aux Affaires extérieures

Ambassador in Soviet Union
to Secretary of State for External Affairs

TELEGRAM 353 Moscow, December 15, 1944

SECRET. My telegram No. 219 of July 29th regarding post-war trade with the
Soviet Union.

1. Mikoyan, Commissar of Foreign Trade, received me on December 11th.
Interview was not successful in eliciting any information regarding Soviet views
on possibilities of Canada supplying their post-war requirements. In general,
discussion turned out much as I expected and indicated, first question to be
settled is that of credits.

2. I commenced discussion by enquiring if he thought we were in a position to
supply their post-war requirements for a series of commodities. His reply to
each was the same — that it was not possible for him to discuss details until he
knew the conditions under which we were prepared to sell. He would not even
commit himself on such relatively simple commodities as flour, metals and live
cattle. His general attitude was that we had taken the initiative and should
submit concrete proposals. | could not obtain any indication about their general
views on post-war requirements. His reply was that their plans had not yet been
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worked out. At no stage of the discussion was there any hint of bilateral
balancing.

3. Sensing that Mikoyan was waiting for me to introduce subject of credits, I
asked him if he could indicate what credits they had in mind for durable goods
not usually sold on cash basis. His reply was that we should submit proposals,
but he then mentioned that Stepanov®® was negotiating with the United States
Government and it had been agreed that repayments should commence in the
ninth year, continuing until the thirtieth year. Rate of interest had not yet been
settled. They were asking for 2.1 and had so far been offered 2.38 percent. In
reply to my enquiry, he said this proposal related to heavy industrial equipment
as well as to goods supplied under the Fourth Protocol after the German war is
ended.

4. British Commercial Secretary has informed me that there have been no
new developments in situation reported to you in my despatches No. 315 of
September 17th and No. 386 of November 3rd.!

5. On the question of organisation for handling trade with Canada, Mikoyan
said AMTORG was now out of date. New forms of organisation would have to
be established, but their plan had not yet been worked out.

6. Interview ended on friendly note. Mikoyan said good relations had been
established between the two countries and he felt problems relating to post-war
trade could be settled on basis satisfactory to both countries.

82. DEA/6226-40

Le sous-ministre des Finances
au sous-secrétaire d’Etat aux Affaires extérieures

Deputy Minister of Finance
to Under-Secretary of State for External Affairs

PERSONAL Ottawa, December 26, 1944

Dear Norman [Robertson],

We hear from several indirect sources, including Moscow, of the attitude of
the United States authorities towards credits to Russia. The latest report is
that the United States is willing to consider a thirty-year credit for a very large
amount, with payments beginning in the ninth year and with an interest rate
exceeding 2% by an amount which is still a subject of controversy. There are
also various reports as to the terms on which Russia will settle for industrial
equipment and civilian supplies requisitioned under the new Protocol if all
deliveries have not taken place by the time the German war ends and if Russia
is not then a participant in the war against Japan.

It seems obvious to me that the Russians and perhaps also the governments
of certain other countries will play one country off against another in
negotiating for export credit terms and that it may be unfortunate if the

%M. S. Stepanov, commissaire adjoint du peuple au Commerce extérieur.
M. S. Stepanov, Assistant People’s Commissar for Foreign Trade.
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creditor countries compete too strenuously with each other in the attempt to
get export business on a long-term credit basis. Do you not think it would be a
good thing to have Mike Pearson discuss frankly the whole situation with the
United States Government and get as much information as possible in regard
to their attitude, perhaps with a view to exploring the desirability of acting on
some concerted basis?¢’
Yours very truly,
W. C. CLARK

83. DEA/6226-40

L’ambassadeur en Union soviétique
au secrétaire d’Etat aux Affaires extérieures

Ambassador in Soviet Union
to Secretary of State for External Affairs

DESPATCH 14 Moscow, January 5, 1945

Sir,

I have the honour to report that on December 27th I had a long conversation
with Mr. A. W. Harriman, the United States Ambassador, during the course
of which we discussed the question of the granting of credits for the purpose of
financing post-war exports to the Soviet Union.

2. Mr. Harriman took the broad and very sensible view that, while it would
not be wise to give the impression of ganging up on the Soviet Union, the
leading exporting countries should be careful to avoid competitive bidding with
one another for Soviet trade by trying to outdo each other in the granting of
credits. In his view it would be to the interest of the United States to allow the
United Kingdom and other European countries to obtain their fair share of
Soviet business. This would make it easier for them to purchase the goods they
require to import from the United States. On this account he considers it would
be mistaken policy for the United States to use their financial power to grant
credits to the Soviet Union for the purpose of taking business away from other
countries. In his view the granting of credits should be solely for the purpose of
enabling the Soviet Union to obtain goods which otherwise they would be
unable to import from the United States or any other country.

3. To illustrate his point Mr. Harriman mentioned certain transactions before
the war of the United States Export-Import Bank. An order had been obtained
from Brazil for locomotives at a price considerably higher than the quotations
of United Kingdom manufacturers who had been accustomed to supply the
Brazilian railways. The Export-Import Bank had deliberately arranged for the
extension of credit terms sufficiently attractive to secure the business for the
United States notwithstanding the non-competitive character of the offer of the

“’La note suivante était écrite sur cette copie du télégramme:
The following note was written on this copy of the telegram:
Copy given to L. B. P[earson] who will follow this up in Washington. R [obertson]
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United States manufacturer. Mr. Harriman said there was no sense in this type
of high-pressure financing of foreign trade and if applied after the war to trade
with the Soviet Union it would lead to disaster. There was room for every
country in the Soviet market. In a broad range of industrial equipment the
United States was the only country capable of supplying the exact type of
product the Soviet authorities wished to obtain. There were other products on
the border line for the supply of which a number of countries would be
competing, but here quality and price should be the governing consideration
rather than availability of state-sponsored credit on generous terms.

4. When he visited the United States in October and November Mr.
Harriman was greatly relieved to find that these views were shared to a very
large extent by Mr. Morgenthau and the officials of the Treasury Department.
They recognized the vital need for the United Kingdom to export on a larger
scale than before the war and realised that it would be contrary to the long-run
interests of the United States to pry trade away from the United Kingdom by
granting credits on terms more liberal than purely financial criteria would
justify. He had been relieved to find this attitude in the Treasury Department
because when visiting New York before seeing Mr. Morgenthau he had found
people full of recriminations against the United Kingdom for their plans to
promote exports at the expense of United States trade.

5. Finding Mr. Harriman expressing views that so coincided with my own |
was encouraged to elaborate what for many years has been a favorite thesis of
mine. This is that it is just as discriminatory in its effect to grant loans to other
countries under the condition that the proceeds are spent in the lending country
as it is to grant a tariff preference in favour of the products of one country over
those of another. Both make it more difficult for the country discriminated
against to obtain the currency of the other country and be able to buy more of
that country’s goods. To my great regret I found that Mr. Harriman was not
prepared to go along with me as far as that. He said it would not be politically
feasible for any institution supported by the United States Government to
grant loans the proceeds of which would be spent in some other country. It is
this reluctance of United States Liberals to go the full length in their liberalism
and their lack of full recognition of the vital need of educating their remark-
ably responsible public opinion that I find so discouraging for the future.

6. On the more specific question of post-war credits to the Soviet Union, Mr.
Harriman told me that when he was appointed Ambassador in October, 1943,
the President asked him to sound out the Soviet authorities as to what financial
assistance they had in mind receiving from the United States for the purpose of
post-war reconstruction. He had several talks on the subject with Mr.
Mikoyan, People’s Commissar of Foreign Trade, shortly after he arrived in
Moscow. Mr. Mikoyan eventually said they would like credits at a rate of
interest of one half of one per cent with repayment commencing in the fifteenth
year and extending over the next twenty years. This would mean that it would
be thirty five years before the credits would be repaid in full. Mr. Mikoyan had
explained that it would be fifteen years before they had completed the
restoration of the country and would be in a position to commence paying off
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the credits received for reconstruction. As regards the rate of interest he was
not in the slightest degree perturbed when Mr. Harriman pointed out that the
rate proposed was far below that at which the United States Government could
borrow.

7. Since then the negotiations have been transferred to Washington. Mr.
Stepanov, a member of the Soviet delegation to the Bretton Woods Conference
remained over in the United States to conduct negotiations with Mr. Dean
Acheson of the State Department regarding credits for heavy industrial
equipment of a type which obviously could not be supplied under Lend-Lease
and the terms for payment of goods ordered under the Lend-Lease Act but not
shipped at the time hostilities with Germany ceased. These negotiations have
been carried on for some months. Agreement has been reached that repayment
should commence in the tenth year and extend over the ensuing twenty years.
The United States Government have offered a rate of interest of two and one
third per cent but the Soviet Government are sticking out for the two per cent.
In this connection, however, I believe the rates of interest of 2.38 and 2.1 per
cent respectively quoted to me by Mr. Mikoyan are more correct. (See my
telegram No. 353 of December 15th). Mr. Harriman probably was talking in
round figures. I also believe that the rate of 2.38 per cent offered by the United
States Government represents the rate at which they are able to borrow plus a
handling charge of one eighth of one per cent. This is what Mr. Gifford, the
United Kingdom Commercial Secretary, told me was the basis of both the
United States and United Kingdom offers (See paragraph 10 of my despatch
No. 315 of September 17th).

8. Mr. Harriman said that Mr. Acheson has been showing the greatest
patience in his talks with Mr. Stepanov. He has tried to understand all of their
counter-proposals and has gone to great pains in explaining why it is not
possible for the United States Government to agree to their proposals. For
instance, Mr. Stepanov had claimed that it was not right that the United States
tax on corporation profits should be included in the price of machinery sold to
the Soviet Government, presumably on the grounds that no money should
accrue to the United States Government on business with the Soviet
Government. Notwithstanding all the consideration shown by Mr. Acheson in
his discussions with Mr. Stepanov, Mr. Mikoyan had complained to Mr.
Harriman that Mr. Acheson was being very unreasonable. From this and other
evidence Mr. Harriman has come to the conclusion that Mr. Mikoyan as a
typical Armenian is applying the technique of the carpet trade to international
financial transactions. On a number of occasions he has mentioned to Marshal
Stalin that Mr. Mikoyan is unduly tough, but he thinks Stalin probably
thought he was being complimentary in a jocular way. The next time he will
try to impart more seriousness to this observation.

9. Signs are not wanting that the Soviet authorities have not grasped the
practicality of United States lend-lease operations and that they misinterpret
United States magnanimity and generosity. Mr. Harriman told me that when
the dispute arose over the scizure of oil-well equipment belonging to American
oil companies in Roumania, Mr. Vyshinsky suggested to the United States
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representative that the United States Government should compensate the oil
companies and charge the equipment up to shipments under the Lend-Lease
Act. The Soviet Government have read so often that the contributions of other
countries under Lend-Lease and Mutual Aid are small compared with the
great sacrifices of the Soviet Union in human and material resources that they
have derived the impression there is still a large credit balance on which they
are entitled to draw.

10. Mr. Harriman said they were having great difficulty in Washington over
reiterated Soviet requests for inclusion in the Fourth Protocol of industrial
equipment which could not possibly be justified for its war use. For instance,
they had asked for the most up-to-date equipment to be installed in the coal
mines of the Donetz Basin. This included not only the latest coal-cutting
devices, but also conveyor belts for bringing the coal to the shaft. It was the
type of equipment the United States Government would not permit their own
coal operators to obtain during the war. When this was pointed out to him the
Soviet representative replied that this was quite understandable because the
United States mines were operating whereas those in the Soviet Union had
been destroyed and should be re-equipped as soon as possible with the very
latest type of equipment. The United States authorities have agreed to supply
under Lend-Lease a very large amount of equipment for restoring the Donetz
Mines, but much to the disappointment of the Soviet Government they have
refused to authorise the manufacture for Soviet requirements of the latest frills
in coal-mining technique.

11. Some of the latest type of equipment which the Soviet Government
wished to obtain was produced in the city of Indianapolis. The Soviet
representative had confronted the United States authorities with figures
showing the availability of steel, copper and other materials required to
manufacture the equipment. He had then been told that the manufacture of
the equipment could not be authorised on account of the shortage of labour. A
few days later he appeared again with evidence that there were two thousand
unemployed in Indianapolis. The fact that these unemployed were clothing
rather than steel workers left him unmoved. The next step was a petition from
the Indianapolis Chamber of Commerce who had been approached by the
manufacturer of the equipment urging that the contract should be placed in
view of the employment situation in that city. This tactic bears close
resemblance to the breaking off by the Soviet Trade Delegation in London of
negotiations with United Kingdom manufacturers of automatic telephone and
electrical apparatus on the grounds that the United Kingdom Government
were not prepared to grant sufficiently long terms of credit to the Soviet Union
(See paragraph 3 of my despatch No. 386 of November 3rd, 1943)." It is clear
that the Soviet authorities are not above exploiting the selfish interests of
private firms in capitalist countries to further their economic aims.

12. My conversation with Mr. Harriman did not disclose what type of
financing of post-war trade with the Soviet Union the United States
Government had in mind. 1 derived the impression that they are not yet clear
as to whether this should be done by direct loans, by operations of the Export-
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Import Bank, by government-guarantee of private bank credits or by the
private banks themselves without government intervention. Mr. Harriman
mentioned that the Johnson Act was still an obstacle to advances to Soviet
Government organisations by the Export-Import Bank and presumably would
preclude any form of United States government loans to the Soviet Union. It
appears all that has been discussed so far has been the financing of shipments
having some connection with the war and arising out of the operations of the
Lend-Lease Act. I should be most grateful to you for any background
information on this subject you may be able to supply, based on the informa-
tion already available to the Department of Finance.

13. Our own course is clear. We should continue to do everything possible to
watch the situation closely but should refrain from making any direct offers of
credits to the Soviet authorities until the time is right. This I consider will be
either when hostilities with Germany cease or when the United Kingdom and
United States Governments complete their negotiations for the financing of
post-war trade with the Soviet Union, whichever is the earlier. It is particularly
important for us to know how far the United States Government are prepared
to go and I see no good purpose served by entering into discussions with the
Soviet authorities until the United States situation is clarified. In The Export
Credits Insurance Act we have ready at hand the machinery for taking
advantage quickly of opportunities for business with the Soviet Union that may
arise after the war and it is still too early to judge the exact extent to which this
country will offer a market for our products. Before the war trade between the
two countries was practically non-existent and it is difficult to see how a
country, whose imports are likely to be largely confined to capital goods, can
offer much scope for Canadian exports, unless our more developed engineering
industry proves to be better able to compete internationally than it did in the
past.

I have etc.

L. D. WILGRESS

84. DEA/6226-40

L’ambassadeur aux Etats-Unis
au secrétaire d’Etat aux Affaires extérieures

Ambassador in United States
to Secretary of State for External Affairs

TELETYPE WA-182 Washington, January 10, 1945

IMMEDIATE. Following for Robertson from Pearson, Begins: Dr. Clark’s letter
to you of December 26th on the attitude of United States authorities towards
credits to Russia. Plumptre has discovered from F.E.A. via Oscar Cox that a
couple of months ago a proposal was made to the Russians to give them credits
in relation to capital equipment on the following terms. The rate of interest was
to be 2% percent. The loans were to extend over a period of 30 years. The first
principal repayment was to be due on the last day of the ninth year. Since this
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proposal was submitted to Moscow there has been no reply. This is interesting
in view of Bill Batt’s®® insistence at a meeting of the Joint War Aid Committee
some months ago that it was essential that Canada and the United States
should work together in putting forward financial terms to the U.S.S.R.

Plumptre will be in Ottawa tomorrow and might be able to talk to you about
this matter. Ends.

85. DEA/6226-40

Le secrétaire d’Etat aux Affaires extérieures
a 'ambassadeur en Union soviétique

Secretary of State for External Affairs
to Ambassador in Soviet Union

DESPATCH 96 Ottawa, March 20, 1945

SECRET

Sir,
[ reply to your despatch No. 14 of January 5th on the subject of the
granting of credits to the Soviet Union.

2. Your despatch, and in particular your remarks on tied loans, aroused a
great deal of interest. The attached memorandum includes many of the views
stimulated into expression by your despatch.

3. On the subject of the actual course of our negotiations with the Soviet
authorities over export credits, the arrangements already concluded with the
Soviet Government under the Export Credits Insurance Act relate only to
guarantees to make possible the provision of credit during the period of
production for the goods which Russia has ordered. We are still waiting on the
Russians to take the initiative in coming forward again to resume discussions
on the longer term credits which they wish to receive, and from the proceeds of
which they will make the payments for the various items of electrical
equipment which are now being produced for them and for others for which
they may place contracts in the near future. Incidentally, the number and value
of the contracts placed up to date are very much less than was contemplated a
year or so ago. Deliveries under the contracts already placed will presumably
commence next summer, and certainly by September at the latest. Conse-
quently it will be necessary for us to conclude some further credit arrange-
ments with the Russians by that time. It is our belief that the Russians are
deferring any approach to us on the terms of export credits until they have
completed negotiations with the U.S. Government. For this reason, it appears
as though the deferment which you suggest in the opening sentences of

#W. C. Batt, président adjoint, Commission de la production de guerre des Etats-Unis;
représentant américain, Commission composée des matiéres premiéres et Commission composée
de la production ct des ressources.

W. C. Batt, Vice Chairman, War Production Board of the United States; U.S. representative,
Combined Raw Materials Board and Combined Production and Resources Board.
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paragraph 13 will likely occur without our deliberately putting off negotiations.
On the other hand, we cannot put them off for many months longer. Secondly,
it should be noted that the Russians have now agreed to purchase on credit
terms still to be negotiated industrial equipment which has been ordered by the
Mutual Aid Board for Russia but which remains undelivered at the conclusion
of hostilities. As yet neither the Russians nor ourselves have taken any
initiative in opening discussions on the terms of credit to be applied in these
transactions. I assume that the Russians will wish to take up this at the same
time as credits for the electrical machinery are discussed, and will themselves
wish to wait until the U.S. situation is clarified.

4. On the subject of the difficulties which the United States authorities had
over the Soviet requests for the inclusion of industrial equipment in the Fourth
Protocol: The U.S.S.R. requested approximately $1,818,168,000 of industrial
equipment. This total includes $126,517,000., estimated as undelivered from
old orders of June 30, 1944; $224,369,000. authorized under the terms of the
Third Protocol for delivery in the Fourth Protocol period; and $1,467,282,000.
of new requests. The offering of the United States, as contained in their
Schedule of Supplies attached to the Fourth Protocol, totalled $1,132,453,000.
The old orders and the orders authorized during the Third Protocol for delivery
during the Fourth will be made available during the period of the Fourth
Protocol. The U.S. undertakes to consider the placement of new orders not to
exceed $300,900,000. Items to the value of $481,807,000., regarded by the
U.S. as requiring a long period to produce and as having a long period of useful
life, will be subject to the terms of a proposed agreement supplementary to the
Mutual Aid Agreement; and the Russians are also free to place orders for this
class of equipment without the financial assistance of Lend-Lease.

5. The U.S. have been for some time exercising care in the use of Lend-Lease
funds to ensure that supplies with post-war value were not made available. You
may have hear that the House of Representatives in passing, last week, the Bill
to extend the Lend-Lease Act for one year from June 1, 1945, added an
amendment prohibiting the use of Lend-Lease funds for post-war relief,
rehabilitation or reconstruction of foreign countries. The measure passed by a
vote of 354 to 28 when the amendment was added after encountering
considerable opposition in its unamended form.

6. We had hoped that by now we would have signed in Ottawa the Fourth
Soviet Protocol since the period it covers expires June 30,1945. Arrangements
had all been made indeed for signing last week, but last minute differences
arose between the Soviet and the U.S. and U.K. Governments over the
schedule of supplies. The signing has been postponed sine die.®®

%Le protocole fut signé le 17 avril 1945. Voir le volume 10, document 597.
The Protocol was signed on April 17, 1945. See Volume 10, Document 597.
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7. 1 take this occasion to tell you that all your despatches have been most
helpful. We give them wide circulation and they are warmly welcomed.
I have etc.
N. A. ROBERTSON
for the Secretary of State
for External Affairs

[PIECE JOINTE/ENCLOSURE]
Mémorandum
Memorandum

SECRET

The Canadian Ambassador to the U.S.S.R. in his despatch No. 14 of
January 5th, concerning post-war credits for the purpose of financing post-war
exports to the Soviet Union, discussed the general effect of tied loans.

It is his view that “it is just as discriminatory in its effect to grant loans to
other countries under the condition that the proceeds are to be spent in the
lending country as it is to grant a tariff preference in favour of the products of
one country over those of another” and he regrets the reluctance of the United
States Government to recognize this similarity.

While the analogy drawn between a preferential tariff and a tied loan is
useful, it should not be pressed too far. A loan usually covers a shorter period
of time than is contemplated by a tariff and it is usually open to any third
country, which feels that it is being the victim of discrimination, to offer a loan
on equally generous terms. Preferential tariffs favour imports from another
country over those from a third country. Tied loans have no such effect. A
better analogy is afforded by export subsidies which favour the exports of a
particular country unless the subsidies are matched by similar action in other
countries, and this is the effect of tied loans. However this may be, a tied loan
can certainly operate as a form of discrimination and has certain points of
resemblance both with long-term contracts and with export subsidies.

If the Canadian Government decides to discuss the question of tied loans
with the Government of the United States in connection with proposals which
have been made from time to time regarding future commercial policy and in
connection with the inclination which the United States have shown to object
to long-term contracts between the Dominions and the United Kingdom, it
would be necessary to admit that in many cases it makes very little difference
whether a particular loan is tied or free. These are the cases in which the
supplies which the borrowing country procures would have to be obtained by it
from the lending country even if the loan had not been tied — cases, that is to
say, in which the lending country is the best source of supply under competitive
conditions. Most operations in a sellers” market fall into this class, as do our
own export credit operations to date, for example the Government guarantees
provided to cover purchases of hydro electrical equipment in Canada by the
Soviet Government. Credit arrangements will probably be made also to cover
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such industrial equipment provided for under the Fourth Protocol which will be
undelivered at the end of the war and which equipment the Soviet have agreed
to purchase. Such credit, while tied to the industrial equipment, cannot be
considered objectionable. Any loans or guarantees made during the three-year
term of the Export Credits Insurance Act, under Part II, must, by the
provisions of the Act, be tied, but it appears likely that no unfair advantage will
accrue to Canadian exporters since the loans will in all probability be tied to
exports which would move on their own merits in the transition period of
shortage. The extent to which operations under Part II of the Act or other tied
loans would in fact be unfair practice or equivalent to export subsidies will
depend upon the terms of individual transactions. Even here it will be difficult
to draw a sharp line of distinction. For example, suppose we and the U.S. both
made credits available to foreign governments at rates at which each
Government can borrow in the domestic market, or at those rates plus a
standard surcharge. In this event the U.S. would be providing credits at a lower
rate than would we, because their domestic rates are lower. Can it be said in
these cases that the U.S. Government is providing an export subsidy? Certainly
they are providing an added incentive for purchases in the U.S. if the use of
such credits are tied. Under such circumstances, however, we might be said to
be providing an export subsidy by comparison with, say, Australia or some
other country following the same general principle but where domestic interest
rates are higher. In other words, if credits obtained in any country, either
privately or through public channels, are tied to use within that country, then
there will be a trade advantage for those countries with lower interest rates.
Insofar as many private trade credits have in fact been tied, this condition has
existed in the past without Government intervention. There isno taint to the
assistance provided under Part 1 of the Act since the insurance is provided
against payment of premiums which are estimated to cover the cost of the
insurance. It should also be noted that Canada’s adoption of export credit
insurance and the direct provision or guarantee of export credits is more of a
defensive measure than an aggressive one. Both the U.K. and the U.S. have
been providing insurance, credits and guarantees for some time.

It is, of course, equally clear that tied loans may be abused in particular
cases by being used as a form of price cutting or of export subsidy. The
instance mentioned in despatch No. 14, paragraph 3, is an excellent illustration
of this abuse.

There may, however, be cases in which the fact that a loan is tied is not a
matter of indifference on the one hand or a means of disloyal competition on
the other. A loan may be granted for the purpose of moving surpluses which
would not otherwise be exported but which are not strictly competitive with
potential exports in third countries. The loan in this case is an inducement to
buy that harms no one. Before suggesting that tied loans should be condemned
and eliminated like other forms of trade discrimination, it would be necessary
to see whether these innocent uses of tied loans are sufficiently important to
justify their continuance.
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It can be contended that the general effect of a tied loan is similar to that of
any other form of bilateral trade and that for a country to stipulate that the
proceeds of the bonds which it buys must be spent within the buying country is
not radically different from stipulating that the proceeds of the goods which it
buys must be spent in the buying country. If it is replied that the granting of
credit involves an element of risk which is not present in the purchase of goods,
the answer seems to be that either this risk is offset by the interest charged or
else that the acceptance of the risk constitutes a form of price cutting or export
subsidy.

A useful and important argument runs that in the past, if a country which
had borrowed money in the United States used the funds to pay for supplies
imported from a third country, it might have been the case that the third
country was in such a position that its nationals would increase their
investments in the United States rather than buy U.S. goods. In such
circumstances, the U.S. would have a claim against Country A, the counter-
part of which would be the sale of the U.S. securities to the nationals of
Country B. The loan would not have promoted employment in the U.S. In the
foreseeable future, it is most unlikely that consequences such as those referred
to above would flow from the extension of “untied” credits by the United
States. Exchange control in most countries of the world will prevent the
nationals of those countries from increasing their investments in the United
States. Moreover, the policies of exchange control which would give effect to
such action are already recognized and are not perhaps considered inconsistent
with reasonable commercial policy. The exchange policy in point is that which
does not allow the transfer of capital funds in scarce currencies. It is
conceivable that a third country receiving part of the proceeds of a U.S. loan in
payment for sales of goods to the borrower would add to its idle balances in the
United States. It seems that this is most unlikely to take place on any
substanttal scale. In the interests of broadening international trade and
financial relationships, the United States could well afford to expose itself to
such slight penalties as might be involved. Moreover, it would always be
possible for the U.S. to review its policy if that policy did not appear to be
producing satisfactory results. To repeat: In the post-war period the United
States can be almost sure that when it makes a loan that loan will be used to
pay for U.S. goods and services either by the borrowing country or by any
other country which falls heir to the U.S. dollars. The more definite assurance
afforded by “tied credits” has serious international disadvantages. The above
view applies particularly to loans at large. A tied loan, if used to aid a
distressed industry still has a great political usefulness in the lending country
though the purpose of the loan is often to exclude low-cost producers in other
countries, as in the case of a U.S. loan tied to wheat.

The points considered so far have been in the main theoretical. A more
practical argument is that cited in paragraph 5 of Mr. Wilgress’ despatch when
he quotes Mr. Harriman as saying that it would not be politically feasible for
any institution supported by the United States Government to grant loans, the
proceeds of which would be spent in some other country. It is difficult to expect
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any Congress or Parliament to provide large loans or assistance in the form of
guarantees to make loans possible, if the proceeds of these loans can be spent
by the borrower in financing purchases in other countries — perhaps in the
countries of competitors. It may be possible, through the use of an interna-
tional agency such as the International Bank recommended at Bretton Woods,
to get some untied loans or guarantee authorities from public funds, but it is
hard to believe that it will be politically possible to provide credits in general
without having them tied to use in the country of origin. Canadian legislation
permitting loans to other countries has been based on a somewhat similar
assumption, although in order to avoid adherence to the policy of tied loans,
the effective legislation has been limited to three years, Part 11 of the Exports
Credits Insurance Act. It can be argued that it is better to have tied loans than
to have no loans and that if the proceeds of commodity trading are free it may
not matter much if the proceeds of loans are tied. Indeed, a tied loan tends to
liberate buying power. It may set free the proceeds of commodity trading.
China may, for example, be in a better position to buy from the United
Kingdom after receiving a tied loan from the United States than before. If,
therefore, tied loans are the only loans which are politically feasible, it might
be inexpedient to condemn them.

It will not be the presence of tied loans that will create the most serious
problems, but the absence of untied loans. There is no practical way of
eliminating tied loans altogether since many arise simply as the financing of
desired purchases, but care should be taken to see they are not abused.
Internationally and nationally a very large amount of trade credit is in fact
made up of tied loans but it is also possible nationally to obtain credit which is
not so tied to specific purchases.

Our main hope for untied loans in the period immediately following the war
will rest on the Bank for Reconstruction and Development and if substantial
loans are available there it will contribute much to the flexibility of the whole
world structure. Later it might be hoped that if the reconstruction proceeds
satisfactorily there might be other untied loans when the credit standing of
various countries had been improved and stabilized. The credits will have to
come from the major creditor countries and particularly from the United
States.

If it should in fact prove inexpedient to press the arguments which have
been advanced against tied loans to the logical conclusion to which they lead, it
may nevertheless be extremely useful to cite the adherence of the United States
to a policy of tied loans as a defence against any objections which the United
States authorities may advance to those forms of trade barrier or commercial
discrimination which other countries find it politically difficult to relinquish. It
may be worth establishing our case in respect of tied loans, even if we are to
use it as a shield and not as a sword!
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86. DEA/158-40

Le secrétaire d'Etat par intérim aux Affaires extérieures
a I'ambassadeur en Union soviétique

Acting Secretary of State for External Affairs
to Ambassador in Soviet Union

TELEGRAM 222 Ottawa, October 31, 1945

SECRET. 1. Negotiations under way here for months with Soviet authorities
respecting credits” are still deadlocked. We have offered to lend at the
borrowing cost of the Canadian Government plus a small charge for overhead.
These are the identical terms we have offered to all other Allied Governments.
The Soviet authorities still press for exceptional treatment, pointing out that
the Americans have agreed to make loans to the U.S.S.R. at 2%4% to clear up
the amounts outstanding in respect of materials ordered under Lend-Lease.
They say that their Government cannot see their way clear to accepting our
interest rate which would amount to 3.1%. We have pointed out that the cost of
borrowing to the Canadian Government is higher than to the United States and
that in principle we were going further than the United States in that we were
prepared to offer the same basis for determining interest rates in granting
credits for reconstruction purposes as we were in granting credits to clean up
Mutual Aid orders.

2. A further obstacle to agreement is that the U.S.S.R. is unwilling to make
partial payment in cash. Here, too, we have asked the U.S.S.R. for no more
than we have requested from all other Allied Governments.

3. 1 see no likelihood that we shall agree to grant the U.S.S.R. more
favourable treatment than we are according other Allies.

4, Do you think that the U.S.S.R. is likely to persist in their attitude or will
they modify their stand when they have closed with the United States on the
terms of the U.S. credit? Our view is that we have no great interest in forcing
credits on the U.S.S.R., and we have done our part in offering a credit to them
on the same terms as to others. As a result of the difficulties we are experienc-
ing in our negotiations we shall probably soon have to require the U.S.S.R. to
pay cash for all purchases in Canada.

5. Soviet representatives have insistently asked for a 25% reduction in the
price of certain industrial equipment ordered under Mutual Aid, cost of which
they undertook to pay if deliveries were made after the cessation of Mutual
Aid. It now seems likely that they may pay the full price in view of our
willingness to reduce substantially the price of flat cars ordered as Mutual Aid
but not delivered as such.

"Voir aussi le document 125./See also Document 125.
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87. DEA/6226-40

L'ambassadeur en Union soviétique
au secrétaire d’Etat par intérim aux Affaires extérieures

Ambassador in Soviet Union
to Acting Secretary of State for External Affairs

DESPATCH 294 Moscow, November 3, 1945

SECRET. Your telegram No. 222 of October 3l1st, regarding extension of
credits to Soviet Union.

1. I did not expect Soviet Government to agree to make partial payment in
cash because this might prejudice their negotiations for credits from other
Governments.

2. On the other hand, I have thought that eventually they will agree to pay us
a higher rate of interest than the United States, but may do so only after
negotiations have been completed for a United States credit covering purchases
for reconstruction purposes.

3. Members of the United States Congress, who visited Moscow in
September, expressed doubts about purpose for which proposed credit is to be
used. They want to be satisfied that large proportion of credit will not be used
for essential military purposes.

4. This and general political difficulties merits delay in granting of United
States credit. In this event, Soviet Government may become more inclined to
agree to our terms. I see, therefore, no reason to make concessions at this stage.

88. DEA/158-40

Le secrétaire d’Erat aux Affaires extérieures
a I'ambassadeur en Union soviétique

Secretary of State for External Affairs
to Ambassador in Soviet Union

DESPATCH [Ottawa,] November 20, 1945

We have been unable to settle our differences with the Soviet authorities
relating to credits, both commercial and those covering goods originally bought
as Mutual Aid, or relating to the prices to be paid for industrial equipment. As
a consequence, we have not since November 11th extended credit and have
required the Soviet authorities to pay cash for all purchases. In the case of
wheat, however, we have agreed to fill the outstanding contracts and all the
shipments of wheat which were scheduled for November will go forward on
credit basis.

The Soviet Commercial Counsellor, Mr. Krotov, in an interview with Mr.
Hsley pressed hard for better terms for the Mutual Aid cleanup than for
commercial credits on the grounds that the United States was extending special
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terms for the Lend-Lease cleanup, i.e. under the 3-C Agreements.” Our reply
was that we are in fact granting the U.S.S.R. better treatment than the U.S. by
offering the same terms for commercial credits as for Mutual Aid. In our case
the interest rate on both is based on cost to the Canadian Government plus a
small charge for administration. We have applied this basis to all borrowers
and are not prepared to make an exception for the U.S.S.R.

Krotov expressed regret at the change he said he had detected in the
Canadian attitude toward the Soviet. Relations had been most cordial during
the period of Mutual Aid and he thought it a pity that we should allow
relations to deteriorate because of the small amount of money involved in our
differences. Our view is that with the cessation of Mutual Aid, the Soviet is
attempting to drive inordinately hard bargains and that they give no weight to
our liberal Mutual Aid attitude nor to the preferred treatment we granted
them after the cessation of Mutual Aid. We undertook to supply them with ten
mine sweepers after Mutual Aid ended and are also meeting the expenses in
Canada of the Soviet crews.

In allowing them to buy on credit at all after September 2 we were treating
them more favourably than we did most other Allied Governments who were
required to pay cash until the credit agreements were concluded.

89. DF/Vol.4322

Le ministre des Finances
au conseiller commercial, I'ambassade de I'Union soviétique

Minister of Finance
to Commercial Counsellor, Embassy of Soviet Union

Ottawa, December 7, 1945

Dear Mr. Krotov:

Following our discussion the other day, at which you asked me if the
Government would consider again the question of the terms on which it would
advance credit to the U.S.S.R., I took the matter up with my colleagues in the
Cabinet. I am writing now to inform you that the Canadian Government are
not prepared to alter the offers that we had previously made to your
Government in this matter.

Yours very truly,

J. L. ILSLEY

"'Accords en vertu de la Clause 3-C de la Loi du Prét-bail. Voir E. R. Stettinius, Jr., Lend-Lease:
Weapon for Victory. New York, Macmillan Co., 1944, pp. 336-7.
Agreements under Clause 3-C of the Lend-Lease Act. See E. R. Stettinius, Jr., Lend-Lease:
Weapon For Victory. New York, Macmillan Co., 1944, pp. 336-7.
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SECTION B

TCHECOSLOVAQUIE/CZECHOSLOVAKIA
90. DEA/6993-B-40

Le ministre de Tchécoslovaquie
au sous-secrétaire d’Etat aux Affaires extérieures

Minister of Czechoslovakia
to Under-Secretary of State for External Affairs

No. 2517/144 [Ottawa,] September 7, 1944

Dear Mr. Robertson,

I have the honour to refer to the conversations of Dr. L. Feierabend, the
Czechoslovak Minister of Finance, and myself with you, the Minister of
Finance, Mr. llsley, and Dr. Clark, Minister of Trade and Commerce Mr.
MacKinnon, and Mr. Oliver Master, regarding credit to Czechoslovakia for
the purchase of Canadian produced goods, and to submit a memorandum
outlining the extent of the credit, and the list of goods which the Czechoslovak
Government would like to buy in Canada.

Accept etc.
DR. FRANTISEK PAVLASEK

[PIECE JOINTE/ENCLOSURE]
Mémorandum de la légation de Tchécoslovaquie
Memorandum by Legation of Czechoslovakia

The present rapid development of the war and the necessity to bring help
and relief to the Czechoslovak Republic and to assure employment of her
population as soon as the Nazi forces are expelled from her territories, have
already lead [sic] my Government in London to make preparations for the
renewal of economic life at home and of commercial intercourse with the
United Nations.

In view of the previous successful trade between Canada and Czechoslo-
vakia, future relations with Canada will again be an extremely important
factor in the life of the liberated Czechoslovak Republic.

1. Czechoslovakia will require a considerable supply of Canadian goods for
her reconstruction, the value of which will amount to $15,000,000.
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The goods which Czechoslovakia would like to buy in Canada are

approximately as follows:
Articles Quantity in tons Approximate Value
[metrical} in Canadian dollars

Metals and Minerals

1. Copper 7.000 2,198,000
2. Lead 5.000 1,342,000
3. Nickel 2.400 2,043,000
5. Mica 150 6,600
6. Aluminium 1.000 363,000
6,259,500
Food

7. Wheat 108,000 6,000,000
8. Fish [Tinned} 2,600 893,000
9. Dried Milk 220 ?
6,893,000

Other Goods
10. Calf Hides [Wet] 500 188,000
11. Kobalt Compounds 15 36,300
12. Nickel 120 39,336
13. Silicon Carbide 1,300 28,600
14. Pulp Forage Manufactures 6,000 336,600
9 9

15. Special Woods

628,836

2. The six years of German occupation have resulted in the destruction of
Czechoslovakia’s industrial and commercial organization to such an extent that
the Republic would be able to purchase these goods only if necessary credit
were granted to her by the Canadian Government.

The Czechoslovak Government should, therefore, greatly appreciate any
assistance that could be extended to it in accordance with the Export Credit
Insurance Act in order that trade between Canada and Czechoslovakia may be
facilitated and developed.

This credit could be granted either through a guarantee by the Canadian
Government of a loan contracted by the Czechoslovak Republic with a
Canadian Bank, or through a direct loan given to the Czechoslovak Republic
by the Canadian Government that the Czechoslovak Republic may be enabled
to purchase and to pay the costs of the Canadian produced goods.

3. The purchase of wheat depends also on U.N.R.R.A., which has been
requested to give its consent that the quantity of wheat bought by the
Czechoslovak Government directly in Canada, would not be subtracted from
the wheat quota allocated to the Czechoslovak Republic by the U.N.R.R.A.

4. If the full amount of credit granted by Canada is not exhausted within the
first year, the residual amount could be transferred to the second year, or could
be used for the purchase of larger quantities of goods than outlined above.
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5. The Czechoslovak Republic would be able to commence repayment of this
loan after four years, and would be able to complete its full payment within a
further period of five years.

6. In view of the urgent need for relief and reconstruction immediately after
the hostilities have ceased the Czechoslovak Government would be very
grateful if a favourable consideration could be given by the Government of
Canada to this matter as soon as convenient.

DR. FRANTISEK PAVLASEK

91. DEA/6993-B-40

Le sous-ministre des Finances
au sous-ministre par intérim du Commerce

Deputy Minister of Finance
to Acting Deputy Minister of Trade and Commerce

Ottawa, January 31, 1945

Dear Mr. Master:

Re: Export Credits and the Government of Czechoslovakia

I have now heard from Dr. Pavlasek regarding the proposed export credit to
be provided by the Canadian Government to his Government, about some
details respecting which I had written to him on December 5, 1944."

You will recall that there has been some delay, due to Czechoslovakia’s
desire to ascertain from UNRRA that the purchase of wheat from Canada on
credit terms would not prejudice the amount of wheat which UNRRA was
prepared to make available to Czechoslovakia. Mr. Wilson, of your Depart-
ment, was kind enough to ascertain in Washington that UNRRA had replied
to Czechoslovakia on this matter on December 8, last, and Mr. Bryce
communicated this information to Dr. Pavlasek, who was immediately able to
confirm it and has now written to me to say that there is now nothing in the
way of preparing a final draft of the credit agreement for $15,000,000.

Czechoslovakia, as you will recall, has suggested a few amendments in the
agreement which we proposed, on most of which we were able to meet her.
There was one minor point on which we asked for some further elucidation,
and that was the suggested inclusion of allowance for additional expenses
incurred in connection with the purchase, such as brokerage and similar
expenses. In reply Dr. Pavlasek says that they are not able to forecast in any
detail what these additional expenses will be. He suggests they might include
commissions to an export or purchasing agent, and travelling expenses for a
mission which would be sent to Canada for the purpose of buying the goods
under the credit. He acknowledges that brokerage expenses are usually paid by
the seller and would not, therefore, have to be provided for. We are able under
the Act, and specifically under the second regulation passed under it, to
provide for services or supplementary work done or to be done in connection
with the goods purchased, and it is possible that legally this could include
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certain expenses to which the Czechoslovakian authorities were put in Canada
in order to make the purchase. I am asking Mr. Tolmie of this Department to
consider the legal aspect of this point, but I would appreciate very much
hearing from you concerning the desirability on policy grounds of our including
provision for such incidental expenses, particularly the cost of sending a
purchasing mission here, the inclusion of which I think is questionable.

Dr. Pavlasek says also that they wish to alter slightly the list of goods to be
purchased under the credit. The main change is that they wish to get 4,000
tons of semolina flour. I understand from Mr. Bryce that there may be some
question of our ability of supply this item, and if so, I think we should let Dr.
Pavlasek know right away so that they may make any other adjustments in the
list as quickly as possible.

I am replying to Dr. Pavlasek today to say that we shall proceed immedi-
ately to redraft the agreement along the lines agreed. 1 shall send you a draft of
this in the next day or two.

Yours very truly,
W. C. CLARK

92. DF/Vol.4316

Le sous-ministre par intérim du Commerce
au sous-ministre des Finances

Acting Deputy Minister of Trade and Commerce
to Deputy Minister of Finance

Ottawa, February 5, 1945

Dear Mr. Clark:

With reference to your letter of January 31, I agree that, on policy grounds,
it is questionable to include in the credit arrangement with Czechoslovakia
provision for incidental purchasing expenses to be payable out of the proceeds
of the loan. Nevertheless, the circumstances are exceptional and if such a
concession is considered by the Czechoslovakian Government to be of material
importance to them [ would be inclined to allow such charges up to a
maximum, say, of one-eighth of one percent of the amount of the credit, or of
such portion of the credit as is expended on goods that involve some special
investigation or other purchasing difficulty. This would exclude wheat. So far
as the terms of the agreement itself are concerned, 1 should think it would be
well, before deciding precisely upon how this point should be covered, to put a
little more pressure on Dr. Pavlasek to indicate what he thinks would be a
reasonable maximum provision to meet purchasing costs of the type that he has
in mind.

On the other question raised in your letter, semolina flour is normally made
from Durum wheat and our information is that Canadian mills, now engaged
up to their full capacity on ordinary flour, are not prepared to make the
adjustments required to mill semolina from Durum wheat. Accordingly, if
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Czechoslovakia wants Durum semolina our supply position is unfavourable. If
they are willing to take semolina produced from Red Spring wheat there is a
much better prospect of making satisfactory supply arrangements.
Yours faithfully,
OLIVER MASTER

93. DEA/6993-B-40

Mémorandum du sous-secrétaire d’Etat associé aux Affaires extérieures
au sous-secrétaire d’Etat aux Affaires extérieures

Memorandum from Associate Under-Secretary of State for External Affairs
to Under-Secretary of State for External Affairs

[Ottawa,] March 1, 1945

The Loan Agreement with Czechoslovakia concluded under the Export
Credits Act was signed today by the Minister of Finance and the Czechoslovak
Minister.” The loan is for $15,000,000, and attached to the agreement is a
schedule of the supplies which the Czechoslovak Government intends to
purchase in Canada with the proceeds. These are food stuffs and raw materials.
I am asking the Department of Finance to provide a copy for our files.

Dr. Pavlasek came to see me after the signature in order to express his
cordial thanks to all concerned for the assistance given his Government in the
agreement and throughout the negotiations. He repeated what he has already
said, that he hopes that his country will rely on imports of Canadian flour for a
substantial part of its needs and that land now used for wheat growing will be
put into pasture or employed for forage crops. He says that they wish very
keenly to maintain an active trade with Canada and other countries to the west
and he thinks that we can rely on his Government to support warmly plans for
a return as soon as possible to multilateral trading and for the reduction of
tariff barriers and other obstacles to commerce.

H. W[RONG]

9. DF/Vol.4316

Le ministre de Tchécoslovaquie au sous-ministre des Finances
Minister of Czechoslovakia to Deputy Minister of Finance

No. 841/45 [Ottawa,] May 10, 1945

Sir,

With reference to the plan of the Czechoslovak Government to purchase
commodities in Canada according to the schedule arranged for in the Credit
Agreement concluded between the Government of Canada and the Czechos-
lovak Government on March 1st, 1945, I have the honour to approach you as

"2Voir Canada, Recueil des traités, 1945, N°© 25,
See Canada, Treaty Scries, 1945, No. 25.
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to whether it would be permissible to use the present credit also for the
shipping expenses connected with the shipment of the material bought here to
Czechoslovakia.

I am submitting this request to you as the Czechoslovak Government, under
the present situation, is not in the position to finance the cost of the transporta-
tion of these goods from any other source and is unable to begin purchasing the
goods in Canada unless the question of the transportation of this material is
solved.

In view of the fact that the Czechoslovak territory has been liberated and
that the Czechoslovak Government has returned to Praha, the rehabilitation of
economic life in Czechoslovakia can now be executed.

I therefore trust that it will be possible for the Government of Canada to
grant their consent to the extension of the use of the present credit facilities to
the Government of Czechoslovakia for transportation purposes.

Accept etc.
DR. FRANTISEK PAVLASEK

95. DF/Vol.4316
Le sous-ministre des Finances au ministre de Tchécoslovaquie
Deputy Minister of Finance to Minister of Czechoslovakia

Ottawa, May 14, 1945

Dear Dr. Pavlasek,

I have your letter of May 10th relating to the credit agreement between
your Government and the Government of Canada signed on March 1, 1945,
and asking whether it would be permissible to use that credit to meet the costs
of shipment to Czechoslovakia of the supplies purchased in Canada in
accordance with that agreement since, you state, your Government is not in a
position to finance from any other source the cost of transportation of these
supplies.

As Mr. Bryce informed you by telephone last week, the Government has
approved an Order-in-Council amending the Regulations under the Export
Credits Insurance Act to provide for the use of funds made available under
that Act for transportation charges outside of Canada “in cases where the
Minister of Finance is satisfied that the cost of such charges cannot reasonably
be met from other sources.”

[ have consulted the Minister of Finance in regard to your request and he
has authorized me to inform you that he is satisfied in the case of Czechoslo-
vakia that the cost of transportation charges from Canada to Czechoslovakia of
the goods to be purchased under your credit agreement with Canada cannot at
present reasonably be met from other sources, and that he therefore agrees that
they may be met from the credits provided under the agreement.
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You may take this letter, together with your own, as constituting an
agreement to the use of the credit provided to the Government of Czechoslo-
vakia for meeting shipping charges on the goods to be purchased in Canada in
accordance with the terms of the agreement.

I am enclosing for your information and records a copy of the Order-in-
Council P. C. 3357 of May 8, 1945, amending the Regulations under the
Export Credits Insurance Act to authorize the use of credits provided under
that Act for delivery or transportation charges.

Yours very truly,
W. C. CLARK

96. DF/Vol.4316
Le ministre de Tchécoslovaquie au sous-ministre des Finances
Minister of Czechoslovakia to Deputy Minister of Finance

No. 894/45 [Ottawa,] May 16, 1945

Sir,

I have the honour to express my thanks for the information contained in
your letter of May 14th, that the Government of Canada has approved an
order-in-council amending the regulations under the Export Credits Insurance
Act to provide for the use of funds made available under that Act also for
transportation charges outside of Canada.

I should also like to thank the Minister of Finance, the Hon. J. L. Ilsley, for
his authorization that the transportation charges for the goods to be purchased
under our credit agreement with Canada may be met from the credits provided
for under the agreement.

As however, by using the credit also for the transportation costs the amount
allotted for the purchase of goods in Canada would be considerably reduced —
the cost of transportation being estimated at approximately four million dollars
— my Government would be very grateful if the Government of Canada could
kindly extend the credit agreement concluded on March 1st by a further four
million dollars.

Should direct credit from the Canadian Government to the Government of
Czechoslovakia not be available, my Government would appreciate it if this
credit of four million dollars could be established in the form of a bank credit,
backed by the guarantee of the Canadian Government, under terms similar to
those in our agreement of March 1st.

Now that the entire territory of Czechoslovakia has been liberated and
President Bene§ has returned to Praha with the whole government, I am
convinced that this great plan of Canadian assistance to Czechoslovakia will be
successfully carried out. The fact that Hamburg will again be available as a
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port for shipments to Czechoslovakia will greatly facilitate the delivery of the
commodities.
Accept etc.
DR. FRANTISEK PAVLASEK

97. DF/Vol.4316
Le procureur par intérim du Trésor au ministre de Tchécoslovaquie
Acting Solicitor to the Treasury to Minister of Czechoslovakia

Ottawa, June 20, 1945

With regard to the Export Credit Agreement and your request of May 16th
to Dr. Clark, I am enclosing in duplicate a draft amending agreement’ to
increase the credit by $4,000,000. Mr. Bryce has, 1 believe, advised you that
the Minister is prepared to recommend this amendment to Council, and we
shall endeavour to have it done at the next meeting of Council this week.”
Therefore, | would appreciate greatly if you could consider this draft amending
agreement and return one copy to me with any comments or suggested changes
which you think should be made. I have to leave Ottawa tonight for Toronto
but I shall be back on Friday morning, so that if you are unable to send me
your comments by late this afternoon, it would be sufficient if I get them first
thing Friday morning.

Yours faithfully,
J. Ross TOLMIE

98. DF/Vol.4316
Le ministre de Tchécoslovaquie au procureur par intérim du Trésor
Minister of Czechoslovakia to Acting Solicitor to the Treasury

No. 1123/45 [Ottawa,] June 20, 1945

I wish to thank you for your kind letter of today’s date enclosing a draft
amending agreement to increase the credit by $4,000,000. I fully agree with its
formulation, which is the most simple solution.

1 would be very grateful to the Honourable James L. Ilsley if he could
kindly recommend this amendment to the Council at its next meeting this
week.

Enclosed I am returning one copy of the draft’ as you requested.

With kind regards,
Sincerely yours,
DR. FRANTISEK PAVLASEK

3L accord fut signé a Ottawa le 26 juin 1945. Voir Canada, Recueil des traités, 1945, N° 29.
The agreement was signed at Ottawa on June 26, 1945, See Canada Treaty Series, 1945, No.
29.
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99, DTC/Vol.100
Le sous-ministre par intérim des Finances
au sous-ministre du Commerce
Acting Deputy Minister of Finance
to Deputy Minister of Trade and Commerce

Ottawa, October 31, 1945

Dear Mr. Mackenzie:
Re: Amendment to Schedule of Export Credit Agreement with Czechoslovakia

The Czechoslovak Minister to Canada was in to see Mr. Bryce of this
Department the other day to explain that because of the great destruction
which parts of Czechoslovakia suffered in the closing months of the war in
Europe, they find it necessary to import some supplies which they had hoped to
be able to obtain from domestic sources. In particular, I understand, they want
to secure meat and fats from North America and, if possible, some from
Canada, to be paid for out of the credits which we have undertaken to advance
to them. For this purpose it will be necessary to amend the schedule to the
Agreement.

I am writing to say that this Department would be quite prepared to agree
to any amendments to this schedule which your Department feels are feasible
in order to meet the requirements of Czechoslovakia. I hope that every possible
consideration will be given to Czechoslovak requirements at this time and that
strenuous efforts will be made to assist them if at all possible. One for the
considerations which I know this Department — and, I believe, the Govern-
ment — had in mind in making this Credit Agreement with Czechoslovakia
was the importance of a speedy economic recovery in that country in setting an
example to other countries of Central and Eastern Europe and thus helping to
promote a prompter recovery in this important area.

Yours very truly,
W. A. MACKINTOSH™*

"Sous-ministre intérimaire des Finances pendant quelques mois en 1945, durant la maladie de
Clifford Clark.
Acting Deputy Minister of Finance for several months in 1945 during the iliness of Clifford
Clark.



168 FINANCES, COMMERCE ET MARINE MARCHANDE

100. DTC/Vol.100

Le sous-ministre du Commerce
au sous-ministre par intérim des Finances

Deputy Minister of Trade and Commerce
to Acting Deputy Minister of Finance

Ottawa, November 3, 1945

Dear Mr. Mackintosh,
Thank you for your letter of October 31st with reference to the Export
Credit Agreement with Czechoslovakia.

Hon. Mr. MacKinnon has expressed his agreement that, in so far as supply
conditions permit, Canada should endeavour to meet the request recently
received from Dr. Pavlasek that his Government be permitted to purchase fats
and meats which were not originally included in the list of commodities to be
purchased under the Credit Agreement.

In view of the request put forward on behalf of the Czechoslovakian
Government and of the agreement of the Minister of Trade and Commerce,
coupled with the agreement of your Department, I should think that formal
amendment of the schedule to the Credit Agreement is not necessary.
Paragraph two of the Agreement, which reads as follows:

“The Government of the Czechoslovak Republic agrees to utilize the said
credit in purchasing from Canadian exporters the Canadian-produced goods
referred to in Schedule ‘A’ hereto, in the quantities therein specified, subject to
such variations in quantity and such substitutions or additions of other
Canadian-produced goods as may be agreed upon by the said Government and
the Minister of Trade and Commerce of Canada.”

was drawn, I understood, purposely to permit a considerable degree of freedom
to meet Czechoslovakia’s most pressing needs without formal change in the
Agreement itself or in the schedule.

The real difficulty at present is in the supply position. Fats, in particular,
are in very short supply and it is doubtful whether we should be able to export
any at all during the coming winter. Tinned meats are under allocation to the
Combined Food Board and no allocation has been made to Czechoslovakia for
the last quarter of 1945. I may say, for your own information, that we have
been urging the Czechs to present their requirements to the Combined Boards
ever since March of this year.

I agree with you that every possible consideration should be given to
Czechoslovak requirements at this time and can assure you that strenuous
efforts will be made to assist them if it is at all possible. Czechoslovakian meat
requirements, however, must still be passed by the Combined Food Board and
if the Czechoslovakian Minister will continue to keep in touch with this
Department everything possible will be done to make supplies available to
them.
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I shall be glad if you will be good enough to let me know whether an
amendment to the schedule of the Agreement appears to you to require
something more in the way of formal action than I have indicated. If it would
meet the necessities of the situation I would be pleased to keep you informed of
any additions to Schedule ‘A’ which are agreed to between the Minister of
Trade and Commerce and the Czechoslovakian Government.

Yours very truly,
M. W. MACKENZIE

101. DF/Vol.4316

Le sous-ministre par intérim des Finances
au sous-ministre du Commerce
Acting Deputy Minister of Finance
to Deputy Minister of Trade and Commerce

Ottawa, November 9, 1945

Dear Mr. Mackenzie,

I acknowledge with thanks your letter of November 3, regarding the Export
Credit Agreement with Czechoslovakia, in particular the request of that
government that it be permitted to purchase fats and meats which were not
originally included in the list of commodities to be purchased under the Credit
Agreement.

I agree with you that formal amendment of the schedule to the Credit
Agreement is not necessary in such cases, and am glad to note that efforts are
being made to provide Czechoslovakia with the commodities required.

Yours very truly,
W. A. MACKINTOSH

SEcCTION C

PAYS-BAS ET INDES ORIENTALES
THE NETHERLANDS AND NETHERLANDS INDIES

102. DEA/7492-40
Mémorandum d’une réunion avec une mission des Pays-Bas
Memorandum of Meeting with Netherlands Mission

[Ottawa,] April 4, 1945

Present:
Dr. M. P. L. Steenberghe — Netherlands representative
Mr. C. van Stolk — Netherlands representative
Dr. H. Riemens — Netherlands representative
Hon. Jonkheer J. W. M. Snouck — Netherlands representative

Hurgronje (Netherlands Minister to Canada)
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Dr. W. C. Clark — Department of Finance

Mr. R. B. Bryce — Department of Finance

Mr. M. W. Mackenzie — Department of Trade and
Commerce

Dr. C. F. Wilson — Department of Trade and
Commerce

Mr. J. H. English — Department of Trade and
Commerce

Mr. L. Rasminsky — Bank of Canada

Mr. J. E. Coyne — Bank of Canada

Dr. W. A. Mackintosh — Department of Reconstruction

Mr. George Maclvor — Canadian Wheat Board

Mr. N. A. Robertson — Department of External Affairs

Mr. S. D. Pierce — Department of External Affairs

Dr. Steenberghe said he would not dwell on Holland’s difficulties. They
were well known. He hoped that the task of reconstruction would be assisted by
an international loan at a later date, but, in the meantime, it was necessary to
make credit arrangements to meet the Netherlands requirements for the next
five years.

He said it was difficult for two reasons to forecast post-war trade between
Canada and the Netherlands: first, the expansion in Canadian industry during
the war offered additional possibilities for export; and, second, it was most
difficult to determine what Holland’s needs would be, particularly in the area
yet to be liberated. However, he looked to a fifty per cent increase to
$15,000,000 a year in imports from Canada.

At the moment The Netherlands cannot continue to pay cash for their
requirements much less pay it in advance. They sought a credit to cover the
needs of the next five years, $25,000,000 in the first year with the privilege of
carrying over the unexpended portion to the second year; and $15,000,000 for
the second to fifth years, inclusive: repayment to begin in the sixth year and
continue through to the tenth year in equal amounts of $17,000,000. The
$15,000,000 requested for the second through the fifth years is expected to
cover imports from Canada during that period. The imports, particularly in the
latter years will include much wheat. The increase in exports over the prewar
figure will be made up of industrial items.

Dr. Clark said that our appropriation for export credits was limited and that
we intended to ask for an increase. It might not at the moment be possible
formally to grant a credit to cover the five-year requirements, but he thought
an understanding could be reached. The Dutch said that they were willing to
discuss the length of the credit although they would prefer to have provision
made now for their full five-year needs.

Of their needs in the first year frozen meat, farm machinery and fertilizer
would comprise the larger portion. They would want canned meat and medical
supplies in lesser amounts and lumber, asbestos, newsprint, paper, woodpulp,
pulp wood, trucks, general industrial machinery and equipment, aluminum,
nickel, and insulating board. Some allocations had already been made by the
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Combined Boards for the third and fourth quarters of this year; others were
being sought.

Mr. Robertson suggested that the list of commodities be discussed with
Trade and Commerce. As to the meat requirements, he doubted whether the
renewed agreements with the United Kingdom would leave anything available.
However, it was pointed out that the food was under Combined Food Board
allocation and the Dutch either had or would seek Combined Board allocations
for all commodities.

In estimating the dollar requirements for the first year, no account had been
taken of Canadian troop expenditures and no allowances made by the Dutch
for troop guilders. The Dutch hoped for a credit that would cover all their
needs, which would be partially off-set by the troop credits. Mr. Bryce said
that no arrangement had yet been made with the Dutch for troop guilders
obtained by Canada from Supreme Allied Headquarters.

On the subject of United States discussions, Dr. Steenberghe said he had in
mind an arrangement similar to the one made by the U.S. with the French
under which goods would move either on Lend-Lease or on long-term loan. The
Dutch had submitted figures two months ago to the F.E.A. It was expected
that negotiations would start next week.

Dr. Clark observed that the U.S.-French agreement calls for payment by the
French of 20 per cent in cash on certain requirements. He asked whether the
Dutch would request the U.S. to waive the cash payment. The Dutch replied
that they expected to pay for all ships in cash but hoped for raw materials
under Lend-Lease or long-term loan.

Mr. Rasminsky said that Canada had a twofold interest in receiving a part
payment in cash, arising from the limited appropriation which will have to be
used to meet in part the needs of other countries whose position was not as
relatively good as that of the Dutch, and the Canadian United States dollar
position. There was a rather high U.S. dollar content of exports and Canada
would want to be left at least even on its U.S. dollar outlays.

He asked the Dutch if they would disclose their financial position. Dr.
Riemens said that the short-term position was poor; the long-term position
much better, particularly when the Dutch assets were unfrozen. Their foreign
exchange holdings were limited. He mentioned the loan negotiated with private
U.S. banks under the terms of which the Dutch pledged $100,000,000 in gold
against a credit for immediate purchases. Apart from that they had
$150,000,000 at their disposal plus $80,000,000 in gold blocked in South
Africa. On a basis of U.S. Treasury figures, the Dutch had investments in
stocks in the United States of some $600,000,000 and $100,000,000 in bonds
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held in Holland. (He excluded the holdings of the East Indies.) He undertook
to provide the exact figures later. (See footnote)™

On the subject of the Netherlands East Indies, Dr. Steenberghe explained
that whereas the N.E.I. were politically one with the Netherlands they made
their own financial arrangements; borrowed on their own credit, either with or
without guarantees of the mother country. The East Indian position was
considerably better than that of the Netherlands, but although their immediate
needs were not as urgent as those of the motherland, nevertheless, their long
term position was not good because of the tremendous reconstruction
requirements which will take up all the N.E.I. reserves. There was, therefore,
no prospect of an N.E.I. loan to the Netherlands for anything longer than a
few months.

In reply to the question as to whether the Dutch were seeking a general
credit or one to be used against a definite schedule of purchases, Dr.
Steenberghe stated that a general credit would be necessary because the Dutch
are not in a position to know what their needs will be. They are sure that they
will require large quanities of wheat in the second, third, fourth and fifth years,
probably in the amounts taken prewar, but their other requirements were
uncertain. However, if no credit was made available to them and they were
unable to find foreign currency, they would be forced to use inferior wheats
although their preference was to use a percentage of Canadian with their
native and other wheats.

Mr. Robertson asked if the Dutch expected the continuation of a state
import monopoly during the term of the agreement. Dr. Steenberghe said that
because it would be necessary to control currency he felt it would be necessary
to control imports and he expected buying to be done by the state. Dr.
Steenberghe said this would not mean that the whole program of imports
would be covered by a credit agreement. Their estimated requirements were
conservative. Other items would be needed and the agreement did not represent
the limit of export possibilities.

Mr. van Stolk felt he should distinguish between exclusive monopoly by the
state and state control. What was envisaged was state control under which free
enterprise would operate, and not exclusive state monopoly.

When questioned as to the omission of rolling stock from the Dutch
requirements, Dr. Steenberghe explained that first the conditions in the
Netherlands yet to be liberated was unknown. However, since it is expected
that all the bridges will be destroyed, no rolling stock will be needed for the

SLa note suivante était dans U'original:
The following footnote was in the original:
In later discussions it was explained that the figures were net. Allowance had been
made for the Bretton Woods commitment of $80,000,000. There was moreover
approximately $45,000,000 still available from the loan negotiated with private U.S.
banks.
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