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. ABSTRACT

°

: S JOHN V. POULKES o

AMERICA AND CANADA'S 1947 DOLLAR CRISIS

. o
2 .

This paper ia‘ concerned v)_.th the role of senior government officials

.from both the United States and Canada in ?héir efforts to find a solu-
, tion to the Canadian dollar or foreign ;xc;mange crisis of 1947. As
.uuch, it is a study in the techniques of negotiation, tut it alao
includes an examination of laz:ger questions involving the future of
Canadisn-American relations. The questions of multilateralism and a
free trade*treaty with ‘the United States were uppsrmost iu. the wminds of
Canadian pliannera. Hultilataraliqtﬂn and foreign aid and the roles of |
the Soviet Union and the United Kingdom had top priority in the minds of
American planners., That United States foreign eco;)onib ppliciea and
alteration of‘ Canadian priorities would determine the outcome of the
crisis was recognized by ‘both countries. Canada ve-lcéued Amerioah
leadership in the pcut\ar wrld and believed that United States invest-
- nent vas essential to the continued growth of hnr econoay. That Canada
vag part ‘of America's econonic' orbit wae viewed by ‘most.plannera\u an
’ opporf;;nity for Jevelo}:nmt“rather than a threat to natioml independ-

K

. ence. Such an attitude was to foreshadov developnanta 1n Canadianp

"

'American relatione to the present day.

3 ¢ &




: ACKNOWLEDGEMENTS

-
-

This paper was made ﬁoss’ible by the vcoi-operativ; efforts of )
séveral people. My firat debt is to my principa,l advisor, Profosaor
" Richard Diubaldoe, for hie patience and uuderstanding. His supnort for
ny attempts to receive pemiaaion i‘o:: access- to the records of the
\Departmcnt of F:lmmce vere invaluable, as were those of Ralph Vestington. .
Discusqions with Profeasors Frank Chalk and Stephen Scheinberg were -
esgential Q to an understanding of American ‘concerns"“’during 19}07..‘ . 'rho'pe -
vho were most helpful at the Public Archives in O;ctawa include Hércel ,
Caya, Sandra Beil and, eapeciany, Jean Dryden, - ?liLton Gustafson.
Villiam Shamn, Dr. Hainea and Kathy -Nicastro of the National Archives

R N : vere essential to my research efforts in Was}vington. A special vord of

thanks is necessary for Donald E. Syvrud and Robert Harlow of the Depart-

went of the Treasury, who made possible 't‘!;e declasmification of records

| retained within their department. 'A.E. Blanchette and G. Blanchet of :
the Dopartment of Extemal Affairs uade possible thc declaisification \
of partinent éocments, ,and their comments were moet appreciatad.

G.0. leveu allowe@ ne reatricted nccesu to the files of the Daparhnent ’,

pa
o~

of Indnatry, Trade md Comnerce; K .\vl. Pickarsgill made it ponsi’ble for
me to examine most ot the Hackenzie King Pnpers. and Janes D, Dodge

alloved me access to some of theﬂ D. Bove Papora.v “t must alsq- thank

" the Governor or the Bank of Ba.nada, G Bouhy. for hta suggutiona
P

regarding the reoorda of tho Bank of canm For agoranrie.l ueiutmce



. .
. . v 4 3 i
] . . ,
‘ ; 8 .o s ¢ ! ' W
. . I! -w
A »
- . i ‘ - ' J“ -
. | - ) -
o . ) . .
AN
. .
. .

_ IR Y O 4 X
. % ‘

"1'am indebted to the swift.and sure skills of Mfs. Jennifer Cook.
v . i . . .
This paper ‘has, to be dedjcated to Solange, who had to put up with

numerous frustrations while it vas being researched and writtem. -’
) ' 4 g * .o

.
)
.
4
..
.
4
.
. )
@
)
.
‘
’
p
A
i
.
.
.
.
L]
/ ’
.-
.
.
4
.
»
P § -
J . PR
a >
,
.
.
N . .
. .,
[ ) . -
f s v . >
~ Lt RN
. .
. . ,
14 0 M + — ’
‘ v N L
i N . - .
’ ° oy
<, 1 L h



- - . | .
; ¢ ’ . R a ) | b oL
i o ’ , . ‘ l«s ‘e ¢
\,. - . R L(\ o
.. Co _/Q *  TABLE OF CONTENTS. " - .
/ . “ | . Pl.ge )
1 v -
: ' ABSTRACT o-.fo-.o:o}o-.(otntoooooc-oobo-u.oco-.oo..ooo.‘o_o'ol.cl" /1" ' :
h ACKHOVLEDGEHHTS ...ooo.ocoo'oo;o--o-oooo-. ..;.0.’.! . 11 e -
U . . .
L3 : ) . N -
u ’ TABLEFOF Qomms cacmnlqcocclobu.o.ooooo--.oc-icoocooao“co.o '_j.v
- - . A . ‘
* . IN“ODUCTION .....-.o-.n;q.too-on-ooo.o.ooo.ooo.ooc.oo;b.--'o-a l . :
+ J' o ' ) v ' h :
0 ’ CHAPTER I .no-oo..-unoo.o-,ouocooooooo-oo;ouoo‘n.:o.oahvto‘/.oo 3 o
: N 3‘ ' u \
N . CHAPTER'II,'..........-.......o-...ou.u...‘...n...--.....--- a ¢ '
R CBAPTER III .c...oolo--oooti;cnvov.-oocao.oo.oocoooon.oo--oc_o 52 k
'CHAPTm IV o-coonoguo..n0\..:-0:-.--.-..‘?..00?-.!o:o‘ot.o‘:otoooo'oo 81 .‘ ;
-~ CONCLUSION ll.....OCOIIOOCODDOAOOI00.0'(!.#-.0....‘0!’...000.0.0 101 a "
' FOOTNOTES = , - oL
. . B . “ ] . . .
A \', P Chapterl -Qanoonuo-ooa'oo-o-‘-‘:o'ooo;o.oc‘o-‘guboo‘oooct‘bo '107\\’ N
N . ' o . . - ' .

v

. chapterII ‘.0.'....".'.0..’I.......'..‘.O..l‘.‘.;...‘... 110 "
: . 4 . - N . .

B ' 4 ks Fi o,
‘ t. . , .
. R Chaptcr]II A A R N LY 113 . .
‘ ' . ) . . P . o .
. : . . : ' v AN
: ch&pter Iv M -.oo--otonono-o.n.-on, . 126 . S
”~ '\ ~ : »
, ‘ T - . R i : . " i R
. ' Conclusion R Y N T I L I I T 119 . N
Lt ) . L. . N . I . . . ; . .
. N , - , “6 -y ' : [ . - ) .
* [N ! - > y oo . o4 [ . -
t K . s ' re “ RS & .
. . SELECT EIBLIOQRAPHY Ooo-oo.oouoomoocotpubm'noclnoatoo\ooocoooon 120, X S
Wt e B S v . o L - RN NI L. R .
~ ' v . “ b .t N . . .o .
. . f . e D y . . .
- ! b T T PR . : R . ‘ J
. < -‘."£. oL T V¢ i" S P . ' , Lo )
B " 7v’“',,‘ ’ Wt ) T L e <(”1 N ""“’AI, R N ‘, ‘ : . ‘.. .
[ .o, . ', s “ oo P C W s X M . N -.‘“ ‘,o sy g o . N . N
K O T S S A A N L A
by . <« . P A - . o RN ) . . . . . :

vL et I
- w::w-* ; *v: Yot

LA

I 5
DI ,.Lﬂ-« g
O G Y




. - - - [P - N

INTRODUCTION

T G s LTS
RGN, A




. n"rizonncrmx
- - ’

- o L
The dollar or foreign exchangg crisis o!’ 1947 is a study uot :

Ionly of the teohniquas of n%gotidtions betueen the Hnited Shteh and

,Canadra", but also an. exanination of 1arger questions a!‘fecting the tvo '

nationa. . To aome degree,g the crigis revea}al hov each of " theu l!orth

” 'Anerican neighboura pog-ceiv,ed their p1a¢e in the postwar world; how

-

each evaluatad the othar' B goals and aapirations- and, to a certain /’ h
~extmt the reaolution rgreshadwed futu# developments. - g Aa well, the
crises revealed the , true nat}xre of continental partnership and the
extent to vhich Canada's stntua was appamt rather ﬁhan real.
During the. Sacond Horld War both Amo%can and Canadian
offic had designed a-postwar vorld ba,sed upon Iultilatorzlin; ' '3 v

conparative free trade through intex@hangeab\ J:ﬁn-enciea. Their var

economiea had ralieved them t‘rom the Great Depressicm of the 1930'5 but

wh

-~

tha European econoniea, the linchpin of global tmde bqhtgen tha Eastam
and Wes tern Heniapheres, reuained ina condition nnfavourable to world

trade reviyal. Only the United St-ates had . the ugalf.h to provide the -

-

nd&ensm laterials tor thwréconry or bcth Gamda anﬂ mrope. i?hat - d
/’ -
it planned to use its econonie power in 19'07 ua nade evidant by tho

-t
fact that doueatio virtine eontrols aore removed in June, -1946, which
raiaed the pricea of u.s exports from thirty to aixty percent. ,In

-June of the ro:@ohng year, the United Batidns aeua: and nanabmmion

Ad-inintration. dependont on American nmds, ns ofﬂcially qnded.

3
-




o - global shortage of U.S. dollars, Anerican plannm reached certa;.n con-
.

'l'hc reap;utiog to the criaia revolved around a seriee of basic
I

qﬂeétiona. What | vere Cansda' s long range postwar foreign econolic

-goala, uhat extant vqre thay sinilnr A;;erent from thoua of the.’
.
.»United Stetes, and to v)‘pt oxtent vere they earried throngh"' . Hov did |
Cmdian planners view 19'&7, to ﬁhut cxtmt did they untipiputc a .

crisia. and whnt Jteps did thoy believe ware necesury’ Hov daid

LR,
.

_.American planners autic‘;apate develalpnenta in,19b7, in particular. the
groving shortage ot U.S. dollara and dhe &orld vide deund for Anrican
'tooda? "To what’ emnt did the Unitad States. bguzve that it could

,hel&can‘ada'andh what stepsxdid they believe.that ,q.ar;&da would 'have to *
take vithin-ipersca’s gighal economio strstecy” '/’ R
. "The Unitgd States was the econonic. and -}litary giant of the |
"“poatm;r uorld. Like Can;d;,'i; sav the recavery of the ﬁni ted Kingdon, R

\." h I3

; Heetem Europe and their colonial dop.endencies as the key to both.

douestic and vorld proapertty. Realizinp the iuplicationa of ¢he ~

4 clusions as outlined in the Truman Dgctrine\ and the ,&:;‘opean Recovery.

-t‘la.n or Marshall.Plan.. .The.foreign. exchange: crié:la ‘of 19“7 vas &

dilma that revenlod the 111usions of Canada‘s policy nakers and vas

¢

synptona.tia -0of an. unequ;l pertnership that va.a to foreshndow futur/

" Canadia’hmerican relationo.

~I . - '/" 1) ’ v"" .







£ . .. RN CHAPTER 1. .
~ . I ’ . : ! R - w
r . ' : : - )

1 . - Qanadian postuar foreign econonic ‘policy had seversl objecuvee.

e 'I'he prinary lmg range goal vas to establish a -ultnatoral trad:lqg uorld

s baaed upon comparative free ttade and 1nterchangeable currencics. -’!o ’

‘ !/hia end -Canada, ‘the United States, the United Kingdon and” »othor luding
# . toading nations met in 1944 at the "Bretton Woods Conforenco._ Thcre,/tvo:, S
B, mncié.c were created: the International Monetary Fund (IMP).to facili- _ .
) tato exchange eubi'nty and the Intomational Bank for Rcconstruction and 1 . :
ha Developaént (IBRD) to encourage investment oyportunities. These two °
S ingtitutions vere deeignad to ahape the recovéry of vorld trade patterns
| | and evcntunlly re-eatablish a nultilateral puttern of w /rld exchangc.
They vere not intended to serve anyaprotmted period ot enorgency. " ’l'hc’ .
' Und ted l!a’tiono Relief }nd Hohabiéi{tation Adniniutration (UhRRA) vhich
_ / ! rece;vad about 70’ porcent of its funds - fron the U!lited States, vas cr,ated
- 4 . ‘s' | for thia purpone. It vas ws,doly ‘oelieved by Allied of!‘iciqls that post-
4 yap relief and bnuteral trade end paynant treatias vould quickly rcotore

\

. , . many. cauntrica to a poaition vhoro they would be ablc to rutqre uny

-

- !} prwar trading activitiea. - S .

) LI

‘ ., N '/ Anothnr object or Canadian long ransa po-tuar foreign ccononic )
* .policy vu the uuhlilhlent or the Internutlonnl Trade Orgsnization (I'ro)
to oreste a ‘urin of guidelines f_or.co-op,e’raltion in werld trade. The .
first step 11. _thia“diﬂ?t"ion “;e'ra neﬁnga of the Preparatory Com;"ittee

of the United ¥ations Conference on Trade and Esployment held in London
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L t from OctoberjIS to November 26, 1946 and in New York in January, 1947, ‘ ’
» ~\. . . « N . ~
o LT A draft Charter for the ITO was drawn up ang,the projected multilsgeral

' * negotiations on ‘the lowerings of tariffs and removal of trade restric-

. - /tiops were discussed. Along with the United States and the United
" . Ki‘ngdom Canada was an active memb'gr of the{committee. Fifteen othez:

7
p leading trading ﬁations vere 1nvited to participate in a conference at

[ 4

) . Geéneva, Switzerland whi.ch opened on April 10, 19\“7 Simul taneously,
RS negotiations were held“ for both the draft Charter of the IT0 and tariff

- 1 .
Y, reductions resulting in the General Aqreement of Tariffs’and Trade -(GA’ny

L]

. Canads's third object was to expand her export trade to the ..

{ Unﬁad States by.a new free trade treaty to be negotfated after the

-

Y R \ diapuseions at Geneva. 4 ,
Al . R X . >
e Until the IMF IBRD, ITO and GATT could tdke effect however, N -9

~ A

Canad‘g. created a series of short range foreign economic measures to

bridge ‘the interim period. 'I’hg most immediq.to of these was the stabili-

S - b
zation of her foreign werkets and avoidance of a postwar depression.

. ' (' Al u
. In the eyes of both Cansda and the United.States the key to a revitalized
‘ ' oy R . . ;o

world elonomy was the recovery &t tﬁe United Kingdom. In 1945, bbth

L]

Br:lta.in wag Canada's aecond largant prewar customer and cfl.a:rgen'a consumer

5

:

&

4
' g | ) . countr:lee made availﬁble five billion doHara worth of export credits.
?

of Cansdian food exporte. By the Anglo-Canadian Financial Agreeme{nt

the Britiuh began to drav .upon the orre and a quarter billief dollar

/ " - credit in Hay, 1946. Aa vell, the Anglo-.'unerican Financial Agreement

| - alloued in July, 1946 a three and three-quarter billion dollar credit.‘
'I‘he Caquian contract was signed at prioea well below world levola, that |
gua;-antoad U.K, consumers a stesdy aupply of vheafc,“wheat rloux:, cheese, .

A butter, bacon and eggs., It also provided Canadian farmers with an
n ‘ : N
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" funds were made available for relief and rehabilitation. Theee inclyded

‘a U.S.-Ca.na.da coet-eharing arrangenient for war production. America paid

bl ‘ * e % A W . wwvwwdmmmwmmﬂww ,“

assured market ror their surplus cduction. Canadian dollar oredits,

totalling 607. B\nd\llions, veme aleo made to Belgium, China. Czechoelo-

vakia, France, }Lolland, Norway md the Soviet Union: In adﬁ,tion, other

nilitary ;elief to northwest Furope, Italy and the falkane totalling

95.6 miﬁiansg contribut:iona to UNRRA amounting to 154 millions; post-
UNRRA relie‘f totalling 20 ;iilione, as wgll as & 5.4 million grant to |
the International Refugee Organization. \ By comparison, United States
poetwar\credite b)r mid 19‘0’}" amounted to about 8 *billione; ‘or about four )
fimes as much as Ca‘nada's. The Americans, however, had & national

income eighteen times that of Canada. ° The bréakdown of multilateraliem
during the war and the contimmtdon and expansion of postwar bilateral-

i;m vas a far greeter threat to Ganada than to the United St’atee.

I‘lmip\g the var, vhen multiletmlism had broken down completely, )

. Canada's prewer fo:}eign exchange reserves of about 400 millions declined
to 1ess than 175 /ﬁnltona by January, 19141. * By the Hyde Park Agreement

o!‘ April 20, 191&1 Preeident Roosevelt and Prime Hinieter King agreed to

Canada for war supplids in U.S. dollers which the Canadians ueed to

support the United XKingdom and other allied countries during the war, A

m}u arrangeaent alloﬁ\od Canada to avoid Lend-Lease aseietance; however -

by en ex;hange of notes in 1942; Canada wee\' commi tted tg-reduce trade

barri*ere ss vere those who were coumitted by Article \7~ of the Lend-Lease o

Agreedont. Also.. the United States—invested about $250 million in g
rect 1nveahent and purchased. ebout $500 millione of Canadian

aeouritiga’; canadian production expanded to unpcedented levels. .

She p:ovided alloet 35 4 bil.liovxfth of aid to the Allied var effort - °

. 4
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S
and had almost $1.5 billion in roreign exchange reserves at the end
of 1985, )

'I'o lessen deia’ehdencg on> foreign trage,‘ Cangda embarked upon a ‘
postwar irdustrial expansion pr’ogru.* It vas desMmed to produce more
capital and consumer ‘goodu from domegtic material, using domestic laboyr.
A government publication proudly stated, " ... over 200 new products
formerly imported are now being produced in Camda'." 2 Such a policy of
greater econonic self-reliance had wide support f industrialista who
balieved that their war production revealed that they had dcveiop;dt the
tecknological ekills, experience and efﬁgﬂcjf to be able to compete not

ir} trana-.Atlantic marke;é, but in the American mﬁrk’eg as well.
As well, Canadian consumers linc.lulged tl;gmaelvea in an unprecedented
spending spree. The United States was 'the only supplier who could meet
ian industrial and conspmer. demands. The countries to whom
Canada had extended nearly 32 billions worth of export credits hsd also

embarked upon of d ‘e’stic self reliance baged on 1ndustrial

recovery and exp‘ansion. They haﬂ enjoyed oonaiderable success in f9lb6
througPpr’otsctive tariffa and govoment-sponaored bilateral trade and
payment -treaties. These deviccs, however, had hindered the growth of
export industries gedred to North American marketa and had thus connid- -

erably r J’“ﬁ?their supply of U.S, dollars. U.5. dollar reaerves‘hw\) ,

necesaar

J

A\
o pay for badly needed suppli_en from Canada and the United

States. As a consequence, Canada was not receiving enough U,5. dollars

%

from her traditional trading partners in the United Kingdom and Western
t ‘ . H

"Burope to finance the hoa;y volume of purchases from America, Her own - °

foreign exchange reae"rves’of gold and U.S. dollars were being quickly )
-—wu-\ ’
depleted.




) ?
$
In 1946, Canada had an overall favourable balance of . trade of

$460 million. However, ‘there were exports cradita of $750 million for
which there was no payment and another $110 minion donated for UNRRA
andfpoet-UNRRi relief; . While Canad{; equrtgd goods worth $950 million
to the United Stafea,\importa were about $1.4-billion, leaving a.defioit
of $450 million. The reason why foreign exohange restrves only'declined‘
b:} $250 million to & year end total of $1.25 billion was largely because
- ‘o'f further purchases of Canadian securities ‘by Americans and a lump sum |
- payment from the United Kingdom for war debts. ‘_ ! . L i
'i'he Pebrua:z 26 f;;(eign exchange forecast for 1947 probably: ' i
wzjitten bg'r, Towers or,ﬁasminsk; was alarming. It was estimated that %

. ‘ foreign eichange holdings would decline by 3625 million leaviné Canada

with less than $700 million. Given the difficulties 1n .attempting to
. WA
predict world trade, it uas sugzested* that Canada could not allow her

o

\.7 de&
exchamge reserves to decli_ne beyond $400 million. Action would have o

be taken no later than.'December, 1}9#7 and in all probability plpnq night

e,

have to be implemented at an earlier date. tfﬁbepending upon the .nonthly

. ) N
drain on reserves, the possibilities of expanded trade, a decline in

e

i consuner demands or ‘successﬂul ‘trade agreements .at Gene;ra vy exohanée oqn-l.'

seﬁation measures would hm'r‘a to be implemented when roscrvess reached

; 8850 million. Heasuru' vould have to be‘duipnbd not tq cut the U.S.
dollar defioLt too draatica.lly as that could completely dinrupt the
oconomy. Rather, méasures to reduca the deficit over a period of oné

1 ; ‘br two years uere conaideredAmore realistic. Tining would be oruc:lal.

] . ' ; If vorld developuments appea.rad to point ‘to, a favourable future, a;;on

could be deferred. g The role of 1the IMF and the 'IBRD, an inorease in

. exports to the United States and the roacti\on of the United Kingdom




would have & direct bearing on this vital question.

This u;migned memorandam written to the Deputy Hinister of
Finance, W, C Clark, contained several proposals, many of which became
policy options for the Canadian govemment. To increase U S, fundg,
'axport oredits could be diverted td cash markets and the rate of -

v *

drawinz could be altered. As an alternative to a dristio cut or prohi- ‘

v

bition of U,S: imports, Canadian planners. oould concentrate on certain

1.

aey industries such as those producing automobiles and fa;'m nachinery.
Canadian branch plante importing such larga quantities of U 8. pro:i:tced .
components might be persuaded to export an equal value of parta to the
Uni\ted'Statea. " Encouragement cou«ld be givenf to prisary industries: to .
inorease greater, prooessing elements intq the export ‘of their mterigla.
Arrangements could alao be made with the Unitod Statoa -for defenoo .
purchases such as var supplies and for-stocixpiling of strategic uteriala.
Measures might also be adopted to attract more U.S. tourists and to |
‘ pro;lide special assistance to the gold mining industry which had
odffei'ed from higher overhead costs since Canada lad incr.oe.séd the value
of irts dollar, mgking“it";ar wit); the U,5. in July, '191»6. It couick
tlao be poeaible to increase oxporto by davaloping an austerity pi'ogm ‘
.Certain measures could be adopted againat u.s,. i?dte, such s prohibi- .
‘tions, -quotas and taxes and the Canadian tariff could be lovorad for
/ inpcrts fmm non-dollar areas. Restrictions could 8180 be pldced upon )
Canadian tourist apcnding in the-United Statae. Borrowing in the United
g Statos vas anothor nounre to be considered but only as a last rogort.
A loan could only be Justified as & tamporary neasuro. It vould not
 really solve the alroady largs. trade deficit with A-erioa. that would

v

oontinuo for the indofinite i'uturo. ; Other pouibilitios inclndcd

“
% v N . ’ " .
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o’

n._.?,‘,:,’:'-

' 9
:indi'reot boiro\{in.g by limiting the Qonvert{bility‘of. the dollar and
\adopt.ing me’aaufes to pgrmde Canadianﬁa to sell their U.S. securities.
These bropoaala suggested that Canada's position on multilateralism, by
rvirtue’ of the Geneva trade dis'cuasig'ma, might hgve to be altered to allow
for maximum freedom of action. | The timetable at Geneva antio:l;'mt.egl

tariff negotiations to be completed by August 15 and Charter negotiations
c ' - .

" to be completed by July 31.3 : )
On February 26, 191&7, the sage day that the above bleak memoran~-
dun was being written, the U,S. Department of State was asaessing the

situation. Joseph Jones, an official who would play a major role in

+ . ’
drafting both the Trumen Dootrine and the Marshall Plan, expressed his

P

concerns to a fello\ officials .
There are many signs that the world is approaching this year
the greatest crisis since the turn in the tide of the war .,.
‘It is primarily an econcmic crisis‘centred in Britain and
Empire, France, Greece and China ... If these areas are
allowéd to epiral downwards into economic anarchy, then at best
they -will drop out. of the United States orbit and try an
inddpendent nationaliatic policy; at most they will av&ng into
the Russian orbit. VWe vill then face the world alone.

The theme of economic orisis-was “‘qnphuizpd in President .
. Truman's speech at Baylor Univeraity on Haroh 6. . 'l'he main purpose vaa .

8
’ﬁ pledge support for ‘the ‘forthcotiing trade talks at Geneva, urge the

' eatabl:lahlent of I'I‘O und uphasiu American comitlent to vorldwide free

‘ enterpriu. Equally mportant, the Pruidmt varned about the expan-

-

sion ‘of, atate treding: ) o ' -

 see Everywhore on earth. nationa are under economic pressure.
.-, Countries that were devastated by the war are seéking to recon-
“struct their industries. 'Their need. to import ,.. will exceed
“their eapacity to ‘export. And so they feel that imports must ‘
be rigidly controlled. Countries. that have lagged in their - .
. ' development are seeking to’ induaxrialiu. In order that new
..+ industries may be established, they. too, feel that competing

- ;. hports mst he rigidly controncd ses “.lt this trmd 1- -

. “
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s of premium prices being.offered by foreign branches of U.S. banks. .

% .
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not reversed, the Government of the United States will be
under pressure ... 1o use these same devices to fight for
markets and for raw materials.

~

Since Aherican proaperity and foreign free enterprise were

~

' inseparable, the future pattern of world econonic relations depended

ultimately on the United States, the world's richest creditor nation.

This speech, whic}fattracted little conment. became the preface for the

. famous Truman Doctrine speech which followed six days later. °

The United States was also worried apout the United Kingdom snd -

PN

‘Camda. Amez;:lcan officials considered these two countries to be her

1

¥

major partners in the recomstruction of postwar free enterprise.
Hovevei', 'both partners were experiencing foreign exchange problenev ‘
U.8. offi.cials feared that the United Kingdom would fail to live up to

its obligations under the Anglo-American Financial Agrment and. attempt

‘ toc delay a'terling copvertibil;ty, or hnpoe import restriotions againat

American exporta‘.6, Officials were also concerned about the Canadian

outlook ﬁpon world affairs since secret talks held on Jamia.ry 22 and 26
in Washington. At theae talka betwaen officiala of the D’opartments af
Finance and Treasury, the Canadians, using the pretext of- their depressed

"gold min}mg industry, were considering gold exports to take advantage
‘ N ey

.+ The Caqadiar;a were reminded of the importsmce of their role in inter-

N !iationallatability’and their obligatione as a leading member of .the IMF

to uphold the prica of gold at‘SSJper ounce. Officials were well
avare that the United States was the ultimate pu;'chaaar of all gold
;xpo;ta. q_.%\orficiuls would not allowv gold exporte by .S. producers.
If the Canadisns adopted such a policy, they would be rorping a loan

i

fron‘\he'r:lca. The. /cnnndim'docizlcd‘to'dofoi- gctioix'when "thqiwore
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told that,.should the Canadiap‘goverment implement such a policy, the
U.S. govez"'mnmt‘ would probét;ly eniier the market and aefl gold at 33'5
per ounce without any monetary restrictions as to its uae.?

 State Departaent officials believed that Canada's growing |
shortage of U.S. dollars was due primarily to their own policin.
Canada sought to protect its consumers and induatrialista from apiral- ‘
ling inflgt:lon in the United States, especially when America remoyed

vartime. price controls in J\;ne, 1946. In the following month, Canada

. appreciated her dollar to par with the U.S. dollar. However, based on

an evaluatic;n from the U.S. Embassy in Ottawa, the return to pibity was
‘prennture, as th\e anticiphtad rise in inflatio;x never uterialized.dt

What Canada really needed was to de'value her dollar to stimulate exports
and the U.S. tourist tratie;. Canada’ & “scond eiTor was to underﬂ'astinat}

‘the drain on her U.S. dollar supply by issumg export credits to Europe

. and the U.K htounta that seriously niaoalcnlated the ability of .,

these mmriea recover and eventually repay. Ono report enphahiz!hd

- that, based on a coﬁversation with a. eenior Canadian govemnent official,

the Canad:lans vould probably devalue their dollar 1n the near Aﬂ.e

“1"!; was thesa reports from the American Embassy in Otta that were used
by Andrew Foster, the Aaniatant Chie: ° the Stata'Department, Division
of British Comonwealth Affairs. to prepare A memo foxt\Preaidcnt Trunan
for his forthcoming uoet?ﬁ\\ith the Oanadian Prime’ Minimackanno
‘Kivg on April 23, 1947./ | | i ‘
L The Prime .Hiniaier' 8 \:riefi'ng vas prepared by Lester Pe;.raon ,
the Under Seoretary of State for External Affaira. and Bume Wroug, the
vcan&dim Aubuudor in Waahington. ’ Both agrebd that tho 1teu of firet

priority vag Cansda' 8 deteriorat:lng oxchsuge position anﬂ that thia

-
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point should be emphasized to the President. It was pointed out that
the deple&tion of U.,S, dollars was running at a rate wvell over $50 million.

per month. It was most likely that Canada Qould have to inpose’ resiric-

,tiona against U.S. imports unless a new foreign pid program was adop ted

Y

by America which vould 'allow Canada to receive U, S. dollaro for hor
exports that were being sold mainly on credit. Pearaon and Wrong
mggested that King enphasise the :lmportance that ¢ana.da -attached to the

A

Geneva trade diacuuiona for the exp’anoion of vorfd trade. Both 1nsiated
that’the abolition ,‘of imperifl pref nceg: would depend upon sulgstan‘tial
reductions in the U.S, miﬁtf:pormt vhs the exchange situation
to Canadian officials that a apecil‘l report, based on the suggestions
outlined in the February 26 memo to \4 c. CIBrkg ves prepared for the
Prime M:ln;nter. It was urged that purchases of Canadian materials for
'atrategic atockp:ll:lng would help to delay any Csnadian program aimed ‘at

cOnserving v.s. dollm A long term contract for the' purchase of

aluminum in Canada wou'ld be a concrete ge at could be made by the

Un‘ited States govenuent to indicats its om:mrl'u9 , .“
’l'hua, when the Prenidentk and the P;-:lne Hmiatar met on.April 23, .

both leaders had very aifferent conceptiona qf the canadian foreign

. . AN . R
exchange ‘situation.. When Kgng mentioned the growing shortage of U.S,

dollars m;lghé force Canada t0 adopt import resfrictiona, he also suggested .

%imt 8 sizablo t:oréilkgn aid pmm to ,wos;érn Europe ‘would be the best
aolution 1o the éroblam. In the méantime, he thought that the United
Statu night lﬂe to increase its supply of strateg:lc waterials by
pprchuing slunimm. Truman stated that :is conntty had Amplc tupplies
of alun:lmm. but. shortn.gea of Iead, zino and coppor. In any ovont, he

was. sure that finanoim qf both countriea could woxk out a solution

\ . . . PR S . -
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to the problen. . : . { S

. The memorandum prepared by Foster for :ijﬁman'lfay have byﬁer/x‘ influ-
enced by a memo sent to the Joint Chiefs of Staff. As the State Depart-
went was plarning & massive foreigm aid progx:am for Western Burope, it -
requeentedbtha,t 'm?.litury plann_ers Teconsider the;/r au;rvey of strategic ,
plaming to include an estimate to .detemirie the countries of the world
in the order of their urgency .for foreign aid and their relatién to U.S.
national security. An initial study prepared in connection with the
State-War-Navy Co-ordinut:lng’(:omi.ttee survey, JlCSt -17§9, indiceted that,
based solely on \irgency of need for U.S, foreign aid, Canada ranked
eighteenth. The Joint Chiefs agreed with the Sfate Departuent that
the United States lacked the resources to give aid to all countries
atri‘ctly on the basis of need. Not:-only ahould the Soviet Union be

excluded from foreign aid, but all dreas under their control ahould also

7 -

be deriied assistance. The whole purpose of foreign assjstance should
be to allow egch nation to retain or achieve ;n ecor%y strong enou’gi;‘h:;“'
(msintai*n amed forces to proteot its own apcurity and to be of assist-
?ce to the United Stataa in the event of war. Baud -ololy on consi-

14

derations of national security, Canada ranked e:l.ghth. But including .
the factor of urgency of foreign assistdance with 'éhaf of atr\htegic

. &, . )
."importance, Canada dropped to sixteenth. The aréa of primary strategic

ate

':ulportancc to’théﬂnitod Stdtaa, according to the (Jo:lpt Chiefs, wvas
Vcatem Europe, including the United Kingdom.n ;Tus‘t ag :lmportant to
Alor:lcan planners was the ability of forelm countrioa to absord- U S, ‘
e;porta. By May, 19157. Aueridan exportn had. reached .an annual rate of

. 816 binion and inporta only 1) bill:lon.‘; nowovor. Amerioca's export

:driya was being supported by $5 billion in publie Mq Jnnd the
. X . . - : ! s

!
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: America [} exporte and vas the kcy to U.8. economic expanuion nnd tho -

President's Council of Egonomic Advieers vgg)redieting a recession
withij:x; a yee:ur. World economic stability atill had not been achieved.

Weatern l-}urbpe, vith its retatdpd r@covn“ "absorbed about one third of

recovery oik world trade bet\men the Eeatem and Weatern Hem:lnphere{
willard Thorp, Apsis tant Secretdry of Statg for Economic A‘!‘faixjsV, put
the repercut;aiona of a decline in foreign trade in simple terms: " : 4
Any merious failure to‘ maintain-this: i:lov of exports and imports
would put uill:lofg of American businessmen, fg.nters and vorkers
out of business.
in 1938, Américan exportis accdunted i‘or one seventh of total world
exporta; 1n 1947 the fignre had x;jeaen to&'é'ne/ t‘:hi.rd.li3 Not oﬁly was
American prosperity 1neeparable from world prosperity, but the United
Statea was becoming increasingly dependent on ,foreign imports of
bstratégic and critital raw materials. . Seventy-three percent of
A'm‘é'rica‘ s imports consisted of raw maée;\i:lé, .and more than half of
othaée were supplied from areas within the Britin)} Empite.l" quthgr for
r‘éaaon/s of ‘strategic importance or urgency of need, the United Kirgdon '
L rated ;‘irst priority by plammers from the Depa.rhents of State, War and "
Nav&. At the end of April, Dean Acheson, Under»Secretary of Stute.
took upon himpelf the rcaponaibility of vriting a draft of & epeeeh

outlining Auerica's position of world ~raaponsibiiity and the reasons !‘or /

enother massive foreign aid prograp! The draft vas examined and L0
approved by the Pz-eaidont and senior éovamént officiald. It vas
decided that Acheson would give the apeech on his own reaponsibnity

'and the prinary purpose vou‘.l.d be to tut/ Gongrusifosl and public

- ) » ¥
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\Su.lhy 6, two days before Acheson delivered his speech, the

Deputy Governor of the Bank of Canada reported to the Deputy Minister cf

Finance, W.C. Clark, about the Canadian foreign exchange posftion in
preparation for the forthcoming financiml digcussions vith the Unirted )
xinghom. On May‘ 1, 1947, r&s:ervea of and U.S. dollars had declined
to $720 million. Canada'e exchange had fallen at a rat; in excess of

$100 million per month since- the beginning of the year. While describing.-
»r.ny
the exchange situation aa critiq@l, Louis Rasmineky quggeated rather than .

adopting hdasty measures, aucl; as levying severe import restrictions
o

against the United States, that Canada should defer action. .. Timing was

_considered to be the crux of the problem. Rasminsky believed, part i'.'ﬁ

1
on the basie.of reporta from the Embauy in Washlngton,, that the Uni ted

Statu might well engage in a foreign aid program, bring the IMF and the

i »IBRD_into fun operation, and possibly make aigniﬁtant tariff reductions

at the Geneva trade odhference. A sizable wheat nrop that could be sold

‘thout Qetailed plana. and without the time to build up Public
opinicn, early actidn n‘.lght well lead to & bitter debate abogt the magni-
tude of pogtwal oreditn, especially thoae granted to the United Kingdom.
Such debate could rnu*lt in curtailnm% of furt;‘or aid either to the
British or to. Burope. ' '

The forthcowing talka with the British would provide the wechan-
iem thawiould allow the Canadidms to postpone any ad ho? program: urge

‘ the United Kingdom not to use their canadian loan for the rest or the ‘.

year, but to finsnce their purchases 1n U.S, dollars. This action

I N 4
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would deplete the Anglo-American loan seven or eight.veeke earlier than
N ‘ .
plenned and leave Canadian reserves at about $600 million by the end of

1947." If Mritiah found euch a plan too harsh, an early Canadian

Q - -i .
dollar coneervation pr%rw .that could be very harmful to. .the United %

S v

' Kingdom _&mld have to be explained. Raeminsky clearly realized. that °

. Amrican foreign ecopomic policies.

further Canadian aid to both t:he U.K. and Europe would depend upon
16 - ’ * " i <

\
On May 8, two days after the Raeminsky memo, Dean Acheson ‘gave:

. 8 gpeech at Cleveland, Hieeieeippi, which outlined- future United States

‘.

U

. remark that “enduring political harmony vests heavily upon economic i
{ ‘ AP

. S oo . . T
,rinaneing.r’ SR ' B \ \

foreign economic goals. The main theme placed U.S. foreign aid within
the contaiment and intervention thesie of the%&n—ﬁeetx:ine epeeth of
March lz,f"‘ﬂ American foreign aid would reconetruct Germeny and Japan and
integrate then into 8 Westem bloc/- led by the United States. Am.baeeedorq
Wrong drew perticular attention to that part of the epeech vhich dealt
with foreign balance of payments dericits. Acheeon recomended thet
_the United Statee Q:ould have to take larger. volumes of importe, and this
he attached tg the trade and tariff die;uasione at Geneva. Purther
emergency financing would de reguired‘throughout 1948 and*1949.. Achescn
also believed that the 'IBRD and the Export-lmport Bank would have to play '
e luéer role. \Wrong also pointed out, that such influential journslists

as ‘Joeeph Alsop, James Reston and Walhter L,ippman nupported the Acheson

speech. He also drew attention to Sec;'etary- of Siath Marshall's

stabifity'. Wrong believed that the anti-Soviet theme used so success-

fully by Trumsn t6 enlist support for the Greek-Turkish sid program - o

- ' ~ : )
might be used again with. Congress to ensble further foreism aid

i . . >
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\By virtue of Anglo-Canadian talks in May, the Briﬁeh‘ag;l'eed to

* pay half the purchase price of Canedian goods with U.S. dollars. It . \\

vas decided that eenior officlale would have to visit Washington to

~ explain the. repid depletton of dollar reserves, exchange infomation - e a

™ . ’ v
, about the continuing crisis in British® balance of ‘payments and to N -
T y o " "g

° explore further developments in any proposed U.S. foreign aid program.18 ' :;?

In the meantime, Ambagsador Vrong end his staff sugzested ways “/

that Canada could increase her supply of U.S. dollars. He pointed to

. ] M yd
three major pbssibilities:: U S. purchase of Canédie.n supplies for ‘ R

¥
relf;et and rehdbillte.tion programs; U.S. purchases of strategic and

critical materials for stockpiling'and Canadian supplies I‘or U.8. armed

forcee abroad. Wrong believed that even if ell his eugpeetione/were

implemented they would only be a stopgep measure. Wrong 8 greeteut P

e

A g

hopee ley wi th his etockpiling propoeele. Bdsed upon his, contecte in
” the State Departaent, he beljeved that U.S. officiale would, strongly .
eupport hie measures., . He. aleo believed that tbe various U S. -Ceneda "

defenoe errangemﬁnte could be used nee'e cover for a policy to supply

Sf B e

At

& . N . . ’
‘the U.S. armed forces. 0fficials in the Depariments of External .

2 e

Sintiad.

held et “the end of }'e nonth, hie euggeetioﬂe woulé heve to be

-

)

ebeyence ’

v

on May 29, Graham Towers,. Governor of the Bank of benede. his .

deputy, Louis Reemipeky, and Ambassador Wrong met in Washington with.

Y

Dean theeom Will}m Clayton, Under-Secretary of State for Economio'\‘

Affeirs; and Jack Hickerson, Deputy Director, Office of Eﬁgropeen °
Affairs. '.l'owero opened the discussion by pointing out that Canadian
- , ot 153 , “ .

-a\ T

7



>, TN I I A SR i e cos oot Siagrmmnim i+ og o artiss 47 T o R o
. Ve ‘ -
(-
v ¥ by e =
- . . 18
-\ . -y s J
- C . exchange reserves were depleting by about $100 million per month, due to g
v . an adverse balance of trade with the Uni.tgd~ Stases. With other dollar

A
2

aregs, Canada had a small trdde surplus. Proposals had been put to the

. W
. British to increase payments in U.S. dollara, but they were also suffer-
Cab ’ -

ing from a shortage of American funds. If a solution was not found
. c .

. N

’ . vitﬁin‘tvo months, Canada would be forced to impose reatgiotiona against
. «"/U.S, imports, Canade hoped to avoid this path and work out the problem .

= * I - o . : -,
|

: vi'ﬁv:rx* the United States. If the Americans made purchases in Canada :for
relief .and rehabilitation programs, for supplies for the U,S. armed

- “forces, for stockpiling and\possibly for the Greek-Turkish aid program,

. > e )
Canada would be able to defer any action. Officials in Ottawa were
* N

” ﬁlso considering increasing exports to c(ollar marl'c\ts at the expensq},of

]

X, 3 .

‘<. ®{he domestic market and also examining arreigements to makh possibie

2 Ra -
gﬁf?ﬁ ¢ iﬁ‘creaaéd exports from CanaAdian branches of United States'corporations.
< ' 4,, , '1"hea_e J&Im alaso’ be:ﬁze.mpora;y measures, Qs(, the only 'aatisfac'tory B(hll-
1 i ;o . o tion would be the ret‘.oﬁ%truotion of the United Kingdom and WGstgm
DL ‘ " Europ@l‘ | N *

"> * 7 Mowers was convinced that the United States would have to take ™

action in the very near future, or Canada would have to impose trade

]

restrictions that could start a chain reaction amongst zﬁ:her countries

also committied to the pxl'in of multu;teraliem. He vas sure that
' v
* the British would.follow Canada’ lead, because the\y had already

, revealed in their recent meeting in Ottawa that exchange saving measures
. w '.r were being discussed at the Cabinet level. This point came as a shock

to Clayton, as he wae under the impression that the United Kingdom would
velcome further credits from the Americens. . Towers stated that the

‘g .

g’ritieh were fmdorgoing considerable difficulty just to repay their

4
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current debts. They, too, aaﬁl their solqtion‘in" the xi'estoration’o,f the
Fk.xropean economy without further bo;*mwing. If~Canad; took immediate
action, the Geneva trade discussio:w and/the \ITO wc;t;ld‘probably c‘ollapa;,'

thus defeating the whole purpose of ~i;oth Canadian and American postwar

a
1

foreign ecgnEmic policies.
Acﬁeson and Clayton confirmed that the United Sta'tes was planning

a wmassive fo}eign aid program, but emphasized tha{: the ﬁrslt priori{y'

would be Western Europe. - An approach to C\ongress during the curx'-ent

seaaig&h which ended{ July 30, was not, feaai'bl_e until overall policy

planni;,'/‘ng was cofipleted., Acheson n(’vteé, along with Clayuton, ’th‘at both

ﬂ\ad t{é,aatified befo(re Co;)greasioml commilttees that"ﬂmds for the-British

loan J UNRRA, thé-IMF and the IBRD would restore economioc stability and all

had failed. Both éongreesmen and American public; opinion would have to

be convinced that the process”of }Burbpean foreign aid waq"not ;r;dieas. R

An 1ntekrated plan of economic’ co-operation for Euraope 4'3 a wvhole would

A

3

/3 oz heve to be worked out. Both Acheson and Claytorl realiz?:f that §6yiet
1\ bloc countr:leshwould probably not be allowed to partici qte in any plan
of .integrgt:lon, but ‘the offer of foreign aaaiatancg wou:h open to all
European coug’xtries who wisghed to particip;t‘é. Acl!;oeon believed that one

- aspect of the plan would include provision on a 'non-répaymcnt hasis for

! ;” v.S. export surpluses of cotton, coal, tobacco, wheat and shipping ‘
services. ’,_. Both. felt that postwar protective ta/riffa would not/ stall ‘"‘:
. Jth.e program and that the E\aropeaqs would have {0 plan more 1r.\telligent |
allocations of prodnption to gain.the full benefits of U.S. foreign aid.
Acheson felt that the British would have to play' a leading role to ]
_convince other Bumpean‘ counf:rioq to Join the rlan.

N
\ [l
‘ .



’ R.cheeon and Clayton were vague when it camé to answering

) 'l‘oyers repeated questions regarding details about U.S:’pl‘tannifag. When
Towers suggested to Achee&q that the Canadiaﬁe 'might a.ppg’ach the Secre-
tary of State, l‘iickeraon Joined the Under-;“»ecrethry in pointir{g out that
such a step would-not be welcom;d. Clayton, Acheson and Hickerson ~
agreed , -however, with Towers' earlier suggestion that informal groups *
from bo;r; countries could explore ways for Canada to increase her |
receipts of U.S. dollars. The Americans also agreed that the talks
would be held in secret to avoid publicity over the weakening Canadian
exchange position. In a note to the Prime Minister regarding these
‘l;alka, I:ester Pearson emphasized that a bold initiative from Washington

< with r'egard‘w to Furopean recovery was esasential -to Canadian economic
secu;‘ity. Pearson welcomed American leadership, pointing out that\ the

United Stajt;s "mugt accept the respor;aibilities that @'uitp pover".zo ‘
While both countries began selecting the\ir negotiating teams, o
’ informal dinéuaﬁa’as continued in Washington. Hickerson told W\rong
that Cleyton would" take upthe concept of U,S. foreign aid and European

economic integration with tﬁo British, French and prGbably tge Italians

in the verj near future. Canada's-role wil'.hi:\K the context of a U.S.-

financed Tecovery program had been\dinc\f\asod vith?q the State Dep;n'tment ,
- but no concyete suggestions had emerged. Wrong believed that State
plann;re;vere giving uerioué thought‘ to the Cenadian exchange probion.
As evidence of U.S. éoncern, cegtain suggestions were proposed by
?’Hickersoﬁ. ‘The first included the possibility of an arrangement |
between the Bank of Canada and the Federal Reserve Board, whereby

Canadian dollars would be made convertible with U.S, dollars throughout

T

the United States. Rasminsky, who aleo attended this meeting with
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Wrong, believed this idea would be politically unacceptable. Another
euggee%feh included the possibility ef a loan of a large eﬁounp of gold
from Fort Knox for a period of years without interest; Canada as a

ma jor gold producer would expgrience 'little difficulty repeying the gold
from_her own production in future years. Wrong‘ﬁeliered that this idea
would be unacceptable to senior U.S. government officials. Hickerson

also suggested that ®he Americans would be prepared to purchase a strip

of territory along ihe4Beines Cut-off Road near Alaska. Both Wrong and

Rasmineky believed that Canada wou srobably demand a price well beyond
.what the United-States would He prepared to pay. - Hickerson also

-

believed ‘that planning for U.S. foreign aid for Europe would be completed
in time, for a presentation to a special session of éongrese in the Tali.zl
The same day, June 5, that these‘;fficiale were ﬁeeting;,Secretarynof\}‘
State Marshall, in a ﬁanéra University‘addreee, proposed to Buropean
natrpne that they meet and prepare requests for United Stetge foreign

assistance. The following day Rasminsky met with Harold Spiegel, the

. . chief of the Americen expert group. Spiegel was somewhat skeptical

-

*

‘-

‘=

about how much could be achieved py these talks, but Rasminsky assured
him that the Canadians were prepared to discuSS concrete measurea to

inorease their -supply of U.S. dqllars. Spiegel suggested that Rasmin- °

__ sky should coptact Norman Ness, the State Department Director of the

e

. 0 ‘ .
Office of Einancial and Development Policy. Ness informed Rasminsky _

that the U, S experf'&roup were officiale just below the policy-making
leyel and hq hoped that the Canadiane would include at least onme high
rankiqg official in their group.’ Rasminsky ueeured him that, vhile'the

Rea '
Canad1Ane vere etill aeeembling thelr teau, he wae sure that euch an

officie‘hbould he included. Ness was Judt as ekeptioal about the ‘\\J/f

. ~ -

-

o
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L,' forthcoming talks as Spiegel, but Rasminsky assured him about the

seviousness of the éichange problem by providing a detan;Q description
of the CanaQia‘.p balance of payments problem. Whatever amounts of U.S.
dollars could l;e gained by the Canadians w9u1d allow them to delaywthg
q implementation of restrictive policies aimed primarily at the Amg_ricans.
Ness. was told that the Canadians believed tha:t U.S. foreign aid’ would be
the <;n‘.ly reallj effective vay to deal hi‘.th the worldwide shortage of
dongrs.' Rasminsky.also made it clieay that depreciation of the
. Canadian dollar w;uld be ar‘1 ipappropriate measure, as the demand for -
Cansdian exports already-eibeeded their eapacity to pr:;duce. Ness told )
Raaminsky that he believed that the problem had arisen becaua the .
&w"uadians had overestimated their capacity to aid in Enropean Te ne truc-
tion. ’I‘om Stone of the' Canadian Em&asay, who actompanied Baamina, '
these talks with Spiegei end Neuh;s,‘noted‘ that the Canadian problem
probabdbly had low priority amonpst State Department officials.. For ’
emple, Spiegel had gppeared to have been 1nformed ;bout the coning
Cansdian-Anericsn discussions from Ness, who got his inforwation from

Thorp, who appeared to have been briefed by Cl¥yton. Both Spiegel and:
Nees had asked Rapminsky what officisls he had seen in Yashington.

When Rasminsky had dinner with a lawyer who was considered a good friend N
- ﬁth senior goverrment ofri'cia)..a, he was told fhai,: he should meet
directly vith the Secretary of Stste about the Canadian exchiange problem.
" This advice was directly contrary to the position taken i:y Acheéor{ and
Hibkeraon.zz Stone's o!;aervationa were confirmed on ih; last day-.of

Pruidont"l‘rumar}'a visit to Ottawa on June 12, Ina telephone conversa~

tgon vith Hickerson, the State Depsrtment official confirmed that the

Can‘udiannforoignloxchange problem had been discussed vithin ‘the

»
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. disconcerting to Stone was thet Rickerson and Acheson were v'ieyed by

nents and had been encouraged to dieduee further poeeibilitiee as ne

mqr outlined in the proposed Inter-Ameriean Military Go-operation Act..

further ‘joint dei‘ence ueaeuree, thet Ambassador At?wrton vould follow up

*
. $60 million. end would not become operable before December, “!’9‘&7 .. He ..

Jof U.5, doifers, Oanede. vould be left with z’gfrvea less than $500 0.

. 233“ ’ ‘

Dep_ertx{enf. but the 'Preeidept,haﬁ' not been briefed. What was so

%

External Affeire officisls as State Deoartment of ficials who 'vere‘

23

coneidered eympefhetic to Canadian problems. *'.l'he President had,

however, been wen briefed about U. S -Cenade defence-ehering arrange~

Truman was advieed depending upon Prime Minieter King 8 reection tp

L :
later about the details of U. S. planning. 2h > 'I‘hue, while State nepart-‘~

ment officiele regarded Cenade ae 8. me;}or partner in defence planning,
i

‘theee sanme o!'fioials sawv Ganede. as an \mlikely partner in their plene ‘ -

o

i
for Eurepean recone}ruction. .
B

At the end of ‘the first week of talks between the expert groups

4n June,"Stone vas pessimistic as to their real iooortenoe. anlii® Viev,

likgﬁthet of Pearson, was that Canada ehould concentrate her erforte "‘d@
encourage massive U.&,; for\n;{a;eietanoe to Europe,25 /~'1'he leader of

the Canadian exper,t‘gronp, R.B. ryce 6f the Department of Finance,

also enticipated that U.S. purohe,eee in Canede wou]d never surpass

believed that eveh with United Kingdom peymenta including larger emonnte

million by the end of the yeer.26 Like Bryoe, Spiegel \eader of the ;

AY
U.S. group, believed that the proepeef.e for eny qigniricant contribution
to. the Canadisn exohenge problen ‘hrough varioue procurement eohemea et

was dieeoureging. . Spiegel told Wrong thet 325 willion would probebly

\ o -
be an eeeurate figure. theeon, Clayton end the U S. delegation et

[ -
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Geneva were also informed and Spiegel suggested that the Canadians would

geriously have examine the prospects of import restrictions aimed at

the United States.>! : T

t,f
N
When Acheson had a meeting with Ambise_ylor Wrong on June 20 in

Washington, most of the discussion dealt \vith the pro;oaed Burgpean
Ret':ovhﬁy Program. Acheson pointed out that such a acheme would be
ainoperable before early 19'48 but he waa convinced that the Americana

. vould take action on [a naasiVe scale sinply ‘to maintain their own
prosperity. Otherwispe, he could give no 'further concrete information. /
If Wrong was aomewha{: fruatr.ated about insufficient evidence about the
U.S. aid program to Furope, Towers and especially Glark vere aleo |

- concerned about the lack of parttpli,patﬂ:n of[-‘tke Treasury Department in
the. secret talks to date.‘\ Acheson advised that both the Secretary and
the Under-S;acretary of th? Treasury should be the individuals to contact.
As he-vas -lea‘ving the State 'Dephr‘txent &t the end of the month, he stated

‘ that his éhccesaor, Robert l:ovott, end Willard Thorp, Assistant Secretar&
of St"ate for Economic Affairs, would ﬂrpvido ‘continuity. and sympathy

tovards the Cansdian problem.’® By e end of June, Canada had an
adverse trade balance with the United StatWé million. According
to the Anerican Ambusador in Ottawa. by the ‘end of the’ year Cana

trade deficit with the V.5, would exceed $1 billion.zg

When Wrong reported to Ottawa, he epgke of the proapeoto'v‘af a

U.S. aid px;ogram to Burope. Firet, based upon his neeting with Acheson;

he advised that the Americsns would definitely act on a massive scale.

- Congrou would probably choose extetsive fqreigh aid as an. altpmtive

to a serious deprqnion and subatantial unemploynmt. Second, the
diecuuiona in Eumpemould be lengthy and difficult and ' the rolo of

. -
1
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: 25 . . .
British Foreign Secretary, Bevin, would b€ crucial with the leftﬂ 4wh;g
of his own Labour Party. It was expected by the State Department -

“V -that Bevin would have to be successful in adopting.a fough stanc‘e. \
%Zria the éoviot Union. The Soviets, accor;ling to much State'Depart—/ .
ment thinking, v.ould. have to be excluded, ﬁ,a/s theyyoul\dﬁismpt U.S8.”
plane for Western Europe by .uaing their communiast parties to em'ploy
,wrecking tactics. 'ro) exploitl the atrong anti-&qviet feelings in
Congress, no foreign aid plan would gain support if it in any way . i
strengthen&l the Soviets.30 { N ’ r

So pessimigtic was Wrong about g‘rx American éolution to th:
Canadian exchange prot;lem in the near f:ixture that he suggested to Pearﬂon
that the United States be invited to develop the larce dépqits of iro‘n -
/ore‘ 99 the Quebec-Labrador bor&er. He was sure that with the rapid
dépie@ion ,of their Wesabi 'range, the Americans would find sucira uéh;me '
very attractive., Wrong admitted that he had not discussed his sugges~

tion with any other Canadian officials, so he had mno idea vhether or not

/&teasible.n © The Departments of Mines and Resources, Reconstruc-
3 ' I )
tion and Supply, as well as Fingnce end External Affairs, discussed

Wrong's auggeationj but agreed that vhile such a scheme might attract

large ‘aumé of U.8, capital. it might also leave the Americans in
control..32 )

-

« i

By

* “W,C. Clark, Deputy Minister of,Finahco, inatrt;cted Wrong to
ascertain to vhat extgn‘t ‘the Depnrﬁent of the Treasury had been kept
informed about the Canadian exchange problem. Hickerson told Wrong ‘

" that State had not informed Treaaury"a.bout the problen and had no\plana.

bX)

to do 8o in the future. Rasminsky told Vrong that he had asked &

_similar question to Overby, & former senior Treasury official who had
, ® o | A

"‘ ‘ ‘ . . N T < ' \-'
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become the new Executive Diroétor of the International _Monetary Fund,

Overbvy confimed Hickerson‘ 8 renarka and suggested that the- Canadians

would gain nothing if they approached either Snyder or hia Under-

Secretary, Wiggins.zu . : - Lot

' .

%

During the first week of ‘July, R.B. Bryce, leader of the
Canadian expert group, retur;sed to Washington to meet with his U.S.
counterpart, H. Spiegel. Bryce admitted that officials in 6ttuua ' _
agreed that little could be cione by increasing exports to-dollar markftn
within the existing framework of government controls. Exports.cou}d be -

expanded by curtailing domesgtic consumption, but there wvere already

shortagés of conaumer goods: It would ‘also lead to price inoreases
~

-uhich the Canadian government would find .politically difficult. Bryce - -

. udded however, that the nossidility of reducing domeatic conaunption of

beef and exporting Kveccattle to the.United Statea vas being imqst;—
gated. The banadians\did think it possible to increase exports in

three areas: eﬁpply of ra‘ilway e:;uipnent for the Gfa&-!l‘urkey rco,on_atruc-
tion px;ogram, as production of Zl,oc;onotivee could start in Novaaber;_'

10,000 tons of coal per month would be available fnediately; and

€anada could provide a supply ‘of. éna,n arms and aunnitim}‘ for the G}‘GD(

Turkey wilitary program. ‘Not more then $25 million could be expected
from these devices. Bryc%\ emphasized that Canada bolievod that at

leaat $100 nillion would be necessary to delny the 1upuaition of inport

reatrictiona against the United Statos.as,

On July 17, in the course of & debete 1n the House of Comons, |
the Minister of Fiche, D.cC. Abbott, ctateﬂ euphat:lcally that tha s
Canadian government had no intention o!‘ dav /u{ng the donar to reducn -

e
cam.da' 8 ad“uo pulnnce of payunta vith tho Untted Statea.
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N . .

Deva.luetion would neither decrease Canadian mporte ‘from America nor

etimlete exports. Abbott algo’ etated that Canada would not allow the

, . ' -export of geld at premium prices to inc_rease her supply of U.S. dollars.

-

¢

This strong stand by Abtott was interpreted by State officials to mean

that Canada would definite_ly not devalue their dollar in the near

¢ . . . :
futv.u'e.3 Csna\.dian officials still rejected a domestic austerity

progran aimed 'primerily at consumers. This was the last step coniem—

plated in Ottawa q!g there was still hope that an approach to Treasury

*

officials would postpore such & measure. 7

A . . On July/30 before Teturning briefly to Canada, Wrong met with

the new Under-Secretary of State, Robert Lovett. Wron;; found Achesohre

succeseor somewhat frank. Lovett gave Wrong no resson to believe thet

fanade would play any mporteny role ae a supplier for the proposed.U.S.

aid program to Burope. Lovett was convinced that any funda made avail-

able by Congress would be tied to purchases in the United States and,

- o .
unlike Achegon, wag qnconvinced that & special ee/a,pion of Congress would

v . . .
be convened in the fall. Lovett ‘made it clear to Wrong that he was

tired of the term "U S, dollar ehortage".’ The real treuble vag the

m:n'tage of production7 Whatever drguments Wrong put forth to defend

the Cansdian poaition, ‘Lovett politely but fimly cast them aeide. \

Even Wrong's point about Canadian import restrictions against U.S, . e

T g 1mporte left Lovett unruffled.aa L ) ? ‘

\\ Lovott‘ 8 views vere a) reflection oI‘ viemx held by Psul Nitze
1 ' - /‘
4
| and Knapp of the Federal Reeerve Boaxd, _.The eecret talks held. Suring.
. /‘

"\ T June and July 1ndicsted that Canada would have to wodify government

\ 4
K oontro]e on the econony or adopt an nueterﬁy progran aimed ‘at consumers

in o;rglor -to produce an export enrplue. Ae long as Canadian planners
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refused to act a}opg these lines, senior American officials b&lievéd
that Canada wasipxpecgingJU.S. foreign aid dollars to finance Canadian

exports to Europe.3

ey
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- ® Although the United States was playing a leading role at the *
. ‘ . P .

-

Ceneva Conference, the Americans had no intention of letting this

meeting determinp future vorld trade patternsa., The key to a worid

B

. ’ , h - !
"o recovery program lay in a concentratéd aid program to Europe. With

increases in European production made possible by U,S, foreign’ aig;%

European exporth }ould increase, Supplying countries would not have T
to accumulate non-convertible currenqies, nor would they have to extend
credit in such 1arge amounts. Just as the progress of each Buropean

country would afféct the progreas of %thers, the recqvery. of Europe ‘

i

would spark a chain reaction stimulating global economic and trado
. ] . .

aetivity Ainerican planmers believed that the fbng‘ Tange goal of multi-
lateralim wag Jeepardized unleas the U.S. took the initiative during the
. interim period The thrust of Americqn i‘o’:‘eign _economic policy vould be

based on bilateral agreemants with tho recipients of U.S foreign aid ) -

These agreements would be based on reéiprocity and meot varied, though

-

stringent, requirements. Indluded were measures in monetary and fiscal
_po;l,:l'ci'en to maintain "stability in’ cba? and price structures; measures
" to increase production of coal and basic foods and agreements’. ‘to -

, P
co-operate in reducifg trade barriers, In !horn American aa/}atancf

would be olosely mofitored to :I.naure that glabal recoVery vas not
o
hwporcd by economi'c nationalien. Bilateraliam vas conaidared essen«-

tinl only . 1namloh as it would gemrate policies londing to

3
. v

{
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multilateraliem.. Canada's role in the European recovery program would

o

be determined by measuxes taken to modify her dom;aetic induatri}il and
cbngumer ﬁrio:iitiea. Ag long as the Canadians delayed implementatlon
, of an‘(hgtchangeesavings progran, the Americans would deny Canada a
positive role in Furopean: reconstruction. . ’ ‘

By August of 1947, th’e‘ Canadians lwere‘foroed to accept postwar' -
economic realities. Based on the August forecast of balance of payméqts,

the remainder of 1947 di'c,ta.ted that Canada would have to seek a United

States -loan to protect her foreign exchance reserves. American imports

were expacted to ris'e byl $130 lﬂiIiion, whnil.e Canadian exports to the
United States were expected to decline by $55 Qmillion., . Dividend pay-
ments to U.‘S. investors would increase by $40 million. Exportts to .other
caun'tr;lea ‘were expected to decline by an additional $15 million..
Compared: to the April forecast, 810 million more than planned was being
dra\m or:a Canadian export oredite.‘" Indpddition, Canada wag being called
upon to provide $15 million more than platmed for poa‘E UNRRA relie)f

The forecast included certpin agsumptions that made Canada's eoonomic
future imeartai‘m the wheat crop uould be sufficient only to fulfi;l the
whoat contract with the Ugited Kfngdom’ the brief postwar export axpan-
aion to Latin America. had reached 1ts peak; the most gloomy assumption
wvas that reduced demand by all foreign customers would reduce exp/or/t:‘
during the reat of the year. Special attention. was d/v/ W‘faﬂ\
tha\t\ the total value of exports to the United.Kingdom was expected to
deouno throughout the remainder of 19&7.1

5

- Earlier in the year, Canada and the United Kingdom had agreed

that the U.K. wouldm“rt ase prioe of Canadian imports with
. . .- : !

U.S. dollars. .This had provided the Canadians with a total of -

N
\ : 0
> a N
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* 8220 million for the first six monthas of the year.2 " It appeared
certdin that this arrangement would be modified as a ‘result of the :
Unitéd Kingdom's foreign exchange difficultieé, and Canada would lose
a key source of linited States' dollarsn.3 S;.ate Department officials
real“iz;ad that the record level of Ceanadian production was due largelf
‘to the heavy importa fro:n ‘the United States anfi that the Canadians‘were'

Jeaching a critiosl point and would have to seek an American 'loan, or

. ¥
restrict American imports. The latter could involve decreased produc-

w

tion, lower incomes and some rationing, which would make the Canadian
govgpnment very uupopular. Considering Canada's excellent postwar
financial position and her creditor position with many countries, a;loan '

would also be difficult to explain to Canadian voters, However, af the

-

. lesser of evils, it was expected tha.t Canada would seek a 1§an rather

than reg rict imports. 'An initial 1ist of drastic impert

Ty o«

wou!d be presented in hope that the United States vould viey favouradly

strictions

4

a loan. application. ~ ‘ ‘ 7

On Auguat 13, Gfaham Towera Governor of the Bank of Canada, met

-

with Robert Lovett, Under-Secretary of State. Towera was aeeking a loan

4

Bage s 4 B, 0

" of 8?50 million in American funds, $500 million in the form of a United

c,,.
e

States\Goyemmgnt loan'; ‘wi<tvh. the remainder to be raised hy means of

W g
L T WAL

private 1o§hs in New York.™ Lovett reép,onded by offering not more than
$250 719,110:_1: Toweds ~realiz'edjimme§1ately that, if State Department
offiéj.ala would nothpush for a larger loan, Canada uou.ld have to

impose restrictions against American imports.

B
On the following day, Andrew Foater, State Department Assistant

Chief of t,ha Division of British Commonwealth Affairs, le?rned wore
" - P4 . -

AY

‘ .
.about the'Ganadian exchange problem. Ottawa had just recently learned
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3 ] i thgt the British, who had profnisod to pay more U.5, dollars for Canadian

q { imports, were force‘d t‘o wodify their promise bec&ua\a \?f their,ovn ;oreign
exchange prob}ems. . The Canadian government felt that, if the State '
Depprtment could not h(é}p any further, then it was probably best to con~ - ”\.
centrate on the Treasury 'Degartment. Whiie the'Junior official ‘reporting

to Foster thought the Canadians were naive to believe in this approach, he
also pointed 6n1§ that Ottawa felt:that not Just the State Depariu?e]lit, but

the U.S.' g?vomment in general, did not fully Yealize the gravity of the
Canadian position. The juniér’ officia.ld took _gu\h ;;alk seriously

- booéuae his source of information was an official close to Towers,

Rasmineky snd Bryce, 21l of whom had negotiated with the State Department.

| On Aueust 22, the U\\S. Ambassador to Canada, Ray Athertonm,

reported to the State Departu;ant that, although Ottawa would prefer a

e U.S. loan qf $500 million, it was defimitely considering th.e imposition E 4
- of restrictions on United States imports. But he add‘ed that import

restrictions and loans were considered ﬁurely as temporary expedients

" What the Canadians really hoped Yﬁ were increased exports to the United
Sta{ap to offeet her sizable volume of expoz:t credi ts, and partnership
as a suppliar for U.S. foreign aid. The Amdbassador urged that the »
. .

Canadian exchange problem he given serious considaration.s ‘Fo‘ater

) reqinded Atherton that Hickerson had confirmed his own feel¥hgs about
" the Canadian problem., The situstion in Western Burope and the United
‘ K:lng:!om had firat priority and the State Department position was to
Lk.f ’ avait a d‘etailed\propoeal from tht'a Canadians t:)/ polvo their ?roble‘m'.é
- The Department of State had no desire to alienate the Canadians, and

therefore agreed that the Treasury would be represented in i);e next -~

) E round of talks to beginin Washington on September 18. o

L
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‘ Not only were the Cenadians losing faitﬁ in the ability Pf the
sgate Department to‘sreas the gravity of their\exchango problem upon
high ranking U.sf governmaﬁt offigials, but they feared that the United
Kingddfn foreign exchange position would take precedence over their

" problem. The Canadians had already been warned in early August by the

LR

United Kingdom Epat‘the British were planning tg-take definite measures §
Yo preserve their foreign exchange position, to modify~their role in '
Eyropean reconstruction, and to alter the tithable at Geneva for a multi-
lateral #rading rld.7 However, two important officials in the American

T LS A R L
PR :wx.,‘ S TR O 6

deleﬁgtion at Genevs), Brown and Fox, upon learning of Ambassador Ather- \\‘,i

\

ton's warning about Canada's intention to impose import restrictions,

" sympathized with the Canadian position)®

4 Brown and Fox urged that any
concessions made to the British to eass their exchange problem should 4;(
also be made to the Canadians. If the Canadians thought that a loan

' and temporary import restrictions were necessary, such measures should
* be given serious consideration. The Canadian delégation at Genevé
continuously ref;rred to their balg%:e of paymente crisis., Brown and
Fox were convinced that the Canadian attitude towards sakisfactory o
Geneva tredé agreements was dominated b& thi; factor. Success at
~ gonev; for the United States yith the Canadians 1d depend upon how .
Washington handled the Canadian exchange problem 9 gﬁ
It was the Deputy Miniater of Finance who was convinced that the
. Treapury would have to be involved in any future dis 1ssion.  Clark
tna@ personally F;an Southard, who had been recently appeinted the
Director of thg 0ffice of International Finance at the Trea?gry Depart-

ment, Clark h@d had prowaf discussions of Canadian-American tariff

and economic relations with Southard and had been impressed with his

H

L
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unferstanding and competence. Before his forthcoming visit to Washing- -

,ton, Clark had a cofiYersation with the American Ambaseador. He empha-
=

sized thai the trade defici} with the United States had gone from bad to

, worse. By the end of 1947, it was expected to_reach $1,250 billion

end Canadian exchange reserves had declined by nearly fifty percent since

© P -

April. These figures were considered so secret that even many members
of the government were not informpdifor fear of leaks. Clark also pointed
out that in discussions with the United Kingdom'in London, the Minister of -
Finance, D.C. Abbott, had been tomq‘ that the dollar shortage should be

1] —_

solved by a oommonhfront position of all the Commonwealth goun;riea under
the leadé}ahip of the Britiah: The United Kgngdom hadsalreadi'auggestad
that a meeétng of Prime Minigters in London in November, at tg: time of-
the royal wedding, would be a suitable time, What also bothered Clark
was that Canadian public opinion wap just becoming aware of tha magnitudgl
of the excﬂange problem. A crisis could develop that would pugh the _’
governmenf into a poaition‘that it was trying to delay - drastip measures
to preserve its economy. Sucﬂ measures would not anly affect economic
relations begween'Canada and the United Stafea, bu; Joint defence

matters as well. What Canada was hoping-for was closer economic ties with
Amgrica, vhbreaa drastioc measureﬁ'could vell move Canada into expanded
econowic relations with thelaterl%ng bloc. Canada was turning to
Waahington for jumediate assistance, and' the amount involved would depend
upon the results of Finance Minister Abbott'e discussions in L&ndon. the
lowering of American tari?fs, other relateq asspects of the tﬁﬂde discua-
sions at Gonevg, and the pbaeibility of the Marshall Plan for aid to

Burope_coming into force in the very near future. Atherton warned Clark

" that his presentation in Washington would have to convince Department of - -




v

State officials on tyo major points. First, he would have to have

. ~evidence to,support how important Canada was to the North American

s - J ¢ -
8

economy. Second, he would have to show thet United States foreign aid

8

would not be ueqe primarily to finance Canadian exports to Ehrope. " When

Atherton wrote to Andrew Foster on September 11, he warned tha{, if the

P

details o!‘ the Canadian exchange problam became public, Canadian opinion

would probably blame United States policies and the State Department should

: . be prepared to release & public statement, keeping in mind the ,)g\uture of . °

Canadian-American relaii‘bng\. 1 In a covering letter to Foster, Atherton

_asked that copies of hie apeéial dispatch be given to Jack Hickerson and—"
Willard Thorp. A copy was being sent direotly to the Under-Secretary
of State, Robert Lovett, just in case the excha.nne problem\auddanly . i
bgcmo public. 12 E f\ : p
On September 18, Clerk met firat with ‘Soutl\u\n‘z“d.‘\ He opened the
conversation by etating the Canadian ba_lance of payments\p"oeki\tion for th%
moat 'pn.rt in generai terms, but he included the figures that h\e\'htg\{
already stated earlier to Ambassador Atherton. Canada had accepfed\a~ -
. . risk in permitting the continuation of exchange losases, because robtrict; R
ive measures might ~threaten the sucoess of the Geneva trade conference,
‘f / . Southard noted that Treaaury estimates of the canadian exchange position

\ : : '
P , ‘

I ' : Clark pointed cut that his government viow:d the situetion es

Mere very uiuilar.

. \ AN
grave and that Camd(\ was exploring several remedial possibilities, \./

Thase included impor’t’ restrictions aimed at U,S, imports, accompanied- V )

by a direct loan from American sources without ﬁqntion of any npéoirio

source; . increased exports to the United States, and Canadien inclusion

as & supply area for the cperation of the Marshall Plan. Southard

¢

R
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pointed out the problems of timing and content related to their foreiem
assistance for Europe. The {I‘mman Administration was planning to call
 -;-> b angreaa to an ealjly session, but only to consider inteﬂm aid strictly
< "on the basis of n:;d for France and Italy. Neither Canada ‘no)r the
United Kingdom was #ncluded, ar it was believ&i that Marghall Plan goods
would not reach Europe-before April, ;.9108. In addition, the two key
committéea,-the\l{lg.rshall Plar Intefdepa?t;mantal Commi ttee, dir;ctedl by

the State Department, and the National/Advisory Council, vhich were

£

responsible fo\r planning, ha.d only h#ld their f’ira’f meétings within the .
last three days. Without Qg,l‘ul'l scale plan to show what would happen

after Mterim ajd pronrim had been approved, the Marshall Blan\ | -
itself could be in difficulty with Congress. It would b8 the middle of
NovéLber by the time’ that Congre siona'l ¢ ufnnittee“s would be approached -

“

. to 'conaider adminigtration vlaning for ma,asive aid to BEurope.
' SouthnEd' believed that kheat and other grains might be procured
outside ;ho United States, but/he added that no policy fiecision had been
roaoﬁed by thej planning commitytees E;n puréhasing oparat'ior'm. _ Clark was

o pleased when it wvas mentioned|that Paul Nitze, & personal acquaix;tanco.

wvag the key State Department jpofficial concerned, ' .

Southard did not quegtion the Canadien remedial)measuru, but did

promise that he would take the concept of Canada as a supply area for

.Harp)‘mll Plan goods $0 the Nationsl Advisory Council.

S " Southard confirmed

4

j N
(flark'a fears that the British/exchange

«
bl \

problem was uppermost in e minds of Ameriocan plénne . The United
} v Kingdom vas planning import restrictions against the United States, moh
B . '
3 ) thb\displeaoure of 0 cerned officialaL ~ Southard believed that the
Yo 3 - , .
I'uz;

charter for varld trade being discussed at Geneva could nmot be brought

. Jo

~

7
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into force for at least a year. ‘Both men realized that the Marshall

Plan w:ould have to work to insure a multilateral world of trade.13

In the afternoon of the same day, Clark went to the 'State Depart-

ment for further discussions accompanied by Ambassador Wrong. The
. ’ © State team was led by C. Tyler Wood, Deputy Assistant Sgcretary of State

Tor Economic Affairsz Paul Nitze, Deputy Director of the Office of o

' Intornational 'l‘rade Policy; Wayne Jackson, Special Assistant to the

Director of the Office :Fh\ropean Affairs. who was sitting in for Jack

Division of Financial Affa.ira. vho kspt in close contact with the U.-.. . A
delegatjon at Geneva. ‘and Andrew Foster, Assistant, Chief of the Diviaion
of British Commonwealth Affairs. CIark a;xd Wrong were par.tiqulafly
interested in the views of Waod, Nitze and Foster. ' '
! } Clark covered essentiany the same gronnd that he had discusped
‘v:lth Southar‘d, 'b\‘xt left the weeting in a puainlutio frame of uind.
» VWood repeated on several occasions that Cangda should not count om
' recetving any aid under the Ngrshall Plan. Wrong was convincéd that

.

Wood was simply following instructions from Lovett. Wood believed

that Conngesa would not agrae to any scheme vh;reby U.S. dollars would

» . be spenfc 'ln‘ Canada for 'the vurchase of goods to go to Europe as U.S, sid,
| oL When Clark disc\;saed import reatrictions, Nitze pointed out that ooaroc\
‘; waterials f6r Canadian consumers vouldjnzbably have to be reviewed and

probably restricted, Clark made it clear that import restrictions

would have to be &tenaiva to be effective, while Wood urged consul tas
tio‘n before they were applied. W rugondoq by pointing out that,
in order to avoid any leake that could leid to & run on the imports

Hickerson. who uas out of town; Alex Rosenson, Assistant Chiel of the t

;
:
y
4
!
P

-ooncerned, detailed consultation would be :lnpuﬁtbh.——eimw




out that the U.S. had the Canadiapn import figurés and it would not be

difficult to préhict what Canada would restrict to save several hundred

. million dollars. Wood hoped that restrictions would not have a detri-

mental effect on the North American ecox;o;y. Clark reminded him that
Canada was the second most impg;‘tant u:;ajor supplier for European [
reqcovery. Aa such, he hoped that U'§. officials would seriously con- '
sider the Canadian exchange problem and discover a joint method of

fiﬁding a solution.  Nitze added that the Hyde Park Agreement was an

expression of American policy to maintain some integration of both

- @conomies, which was beneficidl to both countries. While Clark agreed

LY

generally, he pointed out that American branch plants, for “the most pgrt,

were not allowed to export to dollar areas because this would mean compe- f

tit;on witr; their U,5. parents, Hias government was conaider‘inglnaaauraa .

such as tax incentives to encourage these branch plants to expoi't to the

U.8. The chances of increasing exports of wheat to America could only

be done at the expanse of the Britiah. Any increase in nowuprint

{exporte to the U.S,, Clark thought unlikely because production was

'ulrpady at record levels. Clark aav little chance for immediate

*ncreaae(l axport- to America as any solution to the exchange problea.
Vhen queriod by WOod about the necessity of Parliamentary “approval for
hmort rntrictions, CMrk emphasized that restrictions v:\ﬁd be applied
vithout Parliamentary oonuent, although he didnot explain hov this would

-

be done. o _ .

With regard togorrovinp in the U.S., Wood beneved ‘that Canada
vould have 1ittle difﬁculty raising $300 or $400 million by private

borrowing. Clark did not press for any Congressional or Export-Inpor

a\.w

Bank loan, With- final reference to any plan.involving direct aid to

-

4
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Canada, ez;pecialiy involving an epproach to Congrgaa,‘ Foater point_e(i
out that Americans saw Canada as & land with booming proﬂuctior;, no
serious unemployment and low prices. I spite of the _pthange problem,

»

Americans sav Canada as a wealthy cbuntry. .

After the meeting, Foster was left with two definite impressions.
f‘irat, he believed that the wmeeting indicated that the Canadians had
been drifting from bad to worse, thinking that the Americans would come
to the z:eacue by means of & loan or procurement devices. Second, he
believed that other ﬂofficials i:oéides himself were left with-the impres-
aion that if the United States did not help, Canada would solve its
problem by other means. If Clark was trying to convey a threat by
referring to other means, 17: had not worked. ‘

Ambassador Wrong was just as convinced that Canada would have to
do two thinga. First, a f‘ullt exposyre about the situation would have
to be released to the Americans and repeated througﬁ several channels.
Second, import reatrictilous adopted would have to be severe to imprésu
Canadiap couaufnara. American producers and Congressmen with the
aerigusneea of the aituation.l‘“

L)
’

Although Wood had aqreed to investigate the Canadian prodlem in
groa.ter dept}r, and both oountries agreed to further eonoultat:lon. ﬁei\théf
side had set a timatable for further meo’tings. Clark left the neeting
1mpreued with the frank exchange of views, but ho wAB atill convinoed
that State offioiala did not fully coﬁ/ehend the gravity of the problem.
Exclusion from participa.t_ion_in the Marshall Pla_n would mean that '
Canada would have to adopt tmiéh import 'ontro\lb and danationux;y

policies that could undermiize their vindustrial ci:panuit:n program. This

vould alsn mean highor prices for. Cunadicm conauuora. He mgquteq '

- o




that, when Hickerson returned, Wrong should gake an effort to explore

ey
- N
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by

L . ,
further with him the concept of a North American gold stabilization fund.

S

Clark travelled to New York on September 19 to see the Minister
of External Affairs, Louis St. Laurent, convinced that another attempt
to reaql\ high ranking U.S. officials was necegsary. - He explained his

disillusionment about the meeting with the State Deparfment and suggested

) " that the next move would be for St:](urent, to see Secretary of Stl;te.

Ceorge Marshall, while he was in Nev York. St.-Laurent agreed, providing

that the Under-Secretary of State for External Affairs, Leater Pearson,

- be in attendance because of his experience in Washington and his know-

/\ ledge of (‘nadian-Amarican economic quastiona.u N

One week after Clark's visit, Wrong met with Andrev Foster. '
i e

The purpoae of the mooting vas to clarify an apparent wmisunderstanding

A RN B AMIN G 8T 0 £ (g0
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about which country was to 1nit£ate !‘urther oonsultation. After it was
c]srifﬁd, both decided to review the ma:)gr points of the September 18th
neeting, lto avoid any further miannderatar;ding.‘ Foater e;rplained the
State Dapartmen‘t uuderst:nding: there vouﬁd be import restrictions with
no consultation oh content; a loan had been mentioned but not dincusaed‘f{

“ f
there would _Eot be any devaluation of 'the \Canadian dollar; the procure-

ment pxiogragna discussed in June and July o/!‘fered too dittles and

finally Canada il:ould,not count on immediate assistance through either

the Marshall Plan‘or the Geneva trade discussions. Wrong agreed with
- ‘ this intemretqfioy, but reminded Foster that Canada wanted to\ know (if
. 1t would de ino‘l‘udec\l as a partner in the framing of the Har‘éhail Plan,
If the Canadians knew they vere being included, the least drastic import
restriotions voult!'_bo imposed and they vould be declared temporary.

Exciusion from' the Marshall Plan would mean more drastic and fundamental
. 'y = a .
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measuras that might have permanent repercussions upon -the North American
economy. Foster told Vrong that State officials who had met on the 18th

would be meeting early the following week and Wrong would be contacted

i ¢

_right after the meeting, Foater believed that, since Truman had

summoned Congressional leaders t6 Washington and the Paris Report

\related to the needs of Burope had arrived, the Canadians might receive

an early response. Wrong }‘epligd that he hoped that this was the case,
because the Canadians were seriously oconsidering approaching either the
President or the Secretary of Sta.:;a about a loan prior to it'up-osi;tg import
restrictions. 'l‘ine final deéisi&n,. however, would await the return from
London of the Minister of Finance. Wrong decided to pass glong more

. . .
details about Canadian planning. The restrictions would be applied

under the Foreign Excham Control Board ‘which - would avoid re-establishment

of the vartime control system. The fpvernment would oarefully control

the supply of U.S. dollars available to Canadian importers, VWronx

rqforred again _to C/anadn' 8 hopoa for the Marshall Plan, polioving- ;:h_ore .

vere two iuporttmt arguzents that could be utilized. Proourement out-

" side the United Statoa sould relieve 1nrlatiomry tondenciea that ocould

result if all U S. aid vas tied only to American sources. Exclusion 'o!' ‘

, Canada vould nriaudly weaken thja Canadian economy and deter furthcr

" Joint de!‘ence plans, Foster _did not respond to theae 1deaa, but he was

puzzled when Wrong augek\fé*?hat UtUnite'd States could lend Ganada a

nildton dollhrs in #6ld, which-could

e repaid over a teffor twelve year

al installments of $100 million out of future Canadian
g61d vroduction. ' Wrong sdid that he thought that this vas a better

idg__a. than Foreign Secretary Bevin's plan for the Couionwoalth, nations

“to form their own -éollar pool to overcome the worldvide shortage of U.S.

! ' .




) centrated primarily upon autombbilas, ;nduetrial and\TE}m machinery - the’ J

" that North Anerican market demands could not be met because essential

' components were dependent entirely upon U.S. sources, and this tended to

¥

that it was very unlikely .that branch plants could inorease their -

of increased imports from U.S. branch plants in Canada. e stud

"higher largely tecause of the gpmaller volume of output., It was believed

. b2 ¥
f ' v
dollars. Foster did not take Wrong's suggestion seriously, but what @
Pleased him rost wg:.that,Wronk hnd provided more dgtaiis about Canadiage

16

plannming and any previous misunderstanding had been clarified.
Before the next meeting of State Department officials, the Office
of International Trade of the Department of Commerce examined two aspects

of the Canadian problem. The first included a study of the/possibil | o
con-

three areas vhere the Canadians placed their greatest hopes. It found

~ r ‘ fy

R

a
that the 6osta of production, compared to the American parent, were much %

1imit the combined\output of both ooq?triea. Canadian brancﬁ plante
also did not usually make all the varied types, models and sizes demanded
Sy American users, Even {f all 1fems were traded without any duties, it
was expé%ted that the‘ﬁranchlplantu coulﬁ pot iﬁcrease their pxpofta to
the Uﬁite@ Statgg. It was pointed out thatin spite of the very high
demand for automobiles in the U.S., the 106 tariff would pot deter the

dmport of‘Caiadian produced cars. However, a very small dumber of cars *

{
was actually coming from these branch planta. Even without a duty on
farm machinery, U.S, producers only bought branch plant made machinery t6

rd

meet unforeseen demands, In 1935, when such a problem arose, ?fnudian
imports of farm machinexy were valued at less than $3 million. 1In -
spite of the fact that the Department of Commerce found it difficult to

obtain authentic cost figures from U.S. oorvorations, it vas believed .

-
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exports to the United Stg.tée;]7u 0

p—

— 2
The sacond gtudy. examined the possibilities of Canadian restric-

tions on American impor%s. ‘Its atatistica uere baged on Canadian -

K

imnorta from the United States during’ the firat six monthe of 1947, . E

"~

The study indicated that the dollar value of raw materials and production

gooda was greater than .the ‘'value of consumer goods. Contrary to popular

‘

belief it was not consumer demands that led to abnormally large U.S,

1mnortg.‘

t

industrial machinory, crude pptroleum and textilea. It was believed

The ]argeut amounts were spent on 1ron and steeL, oal,

that, if Canada applied restrictions to these items, Canada‘s’export

\

trade would suffer dafinite repercussions. If Canada applied import

ta§ea. it would contravene U.S.-Canada trade agréements and damage

'. Canadian exports, Taxes could also be used 'to accomplish greater

1ntogration of United States-canada industries by encouraging branch
N
plants to export to the Amerioan market. ' Tax rebates could be given

N
in prOportion to thair exports to the U,S, to help compensate them for

higher production costs. However, such a n‘}icy could affect dividends
' y 4
in proportion to the benefits passed on to the branch plants. Such s

tax policy would not necesearily offgd

@ tractive advantages to U.S.

fWuded that import restrictions on

4

corporations. Cenerally, it was co

American goodn vould be damaging to the Canadian economy, especially on
: {
Canada'a export trade.;a

»

!

On September 30, the moﬁthly'aqonomio summary issued by thé
U.S: Embassy in Ottawa suggested that the adverse trade balance with the
United States and the rapid depletion of reeervea'wgs generating an .

atmosnhere of temnse anxiety. It mentioned that public opinion conaid-

ered & complex program of import oon!golé to be inevitable and speculated

~

i
~
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that such measures. would be implamghted in Oﬁtoberl 1t was suggested
that Canada'a incluaion in the Marshall Plan, either as a suppiier of .
needed msnufectured products or as a source of food products, might be
the best solution. The aummary predicted that Canada was headiﬂ’?owarda
a recession during«éhe ooming,uinter.l9
On th; same day, the State-Treasury Committee mét to review the

Canadian dqjlnr protlem. It was agreed that any Import restriction
[}

measures Ypuld oonfliot with the existing U.S.-Canada trade agreemen%.‘

L,

Ways would have to be found to overcome this problem, - Ambasaador

Atherton, who had baen 1nv1ted to attend urged that the Rovernment
should prapare a statamant 1ndicatirq ita sympathy towards thg’canadian

situation. It was felt that there was Jittle chance that increased

. exnorts to the nited States would ir any way help solve the problem.

o

Some oommittee-mémbergﬂwere 8till convinced that Canada should devalue

4

her doller, but it was agreed that the subject was no longer\open to

consultation, It was believed that, a) though procuremént'in Cénada for

u.s, rglief programs and the U.¥ armed forces would offer little ﬁalp.
such efforts should continue. Any gfforts to obtain a loan from
Congreas or from the Export-Import Bank would not ve edoouragod, as it
interfered with current planning on the Marshall Plan., Neither would
Canadian hopes aa a supply area be en003paged. No one oou{d see how
the Geneva trade discuasions could be helpful to the Canadian problem.
Ciair Wiloox, the State Department Direétoraof the Office of Inter-
national Trade Policy, who had returned from Geneva, poinéed out that
gjnadaq%aé b;on a major bartner in' the disocussions to date. Like
Atherton, he urged'that‘all posaible measures to help the Canadians

should,.be takon.zo * Wiloox knew how concerned the Canadians were

at

"t

mesn e
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bqoau;e Canada's chief nqgoti/a{or at Geneva, D, Wilgx{esa, had already

" %old U.S, negotiatora that Prime Minister King )lag)tele‘gxl-abhed Attlee,’
the British Prime ﬁinistér.' XKing urged that any breakdown in
U.K.-U.S, negotiationa over the issue of the alimination of imperial
.preferences cou]d%\lead to the failure of multilateralism. Wiloox
rep_orted that there was a stronr group in Ottawa who were advogating'
_tough import controls &fmed at fhe U.5. because of the balance of paymex;ta
problem. ' Another g(o:p who’ wiﬂ-é' depending upon the suocess of the
'Gen‘avg tmﬂe discussions vergj fighting for leas restr;icti\:e import
méaauree. " T help insure the ax_xcceaa of the Geneva discusaions, Wilgress
a‘aed .that he wo\fld Anvestigate ‘the pob%bilij:y of Cazada giving up key
uam;icultural nreferences.21 AI}; mémbers of the State-’}'rehsury inter-
dopartmen’talsw‘;nmittee agreed that the Canadians would be asked to consult
about their profaoaed restric'tiona and that the Cana-udian Ambassador would
\be ‘as‘ked to me:e;: with them no later than the next day, October 1.

' Ambassadd¥ wro'ng was discouraged about the results of this

meeting. He was: informed that 1.S. ;I‘f‘ioiala would be co-operative\ ‘

4

A
about ;mport controls, would seek wvays to find an a.mendment to the U See
» N

Canada 'I‘rade Treaty of 1938, and would prepare dre.ftn of a Joint atate-

ment eympathetic to Canada's exchange problem. Wrong was disturbed by

the fact 1‘:‘hat he was given no t‘aaurance that Cam-ma would be included

in the Marshall Plan. HeAnoticeé}‘ in particular, -that State Departmeni
'o.!‘t‘icia‘.la a_eem;;d to be.sure that Canaéa would proceed rapidly to impose
%mpoft cor;tro}a. The Ambassador did not grasp t:ha gdnngotion between
Canada'a deflatidnary measures and Marshall Plan participation in State

4]

..Department thinking. Both Nitae and Woodbury Willoughby, Acting Chief

. - N
of the State Departmenthomm?rohl Policy Division, tried to persuade
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Wrong that restrigtions against !i.S. ivﬁports should\ be minimized
qbecause of public reaction in the United States. Wrong was wqrried
about pousib]e rof.aliation by the Americans placing export restrictions
on oriticaln supplies, ‘auoh as steel, Nitze added yhat Marsﬁi‘l}l Plan
aid would probably ba' oxtend;d a8 ;elief granta rather. thar¥ loans, and 4
‘Wrong sugrested that the remainder of ‘Canédag export crfedita to Europe .
should be considered as part of Marshall Plan requirements, | Besides

* import and travel restrict&np. Wrong mentioned that Canada would

{ prodvably also require ar( American loa}x. but this ;Soint wag not discussed

¢

any !‘m-‘ther.22
L — ’ The next day, October ,2', Wrong met with Jeck Eickersor}/./ Unlike
Tyler Wor;d, Hickerson believéfl that Canada still had a chancg »{ being
included as a supply area f‘.cr the Marshall Plan, He warned, hovev’er,
that Pyth..France am; Ytaly desperately required funds.; C grgaaional

unds for Ttaly had already been sgoured dbut, if diffioculties developed

e, D o R T e e T »1‘,4;;:&—”.1‘: N e R A

over aid to France, the State Department would approach the Exporf,-Import

* Bank. To remain solvent, France would need funds by the end of OQctober

O

2 )
and their needs would teke precedence over a loan to Ganada. 3 Wrong '~#
- ‘raised the question of a possible loan of gold. Hickerson said that he

had not dropped the idea, Lovett had dismissed it, but various econo-

B R R YT R, TR AT

nists thought such a concept to be feasible only because Canada could
4 ' R -

produce the gold to repay. Hickerson noted, however, that to grant
S vwhat would amount to a loan without interest, spacial additf?qal reasons
besides tha exchange problem would have to be) found, VWrong suggested

that, in return for a gold loan and inclusion as a supply area for the.
" o ra
& 1 -
Marshall Plan, the Canadians might be able to join the Amerioan? 1@ their
-

’
-

attempts to meet the huge lihropéuf deficit., The gold loan would protect

or
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the exchanze reserves and Canadian grants in aid and export credits
would bring Canada into partnership with the United States in their
shared goal of Furopean reconstruction. Wrong told Hickerson that the

Canadian government would respond favourably to such a conpept rather
] &

than dﬁ Amg:toan request to assume ne“finaneial aid for Burope. Wrong

algo manfioned that Canada would have to impose import controls soon,

even {f his sugzested scheme was adopted. ‘
. . y

Ny .
"~ While Lester Pearson vas attendingkthe United Natione session in

New York, H.0. Moran, the Chief of the Economic Bxyigionvof the Department

<

of External Affairs reportedrtOVWronz that various deqiiions had been made
“1u Ottawa. The idea of aﬁproaohiﬁg Seoratary of State, Geprge Marshall,
with Canada's exchange problem had heen dropped. Instead, Pearson was
inatructed to meet with William Clayton, who was morérknowledgeablo

about the negotiations with the British. and théﬁr poai‘iln in the Geneva
tra&e discussions. It had b;en decided that, if the negotiations
between the United Kingdom and the United States broke down whick uguld
‘lead to the collapse of the trade discussions at Geneva, Canada would
‘break the Annio-Canada Trade Agreement of 1937 and seek awgiiﬁteral agree- . .
‘mant with the United Stéﬁps. The Ge;cva tariff negotiationsJLould not
be completed bvefore @étober 12, anq‘thcre would be jittle tim:a;:; the
Jtariff schedules to be reviewed by the Cabinet bvefore the November 35

fina) date for the signature of the Protocol of Proviesional Application.

., Blark had sugzested the Unitéd Kingdom should be told jmmediatdly about

* the, Cariadian dicr%ioh, but the Minister of External krfaira, Mr. St,

. Laurent, had surgested that such a step was premature. St. Laurent was

. oonvinced, boﬁuver, that, if the Ceneva trade conference failed, the 5:;7

}

. 2
Marshall Plan would also collapse,
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On October 6, Pearson and Wrong met with William-Clayton to
discueamthe U.K.-U.S'. r;egoti!ationa deadlock at %va and the Marshall
Plan. Clayton pointed out thaJt the British had re;jeoted outright the
Americen provosals for the gradusl adbolition of preferences over .thirteen
years. The State Department Under-Seoretary for Economic Affairs felt
very strongly that thie British position was a departure from their
pledge during the Anglo-American lLoan Negotiations and would make Congress
less sympath'etic to the funds necessary for the Marshall Plan. \{rong
believed that Clayton was adamant in his position about the eventual elimi-
nation of the Britia): ﬁreference system and that both h¥e and the Bx;itish
poasition c{mstituted a gsnuine obst;ole to'the success of the Geneva
trade discussions, Bo;h Wrong and Pe:areon'exvresaed‘.their anxiety about
possible conceasions being made at the expense of Canada. The Canadians

\ '
felt that they could {ind themselves ip a‘oosipiqn either of having to

accept a poor bargain at Geneva or rejecting outright the proposals on

»
t

tariff schedules. 4
Clayton did agrea—thnt the suocess of the Geneva trade coni‘erenoc
“ would have direct bearing on Congrguional attit\:des towards the Marahg_n
Plan. He had already indicated to the Harriman Committee the extent of
canad: s postwar ‘z;ié}g@ne to Purope ‘and 'that their exchange problem
would force tham to seek a $500 million loan in the United Btates in the
., near future, Wro_ng believed that Clayton fully’' undorstootz‘ that Canada's
proposed scheme to imuose import controls was necessary and that Canada
wvas tailoring. them as mu‘ as noasible on t);o foreosst of -world trade ’
" patterns linked to the trade discussions at Oo’nﬁa and the Marshall i’lan.

Both Pearson and Wrong felt that Clayton understood that Canada's z"olc

in B\u‘.ﬁopaap recovery would be determined by the solution to her

*
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exchange problem .'26

»

Before Ambassador Wrong returned to Ottawa on October 8, he
telaephoned Andrew Foster to assure him that it would still be weeks
before Canada imnomed import restrictions and that at least} one more

high level approach by senior officials would be made in Washington.

- Foster reported that’the Departments of Commerce and Agriculture would

have to be included in their disoussions and Wrong rwestad that the
State Department stress the top seoret mature of the information and the
talks that bad already been held. Foster requested that, if" thg timing
of import controls was sooner than expected, State officials would
appreciate this information in relation to their own alana.”

By October 15, both the United States and the U;xited Kingdom

\"4

broke the deadlock in the Geneva negotiations. The U.K, agreed to N

X

. yeduce her preferences in the Commonwealth by 25 peﬁrceni if the United

‘ 28
States would confine her synthetic rubber production below 250,000 tons.
But equally impgrtant to the Americans was the agraement reached 'by

Canada and the Tinited Kingdom. On Oatober J1, at the time of the signa-

ture of the Pfotocol of Provisional Application of GATT, each would agree

_to bind the preferential rates which it gave tq each other on prod\:%ta,

6inoluded in the General Agreement. Jn addition, each would agree to

2

relesse each other from maiht&ining oxiating margins of preferapce, For
the Americans it meant that in all’ fumre tariff negotiationa with either
Canada or the “nitad Kingdom, tha United Statea could nogotiate with

" each other on a one to one basia. This in itself wus oonaidered a8

“ .
major breackin the whole British system of preferences. In the words
of Winthrop Brown, Sfato Department Chief of the Diviaiaﬁ of Commercial
] '

-Policy and Chairman of the Co(amittoe on 'T‘agie Agreements, it amounted to

v
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" the abrogation of the most important part of the Ottawa Agreements ...".29

h At an 1nferdepartmenta1 meetinp on October 21 inoluding State, -
Treasury, Commerce and Agrioulture~officinla. Andreu Foster announced ‘ .

that he had been ‘informed by Ambassador Wrong that Canada would jmvose

restrictior;a on Tnited States imports b,;' no later than November 15.

Mr, Moline of the State Department Commercial Policy D;vieion‘ noted~that—

tht_e U.5. negotiating téam at Geneva and the Trade Agreements Committee

had agreed ‘w:it,h the content of the proposed exchange of notes between

Canada aﬁd the United Sta es., It waa also sgggeeted that the Canadians

would be gaked to defer actim:t until January 1, 1948, to take advantage

of the escape clause in the General Agreement on Tariffs and Trade

which allowed import controls for balance of payments reasons.

- Agriocul ture’ officials vanted to discuss in advance with the anadia(rfa -

any restrictions against items such as oranges and lemona. Fester

lstated that the Canadiars would bhe sendingw; small group of senior

officials to Washington to“'ﬁiaousa certain features of their imporQ\

contrdl program. Moline added that rinanoial as well as commercial

matt;ra would bte d:lacussod.” / x
' At a State-Treasury meeting on October 24, it was decided that,

to please the Canadian desire to maintain discuasifons at a top secret

level, the Departiments of Commerce and Agriculture would b'a invited to

‘attond only later meetings, = On the weekend, top S‘tate offials,

including Mr. Lovett, would meei: to discuss the relationah‘ip, of the

Marshall Plan to Canada, No assurances of Canada‘'e inclusion in the |

Mar-ha.ll Plan would be offered, but Mr. Southard of the Treaeury wou’d

raiae the quoation of the purchan of strategic raw mterials, in

partioular. Mokel, copper and ubutos. . vas noted that the United

e e, At AT T o it



, 51 /
States had been unsble to cbtain sufficient amounts of these from the
Canadians. American wrghae}es of such materials could provide Canada
with substantial sums of U.¥, dollars to ease their exchange problem.31

Foster 1earned from Ra.y Atherton that the exchange aituétion had become -
vorse than expected and that the coming visit frotp the Canadians would
be their last before import conirols would be announced. Atherton ha.dk
learned from Clark that, besides the controls, the Canadians would °

' definitely b; seeking a loan, 32 By October 22, Canada's exchange

reserves had declined to $550 million.”,




o
AH
“ .
* - .
* -
. -
f
.
- *
- s \
. . v .
N
- Y
2 .
’ .
7
s
L3
« .
-
- -
.
ﬁ I‘ i
I
I Lo o 4 , . i S
RS e ERad ! e g

-
|
[
&
[
<
=
[&]




CHAPTER ITI Ve
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-

Assured that the Canadians would'impoae controls and pleased
& ..

with the breach in the Pritish preference system, the Americans were
prepared'for serious negotiations. At the first meeting held on
Octoﬁaﬂ 28 at the State Department the Canadians were represented by
Clark, Towers, Wrong: Fohn J, Deutsch, Director of Economic Relatione,
Department of Finar;oe: Hector Hacl(irinon, Chairman of the Tariff Board,

as vwell as other officiels from the Canadian Embassy. Wood led the

» \ ‘,. N ‘/ /)
State Department team which consisted of Nitze, Willoughby, Spierel,

Jackson and Foster, while Southard led the Treasury Department group,

.

!
which included Fields and Hebbard.

.L// *Clark opened the discussion by pointing out that raaervea had

declined by more than $100 million since his last visit on ‘Septembcr 18.
United States imports were expected to reach 82 billion by the end of
the ysar, vhile Canadian exports to America vere anticipated at $800
million. The United Kingdom was exnected to provide $300 milliom and
the problem wae to bridge the map of $900 millicm. The Cabinet in
Ottawa was considering two plans. Plan A included the following ppintu
" (1) A loan from the ‘Export-lupori;lnank of $350 million; |
(11) Travel restrictions that would save 830‘to 3‘;0 nillions
(111)°  Import re;trictiona that would save ahouf $300 million
and would be directly aimed at the.ﬂl‘mi'teﬂ States.  Almost every con-

sumer item jmported from Amo\rioa would be banned outright, vhile goods

$ ‘ ¢
R \ \
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such as citrus fruits, prunes, gabbages, carrots and textiles would be

nlaced under quotas and r?ucod by one third to one half of ‘their

-
-

orewar levels. Capital goods, such as machinery, would also be

strictly restricted excépt for those required to produce consumer goods
S
in Canada:’ \ S ’ -

: (:lv) Diversion of e‘xnortﬁ such as neweprint, lumber and cattle

to the United States from other t'raditional customers would save about

$50 million.

Plan A-would be considered as a long ‘term solution to Canada's

‘massive trade deficit with America, but it was primarily a b'arga;l.ning‘

ploy. -
‘ The second approach, Plan B, cor;tained the following:
(1) A loan of $500 million from the Export-Tmport Bankj

(11) Travel restrictions on Canadians visiting the United
Statas. desimed to save the same amount as in Plan Ay

"~ (131) Import restrictions that would save about $175 million nnd
wou]d apply to all countries, but would most aq'veraely affect Ameriocan
importe. , Most items woullq be placed under quotas of 2005 to 300% of
their prewar volume at;d these would include both capital and consumer

googea ' .

A
“(4v) A _trade treaty with the Unlted States that would 1nc1ude

diveraion of Canadian exports to Amrica. This apeci’l trade treaty
1
would go well beyond both the Geneva Agreement on 'I‘ari ffs and Trade

L}
(GATT) and the authority aranted to the Pruident undez; the Rec:lprooal

o

Trade Aereementa Acts . : \
) (v), Canadian participatiqn in the Marshall ‘?lan a8 a- supply
ares, or assurances that v.s. foreigm aid dollars would be available

o g . -

jaw)
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for the purchase of Canadian exparts to the United Kingdom and Western

Europe.

+ Based on tbssa two plana, a table of Canadian balance of aymente
prospects for 194R was given to Nitze, which included the aatima‘fe that
Canada expacted to extend credits of no more than $430 million in the
next year. Towefs pointed out that the decreasing credits would have |,

a tendency'to decreage the deficit with the United States. The American

officials felt that Canada feared that Europe would never fully recover

s
and that Canadian planners had concluded, perhaps too hastily, that their

-~

economy would have to be adjusted to talance trade with the United.

States.

-

Wood emphasized that he hoped that the Caradians would adopt
Plan B, as Plan A would bYe almost impossible for them to defend in the
7.8, Hﬁ also tried to perauado“CIafk and Towers fo delay implementation
until January 1. He pointed out that tﬁeir announcement would

coincide with the aummoning of Congraas to consider the Marshall Plan
and uith the publication on November 18 of the Geneva Agreements, It
vould also remove any need for the U.5, to agree not to invoke-:the
Tnited States-Canada Trade Agreement of 1938'ngaina§ the Caq&@ianea

Clark replied that Canada had already gone too far in delgying action

and thet there had been a sizable inorease in American consumer goods

flowink into Canada in anticipation of import controls. Under no

circnmatnndéa would the Canadafns delay action beyond mid-November.

Tlark and Towers had met earlier in the day with Lovett and Thorp and {

‘ 1
botg‘ggs. officials exp;eaaed opinione similar to those of Wood.
.+ . On Ootober 29, the Canadian team divided into two groups.

Deutsch and McKinnon met with the S%aég Department Direotor of the
\' ) . . : * B

A}

{
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Office of International Trade Policy, Clair Wilcox, as well as Nitzq,
Foster and Willoughby. , Deutsch briefly reviewed the Canadian balance
of paymen"t situe;tion' for Wilc;)x. McKinnon nointed out that Plan B
~would be adopted if Canada was included in the Marahall Plan and & °
trade treaty was agreed to in principle involving, wherever poaaib]e,
complete elimination of duties between both countries. McKinnon
claimed that the Ganadian government had decided that, even if such a
' {rade treaty involved a majlor readjustment of trgda patterns with other
iraditional ouatomamr;g;, he was authorized to commit his country'to this

Y
direction. Canada must.either intesrate her dLonomy more clogely with

4 -~

the lnited States or embark upon policies of economic nationalism,
bilateralism and oloser tieé\with Europe. Wi‘loox noted t\hat such a
treaty would involve Congressional apnroval,; but he would approve of
such an idea and take the matter to }\iphar of fices in the State Depart-
ment. Later. .he would be willing to approach Congressional leadex"a on
a bipartisan basis to seek their reagtion. A definite ana‘;ler would not
be ready for mid-November. but Wilcox was personally éympathetio to the
~ Canadian concept of such a comprehensive treaty. Congressional
' reaction to Marshall Plan funding and the coming Prae,idential election
wou]d take priority over this proposal. Deutech and McKinnon later met
) wi th representatives of the Deparitments of Commero( and Agriculture to -

2 . y
discuu’ the same watter.t J ‘ '

On the same d‘a,v, Clerk and Towers m;t with Southax;d, Hebbard and

. Flelds at th\a Treasury Nepartment to discuss the noaaibi,li'ties of a loan.
Southagd indicated that ?:.e thought it would be a inieta}ca to raise the

quaatidn‘ of a government loan juet vhen Congress would be oonaido‘rlng the

European Recovery Program: Southard suggested that the Canadians
, {

N

Al
, .
, //?
.
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should anproacht
(1)  The Intemtionai Monetar& Fund;
(41) Borrow in New Yorki '\
(111)  Place hape on getting Marshall Plan d@};ars. "and
(iv)  Delay imposing restrictions until January;[ 1.

Clark and Towers took a firm stand, pointing out that none of these

ideas was accevtsble, If it vas the best that could be done, thel{" X
Canada wou'ld‘ imno;e Plan A, Another Treapury loff‘icial' suggested an
alternate nronosal. Re eﬁphaaized that M if Ca)nud'a*impoaed Plan B, the
Uu.s. Rovernmo‘nt could Jet it be known that an unspecified ;um of money
‘from the Exvort-Import Bank was being eqmarkod for the Canadians just

in case Congress doubted the necessity for guch a loan,  Clark and

Towvers requested time to consider this approach and told Wrong after the

"meeting about their diaammintme'r;t;.3

On' October 30, all members of both delegation{mthered together
in Wood'a'o‘ftioo, W1ilouahbw Foster produced a draft exchange of
notes which would allow Canada to bresk the tems of the United States-
Canada Trade Treaty of 1938 before it_v)aa auporcede;l. on Ja;uary 1, by
the Geneva Aeresment. /A draft press statement was alao exanined and
the Canadiana vere pleased with the aympathetio tone of both documenta. '
which were to be raleased to the public after the raatrictions were
announced,  Clark and Deutsch reserved aporoval \&ntil they liad been
ozan:lnodo by the Cabinet and .m:.oed that My would.study provisions for
exsmption involving moods in transit, Both sstimated that ;j;‘eply ‘
won'd hé forwarded through the Enbassy by the middle of the following -

week, Clark dmphasiud that ‘his fovernment would like to make

reference to discusaions leading to a Jonr tern trade agreement. The
{

H

\




. \—_
*Ameriocans agreed to the idea, provided that they cohld © 3 amine -
- the actual wording. They feared that certain Congressmen might want to B

uus such a refofhnoe for political purposes. Clark and Deutsqh’agreed
to supply data on items. especially manufactured goods, which they would
be able to exvort to the United States if tariffs were 1§were¢. Wilcox,
whoowas sympathetic to this acheme, agreed that he was taking up the \
,omatter with higher officials. Willouggby aaﬁed about the possibiligy 6?
reaching an agreement on a treaty ;f commerce, friendship and navigﬁtion.
.-Clark and Deutsch rointed out the major atumbling bléok. « The federal
govarnme;; had to secure agreemeﬂi'from the provinces and municipalities
ko grant exemption from taxea to U.S, oonaula£o property. Wroné agreed
to investigate the possibilities of such a treaty and conceded that a
manoower ahortape at the Dopartment of External Affairs might have been’
rasponsible {or creating delays. "OH;VOr, gﬁ wvas the long term trade ‘ /
tre&t; with the Tnited Stag.ea that was reéllly important to tg'\e Canadians,
6he‘hoat hopeful information to the Canadians was announced by
Wood. He said that in°the past two days Marshall Plan policy had
reached the stage which allowed him to report that the executive branch
would make a strons atand to ohtain "off ahore procurement" flexibility
from Coaneaa.‘ He also emvhasized that thgiCanadiane;ahould prepire a \
liat of items, but'exoludo exports already geing supplied to the United
Kingdom and Weatern Europe. He was sure Yhat Congyeea¥vogld héajitate
to supply Marahall Plan dollara to undorwr;te Canadian exporta. The ' )
liat should concentrate 6n items which could not be expeoted to move
from Canada. to Burope unleas U.S. dollara wers mado avuillble. Nitze

agreed to check the liat of items in the Paria Report for thoae items

_not available in the United States, Clark.asked that a copy of these

-
.
Y
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itens be wade available to the Canadiama as soon as possidble. Wood

%

-«
vo ted out that it would help their desire fé{ flexibility in presenta-
p ¥
. tion the Marahall Plak to Congress to epecify those goods that could
- r~ e
be furnished by Canada, . ’

Fields acted as Aapokeaman for the Treasury Departiment, " First

| r :
- he referred to the problems that Canadian exporters experienced at the
e \l
hands of U.S, Customs authorities. He requested that the Ca.nadians

o

bring speoific oases of abuse directly to Southard's office rather than

' . \ ¢ /
. directly to the Customs authoritiea‘. Next, he announced that his

“dapartment w'ould 'aupnért a bill during the next session of Congress
that {:o{xld increase the oxem":tiona‘ from duty on gu’ro{\asea by U;S. .
touriste from 3100»*.0, '$1000.  This would be allowed‘ twice a year for
touriatalvho had been in'Carlmda for more than twelve days. The $100

~exeuption wonld continue tov ao{sly quarterly for visits of more than two
da‘ys.‘b‘u't lass than. twelve.  Fielda' most ‘1mporttantv news wvas a request

o ! that large quantit}iea of s;trn.tegicf&nd critical raw materials would be

i A

purchasaed by the U.5. government if the Canadians could make them avail-
. - , ’

‘ able. It waa agreed that Deutsch would explre this possibdility at the
’l‘ronfxr& Dogar.t;ngnt the next day.'+ Tt vas also agreed that WOQQ; and
Vﬂillard Thorp \'tou},d. help ;;'he Canadians if they ran into difficulty in
* = presenting their requeat™for a loan to the Export-Import Baﬁk.s
\ For the meeting at the Troaaury Debartment on Ootoboq 31, Keith
rrom the Canadian Bmbasay acpomnanied Deutach. For the Americans, i d . i

Fio]da and Delaney reprumted the Orfico of«International Financa and

N o Freemm and Cuxo the Bureau or Federal Supply.gthe purchaeing agency of ‘(

%

the Treasury Dopnrtment. . Freenan nnd Casto cutlined to Deutsch a long

ns)t of \Y}ma. lwiﬁ pa_rﬁkmhr stress upon the point that the U.S,

¥ ’ ¢
-
13
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government was prepared to purchase large duantities over several fuﬁure
years. The high priority items included c¢opper, nickel, asbegtos, lead

and’ 2inc. Doutaéh(yaa pleased with Freemanta presentation and i;dica-

ted that, after his governnent had examined the list, Ottava officials

vould probably nush for qxpansion of production of certain materialé and '
divert supplies of others frdm non-dollar areaskwﬁb\we;e not experiencing
severe foreign exchanre problems liké the Canadians. Deutsch was
informed by Freemad that the Bureau of Fedgral Supply would forward a
comnlete 1ist of all)the items in which the U,S, government had the
Rreatest interest. Freeman and Casto both believed that, as a result

of the meeting, sizable quantities ol copper would be made available

for atockpiling.é I ! .

Later, at dinner on the same day attended by Clark, §outhard

an@ Hickerson, the condept of atockp}ling was carried a s;ep~further. ) u
'Hiokerson told Southard about his idea of a loan of gold that the

Canadians could secure from future gold production. inatead, Southard
sugrested to Clark the possibility of a sgsq million loaﬁ:ffom the
Exoort-gmnort Bank; cOibined with a $250 miliion advance fo} strategic

gnd oritiﬁal matarials required by the United States over the next tﬁree

or four years. .The $250 million advance would require a large 1nofeage

in prodvotion of auch matori;ls as copper, niokel'npd aabo;toa. rather

than a dive;;lon of current cxpo{ya tp/iha 1,5, market oy cufbacka for
‘tﬁo doq;atie”hnrket. Clark immediately bq@ked awvay from Southgré‘a
'suggestion'and.the matter wah d£oppod.~ Clark doubted this upgfoach

for agvoml ressons: Canada's supplies wa;'a ina\grioimt to make such o
a comnitment over a period of years: ‘to tie supplies of oritipal

’ “ ® . - P
materials to one buyer wes not in Canada's interest; and, fijally, such

q




importan? metals would warrant a hizher priority‘thaq/gtookpiling.?
The next day.)wfonu reportqd to Clark that the U.S5., government h;d Just
gnnounced that about 85 billion worth of military supplies, previously
to have been disvosed of as surplus, were now to be retained for stock-
. otlinp; Southard’s atockniling concept was an extension of government
policy rather than a personal sugrestion to the Canadianp.
Wiloox diacussed with Lovett the pronosal for a new comp;ahen-

;ivn trade agreement ﬁith the Canadians. T.ovett agreed to tge idea,
provigad that the State Depurtment receivad a liat of items, particularly .
'manufactured gooda. that Cannda would 1ike to include in the agreeme?t.e
However, the most discouraging development ogourred when Towe;a vieitod
:ﬂe Export-Imoort Bank on October 3132 CGaston, the Acting Chairman:‘p
gave 1ittle réaaon for hppe, m;king it clear that Bank policy since
Qariy 1946 had been to decline loan avplications based on balance of
uaymonts ditticu\tias.i A Joan to Canada would be impnasiblo without
Congreaoiona] anurd"l. Towers explainod that the Canadian import
centrol program deponded in large.measure upon the amount of the lean
granted by the Bank, and thut Gaston's position on the applioation celild
.havo long term effao%a upon the friendly relatione of botﬁ countries,
Gaiton merely aasured Toweras that he would- study ?ho request immediat;ly
and a rnbly would he ready for another meeting scheduled for Novembef b,
Tawers left the Bank after thia forty minute neeting gnd iomediately
oon&nct;d both Southard and Tyler Wood. Both offioixia reassurad
Towers that Gaston'o discouraging attitude should not be teken too
seriously and that they would pras; for more rivohrablq oonaid.ration.9
Sou@ﬁnrﬂ mentioned to Towers the same congapt that he had mentioned °

]

sarlier to Clark and Towers cheoked with Odtawa before he was to present

3
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auch a pr096331 a? the nox; maeting.lo

0; Novemﬁer L. Towers aocgmpaniad by ﬁia deputy. Louis Rasminsky,
rafurned to the Export-Import Bank._. Gaston iwmediately advised that
the request for $500 million to be repaid over ten years was oui of the
question. He made it clear that, for an exchange deficit, the borrower
was expected to take as small an amount as possidble and rep;; the ‘
orinciple at the earliest vossible date. Maffery, another Export-Bank
official, suerested that the Canadiens ah&uld avproach a syndicate of
ﬂew York banks. Towers pointed out that, without any other source of
oredit and the neceQaity'to acquaint the bankers fully with the details
of the exchange defioit and remedies such as Plans A and B, it would de

Jifwiaa to make lny approach unlese the Canadians were gure that they .

" would be succesaful. The Governor of the Bank of Canada asked if

officiala had considered linking part of the desired credit, such as
$300 million to imports of machinery. which the Canadians would need.
The resoonse gq thi; sugrestion was negative. »To Southard! s idea,
r;wotded px.Tovara. that t;e loan be repayable over five yeara from
delivery of atratpgio_;nd oritical raw materials qzbﬁhb United States,
Gaat;n'vps pqﬁ impressed. Realizing that a différ%;t aporoach was
roquireg, égvera tactfully repeated a augnegtion from another. highly
;zacod finnuq;il official, He expieaned the view thgt, because of the
liﬁiiod loaning authorization left to the Export-lmport.nank. a oredit

for a smaller amount than $500 million would not be difficult to

'tr?;ngo. - Towers helieved that this idgs shook Gaston. The Acting
" Director quickly agreed that ¢he'Export-Import Bank would consider an

appliontion fqr a smaller loan to be rnplid over a shorter period.

| /.
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Shortly after thia meeting, Towers, Raaminaﬁy and Wrong went to
) D .
see Tyler Wood. Towers expressed his dissatisfaction with the results

of the earlier meeting With Gaeton. Wood then asked Norman Ness, State

-
¥

Depariment Director of the Office of Financial Déiolopment to report °
about the intarview which, along with Willard - Thorp, t;ev had had with
Exnort-Imnort Bank officials, Ness stated that hg’believed that the
dfficials to whom he spoke would be willing to make available a standby
oredit of Szjofmillion if the Cinadians conld arrange a 3200 million
credit in New York and drsw $75 million from the International Monetary
Fund, Thourh Ness mentioned nothing about the term of the Export- ’
Imoort Bank oredit, Towers believed that the credit wou'd havé to he™
repaid in three years. Hé agreed that he would pass this nroposal
along to Ottawa, but he vas by no means aaiiafied with the talks to date.
Fe was convinced that Export-Import Bank oificiala had not discussed the

rd

Caradian exchange nroblem with the National Adwvisory Council and, for
that reason. he would have to talk to Frank Southard the following day.ll
In resnonse to Towers' request for further direction, Clark
telephoned a counter proposal. If the Export-lmvort Bank wag willing
"to authorize a oredit of $425 million, the Canadiana would be willing to
9gprgggh a New York banking syndicate fog‘:n unepeoified sum, dependent
unoﬁuraaaonabla rates, no furlier than January, 1948, Upon receipt of

L
such a credit, Canada would be willing to use it before drawing on the

Export-Trvort BRank loan. The rooaympntlferma'{or the latter would he
determined by the loan granted by New York bankers. but Canpada was
willing to commence nﬁ&menta‘in the third year at the rate of $75 million
and continue such a no]ic{ for two more yeara, For any amount borrowed

from the Export-lmuort Bank beyond 3225 million. suoh terms would

. ¥
b
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d;pend‘entirely upon ‘the loan application -to the New York banking syndi-
cate. If an Export-Import Bank credit was not forthooming, Canada
wou)d adoot "Plan A" of its import control program and refuse to make
further efforts to extend credits to other countriss. This provosal
represented the final £oeition by Canada and any further risks would be
considered unacceptable, This vosition was bresonted by Towers to
C. Tyler Wood at a meeting in his office on November 5. Rasminsky,and
Wrong nocompanied the Governor of the Bank of ‘Canada., Wood asked if it
vere possible for Rasminsky to hnvé an informal discussjion with a senior
Exnor?-lmnort Rank official. Towers revlied that this would be satis-
factory only if the State Department ggvn the.atrongest nossible support
to the Canadian counter provosal, Wood promiseg a definite reply would
be made to Wrong bYy'‘the following day. ) The Ambagsador added thet, if
negotiations for'the oredit broke down, the Ministers for External‘Affaira
and Finance would approach the Secretary of Gtate and the Seoretary of
the Treasury. This was tﬁa toughest stance taken by Canada duriné the
entire'pariod of negotiations. Towé;s noted tha; Southard had not

attended the meeting, but was convinced that his support was still
12

>

"strone and sympathatic gpwarda the Canadian position.
\Om November 8, the National Advisory Council approved a lo;n §f
$300 million £§fm the Export-Import Rank t; the Canadian governmcr'xt.l3
On November 16; the Minister of Finance, D.C. Abbott formally applied
40 the Acting Chairman, H.E. Gaston, Export-Imoort Bank for a credit of
SBOQ million. The 6urpoee of the lo;n was to help Canada to purchase
asa;nﬁinl equivment and rav materials in the United State~ to.maintain
a high leve) of production., Abbott believed that Canada would 3r§v on

P .
the oradit uv to December 31, 1948 and that repayments would be made in
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three equal i@stillmenta during }ﬂi third, fourth and {ifth years of

the loan. Abbott also noted that Canada would sell securities to

banks and other vrivate investors in America and thﬁt the proceeds

would te utilized before drawing on the Export-Import Bank credit.

Befo;e\{}nal arrensements for the sale of such securities had been
comyletegjwﬂg/;romised“to coﬁsult wvith the Export-]ﬁport Bank as to how
the procee?e would be n?ed before drawinz on the propoaed credit.lu

On November 12, Gaston replied to Abbott that the Export-lmport Bank
Board of Directors had approved his reques@ for a oredit of $300 million.
Such funds rad been set mside on the terms sugsested b& the Canadians,
but other conditions were included, A rate of interest for each
drawing on the credit would have to be deterﬁined,‘and a schedule of

the equipment and raw materials with the dollar amount to be financed
within each category wou]d‘iave to be establimhed. ’Gaston hopeQi¢hat
Canada would investigste a; soon as vossible tthe sale of securities to
United States' investors, encouraged the proéoeal\to consult before the
sale was completed, and suggested that the Exnort-lmpbft Bank would '

await‘rurther'1nit1ati€;a bafore a formal agreement was exeohted.lg\x

+

In anticipatigg,bt‘xhe approval of an Export-Import Bank oredit,
close consultation continued between officials of both countries. On
Novemher 10, Georme Bateman of the Depnrtme{t of Reconstruction and
Shpp{y met with officials from the Treasury Department Bureau of Suppl{k_
on the possibilities of the sale of ,trateg1§ énd oritical materials

to the ﬂnitéd States. He believed that, durinp the first half of 19“8,

monthly copper shivments could increase from 4,000 to 6, 000 tons,

mainly'by diverting shipments from non-dollar aress. Uhat he found

disavpointing was that Treasury otficiala vere not willing to absord

2
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the cost of American import duties. Copper was temporarily on the free
1ist but, unless Congress acted, duty would be reimvosed in March, 1948,
Without some additional price incentive, it would be ver,\,\g‘iifricmt for
Canadians to expand their production. A guarantee that Canadian |
'prodﬁcers would be paid the A\merican domestic price could solve this

. vroblem. But this oroblewf would hayd to be taken up with senior
Treasury of!‘iciala before the sale of critical materi%ls becams a reality.
Besidea this espect, the nickel industrv was suffering from a power

/\\.
ehortage which held back maximum production’. The lead and zinc

'oroglucers could enly. inorense capacity with more lab.our, more housing
and an inorease‘in prices. The demahd for aabes:li.os vas 8o larre that
shipments for stookniling appeared'out of the question. While Ambaasa',dzr
Wrong was not encouragedA by the talks to date, he was conv’inced that the
problems would be overcome in the near fuhire.16 Wrong also sugrgested
to Clark that the Ameriocan news media in Yashington and New IYork be .
given the text of the ammouncement of the import coniro].pronam and that
preparations be made for & press conferénce in Waahinpton to besheld
" after tha ;tnnouncemant. Fqually jmvortant for Congresaional committeea
1nveati¢ating purchases outaide the United States would be a table
showing the extent of aid granted to Burope by Canada since the end of
the \'var.l? A\ ‘
¢ The drafts of t;\e Canadian and Ameriocan aide memoires and the ,
proposed press release, to be issued by the §ecretary of State '\“when thp
S 'Cur{adiana announced the:lr import restrictions., were wri tten by Foster and
< Willoughby of the State Depsriment, 'I’hdy were closely examined in
Ottava and Canadian senior officials apnreciated the sympathetic tone

of tha drafts. For the most part, thei@?chamea were of a winor nature
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except for one item dealing with the honouring of contracts fer' U.S.

imports” in effect at the time of the announcement. Deutach explained
{

- ,"

"' to Wrong why this item had 'been del%ed from the Canadian aide-metgoire.
To recognize all contracts between Canadian and American bufinees

’\ interests for exemption would nullify the purpoees of the reetriotiona.
The Canadinn governzent was prepared to oonsider individual cases of ‘

tardship. ' Am an example, American manufacturere under tontract to

nroduc'e articles to Canadian specifications who proved that they were

fl

! unable to sell these in other markets would ‘receiva sympathetic Ct
| ‘consideration from the Canadian government,l®

) On Novembei' 11, Foster and Willoughby were given copies of the
2 revised drafts by Wrone. The Canadian Ambassador told them that in the

evant that the Export-Imnort Bank authorized a credit at its meetine the °

r- . , : o [
-5

next day, it'was likely that his government would adopt "Plan B".

Wx‘-ong wAS oenvineed that both State Departmen% off‘itciels were pleased
witr this neva and wou’d urge aenior officiels to aooept the Canadian

¥ amendmant remrding contracts., Wrong‘ pointed ont that Willoughby

had made several revieions in tl?e original drafts and Ottawa efﬁciala
found that his changes were slnost identical to theirs. The press
release to be' fssued by the Secretary of State vould nave to be altered
ag W@'l]o;ghby "had only learned the day before that the Canadians ulanned
ta announce bo'th the mncrt reetriotione and the eizning of the Geneva
Agreements. on the same day., The State Depa:;tment had n_lreédy prepared
their press releases’ on }:he Geneva Agi-eefu_ent,e uhien :Lréuded ‘referen_oep ‘

o _ “to -the concessiom g;anted’;by Canada. f\}hhoughby pointed ‘o.pt that he

N

4 )

a4} and Foster would have to alter their releases sp that their announcements
. « .

would reflegt the Camadian situation,}?  /

. v
. - t -
‘ - //
., . . : : :
\ .
, :
.
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. The exchange of aide-memoires was maée necessary by the fact
that Canada'Qaa breaking the United States-Canada Trade Agteement of
1938 by imposing import restrictions. The United Statas was ag}eein&
not to invoké any penaltiea during the interval before the provisional
comine into force ‘on January 1, 1948, 'bf the Genersl Agrenmeq§ on
Tariffe and Trade which would replacdé the earlier trade agreement.
Ottawa accepted all the changes proposed by the State Depavtment.zo

| Willoughby and Foster sugrested Qeveral additions to the press
release to be announcad by the~Secretnry of State on Tuesday morning,
‘November }ﬂ.tthe day the 1mpoﬁt réstriction program wou?i begin. These
inclnded racené figu;es of Canadian trade with the Uni?ed States to
emohasize Canada's importaﬁce ags America's most important ouatdﬁer and
an eatimate of the current rate of the trade deficit was set at $1 billionm,
Willouvhby also augneated that a general picture of the import reatric-
'tiona ahou1d be included ané after consultation with Ottawa, theae were
incorporated in tr;f;reas release. He also believed it necessary to
exﬁ\aip Art?g&e }2 of fhe Geneva Agreement. This article alloved

countries to imoose import restrictions to conserve foreign exchange
reserves, and was the lékal'mecﬁaniam which allowed Cahada to be a
aignatory to the Agregment and. at the same time, allowed Canada to tako

such messures for a brief time-and still remain 1n good standing. F%

-
L]

was Article 12 that was indicative of the kind of;:ompromiee necessary
<

to promote the return of a postwar trading world of’multilataraliam:

willpughby also felt that it was nedeaaary io include réggrence to the

loan from the Exvort-Import Bank, as thé’Bank was planning to make a

statement on the same day. ' Canada conourrad with these huavoatlona.zl

M
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Wrong warned Ottawa that the State Department wanted no direct
reference to a new t‘rade agreement in the Canag!ian announcements.
Willoughby feareci that such a" treaty, with far-reaching implicatjons
requiring Qorm,reasional‘ approval, could be embarrassing to his govern-
ment., Willoughby suggested a’sentenée that Wrong found too evasive.
Tha Ambassador suqeeate;i that Canada ocould make/a statement expressing
their hopes for such a treaty, while leaving out any reference to cons;ﬂ-
tationa with the Amarican sovernment. i Ottawa incorporated this idea in

22

their announcements,

Wronz also learned that on Tuesday, November 18, the same dgi_g_ﬂ;:_ -

By

the simultaneous announca.menta,/%e/ é&mi’;m led by Paunl
Nitze m;\xld, be prepared to discuss Canadian m‘pp]i'eq for the Marshall
Plan, VWrong, reg&ortiné’on Novembe‘rﬁn, added that the State Department
hoped that Canada would arrive with full information and be ready for
ao;'ious negotiat:loms.\23 Y . b >
One of the qador reasons why the import control program

initially 'gain;ad favourable reaction in both countries was due to the
timing. . In the United States, besides the preaadrelensea iepued by
both the Secratary: of Stage :a.nd the Export-Import Bank, President
Truman vigorously attacked inflatiop in an address to C'ona'ress on
‘Novamber 17. Bis measures/for the control of inflation diverted -
attention-avay from the 6; xdian annoumcements. it press conference
the followine day at the.Canadian Embhssy, Wrone reported that Ameriocan
reporters preused' most i'neiaten.tly about two.items. The first dealt
"with Canada's ab}inty to contribute tc’ the Marshall Plan; the second -
vith the atepa that both countries m: phnqinn for "maxiwum oconomio'

co-operation", To the first, Wrong assisted by Rasmingky, ;'ofirred to

s
n
- <
N
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\twenty-t'hrea waere succeasfully concluded,

69

Canada'a record of pgétwar finanoial assistance, the Canadian loar’ to
) »
the United Kingdom still in effect, and the oredits to other Western

European countriea. To the second, both spoke in generalities of

Canadian hoves and sBecifically avoided any reference to a comprehensive

trade agreament. . The oress releaaga issued by the Secretary of State

”

2h
and the Export-Import Bank were only briefly renorted.

Prime Minister King, who was in London for the Royal Wedding,

mad'o the anno\moemont‘about Geneva Agreement on the eve‘ning of

November 17. Kine noted that the: Cend ]\Agreement on ’I‘ariﬂa and .
\

Trade, aigned on October 30, involvad twenty-thrae\cou\triea and one

hundred and twenty-seven separate negotiations, of whioh, one hundred and

As Canada derived nearly one
{ \

' third of its national inocome from extérnal trade, the re-estavlishment

of multilateral trade by virtue of the Aareement insured that Canadian

f

axporta would enjoy a larger and more equal access to world markets than

ever before. King also mentioned that sev emexrgency measnraa.

because of foreign exchange pm/ blems, would he announced by the Miniater

of Finanoo later in the evening. Parliament would be asked to lpprove

these measures when it aw: December 5. 25
: D.C. Abbott, Minister of Finance, made his radio broadcast

suitably sombre. }

\M‘ter rnviev;ing the reasons for the loss' ot‘o'xohange reaerves,
the government'a expoctations for the Gepeva agreements and the Marahall

Plan, Abbott turnad o f‘nur meagures that wera hoped would ahupa the

future. The first was to expand production for export,tm the United

o Stateas" “the aeoond involved m'gator developmmt and nroeeaaing or

natural resources: the third nnticipatcd s bcttar balance in the

. { \ (

<3
.
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i .
branch vlants Jocated in Cankda; and the fourth

operations of U,S,
: L3

ocaused onnaiderable oconcern in Washington. This measure involYed the
yment of a subsidy to the gold minink 1ndubtrylto help defray*rising

ooeta-au5~to stimulate production. To that end, the government was

pfepared io pay for a three-year period the coats of additional produc-

tion, beyond the amounts produced in the year ended June 30,

I

1947, The

aubaidy vas to amount to $7 for each fine ounoe of additional produc-

[§
measures oou]d‘take effeot. however, it was neceasary to impose a

program of temporary restrictions on importa, on pleasure travel and

apply special excise taxes on consumer gooda,

ig; , Controlas would he anflied in a variety of ways.  Control of’
B 1 :ﬂpital goods. such as machinery, equipmapt and certain raw q}tariala.
)‘N would be under the autho;ity of the Minister 6? Reoonétrnction and

Supply, C.D. Howe. " Hias job was to conault with induatry to examine
what nlans siuld bq doferred or postnoned to reduon the drain on
Canada'a exchange reasrvea. Some consumer goods would be oomplataly
prohibited, ' Items such as Jewollery. oandy,. noveltiea. typevritera,
radion. refrigoratara. wvashing machines and furni re would bo nlaoad‘

oo in thia cateory. All motor vehjcles would alsc he effected in this

vay, but later it was planned to place this item under a restrictive

¢
quota system. At the outset, certain classea of gooda would by placed
. ) under quota featriotiona.a/,Thaua included- oranges, grapefruit, lemons,

fruit juices, potatoes. aoplés and onions. Moat canned gooda and out-

of-geasch #Fraits ond vemetablea would be completely probibited.

s AN e,

In taxtiles, oxoeptggggrx cotton and yarna, quota uould apply.

Quotas

vo“]d also anply to all leathera, all kinda of foo voar. Rlovoa. louthor
| 4

o p

W =

tion. Before the Geneva agraementa, the Marshall Plan and thegggigur n

e
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garments and lugrage. Quotas would also anoly to a variety of items

G et R AR 0 0

-

7N
including c¢locks, watchea, cutlery, gemea, toys, apoqping goods and
amokers"éupplies. The quotas were set for each group of countries on
the baeia &? twice the vrewar value of 1mporta, axoapt for the textile
quo ta, which was set at QOOX of prewar valueas, Canada's trading

r

partnera wculd be divided into two ‘groupa. The quotaa would fall moat

e,

heavily on the firat group. Countries who demandod payment iw U,5. //'

« /
dollara and vere not short of dollare were included in thia aroup. /

N ! /

' Al\ other countries would be placed in the second grpup.  These wef@ the

o

ones that were short of dollara and. aid not demand payment in dbllara.
Trade,would be encouraged with the second group as long aggthei! importa
ramgined below the quotas. Goods in transit to Canada uould not -bve
affected by the ggptrola. but gooda on order .would not“hg,exampted.
Travel raétrjctiona 1nc]udod~an annual quota of/ilso.per persqb\
for those viaiting 1.5, dollar areas. Exemptiona‘vpﬁld'ke considered, N

~;

on an individual ‘basis, for reasons of health, education or buainesa. q

The travel restriction was aimed at curbinzg Canadian apending on pleasure
travel s
Spacia) taxes nn durable consumer pooda vou\d apply to iioma «

4

which cantained a larse portion of parts or materia]a from the Unitad
Statea, A apeoiAI eXbise tax of 25% would apply to sporting aooda.
butb;ard motora, pleasure boata, fi;eirma, oil)l burners, motor oycles,.
muuicg] inatruments, 3‘§erna.'rnd;oa, phanographa and moat typesa pf '
alectrical @pmofénpliancaa; Where ; tax of 10" already ekisted, it
would ho rai%dd to 29f D In the chae of automobiles, the \asl;oul? be
rajsed from 101 lo-zst on the value up to §1 ?00. with sor applying to

the additional value up to $2,000 and the reat on thy excesa ojor $2,000,
)
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a nrnpa seemed to, he !:avounhLJtcs the rn\ri tionas Re noticed, )\,owevu,f "
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These taxes vou]d apply on t}~e manufacture\r'/s prices and were desiened

K

to limit pux‘chaaea an t.hese gooda rather tha raise revenue for the
N \

Rovernment, It was "also deei;med to re&uce the steel and ot.her :lmponed

+
¢ A

materials which wera contained in° thaae gbods. \d\n addition. domeatio

s ~

'
»

production aof theae items to fill the aav wpuld not. ha permitted.
Tax reductions wou)d also apply toja 1imited number of items :

rurcha8ed by all Canadians which would result in lower prices, Taxes
A '

verae -removed on sugay, electrioity, ;zaa and tea; and taxes wera reduced A

. R . ) N , - .
on coffee, : T . o -

oy

. . i \ - i Aen
As in the case of budret propoaalsy a special bill would ba%

Y
[T RO WO

/ F

introduced at the coming session of Parliament. In order to avoid l\‘
wq‘ian of the restrictions, the provosed measures would be made

»

t

affeo tiv&\x from midnight of Novembnr 17 \mc}er the nrovieions of the | 5
Foraum ‘Fxehanpe Q@trol Aet, -The rr‘inia,te? of F‘inanco also explained ,,/
that Canada had borrownd $300 million h'om the Export-Tmport Bank to

lesaen the aoverity of the. restriotioﬁa and to avoid undue dielocaation. . o
or the beth Amnricam o:Znomy in na e!‘(‘oﬁe to reatore qconomic L v i
atabi nw 1n,‘¢?eatern Eu ’ =

pe.\ Be algg addad thnt Canada vonfd aeek ‘ ‘
(‘urther funding in the American markot from nrivate inveators,
D.C. Ahbot.t c\oand hia brogduan b-%jnphaﬁ:ina the on-pporativo .m- . o :

tudo of ?ho I‘nitq‘d States and tha't the reatriotive measures wo\nd e ,

' 26 -
mmoved 1uat. a8 socon as oiroumat&ncea would nermit, < ”)

J -

writinw from the l\marican Embassy in Ottawa on November 18,

Ambaandor Mhorton noted that themmornl reaotiqn or t)ao Canhdian v

-‘" ‘

that the mld -ubaidy had bmm given omaiqornﬂe promimnoo.z" _ On

!

Novombnr 20. th\ Cnm\dim Cm\aultte Gemml in Nw York reported to !

, l . w‘ -g— - &
- K , . . . .
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Lester Pearson that both the press and American exporters had accepted

the reatriotioné“aa'dneyi table under the oiroumg*‘ancea."but hoped that
they wonld~be .%empérary.ze On thd same day, an An;erioan Enbassy
official 'h; ;)‘yfawn revorted to Andrew Foster at the State Department.

He obaor;igd that the Royal Wedding h’ad’ knocked oéverage of tr;e reatric-
tions nff the front pages of the riever;apers. He was convinced that the
Canadians had eta\cen this into corsideration in the timing of thair
annot;ncemen: b,v_Abbott. ge reported that there )(ad bea;nﬁ no aerioue
opppsition tz the restrictiora. The only debate oen€red around their

duration. ‘However, the major point of the letter was to report a
\ d

priv;te Ioonvcra‘t%ori vi-th.. the Miniater 9!‘ énanoe. Abbott admitted
that he b’elia\;nd that Canada was part of Amerioca's economic orbit and
hobed that'tho United States would continue to be helpful. Abbott was
ref‘arvink to the oxpvﬁded use nf Amari can branoh vilants to export to
dollar areas. M\bobt Fointed out fhat ¢ J. Vowe was very confident .
about bia ability to 0enm.mmcz« nev and existimr bmnoh vlants to direct
their nroductipn to dollar markots,» whnt tha enbassy o(‘f‘ioial found
8o 6noo:xré;riﬁg m.u' t-.ha.t' both Abbott and Pearson, in private conversations,
racopnined thut integntion of Cam\da into the \merioan eoonomio sphorq

’ \J

vas inevi table and t?\at aoonomyo dove]opmcnt was dependent on U.S,

'aaaiatanco.9 i _— s *

-
L

That Cnnadiam economic davelopment vas denendent upnn American

9hodwin wm hro\mht homa once amin on the avonim of Novembor 19e
3
Willard Thare, tha hepntmnt of State Asaiatant %oretarv of State for

5 e

- Eoonomia M‘n\irs. t.ohphomd Ambuudor Wrong on behalf of tho thioml

Advisory Cmmaﬂ" Thorp nquened &« pmpt meeting to d:aoqu “Whe

Canadian prorosale to subaidise 1dditiom1 produotior ot gold. The



. u M
¥ . . 7 )
Assistant Secretary ndded that the Secretary of the Treasury anfl the

Chairman of the Federal Reserve Board wereAparticular{y‘diaturbed at the
poaaib)e oonaequence; if such proposhls Qeye aoteé upon.. Thotp added
his own dbjegtiona. He pointad‘out that Ether leadivg fold producers
might follow Canada's Jead, which could result in a revision of the gold

buying policy of th; United States. Alson, he believed that labour and

%

‘ sunnlies should not be divertg@ from other forma of vnroduction in order

_to increaas gold suoplies. Ambassador Wrong contacted Mr. St. lauremt,

the Sacroénry of State for Fxternal Affaira. early next“moinink. Copies.

"of the message were quiokly delivered by_hand'to“tho Miniétora of‘?inance.

Mines and Resources, Trade and Conmerce and the Govermor of the Bank of

Canada, which indioqted the sericusnese and urgonoy thaot top Canadian.
\ 5

offioiilJ attached t§ Thorp's commontu.B' . ‘ '

-/ t v -
One. dnv-lntor. on November 21, Clark, aocompnniad by Ambasdador -

" Wrong and another official from the Canadian Embassy, met with a group

of senior ofricia{/,from the Depnrtmsnta of Stata and the Troaaurv and

thq)?adnral Bycerve Board, This meeting was held at the Treasury

) Devartment in the ‘office of Frank Southard, He wam aéoompaﬂied by two

assirtants from hia own office, Eddy.and Hebbhr&. aé well as AN, OVQQPy.
Fxacutive Director of the International Monetary Fundi J.B. Knapp,

Assistant Director, Division of Research and Statistics, Fodoial Reserve

- H : " -, i
Board and Norman-;;::\kgtata Department Director of the Office of ¢
Financisl and D;valopmon} Polioy, . > -

N

Clark onennd the diaougainn with a vigorous expositign of the .

- reasons for the mold subaidy poliocy. Re sooke ‘of mold cxplerttion as

thd dynamio force vhioh had onenod up the Cnnndlan north and lod to ¢

tprthnr discoveries of important base metals. Durina thn VAT, gold
N N . . 4,

S
-

%
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production had decreased. There was a short posfwar upsurge,vbut this

wag.reversed when the dollar was reatored to parity with the U.S, dollar

1946, With olimbing producticn costs and falling dividends,

. * :‘ 1
not only weare Canadian goldyproducers demanding suprort but, most

in July.

important, the further opcniha of the north was jeopardized: Clark
. *»

Believad that the nrovosed subsidy waa a mqpcrate incentive and would

-

only keep the communities dgpandent on gold vroduction in subsistence.

As the induatry was working well balow capacity, the diversion of
‘“
capital would be slight, and lahour would only be inoreased’ from 18,000

to & maximum of 25,p00. : \
. Southurd waq‘the rifht u, S offioial Eo begin the questioning.

Hc noted vhat. kiven the 1mportancn that Ameriea attachod to\therpriee of
gold, any action taken by a major nroduoar such na Canada was bound to
*

attract attention. He believed that other foroikn produoears could well

feal justified to follow Canada's policy of subsidies, lUmited States

gold prpdugera might also make similar demande upon their fovernment.

Southard ¥as also concerned that machinery imported from Khorioa for

~

i;crouaed #gold produotion would be done at the expense of other types o?

mining operations. ’ ) ’/ »
Overvy roforred to the talks hald in January, 19“7. with Bryoc

.)l'
v

and Parkiraon and that both varties had agreed that aotion on gold

suhaidies would not be taken vlthout cloge oonaultation.‘

-

1.

‘Clark- tried to avoid thﬁé quoction hy olaiming that these. ) )
dimcussions was rtlatod only t\\oromtum nficnu for gold and the mnrked o
dtrrnrmon in gold produstion in both soountriea. "

Knapp reacted to CIark‘a atatemont by atnting that he bclievod

2 that thtrn had been donaultation on the gold |ubaidy ;a part‘:: tho .




diaousaiona‘l%ﬁding to Canada's import restriiction program. As this
§

did not avpear to be the case, he was surprised by Canada's proposed
gold subaidy. As America puréhased all gold production, thus hg]ping
countries srort of.U.S. dollgydf‘?t a]s? ﬁlaced in lntionqry pressures
on the Americnn economy. # Fe did not vant foreigm gold producers to use
this as A means tb force a loan from :the United States. Southard pfcked
up on this point by adding that he doubted if yho United States could
1uat1fy tbe purchase of subaidized gold.

CIark reminded the U, S\ offioia]s fhat Canada had alway been a
staunch ally on the queetion of gold atﬁbility. but the deolining
positidn of the north had left the goverament’ with no £1ternative.
Southard noted that while the proposed subsidy mirght be good for Canada,

)

#old was a major factor in world economic stability. As such, Canada

L]

would have to find a better,exﬁlanatiﬁ; for ita'pol;ox. ‘No?a doubihd\
that the suhaidy vould really atd future exvloration in the morth.”
0 crark pointed out that the recently adopted 1mpor& reatriotion

, program vah severe and the nroposed subsidy was a atep te make it
aocaptabIe to the Canadian nedple., The U.S, officials were not . '
1mnresaad.w1th this noint. eapaciallv when Clark mentioned a moment

later that the opening of the north. rather than the exchanpe criaia.

: ’ was the only rationale for the gold subsidy volioy.

e Ness summed uv the ponition of the United States. Rerardless
! oq(gny\ccnnominta concept of the Rrold atandard Amer"n had the responsi-"
[ bility for usinn fald a8 an ins%rumant for atnh]e relationahipa between

countriau. \e the Unitad Stntoa sins the only gold purohaning country.

*

go1d cou)d xlso be used as a manna to force a loan from America. VWhat-
ever bonerita the vroposad subsidy vould bring to Canuda. it'vou1d'ha€o
. o joroo \

. .
o ' ' ¥
\ N f

L
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. defini te repercussions in Ame‘{ica and could alao undermine the concept

o of international stability t:led to a fixed prioe for gold.’n\

Wrong believed that Dr. Clark's exvlanation had 1ittle hbve of

changing tha atti tude of the American goverﬁme‘nt on this 1nuo.32
Thres days later, Wz;ong pointed ocut that, Althougﬁ the mattor‘ had already

been discussed by the National Advisory Council, he expected that further

, )
¢ consideration would be given at the next mmeting within the next few

33,
days,
eve -

8

Cn Decemb’r 4, Tyler Wood, Deputy to th,e Assistant Secretary of
State t‘or Eﬁ)omic Agairs. asked Wrdmt to come to his office for & 'brier
RV ‘mootlp i Besides Wooé, Norman Ness vas also pyesent. Wood wasted no
timq in émlaining the official Position of the American govor.r.\ment
objegtion to the p'ro'p.oaefa go0ld>subsidy, This position was also that of

the National Advisory Council, The American government was oﬁpo‘aed to
. . ' o] . *
the subsidization of gold in any form, and it would-be necessary to °
1 ‘ )

’ " issue a public’ statement which would include a specific reference to the

}
' Drbuoaed Cam:ua.n gold subsidy. TFurther, Overby, the United States
' Exaout:lve Direotor ) 'the Iriternational Ncmetary Fund ( 'IMF) had been
formally inatrﬁxctad t oppo;o the propoaed subsidy ab beinf & violation

1or th. Articles of Agreement of the IMF, Wood also explajned that
uvera.l \U.S. govprmot!t officials also proposed the possibility of stop-

ping the buying of gofd. Wood. felt %hgt Canada should be aware that

_§h&§ issue vas givon‘se&',gloua considaration. Wrong vas thin)fippoof
seking food if thb'idea\;hﬁ related to the biying of all gold, or just
subsiddsed gold. He decided to sccept the statenent rather than mu
this que;tion. Wood added ‘that thias decision was given in light oI‘ thc
fact that the Caradian pcrnament was to meat the f‘onqwim day. Wrong

*
>
. . ‘ ' . or \ L3
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tharked Wond for his frank atatemet:t and assured ,him that Ottawa would

-~
P i \

be informed immediately. Wrong also pointed out that, if Cenadian

officiala decided in any way to alter the method of gold subsidizatien,

the United States would be corsulted. VWrong emohasized, however, that

discussion of the issue was confined to the JMF and would remain

a e e LORTTIERY T, M TR SRR TN TV ) <t
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/auoh
, untﬂ the. Fund had reached a deoision. Both Viood and Ness agreed that
the official 1,5, government poeition would nnt be made public until the -

Fund's decision had been rgached.au, . _ ‘ -7

h .
Louis Rasminsky, Canadian representative on ‘the IMF, vas to

+

T B R T TR S O e Y T
N

o

carry on further diacuasions with Overbdy. Giark despatched instructions
ag a result of Cabinet conaiderations. Rasminsky was instructed to

make it as clear as possible that Canada did not consgider su‘naidizod

\

. domestic gold production to be 111egal under the Fund agreement. How-

%

ever, since Clark's visit,. Canada had coneidered various alternative )

. 4 ,
" forms of subeidy which could be accaptable to both the IMF and the

im e 4 TG BT T R LT TR Y
T

‘Canadian gold ind\mt:r'y.35 Rasminsky was also given a summary of 8 W

e T i oo

. brief presented by the Quebec and Ontario mining industry, which.
; P ,
Their views

indioated that they relt that the or:l.rinal gold auba:ldy oroposal

presented on November l.g\iou,ld only produce minor bemi‘i'm.36 The

»

vroduced 86,3 perchnt or total eanadian gold production.

original purpose of Raamimky' B visit was to discuss these alternativea

g RO 7 i T SRS AL AT

w-lth IMF officials. However, as the National Advisory Council had

sam e

| . ” ,
_ . taken tho position.opnosing duy form of subsidy on zold and ‘was going to

'1ssue a nublio statement outlining the mnce of the United States ).

3

govemment. the purpoae of . Rasminsky' s viut aoamad to Ve mtne. '

Clark 1n9tructed Rumimky to meet uith Overby and £ind out ‘precisely

~- oW .
, the wording of t?e NAC ctatm,ent and astablish how soon the utatement -0
! . . ‘ o .

' “
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. , “ . e §
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1

would be made public. A° clearly worded statement would allow the \

gRovernment did not llke the proposed Canadian gold subsidy. A Canadian

inatead h¢ confirged thay the Statp Departﬂent had called in .thebCanadian

Amba.gsadpr in Waahin to "protest" the proposed subsidy. While it is

impoks{ble to ueeaa vhat effects Abbott's statement had upon the issue,

Clark told Wrong that he felt that the comment may have halped the N

Canadian p:m.it:lon.38 .On the’ wbola iss};e, there was some conflict petweon

the Departments of‘ State and the 'l‘roasury. w1thout the strong aupport of

the State Department. the oventual gold subsidy program would have heen
39 a

*imposeible, . . . :

On December 10, Rasminaky sent Clark a copy czf the proposed
public statement to be isasued by the IMF.  Althoush the statement made
it olear that the TMF did not favour subsidies for gold subsidies, as
they oou]d und ermitte oxchame stability, any oroposed auboidy would
depend uv(n/oonaultation upon ‘the mpeoificl of the measures to bo intro-
duced. Most 1mportant,;for Canada was the fact that the IMF uoulsfaudga

Jv.
a propoaed subaidy based upon the oircumstances of tre partioular caae.

C4f 4t did not und_gmino the principles of the F\md’ In addition. the,

b .

oublic statement made no mention of Canada,
At its meeting on Daoambg:'ll jthe Gwadim Cabinet agreod thht

the - roviud proboula f‘or auiptlmoo to t\u gold mining induatry be

W v . . R .
. . - . N
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\ . . .
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- approved and announced-in Parliament. On the evening of the same da.y,

the Minister of Fipsihe announced in Pariiament an outline of the revised
. e . -

proposals. 'I‘hrourd\ the Department of Mineé and Resources, the government

vroposed to' make a payment to uoh,naldtmine to help defray its increasegi
costs of ;)rttduction. The payment woul'd be paaeﬁ upon hglf the.amount b&
" whioh & mine's current cost of gold production excesded 318 per fi;a
‘ounce. This would apply to gold produced that exceeded two-thirds of

the base year ending June 30, 1947, For new minea. the payment would (

-

apply to tHw entire productior\of ‘» firet year .and in the two
aucooading ,veara on the amount tbat excaeeded two-th:lrds of the first
'yenr' 8 production.' Other detans of the Iorthoomim lTegislation would
include definition of the term "cost of nroduotion" and wop?d limit }nm-

ance only to éold mines rather than mines which produced &01‘ as a by-

product, ' Payments wohild apply to production after December 1, 1947 and

42

would be grantod;"/for three yeax’-n. At its meating on December 1R, .a

/
draft cointed bill was subnitted to. the Cabinet. Notinq the revisions

!

included by the Miniatera of Finance and Juetiaa, the Cabinet. approvcd

the <11. aubject to uny viewa oxprenod by the Miniutqr of Mims and

" Rasourcas, Subjeat only t\thin limitatioﬁ/ tha Cabinet agreed that the

bill should be 1ntroduéed in 1’arlimnem.“3 'l‘hua. the govammm hoped

to recouati tute Canada's depleted gold reserves, \ S -

“ o )
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CHAPTER IV . : o,

e e 5

i

{ - Two other aspeots of "Plan B", ti\e vroposed Trade Treaty and
v

} s . . [
nilabilitiag. for the Furopean Recovery Program (ERP) remained to be

7

-

investigated: by the t‘amdiu{ .

’l ‘~‘:
- It was the Canadians who had aunaatad a ‘l‘rade Treaty whioh / ™
‘would carry the Geneva trade conﬁerenon tari!‘f' ocuts a stame further, -
,{

| v inocluding the-free listing of a Fonaiderab]e number of 1items. Suéh\
" 'br;-oe listing was not “poaaiblo at Géneyg becauce of the limitation on the
Truman Administration'e power under the existine Trade Agreement legis'ln-
y tion. United States officials, durina the talks in Va 1o ot e
om'l of October, had asked for a st of items which the Oanadians would
seek ar ooncesaions in the Amerioan tariff. It was mipged that ’

( k /I{omr Ft;ic. éqmmeroiaf Attache at ihe United States Embassy in Ottawa,

would 1““ vith Hegtor McKinnon, Chairman of the Tariff Board, and

g

John Deutaoh, Director of Economic Relations, Depertment of Finange.
‘ The meetimu)ru held early in November in Ottuu. and Dm:taéh ‘and
{ .7 MoKinnon made an oral ntatoment o!‘ the itema But emphusized that thoy
ahould be oonaidored on\y Y] 1nfoma] and unofficia) and not as a .,
e compljeta or fina] oropoual. s 'I'ho 1toma were 1noludod under five haadingoa

| Agr:loultura. Figheries. Forut, Produc ta, Bun Mnta\a and Manuruoturec.

~

nnm Asricul ture vere included mtu’.. seod potaton«. ficld seeda, ogrs,
- 1ive and dreased poultry, tumipa. hw ah@ nuw. Undar Misheries e
vere included "sl) important rm" ‘ unda\r Fcrnt Products vere '
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included lumber, {looring, shingles, plywood and veneers. Under Base

, Maetals were included aluminum and "other base metala",

1

-

Goods were included certain categories of heavy maohinery.‘u

’ 3
chemicals, certain fertilizer materials, a selection of fine papers,

millwork Aand selected building materials,

fPinced on the free 1ist, or to be free of all dutiea.

MoKinnon also hoged to arranke for reoip
and certain items of machinery.

and asaured the Canadian 6!‘!‘101;,&9 that the items would only be conaidered .
- : , ‘ A

as being illustrative .l

Fox took

All these items v‘ere to be

De\.\/‘teoh and

mo:ty on primary iron and ateel

otes during the disoussion

The 'major reason that the anadiam; vere not

ertain heavy

Un?; Manufactured

vrapared to enter forma) negotiations was noted by H.R, Kémp, the Director

of the Commeroiél Rolattona Division of the Department of Trade and Com-

meroce, °Roanroh vag mn incomplete on tho purtioular induatries that

could dqvalop oxportu !‘or the American uarkat.z A foroout of thc kind

of trouble that wld be encountered in !‘oma] nogotintlonu by the

Canadians boonma ‘evident at Favam, Cghn, whers the Geneva trade oonfer-

ence had reoonvoo{ud in November in hopn of establighing the Intomauonal

Trade Organisation. ‘Just as Cavada and the United Statea stood united

on a varict& of issues, in particular that of quantitative restrictions,

they also had a few major differences.

£

The Camdun polition ‘that vaa

oppoaod to ngrioul turnl subaidies was almoat the diroot oppoaue to that

of the United }htea./

\

W

\lillard Troxrp, Anhum% Snorqtary of Sht' for ~

Fconomio Affairs, wap 80 qonoerned that he informed Aubuud?r Wrong about

the divuwmoo of viwn.

He hoped ‘that & rnoonoiihticm ‘oould be eatab-

 lished, “'l‘horp pointod out that the U,8, dilmtion vas not acting on

’ 1mtmot1unu h'om tho Sooroury of suto. as. the American ‘position was

really controlled by aots of ‘Conrréas.

i
i

i .

f i

Thorp asked that .an skpert from

;

o

3
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Ottawa be included in talks eohoduled_for the laat day of Da—éamher.

Wrong believed that the Sta.tqll)apu'-tment would like to see Téutsch if it
" aould ba arranged, nn(} noted that this issue was a cause of real concern

to State officinls, as the powerful mrionltxxx:al labby in Cor:greu

wielded conaiderable influence.> N

Another thorn- in Canadian-American trade ralntiona was tha habit

of %hé 1,3, Cuatoms Adminiatrations to include Canadian taxes in the

value of goods imported into ‘the Mnited States. Poth Kemp and the -
~ .- Danuty Miniatar of National Ravenue, Navid Sim, noted that the Americans
by virtue of both GATT and }f\« draft Charter of the ITO had a commitment
ta got Gonéoa;ioppl approval for the necessary amondm;nta to their
Cuatoma laﬁa.“ Sim bhelieved that, if wroné‘a pasaimiam about the
Anerican proapecta for-amending their Custom lawa turned out tol\ ’

prophetic, then Canada should reconaider its poaition to change ita lava

o c" in ngordnnogvith the firade agreements reached at Ganwa.s )

State Department officiala had their doubis about the proposed

trade treaty as vell, x ‘vphoned MoKinnon'a and Deutach's u(;gguﬁom

: to Wuhington.6 . '\n—d;w Foator bclievcd tha/t auoh a treaty would never
fet avough ‘aupport . to baoomo a fact, Re 7(1.«:1 hcw‘vcr. that the Com-

. mexcial Pol 10\' Diviaion waa ocmduo;;nk & technical atudy on the aubject
u:d that Pw\ Nitu and Voodtmm? Willoughby felt that the matter tho\ald Vi
be u;lom.? ‘But Nitae bcnaqu um the i?am rnporhd |\, Fox would
alwmply not. et thro\\gh Congress. Bu\. whataver the du‘fio\al uu. heé ' °
Mlhvnd /hn the Camdiu\ propoun could work tovard “the nmt et‘fwt\vw
uiil ianion of the Toncurces of the North Anerican cominont“ .

/ " On Deaember 1, Willourhby visdted ottava, Mo sav:Clark and -

‘ Rauin;km ¥When Willoughby uased u{ﬁm “"guatoma union" it \s_m\\m’\

| ~ ST T - T,
i i e S
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a atraightforvard raspm\ae.n In tl.\e ori@na] discussiona in Vaaﬁingtoﬁ,

‘ MeNinnon ami Deutach pointed aut that such a term would bring an fmotional ﬁ
reaponge in Canada heocaunae it' uo\nd be interpreted aa abandoning”the
Empire and constitute a long atgp in ﬁha,direogior{x of pagiuoal ’a:b‘ac;rp;
tion by the ﬁm ed@’Stn.ea. Clark atated that a auatoms union would be

unacceptable becauss it would involvé raising tariffs against the Trlkted

Kingdonm. - Ramim;ky obaerved that Canada would be an unequal partner and - °

’ would have to adjust her tariff to that g/ the Un;tedrv“\shteaii ygnongw
_ lac aaked ‘Clark to keep ,l)alﬂ'infom;nion about the pron?;ed tra(ic treaty

uorn.‘ ) 'I‘pela’aoohto (;Mef ot)tﬁa Diviaion of Commeroial Po-ﬁoy LU

vo\rﬂed that the Miniater of Finanoce wonld he aaked queat}cua in the House -

. -of Commons when ha imtroduced the emergency exchange conaervation bill on

December 12, Uu]dughhy feared matxf Abbott mentioned a new trade

3 .° agreement, the Revublicana and Damoefat \p“lé take oproalte aidea and

7 = @

dwol,op it into an eleotion‘:iuue. Clark amﬂl to du!‘t a natmm\ -
(-

7o

; o . to be uaed by Abbott for a\mh an ovoumant\v and wbnn it to the State

x L Dcpartmnt.9 Clark aent a draft to Vronp, who passed 1t on to the State

\ Dipm Willgughby, Foster and Waod exanined the draft and tomed
- . - ¢ . g

dawn the yording. ‘Wrons mamahd to Clark that 1t would be wise to
I acacept the vordim. especially bor\oro they had appm&ohad m O e~

S sional’ ladora of the Republican Party. Vood tald Vron that Smtor

3 a Vundanh\mh the Chatrwan of the Semate Fon?m Relationa Omuitur. and
, . s _
Senator mum., Ohaimn qr the.Senate. l‘immo Go“i\\o@. wauld ha 1

approuched \rp I‘ollo\tim \uﬂt.np le umcd to anc‘a aum\ion.u ' ‘ |
The Awerican buainess ww.\ul\y taok m actiye intereat in ‘6\‘

propoasd irade \m\y‘ 0;\ Dconhor 12. Ardrev l‘omr moivad a . .
R ‘ \w\ophom un from Nr, C.he !nauln of \M\ hrcim Rolniom Dtm\mm, .

, b
. ) , ) N : .f@
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. that the xport-Imnort Bank crodit was desimed to c\B-ordina ] their

¢
production facilities and eventual)y lead to a frae-trade status between
both counti’ié\es Foster rapliod that, ns far as the State Dapsrtment

1 -
‘'wag conoemed no uuc‘n program was under consideration. Four days

source. ssked if thera was any truth that the

later, Grasselld, referrinp arain to an updat’}g\:ersi,pn of tho same

8, and Canada had agreed
to undertake negotiations of A new and comprehens/%e treaty 1»4)1. sm{ing
that wonld g‘renﬂy axmnd the area of free trac;p Thig time. F'oster
sgreed that the State Department had raceived a pronossl but had had no
tina to oxamine it nor had any definite views been dotc;;ed. " Foster
gave three reasons for this position, - The Stc_gc Departament did'm')t know
phat Congroasipngl reaction nigh_t__.b;e: it was too soon tv; agu;zo the
effects of Canfdu'a dollsr,connrvntion progrsm and, finally, as &
versonal ‘oblervation. Foster pointed ou't that‘j':he Genc\'r‘a Apreements had

L]

not gone into effect and the repercussions would have to be examined

hY
* AN

before embarking upon further trade agreemmtn.w
However in the State Depurtmcnt considerable thought had been
given to the oronosed trado treaty by Mtze and Willoughby, Both were

concerned about tﬁa spccul@tion in the Canudian press. that/both countries

’ hud agrsed to nedotiate. “Willoughby had spok?n personally to Smtor
Millikin and othor comzreuional leadars had baen briefed on thé actual
stattis of tha mattor. paqod on informal diccunignl to date, it vas
clear that the Camdianls helieved atron;gly that steps v.ould have tq be -

* taken to reduce trade b‘rr;orh, particularly o allov greater exports to




*

tha'aﬂnited States, The immort controls could soon-build up strong

presm}es' to continue orotection of domestic industries. The list of ’ A
. 1tems submit'red by the Csnadians had been examined apd 1t pr?‘ented

difficult economic and nolitical nroblens. Villouahby and Nitze .

thought the best way to handle, the problem ;:ould bes ta have both

cquntries agrea to a special form of cusioms union that would allow for ~ ’ \

substantial free trade, but would ailow each to'retain its own tariff in
trade relations with other countries. There would have t_p be exceptions
" to frea trade betueen bdth to. vemmit gquotas to protect subsidizes} agri- 4
cultural products and allow for. balance of payments nroblar/q It wu :
highly prolbahla that .both Democrats and Renub'l icans would. support the

concent of dutiea cut tq Cansda, providing that theae vere not orovided

for.other coun,triea. The Republicgna vere already on racord as >

approving & raciprocity treaty that would place many items on a.free

1191':. Ag Canada would retain tariff autonomy, tharer vould bq, le;s

grounds for fearing sbsorption by the'UMtad States, On the other hand,

¢

free entry into. Canada fv‘i' American procucts would runlt\in the 0,5,

receiving more preferential treatment than the United Kingdom and other

Commonwealth countries, . o '
As{other ‘problem with ti:e concept of a special form of cuutom; B
union was that it would rmm counter to the definition of a customs union
‘as outlined in Article 42 of the draft Charter of tha proposed ITO and
Article 24 of GATT, which npogjffiod that the same tari(’fn and other
commarce regulations must .b' anplied .‘oy all members in their 't‘.rade

relations, 'Such a concept was also contrary to the Tnited States

position to elimimte prorercqcé; vhenever poni‘nle'. B customs uhion[j\‘f :

and preferences were still being ‘debated at the ITO Confoi-gnoa in Havana,

CREPER L R Pw L s W
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{ s
. Cuba, parbapa a fomula ‘could be devised: to modify the cuatoms unions

vrovisions td‘allou the special tyve already discuesed as an altemtive.
Such e form of regional acondmic unity might be supported by Western

[y

Europe or the Arab League that would allov economic benefits and, at the

R

same time, allow tbe control of preference systems. If auch a debate

[ 4

ensued, the proposed trade traaty with Canade could be kept in mind.
&

*Fostcr agreed that the concept ot‘ 8 apecial cuatoms union should
t?e expl&red anq he believed, with w1lloughby, that a memorandum on’ the ;
subject should be sent to the State Department Dix;ector of the 0ffice of
. Internatio'nal‘ Trade Policy, Clair Wilcox,.for his consideration. Wilcox ‘
vas the Acting Chairman of the 1.S. Delesation at the ITO Conference at
Havana. Copias‘of the memorandum we’xj‘e also examined by the Assistant
."Secretary of State for Economic Affairs, Willnrd"l’horp, and his deputy,
. 'I',yi"er Wo&.lu Tt was becomine obvious to Foster and othar State Depa;'t- ‘
" ment officials thai’the more they examined the Canadian proposal for a
‘ trade treaty, the more that difficulties appeafed to be inaqrméunﬁable.,
" Phe other issue of Canad:lnn,',capabilitiea for supplies fo;"b ERP‘
hed been studied in Washington on Fovember 1820, Scuu;; , the Deputy
Minister of ‘Rcconstructi and Supply, had led the Canadian team of
exparts, The purposa of tho meeting was to compare estimates of availa-
bilitias prepared by both countri‘aa andl it e:'” found that the rigurop .
wera closeiy compé;'abto. Further information was required and Scull&
and his experts returned to Ottewa immediately to continue th‘qir roaearch.”
bgrimt his visit to Ottaws on December 1, Willoughby met briefly with
Soully, tut new information conécming Canadian availabilities was n‘ot
. 16 .

" yet complated, One important resson that Cenada 4id not wish to make

£

any definite commitments on this-issue vap because the British Trade

-
S
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Hiuion vas to. arrivo in Ottava during the second week of Decembder. The' ‘
Canadians raalized that the British lacked the necessary U.S. funds to
maintain their Iood purchase program, ami Canada realized that it could
not maintain their previous levels of exports vithout payment in U.8., .
dollars. Canada slso wanted to divert. when pouib)e. some of these
supplies for her.?share towards the,Eui'opean Recovery Program. It was
eimected th;t tal’ks would not be completed until December 17. The

Canadians vanted a meeting with' the State Department to review a number 1

of iis;iaa after they had eva1uated‘ the results of their diacuays'ions vith {

the British. The nteetinp was p]anned for December 31.17 ’
On the afterm;on of December 19, a State Department officinl gave

Anbassador Wrone two covies of the Truman Administrati-on pronosals to the

Congress for the Buropean Recovery Prosram. Wrong d’rev a'tiantion to the

- would run from Anril 1, 1948 to June 30, 1949, and .that Western Hemi-

l

|

\

|

) . . i
passages concerning Canada, in particular that the first year of ERP ) ‘

sphere c/éunti"ies. other than the United States, were expected to provide
$700 mi}iliqn.m Wrong had esrlier emphasized that State Pepartment
pfficials wers continually reminding him that Canadg. was expected to
establish an einort‘surglus’ as the only.means whex‘-eby a real contribution

in goods to ﬁluropean recovery would be effective. For his part, Wrong

" reiterated” :tvﬁ,e position that the unexpendad portio.n'of Canedian export.

O - .
crodi/té and low export prices for certain commodities, such as these

included in the food contracts with the Ilnited Kingdom, should be taken

H

into mcoount. The State Departmant feared that dollars provided to -~ ., v

'r'ir_)anc'e o:gpbrts to Western Burope would promﬁtly be spent to purchdse

Tnited States ifnmorta for domestic.consumption, thai;eby adding to the
demands on Americap pro&uotiqn. Wrong leared that uuq’mattitﬁdn

{ ¥ 1

e




- United States that the State Department had snticipated.

a

9

would influencde the administration of FJRP.1 . HRe was much concerned

about the fiarst reports. that re noticed about Canadian reacti:on to the :
ERP-prpp‘c;sala. ~ He drew attention to comménts by the Minister of
Reconstruction ar;d Supply, C.D, Fowe, to the effect that, if éougx:ea:a
accepted the ERP proposals, it was possible that Canada's gquotas and
restrictions coul& be removed after a few months. Vrong bgiieved

that such a‘ rema'rk provided ammunition both to Congressmoenwaand officials
'withip the Trumah Administration who believed that a zenerous use ?f
offahore pﬁrchases. instead of loans ta Canac}a to finance exports to

Europe, was '"'merely a method of bai]inz‘us ont of our difficulties”.

__VWrong also swuggested t_mt it would be worthwhile for Canadian officials -

. i
to educate the press to look upon ERP as something other than a large
vie from whiqh .Camtda expected its "cut".ZO On December 23. the same

day -as Wrona's words of caution to Ottawa, Andrew Foster was reporting

to Jack Hickerson about "nited States-Canada relations during the months

- of November and December. Commenting upon a number of differences /

that had heen resolved énd projééts that were under joint development,
Foster drev attention to certain itém’s. Pe emphaaized that the
‘Canadians were very happy that the Administ;ation'hadp,predsonte(} ;; strong -
case to 'congmss for prccurem:ant in Canada for ERP. Knowing of Hicker- .
son' s-.intqf',eat 4in North American economic integraﬂtion, he @viaed that
tt;e Canadian trade 'treaty proposal was being explozjed 1by officials {rom
’bo‘th countrive‘s' and that the Commercial Folicy Division was making a

technical study of the subject., He also added .that the Canadian Import

Restriction Proaram had not led to the number of complaints in the
21
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However. the Canadians, alwaye senaitive to the need for Amencan
foreifm 1nvestment. grasped the opport\mitv to reassure New York finan-
cial 1gterasts by baving the Minister of Finance address the Annual .
Meetihg o'f_ the Life Insurance Assbc:lation of America at New York on
December 18. Abbott opened his epeech by remind:mz his audience of
certain economic facts in Canadian-American relations. Compar:}ng trade ‘
statistics batween September, 1946 to Septembqr, 1947, he nc:inted out °
that the United States had shipped more tban 82 villion ;:f exports to
Canada. This repre}sbnted more than the cbmbined tc;tala of exno:‘-ts to
America's second and third largest éuetomers,, the Tnited Kingdom and ,
France. Caneda always made full payments - in cash. ' The !Inited States
"‘also had more irbports from Capada than any other two countries combined
and had invested more money, $5 billion, than in any othe'r country in
the world, Af‘ter',reviewing .éangda' 8 role as an ally during and after
the war, Abbott drew a'ttention to the fact that nroduction had exptnlndéci
50% since 1939, production costs were amongs t the lowest in the world,

_ dnd ﬂ:ere wérb 8til) great 'iesources and opportunitiesi’ Abhott tt{en‘ ,
went on to exvlain the reasons for the dollar conservation program and
the close consultations that occurred with the Americen RKovernment,

Na assured his audience that the measures were on)y:' temporary and.Canada .
planned to emaﬁd its trade, e’suecially with the United States., Not
only did Canada have 8 hiutory of economic atability. but America had '
boen paid since the outbreak of the war over $1 75 binion 1n interest
and dividends, There was no reason vhy the future would be any
ditfeient for U.S, investors. In suming up. the Minister of Financa

roninded his :_audience that "only the l!nited Statea can provide the '

rludership and the belp that can make the world the sort of place that
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youx; people’ and our}eople want to live in".2 ‘ | |
On the last day of 1947 a Canadian-delegation met in Tyler - -
Wobld's' ?ffi't_:e.for a genera) discussion of various g:atters in their
-economic relations, For the Americans, the most important item was
Canadian availabilitiea of pmducts for ERF; for the Canadians, the

Vel - ' .
. valoation of imports wags considered the moat ursent matter. 5 The

. Canadian svokesmdn vas John Deutsch, Director of Economic Relations,

Department of Finance. He was accompanied by Ambassador Wrong and

-

-

members of his staff. The American team was rgvresented by the Depart-
wents of State, Commerce, Treasury snd Agriculture. Tyler Wood /ac‘ted -
as spokesman. ’

v e —From the outset of the mentinp. Deutsch made a firm statement'
ahout Canada's ba]ance of 'vayments posi tion. Reserves were down to less
than 8500 million againat a8 total trade of about %5 billion, and they
would not ;n al loyed to drop any further. Fe expected that Canada would
have a svr.all_ overall trade balance in 1948, Canada lyasﬂ not plarming
to extend further credits to the United Kingdom and Western Europe that
would involve a loss of' ree'ervoa. ianludimz drawings on the Expoz‘i;-lmpoi't
ﬁe;nk.'gloan.. The TUnited Kinadom was being allowad to use only 845 million
otf ita remaining credit amainst tiao projected deficit of the sterling

.area with Canada in the first quarter of 1948, Western Europe would
also be alloved only one helf of their remainihp oredits-o’f $127 million.
Canada had no intention of making further credit commihnants until it |
saw v‘hat developed \mder ERP, . Deutsch added What Canada "was giving to
tha Und ted Kinmlom ‘the sum.of 3200-8225 million met pn vheat, peoause
_they were selling \voll below world prices. He made the point that, \\

hed Cenade charsed-world prices, ﬂ_wre vould have been a considerable -

.
- 5

. - . . ’ A
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o suiplus in the overgll trade bg\lxm::e.23 When Wood was asked what
part of ERP Canada wae expeeted to finance, he replied that no alloca-
. ti:on had yet.been decided. - However, Cas'sgle from the Commerce Depai'i:ﬂ-"
ment and a former Rhodes scholar from Alberts, volunteered t’fmi he
k) . thought that Canada' s/ contribution should be in proportion to her
: . national income. Ae its share. for the first year. he calculated that
f . Canada should be expected ta provide about $345 milhon.‘ 1t was not
; until ih'e end of the meeting that other. utate officials 1nd1cated
‘ o, their anxiety at Cassels' projection. It was Rosenson who suggested
! : _ to Jackson tﬁafl, as. the ERP had yet to be scrutinized by Congress, it
}' . was unwise to let the Canadians believe thatCasseld' remarks refiected
‘ / . government policy. Jackson agreed ‘a8 did other State officials, and
w°od vas aaked to expla1\n the Congressional angle to ‘drong. The gnatter '
was e'xplained to the Canadian Ambassador and Wood- added that, altﬁoqgh
Cassels! views were'pot necessarily \;rong, they were not.those of the
govez;nmen% ‘at the present time. S
On the issue of availability of products for ERP the Cenadians
issued & report that indicated that they were making serious efforts to
\ produce an expor‘t .surplus. First they repoﬁed on their discussigna -
with the British that had been recently completad. The United Kingdom
would purchase the whole export surplifs’ of meats and déiry products, g‘or .
19i+8. ~ They would also require most of Ehe wheat erop, exéept for some

3

20 to‘ 30 million bushels that could be s0ld to the United States.

] C:amd;an domeatic' vheat coneuufption had declined but, 'p_ecause of \the
s B . ) 'poér feed-grain ci‘op, wheat had to be used for the feeding'ol‘ ‘cattle.
‘ ‘ Onle' if the 1948 wheat crop was much hrger than -the poor yield of the
A . p\ avious year would ther(}anadians be &ble to guarantee wheat for P,
*‘S i . . . . ‘ p
. t ° - R TN
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'Gn,% other ﬁimd, viz.'_tually a;u'r quantidy and any species of fish could
'be made available, With rega:"d to timber, the contract with the British
, . had‘.bgen spread"out over a longer period, thus releasinf a consigerahle ‘

+

‘ quantity of West Coast lumber for ERP uses., Théy could nof provide.an

—

acci:.rdte estimate at the u'neet\ing. bu’ 'romieed to do so in the near
. future. The production of base metals appeéared promising. If there

*“wag.an assured msrket under the Marshall Plan, the Canadians Pelieved .

N

they could expand their ocutput of lead, zinc and copper. They could add
about 20,000 tons to annual lead production of 165,0(30 tons and zint and’
coppdr could Vbe increesed in similar ‘pr'opo’x"tions. However, they pointed
out tﬁat with donsidez:ablq domestic demands for copper, the Uni ted
. Kingdom could be of great help. . It vas pointed out that the British
could substantially increase copper productxon in Rhodesia for Marshall
Plaq use if Canada could provide the necessary rail quipn:ent. Bowever,
éanadian railway equ‘hzment\production for this purpose woudd depend on
- ‘ imports of Americun steel Also, the United Kinpdom vished to. increase
ita supplies of base agls to increaae capacity for exports, but
Canad:.an companiea were trying to reduce these shipments and divert
them.to the Marehall Plan. The Canadians did not heve accurate esti-
mates of base metal availabilitias, but when they were completed they
7: would.be made a\,railable. Manufacwred goods, such as railuay equipment,
' mo'tor trucks and farmamachinery, could be supplied on a selective basis.
. Cenada could expand production on these producta, but simply lacked the

\\’ //

capacity to produce ona wide variety of itema. Deutsch emphasized
N\ 2

that his country was atopping the qse of critical materials in short .

supply, such as steel for marginal ourposea, mgch as building skyscrapers, :
. : “ - L
*:'»'movie_houseg, -bakeries an)d ‘laundries,  However, there were no cutbacks

o Nl ot B SR U P P 535 U T SRR RSN . NN




on mdqetriea geared to expo'rt markets. ) ‘

‘Deutsch emphasiz;d that the most Jr;zent matter m the immediate
senge -was the question of excise taxes. He believed thet it was
American policy to include excise taxes in the valuation of impfte from
Canada. Willoughby pointed out that the Customs :n-eau was studying.

the ‘fiatter and that Catlada 'would be' informed before any final decision
| was reached. Deutsch sugpestb(;} the possibility of changing the besis
of the tax from the maﬁum_cturimg to the retail lﬁvel to avoid its o
inclusion in"U.S, valuation. ¥Willoughby responded to this idea:,' as the
bill dealing with the probiem was still.beéing’ drafted. On the direétl;r
telated matter of the Genevaagreements Deut?h and his team uere
" assured that the Truman Admimstratmn would place legislation involv:mg

J
changes in customs valuations and marketing provisions before Congrese

during the current eees‘ion. Both sides agreed fhat their governments
‘ vould approach their respective Iemelatures regardless of any px%blems
that might‘n?%lay the &ceptance of the ITO Charter.

Ambassador Wrong raised the question of the “velidity of the Hyde

\J
Park Agreement At 8 recent meeting on fuel oil at the Department of

Pal :

Commerce, a Commerce official stated that his Department believed that -
the Agreement was no longer applicable. Quickly, Cassels pointed out
thai;, regardlese of the remerk the Department of Commerce def ilr‘dtely
recognized the principle o(f the Hyde Park Agreement; Wood also e‘aid“

[ §

that the State Department considered it as binding. He added that he

-

. could conceive of no situation where his government would not consult A -

the Canadiane on mattere covered by the Agreement. l" The who}e iasue

.

had been raised because.of ehortagee of fuel oil in the United States.

Vhen it wap discovered that Canada vas importing at a rate four times

Y
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'éreater than the pr‘evioue"rwin'ter, a Congressional Commjttee ddmanded an

- embargo to reduce the flmg.r 'I"he Canadiane 7poﬁdled by offering to ’
reduce their f‘gel-*;oilﬂ impoxitis vby 5%.25 Foster beheved that this
rapid response had. been eatiefactory.{or thls Droblem.26 But he.was

. much concerned about attacks by officials within the U.S. government |
on the grounds that the Agreement prevented t}e Americans from cutting

back on commo ities in short supply tha/t were exported Jo. Canada. He

1
N

agreed witt] ‘:Iood' 8 reaeomng and beheved that any abrogatiowulé
' 5
-seriously damage co-opera.tion between both countnes. _Eo* Foster, the’

Hyde Pamt Agreement was the foundation for »consultation of many econemic
\ !

- yproblems of mutual concern. - Wood never mengioned to the Canadians

l

that he would soon be appearmk bgfore a uenate Coquttee to “defend the .

Ag,;;gmgnt vigorously. 27 - j .

1

The discusgion then moved on to the Canadian dollar conservation
* L

»

program. - Deutsch repo__rted- that there had been less protest than was
emcted ,but it was still impossible to predict the long term effects of
these measures upon Canada'sg foreign e\\ha‘.hge reserves, The present '
tendency of his government was to limit ﬁae list oi‘ absolute -import
restric¢tions and to replace them with quotas, in order to maintain
contact with other trading partners.. Planners were studying the
possibihtyq setting up quotaa by countries ‘for automobiles or their
equivalent, in componente. The Canadiana uer‘e etedying’an arréngement
 whereby dollare ohtained for sutomobile exports would be available for
the import of euto materiale. This concept had yet. to be_discussed
with automakers :_ln'Canada and elsewhere. Cassels warned that .this

-

- . N < * .‘ .
scheme could disfort the eéonomy by overetimuleting Canadian car exports

2\
-

.to dollar markets, but it waaef‘j.nally agreed that this would not

ks N
. ‘\\.
B
~ “ - -~ , \
4
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o ‘ necessarily occur. . st e .

. The proposed trade.lt;aty' vas the last item of the motnirg o
. - \ . . 5

discussions. Deutsch was eoncez'ned tﬁat & delay of a year or mo're in

- Ny
— }eﬁmtmg further rednctions in tanffs would freeze the preeent

~

/ ‘ situation. “What Canada vanted was to leseen its tracditional triangular e
& 1‘

& | traae,relationehip and yet avoid economic national1sm. It had chosen

£ ' increased mtegration with the United States partly becauee ﬁﬂada '; ‘ . .

B believed that the . Britieh preferg.mce axstem was bound to declfne and
4 . e . 2
v partly because tariff preferencee wquld be replaceéd by exchange : \

protlems. ' ' a )
v 1 . ' s ° &

In the ai“ternoon; Deutecﬁ met with 1iillougtnby for an in{ormal

~, .
-,
R W v%&;{:&m\&i‘fﬁp bt N,

e'eaeionlon thedsdbject of “the proposed 1'.reat3,'{4~x TDeutsch mexi}.io'ned that, -’ e

.8
o

while Canada hoped to market euch items as wood, pota,toes and fiah

3 . L

; ' filleta in gr‘pater quantines in the United Stavtes, its first concern

-,
. ]

Y et
-

’ L -

was to mcrease its export of manufactureo gooda- Deutsch believed

3

-
prodatt B

that the best. approach\would be for hoth countriee to manufacture

i ‘ certam producte that could dbe eaaily exchanged, This would require
é ‘ : ]

detailed talks with concerned manufacturere to identify such producte. o

s N R3S 3w
b

x ’ - -
R . ' Deutsch hoped that exploratory discussions with ‘American f,.porporetions * ,
N “j\"_: . \
. wlth Cdnadian branch plnnts could begin in the“near future. 'vli}ldughby,

becauee of the Harshall Plan' propoeal Just preaented to Congrees end ' "

e ‘i l“ ‘ because of the” coming U.u. election, vanted to avoid anything that

;.

could be conetmed as talke that had already been worked out ona " i

detailed baeie. Deutech reeponded with a frank comme :t‘ dh&tever

details vere ag?eed upon, Capada would have to expan( er preaent level @,

of exporte to the United Statee greatly. The Americane uiehed to delay

talks on th,is 1tem and no date waé set for furt?:er dlacueeions.ze

.
E Lo . v . \_’ .‘J
. . .
.* . . o ey
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The lbn;' term trade treaty discussions eventually opened on
Fevbruary 18 1948, and negotiations continued throu"gh to March 12, 1948,
'I'hc cbief spokesmen were Deutsch for Canads and’ Willoughby fox""’ the
U/nited States, As a, result of: the digcussfbns,*agreement wag reached\

. N '
on theé following items: |
| (i) " Both ’cc;untries'-agraed to remo:re all .duties; .

(ii){ Inport testrictiona would be prohibited after 5 years,
except each country retained the right to impose absoluie guotas on .

ppecific imports. vheat and wheat flour would not be exported to the

Unif.e‘a"‘States, nor'voulé certain freph fruits and vegetables be e'ftported\

by the Americans du'ring.‘theJCanadian growing season:

S -

(111) _ﬁotﬁ countries retained the right to impose absolute trans-
itional quotas on certain products during 8 five-year period to sllow for

adjustnénts and provision for progressive increase in quétas vas s
. - . \ . Y P
inciuded; o 3 , ’ n

’ M\ ‘

(iv’ Joint consul tetion and sivance consultation was another

° ~

provieion, the former for joint urketing agreements for agricul tural

products, :the latter for any export cqntrols on short.supply itens;

< A

{v) Canada would limit import restrictions for foreign
exchanse: reasons to transitional quotas, but retain control of her z”atg

of exchanges . N -
(vi) Imperial preferences granted by Canada would be elimiqbtedc,

LY

but a similar offer of free trade to the United Kingdom could undermine

any British opposition to”the propoaed treaty.29 . o .
The Canadiana ﬁnshted that Congreas would have to ratify the

f!‘ ja)‘

— ’
————

b
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Ty Deutsch mentioned that Abbott, Towers, Clark and 5t, Laurent had.approved
the proposals but that Prime Minister King hadw'ot been fully coneul&d

N
Deutpch insisted that Céngreesional ratificatidn would be requéred by:

May ‘because of poasible opposition in Canada. Not only were provincial
. R * . , W . ' . LEEN
- eléctiona to be held at the end of June, but the Canadisn Manufacturers'

S

/ ’Association was schedulgc_l\jo meet on June 4. Deutach‘waa vell avare
3

~J that certain iron and steeI mills would probably go out of business due

" k1 -~

; to American competétion, and only the largest branch plants of Adericen
. -\ autom;akers would probably remain operatin'é in Canada, It was decid'ed ;}
. ‘that, if thJ'Prﬁne Minis"ter did not 8pprove the plan, treaty dincnssioné
R would b} suspended until after the 11,5, elections in the fall and a
Jifferéﬁt approach would be required teo negotiato a further trade ‘
.. sgreement, 30 : . ESO . Lo }
Prime Minister Mackanzie King was responsible for suspending
i further action on the proposed treaty.31 The danrxers of poatwar
breceasicm and unemployment had been avoided and Cg’nada' s prospects as a
‘ supply area for ERP vere promieing. King vu well aware that uhntever e
long term benefits might accrue by virtuq of the treaty, the short term
envisaged both Canadian kfnufacturere and some tobacco growers baing

: {

unable to compete with AmericaniBusiness interests. The closing down

Qf some branch plants aleo seemed likely. ' In short, it was expected

" that unemployment and'nbu_:o busir.ess dislocation would be part of the

. N\ Pricefor continental free trade, It wag expected that there would be

considerable oritioism from Quebec and Ontario businese 1nterest.é‘.both
. ;. ) of which wetre stygongholds of King's polnitioal strength,. Zven in the

L face of growing oriticism of the dollar conservation pregram, the

T T -
v

Canadian government had little diffioculty defending this -f?ol{cy on the
. N
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) p;‘opoaala«’“vara never tsken to the hiphest mnkinr of

v
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basis that eacrifice was required for the destitute economies and peoples

a

of Western Euroﬁqg =
QThe off‘i’cial explanation given to the Americans was ‘:p}msed along
_;by_\s'rong in a note to Hickerson on 'April 1. With the possiﬁlity_ tm
(TB§’§roposal for a sequrity pﬁft for the North Atﬁa;tid area Qoqld ba\;
made public in a few weeks, thae Canadian Cabinet felt thnt both this item A

. . ‘ q.

and the proposed trade treaty could leed to considerable controvérsy. .

It was felt thet attention would have to be concentrated on rallying / .

support‘for the security-pact, Tha trade talks could be'reopendd after E!
1 ‘the pnct had been sianed and tl*c inited Kingdom could be included, which 3
&a&\d help to overcome the antioipnted criticism apainst free trade 3,‘
\beiy:;en Canadn and the United ntates.32 When C.D, Howe met with Robert A
Loxett on April 27, Howe elaborat.e’g on ‘drong s explanation., ' He explained . f

that Prime’ Minister King would bhe 1eaving office in August wnd that there
woul.d be an el-aotion in the apring of 1949, During the campaim, the . ¥
Liberals would advc;ca'fo thh’e complete‘remofal gf import ciutiu with ail .
couritries on a recipxjoéal basis,. Dependingl ﬁpon the reaction of public

opinion, the talks ;ouid ‘be é:mtinued; Lovett né:reed with this approach,

pointing oui that, with a new Congress in ejanuary'. 1949, the American

political situution would be more’ aattled.‘ Both agreed that this fiming

would allow for the arganging‘of support for the proposed Watern

- e -

European Union that could lead to closer economie co-operation,@ Both
% PR . '
Howe and Lovett aureed that this approach could be successful and bene-

ficial to the trade of Cunada and- the Unjted Statea.” The trade treaty

LI

e in the
. ﬁited Statea govarnment and, v;th the pa.uuge of thc European Recovery
Prograu during the f‘iut week of Apr 1 1948, it is doubtful thut j:he

[ ' -
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proposals would have met with their approval. Aside from any domestic,
polis}cal and'eoonohic queétions raised by the treaty, the Canadians
were assured by the ERP offshore purchasing mgphanism'fhat their exports

- c @
would be nurchased with U.5. funds., The proposed tresty would no longer
* .

" be require& as 8 device to rablgoe the November impori control restrio-

tions ik tha’qoar future. Nor would itAba coﬁnidered as the ultimate
ao;ufibn to Canada'a’oﬁronio trade deficit wi;h the United States. The
tradition;l ;ractice of & triangular trade pattérn with the United
Kiﬁgdom,'Europa, the Commonwealth and the Unif@h §tatoe,‘gavo tbq s
Canadians time to reflect fully on the reperoussions ol eventual total: '
edonomic -integration with a country who had ;ahumed the role of global
leader and policeman of the postwar worlh. Mackenzie kfng'; positionl

on the pronosed: treaty, and the suépenaion of further talks, allowed

Canada b maintain some semblance of sovereignity in-her foreign policy.
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. exchange reserves in 1948, Whereas. in-1947? Canada's reserves fell vy -

$743 million, in 1948 they rose by $496 million to a year end total of

. $2 billion of Canada's total oxpor%a of slkghﬁly over §3 Qillion from
. countries vould depand upon United States financineg, Anjunior orficial

' December, . 19#8 thought, hovdver, that Ihture prospects for Canadian

CONCLUSION

An increase of $450 million in the value of Canada's exports to

the Ufiited States and a reduction of $150 million in value of imports

from America vere najar factors -in the 1nprovement of Canada's foroign

$997,8 million. Of this amount, $150 millian of the.increase vas due
directly to govarnment borrowing in the United Statee and there was an
incresse of\t?e—pillion from the tourist'trude. The importance of the
Eugopean Re?overy Program to Canada's exports was made evident by the
fact that the overall trade balance with all'ceﬁntriés in 1948 amounted
to 8472 million, compared to $85 million in 19#? s of December 15,
1948, the United States had authorized procurement in Canada for ERP in
the amount of $566 million 9nd'that total wap expeoted‘to rise further. o .

The Americans were counted upon to take directly ar in underwrite over

July 1, 1948 to June 30, 1949,  About 60% of Cunaha‘s cxpoftu to ERP

~

1§/tho 0anadian Embaaoy in aahington reporting to Ambaasador Vrong 1n . T

exports to both thq TUniteld States aud Hentern Eunopo vere not pronili‘f
He bblieved that there could be -4 lharp ‘reduction 1n ofr-ahorl purchasing

due toz increased -uppliou of U.8, garicultnrul produots; tho rncentyy
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adopted U.S, agricultural price.support programi the expected decline
in European demand due to increased European production; and the improve-
ment in the‘Canadian exchange position. Thie official believed that
Canada could only etabilize her foreign markete by negotiating a new
trade agreemeni-on a wide variety of items with the Uﬁited States.z

5]

Reporting to the Minister of Finance during mid-March, 1949,
Graham Towers wa;ﬂaiio concerned about the growth of bilateral trade and -
payment messures in the United Kingdom and Western Europe, which he
believed ﬁad worked to the detriment of Canadian exports. However,
Tovers seemed to indicate that closer ties with the Americans would
lﬁrovide Canada with some future security. He welcomedhihe la}gg increase
of funds from the Upited States for direct investment. He noted that )
this inflowv had riae:\in succeading years from $17 million in 1945 to
$68 million in 1948, but these figures did not include reinvested earn-
ings of branch plants. Including this factor during 1947, the book
value of U.S. direct investhent had increased by $117 million. Towers

welcomed this investment for three reasons: 1t contributed directly to

A s

' the physical dovelopment of Canada's nntural Tesources it brought with

it exparicnqg and tcchnological akilla: and, rather than apeoulutive ‘

‘vantnrea. these invgatndnta vere usually perndnent. "Towers was also

~ pleasad vith the change in Canada‘'s trading pattern during 1948, PFifty
) percent or canada's commodity exuorta ‘went to the United States, compared

. with 39% in 1947 and 33% went to the otcrling ares, compared with 4% in

1947, S - o

Tperé‘appqars~to have been unsnimity amongst Canadian planners

ghgtﬂtﬁn solution to the foreign nxchaﬁéi crfé;n would uitimately depend

; : ' IR T s °
" - upon Ameriocan foreign economic policies. There is no evidence to~ suggest

<M
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that either economic nationalism or closer ties to the s¥erling bloc

were 'aeriously debated as alternatives. = As one-third of Canada's

national income in 1947 was derived from foreign trade, closer ties with. )

.%he United States and the restoration of multilateralism was coneidered

essential in the postwar vorld. The Americans had a grovwing shortage

of strategic and critic?] ravw materials, Unitec;\tatea direct invest-_

ment would contribute to the physical development of Cariadian natural

resources, as well as provide needed exchange. The Export-Import Bank

. . . e
credit wvas designed not only to protect Canada's reserves but to make /

available neceasari~ items to insure a flow of such raw materials as’

copper, 1ead and zinc to the United States. The restoration of multi-

. Iateralism, the eventual expansion of postwar markets, and the Canadian

[

standard of livi_ng were inseparable, " So basic vas this concept that

Canada was willing to accept the ‘depletion of her reserves until the
r"l
p}rovlisional agreement of GATT had been signed by her major trading

partners, the United States sand the United Kingdom. Upon GA‘I'I' alao

Mnged tariff autonomy, as the Oana.dians vere a.ble to establ:lah a voai tion

|

of leaser devendence upon the British preference system. Eveff bef ovre
State Department officials had decided that foreign auiatance vould be
tha machaniam to provide the leverage for the establishment of American
economic hegemony, Canaglign planners assumed that the o}nly viable solu-
tion to theix: e'xchange;cﬂs‘is was the. sub,uidizﬁtion of.theip exports to
the Uni‘ted,lfingdom'and Western Europe by United States foreign aid

dollars. . L o

¥
"

Planners from both countries sgreed that the only way to i-pi_le-
£ .
ment the principmf multilateralism was to restore economic and
political ‘atnbility in the Q‘rx‘iﬁanxingdom. VWestern Europe and their

Sk

-
/r{
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colonial dependencies in the Third World. Both Ottawa and weshington

believed that the Soviet Union, a model of state trading practices, was

.an economic rather than a military threat, It was the'wai'-damaged

‘Soviet economy in 1947 that allowed both countries to assume that the

United Stqtes could seize the initiative in global economic relaztions
an‘dr assure that the world could beg;ade safe for capitalist trade expan-
sion and investment opportunities. While both countries wanted to
rebuild t!;e economy of the I;nit'ed Kingdom, the central banker of the
sterling b) oc, neither Canada nor the United States wanted the oterli‘r‘lg
area to regain its prewar atrength.'~ The Canadians apecificolly
fajected the U.K. proposal of ‘a sterling bloe pool of dollars to meet

the world wide shortage of-U.S. dollars,’ When the United Kingdom ha¢

" %o guspend convertibility of the ‘pound sterling on August 20, 19‘+7, it

virtually assured that ERP dollars would be the device used for the

revival of N&rth Atla i¢c trade. The banker of the sterling bloc would’

X have’to defer to \ushmg;an, gign the agresments at the Geneva trhde

conference and support the concept of Marshall Plan asaistance. However,

the Unifed States meeded British co-operation because of America's

shortage of strategic and critical raw materials, two-thirds of which

vere 1mportod from the sterling area. In exchange for these badlj -

a

‘needed imports, the United States hoped to expand her growiﬂg export

N

\
Asurpluo. America wished to pt!e[t\ore and control sterl ng area postuar

development. ' . ' » N

In case West Euro}ean bilateral and payment arrangements

" continued in spite of CATT, Canadian planners hoped to reorient her \

economy ;ay from. dcpendenco on this aneaﬁoncl replace it vy means of a

ffee trade treaty uith the United Statu that would lead to eventual




¢

T TR

4 ~

ir{tegration of the Noxth Americen economy. These negotiations revealed

séveral illusions of Canad\an planners. Before negotiations were. com-

pieted, Canada had to give yp its hopes of sending manufactured goods and

! e : .
20 to 30 million bushels of %rheat and-wheat flour to the American market. .

Another illusion was, that Canada could reorient the trade pattem of

+

United States Branch plants towards the American mnrk'et. A thougb
Canada was aware that free trade could lend° to Mdax\ican control of her
economy, many of her planners felt that secure markets fog exports,
tariff autonomy with oth?r countriqu, greater ingustrial efficiency and
resource development would insure aJVeréignity. Amongst Canﬁdian_ K |
planners, the. most aympath;tic to the treaty appear' to have been Abbott,
Deutsch, Howe. McKinnon, Pearaor\, 'rowerg 'and Wrong.  Those who had
gerious reservations included Prime‘Mir'lister King, 'Clark, Rasminsky and
Keenleyside, the Deputy Minister of Mines m‘\q Resources.* The most

optimistic American planners included Wilcyﬁmoﬂghby,\‘l‘horp and Ness.

Kitze wanted nothimz to detract from ERP dhd Andrew Foster, who manned .
the "Canadiag des\c" at the State Department tho:ght that the negotia-
tions should be held primarily to help the Canadians justify their
dollar congervaticm progrg.m. Once it was known that Canads would be =

\ s , .
included as a supply area for ERF, there was 1ittle likelihood that top

U.S, ‘officinls wopld push for passage of a free trade treaty through,

Congress. Negotiators recognized that ERP had top vriority and would
dafer for’a lengthy period whatever benef:lta could be egtablished by
free trade.u . The,Canadian dBncept of Northﬁmerican integration gave
vay to the American concept of a block of free enterprise countries

vhose ‘recovery would be fuelled by U.S. foreign aid. Their development

* would be expanded behind the containment and intervention thesis of the

f’ ' -

Truman' Doctrine. .
).




The foreign exchange crisis of 1947 revealed that Caaada had

the status rather than the substan“ce of power in the postwar world.

f

A national income heayily reliant upon foreign trade and one 6!‘ the

s ¢ . *

smallest economies in the 'Western World 'were two harsh economic factors '~

that would perpetuate Canadian dependence upon American goodwill for

the indefinite future. L
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