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VAR CABITIT MIIUTE

CABERRA - 10TH FEBRUARY 1942

(1878) AGENDUM NO. 88/1942 - IBASK-LEND AGREQENT
WITIH UNITED STATES OF JMERICA

It was decided thatl:-

(a) en ogreement should be reached witl the United States
Government on lesse-lend as early as possible;

{(b) Article VII as expressed in the revised draft of the
United States Government should not gtend in the way
of an agreement and might be accepted as a working
basia;

{c) subject to a clear understending that the contributions
to be mede by the United Statee and other countries
mst b= adequate and commensurate, Australia would be
prepared to accept the commiiments involved in

- Article VI1 and endesavour to give ef'fect to them
even if this required a medification of Imperial
preferance;

{d) the intentions of the United Statee Government might
be more adequately expressed by an amendment to the
wording of Article VII or clarified by an exchange
of notes, and the Australian Govermrent would be
prepared to agree with an emendment of the Article or
the acceptance of a principle estsblished by the
exchangze of noteg, elarifying the point at issue snd
matually acceptable to the MTuited Kingdom and United
Stetes Governmentsg

{e) it would be prefersble and would probably more unearly
express the intention if the phrase "the elimlination
of all forms of discriminetory treatment” included
in Article VII was emended to read "“the pProgressive
elimination of all forms of (iscriminatory treatment";

(£} the amendment mentionsd in (¢) should be sugzested to
the United States Governmsnt, but if the amendment
Proves unaccepiable to that (toverument, its ineclusion
should not be pressed.

It was directed that the ebove views of the
Goverument be conveyed to the Secretery of State for Dominion
iffairs end that & copy of the cable despatched be elsoc trans-
mitted to the Australisn Winister in Washington.
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SECRET =~ |
CANBERRA,

9th February, 19.2.

The Secretary,
Department of Defence Co-ordination/

The Department of the Treasury have
i suggested that the Minister for Commerce should
also attend the next meeting of the War Cabinet
in connection with the consideration of the
War Cabinet Agendum regsrding the Lease-Lend
Agreement with U. S. A.
The Prime Minister agrees and desires

that Mr. Scully be requested to attend.

; , g
TN hl !
PRIVATE SECRATARY (DEPTL) !
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CANBERRA,
6th February, 1942.

MEMORANDUM for -
Mr. Shedden/

The Prime Minister desires that Senator
Keane be requested to attend the War Cabinet
Meeting to be held in Canberra on Tuesday next,

-10th February.

|

' ciiﬁzﬁﬁSZ;uafliék:
(F.A. McLaughlin)

|

Private Secretary (Deptl)

\
Ay o@«w&%
‘ o 5. WW;
‘ W 4’“’7/“‘”/”“"”/5‘“/

| / |

1“‘" ° y & } \ i

T




*2°'0 “HENHNOHTIN
‘§901JJ0 yg Ieemuounmon

‘smogen) pue epsvaYy, JI0J I BTUTK
‘eusey °*A°Y °‘UOH U] JO038USY

‘£ 383 92090 ¢

. R, .\.., d \Q“ .m
g~ L o .m\ .‘..H..M\\\ . >

4

*Y*S*Q U3TM qUOWes Ty PUST-esBeT 6U3 JO L, OT0TIIY uo Lanseed],

oy3 £q pexedead PFuieq T YOTUm vmpueBe U JO UOTIBISPTSUOD J07

‘faenaqey WI0T ‘Lepsong U *mW*® OC*OT 1¥ BIIOQUED UT pPiey eq o3

8T Yojum ‘jeutqe) JBA JO SUTFOOW OUYJ DUOIJB O] JUSTUSAUOD 9T ONBW

nok 38Y3 }E® 0] oW SeJ}sep JeIEIUTH eWdd eyl ‘fvpog Lawjsaoeg
©38ATJIgd Jnof 09 e0TADPE® peuoydeTe] JO UOTIBRWITIUOD UT

‘£Teaeouts sINO}

‘oussy J03vueg Jase(q




P . ®
2 Y L J ¥ »7) . . 1‘”(;“‘.&,/
]

. S A Agendum No. 88,
.»41 P C%mrﬂo. 11 1942
et | DEFENCE GO-ORDINATION |
e SECRET ;
(A WAL _CASINET AGENDUM,
| . 3l ldol |15 ;
PROPOSED UNTTED KINGDOM - UNITED STATE ATT el

AGREEVMENT IN CONSIDERATION FOR LEASE-LEND.

=

A. QUILINE OF DEVELOPVENTS..

Under Section 3(b) of the United States lLiease-lend
Act, it is laid down thet the conditions on which any Government
receives lease-lend aid “shall be those which the President
deems setisfactxy. and the bepnefits to the United States may be
payment or repayment in kind or property or eny other direct or
indirect benefit which the President deems satiefactory”.

2. The United States Government does nol interpret
these conditions as involving return for lease-lend ald in terms
of money or goode. Instead it ssks that the considerstion the
United States receives in return for leasge-lend aid should be in
the form of an undertaking by the Governments concerned’ to
collaborate in a post-war trade policy directed towards the
objectives desired by the United States.

e i In conformity with this intention a draft agreement
in considerstion of lesse-laend 2id was communicated to the United
Kirgdom Government by the American State Department at the end

of September last.

(Annex 1).

4,
Article 7.

The significant clause in the draft agreement is
In telegram D.591 of 30th September, the United

Kingdom Government stated that 1t regarded the preamble end the
first six srticles as acceptable, On Article 7, however, it was
felt that it was not possible to enter into & commitment which
wag ambiguous in its phraseology and which could be held to pre-
judge the right of the British Commonwealth to maintain an
imperisl protection system.

5. Subsequently, to meet the difficulties raised by
United Kingdom, the United States submitted a revised draft which
placed greater emphasis upon the positive aims of promoting
employment, production, consumption and exchange and nn-the fact
thet the agreed action provided for in the redraft would follow
conversations and be governed by sconomic conditions ofthe time.
The redraft reed =

"Tn final determinstion of the benefits to be
provided to the United States of America by the Goverament
of the United Kingdom in return for aid furnished under the
Act of Congress of 1lith March, 1941, the terms and conditions
thereof shall be such as not to buréen commerce between the
two countries, but to promote mutually advantageous economic
reletions between them and betterment of world wide economic
relations., To that end they shall include provision for
agreed action by the United States of Americe and the United
Kingdom open to participation by all other countries of like
mind, directed to the expansion by appropriste International
and éomestic me gsures of production, employment and exchange




==

and consumption of goods which are the material foundation
of liberty end welfere of all peoples; 10 the elimination
of all forms of discriminstory trestment in international
commerce and to the reduction of tariffs and other trade
barriers; and in general to the attainment of all economic
objectives set forth in the joint declaration made on 12th
August, 1941, by the President of the United Stetes of
America and the Prime Minister of the United Kingdom.

npt apn early convenient date, conversations shall
be begun betwsen the two Governments with a view to.
determining in the light of governing economic conditions,
the best means of ettaining the above stated objectives by
their own agreed action end of seeking agreed action of other
like minded Governments. (D.O. D.754, 20/12/1941)."

-

Gis The principal objections seen by the United Kingdom'
Government to this redreft were {(Telegram D.753, 20th Dacember):=

(1) The words "elimination of all forms of dis-
criminstory trestment in international commerce" were not
oualified and therefore committed the United Kingdom to
a policy involving the ultimate elimination of imperial
preference and other bi~latersl trade arrangemenis.

(i1) The wording of Article 7 was capable of varying
interpretations which might prove embarrassing to both
Governments unless an sgreed interpretation could be secured.

e In ensuing exchanges between the United Kingdom
Government and the British Ambassador st Weshington, the latter -
emphasised =

(i) That great importance was attached to the
agreement by the United States Administration and by the
. President in particulars

(11) Thst there wes no chence of the United States
Government revising its mein decision on Article 7; and

(111) Thet the agreement involved the Upited Kingdom
in no more than an undertaking to work towards certain
objectives on lines %o be agreed upon and provided that
the United States elso worked towards them.

8, . In peference to the question in a telegrau of 2nd
Februsry, the Australian Minister at Washington also pointed

out that the Americans admit thet they have in mind the removal
of imperisl preference, although they say it is sn objective

and not a specific undertaking. Mr. Casey's impression is that
the Americans do not hope to securs the entire removal of
imperiasl preference, but io make material progress towards that
end as one of several messures designed to meke end keep
international trade fluid. -

9, The State Depertment originally asked for 2 rep ly
from the United Kingdom Government by mid—Januar%, but no decisior
had been come to in London by that time, psrtly because Mr.
Churchill, while in Washington, had gained the impression that
the whole question of the agreement could now be deferred in

view of the new situation arising from the entry of the United
States into thes wsar. Thig impression, however, has not Deen
confirmed by recent communications from Lord Halifax who reports




.

that, on the conilrary, the United States Administrationm,

including the President, are anxious to obtain signature of the
agreement at the earliest posgsible date, including Article 7 in %
ite existing form, One reason for this concern is the fear

that if a settlement ig not reached Congress might take the

metter into its own hand with unfortunste results.

10. 1n these circumstances, the United Kingdom
Government has now decided to accept the American redraft of
Article 7 and to conclude the agreement, subject to an exchange
of interpretative notes with the United Stetes Government which
will, smong other things, make it clear that the United Kingdom
Government does not regard the word tgigerimination"” in Article
7 a8 applyin% to special arrangements between the members of
the British Commonweslth, end that before accepting any
definite commitments involving modificstion of the existing
system of imperial nreference, the United Kingdom Government
would recuire to consult the Dominions. Lord Halifax hes al-
ready been instructed to approach the State Department in this
sense, (Telegrams D,66 and D.67 of 6th February). This
proposal does not include scceptence of the draft egreement

as it stands without exchange of interpretative notes, and thus
obviously indicstes that the United Kingdom Government still
meintains the objections referred to in peragraph 6 above.

11.: Although the Dominions have been kept informed of
developments by the United Kingdom, their views have not yet
been specifically requested. In view of all that is involved
in the question, it is considered that the opinion of the
Commonwealth Government should be b rought before the United
Kingdom et the earliest possible moment. WNr. Casey has reported
that Canada has already notified its agreement with the whole

of the proposed agreement, {inciuding Article 7. Meanwhile, the
United Kingdom Government haes been informed that we are communi=~
cating our views in the immediate future, and that we hope,
therefore, that it will be possible to defer Lord Halifax's
approach until these are raceived.

B, THE FROBLEY.

must be made as to wheiher, in returp for
land al racelived D g8 Empire and nNich 18 C L,
§%ggzgg, the Commonwealth Government will recommend to the United
ngdom a course implicifly committing the British Commonwealth
to collsborate with the U.S.A. in a post-war trade policy, the
stated objective of which is to reducse restraints on trade. We
need to recognise that this mey invo lve the modification and
altimstely the elimination of imperial preference and will limit
our freedom to continuse i{mport and exchange control and other
war time measures for trade purposes in the post-war period. In
effect this decisfion involves a choice eg to whether we work

A decision

L

jateral international trade or whether by refusing we accept

the prospect of a probable drift into the syatem of restrictive
bi-lateral agreements and @xchange control. A first step in

the application of this collaboration would be to reach agreement
on the trade negotiations now in progress with the U.S.,A. :

13. This is & major decision and impes ee definite
obligations on the Governments of the British Commonwealth.
Accordingly, an inter-depertmental comhittee representing
@ommerce, Customs, Treasury snd External Affairs, was asked to




e V)

- 4

gffect of the
Lelegram to th
£ the 1ssues conc
d should be close

report upop the
and to draft @

the impertance O
which is attache

¢. CONCLUSIONS OF THE COVMITTER.

follows:~

{1} 7¢ we scoept Article VII
by step with U
relax tresde barr
certain drift in
agreements in whic
tical an
terms.

(2)
pered to mo
effects on certain expor
freedom to impose prohib
on balence Australia wou
of tr=de harriers even 1f imp
or ultimately eliminated.

{3) A genera
policies would
1little future for Australia.

(4)
United Kingdom in her £
without seeing clearly gither
she will be ca
pensating advantages.
attempt to emphasilse the reci
agreement and the importance

jerss

Accepilan
dify imperisl p
t
itively

of

trade in meking relexation of trade barriers ac

(8) Tf the reciprocal
recognised and the posit
atc. cen be achieved, the ki
implied in Article VII is in th
British Commonwe

‘international relations.

D. DMMVEDIATE POLITICAL PACTORS -

15. There can be no doub
administration and
early acceptance of the Lease
spparently srises from two factors =
(a) A conviction thet unless th

- Kingdom bind themselves now

after the war, world econom
chaotic snd collsboration W
impossible. .
A desire to present o
ciently precise Lo repr
lease-lend aid.

(v)

se obligations on our
e Dominions Cffice.
erned we urge that their report
1y examined.

Tha Committee's conclusicns ma

.5,A. to expand interns
if we reject we must face an almost
to world trade gover
h countries wou
d military adven tages 1o

ce of Article VII wou
reference,
industries and

1d probably gain
erial prefe

1 return to restric
1e¢ad to contracting wor

We should at the ssme time sympath
ear of incurring s
the circumstances
11ed upon to honour it or the precise com=
Therefore,
procal charac

character of the agre
ive aimg of expanding
nd of post-war col
e long=-
alth and provides a be

t thaet the United States
the President atta
-Lend Agreement.

‘Congrese an agr
esent an acceptable
{Recent cables have emphasised that

own econemy.
Because of

y be summarised as

we undertake to work ateb
tional trade end. to

ned by restrictive
18 exploit economic, poli-
secure favourable trade

14 involve being pre=
with possibly adverse
would limit our

ffs. MNeverthelees,
from a relaxation
rence were moGified

high tari

tive national trade
14 trede offering

ise with the
dafinite commitment
in which

we should support any
ter of the

ction and
ceptable.

expanding produ

ement is

groduction
aboration
term interest of the

sis for peasceful

ch great importance to the
This urgency

e United States and United
to collaborate economically
ic conditions will become
111 become practically

eement suffi-
return for




if the United States administration dees not soon
announce an agreement Congraess {tself mey wish to ley
down terms which would almost certainly be less
favourable to the United Kingdom than those now
suggested) .

16. Bxperience in the last wr indicates that it is
dengerous to wait untll the war is over before laying the
foundations of the post-war order. Furthermore, after general
agreement hes been reached close study will De necessary to
determine the scope and character of the collaboration,

17. The British Commonwealth, and Australia in particular,
are vitally dependent upon United States material and militery
assistance. Tt is in our interests to show & sympathetic
understending of the American viewpoint.

18. Furthermore, it should be pemembered that Avticle
VIT is only an expansion of undertgkings 10 which both the
United Kingdom and Australia have given sdherence in the
Atlantic Charjer. (Annex 2). We cannot with consistency
avoid giving precise definition to these undertakings when
inpvited to do so. ;

E. RECO'MENDATIONS.

19, We sre in broed agreement with the conclusions of the
Committee and feel that political congiderations make it
imperative thal an ggreement acceptable Lo the United States
should be resched promptly. We recommend therefore -

1. Thot a cable be despstched to the United Kingdom outlin-
ing our views end statipg =~ =

(a) that provided contributions by United States and
other countries &re adequate and commensurate we
are prepared to accept and do our best to give
e”fect to the obligations imposed by Article VII
gven if this involves the modification of imperial
preference.

(b) that we consider thati the intentions of the United
States edministration could be more asdequately
expressed either by an amendment to the wording of
Article VIT or b- an exchenge of notes in the terms
suggested (excluding Clause 4 which seeks to exclude
%mperial preference from the scope of the agreement);

ut :

(¢) that we consider the meaning both of the proposed
amandment and the remaining clauses of the draft
note already implicit in Article V1T and that there=-
fore these mr tters should not be pressed if they
prove unacceptable to the United States of Amerlca.
(A draft telegram is attached) .







/. <
-J‘F’ Telegram fte Nominione Offiee, London.

Your telegram D.67 and earlier telegrams Lease-
Lend Agreement, .

. On the basis of your sarlier adviceés the Common- .
wealth Government has for some time been 'giving close considera-
tion to this guestion. In the 1light of this consideration and
your latest edvices we offer the following outline of our views,

: It is evident from your-advices of Halifax's views
that the U,8, Goverrment and the President in particular attach
considersble importence to thé agreement and that they would be
unwilling completely to exclude Ymperial preference and similar
arrangemente from the scope of "agreed action" as contemplated in

_Artiele VII, The BEmpire’s immediate need of U,.8. ald is Bo
urgent that we feel every effort should be made to come to agreement

with U.8. in this ~matter,

In our view a general relaxation of trade barriers
would be possible if the positive aims of collasboration referred
to in Article VII are achieved, i,e. "the expansion of production,
employment and the exchange and consumption of goods which are the
material foundation of liberty and welfare of all people",
Australia would be willing to share in egreed action to achieve

these aims,

We note your desire to establish by an exchange of
notes &n understanding that Imperial preference and similar arrange-
ments would not ‘be regarded as discriminatory for the purposes of :
agreed action under Article VII, Australia’s experience in the
last ten years haa been that the commitments in respeet of our own
tariff which Imperial preference has involved, coupled with the
adoption by many foreign countries of exchange control and bi-
lateralism, have greatly limited our capecity tc make satisfactory
trade agreementa, and have operated adversely againgt our econcmic
interests, Furthermore we are conscious that Imperisl preference
is regarded as discriminatory by foreign countries and its exclusion
from the scope of agreed action would prejudice their willingness
to collaborate, We feel that the avoidance of discriminatory
bilateral agreements and exchange control, and even the moderation
and in some cases removal of Imperisl preference would produce
economic benefite if other countries made concurrent adequate
reductions of tariffs and removed other barriers to international

trade,

. For our part, subject to a clear understanding that
the contributions to be made by United S8tates end other countries
must be adequate and commensurate we would be prepared to accept
the commitments involved in Artiecle VII and do our best to give
effect to them even if this reguired modification of Imperial

preference,

We fully recognise that bilateral treaties and ex-
change control for trade purposes may be very important to United
Kingdom in the immediate post-war periocd, and may afford protection
to your export income not immediately available by other means, We
also believe that Imperial preference may materially help the
export trade of all Empire countries during the period when effortas
are being made towards freer international trade. Furthermore we
perceive that an undertasking to avolid bilateralism and exchenge
control, and to reduce or remove Imperial preference is far more

_precise than any undertaking by United S8tates under the proposed

lieve that
Article VII However despite these difficulties we be
aub ject to ;he understanding referred to in prgvloue pa;aggagg
the kina of post-war British-Amerlcen co%labgr:;:ogriggsie

1d be in the beat interestis © %
3£;;g%:egiih:°u We consider 1t desirable however that the col

i1aboration of other countries ghould be sought as quickly as
possaible,

/1t Article VII




Ce

If Article VII is approved, we consider the conversa-

. tions referred to in sub-paragraph 2 of major importence, Accordingly
we are gilving preparatory consideratlion to the principles upon which
collaboration must be based in order to achlieve the positive aims’
set out in Article VII and so to produce conditiong in:which res-
trictive national trade policies can be relaxed, It is desirable
that other countries particularly those receiving LeasesLend aid
should participate in these discussions, 3 -

We consider that the present wording of Article VIY
could usefullg be varied so a8 more nearly to express what we understand
to be the int&ntions of the U.3, by emphasising that the eliminaticn
of discriminatory trade poligies is depsndent on succeéss in achieving
the positive aims of the collaboration, Accordingly we suggeat that
U.8. might be asked to consider the fellowing variation of Article VII =

to follow on from "welfare of all peoples” - "and
together with sich expansion the progressive
elimination of a forma of discrimlnatory
freatment in international commerce and to

the reduction of tariffs end other trads
barriers; and in general to the attainment

of all economic objectives set forth in the
Joint declarstion made on 12th August, 1941, by
the President of the United States of

America and the Prime= Minister of the United
Kingdom", i

While we beliove this amendment expresses the
purpose of the article more clearly we consider its meaning is already
implicit in the present wording and accordingly we do not consider
‘that it should be pressed if 1t proves unacc®ptable to U,8.A, or
appears likely to be interpreted as an attempt to delay agreement,

With specific reference to the draft notes referred
to.in your D.67 w& consider it unwise to seek the incluaion of Claus®

4,

notes in the terme of the remaining clauses,

We believe that benefit. would be derived from an exchange of
However, we belleve

their meaning ie

already implicit in Article VII and from our point

of view we would not

consider 1t necessary to press for the exchange

of notes,

While we recognise that the U.K, must give the fullest
consideration to the nature of the commitments this agreement would
place upon her, the Commonwsalth Government after full congideration
is of the opinion that Article VII should be accepted, if posasible in

the amended form suggested above or wilth the exchange of notes
(excluding Clause 4 of the draft note from U.S, Secretary of State).

I1f thess prove unacceptable the American draft as given in your D,O,
154 ghould, in our opinion, be accepted, LY :




ARTICLE VIY OF LEASE-LFND AGREEMENT,

Report of Inter-departmental Committee -

The collaboration between U,8.4,, the British Common-
wealth and other like minded nations proposed in Article VII repre-
sents an attempt by U,S8,A, to build up in the pecst-war world a
system of freer and expanding international trade, Since aceeptance
-imposees definite obligations on the Goverwments of the British
Commonwealth it is desirable that the implications® of a decision to
:ggegt Artgcele VII should be fully explored, Three main gquestions

B =

{(2) what are the alternatives open to us,

(b) what wtll be the effect cn Australia of the
policy foreshadowed in Article VII -both
directly and through its effect on U.K,

{c) in what conditions will the eollaboration
prove succassful,

A, THE ALTERVATIVES -

i, Freer multi-laterael trade -

T4 must be recognised that almost every attempt in
recent years to bring about genersl relaxation of trade barriers by
agreement has failed,. This has been due to many reasons the most
important of which are the national desire for militery self
sufficisncy and the fact that the internal adjustments required by
such relexations have been Jjudged impracticable in a world of
generally contracting trade, gomething more than proposals for
relaxation of trade barriers is required. It is mecessary to
create conditions in which such & relaxation would be acceptable.

The United States proposals recognise this and
Article VIT states positive ohjectives including Ythe expansion of
production, employment, exchange and consumption of gocds which are
the material foundation of liberty and welfare of all peoples"”,
guccess in achieving these objectives might create conditiona in
which the relaxation of trade barriers would oOnce more become

poseible,

2, Bi-lateral Trades -

Failing the successful outcome of the U.9, plan
Governments may be forced to exercise great control over thelr
external trade in order to impose diseriminating measures which
they will feel necessary. The main 1ines of this alternative were
evident in the pre-war world. Countries sought increasing self-
gufficiency frequsntly at the expense of their own living standards
and the prosperity of the producers of other nations. The declining
volume of trade flcwed through chennels establishaed by diseriminatory
bi-lateral sgreements in which each country exploited tpgrbargaining
powers 1t derlved from jts economic, political, geogr&apaic Or military

advantages,.
Economicelly the great expansion in production and

trade and consequently in living standards envisaged by the U.8.
plan could not occur if this poeition were allowed to develop.

Politically this form of trade leads %o inereasing national
antagonisms and offers 1ittle hope of peaceful international

relations in the future,

/B. THE UNITED




A

§

B. THE UNITED KINGDOM POSITION -

£ 20
3

. United Kingdom’s position in the post war world will
be difficult, . Her income from international investments, shipping,
financial services, estc, will be greatly reduced, If she is to
-have the means to purchase the idrger flow of imports which will be
required to reconstrect her industry and repair the demages of war,
her exports will need to be relatively much greatsr then in the
pre-war period,

Influentinl} opinion in United Kingdom holds that United
Kingdom can only meet this situatlion by a deliberate poliey of bi-
lateral trade backed by exchange control, Under this policy United
Kingdom would oblige countries with sterling balances to spend them
on U.E, exports and would direct import purchases to those markets
giving preference to United Kingdom exports, This opinicn which
poesibly lies behind the United Kingdom unwillingness to commit
herself to Article VII in its present fomm may arise from -

(a) a judgment thet the prospects of freer multi-lateral
trade are remote and that the only realistic poliey
is to prepare for bi-lateralism; or \

(b) a judgment that in & world of bi-lateral trade United
Kingdom will be in relatively strong position
because of her bargaining strength and that in wview
of the uncertain guccese of United States plans it
would be unwise to secrifice this certain if limited
advantage for hypothetical benefits; or

{c) a recognition that United Kingdom has an active balsance
of payments with Empire countriee owlng largely to the
influence of the preferential system, The retention
of this favourable position is obviously desired by

the United Kingdom,

C. EFFECT ON AUSTRALTA -
Australie’s interests in international trade policy arise

from -

{a) her position as an exporter of foodstuffs and raw
materials;

(b) her desire to build up a balanced economy by
industrieliisation.

The benefits which Australia has secured from Imperial
preference are commonly exaggéerated, It is true that we have
come to regard the sugar, wine, dried frulte and canned fruits
industries, and to a less obviocus extent the meat and dairying
industries, as depending for their existence on a continuance of
Imperiel prefersnce, In responsible guarters, however, the view
has been held for a number of years that Australia has more to gain
from an expansion of international trade than from a continuance of

reference on the present basis and scale, Such important
: : metale are dependent on world trade

commodities as wocl, wheat and

and cammot benefit from preferences, and the meat and dalrying in~

dustries stand to gain much by greater freedom in international

trade, In addition Australia hae a definite interest In exfgnging
L ] L

foodstuffe (e.g. wheat) and in raw materiale
i o b ustrial development of under-

wool, metals) which must follow the ind Basns:
tries such as China, Furthermore there are poss
L v metals, wool, dairy produce and

ties for Australian exports (e.g.
certain olasses of meast) in the American market itself. .

/1t has been
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It has been found, moreovér, that our commitments
to the United Kingdom and other Empire countries in respect of
preferences made it difficult in the four or five years prior to
the ‘outbreak of the present war to reach satisfactory trade agree-
ments with such countries as Germany, France, Italy, Belgium,
Poland and Japan, This hed serious effects because we depended
upon our asctive trade balanc&s with those countries to meet our
adverse balence of payments with other countries including Unitéd
Kingdom and United States,

In other words it can conclude that while preference.
may have been desirable as & protective measure in a world of
nationalisgtic pclicies 1t should not be allowed to prejudice the
hope of an expanding world trede whiciwould meke such measures
unnecessary, It would be unwise therefore for Australia to insist
that Imperial preference should be placed outside the scope of
agreements envisaged in Articlie VIIX,

From the point of view of industrialisation Article VII
limits our complete freedom to impose prohibitive or highly protec—
tive duties, Rational develcpment of Australien lndustry if
necessary by tariff protection need not, however, be held back by
the collaboration with 9.8, Indsed collaboration may, by the
provision of capital, speed such development, However, we must
be prepared to consider modifications in our present tariff structure
as part of general agreements to be concluded,

The general alternative of bi-lateral trade holds l1ittle
hope for Australia, Imperial prefersnce itself offered no hope of
expanding markets and the privileged pcsition it gave us in the
probably declining markete of United Kingdom must be progressively
encroached on as United Kingdom concludes other bi-lateral agree-

ente, This encroschment was evident sven in the pre-war period
e.g, United Kingdom agreement with Argentine), In negotiating
other bi-lateral agreements our bargaining position wonld be weak
as many of our major exporits are in excess supply or threatened by
substituteas and our freedom restricted by our obligations under -
preference, ]

Nevertheless the United Kingdom market is by far our
moet important market and it is importent to us that the United
Kingdom should retasin, after the war, ths greatest possible
importing capacity. We are, therefore, vitelly interested in the
study of United Kingdom's post-war problems which will have direct
influence on our own economic position, But, provided the United
Kingdom economy can be adjusted to it, a post war policy which
frowns on exchange control and restrictive bi-lateral egreements

‘'should be good for Australia, even if {and to some extent especielly

if) it is accompanied by a reduction of Imperial preference in ex-
change for freer intermational trade,

n coming to our decision, we must recognise that the
industries which have besen referred to as partly dependent on
imperial preference may be dismayed at the prospeet of losing this
protection, which they have come to regard as one- of the essential
conditions of their existence, This is true in particular of the
sugar industry and the wine, cemned fruits and dried frults d
industries, However, the problems created would be much less
gerious than those now facing export industries, The war has shown
that these problems can be solved if boldly handled,

However, if Article VI is adopted soms careful
publicity in Australla will be called for and it will be necessary
to ensure that necessary adjustments are planned in advance,

/D. POSITIVE
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D, POSITIVE ASPECTS OF ARTICLE VII -

A practical weaknees of the whole plsn proposed by
U,3, is that its sponsors may not carry it far enough, A major
consideration 18 whether the collaboration proposed can achieve
the positive aims of Article VII, This depends upen the scops
and charecter of the action to be taken, Certain principles suggest
themselvea as essential if this action is to be effective -

(a) United S8tates must have an import surplus which will
enable her creditor snd other foreign income to be
paid in goods; thia may involve not only a
liberal tariff policy but an internal poliey of
increasing consumption and possibly direct
governmental purchases abroad,

{(b) International control of production and trade will be
‘necessary in basic export products,

(e) Collaboration must provide for planned development of |
underdeveloped parts of the world to énsure greater
productivity and rising living standards.

{d) There must be participation by the largest number of
countries possible,

Further exemination of these problems is necessary but 1f the United
States 1s prepared to ensure such action the positive aima of Article
VII can be achieved, It should be noted that in signing the agree.
ment U.8, becomes politically committed to action mlong these lines,
If Article VII is accepted we should fully examine the nature of
~action to be agreed upon before the conversations referred to in sub-

paragrsph 2, i

interpretation -

Pxchanges betwsen U,8, and U.K, have centred round the
negative aims of Article VII, i.s., the relaxing of trade barriers
partisularly as affecting Imperial preference,

It may be desirable therefore in agreeing to Article VII
to re-émphasise, what has tended to be cbseured in these discussions,
that the positive aims of expanding produetion, trede end living
standards are in Article VII given egual if not* prior importance
and that uni-lateral action is not called for from either party,

- This could be dene either by an amendment to the wording
to give greater emphasis to these aspects or by preparing an agreed
interpretative document. Because Lord Halifax considered that any
attempt to secure an agreed intervretation  would be regarded as evasion,
we recommended asking U,8, 10 considsr the following amendment

(additions underlined) -

" es.s BEreed sction ,..., directed to the expension

ssees OFf production, employment and exchange
and conelmption of goods which are the materinl
foundation of liberiy and welfare of all people;

and together with such expension the progressive
elimination of g1l Toims of dlscriminatory treat-
ment in internstiona} commerce end to the reduction
of tariffs and itrade barriers; ....."

The U,K, has however reccmmended an exchange of notes,
Glsuse 4 of the draft note (which states that Imperial preference .
18 not to be regarded as "discriminatory" in the sense intended in
Article VII) must be regarded as an attempt to changs the meaning
of Article VII in a way which we believe would be unaceeptable to

U.S. and inconsistent with the basic purposes of the Article itself,

The remainder however merely make more precise ‘the

/meaning
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_geaning of Article VII, The significant clauses state -

“ Clausé 2 ~ In considering agreed aétion the parties
will take into account the other’s post-

war difficulties,

“ /3 = The speclal balance of payments problem of

Sy U.XK, i3 recognised by U,8,

fu § - The problem of internal adjustment necessary in
U.8. 1f she is to take her appropriate place

~in international trade 1s recognised by U.K,

e 6 - Attainment of aims must be gradual and uni-=
lateral metlon’® Mtrequired of either country,

7 There would appear to be some advantage in an axchange
of notes to clarify these points esnd it should be acceptables to -
Australia providéd U,8, does not regard the negotiations for such
notes as an attempt to evade the lssue, -

Coneclusions =

1. If we accept Article VII we underteske to work step by
step with U,8,A, to expand international trade and to relax trads .
barriers; if we reject we must face an almost certain drift into
world trade governed by restrictive agreements in which countries
would exploit sconomic, political and military advantages to secure

favourable trade terms,

2 Acceptance of Article VII may well invglve modifying
Imperial preference, with poesibly adverse effectif certain export
industries snd would limit our freedom to impcse prohibitively

- high tariffs, Revertheless on balence Australia would probably
gain from a relaxation of trade bHarriers even if Imperial preference

is modified or ultimately sliminated,

3, A general return to restrictive national trade policies
would lead to contracting world trade offering little future for
Australis,

4 We should at the seme time sympathise with the UK. in

her fear of incurring a definite commitment without seeing cleariy
the eircumstances in which she will be called upon tc honour it or
the precisa compensating advantages, Therefore we should support
any attempt to smphasise the reciprocal character of the agreement
and the positive aims of Article VIT,

Ha If the reciprocal character of the agreement is
recognised and the positive aims can be achieved the kind of post-
war collsboration implied in Article VII is in the long-term
interest of the British Commomweslth and provides a basis for peace-

ful internationel relations.

Rec omendat_i ons -

1, that & cable be despatched to the UK. in terms of
the attached draft. .

2, that the Reconstruction Committee on International
relations be instructed to consider the principles
on which U.2, and British collaboretion should
operate in order tg achieve in particular the
positive aims of that collaboration,

Note - Mr, Moore suggestsd that acceptance of article ¥II should
¢ be accompanied by a statement that our adherence and -
support would be forthecoming while its purposes were

being echieved or offered reesonable prospects of being
achieved, The majority of the Committee considered that

such a statement was unnecessary end 1ikely to be inter-=

preted ss sn attempt to deprive sdherence of reel signifieance;
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4 \ LEASE-LEND CONSIDERATION, ANNEX 1.

==

Articles of Draft Agreement,

Article I,
The United S8tates of America wiil eontinue to supply
the United Kingdom with such defence articles, defence services,
and defence information as the President shall authorise tu bs
trensferred or “ovided,

Article TT,

‘The United Kingdom will continue to contribute to the
defence of the United 8tates of America and the strengthening
thereof and, should circumstences arise in which the United States
of fmerica in its own defence or defence of Americas may reguire
Articles, services or informetion, will provide such Artiecles,
services or information as it may be in a position to supply.

Article Y71,

The Government of the United Kingdon will not without
approval of the President transfer the title tc, or possession of,
any dsfence article cor defence information transferred to it under
the Act or permit the use thereof by enyone not an officer, employee
or agent of the Government of the United Kingdom,

Article 1V,

If, as a result of the transfer to the Government of the

Imited Xingdom of asny defence articles or defence informatlon, it
becomes necessary for that Government to take any action or make

rny payment in order fully to protect any of the rights of citizens
of the United S8tates of America who havé patent rights in and to any
guch defence articles or informetion, the Government of the United
Kingdom will take such action or meke such payment when requested to

do so by the Preslident,

Article V,

' The Government of the United Kingdom will return to the
linited 8tates of America at the end of the present emergency, as deter-
nined by the President, such defence articles iransferred under this
agreement as shall not have been deatroyed, lost or consumed and as
ghall be determined by the President to be useful in the defence of
the United States of America or of the Western Hemisphere or to be
otherwise of use to the United States of America,

Article VI,

- In the final determination of the benefits to be provided io
the United S8tates of America full cognizance shall be taker of all®
property, services, information, facilities, or other bene¥its or
consideration provided by the Government of the United Kingdom
subgoguent tc 11th March, 1941, and asccepted or acknowledged by the
President on behalf of the United Stetes of America.

Article VII,

' The terms and conditions upon which the United Kingdom
receiver defence ald from the United States of America and the benefits
to be received by the United Stetes of America in return therefor, as
finally deternined, shall be such &s not %o burden commerce between
the two countries but to promote mutually adventageous economic
relations between them snd the betterment of world-wide economic

relationsy they shall provide esgainst diserimination in either the
United States of Americe or the United Kingdom against importation
of any produce originating in the other country; and they shall
provide for formulgtion of measures for achievement of these ends.
Article VIII.

This agrenmeni shail continue in force from the date on y
two Governments. '

Which 1t is signed until a date agreedrnppn by the -
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"*L i ; ANNEX 2,

ATLANTIC CHARTER,

Meeting between Mr, Churchill and President
Roosevelt. '

JOINT DECLARATION,

"The President of the United States and the Prime Minister (Mr,
Churchill) representing His Majeaty’s Government in the United
Kingdom, being met together, wish to make known certain common
principles in the national policies of their respesctive countries
on which they i:ase theilr hopes for a better future for the

world, They are -

1, Thelr countries seek no aggrandisement, territorial
or other, >

2, They desire to see no territorial changes that do not
accord with the desire and freely expressed wishes
of the peoples concerned,

3. They respect the right of all pecples to choosa the
form of govermment under which they will live and
they wish to see sovereign rights and self-government
gﬁatored to those who have been forcibly deprived of

em,

4, They will endeavour, with due respeet to their existing
obligations, to further the enjoyment by all States,
. great or emall, vlcior -or vanquished, of access on
equal terms to trade and rsw materials of the world
which are needed for their economic prosperity.

B, They desire to bring sbout a full collaboration between
all nations in the sconomic field, with the cobject of
securing for all improved labour stamdards, economic
edvancement, and social security,

6, After the final destruction of Nazl tyrenny, they hope
to establish & peace which will confer on all nations
the mesns of dwelling in safety within their own g
boundaries and which will afford assurance that all
may live their lives in freedom from fear and want,

7. 8Such peace should enable all men to traverse the high
seas and oceans without hindranee,

8, They bellevé that all nations of the world, for
realistic, as well as spiritual reasons, must come to
thesbandomment of the use of force, 8inee no future
peace can be maintalned if land, sea or air armaments
continue tc be employed by nations which threaten or
may threaten aggression outsids their frontiers, they
believe, pending the establishment of a wider and
permanent. system of general security, that the dis-
armament of such nations is essential. They will
likewise aid and encoursge all other practicable
measures which will lighten for peace=1loving people
the crushing burden of armement that is upon them,
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oy . DEPARTMENT OF EXTERNAL AFFAIRS.

CABLEGRAM.

JMNEDIATE,

DECYPHER FROM

AUS. LEGATION, WASHINGTON. Date sent 4th Fah. 1942,
12.28 a.m.

No.205. Revd. 5th Feb. 1042,

ubject matter

; : I saw Acheson unofficially today on the s
easury are just
1K

»1168
of your telegram No.138. State Depariment and Tr
about to discuss this general subject. Acheson ta aympathetic
and sensible view. He explains however that United States
administration want to be able to say to their potential domestic
political eritics that evary couniry was deoing everything it
possibly could by way of military and financial effort on its own
account and in the common intersst. He Bays United States
administration want to be shle o avoid criticism that it is lend
leaging everything it possibiy can and that &t the seme time

American forces abroad have to pay cash for all, their requirements
- He realizee our difficully in meeiing our own congtanily in-
creasing war expenditure at home and abroad, and of meeting
American requirements in Australia as well. de wants to be able o
find a way round this obvicus and easy criticism.  He would like to
have some rough analysis of the “works"® (first 1lins of rour
telegram} and also some guantitative deseription of our sterling
J and dollar commitments oversess, in ovder to see if it is not
possible to work out some indirect means whereby Australia can
meet the cost of American Tequirements in Austraiia and United
States can reimburse us by ha ng us to meecl some of our other
overseas financial obligations to roughly an eguivalent amount.
He suggests (quite unofficially) that we tell them what our doll
obligations are, outside of what we expect to getl under lesnd-lease
arrangements, so that they can see whai dollar payments they might
be able to relieve us of. He even suggested that we say what our
sterling obligations are with the idea that something might
possibly be worked out betwezn United States, Britain and Australia,
by which an offset would be arranged to meet the approximate
equivalant of the cost of American requirements in Ausiralia.  He
realizes thgt there is a limit %o taxation and borrowing 0 meet
our out go ® beyond which we cannot go with safety, and that whan
this limit is reached some s=2nsible means must be dgvised of coping
with the situation. It would be helpful if you could reply on
above within 48 hours. CABEY. - — .

s e # As recsived.
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Copies to - P,M.
Min.E.A.
Treasury {for attention)
Commerce
Defence Co-ordinaticn




