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x NEMORANDUM OF CONVERSATION

Juna 25, 1247

SUBATANCE QF 3ECOND MEETING OF
UNDER SECHETARY CLAYTOKR AND
ARPASSATCR WITH ERITISE CABINET
MEMBERS .

Peteraon was delayed 1n traffic snd sntry at the meeting,
and et the time of hls arrivel Mr, Dalton was speaklng about
the coat of the British Armed Forces which were being used to
help the United States ln the control of Sermany.

Mr. Dalton referred to rubber from whlech doller sarninga
ware falling rapidly. It waa the heat dollar earnsr among
colonlal exports and the break in prices to 31 1/8 Stralts
Aattlement centa (& Teduction of one-third or one-fourth)] was
geriouns. It was caused by U3 polley regardling synthetle rub- -
ber, whlch under mixing regulatlons ragulred consumers to usze
synthetle production of which now approximated 500,000 tonas
anmially. Thils represented stete intervention of a protection
character. The EBatt Report proposed 250,000 tona of aynthetlc,
and if thls was made aperative the resulting additional markst
for 250,000 tons of netural rabber would meen #1000 millicn to
rubbser sexporters, most of whom were in the UK area, Mr. Dalton
knew that this matter was comlng before the rubber studs zroup
et Parls shortiy.

Referring to Mr. Dalton'a referernce to axpensae for bl-
zonal arranﬁamﬂnta, Mr. Claeyton m astionad the assertion that
the TX wea "puttlng up money to help us occupy Burepe', It
was & jolnt occupation and the British ware not 4n a position
of helping us, but in thils general respeet he recognized the
difference in the UK posltlon veraus Continsntal Bureopean
countries.

As for rmabber, the War Departmeént insisted on mixing re-
quiremeénta 1n the production of finished articlea, malnly tires,
They had been unable to figure cut any other method of keeplng
synthetic plants golng, Thelr present cmpaclity was over a
million tona annually and popular demand waa that one-quartar
be kept a3 going concerna in case of trouble. We were caught
in a bad flx In the lest war and would not socon forget the
difflenlties. We were trylng to find & way of keaping syn-
thetle plants golng other than by the mlxing law but aubaldi-
zation was not leaslble. (Dalton interjscted that peopls
prefer natural rubber, and received an afflrmetive reply).

Mr. Clayton then relterated that subsidization was not & prac-
ticable approach, becausd while a subsidization wuld produce
synthetic rubber, 1t 'wodld not force peoplé to use it. It wea
intended to get synthetlc production down from 500,000 tona

to 250,000 tons snd the Department wented the new law 1llmited

to two yeara., Ee bellesved aynthetle productlon would be brougnt
down to 250,000 tons and on thet basla thought the US would be-
back to i1ts prewar importations of nmatural rubber. In responae

Lo



TOP SECEET

i

to a reguest for assurancs that the U3 would soon be resuming
rubber imports, Mr. ¢layton said the purchase of rubber had
beenn relemased from government control and privete buyers were
deing the importing. Mr. Dalten emphasized that rubber waa a
sore point and Cripps asaked 1f we could encourage peopls to
gome into the market early, to which Mr. Clayton replied that
since prlvete people were now doing the lmperting, 1t would
ba di1fficnlt for the Government to do anything about the mat-
tar.

Nr. Bevin agld the rubbser problem impinged upon UK treat-
mant of netiwves. With prices for such indlgenouws procucts
falling there was trouble to augment that which alresdy ex-
latad on a low ration of four to filve ounces of rlce dally.

He zaid this was g fundamental conslderation and had political
implicetiona. The UK wes on & razor edge in Maelava snd we
ahould avold waking a pift to our "mutual friends". He spoks
of the BEritish Speclal Commissioner's work ln Scuth-Eeat Asla
(Lord Hillern) and the reports from Malcolm MacDenald in Singe-
pore. Bevin said the Communist movement was "golng" 1n In-
doneaian, agenta pouring in and this development was on top of
other difficulties in Scuth-Esast Aala. He asked il US rubber
buyera could be shown the wladom of the haale price,

Mr. Clayton would look Into this but thought 1t would in- ~
volva an agresment among buyera 1n ponflict wlth our baaie
laws (enti-trust) but Bevln seld something simllar had heen
done with tin in whlelh the U3 hed cooperated, or at lesst gblded
by an agreement. PEevin sald the tin people did not grurble but
saw advanteges in & stesdy and atebla level for tlin, PBevin
favered atablllity in pricea of fundamentally Important commod-
1tles a8 & princliple and sugpeasted on rubibar a private agrae-
ment might be woriked up. Mr. Clayton relterated that U2 pollcy
wes bto get away from government purchase., However, he would
take up the queation of rubber at home, particularly (1) tha
shift to 250,000 tons and [2) would lock Iinto merket factoras
and the posalbla resumption of privete btoying.

v

Mr. Clagton was surprised at the reported price changesa
{Crippa sald levals werse below productlon coat), MNMr. Olayton
would not everloosk the polltical conslderations whleh Mr., Bevin
arpaln mentioned,

¥

Me, Esvin aas the Lﬁxt point sought elucldstion of Mr.
cleyton's beliefl thet the TEK problem smat be lumped into the
problem of Burope, because 1f thet were the case, Iin forth-
coming meetings, Mr. Bevin'as spprosch would have to be chenged,
Mr. Bevin had plammed (1) & ateering committee (Z) groups to
anelyze needa in relatlon to Eurspeen production (3) groupa on
flnance (4] groups on reliwey problema, their naeeds and crgani-
zetlon [5) groups on meibr transport (difficult because of cut-
dewn in Germsny, the blpgest producer} and (6) groups recarding
credlts, currsenoy, ete.

L

When the plans of these working partles wers completed
and in operation Bevin thought the only affect on the UK would
ke that--1n time,; B Faar or two=--Euarope would be In acmewhat
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batter position to pay for British imports but since in the
interim pericd Burope would consume sll ahe could produce .
there would be lIlttle aflTeet on the TE posltlon execept perboaps
for an lncreagse 1ln dollar recelpts from German éxporta.

As to (Germany, Mr. Dalton mentioned the cost of the Byrnes
Agreement, Originally for an eighteen-month perled lrom Tanu-
ary, 1947, total cost wes contemplated as #860 milllen of which
the UH share was 4460 million which in terma of dollar drailn
on the UK waa eatimated as H200 million., This laast flgure,
revised because of price changes waes now $275 million. A fur-
ther overall Increase in costa for Germany to provide additional
calories had added 5150 million to the total bill (§75 milliion
to the T . X,.) which made the Eruuunt rate of drain on the UK for
Garmany some 5350 million. Pretty poor®, according to Dalton,

¥r. Bevin noted that 1f Poland feeda Burope, Polend denands
dollars in sxchange hechuse the Pollah Prime Minlster haa a
s0llid case as to his needs of U.S8., equipment. Bevin was cul-
tlvating the Pellsah Prime Minister, having declded to center
Arltilsh policy around the new lesdsr whom he had conaul ted on
return from Moscow, He btalleved this plan would be fruitful.
Similar approaches ware belng made In Tugoslavia where Bavin
had talked. He was convinced that Yugoslavis would greduslly
come west, TYugoslav neads wears agricultural implements,
rallway equipment, timbeér-cutting egquipment, etc. which Hussia
could not supply. In connection with Yugoalavia mentlion wasa
mude of Trieste and the effect of the opening of that port on
Yugoslavials weatern connectlons., 3But when Bevin asked Crippa
what he could giwve up for Yupgoslavia, Cripps could offer 1ittle,
primarily because of the steel shortage, This was the pettern
wherelin Britaln got into a dellar temgle 1n order to "get golng"
on conatructive polltlieal relationshipa, Mr. Bewvin dld not
foresee early solutlon of these political dAifflcultiea. We
muat have patience but he was confident. Nr. Bavin seld thset
1f' the U.8, took the line that the U.K, was the same as any
other European country this wonld bhe unfortunate becmuse the
UK eould zontribuote to aconomie revival, The UE held stocka
of rubber anéd wool and "we, as the Sritish Empire", could ss-
alst materially. The Britiash did not want to go into the
program and not do anything--this wounld sacriflee the "little
bit of dignity we have laft",

Mr. Clarvton did not quite see how the U¥ posltion was
different frem that of other Burcpean countrlies, The whzale
trouble arose from a shomage of dollars but thls in turn i
rapresented fallure of Europe to produce. The productleon
bottleneck should be eased in a few years--psrhaps by 1951.

The UX had s dollar shortage the same sa other Rurosesn

countries and if the US could do something to esae thias shortage
hes wondered where the difference in impact upon the UX arose,

3ir Stafford Cripps reaponded thaet the UK wea & natural merkst
for European goods foY which the US were not buyers. Hr. Clsy-
ton had some queation on this point but Crippa mentioned timber,
foodstulls (especlally perishables, dalry products and driled
frults) and seld "if you want to rehabllitate Burope that mar-
ket (the UK} must be rehabilitated. The dollar 4raln is coming ~
throagh the UE".

Er. Clartcn
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Mr, Clayton still could not see the dlfference, Hs thought
if the TE recalved dollars from its trade with Burops thelr
position would be aantiafactory. Nr. Clayton thought the Far-
shiall 1desa womld put dollars intoe Burope by taking care af
thelr sasentlal Imports, leaving more of the proeeeda of thelr
axporta aveilable for payment for gooda lmported from Britain,

Mr. Clavton said that in the US examinatlion of the dol-
lar problem 1t seemed toc full into two parts--(1l)} & short-
range problem, meinly requirements of food anc fuel--perhapa
river-=-which might cost three and ome-half to four billlion
dollars (2) reconatruction and development where responsl-
bility fell on the I.ternationel Bank. The Bank wa2 geiting
#ell organired, had a good ataflf snd US and JX controlled it,
If there wea & solution of the atort-term Buropeaan problem
there would be a firm foundation for the Bank to go aheasd with
longer-term reconatruction and development. MNr. Clagton
thourht he may have ziven an Incorrect impression that 778
rid would be set forth speclfically in food and baslic rew
matariala, I the UX needsd foed we dld not mean that the
U8 would neceszsarily supply it. There should be no "tled loan" .
principle. The US would slmply locsk at the smergency Buropean
problem in bulk, mainly the threa "f15"_-food, fuel snd Tiber.
In these cbaervationa Mr, Clayton was merely thinking aloud
but it was his idea that whatever the U3 would do would
probably bte untied, juat as wes the Britlish loan.

Mr, Bevin msked 1f the US could not bring Canada end Ar-
gentina into such & Lend-Leasse conception and thus save the
U¥ on dollers., In mentioning Lend-Lease, Mr. Sevin did not
contemplate strict repetition of such a deviece but thought |
somothing akin to Lend-Leasa would be the end rasult,

8ir Edward Bridgess recapltulated the ldst polnt that Mr.
Clayten gave--(1) short-term asslatence for Burcpe (2) aa-
surances ‘rom Buropée as to what 1t would do to help ltzell and
{3) a gartain Intezration of "cegres of cloasneas" of economic
relationa in Eurcps as an sssentis) component, He seld the
UK did not contemplate golnsg into a Furospean Cuastoms Union.
Even the UK-French plans for integrstion sere not complete and
although Balgiun, Netherlands, and Luxembourg werse going ahead
with the Customs Unlon they hsd encountered difflecultles, A
full blueprint for Burope would take too long for the oresent
EMArZency.

8ir BEdwerd saked how Eritalm would flt into the plan.
If the U5 was thinling of help in kind from the U3 the effect
would be only to preoleng by a fsw montha the date when the
credlt would be exhausted, Es thought Mr. Clayton's remarks
showed an undserstanding tHat as Tar sa the UK was coneerned
thelr requirementa couldnot be confined to goods from the
U3 but would be needed from ususl sourcea, H8 understood
thers was a further polint, namely, that Burops shouléd joln
together In ziving assurances, The U'X had a fear of the P
"Burcpean pool™ idea in the Karshall 2lar which he thought
would bring the UK down to the level of the loweat in Rurcpae.
Sir Edward slso underatood the TS contemplated a asriss of bBi-
lateral agresmenta with individual Turopean countries which
would take into account the dlfferencea in economlo nesds of
the varlous countrles and yet vermit the program to be put to
Congresa as g unified schems, Mr. Clayton seld there was no



"pooling" ldea current in Weshington; it was hia ldea that
thers would be billateral apreementa within the Iremework of -
a Buropean program of rehabilitation.

s8ir Wilfrid Bady aought reassurance that the U3 con-
sldarad the Internetlonal Bank an efTectlive mechanism for the
seoond stage, Mr. Clayton sald the primary need was to creste
investora' confidence in prospecta of repayments of loans.
Mr. Dalton noted the Bank had been slow In organization, wlth
many changes in menagement and this ceuased much dlacoursage-
ment among the British., He asked if ¥r., McCloy thought the
Bank womld go into Burope snd Mr. Clayton replied aiflirma-
tively. Mr. Bevin asked how far politieal conalderation
would ecome lato lending by the Bank. He prasumed benk loan-
ing would be dependent upon the concluaslon of treatiss with
former enemies anéd that as for Alliea there would be assur-
ances under their United Nations obligations, With Burope
striving to produce there would be reas—>nable chance of re-
payment.

kr, Clayton ssid thet the Bank's conatitution required
that political conaiderations ahould not enter into declalona
on loans and noted that in connection with the Pollah losn a
delegation was meking an on-the-spot investigatlion and un-
doubtedly the Bank would regulre an agresment regarding
Polish coal (both present production and that attributablas
to the new machinery) before funda for re-squipment would be
fortheoming., Other details of operstions of the International
Barik were discuaszed.,

Mr. Derlton ralaed the nondlseriminetion clause in the
Financliel Agresment. The Britlsh dellar posltion required
them to look at thelr import programs where they were un-
willing (and shouidn't) reduce food importsa. But certain
articles, for example, frult, could be purchased from soff *
gurrency countriss yet this could not be the exeluslve source
under the nondiscriminatlion clause, Frult Crom the US addad
"yary much" to the dollar prablem. Tobacco was & salmllsr caae
in polnt. He had tsken tax msctlon to cut imports and In other
directions the UK "may take sction". In the case of films he
nad takken power to act which he felt the Government must have
if i1t were necaasery later to take some actlon.

In connection with nondlseriminsetion, discusalon arcse
regarding the pressnt British interpretation of (lause 9 of
the Financlal Agreement as aspplied to trade betwzen the UK
and lts Colonial Aregs for which the UX provided a common
quota In the Monetary Pund. A, the Department is aware,
the Britlsh conslder themselvea free to discriminate in favor
of trade within this UK-Colonial Arsa. The Britlsh express
belief that this interpretation wouldi ease the impmet of the
nondiserimination clause. Mr. Clayton and the Ambassador ”
agreed and did not challenge this interpretation of Claunse 9,V

Mr. Olayton seid with ﬂmPhinis that the matter of non-
dlserimipation "comées sp late", The loan wus an aot of

Congress
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Congress and reliefl on nondlserimination meant pasauge of A
jolnt resolution where many queations would be ssked anG thla
might call for exposure or some revelatlon ol the UK sltun-
tlon.

Sir Edward PBridges mentlioned the cleuse regarding Imports
from countriea with war-shattered sconomies and Mr. Douzlas
agread that we and tne British conld take m look at various
cormmodities and thelr scurces to sae what ocould he done. Mr,
Delton sald the laat thing he wanted was & debats In Congreas
on nondlscriminetion and Hr. Cleyton thought an approsach to
Congress on thia subject would endanger larger plans now under-
Foct.

8ir 3tefford Cplppa mentioned steel and UK dependence on
imports. Two years ago he placed contracts In the US aend be-
cause of understandable difflcultles there the ateel was not
obtalned, Thls had handicapped UE eld to Furope, the manu-
facture of tractora and other productive esquipment., Was there
any posalble way of getiing ateel? The Britlish had given UK
steaal producera thelr full coal requiremsnte and would get
thirteen nilllon tons of steel this year but thelir requlre-
ments were alxteen million toms. Mr. Clayten outllned the
difficulties arising from shortages at home, fectories on
ghort=time bDecaune ol lack of steel and internsl pressure for
ateel but thought there "was always s poaslibllity". The De-
partment of State was lghting for uxinrta avery day. Mr.,
Claeyton asked for a memcrandum from Sir Staf'ford on thelr steel
neadn.

W

lr. Bevin then asksd for & somewhat more conclse atate-
ment of the present US attlitude Loward BEurops and the Kerahall
program, In respcnae Llir. Clayton sald that he foresaw the
followlng phases: (1) ‘Europe should explaln why more progress
has not thua far been made alnce the cezsatlon of hostllltles
‘with the help alresdy recelved (2) Huropeen countries should
set forth in a concrete and subatantial way a atetement cf
what they proposed to dc ©o help Lhemselves, how long it wlll
take and by what stepa--what minimum asalstance 1s regquired
from the 1S, why it ls necessary and when the losd on the 113
would be reduced--presumsbly on a alldlng scale. Mr, Clavton
egdin stressed it would not be saay to sell the ldea in the
U8, Therse was much in the press of what the US "has got to do”
and much about Amerlican needs for export marketa. HNr. Clayton
knew the U3 nesd for azxport markets but many of hla fellow
citizena had other vlews and in order to put the progrem noroaa
the U8 most know when Purcpe will be able to get on 1ta own
feet. To supplement this, if posalble, the U8 would I1ike some
proposals regarding A flosar integratlon of European economy.
He did not assume that enything in great detail could be pro-
vided in s short time and cited hia converasation wlth Sanator
¥illlken as an example of why a firmm plan for Eurcope 1lneluding
European integratlion was nepeasary to convinece Congrass on the
neceaslty ol additionnl maslatance by the ya,

Mr. Bevin aald integration raised an intareating point
becauae whenevar he tock ateps in this direction, for exsmple *
wlth Prance and Belglum, 3ir Stefford Cripps said he was vilo-
lating ITO prineiples, Apparently to polnt out the US need
for axports, he aaid in 1827 he had axamined economle factars
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in the U8 and glven the narrowing of our importa and the
wasteful charaeter of cur inveatments, he hed predicted the
American alump two yeara in adwvance, But on the point of
integration he found ln Furope & deslre to da what Mr. Clay- ¢
ton sought birt found Burope in effeact commltted by ITO not

to integrate, T Mr. Clavton could meke a public astatemsent
on Eurcpean integration this would help, !"In Burcpe we cen't
resch & customs union ot once', but Mr. Bewvin sugeested
Furope should act sensibly. He had in mind an internationsl
board toe develop snd utllize wator-power from the Alps. Ha
also mentloned the Teschan politicsl problem and thought a
coal mine was at the root of thisz anéd the soluticoh would ba
found in jolnt operation of the mine and sharing of the sut-
put, But thesa attempta toward rebullding came Into confllet
with trading rilea.

Mr. Clayton mantlioned the progress made in the Benlux
Cuatoma Tnion and nseld thia certelinly 4ld not wviolete ITO ruleas,

Mr. Bevin then mentloned Angloe~French plans for integro-
tioh=-=-trectors to Te produced 1n the UE, food 1o France gnd a
free exehange of Cthe twoj mualeal instruments to he produced
in France, no competitlive plant set up in the UX and Prench
Inatruments frealy admlaslble inte the UK éven though they
might be texed from other sources. 8ir Stefford Cripps assid
sauch plans needad assurance of zaome parnaneéencea, r. Jlayton
agreed that the principle of nondiscrimination as now under- *
atood would be vlolsted in such proposals,

Mr. Bevin asid the Brltlah might obtsein agreement in
prineiple for a Custom3 Unlon and wondered If thla would he
enough to comply with I™0 rules, "We have in TTO an 1deo-
logical plan whilch thwarta reconstructlon™ and felt a flve-
year plen for the first atages of Integration would ke
necesseTy. The very worda "Customs Tnion" would be objected
to In France by the Communilata.

¥Mr., Douglaa thought the Integratlon problem raised two
quastions. PFilrst, declislons regarding intershanges arisling
from new plants and enlargements of old plants (to which polnt
8ir s3taefford Cripps interjected that the Britiah muat have
free entry for the preoducts concerned). This interjeetion
precluded Mr. Douglas from defining the second cetegory of
goods, nemely, production from exlisting plants (Mr. Douglaa
intended to explore tha posalbllity of special trestment for
integraetion of new production and nondlacrimination in traods
arislng from exiating plant).

wr. Qlayton asald that once the bars were let down on the
principle of nondlscerimlnation all kinds of undesirable arrenge-
ments would tske place tending toward bllatersliam whleh had
been proved unsound. 8ir Stefford €ripps thouzht the ITO Dele-
gation might make provislon for certaln phasea of integrotion
and we might look Into tha matter jointly. Mre. Cleyton, think-
lng aloud, asid acmething In the nature of speclal Interim
exceptiona to nondizeriminatlon working gredusally up to & Cus-
toma nion might be presented to our peple aft Genave,

After tha Prime Minlster indicated the meetlng must bresk
up bacauae of the hour, Mr. Douglas sdded one further polnt to
the general plan for Europe: tilere muast be acceptance 1n prin-
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oiple at least of conatructive measures in the field of flaeal
affalrs, Budgetary reform, like integration of Eurcpesn
sconomy, would ba moat mcceptable to the preasent Congress and
would bte an important factor in asctlion by the Internationsl
Bank reletive to BEurope. Mr. Douglas s&lso ralsed with HNr.
Dalton the metter of mnabling leglalsation relative to filmsa,
which subject has bean covered by seperate telegram to the
Department.

At the coneluslon 1t was agreed that tabulations regerd-
ing the Britlsh financial position could be sent on to Wash-
lngton for highly restricted use on the baals that the mctual
figures hed not been "put through or checked" and might be
changed in twenty-four hoursa, The tebles had been prepared
under pressurs and Troasury experts lecoked upon them chilefly
apg an approach ln presenting the problem,

APPivlivs
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