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MEMORAKDUW OF CORVERSATION

June 26, 1947

SALRY OF THIRD MEETING QF TNDER
SECRETARY CLAYTON A¥D ANBASSADOR
WITH BRITISH CABINET NEMBERS.

)

8ir Stafford Cripps wes not present at this meeting
but Sir John Henry Wood and James Helmore repreaented ths

Board of Trade; Sir Edward Brldges snd Sir Wilfrid Zady
and kr. E. W. B. Glarke were present for the Treasury;
8ir Urme Sergent and 81r Zdmund Esll-Patoh represented

the Forelegn Ofrice, 4As in previous meetings, Mr, Peter-

gon end Mr. Gunter attended for the Embasay.

Participents at the meeting had coples of the re-
viged "aide memoire" for the Forelgh Secratary.

Mr. Bevin thought the memorsendum set Tforth acou-
rately the views expressed and received at previous
meetings. He could not tell what line would be takemn
at Peris or what the outecme woulé be but for his gul-
dance he thought he could use the memorandum with res-
soneble ssfety as an approech in the Parls dlacussions.
While he knew the memorandum was without commitment he
sought assurance that 1t repressnted the U.5. Adminis-
tration's approgeh to the Buropean economle pruhla@.

Mr., Clayton thought this was so., The memorandum
contained scme things which hed not been discussed in
Washington, for exemple the outline of the difference
batween the emergency phase and the long-term phase of
Turopean rehebilitation. There had been little discus-
sion of the whole subject at ashington and none at all
in the ¥AC, which committee was described, and practi-
cally all of thke considerstion thus far given--meager
indeed--kad beer in the Lepartment of State.

Mr. Bevin understcod that the Harshsll ldea encom-
passed & relstively short-term, say four years, and in-
volved nelp to Hurope in ita purchases from the Western
Hamlaphere while Xurcpe ltself wes gettlng underway.
This woulé be of tremendcus help.

Mr. Clayton sald he could only indlcate what ne
thought the Administration would recommend to Congress
and believed that the British suthorities would under-
atand this distinetion in our form of government which
understanding he thought was highly lmportant. Lir.
Clayton thought scme countries woulé be found in no
present difficulties as regards their balance of pay-
mentsa but that these might heve some long-term devel-

opment problem, For the latter the UN Organization had

seteblished a bank.
/Mr, Bevin
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¥r. Bevin mentioned another thought regarding the
four-year term ol assistance. Thls was related to a
guastion in the House of Commons June 23 by Mr. VWarbey
who asked Bevin to bear io mind the importance for the
U.K. of securing a balanced economlic developmant of
Burcpe and ensuring that there shouléd be no one-silded
stimulation of the industrial West without a correspond-
ing stimulation of the agrartan Xast.

In mesting durope's food needs bKr. Bevin wented to
avold sowing too ouch wheat end while he agreed with
Mr, Clayton's idea of & 8liding scale adjustment of agri- .
culture in Zurope he believed that if cersals production
wag stimulated too much an agricultural surplus would be
cereated and would "burst things". Lr, Bevin thought 1t
beat to work to a balance in Buropean agriculture in
three years whereby 1t would revert to the 1934-35 levels
of imports of buman fooda.

Discusaion then analyzed tho prewar pattern of
Earopean food production, Kazl methods end excepticnally
high protectlon on grain resulting in exorbitant prices,
Mr. Bevin did not think 1t would be possible for Burope
to get into balanced mgrlecultural production in less
than threa yeera.

Y¥r, Clayton mentioned the necessity of getting away
from current acnormal imports of feood acd fuel. He did
not wish to eeea a return to the aboormal grain production
of the dayva of Hitler and Xussollnl or other artificisl
astimulatiocns which affectec the pattern of distribution
in 1936-38. Mr. Dougles mentioned that even before 1933-
34 there was scme artificial stimuletlion of wheat produc-
tion in Italy.

At the end of the discussion on food production 1t
was generally agresd that s Burcpean balance shcould not
be supported by aubsidles.

Mr. Bevin then discussed the long-term phase of
Zuropean recovery., He assumed that if "we a3 a club go
to the U.5, and find a willingness to support the put-
ting up of & plant®, he assumed that the lending bank
would give conslderation to {a) repayment prospecta and
(b) the rationality of the project. Mr. Cleyton thought
this wss correct end that rationality meant that the
plent would have ressonable prospects of eccnomic
survival,

Mr. Dougles belleved the benk, for example in con-
gidering a new steel rolling mill, would analyze exist-
ing capacity, the new mill's competitive position,
questions of sariff protection and if the project was
not economicelly sound in these respects it might not
recélve bank support. 1In thls Mr. Clayton agreed. 1In
absence of these measures on the part of the bank's
btorrowers, lnvestments marketa would not absorb the
geourities of the institution.



Mr. Bevin remarked that Europs wasa so0 extenslvely
deveatated that he was asnxious mot to lorce it to export
producta too soon and as repeyment of loans would arise
from exports he inquired regerding the repayment teras
of the Internetional Bank.

Mr. Dalton interjected to ask the extent to which
the Hank's loans muat be at 2 uniform rate and at a
uniferm time of repayment. Mr. Douglas thought the Dank
held wide authority in these fielda, Mr. Clayton addings
that certain minima in interest retes were established,
namely, 3 per csnt on loeansa te the public, plus a 1 per
cent commission charge. Lr. Clayvton menticned L per
cent as a ninimum rate,

Mr. Dalton agked that if the Bank in makling e seriea
of loans could balance oult its aggregate position to meet
the required minimum by having higher rates and shorter
repayment on cne loan and lower rates and longer repay-
ment on ancther individual locan. Mr. Cleyton thought
that a4 rete much sbove 4 per cent would ke too high. r.
Dalton mentioned that the Benk had intereat-free contri-
butions from particlipating governments and with referencs
ta MNr., Clayton'a undorstanding that reservea ware invested
in Treesury bills WMr. Dalton thought it might be posslible
to place some funds in higher-yleld securitiea thus to
permit a lower lcaning rate.

Mr. Bevin suggeated that at the forthcaming Parls
meeting the USSR would demand priority inm its application
for oredits and would sweep other applicants aside. MNr.
Bevin expected a Rusalan demand in this directien and
aaked regarding the U.8. attitude. Mr. Clayvton said he
eould not glve a categoricsl answer regerding the U.S.
attitude toward credits tc REussla but stated as his
oplnion that there would have to be a radical change in
the Russlen position regarding Buropean recovery and
other releted metters before the Americen people would
approve the extenslon of financlal mssistance t¢ Russia.
Mr. Clayton referred 1o the Secretary's definltion that
Europe lneluded terrltory west of fAsla. On this subject
many things hed to be considered ln the T.5. But Mr.
Clayton suggested that Russie did not need food, fusal .
and fiber and would thus heve little basis for partlei-
pating in the short-term phase. The need for short-term
aspistance varied Inversely as one went east. A8 lor
food, Fuessle hed offered wheat to France (dellivered mctu-
elly 180,000 tons according to Hall-Patch) and Mr. Clay-
ton underatood thers were suggestions thet Ruesia furnish
wheat to the U.X. ,The USSR alsc sent cotton to BEalkan
countries and as-for fuesl, scquired 5 million tons of
conl annuelly from Yoland as reparations, costling 32.50
to $3.00 & ton. Finally Bussia held gold. ir., Claytom
thought the USSE would heve diffieulty in making a case
for the short-term phuse elthough for thne long-term there
might olearly be & basis for Russlan needs of credits for
capital equlpment, for reconstruction, development, etec.

JMr. Bevin
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¥r. Bevin thought if Russia did not get in on the
short=term schens they would not play lo the Liarshall
program. IT 80, he asked lir. Clayton if the Britisen
would be supported by the U.S. in golng along with the -
others, Mr. Clayton replied in the affirmative.

¥Mr. Dalton then mentionsd wilth regerd to the loag-
term thet Russim was not a particlpent in the Interca-
tionzl Bank, and therefore, could not borrow. [However,
it wae open to Rusala to Join the Bank but as nentioned
by & Treasury representative, this seemed unlikely be-
causse. a8 A membar the USSR would be required to reaveal
its gold holdings.

Mr. Bevin thea brought up the question of talanced
budgets in lurope, Does this spply in the short or the
long term? He mentioned Frence, wherein s balastced
budget might ocreate a difficult sisustion. 3Hut irf a
talanced budget wes a consideration for the long-term
that might be reascnable Tor Franece. 3Similar conditions
obtained in Itely. MNr. Bevin would look with greater
iavur on balanced budgets &s & condition in the longer

erm.

-~

Mr. Douglas referred to Lhe text of the menmorandum
and the words ™aa soon a8 possiblen,

Ir. Bevin epplied thie phrese to France noting the
"gripea® glready arising from fiscal neasures courage=
cusly introduced and sald he would net like the U.S.
snd the U.,K. to appear g= a source of pressure--defla-
tlonary pressure upon the French people.

Mr. Clayton thought the lenguege of Article VIIT
could be amccepted by any reascneble intarpretation,
Mr. Dalton thought Jjrticle VIII contempleted & menage-
able bucgetary positicn, the sort of thing he waa dcing
in the U.K. There mizht be surplus one year--deficit
ancthar--but over s term of yosrs & balanced positlon
ghould he sought.

Mr. Douglas agreed that Zurope wes in a dilspldated
position, much of whileh had beer inherited hoth as re-
gards fisoel affairs and produetivity. He did net think
the statement ccntamplated drastic budgetary measures and’
thought 1t meant ressonanble steps. Lr. Bevin lnterjsoted
that that would be satiafactory. Lr. Douslas coantinued
that there should be an intention to oaintsin & manage-
able bucgetary poeition elthough he realized that one
government could,hot bind its succesaors. Mr. Bevin
then made whet he called a Triendly sugzgestlon to the
T.5., t0 use cantions languagze in tioese mattars. In the
U.%. durlng the depression an attltude arose tending to
plame the U.S5. for its difficulties and thia caused ten
vears of unnlessantnesa. Ceutlon wase therefore warranted
and he sgreed the and result but said eare must be taken
to avold & politioml row.

fiir. Clavton



lr, Cleyton suggested that in BSuropean reliefl as
a whole the distinction betwaen short end long Lerm
assistance might not bte prrecise in the thinking of
various countries of Burope and the Paris neeting woula
of course rind it necessary to take in both problems,.
The only distinction thse U.5. desired was to drew B line
between U.S. sssistance and Intercntional Bank smsaistance.”

Mr., Bevin mentioned the ettraction of the prospect
of free assistance for those in d4ire need wlth whleh ITr.
Clayton agreed, Iir. Bevin sumcarized that we deal with
the Congrese cn dire nesds and cn the loang-tern nust
deal with the BanX.

Y¥r, Bevin, outlining Paris plans, recognlzed the
need for great speed. He¢ wanted & smell repressntetive
body, nerhaps from five countries (mentlenlng Frence,
Gzaechoslovakis and Itely) to work up some propoaals Ty
early sugust Tor use in the U.5. in September. LT,
Clayton thought this would be satisfectory and discus-
aicn then turned on tie inclusion of ltaly on the com-
mittee or sub-connities, substance of whiech has teen
previously reparted.

Mr. sevin then referred to the [ aedlterranean .rsa
gnt exiressed bope thaet what he ealled the “Geanos cycle™
could ba restored. The Zoasrd of rade representatives
conTiroed the importence of this., [evia seld he had
enee caloulstea the envloynent of batwsan 750,000 end
1 million persons in tha U.X, depended on Italy, with
particulesr asmphesis in South Wales.

e, Delton then refarred to the convertibllity ob-
ligation, Conaléering the skhort period oefore the ef'-
fective date soms cmses of "aguoeza' seamsd llxely to
arise., He unaerstood thet in individuaml ceses raoliefl
from coavertlbllity counld be arranyad witliout referesnce *
to Consress. Lr, Cleyton sald thls was correct. .T.
Delton aédcaé he was morely miring his wiewa so that I
lates e wished to raise ithe guestion ie weuld heve ths
proper besis, Ir. Douglas neatloned that the agreanent
provided for this to be doue in exesptianal ceses,

Bir wiirrid tedy seid they hwed no cnses at sresent
and di¢ not contennlate mny general esceps froam the con-
vertibility cbligzeticn but he snticipatsd the need Tor
temporary relief in the case of countries nolding sterl-
ing balences wita which no agresment could be resched by
July 15, He also mentioned Chinas., Thae Sritlsn would
glve an impressive list of countries with which conver-
tibility would bs machk operative {and sterling balence
spresments cencluded) tut they nlght heve tc use the
gacppe clause 'or Indla. T7r. Dougzlas guggeated that 1.
Dalton work out the proper proceduras and inform ua es
promptly s possible because acvance lnformation would
evold smbmrrassnent, The informatlon suggested would be
treated with extreme conf'idence,.

ftr. Delton
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#r. lalton olosed on the note that the timetable
of the Pinznelizl .greement was "so wrong”. He did not
blame the .8.--"i%t is our feult"™ but he doubted whether
the Hretion '‘codas sgreements which contesmplated g five-
yoar tranaltlion period would »rove workabls., 1In the
meantime 1t was difrfioult for tne 1.X. 10 take the
burden of convertibility.
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