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MEMORANDUL O0F CONVERSATION

June 2k, 1947

SUEHARY OF FIRST LIEETIHG OF UNDER
SECRETARY CLAYTON AND sBAS3ADOR
WITH BRITISH CABINAT LEWBERS.

Mr. Bevin

The echronic troubles of =urope are interwoven with
politics and our dollar problem really comez from Burope.
Europe can contributs materlally fo the solutlion but
Eritain with an Eopire is on a different basia.

I am looking for scme temporary interim aclution
to enable the U.K. to play 1tz part. The U.K. dollar
roblem 18 seen Iln Balkan countrlez as well aa in the
K., and all we try to do or say in Zurope is conditioned
by our own reaourogs.

I went shead on the Yershall Plan without asking
gquestions mnd T feel that 1t is the guickest way to
break down the iron curtain. My recent expsrience In
. France shows that Kusala cannct hold its smtellites
egelinst the attraction of fundamental halp toward
eccnomic revival inm Zurope. If the U.E. in playing its
part in this program should éncounter snags we would d-
sire and hope that the U.3. ocan put the UV.EK. iln position -
to go shead, %We really ask to be in the position which
we held in 1943-24 in economic reconatructlon after the
last war, I would iampress upon everyone the ilmportance
of cuick amction iIf enything is8 to be done.

I am worried about the loan and for practically
all of my plans ¥r., Dalton puts in a caveat as regards
our resources, The rlse in prices hes thrown us a year
out and the U.K. position compelled ma at loscow to
draw in my horns, For that reason I could not support
Secretary Marshall to the extent I deaired snd I think
it would pay the U.5. and the world for the U.5. and
the U.K. to eatabllah a finenciel partnerahlp.

The rirst Burcpeen need is for focd. We need &
better plpeline and a seourity of raticons. I need six
or elght weeks stockpile of grain to gusrantee a ration
of 1800 calories to 1949 {presummdly referring to Germany.)

Mr. Dalton

Heviewed the finsncial pogition and found rapld
worsening of their position in the last six months.
The rate of drawings upon the loan has risen rapidly
ané this loan (which they had expected would carry
Hritain through the "difficult™ periocd) would be ex-
housted at the end of the year,
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In ascerteining why this had happened he men-
tioned wholesele prices up by 40 per cent. This hed
in effect reduced the velue of the loan by $1 biilion.
Secondly, Cenads end Asrgentine had demanded dollers to
e rapldly ineressing extent in payment for Britaim's
imports from those countrles and third, this asction
ravealed a dollar snortage throughout the world which
was fundamental to difficulties faced by Brlitain,

The resl reason for the difficultlies waa the slow
rate of world recovery lncluding recovery in the

¥ar 2ast and Indonesia whiech were important to the
United Kingdom. The world problem had an impact re-
gulring very urgent sction.

In thelr own field they might teke defenslve
action by eutting U.K. imports but this would start
a cirole of restrictionism which should be avoided.
Slr Starford Cripps interjected that the U.K. hed .
encountered inereasing difficulties in earning foreign | J
exchange, nentioning import handicaps in latin jmerice | ™"
end recent cancellations of V.S contracte for example’
for linen and hoslery. These troubles arcse from a
dollar shortage all over the world.

¥ir. Clayton said Mr. Bevin's spesd 1ln acting after
the Secretary's speech created & nigihly Tfavorable im-
pression in the United Stetes. In the U.5. viewnoint,
no further piedemes] assistance was 'easlble for Eurcpe.
The problem must be deslt wlith as a whole. Italy might
today be in the worst position of Juropean countrles tut
golution of Italian problems must awalt a program for
the whole problem. Thus apeed was essentlal.

Ur., Clayton referred to an cpening remerk by lr.
Eavin to the effect that the U.X. wanted to be a
partner in the Buropsan lan and i1f it could not ba
equipped flneneoisll» to carry out such a partnership
its relations with the U.BH. would become somewhat
gimilar to relationship betwsen the U.5.0.KH. sad Tuso-
sloavie., lr. Clayton could not ses how the U.X. could
find itself in a "Yugos=lav" position, .le usxed now the
UeLs problem was differect froa other juropezn countries,

«I's Clarton referred toc the paper delivered at
washingtoa rezerdios the U.n. Tinancial wed tracing posi-
tion and understooa the 4lfficulties. a8 Tor sussie's
cagellites In dastern Zurope he doubted with Lir. Eevin
whether the U.5.59.E. could hold or improve 1ts positicn
there, because those countries would be compeiled for
g long time to trads  aciively wlth the rest.

L

Mr. Oleayton relterated that he was unable to visual-
ize the Administiration going to Congress regarding new "
proposels for eny one country and he relt that a Bure-
pean plan mugt be worked cut. In this, Ilr. Bevin's
continued leadership would bs weloomed,

. Bavin
Brind ciscuasion incdlested that Bevin fe most
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anxious Tor sone interim rinsncliel erranpement “rom
the .5, to stop a back-blting of uis Toreipn cffeirs
moves by peorle at home who were pinchked bty the 'iritish
Tinsacial position. Fe considered the U.X. produvetion
End recovery record since the war oes a good ona. e,
Cleyton msntioned thet act ell of the financial 4iffi-
culties were dus to th= T.3. price rise. lr. Davia
seld the "clrecle™ must be broken. ™Can't some tempor-
ary srrangeasnt runoing to 1947 and '48 bte worked out?
Give ma 5 milllon tons of grein mnd I will break the
vroduction problem in Gernany™.

Mr, Dalton lnterjected wilth reference to iir. Clay-
ten's question that one difference botween the U.K.
end other Juropean countries was that the 7U.H. is Help-
ing in Germany. Xr. Sevin, reverting to food, said the
U.8.8.H. was Tluah with ceresle osnd he wes trylng to
get grain from them. Foland was in belmnce. On the
general Duropean plan ke hed in mind dealing mith feod,
coal, steel eote. in parsllel columzns to show require-
ments of individual countries. But he needeld sone
assurance of continuity of supply in 1947-4E-=perhaps *
1%49==which he called =tuo aesperate years”.

3ir Ltafford Cripos interjsoted that ianternal
measures opea to the U.Z. could not make more than
5.x weeks diffTerence in the axhmustion of Eritish re-
sourcees snd clso expressed tha o on that there wes
s difference botween the LU.l. end other _uropsan coun-
tries bacause of U.l. trude with pnon-Suropean countrias.

Lre Bovin selc that 27 U.J, wae coneldered Just

anotiier Suropeam ﬂc:»unt.r{ this would it in wlth pussian
atrategy, naialy, thet the U.ih. would sncounter w slump

and would witharaw rrom iLurope, the U.K., would be halp-
less and out of dolliers s#nd aA mearely ancther Turonean
gountry the ivssliens, in commawnd of the Continent,
could denl with Britain in due course. Speaking of
Tooc, tas Frims Jdnister pentioned that Eritein hnd

to let .ustralien susslies po to Jadle to aveld star-
vation and catustrophe for which Eritein haeld politicel
responsibility and siniler considerztions applied in
perts of .frica. ‘

ir. Dow:les

The .muassedorrefarred to . izures received from
the Tresusury and asxed whethar the draw-down of the losn
in the next six neoatas would Te¢ as rapld &8 in the first
six wontihs of 1947. Il= aentioned that pert of the re-
cent drein was for the nurpose of replenishlug stocks
wihich Lad been run Gown in the first spurt of T.XK.
eooncmic revival end also thet British purchnse of
alilps was o pon-recurring Item., .Jter nomentary thoupht
Ur., Jelton sald he was not nopuful of improvenent, Ha
vigreed that replenisaomant o stoeke and ahip purchese
might not recur but reglenishasnt woulu cerry over a
twalve-nonth period. Contre items were the cost of
convertivility (see below) abcut whieh the 3ritish had
ergued st Jesonincton, the dollar cost of whioch he could
not estinete. .ondlseriaminstion in iaports was also
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mentioned. . Bevin interjected that convertiblility .
and nopdiscrimination obligations upon the U.X. hed

in his opinion been dated three years too sccn, Sir
Stafford Cripps mentioned thst thelr exrort estinmates
might prove high snd recent closing of merkets raises
the question that even thouga the British could make
the goods thev might not be sble to sell them. In re-
aponse Lo NMr., Clayvton's question he ssld he thought
argentine marketing diff'leoultiss represented hit-or-
miss measures by ilirsnde of the Argentine Government.

Mr, Clayton then asked pointedly why ¥r. Dalton
had not come earlier with these troubles noting that
Congreas would adjourn July 26 and excepticnal cases
for relief from governmantel commitments might be
difficult to handle at thia session. Xe would not
prophasy inabllity to handle cases in this Concresa
tut wondered why the British sutherities hed not taken
up the problem when it firet arose. The British response
was that Cansda and Argentins demands for dollars caused
much of the trouble and this had arisen rapidiy and some-
what surreptitiously.

¥r, Dalton, in referring to convertlbllity of ater-
ling made it clear he wes not asking for or suzgesting
any change in this coanl tment undsr the Finenecial nETEe-
ment, loreover, he polnted cut that regardless of the
terms of the Finaneial jgreement & large part of tlie
diffioulties now faclng the Britlsh woculd have arisen

anyway.

kr. Clayton

Referring to lir. Bevin's need of food, lMr. Clayton
sala that Tood up til]l now wes 8 question of production
and not money, notinc that the 15 million ton export of
JeS. ocerenls wes u vast effort and reached’ mbout the
maximum which transport and transit fecllities would
allow, He egrewd ths U.5, was well fed and possibly
wasteful of food but this did not indicate unwilling-
nesg2 to shars with others since the transit problem
was the bottleneck. /e did not have the boxears, ter-
mingls, pors facilitiss, ete. and could not create Lhed
over-nlght. Terhaps one million more tone of caerenls
gould be gotten out but there was a limit. sr. Devin
obzerved that in ccntrast to UliRMis cperatione the
guthorities could concentrate needs of Tood better at
present and could avold waste in Jurope.

Mr. Bevin spoka cf Gersian al'falrs, mentioning re-
cept coiverseticns with Genersl lobertson and diffi-
culties in working osut plans because of U.D. sudigetery
linitetions. "In our plans, %illl we be hald up by
epproprlations?” "Clay and Hobartscn assm Toreveld
tied by mpprosriuntion cuestiezs”, 1. Clayton 8aid
that of c¢ourss gypropriations ware a lisiting fector
in our form of goveracent but he would lookK intc the
difficulty.

fir. Glayton



Kr, Clevton reiterated that the U..l. a6 & portaer
in the larshall progran rether thmn a part of ‘juropa,
with apecial assisteacs to taa U.l: partner siould
viclate the orincipie that no pleceaseal epproach to g "
Jiropean oroolem would be undertaxen. e s=id that io
the 1,5, aven & non-ploceusal apnroéck woulc be hard °
to sell to the U.8. Dublle snd Joneraess and hes I'rankly .
sou no vossibility of interim srrengements for the
£8 part of thne jurcpeaun epprosch. {it this point I
thought Sir Stefford Cripps relsed two points in the
Fiaenciul .greement, nemelw, convertibility and none
dizcrimication in importe which mleht be leoxed into
&8 some relief to the Eritisk deller sroblem. iir. Gunter
is not quite sure if this was specifically reisef by
Criprs).

:.!.I'Illll

af this point liz. Cleyton relsed the iirst of hia
oriticisma of the U.x,, namsly, thelr nendllisg of the
duhr econl problem. =& mlso then raisec the guestion of
U.%. sotlion regardlnc messures in Japsn, both o wkich
hed began covered separetaly,

To sunnarizs, lr. Clayton deseribed the ides pre-
esnted by Secratary lsrehell sa lnveiving a reslly big
proclea. The U.5. Administration wanted informaticon
from all of the interssted ‘uropean countries ss to
why recovery in Surope had been so slow, what FBureope
could do to help ftsell, and how long it might teke,
with a sinimum o' assistance from the United States
for Jurope to get beck on its own I=et.

=

Following wlews on roasons for slow recovery and
remedlal measures, we would need informetion regarding
food regquirexente, fuel requirsmants and gthar smergency
essentials,

Prime Mnister, referring to Mr. Clavton's remark
on soclalization, seid that new mocisllat structures
were cregted as alternatives to atructures created by
the Hezis which syndicates could not be mllosed to re-
energe and i they did would cause fears in neighbering
gountriea,. Vr. Bevin thought the trouble in Germany
gtemred from unsottled level-cl-industry nueationsa
and mentioned eoantreversy of whether Gerpan steel pro- .
duction wag to e 11 million tons or some other I'lgure.
He elso deprecated dismantling of German industry and
aaked that Clay settle this questlon so the Germans
will kmow where they stund, expressing willingzneeeg to
fight out with the French any US-UK sgreements which
were not palatablal Bealdes level-of industry pro-
blema, he thought the Potsdam sgreement, forced on
him in his firat day of office, left wuch to ba dealred.
Syndlcates in Germany were a war potential and could not
be put back. In general, ifr. Bevin thought U.S. and
U.E. plans for Germany were not far apart. ifr. Clerton
said he would look into the level-of-industry problem
in Germany.

Jon the
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On the point of Cerman mansgesent, the Ambasssdor
expressel his perscnsl view thet part of the problem
Alnged on the guestion of elotalng manDngers o the in-
dustrial cperations with snough authority to get pro-
duction going. He also believed that the lack cf .a
currancy in Germany which ccmmsnded public confidence
Wwas a root difficulty, decreasing incentives, divert-
ing resources, cresting tleck markets and chicanery.
(There wes general agreement that the lack of confi- »
dencs in currency wes a problam which appllied over
all Zurope). Mr. Bevin agreed on the currsncy ques-
tlon and menticned his thought that the gurrency for
the non-Kuselun zonss could be linked with the j'Tench -
frene, the Belglen frane and the Lutoh gullder. He
rafsrred to confuslon of authority in conl operations
and suld he was trylng to get tlde straightened out.
The Krupaul. of Cley for & single trustee he thought
would not work. g
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