EUROPE
THE COUNCIL OF FOREIGN MINISTERS

[For documentation regarding the Council of Foreign Ministers in
1947, see volume II.]
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THE POLITICAL AND ECONOMIC CRISIS IN EUROPE
AND THE UNITED STATES RESPONSE (THE MAR-
SHALL PLAN)

L UNITED STATES CONCERN WITH FOREIGN NEEDS FOR SUB-
STANTIAL ECONOMIC AID: THE EUROPEAN CRISIS AND SECRE-
TARY OF STATE MARSHALL'S SPEECH AT HARVARD (MARCH-
JUNE)

SWNCC 1 Files
The Acting Secretary of State to the Secretary of War (Patterson)?

SECRET [WasurNeToN,] 5 March 1947.

My Drar MR. Srcrerary: Subsequent to our meeting Wednesday
morning, February 25 [26], 1947, President Truman approved in
principle the measures which you endorsed for immediate aid to
Greece and Turkey as set forth in the memorandum entitled ‘Position
and Recommendations of the Department of State Regarding Immedi-
ate Aid to Greece and Turkey’.? Congressional leaders have been in-
formed of the nature of the problem and the urgency of the need for
our assistance to these countries. They also approve in principle the
general program for aid. :

In the course of our discussions on the Greek and Turkish problem,
frequent reference was made to the fact that this is only part of a much
larger problem growing out of the change in Great Britain’s strength
and other circumstances not directly related to this development. I
believe it important and urgent that study be given by our most compe-
tent officers to situations elsewhere in the world which may require
analogous financial, technical and military aid on our part.

I have asked Assistant Secretary Hilldring as Chairman of the
State-War-Navy Coordinating Committes to direct the attention of
that committee to this important problem and, in consultation with the

* State-War-Navy Coordinating Committee.
? Attached as Enclosure “B” to SWNCC document SWN-5231, March 18, 1947,
? For documentation regarding this subject, see vol. v, pp. 1 £f.
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Treasury Department, undertake a thorough study to be submitted
to me or Secretary Marshall as soon as possible.*
Sincerely yours, [DeaN ACHESON]

“The State-War-Navy Coordinating Committee, at its 55th Meeting on
March 11, 1947, agreed to appoint an ed hoc Committee to study and report on the
problems incident to possible requests which might be made to the United States
by foreign governments for substantial economic, financial or technical assistance,
or for military equipment. Mr. W. A. Eddy, Department of State, Brig. Gen.
George A. Lincoln, War Department, and Rear Adm. E. T. Wooldridge, Navy
Department, were designated by their respective departments to serve on this
committee. Document SWN—-5231 was circulated by the SWNCC Secretariat to
the ad hoc Committee.

SWNCC Files

Memorandum by the State Department Member, State-W ar-Naovy
Coordinating Committee (Hilldring)*

SECRET [WasuInGTON,] 17 March 1947.

1. The Secretaries of the State, War, and Navy Departments desire
that the SWNCC give immediate attention to the problems incident to
possible requests which may be made to the United States by foreign
governments for substantial economic, financial, or technical assist-
ance, or for military equipment. This study and report should take
into account decisions already made and action already taken or under
way with respect to Greece and Turkey. In preparing its report upon
the problems enumerated below, it is desired that the Committee in-
clude recommendations, within the scope of the President’s message to
Congress, concerning further policies and procedures necessary to the
accomplishment of the United States program in Greece and Turkey.?

2. The study and report should be undertaken by a Special SWNCC
Subcommittee consisting of competent officers from each of the three
Departments, and in consultation with the Treasury Department. The
more specific questions which should be considered and concerning
which a report is desired are the following:

a. What are the countries to which, within the next few months, we
may find it necessary to give analogous financial, technical and mili-
tary aid?

* Attached as Enclosure “A” to SWNCC document SWN-5231, March 18, 1947,
and entitled “Report by the State-War-Navy Coordinating Committee Regard-
ing the Policies, Procedures and Costs of Assistance by the United States to
Foreign Countries.”

2 For text of President Truman’s message, see Public Papers of the Presidents
of the United States: Harry 8. Truman, Jonuary 1 to December 31, 1947 (Wash-
ington, Government Printing Office, 1963), p. 176, or Department of State
Bulletin, March 23, 1947, p. 534.
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b. What are the relevant considerations of United States national
security and interest which should govern the decision in the case of
each country?

c. In the light of such considerations, what, in the case of each
country, should be the character of such assistance? What would such
assistance involve in the reasonably foreseeable future in terms of
financial, economic, supply and technical demands upon our resources?

d. What arrangements should be made with foreign Governments
in connection with the grant of assistance to assure to the maximum
practicable extent the accomplishment of our objectives in granting
such assistance?

e. What would be the effect upon each country concerned and upon
our general foreign policy and security interests in the event that we
refuse assistance or in the event of failure of any program undertaken ?

3. The Department of State has designated Mr. William Eddy as
the State member of the Special SWNCC Subcommittee. The Report
of the Subcommittee should be made to SWNCC as a matter of
urgency.’

’ Within the Department of State, 2 Committee on Extension of U.S. Aid to
Foreign Governments, with Mr. Eddy as chairman, was set up at the direction
of Acting Secretary Acheson as a mechanism for formulating the Department’s
position with respect to the work of the ad hoe committee which had been
established on March 11, 1947. The minutes of the committee are in Lot 122.

800.51/4-1047

Memorandum by Mr. Sherman 8. Sheppard of the Bureaw of the
Budget to the Director of the Bureau (Webb)!

SECRET [WasnaiNaTON,] April 7, 1947.
Subject: U.S.Program for Foreign Assistance

CuRreENT AND ProPoseEp ProGrAMS

1. At the present time there are pending before the Congress pro-
grams totalling $1.85 billion for foreign relief, rehabilitation and
reconstruction : post-UNRRA relief ($350,000,000), proposed aid to
Greece and Turkey ($400,000,000), a 1947 supplemental and 1948
appropriation for government and relief in occupied areas ($1,025,-
000,000), and the International Refugee Organization ($75,000,000).

2. In addition, we have received informally a copy of a proposed
three-year grant-in-aid program for Korea of $540 million. We have
been informed that State is preparing a justification for a $40 million

*Transmitted under cover of a letter from Mr. Webb to Under Secretary of
State Acheson, April 10, not printed.
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contribution to the International Children’s Fund. The Bureau has
received for clearance a Navy program for additional aid to China in
the form of ships and maritime services. There have been suggestions
that additional aid to Austria in 1948, financial aid in connection with
Palestine, and perhaps an additional loan to France are also
contemplated.

BUDGETARY AND ADMINISTRATIVE IMPLICATIONS

3. There are increasing indications of Congressional desires to “see
the whole picture at once”. Certainly from the standpoint of the Presi-
dent’s overall budgetary and international programs each succeeding
proposal cannot be considered adequately unless total proposed com-
mitments can be estimated. The implications for the Federal budget
are obvious; in addition, these proposals will require either modifica-
tions in the administrative structure of existing departments, or the
creation of new organizational units both here and abroad.

NEEDED INFORMATION

4. Weneed to obtain some idea of the overall pattern of U. S. foreign
assistance, as well as the State Department’s best prediction of whether
it does or does not anticipate that it will propose (a) U. S. participa-
tion in the Children’s Fund, (%) the use for China of funds earmarked
for Export-Import Bank loans to it, (¢) further aid for Austria in
1948, (d) financial requirements in connection with Palestine, and
(e) further loans to France or other countries. It would likewise be
helpful to know whether the Department contemplates any further
extensions of existing aid programs beyond those thus far announced.

PrIorITIES

5. The number and size of the foreign assistance proposals now be-
fore the Congress, plus those in contemplation, make it desirable to
ascertain the Department’s judgment as to the legislative priority to
be assigned to each item in the overall pattern; otherwise, legislative
and budgetary “credit” may be exhausted by the President before
highest priority needs are met.

6. There is attached a tabulation of the Government’s present and
thus far proposed program of foreign assistance arranged according
to the apparent foreign policy objectives to be attained.



[Attachment]

PRESENT AND ProposED U.S. PROGRAMS FOR NOREIGN ASSISTANCE

Authorized by
Existing Legislation

gard to nationality

tion Participation
Financial requirements in con-
nection with Palestine
Other

or Pending Before Probable Future
Objective Program Congress Programs
»
. To provide relief to sustain life and prevent economic and Post-UNRRA X ?
physical retrogression (appears to apply world-wide) Occupied Areas X X
Other — ?
. To rehabilitate national economies to the level of self- Occupied Areas X X
sufficiency for minimum needs. (Appears to be limited to Greek Civilian Aid X ?
countries U.8. has direect and major political interest) Korean Grant-in-Aid — ?
Additional Austrian Aid, 1948 — ?
Other s 9
. To assist in rehabilitation and further development of British Loan X ?
national economies above the level of self-sufficiency for Export-Import Bank Loans X ?
minimum needs (appears to apply world-wide) International Bank Participa- X _
tion
Surplus Property Transfers X —
Maritime Ship Transfers x —
Philippine Aid X ?
Other — 9
. To achieve stable economic conditions (applies world-wide) International Monetary Fund X —
Participation
Other — ?
. To provide military assistance to enable governments to Greek-Turkish military aid X ?
resist aggression Military surplus property trans- X -
fers
Other 9
. To provide aid to special categories of people without re- Children’s Fund Participation — ?
International Refugee Organiza- X ?

NVId TIVHSIVIN FHL
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800.51/4-1047

Memorandum by Mr. C. Tyler Wood, Special Assistant to the Assistant
Secretary of State for Economic Affairs (T'horp), to the Under Sec-
retary of State (Acheson)

TOP SECRET WasHINGTON, April 17, 1947.

A. A reply to the questions raised in the third paragraph of the
memorandum attached to Mr. Webb’s letter of April 10,1947 (attached
hereto) may be made along the lines indicated below.*

1. United States Participation in the International Children’s Fund

The Department’s justification for a $40 million contribution to the
International Children’s Fund will be sent to the Bureau of the Budget
by April 18.

2. The Use for China of Funds Earmarked in Export-Import Bank

It is anticipated that, if developments in China are regarded as
satisfactory in accordance with the President’s statements of Decem-
ber 15, 1945 and December 18, 1946, the Department will support
consideration of Chinese credit applications for well defined projects
which show possibilities of assisting in an early improvement of
China’s foreign exchange position. It is unlikely that credits for such
projects during fiscal 1948 would represent more than a small frac-
tion of the $500 million earmarked by the Export-Import Bank for
possible credits to China.

3. Further Aid for Austria in fiscal 1948

The pending post-UNRRA relief appropriation together with the
deficiency appropriation for occupied areas and a possible Export-
Import Bank loan would probably be adequate to cover Austria’s
anticipated balance of payments deficit in calendar 1947. During the
last half of fiscal 1948, it may be necessary to obtain a further appropri-
ation ; whether this will be required depends on (@) whether funds for
this period can be made available from the post-UNRRA appropri-
ation, and (b) whether a substantial Eximbank credit on suitable
terms can be obtained for Austria.

For fiscal 1949 it is anticipated that a further appropriation will
be needed.

4. Financial Requirements in Connection with Palestine
No program of financial assistance to Palestine is at present under

consideration in the Department. It is anticipated that the Special
Session of the General Assembly of the United Nations to be held be-

* Reference is to lettered items in numbered paragraph 4 in the memorandum
of April 7, supra. Letter of April 10 not printed.
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ginning April 28, 1947 to consider the Palestine problem will set, up a
committee to report to the next regular General Assemby of the United
Nations in September 1947. Whether any United Nations decisions in
this respect will result in any financial requirements for Palestine
which the United States would be expected to meet can not be deter-
mined at present.

5. Further Loans to France or Other Countries

I do not assume that you will choose to disclose to Mr. Webb that
a Special 4d Hoc Committee of SWNCC is now considering whether
there are other countries for which aid programs analogous to the
Greek—Turkish program may have to be initiated during the next few
months. This Committee is now drafting an interim report.? While I do
not want to anticipate its findings or the outcome of their considera-
tion by SWNCC, I understand the possibility of a new aid program
for Italy and possibly Hungary and Austria is being seriously con-
sidered at the working level. Iran, also in this category, will not re-
quire special assistance beyond present programs (surplus credit and
World Bank loan).

As far as France specifically is concerned, it is at present anticipated
that existing financial institutions, particularly the International
Bank, will be able to take care of France’s financial needs through fiscal
1948. This assumes that the Bank will grant France the full $500
million which she has requested before the end of calendar 1947
or early 1948, It also assumes that adequate coal supplies will be avail-
able to France and that control of inflation in France can be main-
tained. If adverse conditions turn out to belie this latter assumption
France may need further financial assistance in fiscal 1948 which
would not be likely to be forthcoming from the International Bank or
the Export-Import Bank. (Further, there are military and political
considerations which have led the SWNCC working group on France
to classify it as a critical area which may need assistance in the next
several months.)

The financial needs of other countries through fiscal 1948 can prob-
ably be met from existing commitments, programs or lending insti-
tutions, to the extent that it is now considered in the United States
interest to meet such needs.

While it would probably not be desirable at this stage to mention
the work now going on in SWNCC, I should think the general outlines
of the above could be indicated to Mr. Webb.

I have not attempted to indicate what I think is implicit in Mr.
Webb’s query regarding priorities, namely how would we reallocate any
cut in an “overall program” among the several programs now pending.

* Infra.
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B. The fourth [fifth] paragraph of the memorandum attached to
Mr, Webb’s letter, requests the Department’s judgment as to the legis-
lative priority to be assigned to each item in the overall pattern.
The Department has, of course, indicated that urgent action is re-
quired on the Greek-Turkish Aid Bill. Almost equally pressing for
economic and political reasons is the post-UNRRA Bill. Other legisla-
tion now pending has less priority but action is needed before the
beginning of fiscal 1948.

SWNCC Files: Serles 360

Report of the Special “Ad Hoc” Oommittee of the State-War-Navy
Coordinating Committee

TOP SECRET [WasmINgTON,] April 21, 1947,
References: a. SWN-5231, March 20, 1947

‘b, SWN-5255, March 21, 1947

c. SWNCC 358/d, March 31, 1947?

1. Attached hereto is the report of the Special Ad Hoc Committee
of SWNCC in response to the reference memoranda, on policies,
procedures and costs of assistance by the U.S. to foreign countries.

2. The Special Ad Hoc Committee states that this interim report,
which is highly tentative in nature, has been prepared from informa-
tion presently at hand and a hasty analysis of such information. It is
intended to provide, in a single document, a survey of the present
world-wide situation, and to indicate countries to which the U.S., for
its own security and national interests may find it desirable to extend
aid in the next few months. The preparation of a fuller report, con-
taining more thorough analysis and refinements lacking in this interim
report, has been initiated, with completion date estimated as mid-July,
1947.

3. This paper contains, in the first ten pages, (1) the conclusions
reached by the committee, (2) a brief of assistance measures which
may prove desirable, and (3) a statement of principles and policies
pertaining to aid to foreign countries. The State-War-Navy Coordi-
nating Committee is asked to approve in principle the contents of these
ten pages as a basis for planning. The remainder of the paper consists
of briefs based on the reports which were prepared by working sub-

* Enclosures “A’ and “B"” to SWN 5231 are printed on pages 197 and 198; the
other reference memoranda are not printed.
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committees for use of the Special Ad Hoc Committee.? The SWNCC
is asked to note these briefs which are included in this paper, since it
is considered they will be of help in guiding planning agencies in the
three departments.

4. The Special Ad Hoc Committee does not believe that it has been
able to adequately fulfill the requirements of SWN-5231 of March 20,
1947 as it relates to China. Tt has been unable to reach an agreement on
a program for this country.

The Ad Hoc Committee recommends that SWNCC direct the Far
Eastern Subcommittee to submit a more conclusive report on China as
a matter of priority when the JCS study now being formulated is
made available to the State-War-Navy Coordinating Committee for
its consideration.

5. Attention is invited to the necessity for extraordinary security
measures in view of the nature of the material contained in this report.

Enclosure

Porrcres, Procepures AND CosTs OF ASSISTANCE BY TIIE Unrrep StaTES
1o Foreren Counrrizs 3

Tue ProBrom

1. To prepare a broad determination of the measures which might
be undertaken, in implementation of 1.S. foreign policy, for the ex-
tension of aid, including money, food, military equipment and other
forms of assistance, to foreign nations by the U.S., and to make recom-
mendations as to the allocation and employment of the means likely to
be available,

Facrs BrariNe oN THE PronLEy

2. See Appendix “A”,
Discussion
3. See Appendix “B”,
_ CoxcLusions
4, Tt is concluded that:

@. A planned program of assistance to foreign countries should en-
able the U.S. to take positive, forehanded, and preventative action in

? The minutes of the Committes on the Extension of U.S. Aid to Foreign Gov-
ernments describe the liaison effected by the Department of State and by working
groups of other Departments and of SWNCC in the preparation of the report.
Department of State action was completed on April 15, when the committee
reached final agreement as to a priority listing of countries to be considered for
U.8. assistance. This list was substantially the same as that incorporated into
the “Main Report”, infra, except that in the latter Korea was included among
the highest priority group.

* This enclosure has been described as the “Main Report”.
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the matter of promotion of U.S. national interests by extending assist-
ance under a system of priorities where it will do the most good
from the standpoint of promoting U.S. security and other national
interests.

b. Needs for such assistance will considerably exceed currently esti-
mated availabilities. In order that aid as extended may be of maximum
usefulness, it is necessary that the provision of U.S. aid to foreign
countries should be carried out in accordance with a well-considered
comprehensive world-wide program, developed in the maximum
reasonable amount of detail.

¢. The nations of the world which the United States may find it
necessary and desirable to aid in the next few months are, in presently
estimated order of the urgency of their need in the light of U.S.
interest: T

(1) Greece

(2) Turkey

(3) Iran—TItaly

(4) Korea

(5) France (for political and not economic reasons)
(6) Austria (assuming conclusion of the treaty)

(7) Hungary

d. In these countries, concentrated U.S. programs of aid may be re-
quired. As appropriate (see Appendix “A”), these should include
financial aid, economic aid, military aid, political support, and vigorous
programs of information.

e. In the near future, China will need an undetermined amount of
post UNRRA aid, credits for purchase of ships from the Maritime
Commission, and a carefully conceived information program. As to
additional ald, there is a divergence of view between the State Depart-
ment on the one hand and the War and Navy De‘partments on the other,
which is indicated in Appendix “A”, Annex “E”, Attachment II. A
supplementary report with appropriate corrigendums to this paper
will be submitted as a matter of priority when the conclusions of the
JCS on the problem are made available to SWNCC for integration
with the other factors involved.

. In the following countries no urgent requirement. for extension
of U.S. aid or support over and above that now contemplated exists,
although substantial requirements may develop at a later date:

(1) Great Britain (5) Portugal
(2) Belgium and Luxembourg (6) Czechoslovakia
(3) Netherlands-NEI (7) Poland

(4) The Philippines

g. The situation of other countries is not so urgent as to warrant
examination in this report.

k. In addition to the provision of military equipment and supplies
to countries where urgent need exists, a well considered program of
military collaboration, including one or more of (@) the provision of
T.8. military equipment supplies, (5) the maintenance of military mis-
sions, and (¢) the training of key foreign military personnel, should
be continued or initiated for selected countries indicated at the end
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of this paragraph. Authorizing legislation now lacking should be
submitted and supported. Convincing deliveries under all approved
programs should be made thereafter without delay. Plans for the
effective sustaining of the program from new manufacture should be
developed. General priorities on a long-term basis are :

(1) Western Hemisphere ((a) Canada, (4) Latin America and
the Philippines)

(2) Near and Middle East-Europe

(8) Far East (less Philippines)

Priorities for piece-meal acts of assistance, perhaps with a psycho-
logical objective, will vary from the foregoing. Programs now exist in
one form or another not necessarily in order of priority for

(1) Canada

(2) The Philippines

(3) Latin American Republics
(4) Iran

(5) Italy

(6) China

(7) Greece and Turkey

. In 1947 the U.S. will probably export to the rest of the world
$7.5 billion more goods and services than it imports. The outflow of
dollars to finance this deficit will probably include $4.8 billion fi-
nanced by the U.S. Government in loans, grants, and expenditures in
the occupied areas. The current volume of U.S. financing, and par-
ticularly its distribution between countries, is not adequate to the full
accomplishment of world economic stability, the type of world trading
system the U.S. seeks, or U.S. political objectives in several countries.

j- World-wide shortages amf maldistribution will exist in the year
ending 30 June 1948 in basic commodities, including grains, coal, ni-
trogenous fertilizer, steel, capital equipment. Legis%ztion relating to
materials priorities, domestic transportation, export controls, and ship-
ping will be required in order to achieve a successful program for
those exports which are available. Concurrently, economic policy
must aim at the reintegration of the economies of critical countries inte
regional and world trading and production systems.

RecoMmMENDATIONS
5. Itis recommended that:

@. The above conclusions and interim program, relating to U.S.
assistance to foreign nations, contained in Sections I and IT of Appen-
dix “A” be approved in principle for planning purposes as tentative,
interim guidance for actions by the State, War and Navy Departments,
subject to comment on this report from the military point of view
by the Joint Chiefs of Staff and with the understanding that deter-
mination to implement each of the programs proposed for planning
purposes is a matter for separate decision.

b. Annexes “A” to “E”, inclusive, of Appendix “A” and Appendix
“B” be noted as being the detailed exposition supporting the conclu-
sions and Sections I and II of the Appendix.
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¢. This report be forwarded to the JCS with a request for comment
from the military point of view, as a matter of urgency.

Appendix “A”

[Here follows Section I of Appendix A, a tabular summary of as-
sistance measures to be undertaken in an interim program.]

Secrron II

Poricies aAND Prixcreres ror Extension or U.S. Aip
10 ForereNn NATIONS

PREAMBLE

Tt istaken to be the policy of the United States:

a. To support economic stability and orderly political processes
throughout the world and oppose the spread of chaos and extremism.

b. To reduce or to prevent the growth or advancement of national
or international power which constitutes a substantial threat to U.S.
security and well-being and to oppose programs of coercion and infil-
tration, especially when effected by the use of armed minorities.

¢. To orient foreign nations toward the U.S., toward support of the
TU.N. and toward procedures in international relations which are con-
sistent with the purpose of the U.N.

A. Objectives of the Aid Program

1. To take positive, forehanded and preventative action in the mat-
ter of promotion of U.S. interests through assistance to foreign nations.
By timely provision of moderate amounts of assistance to avoid the
development of crises which will demand urgent, much larger
expenditures.

2. To apply assistance, under a system of priorities, where it will
do the most good from the standpoint of promoting U.S. security and
national interest, Specifically, to give highest priority to the nations
or areas which are vital to our national security and national interest.

B. Consideration of the National Security and Interests of the U.S.

1. Tt is essential in the national interest that the U.S. use its best
efforts to insure that other nations, as ‘well as ourselves, be able to
work out a national life free from all forms of coercion.

2. The security of the U.S., and the foundations of international
peace, are undermined whenever a totalitarian regime is imposed upon
a free people by direct or indirect aggression,

3. For reasons of our national security and of vital national inter-
ests, our country should support free peoples who are resisting
attempted subjugation, whether by armed minorities or by outside
pressures.
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4. The security of the United States is concerned not only with thej

dangers which threaten a free country, but also with the effect which
those dangers may have on other countries. If the U.S. supports a
freedom-loving people whose independence is threatened, other nations
may be stiffened in their determination to remain free; conversely, if
the U.S. neglects to support such a free people, other nations may be
profoundly dismayed and may lose faith in the leadership of the U.S.

5. In helping free and independent nations to retain their freedom
the U.S. will be giving support to the principles of the charter of the
United Nations.

6. It is important to maintain in friendly hands areas which contain
or protect sources of metals, oil and other national resources, which
contain strategic objectives, or areas strategically located, which con-
tain a substantial industrial potential, which possess manpower and
organized military forces in important quantities, or which for politi-
cal or psychological reasons enable the U.S. to exert a greater influence
for world stability, security and peace.

7. It is desirable that military collaboration between the U.S. and
foreign nations important to U.S. security be continued and extended.

[Here follows discussion of conditions to be attached for extension
of aid, particularly that there be “a reasonable chance” for success, and
that arrangements be made to maintain “adequate measures of super-
vision and control of the expenditures of U.S. funds, and of the distri-
bution of U.S. goods and equipment, to insure that they are devoted
to the purpose for which they have been approved”. There is also a
brief consideration of “public information aspects”. ]

Annex “A” to Appendix “A”
GeneraL Economic Proeram

Reference: Memorandum of Request to Working Group on Economic
Aid (Food and Finance) dated March 21, 1947,

1. The war and the political changes consequent thereto destroyed
in substantial part the former capacity of the countries of Europe
to meet, their manufacturing and agricultural needs through the nor-
mal operations of closely integrated economies. As a result the United
States became for practical purposes the only country in the world
capable of tiding Europe and other deficit areas over the period of
reconstruction.

U. 8. RESOURCES AVAILABLE FOR FOREIGN FINANCING

2. In 1947, the United States will export to the rest of the world ap-
proximately $16.2 billion of goods and services, taking into considera-
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tion existing and probable foreign financial commitments. The United
States will import in 1947 only about $8.7 billion of goods and services.
In 1947 the economy of the United States will thus be supplying to
the world $7.5 billion of goods and services more than it receives.

3. Only about $450 million of this $7.5 billion will be financed by
private long-term loans and by private and government short-term
credits. Most of the balance will be financed by the United States Gov-
ernment ($4.8 billion of which approximately $500 million is the cost
of U.S. Army financing of occupied areas) and out of cash and gold
holdings of foreign buyers ($1.2 billion). Disbursements by the Inter-
national Bank during 1947 will provide about $300 million, and pri-
vate remittances about $750 million. ‘

4. The volume of United States Government foreign financing will,
under present programs and policies,* taper off rapidly during the
latter part of 1948 and 1949. Similarly, the ability of foreign pur-
chasers to finance U.S. exports out of gold and dollar holdings will
diminish as these reserves are drawn down. The volume of private
remittances may also be expected to decline.

5. These factors will be offset only in small part by an increase in In-
ternational Bank financing and possibly by some net increase in pri-
vate long and short term loans and credits, and by an increase in United
States imports.

6. The conclusion is inescapable that, under present programs and
policies, the world will not be able to continue to buy United States
exports at the 1946-47 rate beyond another 12-18 months.

7. The great weight of evidence indicates that even the current
volume of United States foreign financing, and particularly its dis-
tribution between countries, is not adequate to the accomplishment
either of world economic stability and the type of world trading sys-
tem which is the object of our trade policy, or of our political objectives
in several critical countries. Our political interests abroad, particularly
in Italy, Austria and Hungary have suffered and will continue to suffer
because existing financial institutions and policies tend to restrict pres-
ent U.S. financial aid very largely to countries which are regarded
as good credit risks.

8. Other than the United States, there are now no major sources of
credits or supplies to which the needy countries can turn to meet the
bulk of their balance of trade deficits and reconstruction and develop-
ment needs over the next few years.

9. The President’s Council of Economic Advisers has indicated that
a slight business recession may be anticipated sometime within the
next twelve months. A substantial decline in the United States export

*For documentation regarding U.S. foreign loan policy in the immediate post-
war period, see Foreign Relations, 1946, volume 1,
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surplus would have a depressing effect on business activity and em-
ployment in the United States. The net effect would depend on the
direction and strength of other economic forces, but, if the export
decline happened to coincide with weakness in the domestic economy,
the effect on production, prices and employment might be most serious.

10. The implications of these preliminary conclusions are most seri-
ous both for world recovery and stability and possibly for employment
and business activity in the United States.

U.8., EXPORT PROGRAMS FOR CRITICAL COMMODITIES

11. As important to the democracies of the world as the problem
of financing essential exports from the U.S. is the problem of insuring
that maximum supplies of critical commodities are made available
for export and properly distributed. War-time disruption of the world
economy was so vast that severe shortages of a number of vital com-
modities persist. Recovery of production is frequently slow and tight
situations will continue. The burden of meeting these shortages falls
primarily on the strongest economy in the world—the U.S.

12. If U.S. financing is to achieve its purpose of strengthening the
economies of friendly countries, this Government must maintain such
controls as are necessary to insure that a limited number of essential
commodities can be procured and shipped abroad to appropriate
destinations.

These vital commodities fall into three main groups:

Food

13. In the year ending June 30, 1948, the world will continue to
face shortages of bread grains, fats and oils, proteins and sugar.® In the
case of bread grains, the most important single item, import require-
ments are estimated at 37 million metric tons wheat equivalent and
exportable supplies at 28 million tons, including 11.2 million tons from
the U.S., leaving a deficit of 9,000,000 tons, This means that the im-
porting countries face another year in which their requirements, which
are based in most cases on substandard feeding levels, cannot be met
by a substantial margin, The U.S. export figure is based on the assump-
tion of normal and non-controlled grain exports.

14. The importance of the U.S. in the world food picture is apparent
from the fact that it is expected to supply almost half of the total
exportable supplies of bread grains during the next crop year.

15. U.S. food exports, particularly of bread grains, must be in-
creased to the maximum if the program of economic assistance abroad
is to be successfully fulfilled. The maximum tonnage of grain which

® For documentation on U.S, policy regarding the world food crisis in 1946, see
Foreign Relations, 1946, vol. 1, pp. 1439 ff.

310-099—72 15
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can be moved in 194748 over our internal transportation system to
ports is approximately 15 million tons. According to present forecasts,
the 1947 grain crop should be large enough to permit this volume of
exports without any curtailment of domestic consumption.

16. In order to insure that U.S. exports in 194748 reach the 15 mil-
lion ton maximum it will be necessary (@) to commit ourselves firmly
to this export goal at an early date; and (&) to direct this amount of
grain into export channels by continuing throughout the crop year
the domestic controls outlined below. For this purpose continuation
of some government procurement and efficient use of transportation
will, of course, be essential.

17. Maximum U.S. efforts would reduce the 1947-48 deficit of bread
grains from 9 million tons to between 5 and 6 million tons. This addi-
tional 4-5 million tons of grain would greatly increase the chances
for success of our program for aid to foreign countries. This is par-
ticularly true in the critical countries of Western Europe. Unless we
can assure maximum U.S. exports, we may face a situation next spring
similar to the one which confronts us now, in which the problem is to
determine which critical country will have to bear the brunt of in-
adequate supplies and ration cuts.

18. At the present time we are programming our grain exports in
close collaboration with the International Emergency Food Council.
This eollaboration should continue since the major influences in the
IEFC, in addition to our own, are exerted by areas for which we have
great concern. The IEFC consequently provides a convenient forum
for consulting countries with whom we would collaborate in any case
and obtaining multilateral agreement, rather than unilateral decision,
on our allocations.

Coal

19. Europe is the critical coal deficiency area of the world. The gap
between 1947 requirements and availabilities for Europe will be at
least 36 million metric tons. The major European coal importing coun-
tries are France, Italy, Belgium, Denmark, the Netherlands, Sweden
and Norway—all countries of special interest to the U.S. These coun-
tries will obtain in 1947 about 40% of their probable imports from
other European countries and the remainder from the United States.

20. It is essential to the progress of European recovery that United
States coal exports to Europe should continue at a maximum rate
throughout 1947 and for a considerable period thereafter.

21. Under present conditions, exports of U.S. coal entail a heavy
drain upon European dollar resources. Ocean freight represents over
half the cost of each ton of United States coal delivered at European



THE MARSHALL PLAN 213

ports. A coordinated program to increase European coal production
should, therefore, receive the highest priority.

99. We should continue to support the principle of international
allocation in accordance with need in the distribution of available
coal supply. The European Coal Organization has performed a useful
function in this respect which should be continued by the Economic
Commission for Europe.

Other Oritical Commodities
Nitrogenous Fertilizer

93. The world faces an acute shortage of this essential commodity in
the coming crop year. U.S. demand has reached unprecedented levels
as a result of high farm income and production. Europe and the Far
East have heavy requirements due to war-time soil depletion and the
shortage of livestock. In order to secure exports from. the U.S. controls
will be required. '

Steel

24. No adequate data are available to give an accurate picture of the
world steel position. It seems clear, however, that for several years to
come a number of countries, including several in Europe formerly
dependent on Germany, will require substantial imports. The Euro-
pean steel shortage which restricts the progress of reconstruction is in
part caused by the coal shortage.

95. The American mills simply cannot supply both the huge do-
mestic demand and any substantial share of the export demands.
They prefer Latin American and other markets where the long-range
prospects are better than in European markets. An effort to meet all
foreign requirements would entail restrictions on the domestic use of
steel. Unless such restrictions can be imposed, the rate of European
reconstruction will be substantially retarded.

Capital E quipment

96. A number of items of capital equipment, such as tractors, con-
struction equipment, freight wagons, and mining machinery are tight.
The import requirements of the critical countries are large and the
1.8S. is the only current source of exports. If domestic demand con-
tinues strong, some form of priorities to meet the critical export pro-
grams will be essential.

LEGISLATIVE ACTION REQUIRED

7. Successful export programs for food, coal, steel and capital
equipment cannot be achieved without the following legislative action.:

. The first step is to insure equitable distribution of supplies as
between the domestic economy and foreign economies. This requires
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extension of allocation powers with respect to a limited list of com-
modities certified by the Secretaries of State and Commerce as critical
to the foreign economic policy of the U.S. Powers to assign priorities
directly to producing firms will be necessary for a still more restricted
group of items. Both of these powers now expire on June 30, 1947,
Recommended legislative action along these lines is now being pre-
pared in the White House.

b. Continuation of export controls is required in order to channel
exportable supplies to proper countries and to cut down undesired for-
eign demand in the domestic market. These controls now expire on
June 30, 1947. The President has recommended this legislation to the
Congress in his message of March 18, 1947.

¢. Finally extension of powers to assign priorities on transportation,
which also expire on June 30, 1947, are needed. These powers are essen-
tial to insure efficient use of transportation facilities, particularly
freight cars. Without them it would be difficult to move bulky export
commodities such as coal and grain in the required quantities. The
necessary legislation is being prepared in the White House,

d. Legislative action on shipping is also required, as indicated in
the following section.

Ocean Shipping

28. To assure the success of our export programs which include tre-
mendous quantities of bulky items such as coal and grain, the following
legislative action is required to enable the Maritime Commission to
insure maximum availability and efficient use of shipping:

a. Extension of authority of Maritime Commission to operate gov-
ernment-owned vessels. This authority now expires on June 30, 1947.

b. Extension of Maritime Commission authority to apply revenues
from operation of ships for government account to meet expenses of
operation, including expenses of withdrawing ships from the reserve
fleet. This authority also expires June 30, 1947,

c. Extension of Maritime Commission authority to sell or charter

war-built vessels under the Merchant Ship Sales Act of 1946. This
authority expires December 31, 1947.

29. Recommended legislation along the above lines is now being
prepared by the Maritime Commission. Failure to obtain this legis-
lative action would result in a disastrous curtailment of available
supplies of U.S. shipping and inability to fulfill essential export goals.
For example, it would be necessary to decrease the size of the U.S.
tanker fleet by about 230 tankers which would dry up a major portion
of the world’s present flow of oil.

ECONOMIC INTERDEPENDENCE OF CRITICAL COUNTRIES

30. The cost and duration of United States economic assistance are
directly dependent upon the successful integration and coordination of
the economic programs in the critical countries both with each other
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and with similar programs in countries not receiving special United
States aid.

31. Furthermore, the reintegration of these countries into healthy
regional and world trading and production systems will accelerate
their recovery and attainment of the ability to eventually enable them
to finance their import needs, thus permitting the strain on the United
States to be lifted.

82. Special attention must be given to the coordination of economic
policy in occupied areas, particularly Germany and Japan, with
general economic objectives in Europe and the Far East.

33. The interdependence of the various national economies is so
great, particularly in Europe, that economic recovery of western-
oriented areas will require a substantial increase in trade with Soviet-
dominated areas, provided such trade can be arranged on terms
compatible with the economic and political independence of western-
oriented areas.

NEEDS OF THE OCCUPIED AREAS

84. The occupied areas of bi-zonal Germany, Japan and Korea
deserve special consideration for the fiscal year 1948, They will re-
quire an estimated $1.4 billion of imports for that period, including
foodstuffs, petroleum products and raw materials, principally for
textile manufacturing. Not all of this sum will be a drain on Ameri-
can financial resources; however, the requirements for materials will
be competitive with those of the countries to be given economic aid.
The requirements of the occupied areas, to the extent that they are
necessary to prevent disease and unrest, represent an urgent demand
on world supplies.

35. The following estimated requirements in metric tons and dollar
value, and covering the fiscal year 1948 are noteworthy :

Metric tons Dollars
Minimum food imports, US and
British Zones of Germany_____ 4, 030,000 $510, 000,000

Minimum food imports, Japan___ 1, 685,000 255, 000, 000
Minimum total imports, US and

British Zones of Germany_____ _________ 666, 000, 000
Minimum total imports, Japan___ _________ 576, 000, 000
US appropriated funds required,

Germany o 283, 000, 000
US appropriated funds required,

Japan o ____________ o _____ 226, 500, 000

36. It should be noted in the case of bi-zonal Germany that the data
are for the combined US and UK occupation zones; financing of these
requirements is a joint and equal US-UK responsibility.
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[Here follow Annexes “B” through “E” of Appendix “A”; Annex
“B—General Military Aid Program”—is scheduled for inclusion in
volume I. Detailed examinations of aid needs on a country and area
basis in Europe, the Near East, and the Middle East are included in
Annexes “C?”, “D”, and “E”, respectively, none printed. ]

Appendix “B”
Discussion

1. The determination of tangible means of assistance to be provided
by the U.S. in implementation of its foreign policy requires that U.S.
interests, in terms of its present and future security and well-being, be
carefully established and considered. These interests were recently
crystallized in the statement of general U.S. foreign policy enunciated
by the President in connection with the situation in Greece and Turkey.
The purpose of this study is to report on problems incident to foreign
needs or demands for substantial U.S. assistance, and to make certain
that commitments undertaken are consistent with U.S. interests and
capabilities.

2. In considering this problem it is first in order to define the aid
involved. This report is concerned with goods and services, available
to the countries in question, and with the actions of the U.S. govern-
ment relating thereto. The role of the U.S. government regarding these
goods and services extends to positive measures of support, or to re-
strictions, beyond those normal in free international trade and ex-
change. This aid falls into the following main categories:

a. Material resources—divided broadly into (1) military equip-
ment and (2) non-military items such as food, machinery, cloth-
g, ete.

. Money, in the form of grants, loans, or expenditures.

¢. Services, including advice and technical and administrative
assistance.

d. Political support, in the form of backing, encouragement and
good offices in international affairs and organizations. (This cate-
gory of aid is not considered further in this interim report.)

e. Dissemination of information of [5y] appropriate means.

{ 8. U.S. security is the fundamental interest to be served by U.S. aid
[ to foreign nations. National security can be maintained most effectively
through the rebuilding of a stable peaceful world, in which each na-
tion respects the sovereignty, integrity and way of life of the others in
a friendly manner. This situation can best be attained through effective
implementation of the charter of the United Nations, coupled with
early satisfactory settlement of certain major world problems, which
may be settled partially or wholly outside of the structure of the UN,
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such as peace treaties with Germany and Japan. However, the UN
charter has yet to be implemented with full effectiveness. A realistic
appraisal of the world situation shows that there exist many problems
which adversely affect the security interests of the U.S. and which
may, particularly at their inception, be outside the purview of the UN.

4. Such problems form the basis from which U.S. aid programs
should be determined. In certain countries economic weaknesses exist
which may give rise to instability and subsequently to political shifts
which adversely affect the security of the U.S. They include subversive
-and “boring from within” tactics or the threat of overwhelming force,
all of which are difficult and sometimes impossible to combat under the
United Nations Charter, particularly at its present stage of implemen-
tation. The United States has need of friends in the world today and
particularly needs to take care that other nations do not pass under the
inﬂuence of any potentially hostile nation. Ther'e .are some countries
strengbhe.n their resthtlon to remain mdependent As to the countries
hostile to the U.S. every opportunity for assisting any of them to
Tegain an independent national life should be reviewed to determine
whether the probabilities of success and cost of undertaking the effort
warrant any expenditure of resources by the U.S.

5. It should be noted that the results to be achieved by our program
of aid may extend well beyond the countries being aided. There is a
“bandwagon” quality attaching to the Communist movement, and
efforts at infiltration and minority domination, which is vulnerable to
positive measures of aid and encouragement undertaken by U.S. If |
such measures are taken early, they may be carried out with relatively

_small actual expenditures. T

6. The broad purposs of U.S. aid and assistance is to extend in
terms of the U.S. national interest the objective recently enunciated by
the President for Greece and Turkey, by supporting economic stability
and orderly political processes, opposing the spread of chaos and
-extremism, preventing advancement of Communist influence and use
-of armed minorities, and orienting other foreign nations toward the
U.S. and the UN. In addition, the U.S. will probably continue to
undertake to alleviate starvation and suffering as such where this
action is consistent with U.S. interests.

7. The provision by the U.S. of carefully regulated quantities and
types of military aid and assistance in the form of military equipment,
advice, and training, is a powerful influence in orienting the recipient
nations toward U.S. policy. Foreign armed forces which are supplied
with U.S. equipment will look to the U.S. for replacement and main-
tenance. In addition to contributing to the internal order and integrity
of the countries concerned, moderate security forces maintained by
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those nations offer several benefits to the U.S. against the contingency
of war. Foreign powers with aggressive designs would be faced with
the necessity of committing openly overt acts. The reduction by an
enemy of even the small countries may consume significant, though
small, amounts of time and resources, thus affording a cushion of
time and distance to the U.S.

8. It is believed that the following considerations are basis to de-
cisions as to aid to be provided :

a. Taking the action will probably have consequences favorable for
us, possibly carrying far beyond the limits of the nation concerned.
Aftematively, if we do not take action the resulting situation might
operate very decidedly to our disadvantage.

5. The problem at hand in the nation concerned is one within our
economic, technical, and financial capabilities.

9. In order to be certain that aid is applied to the specific purpose
for which provided in implementation of the policy enunciated by the
President, controls and safeguards must be maintained which will
ensure:

a. That misuse, diversion and waste are minimized.

5. That the U.S. have full knowledge of the manner in which the
means provided are distributed and used.

¢. That the government of the country being aided proceed with
the development and support of free and democratic institutions as
opposed to minority domination.

10. The necessity for an organized and comprehensive program of
aid is apparent from the magnitude of the existing problem. The pres-
ent and prospective needs and demands of foreign nations for U.S.
aid will, in all probability, exceed availabilities. Hence a system of
priorities must be installed if the provision of aid is to be closely re-
lated to the contribution thereby made to U.S. national interests and
to attainment of the objectives of U.S. foreign policy. Further, it is
probable that positive, forehanded and preventative actions will result
in commitments considerably below those which would be required if
situations were allowed to develop to the point of crisis. The interim
comprehensive program set forth in Appendix “A” and the Annexes
thereto has been prepared to provide such a system of priorities and
such a basis for positive, forehanded, preventative action.

11. In order to establish the requirements which it may be desirable
to fulfill within the next few months, it is considered necessary to
develop an interim report, tentative in nature, which indicates:

. Present urgent requirements for assistance which it is within
the U.S. interest to provide.

b. Additional measures of assistance, derived from consideration
of long-term U.S. programs and international assistance objectives,
which it is in the U.S. interest to initiate without further delay.
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The interim report is of necessity based upon fragmentary data
and will be revised as better data is assembled. It must be followed
by a more comprehensive and thorough report which will set forth a
program and policy for U.S. aid over the next few years.®

®The final report was completed and circulated to the 'State-War-Navy
Coordinating Committee as SWNCO*document 360/3, dated Qctober 3, 1947.
In an accompanying memorandum the Ad Hoc Committee stated “that the recent
rapid progress of events has made obsolete much of the data on which the report
is based. It cannot therefore be considered current. ... Attention is invited
to the fact that the Marshall Plan was inaugurated after this report was in
process of formulation under the Committee’s original terms of reference . ..
consequently this report relates only indirectly to the Plan.” Hlsewhere in the
memorandum, the 4d Hoc Committee stated that the report “is intended to pro-
vide in a single document a survey of the present world situation and to indicate
countries to which the United States for its own security and national interests
may find it desirable to extend aid during the newt three to five years. . . . The
attached report recommends that U.S. capabilities be reviewed once the Marshall
Plan becomes firm insofar as the application of U.S. support to other areas of
the world is concerned.”

Editorial Note

Secretary of State Marshall discussed problems of postwar recon-
struction in a radio address of April 28 on the occasion of his return
from the meeting of the Council of Foreign Ministers at Moscow. Con-
centrating upon the problem of effecting a peace settlement in “the
vital center of Europe—Germany and Austria—an area of large and
skilled population, of great resources and industrial plants”, Mr. Mar-
shall urged that “the complex character of the problems should be
understood, together with their immediate effect on the people of
Europe in the coming months . . . we cannot ignore the factor of
time involved here. The recovery of Europe has been far slower than
had been expected. Disintegrating forces are becoming evident. The
patient is sinking while the doctors deliberate. . . . Whatever action
is possible to meet these pressing problems must be taken without
delay.” (Department of State Bulletin, May 11, 1947, page 919.)

Under Secretary of State Acheson, speaking on May 8 before the
Delta, Council at Cleveland, Mississippi, on “The Requirements of
Reconstruction”, described in broad context Europe’s acute dollar
deficit, its desperate need for food, clothing, coal, steel, and machinery
for relief and reconstruction purposes, the probable inability of the
American economy operating at near-capacity to sustain any further
substantial increase in the total volume of exports of these commodi-
ties, and what “these facts of international life mean for the United
States and for United States foreign policy.” (/bid., May 18, 1947,
page 991.)

The drafting history of Mr. Acheson’s speech is shown in the papers
of Joseph M. Jones, special assistant to the Assistant Secretary of State
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for Public Affairs (Benton), who assisted Mr. Acheson on this occa-
sion. Notes prepared for a conference of Acheson and Jones on April 9
indicate that the latter submitted a proposal “to elaborate our Greco-
Turkish program into a more comprehensive statement of foreign:
policy” to be based on the concept of “further extension of aid to for-
eign countries”. This statement was to draw on the conclusions of the
SWNCC report, supra. The Jones Papers are at the Harry S. Truman
Library, Independence, Missouri.

Policy Planning Staff Files
Memorandum by the Director of the Policy Planning Staff (Kennan)*

SECRET [WasHINGTON,] May 16, 1947.

The Planning Staff is undertaking its work along the following lines
of thought:

1. The most important and urgent element in foreign policy plan-
ning is the question of restoration of hope and confidence in Western
Europe and the early rehabilitation of the economies of that area. The
character and outcome of the action we may take with relation to west-
ern Europe will have overwhelming implications for our policy else-
where. Therefore, the problems of this area must be considered first.?

*The Policy Planning Staff was established on May 5, 1947, in the office of the
Under Secretary of State to assure the development of long-range policy. Minutes
of the Staff are in Lot 64 D 563, files of the Policy Planning Staff, Department of
State, 1947-1953.

On May 19 Mr. Kennan used the present memorandum as the basis for a
gﬁcussion with Under Secretary Acheson about the activities of the Staff to that

e.

*On April 24, before the Staff actually began functioning, Mr. Kennan had set
this priority for its work, In 2 memorandum: of that date he had called for the
assembling of documents on current economie trends in the United Kingdom,
France, Italy, and the Western zones of Germany and Austria in order to make
an overall assessment of what these areas would need “(a) by way of relief, in
order to keep human life going in case no programs of rehabilitation are under-
taken beyond those already in existence, and (b) to effect complete rehabilitation
[of the] economy and to render it self-supporting.” (64 D 563, Box 2042, 1947
Chron File).

In the Staff’s meeting on May 15, it was “‘agreed generally that the main prob-
lem in United States security today is to bring into acceptable relationship the
economic distress abroad with the capacity and willingness of the United States
to meet it effectively and speedily; that with Greece and Turkey taken care of
and the Korean problem now being posed, the greatest and most crucial problemy
is in Western Burope; that the areas most urgently concerned are France, Italy,
the occupied zones of Germany and Austria, and Great Britain ; that the problem
is both political and economic, and not military (except insofar as maintenance
of US military effectiveness is concerned) ; that the approach to the political
problem for the moment must be economic; that it will not be possible to
evolve in a short space of time any program to meet the long-term; problem,
but that some sort of immediate action is necessary for psychological reasons;
and that since coal is so vitally important to Western Europe, we should ex-
amine the problem to see what the United States can do immediately to bolster
production in Europe.’ (64 D 563, Box 20036, 1947 Minutes of meetings.)
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2. A special ad hoc committee of SWNCC is already at work on the
study of “policies, procedures, and costs of assistance by the United
States to foreign countries.” This committee is completing an interim
report and is beginning work on a final report scheduled for completion
in mid-July. Its work relates to possible American assistance in all
areas, and thus embraces the problems of western. Europe.

3. The Policy Planning Staff recognizes the high quality and value
of the work being performed by this SWNCC committee, and feels
that the working out of detailed plans for American aid to Western
Europe must continue to be the responsibility of that committee. There
will be, however, a number of points on which the Planning Staff will
have suggestions to make which will affect the assumptions and points
of departure on which the committee is proceeding. The Planning Staff
hopes to submit those to you at an early date in the form of a set of
principles which it feels should be observed in framing a master plan
for US assistance to western Europe. It believes that these principles
may be useful not only to the SWNCC committee but also to other units
in the Department and elsewhere in the Gfovernment which are occupy-
ing themselves with this problem.

The following is a tentative list of such principles:

(@) The program for American aid should be, if possible, supple-
mentary to a program of intramural economic collaboration amon
the western European countries which should, if possible, be initiat
by one of those countries and cleared through the Economic Commis-
sion for Europe. A clear distinction must be observed between these
two programs.

(6) The schedule of American aid should be embodied in a master-
grogra,m, which, like the European collaboration scheme which it is

esigned to support, would look ahead for a period of four to five
years to a point where western Furope would no longer need to be
the object of charity from outside.

(¢) The scheme of American aid for western Europe must be tied
in with some workable plan for the solution of England’s difficulties
and must be agreed in agva,nce with the British.

(d) The over-all plan of American aid must rest on guarantees
from the European countries which will preclude communist sabotage
or misuse. It must be made possible for us to terminate the flow of
assistance at once if we are not satisfied on this point.

(e) We should be careful not to talk in terms of loans when there
is no plausible prospect of repayment and should make it clear to
everyone that assistance in these cases will have to be by means of
outright grants.

(f) The program should be designed to encourage and contribute
to some form of regional political association of western European
states. Our occupational policies in Germany and Austria must be
shaped toward enabling the western zones of those countries to make
the maximum contribution to economic restoration in western Europe
in general. '
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(9) We should use our influence to see that the program to be
agreed on for western Europe leaves the road open for Czechoslovakia
and other states within the Russian orbit to come, as soon as they
can give guarantee that their participation will be constructed
[constructive].

4. The above refers to an over-all program of American aid which
we would hope could be put before the American public and Congress
by mid-summer. The Planning Staff feels, however, that there is
great need, for psychological reasons, of some energetic and incisive
American action to be undertaken at once in order to create in Europe
the impression that the United States has stopped talking and has
begun to act and that the problem is being taken in hand swiftly and
forcefully.

The Planning Staff is searching for a suitable field in which such
action could be taken without prejudice to the execution of the even-
tual over-all program. It feels that the most likely field would be that
of the rapid restoration of the coal-producing capacity of the Rhine
valley; and it is examining the feasibility of a scheme that could be
put in hand at once of the enlistment of American energy and resources
to this end.

It envisages here the launching of an undertaking

which might be called “Coal for Europe” or something of that
sort;

which would aim at a specified increase in the coal production
of that area during a specific period (say from July 1 to Decem-
ber 31,1947) ;

which would include every possible way in which the United
States could help to boost production ;

which would be accomplished by maximum publicity and pub-
lic dramatization ; and

which would be given as far as possible the character of an
action not so much by the US Government to the French Govern-
ment and other Governments of that area but by the US public
to the peoples of those areas.

‘We conceive that this action might include, for example:

measures to increase production and procurement of coal-mining
machinery of every sort and rush it to the coal-producing areas;

campaigns to make available food by popular sacrifice here
(breadless days, etc.) to be sent specifically to coal-producing
areas of ex-Allied states (such shipments to be accompanied direct
to those areas by representatives of American organizations, such
as Veterans’ organizations or labor unions);

special American government-grants to help the British over-
come production difficulties in the Ruhr;

maximum cooperation of our occupational authorities in Ger-
many in providing labor, materials, etc. for the coal-producing
areas; and possibly,

assistance to various European countries in developing other
sources of energy in order to ease coal allocations.
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The purpose of the above action would be primarily to achieve the
following psychological effect: (a) to instill into the minds of people
associated with coal production in Europe the feeling that the United
States was behind them and was determined to see that conditions
would be provided which would help them to achieve maximum out-
put; () to convince European peoples in general that this country
is in earnest and is determined to do all in its power to see economic
problems of that area taken energetically into hand; and (¢) to cap-
ture the interest and imagination of the American public and chan-
nel it into the problem of reviving European productive facilities.

5. The Planning Staff hopes to be able to make formal suggestions
along these lines very soon.

840.50 Recovery/5-2347

The Director of the Policy Planning Staff (Kennan) to the Under
Secretary of State (Acheson)

SECRET [WasHINGTON,] May 28, 1947.

Mgz. Acueson : Attached is the first recommendation of the Planning
Staff. It deals with the question of aid to western Europe.

If approved it should serve as a general orientation, both for opera-
tions and for planning in the immediate future.

It is only a few days since the Planning Staff, with an incomplete
and provisional complement of personnel, was able to begin to give
attention to the substance of its work. Normally, I would consider this
far too short a time in which to consider and make recommendations
on matters of such importance. But I recognize that the need for a
program of action on this problem is urgent and the best answer we
can give today is perhaps more useful than a more thoroughly con-
sidered study one or two months hence.

If the views set forth here meet with the approval of the Secretary
and yourself, we will make this paper the basis of further planning.*

Georce F. KENNAN

[Enclosure]
[WasmiNeTON,] May 23, 1947.
SuMMARY

1. The Policy Planning Staff has selected as the first object of study
the question of American aid to western Europe.

10n May 26, at a staff meeting in the office of the Under Secretary, it was
decided to circulate this proposal for discussion at the meeting of May 28.
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2. It sees here a long-term problem, namely of European rehabilita-
tion in general, and a short-term problem, namely the immediate shor-
ing up of confidence at home and abroad in the possibility of a
constructive solution.

3. Asto the short-term problem the Policy Planning Staff proposes
that the United States, with a view to seizing the offensive and inspir-
ing confidence, select some suitable bottleneck or bottlenecks in western
European economy and institute immediate action which would bring
to bear the full weight of this Government on the breaking of these
bottlenecks. The Planning Staff attaches great importance to this sug-
gestion, believing that only by means of some such action can we gain
time to deal with the long-term problem in an orderly manner.

4. With respect to the long-term problem, the Policy Planning Staff
feels that the formal initiative in drawing up a program for its solu-
tion and the general responsibility for such a program must come
jointly from European nations and that the formal role of this Gov-
ernment should be to support that program at joint European request.
It proposes that we aim at inducing the European governments to
undertake soon the task of evolving such a program, and give them
every assistance therein, in order that their request to us may reach us
by the end of the year.

5. The Policy Planning Staff proposes the despatch of instructions
to certain European missions designed to obtain a uniform digest of
the views of the respective chiefs, It is also proposed that secret dis-
cussions with the British be undertaken at once with respect to the
general approach to this problem.

6. It recommends that immediate measures be taken to straighten
out public opinion on some implications of the President’s message on
Greece and Turkey.

Poricy witTe Respect 10 AMERICAN A1p To WESTERN EUROPE
Views oF THE PoLicy PLANNING STATF

I. GENERAL

1. The Policy Planning Staff has selected the question of American
aid to western Europe as the first subject of its attention. This does
not mean that the Staff is unmindful of the importance or urgency of
problems in other areas or of its mission to coordinate long-term policy
on a global basis. It means simply that western Europe appears to be
the area for which long-term planning might most advantageously

~_begin.
i 2, The Policy Planning Staff does not see communist activities as
~ the root of the difficulties of western Europe. It believes that the pres-

\
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ent crisis results in large part from the disruptive effect of the war on
the economic, political, and social structure of Europe and from a pro-
found exhaustion of physical plant and of spiritual vigor. This situ-
ation has been aggravated and rendered far more difficult of remedy
by the division of the continent into east and west. The Planning Staff
recognizes that the communists are exploiting the European crisis
and that further communist successes would create serious danger to
American security. It considers, however, that American effort in aid
to Europe should be directed not to the combatting of communism
as such but to the restoration of the economic health and vigor of
European society. It should aim, in other words, to combat not com-
munism, but the economic maladjustment which makes European
society vulnerable to exploitation by any and all totalitarian move-
ments and which Russian communism is now exploiting. The Planning
Staff believes that American plans should be drawn to this purpose
and that this should be frankly stated to the American public.

3. The Policy Planning Staff sees in this general question of Amer-
ican aid to western Europe two problems: a long-term one and a short-
term one. The long-term problem is that of how the economic health
of the area is to be restored and of the degree and form of American
aid for such restoration. The short-term problem is to determine what
effective and dramatic action should be taken in the immediate future
to halt the economic disintegration of western Europe and to create
confidence that the overall problem can be solved and that the United
States can and will play its proper part in the solution.

4. The Policy Planning Staff feels that there is some misconception
in the mind of the American people as to the objectives of the Truman
Doctrine and of our aid to foreign countries and recommends that
immediate action be taken to correct this misunderstanding.

II. Tae SuorT-TERM PROBLEM

5. With respect to the short-term problem, the Planning Staff feels
that we should select some particular bottleneck or bottlenecks in the
economic pattern of western Europe and institute immediate action
which would bring to bear the full weight of this Government on the
breaking of those bottlenecks. The purpose of this action would be on
the one hand psychological—to put us on the offensive instead of the
defensive, to convince the European peoples that we mean business,
to serve as a catalyst for their hope and confidence, and to dramatize
for our people the nature of Europe’s problems and the importance of
American assistance. On the other hand, this action would be designed

to make a real contribution to the solution of Europe’s economic
difficulties.
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The Planning Staff attaches great importance to this project and
considers it almost essential to the success of the general scheme. It
fears that unless something of this sort is done at once the result may
be a further deterioration of morale in Europe which will seriously
jeopardize the long-term program. For this reason it recommends
that most careful and intensive consideration be given at once to this
project.

The production of coal in the Rhine Valley and its movement to the
places of consumption in Europe has suggested itself as the most
suitable object of such an action. The Planning Staff has this ques-
tion under consideration and expects to come up with more detailed
suggestions in the near future.

It may be necessary as a matter of short time urgency to take cer-
tain other measures with respect to Italy supplementary to such aid
as may be given to that country out of the $350,000,000 appropria-
tion.? Since this question is already under advisement in operational
sections of the Department the Planning Staff is not including it in
this survey.

I1I. Tare LoNe-TErM ProeLEM

6. The Policy Planning Staff recognizes that the long-term problem
is one of enormous complexity and difficulty. It should be the subject
of a careful study which must of necessity extend over a period of at
least several weeks. The Staff proposes to occupy itself with that
study at once. In the belief, however, that this Government cannot
afford to delay the adoption of some overall approach to the solution
of the problem, the following tentative views are set forth:

a. It is necessary to distinguish clearly between a program for the
economic revitalization of Europe on the one hand, and a program of
American support of such revitalization on the other. It would be
neither fitting nor efficacious for this Government to undertake to
draw up unilaterally and to promulgate formally on its own initiative
a program designed to place western Eur%)ﬁa on its feet economically.
This is the business of the Europeans. The formal initiative must
come from Europe; the program must be evolved in Europe; and
the Europeans must bear the basic responsibility for it. The role of
this country should consist of friendly aid in the drafting of a Euro-
pean program and of the later support of such a program, by financial
and other means, at Kuropean request.

b. The program which this country is asked to support must be a
joint one, agreed to by several European nations. While it may be
linked to ingividual national programs, such as the Monnet plan in
France, it must, for psychological and political as well as economic

2 This refers to the Joint Resolution, providing relief assistance to the people
of couniries devastated by war, which was approved by President Truman on
May 31, 1947 ; 61 Stat. 125.
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reasons, be an internationally agreed program. The request for our
support must come as a joint request from a group of friendly na-
tions, not as a series of isolated and individual appeals.

¢. This European program must envisage bringing western Europe
to a point where it will be able to maintain a tolerable standard of
living on a financially self-supporting basis. It must give promise of
doing the whole job. The program must contain reasonable assurance
that 1f we support it, this will be the last such program we shall be
asked to support in the foreseeable future.

d. The overall European program must embrace, or be linked to,
some sort of plan for dealing Wit%l the economic plight of Britain. The
plan must be formally a British one, worked out on British initiative
and British responsibility, and the role of the United States, again,
must be to give friendly support.

e. This does not mean that the United States need stand aside or
remain aloof from the elaboration of the overall European program.
As a member of the United Nations and particularly of the Economic
Commission for Europe, and as a power occupying certain European
territories, it is entitled and obliged to participate in working out
the program. Qur position as an occupying power also makes it in-
cumbent, upon us to cooperate whole-heartedly in the execution of any
program that may be evolved. For this reason, and because we must
know as soon as possible to what extent such a program is technically
feasible, we must undertake an independent and realistic study of
the entire problem of European rehabilitation. But we must insist,
for the sake of clarity, for the sake of soundness of concept, and for
the sake of the self-respect of European peoples, that the initiative be
taken in Europe and that the main burden be borne by the govern-
ments of that area. With the best of will, the American people can-
not really help those who are not willing to help themselves. And if
the requested initiative and readiness to bear public responsibility
are not forthcoming from the European governments, then that will
mean that rigor mortis has already set in on the body politic of Europe
as we have known it and that it may be already too late for us to
change decisively the course of events.

f. While this program must necessarily center in the Kuropean area,
it will admittedly have widespread ramifications in other areas. It
will also have important connotations for the UN, and we should bear
constantly in mind the need for maximum utilization of UN
machinery. ’

g. American support for such a program need not be confined to
financial assistance. It may involve considerable practical American
cooperation in the solution of specific problems.

h. With respect to any program which this Government may even-
tually be asked to support, it will be necessary for it to insist on safe-
guards to assure

first, that everything possible be done to whittle down the cost
of such support in'dollars;

310-099—72——16
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secondly, that the European Governments use the full force of
their authority to see that our aid is employed in a purposeful and
effective way; and

thirdly, that maximum reimbursement be made to this country
in any forms found to be economically feasible and in United
States interest.

i. The problem of where and in what form the initiative for the
formulation of a European program should be taken is admittedly a
tremendously difficult and delicate one. It cannot be definitely prede-
termined by us. Presumably an effort would first be made to advance
the project in the Economic Commission for Europe, and probably as
a proposal for general European (not just western European) co-
operation ; but then it would be essential that this be done in such a
form that the Russian satellite. countries-would. either exclude them-
selves by unwillingness to accept the proposed conditions or agree to
abandon the-exclusive orientation of their economies. If the Russians

rove able to block any such scheme in the Economic Commission for
urope, it may be necessary for the key countries of western Europe
to find means of conferring together without the presence of the Rus-
sians and Russian satellites, In general, however, the question of where
and how this initiative should be taken is primarily one for the Euro-
pean nations, and we should be careful not to seek unduly to influence

their decision.

7. Based on the above considerations, the Policy Planning Staff sug-
gests the following course of action with relation to the long-term
problem:

a. That the SWNCC Special Ad Hoc Committee studying “policy,
procedures and costs of assistance by the United States to foreign
countries” continue its studies, but that the State representation on this
Committee maintain close contact with the Policy Planning Staff for
purposes of coordination,

b. That by way of supplement to the SWNCC study, telegraphic
instructions be despatched at an early date to the Chiefs of Mission
in a number of western and central European countries designed to
elicit their frank views on

(1) The economic situation of their respective country and the
measures required for its remedy;

(2) Whether there is any element in the situation which makes
it likely that the United States may be faced with any urgent and
desperate demand from that quarter for assistance within the next
year;

(3) Whether and to what extent the respective economic diffi-
culties could be relieved by better exchanges (commodities, finan-
cial, manpower, etc.) with other areas of western and central
Europe;

_ (4) The nature of the main obstacles to be overcome if such
mmproved exchanges are to be made possible;



THE MARSHALL PLAN 229

(5) To what extent the respective country might contribute to
general European rehabilitation if these obstacles were removed ;
and

(6) The general state of mind of responsible government leaders
in the respective country with respect to a possible program of
European rehabilitation, the degree to which they are inhibited by
Russian or communist pressure in considering such a program
and the prospects for their initiative or cooperation in working it
out.

¢. That certain of these Missions be requested, at the discretion of
the operational divisions of the Department, to detail qualified officers
to Washington for a period of several weeks to participate in discus-
sion and planning on this general subject.

d. That the Planning gtaff, assisted by the operational sections of
the Department, proceed to work out a general formulation of this
Government’s views on the long-term problem of European rehabilita-
tion for use in discussions with European governments and for the
guidance of the American representative on the Economic Commission
for Europe.

e. That it be accepted as our general objective to induce and assist
the European governments to undertake before autumn the develop-
ment of a program of Furopean rehabilitation which would show
clearly what was expected of this country in the way of support, and
to submit the request for such support to this Government by the end
of the year.

f. That this overall approach be informally and secretly discussed
with British leaders at an early date and their assurances of support
solicited.

IV. Crarwrying ImpricaTioNs oF “TruMaN DocTRINE”

8. Steps should be taken to clarify what the press has unfortunately
come to identify as the “Truman Doctrine”, and to remove in particu-
lar two damaging impressions which are current in large sections of
American public opinion. These are :

a. That the United States approach to world problems is a defensive
reaction to communist pressure and that the effort to restore sound
economic conditions in other countries is only a by-product of this
reaction and not something we would be interested in doing if there
were no communist menace;

b. That the Truman Doctrine is a blank check to give economic and

military aid to any area in the world where the communists show signs
of being successful. It must be made clear that the extension of Ameri-
can aid 1s essentially a question of political economy in the literal sense
of that term and that such aid will be considered only in cases where
the prospective results bear a satisfactory relationship to the expendi-
ture of American resources and effort. It must be made clear that in the
case of Greece and Turkey we are dealing with a critical area where
the failure to take action would have had particularly serious conse-
quences, where a successful action would promise particularly far-
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reaching results, and where the overall cost was relatively small; and
that in other areas we should have to apply similar criteria.

840,50 Recovery/5-2747

Memorandum by the Under Secretary of State for Economic Affairs
(Clayton)?

TeE EuvroreEaN CRISIS

1. It is now obvious that we grossly underestimated the destruction
to the European economy by the war. We understood the physical de-
struction, but we failed to take fully into account the effects of eco-
nomic dislocation on production—nationalization of industries, drastic
land reform, severance of long-standing commercial ties, disappearance
of private commercial firms through death or loss of capital, etc., ete.

2. Europe is steadily deteriorating. The political position reflects
the economic. One political crisis after another merely denotes the
existence of grave economic distress. Millions of people in the cities
are slowly starving. More consumer’s goods and restored confidence
in the local currency are absolutely essential if the peasant is again
to supply food in normal quantities to the cities. (French grain acreage
running 20-25% under prewar, collection of production very unsatis-
factory—much of the grain is fed to cattle. The modern system of di-
vision of labor has almost broken down in Europe.)

3. Europe’s current annual balance of payments deficit:

UK $214 billions
FFARGE o s sap o s ¥ 90% 5 9978 § s ¥ 500 6 o 8 ¥ o 134 ”
Ttaly ... ... VA ”
US-UK Zone Germany................... Y %

$5  billions

not to mention the smaller countries.

The above represents an absolute minimum standard of living. If
it should be lowered, there will be revolution.

Only until the end of this year can England and France meet the
above deficits out of their fast dwindling reserves of gold and dollars.
Ttaly can’t go that long.

1his memorandum was sent to Under Secretary Acheson on May 27, with
a chit reading, “If you approve the attached, I would like to discuss it with the
Secretary.”

Mr. Clayton had temporarily returned to Washington from Europe, where he-
was attending, as head of the U.8. Delegation, the Second Session of the United
Nations Preparatory Committee for an International Conference on Trade and
Employment at Geneva. In Europe since early April, the Under Secretary of State-
for Economic Affairs had been in frequent consultation with leaders of many
governments of Western Europe regarding the deterioration of their economies..
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4. Some of the principal items in these deficits:

From the U.S.: Coal, 30 million tons. . ....... $ 600 million
» 9 . Bread grains, 12 million tons.. 1,400 »
n ” 7 . Shipping services at very thh
rates on imports and ex-
ports .................... XXXXX #

Before the war, Europe was self-sufficient in coal and imported very
little bread grains from the United States.

Europe must again become self-sufficient in coal (the U.S. must
take over management of Ruhr coal production) and her agricultural
production must be restored to normal levels. (Note: No inefficient
or forced production through exorbitant tariffs, subsidies, etc., is here
contemplated).

Europe must again be equipped to perform her own shipping serv-
ices. The United States should sell surplus ships to France, Italy and
other maritime nations to restore their merchant marine to at least
prewar levels. (To do it, we will have to lick the shipping lobby, fat-
tening as it is off the U.S. Treasury).

5. Without further prompt and substantial aid from the United
States, economic, social and political disintegration will overwhelm
Europe.

Aside from the awful implications which this would have for the
future peace and security of the world, the immediate effects on our
domestic economy would be disastrous: markets for our surplus pro-
duction gone, unemployment, depression, a heavily unbalanced budget
on the background of a mountainous war debt.

T hese things must not happen.

How can they be avoided ?

6. Mr. Baruch 2 asks for the appointment of a Commission to study
and report on our national assets and liabilities in order to determine
our ability to assist Europe.

This is wholly unnecessary.

The facts are well known.

Our resources and our productive capacity are ample to provide all
the help necessary.

The problem is to organize our fiscal policy and our own consumption
so that sufficient surpluses of the necessary goods are made available out
of our enormous production, and so that these surpluses are paid for
out of taxation and not by addition to debt.

This problem can be met only if the American people are taken into
the complete confidence of the Administration and told all the facts and
only if a sound and workable plan is presented.

" *Bernard M. Baruch had served as Chairman of the War Industries Board

in 1918, as an adviser to the Director of War Mobilization, 1943-1945, and as
U.S. Representative on the UN. Atomic Energy Commission in 1946,
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7. Tt will be necessary for the President and the Secretary of State
to make a strong spiritual appeal to the American people to sacrifice
a little themselves, to draw in their own belts just a little in order
to save Europe from starvation and chaos (nof from the Russians)
and, at the same time, to preserve for ourselves and our children the
glorious heritage of a free America.

8. Europe must have from us, as a grant, 6 or 7 billion dollars worth
of goods a year for three years. With this help, the operations of the
International Bank and Fund should enable European reconstruction
to get under way at a rapid pace. Our grant could take the form prin-
cipally of coal, food, cotton, tobacco, shipping services and similar
things—all now produced in the United States in surplus, except cot-
ton. The probabilities are that cotton will be surplus in another one or
two years. Food shipments should be stepped up despite the enormous
total (15 million tons) of bread grains exported from the United States
during the present crop year. We are wasting and over-consuming food
in the United States to such an extent that a reasonable measure of
conservation would make at least another million tons available for
export with no harm whatsoever to the health and efficiency of the
American people.

9. This three-year grant to Europe should be based on a European
plan which the principal European nations, headed by the UK, France
and Italy, should work out. Such a plan should be based on a European
economic federation on the order of the Belgium—Netherlands-Luxem-
bourg Customs Union. Europe cannot recover from this war and again
become independent if her economy continues to be divided into many
small watertight compartments as it is today.

10. Obviously, the above is only the broad outline of a problem: which
will require much study and preparation before any move can be made.

Canada, Argentina, Brazil, Australia, New Zealand, Union of South
Africa could all help with their surplus food and raw materials, but
we must avoid getting into another UNRRA. T'he United States must
run this show.

[WasHINGTON,] May 27, 1947. W. L. Crayron

840.50 Recovery/5-2847

Memorandum by the Under Secretary of State (Acheson) to the
Secretary of State?

SECRET [WasHINGTON,] May 28, 1947.

In further reference to your question this morning as to how we
should present the economic problems of Europe which we discussed

* Marginal notation : “GCM”.
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with you, an incident at Juncheon in Les Biffle’s 2 office indicates that
we must begin to-do so at once.

I lunched there with a dozen Senators, including Senator McMa-
hon.* During the course of the luncheon he said that he thought they
should be all told about what the Administration had in mind or at
least what the problem was from the Administration’s point of view.
It was suggested that I might be asked to talk to the Policy Committee
of the Democratic Minority in the Senate. Senator McMahon stated
that for his part, if confronted with a fait accompli, he would refuse
to go along and would vote against any credits or grants.

I assured them all that we were, as they were, in the stage of wres-
tling with the problem and that in the very near future, or as soon as
it became a little clearer to us, we would want to talk it over with them.
This means that we ought to begin to talk with Vandenberg * almost
at once, not. about solutions but about the growing seriousness of the
problem.

My suggestion, therefore, is that you begin your talks with him as
soon as possible and that within the next two or three weeks you make
a speech which would not undertake to lay down any solution but
would state the problem and that the great immediate problem is not
an ideological one, but a material one.’ This could be followed up by
speeches by Cohen,® Clayton, and me, still dealing with the problem
rather than the solution. A little later on, a new phase might be
reached after full discussion within the Government and on the Hill,
when the President, you, and other cabinet officers might begin to
outline solutions.

Dran AcHEsoN

? Leslie L. Biffle, staff director of the Minority Policy Committee, United States
Senate.

$ Brien McMahon, Senator from Connecticut.

* Arthur H. Vandenberg, Senator from Michigan.

® By May 20 a speech had been drafted by Joseph M. J ones, for delivery by the
Secretary of State at an appropriate time and place. The draft entitled “Design
for Reconstruction” was forwarded to Mr. Acheson by Mr. Jones in a2 memorandum
of May 20 in which he said in part: “The attached draft speech was begun at the
direction of the Secretary. . . . I believe the message came through you that the
Secretary would like to ‘develop further’ the line taken by you in your Mississippi
speech on May 8. . . .

“In writing this draft, T have again worked closely with the economic officers
and I believe this represents the line which they think should be projected now.
It is certainly the one which I think it is highly important to take. . . .

“Except for the first four pages which sound warnings similar to those of
your speech in Mississippi, this speech is written primarily with a view to its
effect abroad. The indications of suspicion and skepticism with which foreign
people are beginning to view American aid are alarming and it would seem to be
of first importance to spell out our design for reconstruction and to give a
positive concept about which peoples of Burope especially can rally and upon
which they can pin their hopes. The political and economie policy of the Depart-
ment has led up to an expression of this sort and now seems the psychological
time to launch it. We have a great deal to gain by convincing the world that we
have something positive and attractive to offer, and not just anti-Communism.”
(Jones Papers, Truman Library)

¢ Benjamin V. Cohen, Counselor of the Department of State.



234 FOREIGN RELATIONS, 1947, VOLUME III

Lot 54 D 394, Box 538

Summary of Discussion on Problems of Relief, Rehabilitation and
Reconstruction of Europe*

[WasHINGTON,] May 29, 1947.

The following is a summary of Mr. Clayton’s observations which
opened the discussion. The nations of Europe are now running a $5
billion deficit this year in their dollar exchange in seeking to maintain
an absolute minimum standard of living. The prospects for 1948 are
little better and the ability of the nations to meet this situation is
fast running out. Three major items in the balance of payments prob-
lem are:

1. 30 million tons of U.S. coal at $20 a delivered ton;

9. 12 million tons of bread grains at over $100 a delivered ton;

3. Transportation costs which for all items average 22 to 23 percent
of the total cost.

A basic element in the problem, in addition to nature-made short-
ages, is a breakdown in the modern system of division of labor in
European economy between peasants and city workers. Furthermore,
existing trade barriers (a) clog the flow of Europe’s trade and (%)
will set an uneconomic pattern for any reconstruction efforts. The
constantly recurring political crises in Europe are only reflections of
the economic distress.

The situation must be faced immediately. If it is not remedied,
Europe will in early 1948 suffer increasingly severe economic, political,
and social disintegration, the impact of which on the U.S. will be a
falling-off of exports and a piling up of surpluses, leading to depres-
sion. The following action is necessary:

1. To help relieve the immediate coal crisis, the U.S. should con-
sider taking over the Ruhr coal production, at which the U.K. has
failed.

2. A $6-7 billion annual expenditure by the U.S. should be made
for the next three years for rehabilitation purposes to provide more
consumer’s goods, to restore confidence in Huropean currencies, and
thus to help remedy the breakdown of the division of labor.

3. A total of no more than $2 or $3 billion annually in loans from the
Bank, the Fund, and other sources will be necessary in addition for
reconstruction purposes.

4. Some system for closer European economic cooperation must be
devised to break down existing economic barriers.

1The discussion took place in a meeting with Heads of Offices in the Depart-
ment of State on May 28; the summary was prepared by Mr. Ward P. Allen of
the Executive Secretariat,
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The last point which parallels the recommendation in the Policy
Planning Staff paper was elaborated in the ensuing discussion. Three
major problems presented themselves:

1. The inclusion or exclusion of Soviet-dominated Eastern Europe.
2. U.S. vs. European responsibility and initiative.
3. Thetiming and machinery to be utilized in developing the plan.

As to point 1, Mr. Clayton expressed the strong view that, while
Western Europe is essential to Eastern Europe, the reverse is not true.
Coal and grains from Eastern Europe are important to Western Eu-
rope, but these products will be exported westward in any event be-
cause the necessity of obtaining vital foreign exchange for necessary
products from the west creates a suction which the U.S.S.R. is incapa-
ble of counteracting, and there can only be absolute and final Soviet
domination of Eastern Europe by force of arms. It was concluded,
therefore, that a European economic federation is feasible even with-
out the participation of Eastern European countries. There was gen-
eral agreement, however, that the plan should be drawn with such'
conditions that Eastern Europe could participate, provided the coun-
tries would abandon near-exclusive Soviet orientation of their
economies.

Regarding the problem of European vs. U.S. initiative in the plan,
Mzr. Kennan pointed out the necessity of European acknowledgment
of responsibility and parentage in the plan to prevent the certain
attempts of powerful elements to place the entire burden on the U.S.
and to discredit it and us by blaming the U.S. for all failures.

Messrs. Cohen and Thorp emphasized the importance of substantial
U.S. responsibility and initiative because (@) experience has demon-
strated the lack of ability of European nations to agree on such mat-
ters, (b) if agreement is reached, the scheme may not be a sound one
and (¢) the problem is so complex that no one can plot a definite, final
plan now. It should, therefore, be approached functionally rather than
by country, concentrating on the essentials, and this is an approach
which the U.S. is in a better position than Europe to take.

Balancing the dangers of appearing to force “the American way”
on Europe and the danger of failure if the major responsibility is left
to Europe, Mr. Bohlen suggested that the alternative is to place strong
pressure on the European nations to plan by underscoring their situ-
ation and making clear that the only politically feasible basis on which
the U.S. would be willing to make the aid available is substantial evi-
dence of a developing overall plan for economic cooperation by the
Europeans themselves, perhaps an economic federation to be worked
out over 3 or 4 years.
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The third major problem discussed was the timing and machinery
for developing the program. Mr. Acheson pointed out the practical
impossibility of developing a program and obtaining congressional
action between now and July 1. He suggested that the ensuing 4 to 6
months be employed in () working out agreement within the U.S.
Government, (b) carrying on discussions with other governments, and
(¢) educating the public so that Congressional action would be sought
either at a special Fall session or on January 3, 1948, The problem of
introducing new elements and a definite time limit in order to obtain
Congressional and public support was recognized.

As to the international machinery, Mr. Clayton stated his conviction
that the Economic Commission for Europe is completely unusable
as a forum, even to make a beginning, since the paralyzing fear of the
U.S.S.R. by the small countries would permit her to carry out her
undoubted intention to block all constructive action. He suggested
that preliminary talks be held with key leaders in the T.K., France,
and Ttaly with the Netherlands, Belgium, and Luxembourg also in-
cluded. Mr. Cohen put forward the possibility of a high-grade tech-
nical-study commission in Europe this Summer, headed by a person
commanding strength and respect.

Mr. Rusk urged that we should not decide now not to use the ECE
for, unless we can demonstrate conclusively that it cannot be used
for this, the purpose of its creation, the ground swell of public opinion
against again by-passing the U.N. might wreck and would certainly
jeopardize any program. Mr. Acheson was quite responsive to this
danger. Although it was suggested that we might begin in the ECE
with the understanding that the matter would be withdrawn from it
if progress were blocked, Mr. Bohlen pointed out difficulties of with-
drawing once the organization has been given jurisdiction.

In response to Mr. Acheson’s question, Messrs. Vincent and Hender-
son expressed the opinion that there would be no untoward repercus-
sions in the Near or Far East if the plan were concentrated on Europe.

Policy Planning Staff Files

Memorandum. from the Executive Secretary of the Policy Planning
Staff (Savage) to the Director of the Policy Planning Staff (Kennan)

[WasmINgTON,] June 3, 1947,

General Carter * phoned me at noon today to say that Secretary
Marshall approves the sending of the messages to US Missions as
suggested in the Policy Planning Staff’s memorandum of May 23.2

1 Brig. Gen. Marshall 8. Carter, Special Assistant to the Secretary of State.
2 Ante, p. 223.
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General Carter said that the Secretary is still considering the other
parts of the memorandum of May 23.
ClarrTon] S[avace]

Lot 64 D 563, Box 1(20027), 1947-50
Press Release Issued by the Department of State, June 4, 1947

Remarks by the Honorable George C. Marshall, Secretary of State,
at Harvard University on June 5, 1947.

I need not tell you gentlemen that the world situation is very seri-
ous. That must be apparent to all intelligent people. I think one diffi-
culty is that the problem is one of such enormous complexity that the
very mass of facts presented to the public by press and radio make it
exceedingly difficult for the man in the street to reach a clear appraise-
ment of the situation. Furthermore, the people of this country are
distant from the troubled areas of the earth and it is hard for them
to comprehend the plight and consequent reactions of the long-suffer-
ing peoples, and the effect of those reactions on their governments in
connection with our efforts to promote peace in the world.

In considering the requirements for the rehabilitation of Europe the
physical loss of life, the visible destruction of cities, factories, mines
and railroads was correctly estimated, but it has become obvious during
recent months that this visible destruction was probably less serious
than the dislocation of the entire fabric of European economy. For
the past ten years conditions have been highly abnormal. The feverish
preparation for war and the more feverish maintenance of the war
effort engulfed all aspects of national economies. Machinery has fallen
into disrepair or is entirely obsolete. Under the arbitrary and destruc-
tive Nazi rule, virtually every possible enterprise was geared into the
German war machine. Long-standing commercial ties, private institu-
tions, banks, insurance companies and shipping companies disap-
peared, through loss of capital, absorption through nationalization or
by simple destruction. In many countries, confidence in the local cur-
rency has been severely shaken. The breakdown of the business struc-
ture of Europe during the war was complete. Recovery has been
seriously retarded by the fact that two years after the close of hostili-
ties a peace settlement with Germany and Austria has not been agreed
upon. But even given a more prompt solution of these difficult prob-
lems, the rehabilitation of the economic structure of Furope quite
evidently will require a much longer time and greater effort than had
been foreseen.
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There is a phase of this matter which is both interesting and serious.
The farmer has always produced the foodstuffs to exchange with the
city dweller for the other necessities of life. This division of labor is
the basis of modern civilization. At the present time it is threatened
with breakdown. The town and city industries are not producing ade-
quate goods to exchange with the food-producing farmer. Raw ma-
terials and fuel are in short supply. Machinery is lacking or worn out.
The farmer or the peasant cannot find the goods for sale which he
desires to purchase. So the sale of his farm produce for money which
he cannot use seems to him an unprofitable transaction. He, therefore,
has withdrawn many fields from crop cultivation and is using them
for grazing. He feeds more grain to stock and finds for himself and his
family an ample supply of food, however short he may be on clothing
and the other ordinary gadgets of civilization. Meanwhile people in
the cities are short of food and fuel. So the governments are forced to
use their foreign money and credits to procure these necessities abroad.
This process exhausts funds which are urgently needed for reconstruc-
tion. Thus a very serious situation is rapidly developing which bodes
no good for the world. The modern system of the division of labor
upon which the exchange of products is based is in danger of breaking
down.

The truth of the matter is that Europe’s requirements for the next
three or four years of foreign food and other essential products—
principally from America—are so much greater than her present
ability to pay that she must have substantial additional help, or face
economic, social and political deterioration of a very grave character.

The remedy lies in breaking the vicious circle and restoring the con-
fidence of the European people in the economic future of their own
countries and of Europe as a whole. The manufacturer and the farmer
throughout wide areas must be able and willing to exchange their prod-
ucts for currencies the continuing value of which is not open to
question.

Aside from the demoralizing effect on the world at large and the
possibilities of disturbances arising as a result of the desperation of
the people concerned, the consequences to the economy of the United
States should be apparent to all. It is logical that the United States
should do whatever it is able to do to assist in the return of normal
economic health in the world, without which there can be no political
stability and no assured peace. Our policy is directed not against
| any country or doctrine but against hunger, poverty, desperation and
. chaos. Its purpose should be the revival of a working economy in the
world so as to permit the emergence of political and social conditions in
which free institutions can exist. Such assistance, I am convinced, must
not be on a piece-meal basis as various crises develop. Any assistance
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that this Government may render in the future should provide a cure
rather than a mere palliative. Any government that is willing to
assist in the task of recovery will find full cooperation, I am sure,
on the part of the United States Government. Any government which
maneuvers to block the recovery of other countries cannot expect help
from us. Furthermore, governments, political parties or groups which
seek to perpetuate human misery in order to profit therefrom politi-
cally or otherwise will encounter the opposition of the United States.

It is already evident that, before the United States Government
can proceed much further in its efforts to alleviate the situation and
help start the Furopean world on its way to recovery, there must be
some agreement among the countries of Europe as to the requirements
of the situation and the part those countries themselves will take in
order to give proper effect to whatever action might be undertaken
by this Government. It would be neither fitting nor efficacious for
this Government to undertake to draw up unilaterally a program de-
signed to place Europe on its feet economically. This is the business
of the Europeans. The initiative, I think, must come from Europe. The
role of this country should consist of friendly aid in the drafting of
a European program and of later support of such a program so far as
it may be practical for us to do so. The program should be a joint
one, agreed to by a number, if not all European nations.

An essential part of any successful action on the part of the United
States is an understanding on the part of the people of America of
the character of the problem and the remedies to be applied. Political
passion and prejudice should have no part. With foresight, and a will-
ingness on the part of our people to face up to the vast responsibility
which history has clearly placed upon our country, the difficulties I
have outlined can and will be overcome.

Lot 122, Box 13113

The Assistant Chief of the Division of Commercial Policy (Moore) to
the Director of the Office of International Trade Policy (Wilcox)
at Geneva?!

‘CONTIDENTIAL [WasHINGTON,] July 28, 1947,

DEar Crar: The “Marshall Plan” has been compared to a flying
saucer—nobody knows what it looks like, how big it is, in what di-
rection it is moving, or whether it really exists. Nevertheless, all of
‘us here who must cope with this mysterious phenomenon—Paul, Bob,

* Clair Wilcox was vice-chairman of the U.8. Delegation to the trade negotiations
ithen in progress at Geneva.
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Joe, Bill Phillips >—feel that you should have a detailed account of
the situation insofar as we have been able to follow it.

It gradually became increasingly clear last spring that a new ap-
proach would be needed. The balance-of-payments situation was
obviously deteriorating. Paul kept pushing for adequate information
and analysis of this problem (he sent you a copy of his memorandum).
The first comprehensive study in the Department was a report prepared
for a special SWNCC subcommittee (copy enclosed)® which Van Cleve-
land ¢ and I pulled together on the basis of such information as we
could collect at that time. This report led directly to Acheson’s Missis-
sippi speech (written by Joe Jones) which put the problem clearly
before the people and Congres.®

Tn the meantime, Congressional reaction to the Greek-Turkish pro-
gram indicated strongly that such a piece-meal approach to the prob-
lem of foreign aid could not be continued much longer. The next request
would undoubtedly have raised an insistent demand for the total bill.
For this reason the Korean legislation, although badly needed, was
withdrawn.

The third element was a growing recognition of the serious character
of the crisis in Western Europe. When Kennan was first appointed to
the Policy Planning job he decided to concentrate on this area. He felt
that the failure to reach agreement on Germany at Moscow was due
primarily to Soviet anticipation of continued deterioration in France,
Ttaly and Western Germany plus hope for a U.S. depression. It was
essential to improve the Western European situation in order to pre-
vent further weakening in our bargaining power.

This was the Departmental frame of mind when Mr. Clayton came
back from Geneva. He prepared a memorandum shortly after his re-
turn. outlining the basic elements of a new approach to the European
problem. These were incorporated in a paper which the Planning Staff
sent to the Secretary proposing this approach as a basis for further
study. Kennan heard nothing further from it until he read the news-
papers shortly thereafter, and realized that the basic elements had
been presented at Harvard. The Secretary has tremendous power of
decision and his batting average is phenomenally high. He made up
his mind on most of the major decisions of the war in just as short a
time.

2 probably Paul Nitze, Deputy Director; J. Robert Schaetzel, Special Assistant
to the Director ; Joseph Coppock, Adviser; all of the Office of International Trade
Policy, and William T. Phillips, Special Assistant to the Chief of the International
Resources Division.

3 For text of report, see p. 204.

4 Harold Van Buren Cleveland, Assistant Chief, Division of Investment and
Hceonomic Development.

®For text, see Department of State Bulletin, May 18, 1947, pp. 991-994.
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[Here follow several pages detailing the progress of events and the
thinking in the Department of State regarding the Marshall Plan
from June 5 to July 28.]

Sincerely, Ben [T. Moore]

840.50 Recovery/7-2248
Memorandum by Mr. Charles P. Kindleberger*

[WasHINGTON,] July 22, 1948,
MeMORANDUM FOR THE FILES
ORIGINS OF THE MARSHALL PLAN

The collection of gossip and rumors presented below is not vouched
for in any way. It is set forth only because time is fleeting, memories
fade, and the stuff of history is fragile. Even at this date, thirteen
months later, I am unable to sort out what I know of my direct knowl-
edge and what I have been told.

It is well known that the topic of European reconstruction was
widely discussed during the winter of 1946—47. The Council on For-
eign Relations had its entire winter program devoted to this topic. I
talked twice on it: once in January on coal; and a second time in May
on Germany.

Walter Lippmann,® without claiming credit for the origin of the
Marshall plan, has told me that he wrote a series of columns (not the
one on the cold war) setting forth the necessity for a plan for European
reconstruction. This I do not recall and didn’t when he told me.

In early 1946, Walt Rostow ® had a revelation that the unity of Ger-
many could not be achieved without the unity of Europe, and that the
unity of Europe could best be approached crabwise through technical
cooperation in economic matters, rather than bluntly in diplomatic ne-
gotiation. This suggestion was given to Secretary Byrnes for free
examination through the kindly offices of Mr. Acheson. Joe and Stewart
Alsop * wrote a column on the subject in April 1946, referring to what
was in the Secretary’s briefcase. In any event, the Secretary didn’t buy.
That summer, however, the US representation on the Devastated Areas
Subcommission of the Commission on Employment of the Economic
and Social Council of the United Nations bought the idea from Rostow
and Kindleberger (who was by that time a member of the firm) and

1Mr. Kindleberger, Chief of the Division of German and Austrian Economic
Affairs, Department of State, participated in the work of various departmental
and interdepartmental committees on the Marshall Plan.
2 Walter Lippmann, newspaper columnist.
A;Walt 'W. Rostow, Assistant Chief, Divigion of German and Austrian Economic
airs.
* Joseph and Stewart Alsop, newspaper columnists.
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peddled it first to Mr. Lubin on the Commission on Employment, to
the Poles and to others. This was the origin of ECE, of which causa
prowima was Mr. Molotov’s® decision, made in the corridors of the
Waldorf after a midnight debate between the Poles (winners) and the
Jugs (losers).

The ECE thought was inextricably wound up in a European recov-
ery plan. ECOSOC in February 1947 wrote terms of reference for
ECE (it thought it did; actually Miriam Camp ° wrote the terms of
reference and ECOSOC initialled them). These contained reference to
planned recovery programs.

I have had a hard time seeing how the Acheson speech at Delta,
Mississippi, was the midwife to the Marshall plan. Acheson made five
points—including primarily the usual ones about multilateralism
which the Department has stated so frequently that it is inclined to
believe them. One point, however, referred to using United States as-
sistance in future where it would do the most good in recovery in some
planned way. This was hardly revolutionary, since there was no spe-
cific suggestion of a recovery program, and since there was no sugges-
tion as to who should draw one up. And the point was only one of five.

In my book, Scotty Reston ” gets a great deal of the credit for initi-
ating the Marshall plan. As I reconstruct the plot, Reston would have
lunch with Acheson. Mr. Acheson, as many of his warmest admirers
are prepared to concede, converses with a broad brush. Reston would
get, him started on European recovery, and Mr. Acheson would allude
to plans under consideration. The following day invariably Reston
would have a first-page story in the New Y ork Times referring to big
planning going on in the State Department. This would give Mr.
Kennan, who had just been appointed to the newly created planning
staff in February, the jim-jams. If there was public talk of all this
planning in the Department, and the planning staff had received so
much publicity, maybe this was where the effort should be applied.
AsTIsay,Ihaveno way of knowing what was going on in Mr. Kennan’s
mind. I do recall, however, learning that Kennan had been having
lunch with Reston (this may have been later though). Perhaps Reston
was acting as liaison man within the Department.

The Secretary got back from Moscow in April—about the 25th
I recall, The Truman doctrine was making heavy weather of it, both on
Capitol Hill and in the country as a whole. Its negative, retaliatory,
counter-punching features were disliked. Its implications for economic
and ultimately military warfare were regretted. I had the strong

5 Vyacheslav M. Molotov, Minister of Foreign Affairs of the Soviet Union.

¢ Miriam Camp, a Foreign Service Staff Officer in London in 1946, returned to
the Department of State in January 1947 as a divisional assistant.

" James Reston, a Washington correspondent of the New York T'imes.
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impression from a chance conversation with Willard Thorp before I
left for Moscow on February 20th (about),that the Department was in
a panic as to what to do in Greece. Slapping together an anti-Russian
policy to take over the British policing role there, was too much for
the country to swallow. It gagged. The Secretary, whose attention to
the Truman message of March 11 # must have been cursory at best, was
obviously going to try something else. The Truman doctrine was no
great shakes. Negotiatjon in the CFM was no way to get peace fast.
He was receptive to new ideas.

Then Mr. Clayton came home from Geneva. I do not remember when
he did return, but it was either April or May. It was common knowl-
edge in the Department that Mr. Clayton was deeply exercised by what
he had seen in Europe. He had the impression that Europe was col-
lapsing rapidly. His interest lay in production—and he was deeply
impressed by the prospective failure of the French wheat crop—and
in organized markets. He was depressed by what he had seen and heard
of black markets, hoarding, etc. He was worked up about the state of
the economy of Europe and felt strongly that something should be
done.

About this time, partly I guess in response to the Reston articles,
Van Cleveland and Ben Moore started to write a long memo on a
European recovery program. I was asked to contribute a couple of
chapters on Germany, which I did. Cleveland and I had some diffi-
culty getting together on the German passages. He felt that what I had
written did not fit into his broader scheme, and I would not accept
what he rewrote of my material as bearing any resemblance to the
economic problems of Germany or their solution. This memo was
finished sometime before the end of May, as I recall. It took a long time
to duplicate in mimeograph. This was finally done and it appeared
after the Harvard speech with a date of June 12, 1947.°

During April or May, Ty Wood *° organized the Thursday luncheons
in the Assistant Secretary’s office for office directors. The purpose of
these was to discuss wider problems of a sort a little too vague to war-
rant holding meetings for. Ed Martin * tells me that the Thursday
meeting began to discuss the European recovery problem during May.
It had, of course, heard from Mr. Clayton. It was, moreover, aware
that Cleveland and Moore were writing the piece on a recovery pro-

 Presumably the President’s Special Message to the Congress on Greece and
Turkey, delivered in person before a joint session, March 12; for text, see Public
Papers of the Presidents of the United States: Harry S. Truman, January 1 to
December 81, 1947 (Washington, Government Printing Office, 1963), p. 176, or
Department of State Bulletin, March 23, 1947, p. 534.

* Not printed.

** Clinton Tyler Wood, Deputy to the Assistant Secretary of State for Economic
Affairs,

“Bdwin M. Martin, Acting Director, Office of Economic Security Policy.

310-099—72-———17
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gram. Some of the May discussion turned on how to organize the shop
to deal with the problem of European recovery.

Bill Malenbaum ** tells me that on June 8 or 4th, but in any event just
before the Harvard speech, Mr. Wm. A. Eddy, Special Assistant to the
Secretary for Intelligence, told him that the Secretary had called a
meeting at the assistant-secretary level to discuss the proposed speech
and that there had been a fundamental difference of opinion between
Clayton and Kennan as to how to go about the European recovery
program. This difference, of course, turned narrowly on how to write
the speech. But it may be useful to turn first to the drafting of the
speech.

On no good authorlty, and I have forgotten what, I have understood
for some time that the speech is a merger of paragraphs from separate
memos on the problem of European recovery written by Mr. Clayton
and Mr. Kennan. The part laying out the analysis of what is wrong
in Europe seems to be very much the product of Mr. Clayton’s mind.
The emphasis on trade and exchange is striking. The rest, and par-
ticularly the final paragraphs, are supposed to be the product of Mr.
Kennan’s pen.

The question which apparently divided Messrs. Clayton and Kennan
was that of whether the initiative should be left to Europe. Mr. Clay-
ton, as I later learned from him, was strongly opposed to a program
of the UNRRA. type, where the United States put up most of the
funds and had only one vote in 17 on its distribution. He was accord-
ingly opposed to reducing the role of the United States to that of sup-
plying the assistance. It seems to me probable that his opposition to a
European plan for US assistance sprang from this background of
view. Mr. Kennan, on the other hand, presumably had in mind the
political desirability of leaving the initiative to Europe. The clash
between these views, of course, was ultimately resolved through the
device of the multilateral and bilateral agreements, with Europe oper-
ating the program under a series of mutual pledges, but each country
being responsible for its performance under the program to the US
if it received assistance.

Bill Malenbaum also reports that Walter Salant [sé¢],*® who had the
task for the Council of Economic Advisers of estimating the net
foreign balance of the United States for a period ahead, asked him
just before the speech what his views were on whether there would be
a foreign aid program. Salant said that he had canvassed the Depart-
ment of State and that there was no unanimity of view as to what was

2 Wilfred Malenbaum, Chief, Division of International and Functional
Intelligence.

BWilliam A, Salant, Assistant Chief, Division of German and Austrian Eco-
nomic Affairs.
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about to transpire, but that on balance he thought the majority view
was that there would be no program of assistance.

A newspaper man—I forget which one—gave me a long story on
how the speech happened to be delivered at Harvard which may be
worth setting down, despite the fact that I cannot vouch for one word
of it. First, however, I cannot help recalling a bit of dialogue which
took place in the central corridor, fifth floor, New State Department
Building, in about the second week of July between Philander P.
Claxton ** and me.

craxToN : Where have you been? I haven't seen you around lately.

KINDLEBERGER: I am not working on German matters any more. I
have moved over and now work on the European Tecovery program.

cLAXTON : Oh, that’s the program which developed out of the Secre-
tary’s speech at Princeton.

KINDLEBERGER : Phil, where did you go to college ?

CLAXTON : Princeton, why ?

KINDLEBERGER : That’s what I thought.

According to the newsman’s unsubstantiated story, the Secretary
agreed with Messrs. Kennan and Clayton that there should be a speech
and that it should read about as it eventually did. He then wondered
where it might be given. Pat Carter ** looked up and found that the
Secretary had no speaking engagements until June 17, 1947, which
all agreed was too far distant in the future in the nature of the existing
European crisis.

At that point, the Secretary is said to have remembered that Har-
vard University had awarded him a degree during the war. He had
refused it. Normally, he wrote letters to universities which offered him
degrees during the war, saying that he was unable to accept because
he felt that the soldiers overseas might misunderstand his position if
he were to accept an honorary degree, leaving his desk for the purpose,
when they couldn’t get away. This type of letter could not be written to
Harvard, however, since Admiral King and General Arnold had both
been awarded degrees and had accepted. Accordingly, the Secretary
merely wrote and refused it.

It had rarely if ever occurred before that Harvard had been refused
an offer of an honorary degree, and the University was both surprised
and puzzled. Suspecting, however, that the Secretary had some hidden
motive for refusing, it wrote back to him saying that it would award
the degree, which the Secretary could claim at any time when it
suited his convenience.

“Philander P. Claxton, assistant to the Assistant Secretary of State for
Occupied Areas.
* Brig. Gen. Marshall 8, Carter, special assistant to Secretary Marshall.
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All this the Secretary recalled. Accordingly, he got in touch with
Harvard and said he wanted his degree. This again is reported to
have surprised Harvard, which already had a speaker and whose com-
mencement, only a few days away, was practically complete as to
arrangements. But Harvard gracefully acquiesced. And the historic
speech was given at Harvard. Ed Mason *® says that he doesn’t be-
lieve this story because, as he puts it, Harvard does not alter its
arrangements even for the Secretary of State.

Joe Harsch of CBS and the Christian Science Monitor has printed
this story as to why the Marshall plan should be called the Miall plan.'”
Leonard Miall is the BBC correspondent in Washington and inci-
dentally a neighbor, car-pool mate and friend of mine. I recall very
well that the evening of June 4, as we were driving home, he com-
plained that he had just finished writing out a script for the next
day’s noon broadcast on plans for United States economic aid to
Europe, when on his way home he had stopped by the newsroom of
the Department and picked up a copy of the Harvard speech. This
required him to tear up his seript and start again. (It seems to me
noteworthy in retrospect that aid to Europe was such a widespread
thought in Washington that Miall would have written several scripts
on the subject, starting out with the Acheson Delta speech. ITe was
fairly close to Acheson, with whom, along with a group of British
journalists, he had lunched once or twice.)

Miall handed me the text of the Marshall speech in the back of the
car. I hastily read it as the car moved along and suggested that this
was big news and that he would most certainly have to do a new script.
I recall that Miall was irritated as well by the fact that there was no
firm release date on the Marshall speech, release being the indeterminate
hour the speech would begin at Harvard. This was a usual annoyance
for him, however, in booking circuits to London.

Harsch’s story runs to the effect that Philip Jordan, the information
officer of the British Embassy asked Mr. Balfour, then the Chargé,
whether he should cable the Foreign Office the text of the Seeretary’s
speech. Balfour is reported to have said no—just another commence-
ment speech.

The rest of the British and foreign press were all off running down
some other story which they featured in their cables—United States
note to some country like Hungary—if I recall correctly. Only Mal-
colm Muggeridge of the Daily Telegraph and Leonard Miall of BBC

*Bdward 8. Mason, professor of economics at Harvard University, and a
consultant to the Department of State.

" Mr. Miall, BBC correspondent in Washington, 1945-53, wrote his own account
in The Listener, London, May 4, 1961, in an article entitled “How the Marshall
Plan Started.”
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gave it a big play (Harsch omits mention of Muggeridge, but Miall in-
sists he should share the credit). And so the Marshall plan was com-
municated to Mr. Bevin ** by the BBC (and possibly the Daily Tele-
graph) since the Foreign Office-Embassy, London 7'émes and other ave-
nues of communication were uninterested in it.

I have many times been asked whether the Department did not advise
US missions abroad and/or foreign missions here of the importance
which it attached to the speech. As far as I have gathered, without put-
ting any effort into it, the answer is no. Asked why not, I have had no
answer.

These random jottings are perhaps not worth recording. I record
them just the same to help light the lamp of memory for my old age,
waiting for me around the corner.

C. P. KINDLEBERGER

** Ernest Bevin, British Secretary of State for Foreign Affairs.

Lot 64 D 563, Box 20027

Memorandum Prepared for the Use of the Under Secretary of State
for Economic Affairs (Clayton)*

SECRET : [W asHINGTON, June 1947.]

We Americans are deeply concerned over the production and ex-
change difficulties which you people in Europe are experiencing.

We had hoped that the outside aid which your countries have already
received would have sufficed, together with the facilities of the agencies
which have now been established for international financial assistance,
to bring you to a point where your import requirements could be

*An early draft of this memorandum was prepared in Mr. Acheson’s morning
meeting of June 5, 1947. A revision of the above dated June 9, 1947, bears the
following notation: “Mr. Secretary: The attached memorandum contains sug-
gestions as to the line it would be advisable for Mr, Clayton to take in discussing
with representatives of European Governments the question of further American
aid to Europe.

“This memorandum has been concurred in by Mr. Acheson and Mr. Lovett.—
George F. Kennan.” Secretary Marshall in a chit made the following comments:
“Dear Lovett: It seems to me that this statement indicates too much of
American cash and too little of European organization, however elementary, to
facilitate the European states in helping themselves and in making it possible for
American aid to be more effective.—GCM.” Mr. Lovett, then a Special Assistant
to the Secretary, redrafted the memo and said: “Mr. Secretary, I have taken a
crack at rewriting this memo which is designed for use by Mr. Clayton as a
reminder of the points to be covered in any conversations he has on this subject.
Do the changes meet your views? The first draft is attached for comparison.—
L.” (Lot 64 D 563, Box 20042, 1947 Chron File)

The Lovett draft was revised by Secretary Marshall and this revision is printed
here. It bears the notation “0.K. as amended G.C.M.”

Under Secretary Clayton arrived in London for talks with British officials
which began on June 24, 1947.
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handled on a normal commercial basis. We recognize that many of the
factors which have caused these hopes to be disappointed are ones
which were beyond anyone’s control, and that for some of the others
we share a measure of responsibility.

‘We are most anxious to find out from you the causes why the various
measures undertaken by the Luropean Governments themselves and
the assistance furnished from the United States and other non-Euro-
pean countries have not further advanced the restoration of economic
health in Europe. Only if we and you have a clear understanding of
the real causes of the present serious economic situation of Europe can
remedies to correct the situation be intelligently sought.

We regard the question of the restoration of economic health in
Furope as a matter requiring joint consideration. Before the U.S.
Government can take any effective action to be of help it must know
from the European Governments directly concerned what measures
these Governments either jointly or separately have in mind in order
to remove the causes of the present troubles. This is particularly im-
portant because it affects the whole problem of future American aid
for Europe.

It is generally recognized in the United States that a stable and self-
supporting Europe is a matter of immediate interest to the American
people. Our people have already demonstrated their willingness to
aid Europe. But they are naturally concerned that any future aid
shall be productive of more effective results than the aid they have
extended in the past. And unless the American Congress can receive
some convincing reassurance on this point, we doubt that its members
would feel justified in making further appropriations of American
money for this purpose.

You Europeans know your own continent and your own problems
better than we ever can. Furthermore, it is you who are administering
the economies of Europe. For these reasons we would like to have your
ideas and plans as to the future course of European recovery and for
joint or cooperative efforts among you. It would be much easier for us
to consider the whole question of further American assistance to Eu-
rope if you could provide us with facts and figures showing just how
you envisage the restoration of your economy.

What we are interested in here is in learning the size and character
of the specific problems. What are the bottlenecks impeding recovery?
What form of outside help added to your internal efforts would prove
most effective, and what are the prospects of prompt cooperative
efforts?

Our people would wish to have the assurance that in facing these
problems maximum advantage has been taken of the possibilities for
better exchange among European nations. We know that this is more a
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question of creating export surpluses than of reducing barriers. We
also recognize as one of the powers occupying Germany, the im-
portance of making surpluses from that country available to the other
peoples in Europe. We will continue to do our best to make the US-UK
zones in Germany useful and productive units in any European
pattern,

In this connection, it would be a great help to us if any or all of you
could get together a.nd give us your common views on these matters.
We have no desire to force on you any measures which you would not
feel would be timely and useful. But Americans would feel greater
confidence about the effectiveness of their support if there were some
degree of agreement on the course of and the measures required for
your recovery.

Many things have been said in Europe about the aims which under-
lie American assistance to other countries and the conditions which
might be attached to this assistance. Most of these statements were
foolish or unjust, or both. But there is one condition which Americans
will attach to any future aid and with good reason: namely, that it
should really do its work of putting the economies of European coun-
tries on their feet.

II. THE GENESIS OF A EUROPEAN RECOVERY PROGRAM (JUNE-
SEPTEMBER): CONVERSATIONS AT LONDON; THE CONFERENCE OF
EUROPEAN ECONOMIC COOPERATION, AT PARIS, AND ITS REPORT

840.00/6-1247 : Telegram

The Secretary of State to the Embassy in France

SECRET WasaingTON, June 12, 1947—7 p. m.

2143. Personal for the Ambassador. 1. As stated in my Harvard
speech, before US Gov can proceed much further in efforts to alleviate
European economic situation there must be some agreement among
European countries as to requirements of situation and part those
countries themselves will take in order to give proper effect to what-
ever action might be undertaken by US Gov.

2. It has become increasingly clear that US financial and eco-
nomic aid to individual European countries on a piecemeal basis
cannot, alone solve the situation. There is definite limit to amount of
such aid. American people and Congress will not support continued
‘loans or grants or other tangible economic aid if no end in sight and
if various steps taken by us are unrelated. Moreover, it would seem
that economic health and public morale of the needy countries would
be greatly improved if they sought to evolve a definite European pro-
gram in lieu of continued individual shots in arm.
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3. Role of US Gov is to give friendly aid in drafting European
program and later to support program so far as may be practical.
However, extent of any US assistance likely to be dependent on sin-
cerity and effectiveness of effort and courageousness of approach dis-
played by European countries in attempting to help themselves. If
initiative and readiness to bear public responsibility are not forth-
coming from European Govts (whether through ineptness, fear of So-
viet obstruction, or otherwise) it may be impossible for us to aid in
changing decisively the course of events.

4. Because of our vital interest in European rehabilitation and our
position as occupying power, it is important that we know as soon as
possible to what extent a European program is politically and tech-
nically feasible. We have therefore undertaken independent and real-
istic study of entire problem European rehabilitation. In order fur-
ther this study, I am seeking frank views Chiefs of certain European
Missions on following among other points:

@. The economic situation of their respective countries and the meas-
ures required for its remedy ;

b. Whether there is any element in the situation which makes it
likely that US may be faced with any urgent and desperate demand
from that quarter for assistance within the next year;

¢. Whether and to what extent the respective economic difficulties
could be relieved by better exchanges (commodities, financial, man-

power, etc.) with other areas of western and central Europe or other
countries;

d. The nature of the main obstacles to be overcome if such improved
exchanges are to be made possible ;

e. To what extent their respective countries might contribute to gen-
eral European rehabilitation if these obstacles were removed ; and

f. The general state of mind of responsible Govt leaders in their
respective countries with respect to a possible program of European
rehabilitation, the degree to which they are inhibited by Russian or
communist pressure in considering such a program and the prospects
for their initiative or cooperation in working it out.

5. The geographic coverage of and forum for considering any pro-
gram of European countries will depend on answers to the above ques-
tions as well as on other imponderables. For example, if it should
develop that there was some real hope that all European countries
would cooperate in formulating and carrying out a European-wide
program, its coverage could be broad and it could be developed in the
Economic Commission for Europe. On the other hand, if it should be
agreed that Soviets would oppose or employ obstructionist tactics
against a Kuropean-wide program, the Western European nations
should be able to find means of evolving a regional program. In such
event it might be desirable to advance proposals in the Economic
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Commission for Europe in first instance. In any event it would seem
desirable to avoid any implication of commitment to use any one ex-
clusive channel either in developing information or implementing
program. The primary responsibility for this must rest with European
countries.

6. Scope and nature of program is not yet foreseeable. It might be
possible for program to be somewhat along lines Monnet Plan* but
on much larger scale involving several countries. On the other hand, it
might develop that most feasible thing is to concentrate on few
matters of vital importance to Europe such as food, coal and transport.

7. Your despatches and telegrams over the past months have been
most helpful to Dept in its attempts to come to grips with this over-
all problem. Many of the questions raised have already been dealt
with by you. However, it would be particularly helpful now if you
could give us benefit of your personal views on this difficult subject,
with particular reference to questions outlined in paragraph 4 above.
If you consider some type of European program feasible, please
also give your opinion as to possible individuals who might spear-
head its preparation, whether they be French or other nationals.

MarsmaLL

! A plan for reequipping and modernizing French industry.

840.50 Recovery/6-1347
Memorandum of Conversation, by the Secretary of State

[WasaINGTON,] June 18, 1947,

Participants: M. Henri Bonnet, French Ambassador
The Secretary
Mr. Matthews?

The French Ambassador called at 11:30 this morning at his re-
quest and said that he had been instructed by his Government to have
a preliminary conversation with me concerning the suggestions con-
tained in my remarks at Harvard University. He said that his Govern-
ment attached great importance to the Harvard speech which was
why he had asked to see me urgently rather than wait until Monday.
Since his time was short (he knew I had a 12 o’clock engagement) he
had put what he wished to say in an aide-mémoire although his Gov-
ernment had suggested merely an oral discussion. He then outlined
for twenty minutes the points made in the attached aide-mémoire.?

* H. Freeman Matthews, Director, Office of European Affairs.
* Not printed.
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In his oral outline he emphasized the following points:

1. His Government was in full accord with the approach I sug-
gested at Harvard and desired him to discuss with the American
Government the best means of procedure.

2. France agreed with the importance of a determined FEuropean
effort to brmg about within the limits of possibility its own recon-
struction.

3. European countries should first draw up an mventory of their
total resources in the fields of agriculture, raw materials, industrial
production, power and transportation.

4. This inventory would show the extent of the deficiency in equip-
ment and materials which would remain in spite of all the individual
efforts of countries of Europe and in spite of such plans for mutual
aid to each other asthey may beable to devise.

5. The resulting deficiency which must be supplied by outside aid,
particularly American, to be of two sorts; that required for the re-
building of Europe’s productive apparatus and that needed for daily
consumption during the next three or four years pending full recon-
struction. These reqmrements unfortunately greatly exceed available
dollar exchange.

6. In the opinion of the French Government the inventory and esti-
mated balance of payments deficit should not be reached by calling a
large conference which would be both long drawn out and dilatory.
It should be done by forming a number of ad oc committees composed
of representatives of European producer states and of the United
States.

7. The deficit in balance of payments resulting from lack of food
and raw materials should be communicated in turn to distributive or-
ganizations such as ECO and IEFC. “Thus the needs could be deter-
mined of essential foodstuffs and raw materials needed by Europe, the
importation of which should not be a charge on the balance of pay-
ments.” As an example, an ad hoc committee to study coal production
composed of representatives of the United States and European pro-
ducing countries should be set up, Germany being represented by
“delegates of the occupying powers”. This committee might study
which European coal fields should be the object of the principal effort
to obtain the quickest possible results for the greatest number of coun-
tries. “It would be apparent that mine equipment and certain steel
tonnage would be necessary. Part of this could be furnished by Turo-
pean countries. The remainder should be sought by them from the
United States. It was important that during the period of reconstruc-
tion European countries should have their balance of payments re-
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lieved of the charge represented by imports of American coal. On this
question the coal committee should deal with ECQ.”

M. Bonnet also said that he hoped that the plan suggested at Har-
vard would not interfere with France’s efforts to obtain her further
loan this autumn from the World Bank. Ie said that heavy payments
(on previous credits) are already falling due and the dollar question
is daily one of considerable worry to France.

I told M. Bonnet that what he had said interested me greatly. I
could say no more at this time but I would study his memorandum
with great attention. I was impressed with the need for European
countries to work together on the problem and I was impressed with
the urgency in point of time. M. Bonnet said that he hoped to have
further talks with me after I had studied his memorandum.

840.00/6-1447
The British Ambassador (Inverchapel) to the Secretary of State

SECRET WasniNeTow, June 14, 1947,
URGENT

My Drar Secrerary or Srtate: I have this morning received a
telegram from Mr. Bevin asking me to inform you that, in pursuit
of the intention to cooperate with the French in studying the new
American approach to Europe adumbrated in your recent speech at
Harvard, he proposes to take the initiative by visiting Paris early next
week to discuss the matter personally with the Prime Minister of
France and M. Bidault. The French Government are being informed
that, subject to their agreement, Mr. Bevin would hope to arrive in
Paris on Tuesday afternoon and return to London on Wednesday
evening. He hopes that it may be possible to arrange for M. Monnet,!
who is at present in Basle, to be available during the discussions.

In a speech which he delivered yesterday afternoon, Mr. Bevin in-
dicated that His Majesty’s Giovernment in the United Kingdom are
specially mindful of the part that France can play in the economic
reconstruction of Europe and he stated that it had been decided to
consult her and other European nations to see how best advantage
could be taken of the great American proposal.

Mr. Bevin hopes that you will understand that in view of the post-
ponement of Mr. Clayton’s visit to London ? and the urgency of mak-
ing progress with the questions raised in your Harvard speech, he has

! Jean Monnet, head of the French Cabinet Planning Commission.

?Under Secretary Clayton’s visit had been planned to permit an exchange of
views between the United States and British Governments regarding the dollar
shortage in international transactions.
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thought it desirable to open early discussions with the French. These
discussions will be exploratory only and Mr. Bevin hopes that His
Majesty’s Government will be in a better position to talk effectively to
Mr. Clayton after they have heard the French views. Mr. Bevin
specially asks me to say that he very much hopes that Mr. Clayton
will not find it necessary further to postpone his departure for London
on account of Mr. Bevin’s proposed visit to Paris.

Mr. Bevin states that if the United States Government have any
views to express about his talks with the French, he would be glad to
have them.

I am also informed that I shall shortly receive instructions to ap-
proach the United States Government on the substance of your re-
cent proposal and on the general subject of the shortage of dollars.

Yours sincerely, INVERCHAPEL

840.50 Recovery/6-1647
The Italian Ambassador (Tarchiani) to the Secretary of State

WasHINGTON, June 16, 1947,

My Drar Secrerary or State: The Italian Minister for Foreign
Affairs Count Sforza, has directed me to convey to you Italy’s whole-
hearted solidarity in the aims you have expressed in your Harvard
address with such outstanding statesmanship.

Count Sforza has asked me to communicate to you that the Italians
are grateful, both as Italians and as Europeans, for this speech of
yours which, as we all hope, will develop as the utmost contribution
to peace throughout the world.

And he also has instructed me to assure you of Italy’s readiness
to warmly cooperate with the ideas you expressed.

Please accept [etc.] TARCHIANT

840.00/6-1647 : Telegram

The Chargé in the United Kingdom (Gallman) to the Secretary
of State

SECRET Lonpoxn, June 16, 1947—5 p. m.

3279. I saw Bevin this morning. He told me that he would leave to-
morrow morning for Paris for the discussions with Ramadier* and
Bidault on the Secretary’s offer to [of] aid to Europe. He would return

1 paul Ramadier, President of the French Council of Ministers.
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to London Wednesday night. On Thursday, the nineteenth, he would
have to speak in the Commons on the opposition motion to debate
recent developments in eastern Europe. He said he regretted a debate
on this subject had been called for this time. He would have preferred
to have it come somewhat later.

Immediately following the Secretary’s Harvard speech, Bevin said,
he approached the French about an exchange of views on it. It was
not, however, until Friday night after his speech before the Foreign
Press Association here that he decided to visit Paris. He had not
made up his mind on just what to say to the French. He was thinking
along the lines of a British-French Monnet plan for Europe as a
first step. As a result of soundings made in Brussels, he felt certain
the Belgians would support such a plan. The Dutch, he believed,
would also be interested.

In this matter, he continued, he did not want to work outside the
United Nations. At some point the United Nations should be brought
in. He hesitated though about the ECE being used. He would have
to have more time to consider this.

On his return from Paris he said he would give Ambassador
Douglas a full account of his talks.

The Secretary’s Harvard speech, Bevin then said, was an announce-
ment of the greatest historic significance. It rightly placed responsi-
bility on Europe to make the next move and formulate a plan of
reconstruction. The three immediate problems to be considered in
any plan were food, coal and transport.

Bevin’s concluding observations were that the US was in the po-
sition today where Britain was at the end of the Napoleonic wars.
When those wars ended Britain held about 30 percent of the world’s
wealth. The US today holds about 50 percent. Britain for 18 years
after Waterloo “practically gave away her exports” but this resulted
in stability and a hundred years of peace.

Sent Dept 8279; repeated Paris as 327,

GALLMAN

840.00/6-1647 : Telegram
The Ambassador in France (Caffery) to the Secretary of State

SECRET Paris, June 16, 1947—6 p. m.

2378. Bidault tells me that he is not too happy about Bevin com-
ing here at this juncture because his visit is being interpreted here as a
desire on Bevin’s part to steal the show. (The truth of the matter is
that Bidault wanted to steal the show and Bevin beat him by a day or
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two.) Also he does not want to give the impression to small nations
in Europe that a Franco-British condominium is out to dominate
western Europe. Nevertheless, he will work enthusiastically and
wholeheartedly with Bevin and ardently hopes that they can come to
an agreement as to the approach to be made to Washington. However,
he would prefer that France and Great Britain make their approaches
separately even if they say the same words.

Bidault showed me a telegram he sent to his Ambassador at Mos-
cow instructing him to inform the Soviet Government that con-
versations would soon be under way between Paris and London in
regard to the Secretary’s Harvard speech and that conversations are
now under way between Paris and Washington (Bonnet’s conversation
Saturday with the Secretary). He instructed his Ambasgsador to tell
the Soviet Government also that he would be “disposed” to enter into
conversations at Moscow on the same subject if Moscow so desired.

Sent Department 2378, repeated Moscow 873, and London 451.

CAFFERY

840.50 Recovery/6-1747
The British Ambassador (Inverchapel) to the Secretary of State*

SECRET WasHINGTON, June 17, 1947,

Dear Mr. SECRETARY : Mr. Bevin has asked me to let you know that
the talks which he is having with the French Government today are
exploratory in character but that he hopes they may be the first step in
a speedy and concerted response to your inspiring lead.

As soon as the talks are over, Mr. Bevin will, of course, let you have
a full account of them and of any tentative conclusions reached; and
shortly thereafter Mr. Bevin hopes that the British Government will
bave an opportunity of going over the ground with Mr. Clayton, from
whom they will be interested to hear how your own thoughts are
developing. '

You may further like to know for your own confidential information
that, as soon as the exploratory talks with the French are over, Mr.
Bevin intends to bring in the Belgium and Netherlands Governments.

Mr. Bevin has further asked me to give you the following para-
phrase of a message which he has asked Sir M. Peterson * to deliver to
M. Molotov :—

%A s the Soviet Government is aware, Iis Majesty’s Government are
deeply concerned about the economic rehabilitation of Europe. The

! Marginal notation by the Director of the Office of Departmental Administra-
tion: “Secretary has seen and this has been passed along to Clayton-Thorp—
Matthews ete. C[arlisle] H[umelsine].”

U’ Sir Maurice D. Peterson, Ambassador of the United Kingdom in the Soviet
nion.
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suggestion made by Mr. Marshall in recent statements that uropean
countries should take the initiative by preparing a reconstruction plan
seems to offer a new hope that the solution of Europe’s economic diffi-
culties may be facilitated. It is, therefore, in the view of His Majesty’s
Government a matter of the utmost urgency that some concrete plan
should be proposed by the European countries so that it can be dis-
cussed with the United States Government as soon as possible. The
issue is an economic not a political one. His Majesty’s Government
would be glad of any observations which the Soviet Government may
care to offer as regards the United States Government proposal.”

Mr. Bevin would like you to know confidentially that he is making
this communication to the Soviet Government because he wishes to
know as soon as possible whether or not they intend to take part in the
preparation of a reconstruction plan for Europe.

Yours sincerely, INVERCHAPEL

840.50 Recovery/6-1747
The Netherlands Ambassador (Loudon) to the Secretary of State

‘WasniNgToN, June 17, 1947,

Sir: I have the honor to inform Your Excellency that the Nether-
lands Government with great interest and deep appreciation has taken
cognizance of the speech which you made at Cambridge, Massachu-
setts, on the 5th of this month concerning the economic rehabilitation
of Europe, which cannot come about without the helping hand of the
United States and constitutes an indispensable requisite for a sound
world economy and the consolidation of peaceful relations between
the nations.

In this connection, it may not be amiss to call attention. to the fact
that the Netherlands, in conjunction with Belgium and Luxembourg,
since a considerable time have been striving to create such economic
relations in Europe as will meet the requirements of present economic
conditions and circumstances, an aim which in some measure has taken
shape and expression in the Customs Union between these countries.
The Netherlands Government is, naturally, fully disposed to give
serious consideration to any other suggestion for the rebuilding of
Europe’s economic structure.

I may further advise Your Excellency that for some time past Her
Majesty’s Government has made the economic collaboration betiveen
the European countries a subject of study and research, as ¢.a. may
appear from its memorandum concerning Germany of January 14,
1947, submitted to the Department of State with my note of Janu-
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ary 25, 1947, No. 352,* and it is expected that the result of this enquiry
will be communicated to the Government of the United States and
those of the countries of Europe after the elapse of two months from
the present date. In case the Department of State has already some
material on the subject-matter available, tending to assist in forming
an opinion on some point or another, it would be very helpful if Your
Excellency would be so kind as to place it at the disposal of the Nether-
lands Government, which courtesy on your part would be deeply
appreciated.

Please accept [ete.] A. Loupon

* Ampassador Loudon’s note of January 25 is not printed. The Netherlands
Government’s memorandum of January 14, 1947, on Allied policy with regard to
Germany was circulated as document CFM (D) (47) (G) 9 to the Deputies for
Germany, who met in London from January 14 to February 25, 1947. The salient
aspects of the Netherlands Government’s proposals for a German peace settle-
ment are included in the Report of the Deputies for Germany to the Council of
Foreign Ministers, February 25, 1947, vol. 11, pp. 40, 50.

840.00/6-1847 : Telegram
The Ambassador in France (Caffery) to the Secretary of State

SECRET Parrs, June 18, 1947—4 p. m.
URGENT

2412. The British tell me that the conversations between Bevin and
Bidault are progressing satisfactorily. They and the French have
agreed on the following points:

(1) The necessity for inviting the Soviets to join in these talks and
of getting a reply from them before July 5 on which date the European
Economic Committee is to meet. British feel that Russian participation
would tend greatly to complicate things and that it might be best if
Russians refused invitation. They tell me that French also offer
[appear?] to share this feeling. In any event they intend to issue in-
vitation to the Russians in such form as to receive a reply before July 5.

(2) The formation of ad hoc committees on coal, food, steel, etc.
These committees would be drawn together by a steering committee the
chairman of which might be the chairman of the European Economic
Committee.

(3) Desirability once conversations take further shape of inviting
Belgium, Netherlands and later Czechoslovakia and Yugoslavia to
participate.

Bevin leaves for London tomorrow morning. Conversations will
continue on technical level.
Sent Department as 2412; repeated to London as 456.
CArrery
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840.00/6-1847 : Telegram
The Ambassador in France (Caffery) to the Secretary of State

SECRET Parts, June 18, 1947—11 p. m.
URGENT

2427. Bevin and Bidault separately this evening gave me copies
of an aide-mémoire in English and in French® which they were to
give to the Soviet Chargé d’Affaires here later this evening reading as
follows:

“The British and French Governments have examined with interest
the statement made by Mr. Marshall at Harvard University on
5 June last. The two governments welcome with the greatest satis-
faction the suggestions made by the United States Secretary of State.
Mr. Marshall has not made any official approach to the two govern-
ments but in his speech he clearly suggests the drawing up of economic
programmes by the European nations themselves, and indicates that
the United States will be ready to lend their aid to the fullest possible
extent for the execution of these programmes.

The Foreign Ministers of Great Britain and France consider that
this aid is necessary, but that it will only bear fruit to the extent that
the countries of Europe make the maximum effort to develop once more
the resources which in the main they produced for themselves before
the war, and which they have to import today, along with indis-
pensable industrial equipment largely from the American continent.

The two governments consider that the economic condition of
Europe necessitates the rapid drawing up of comprehensive pro-
grammes. Such programmes should be drawn up by all the countries
of Europe which are willing to participate in such action, in liaison
with the appropriate organs of the United Nations.

The initiatives to be taken are of extreme urgency because of
the economic and financial situation of a great number of European
countries. In the view of the British and French Governments, these
initiatives should be taken by the three principal European powers.
In view of the above, before any examination of the practical measures
which must be taken to implement the American proposals, Mr. Bevin
and M. Bidault propose to Mr. Molotov that a meeting of the British,
French and Soviet Foreign Ministers should be held during the week
beginning 23 June at a place to be agreed, in order to discuss these
problems as a whole,

The most convenient place for the meeting for Mr. Bevin and
M. Bidault, would of course be Paris or London. If however, Mr.
Molotov should consider that another European city mid-way be-

1The French text of this aide-mémoire is printed in Ministére des Affaires
Btrangeres, Documents de la Conférence des Ministres des Affaires Btrongéres de
lo France, du Royoume-Uni, de U'U.R.8.8. tenue o Paris du 27 Jwin au 3 Juillet 1947
ete. (Paris: Imprimerie Nationale, 1947), p. 15. A translation which differs some-
what from the text of the telegram above is found in the French Yellow Book:
Documents of the Conference of Foreign Ministers of France, the United Kingdom,
ond the U.8.8.R., held in Paris from the 27th June to the 3rd July, 1947 ete.
(London : Hutchinson and Co., 1947 ?), pp. 18-19. Some of the documents of the
French official publication are reprinted in Margaret Carlyle, Ed., Documents
on International Affairs, 1947-1948, issued under the auspices of the Royal
Institute of International Affairs (London, Oxford University Press, 1952), pp.
26-58.

310-099—72——18
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tween Moscow and London should be chosen, we are disposed to
consider any suggestions he might make.”

Bevin and Bidault also both told me separately that they hope the
Soviets will refuse to cooperate and that in any event they will be
prepared “to go ahead with full steam even if the Soviets refuse to
do so.”

They both expressed again their vast interest in and appreciation of
what the Secretary’s Harvard speech implied.

‘What they agreed to in their conversations here is along the lines
reported in my 2412, June 18.

Repeated to London as 457; to Moscow as 375.

CAFFERY

840,50 Recovery/6-1847

Memorandum of Comversation, by the Counselor of the Department
of State (Cohen)

Participants: The Polish Ambassador, Mr. Winiewicz
' Mr. Cohen
Mr. Thompson *

The Ambassador said he had read with great interest the Secretary s
Harvard speech and public remarks made by myself and others with
reference to the economic rehabilitation of Europe. He said that he
was somewhat confused as to what we had in mind by the “Marshall
Plan”. From the Secretary’s remarks it appeared that Eastern Euro-
pean countries would be included, but from press interpretations, par-
ticularly in Britain, it had been suggested that it envisaged only
Western Europe. His first question, therefore, was: Did we have in
mind that Eastern European countries might be included?

I replied by suggesting that he should be guided by the Secretary’s
remarks rather than by press interpretations. I said I could only say
that my understanding was that we had in mind that the European
countries should develop a program that would help Europe as a whole
insofar as this was possible. I pointed out, however, that we had been
disappointed over the trend of events which seemed to divide rather
than unite Europe. I said that, speaking personally, I felt that it
might be well to begin with steps or plans which would clearly be in
the interest of Europe as a whole to the extent that this might be
practicable.

! Llewellyn B, Thompson, Chief, Division of Bastern European Affairs,
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The Ambassador then inquired what practical steps could be taken?
Did we have in mind that this would be handled through the ECE or
independent of that body ?

I replied that I gathered that our position was that this was a
question which the European countries should work out for them-
selves, and that we would neither insist upon nor reject the use of the
ECE. I observed, however, that we had been disappointed by the lack
of progress made up to date in that body.

The Ambassador said he did not know what his Government’s official
views were; he only knew of its great interest. He felt that all of the
countries of Eastern Europe were at present considering the Pravda
article? which was the only expression of opinion so far from the
Soviet Union. He personally did not interpret this article as excluding
the possibility of Soviet cooperation or that the Soviet Government
would oppose the program. He said he thought that the best thing
for his country to do was to approach the Czechoslovak Government
in the first instance since their positions were similar and their re-
lations had greatly improved recently. He referred to the role that
Poland could play in the economy of Europe and mentioned particu-
larly the coal which they were now in a position to supply and their
efforts to increase their production and their exports to Western
Europe. He mentioned the fact that they had succeeded in obtaining
the consent of the Soviet Government to reducing their coal exports
to the Soviet Union from the figure earlier agreed upon. He also said
that next year Poland would be in a position to help European coun-
tries with food. He pointed to the role that Poland had played in
the creation of the ECE and the fact that Poland had decreased the
proportion of her exports going to the Soviet Union as evidence of
Poland’s desire to integrate her economy with that of Western Europe.

In the course of the conversation I observed that assistance from
the United States depended upon the attitude of the American peo-
ple and said that, speaking quite frankly, some of the public declara-
tions and things that were said about American assistance in the coun-
tries of Eastern Europe did not put the American people in the best
mood to support measures of assistance. I reminded the Ambassador
of his presence in Paris at a time when some unfortunate remarks
on the part of certain Delegates at the Peace Conference had inter-
fered with measures of assistance to Czechoslovakia. The Ambassador
said he fully realized this. '

The Ambassador expressed the hope that he would be able to dis-
cuss these matters more fully after he had received instructions from
his Government. BengamiNn V. CorEN

2 For an excerpt from Pravda, June 16, see W. P. and Zelda K. Coates, A
History of Anglo-Soviet Relations, vol. II, 1943-7950 (London, Lawrence &
Wishart, 1958), p. 257. See also telegram 2270 from Moscow, post, p. 294,
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840.50 Recovery,/6-1947 : Telegram
T'he Ambassador in France (Cajffery) to the Secretary of State

SECRET Paris, June 19, 1947,
URGENT

2440. The British tell me that they have “a firm verbal commitment”
from the French that they will go along with them even if the Soviets
refuse the invitation to participate in the conversations, They showed
me a tentative agenda listing the “form and nature of American aid”
in order of importance :

(a) Supply of raw materials, foodstuffs and animal feeds.

(&) Supply of equipment and means of production.
(¢) Financial credits.

Duif Cooper * expects the Ministers to meet again next week.
Repeated to London as 459, sent Department 2440.
CAFrery

* Alfred Duff Cooper, British Ambassador in France.

840.50 Recovery/6-1947
The British Ambassador (Inverchapel) to the Secretary of State

BECRET WasHiNgTON, June 19, 1947,

DEar Mr. SecreTARY: On instructions from Mr. Bevin I enclose:
a copy of a message from him setting out the results of his conversa-
tions in Paris with M. Bidault on the subject of your proposals for-
European reconstruction.* Mr. Bevin has instructed His Majesty’s Am-
bassador at Moscow to communicate this message urgently to M. Molo-
tov. I understand that copies of the message have also been given to-
the American Ambassador and to the Soviet Chargé d’A ffaires at Paris.
and that a communiqué in similar terms has been issued to the press.

2. In instructing His Majesty’s Ambassador at Moscow to transmit
the enclosed communication to M. Molotov, Mr. Bevin stated that he-
thought it possible that M. Molotov might ask whether it was pro-
posed (a) to make use of the Economic Commission for Europe to:
frame the reply to yourself, or () to set up new and separate bodies..
Mr. Gunnar Myrdal, the Executive Secretary of the Economic Com-
mission for Europe, who is now in Moscow, would presumably have
told the Russians that in his view and in that of Mr. Trygve Lie,? the-

! Substantially the same as the eide-mémoire quoted in telegram 2427 from.
Paris, p. 259.
? Secretary General of the United Nations.
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Commission is the proper body to convoke such experts as are needed
to provide the basis for framing the reply.

3. Mr. Bevin told Sir Maurice Peterson that the answer to such
an enquiry is, that Great Britain and France are anxious, assuming
that Russian cooperation is secured, to bring in the Economic Commis-
sion for Europe at a later stage in whatever ways are judged most
appropriate. But the Commission has not yet a fully developed Sec-
retariat and though Mr. Bevin and M. Bidault have full confidence in
Mr. Myrdal, they are convinced that his staff could not successfully
organise the initial steps needed to provide the basis for a reply to your
proposal, more especially as the Secretariat has to deal with the second
meeting of the Commission on the 5th July and will be taking over
the essential functions of the European Central Inland Transport
Organisation, the Emergency Economic Commission for Europe, and
the European Coal Organisation. Mr, Bevin and M. Bidault are con-
vinced, therefore, that the initial steps must be taken outside the
Economic Commission for Europe, but it is their hope that the Com-
mission, at its forthcoming session, will take note of and approve the
steps taken, and it is the view of Mr. Bevin and M. Bidault that, as-
suming Russian cooperation, full use should be made of the Commis-
sion and its staff at a later stage,

Yours sincerely, INVERCITAPEL

840.00/6-2047 : Telegram
The Secretary of State to the Embassy in the United I ingdom

SECRET WasuINeToN, June 20, 1947,

2670. For Ambassador. I am repeating to you separately * a cable
sent 19 June * from Secys War, Navy and myself to Clay ® and Murphy
‘which summarizes cables I have sent to Embs Paris, Brussels, Rome,
Hague,* which outline principles enunciated in my Harvard speech
and ask comments on certain general and specific matters relating to
formulating a program of European rehabilitation. The cable to
Clay and Murphy inquires re contribution western Germany can
make to such a program. Mr. Clayton will discuss the whole matter

! Telegram 2671, to London, June 20, not printed,

®Telegram 1292 to the U.S. Political Adviser on German Affairs (Murphy),
at Berlin, not printed.

¢ Gen. Lucius D. Clay, U.8. Military Governor for Germany.

* Telegram 2143, June 12, to Paris, p. 249; similar messages were gsent to the
other three Embassies on June 13.

Replies from the four diplomatic missions, not printed, are in files 840.00 and
840.50 Recovery. These replies were received in the Department over a period of
several weeks. Situations described therein were frequently overtaken by events,
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with you in detail. The valuable analysis and info you have sent us
on UK position and prospects have been most helpful.

If, after reading cable mentioned above, you have further com-
ments or recommendations to make which you believe would assist us,
we should be glad to have them.

Of immediate concern is the question of what role, if any, the ECE
can usefully play in developing a European program. ‘While the use
of a UN body whose terms of reference directly cover this type of
problem would be desirable and in accord with our long-range objec-
tives towards UN, we share the fear that effective and prompt action
might be very difficult there, whether because of the inefficiency of a
new and untried body or because of a continuance of the obstructive
tactics pursued by the eastern countries at the first session. Further,
consideration must be given to whether FAO should be used in con-
nection with the food aspects of any program. We are inclined to let
the European countries, particularly the UK and France, take the
initiative in determining whether ECE has a role but will urge, if it is
used, that guarantees of prompt and effective action be given by setting
a definite timetable with interim progress reports and reserving the
position of interested countries to proceed outside ECE if delay
oceurs there. The desirability of improving coal production before
winter and fertilizer and agricultural equipment production by the
autumn planting season gives us targets to aim at. ‘We would also con-
sider it important that non-members particularly Italy and Austria,
should take full part.

We are inclined to feel that the most fruitful immediate action
would be along the lines of specific subjects such as coal, food, clothing
production and transport rather than more elaborate plans for general
increased industrial activity which would take longer to plan and which
must be based on reasonably adequate fuel, food, housing and transport.

Pls bring to attention Porter, MEA.® Dept will comment on Embtel
8201 June 11 separately.®

' MARSHALL

5 paul R. Porter, Acting Chief, Mission for Economic Affairs at London.
* Not printed. '

Lot 64 D 563, Box 1 (20027)
Statement Issued to the Press by the White House, June 22, 1947
STATEMENT BY THE PRESIDENT

The impact upon our domestic economy of the assistance we are
now furnishing or may furnish to foreign countries is a matter of
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grave concern to every American. I believe we are generally agreed
that the recovery of production abroad is essential both to a vigorous
democracy and to a peace founded on democracy and freedom. It is
essential also to a world trade in which our businessmen, farmers and
- 'workers may benefit from substantial exports and in which their custo-
mers may be able to pay for these goods. On the other hand, the extent
to which we should continue aiding such recovery is less easy to
ascertain, and merits most careful study.

Much attention has already been given to these questions by various
agencies of the Government, as well as by a number of well-informed
and public-spirited citizens. The results of current study and dis-
cussion have not, however, been brought together and objectively
evaluated in a form suitable for guidance in the formulation of
national policy.

Accordingly, I am creating immediately three committees to study
and report to me within the shortest possible time on the relationship
between any further aid which may be extended to foreign countries
and the interests of -our domestic economy. T'wo of these studies will
be conducted within the Government ; the third will be conducted by
& non-partisan committee of distinguished citizens headed by the
Secretary of Commerce,

Of the two studies to be conducted within the Government, one will
deal with the state of our national resources, and will be made by a
committee of specialists under the direction of the Secretary of the
Interior.? The other governmental study will deal with the impact on
our national economy of aid to other countries, and will be conducted
by the Council of Economic Advisers.?

The non-partisan committee will be requested to determine the facts
with respect to the character and quantities of United States re-
sources available for economic assistance to foreign countries, and
to advise me, in the light of these facts, on the limits within which the
United States may safely and wisely plan to extend such assistance
and on the relation between this assistance and our domestic economy.
This committee will be drawn from representatives of American busi-
ness, finance, labor, agriculture and educational and research institu-
tions. In carrying out its work this committee will have the benefit of
the studies which are to be made within the Government, as well as the
materials already prepared by various Government agencies,

*The proposal for such studies was originally made in a Policy Planning Staff
Memorandum of June 19, 1947, entitled “Studies Relating to the Impact of Aid
to Foreign Countries on U.S. Domestic Economy and Natural Resources”, not
printed. The committee headed by the Secretary of Commerce was referred to as
the Harriman Committee.

2 This committee was known as the Krug Committee,

® This was commonly known as the Nourse Committee,
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The names of those being asked to serve on the committee are as
follows:

Hiland Batcheller, Pres., Paul G. Hoffman, Pres.,
Allegheny-Ludlum Steel Corp., ~ The Studebaker Corp.,
Pittsburgh, Pennsylvania. South Bend, Indiana.
Robert Earle Buchanan, Dean,  Calvin B. Hoover, Dean,
Graduate College, Graduate School,
TIowa State College, Duke University,
Ames, Iowa. Durham, North Carolina.
W. Randolph Burgess, Robert Koenig, Pres.,
Vice-Chairman, Ayrshire Collieries Co.,
National City Bank of N.Y., Big Four Building,
New York, N.Y. Indianapolis, Indiana.

840.00/6—2347 : Telegram
The Ambassador in France (Caffery) to the Secretary of State

SECRET Parts, June 23, 1947—11 a. m.
URGENT

9481, Chauvel * informs me that Molotov has accepted invitation
of Bidault and Bevin to discuss the proposals set forth in Secretary’s
Harvard speech and that he will come to Paris next Friday, June 21,
for discussions.

Sent to Department as 2481 ; repeated London 468, Moscow 379.

CAFFERY

! Jean Chauvel, Secretary General of the French Foreign Office.

840.50 Recovery/6-2347 : Telegram .

The Ambassador in the Soviet Union (Smith) to the Seoretary
of State

TOP SECRET Moscow, June 23, 1947—5 p. m.

2946. Although apparent now that Molotov will participate in con-
versations in Paris regarding a European economic plan, I feel sure
that this participation will be for destructive rather than constructive
purposes. British and French Ambassadors here have privately ex-
pressed same view to me. Reason for my opinion is that intelligent and
well implemented plan for economical recovery would militate against
the present Soviet political objectives.*

SMITH
11n telegram 2487, from Paris, not printed, Ambassador Caffery reported that

Trench officials feared that Molotov’s coming was designed to sabotage the
Marshall plan. (840.00/6-2347)



THE MARSHALL PLAN 267

Lot 122, Box 13113

Memorandum by the Director of the Policy Planning Staff (Kennan)
to the Assistant Secretary of State for Economic Afairs (T horp)

SECRET [ WasHINGTON, | June 24, 1947.

The Policy Planning Staff will require, in connection with its ex-
amination of the problems of European reconstruction, a series of
brief background studies relating to certain important items of Euro-
pean economy. These are the items which may constitute the basis of
the functional approach to problems of European recovery, now under
discussion in many quarters of Europe.

The fields of European economy which I have in mind in this con-
nection are the following':

Coal

Electric power

Steel

Agriculture

Food

Inland transport

Shipping and shipbuilding

You may think of others which should be included. The principal
criterion in my mind is that they should be fields of activity which
might be supposed to have key significance in Europe’s recovery and
ones which would lend themselves to treatment on an overall European
basis rather than a national basis.*

Since it is impossible to draw up any common set of terms of
reference for these studies, I enclose individual papers ? on each of the
items mentioned setting forth the points in which I am particularly
interested. They will serve at least to reveal the nature of the inquiry.
The persons preparing the study are welcome to add other items
if they consider them pertinent to the general purpose of the inquiry.

These studies need not be exhaustive. We merely want the main
outlines of the facts which bear on the situation. I am afraid that
we will need the completed studies at a very early date if they are to
be useful in the work which the Planning Staff now has in hand.
They should, if possible, be completed by the Fourth of July week-
end or, if that is simply not possible in certain instances, by July 15.
But we would prefer to have brief skeleton surveys at an early date
rather than long and detailed studies later. If questions of priority
are involved, I am sure that Mr. Lovett will agree with me on the

*On the previous day, a Working Group on European Reconstruction, drawn
from the offices responsible to the Assistant Secretary of State for Economic
Affairs, met to consider “ways and means of implementing the European Recon-
struction program”. (Memorandum of June 23 Meeting, Lot 122, Box 13113.)

2 Enclosures not printed.
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overriding importance of getting into the Secretary’s hands at a
very early date a workable study of the main elements of the European
reconstruction problem and will be prepared to support any requests
we may have to make of other people for rapid action on these
inquiries.

I am addressing this request to you with the feeling that you will
know better than I do what can be done in the sections of the De-
partment under your supervision and what should be farmed out
elsewhere in the Department and the Government. (Presumably the
food study, for example, can be farmed out at once to Agriculture.)
In general, there is a virtue in spreading responsibility for this type
of study as widely as possible. _

Many of the questions may look so naively broad as to horrify the
scholarly economist. If so, tell your people to disregard their con-
sciences, take a deep breath, and let us have their best guess.

G[rorce] F. K[ENNAN]

840.50 Recovery/T~147

Memorandum of Conversation, by the First Seeretary of Embassy in
the United Kingdom (Peterson)

TOP SECRET [Loxpon,] June 24, 1947.

Summary or First Merrine oF UNDER SECRETARY CLAYTON AND
Ampassapor WiteE Bririse Capiner MEMBERS !

Mgr. Bevin

The chronic troubles of Europe are interwoven with politics and our
dollar problem really comes from Europe. Europe can contribute ma-
terially to the solution but Britain with an Empire is on a different
basis.

I am looking for some temporary interim solution to enable the U.K.
to play its part. The U.K. dollar problem is seen in Balkan countries
as well as in the U.K. and all we try to do or say in Europe is condi-
tioned by our own resources.

I went ahead on the Marshall Plan without asking questions and T
feel that it is the quickest way to break down the iron curtain. My
recent experience in France shows that Russia cannot hold its satellites
against the attraction of fundamental help toward economic revival in
Europe. If the UK. in playing its part in this program should en-

1 Meeting held at the Prime Minister’s residence, 10 Downing Street, London. On
July 1 Ambassador Douglas sent to the Secretary of State and other officials
copies of this memorandum and the memoranda that follow summarizing the
other four meetings. ’
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counter snags we would desire and hope that the U.S. can put the U.K.
in position to go ahead. We really ask to be in the position which we
held in 1923-24 in economic reconstruction after the last war. I would
impress upon everyone the importance of quick action if anything is to
be done.

I am worried about the loan 2 and for practically all of my plans
Mr. Dalton® puts in a caveat as regards our resources. The rise in
prices has thrown us a year out and the U.K. position compelled me
at Moscow to draw in my horns. For that reason I could not support
Secretary Marshall to the extent I desired and I think it would pay
the U.S. and the world for the U.S. and the U.K. to establish a finan-
cial partnership.

The first European need is for food. We need a better pipeline and
a security of rations. I need six or eight weeks stockpile of grain to
guarantee a ration of 1800 calories to 1949 (presumably referring to
Germany.)

Mr. Davron

Reviewed the financial position and found rapid worsening of their
position in the last six months. The rate of drawings upon the loan
has risen rapidly and this loan (which they had expected would carry
Britain through the “difficult” period) would be exhausted at the end
of the year.

In ascertaining why this had happened he mentioned wholesale
prices up by 40 per cent. This had in effect reduced the value of the
loan by $1 billion. Secondly, Canada and Argentina had demanded dol-
lars to a rapidly increasing extent in payment for Britain’s imports
from those countries and third, this action revealed a dollar shortage
throughout the world which was fundamental to difficulties faced by
Britain. The real reason for the difficulties was the slow rate of world
recovery including recovery in the Far East and Indonesia which
were important to the United Kingdom. The world problem had an
impact requiring very urgent action.

In their own field they might take defensive action by cutting U.K.
imports but this would start a circle of restrictionism which should
be avoided. Sir Stafford Cripps* interjected that the U.K. had en-
countered increasing difficulties in earning foreign exchange, men-
tioning import handicaps in Latin America and recent cancellations
of U.S. contracts for example for linen and hosiery. These troubles
arose from a dollar shortage all over the world.

Mr. Clayton said Mr. Bevin’s speed in acting after the Secretary’s
speech created a highly favorable impression in the United States.

2 For documentation on implementation of the loan agreement, see pp. 1 ff.
® Hugh Dalton, Chancellor of the Exchequer.
* President of the British Board of Trade.
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In the U.S. viewpoint, no further piecemeal assistance was feasible
for Europe. The problem must be dealt with as a whole. Italy might
today be in the worst position of European countries but solution of
Italian problems must await a program for the whole problem. Thus
speed was essential.

Mr. Clayton referred to an opening remark by Mr. Bevin to the
effect that the U.K. wanted to be a partner in the European Plan and
if it could not be equipped financially to carry out such a partnership
its relations with the U.S. would become somewhat similar to relation-
ship between the U.S.S.R. and Yugoslavia. Mr. Clayton could not
see how the U.K. could find itself in a “Yugoslav” position. He
asked how the UK. problem was different from other European
countries. _

Mr. Clayton referred to the paper delivered at Washington re-
garding the U.K. financial and trading position® and understood
the difficulties. As for Russia’s Satellites in Eastern Europe he
doubted with Mr. Bevin whether the U.S.S.R. could hold or improve
its position there, because those countries would be compelled for a
long time to trade actively with the rest.

Mr. Clayton reiterated that he was unable to visualize the Adminis-
tration going to Congress regarding new proposals for any one country
and he felt that a European plan must be worked out. In this, Mr.
Bevin’s continued leadership would be welcomed.

Mz, Bevin

Brief discussion indicated that Bevin is most anxious for some
interim financial arrangement from the U.S. to stop a back-biting of
his foreign affairs moves by people at home who were pinched by the
British financial position. He considered the U.K. production and
recovery record since the war as a good one. Mr. Clayton mentioned
that not all of the financial difficulties were due to the U.S. price rise.
Mr. Bevin said the “circle” must be broken. “Can’t some temporary
arrangement running to 1947 and 48 be worked out? Give me 5
million tons of grain and I will break the production problem in
Germany”.

Mr. Dalton interjected with reference to Mr. Clayton’s question that
one difference between the U.K. and other European countries was that
the U.K. is helping in Germany. Mr. Bevin, reverting to food, said the
U.S.S.R. was flush with cereals and he was trying to get grain from
them. Poland was in balance. On the general European plan he had in
mind dealing with food, coal, steel etc. in parallel columns to show
requirements of individual countries. But he needed some assurance

5 Ante, p. 17,
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of continuity of supply in 1947-48—perhaps 1949—which he called
“two desperate years”,

Sir Stafford Cripps interjected that internal measures open to the
U.K. could not make more than six weeks difference in the exhaustion
of British resources and also expressed the opinion that there was a,
difference between the UK. and other European countries because of
U K. trade with non-European countries.

Mr. Bevin said that if U.K. was considered just another European
country this would fit in with Russian strategy, namely, that the U.S.
would encounter a slump and would withdraw from Europe, the UK.
would be helpless and out of dollars and as merely another European
country the Russians, in command of the Continent, could deal with
Britain in due course. Speaking of food, the Prime Minister men-
tioned that Britain had to let Australian supplies go to India to avoid
starvation and catastrophe for which Britain held political responsi-
bility and similar considerations applied in parts of Africa.

Mz. Douaras

The Ambassador referred to figures received from the Treasury
and asked whether the draw-down of the loan in the next six months
would be as rapid as in the first six months of 1947. He mentioned that
part of the recent drain was for the purpose of replenishing stocks
which had been run down in the first spurt of U.K. economic re-
vival and also that British purchase of ships was a non-recurring item,
After momentary thought Mr, Dalton said he was not hopeful of im-
provement. He agreed that replenishment of stocks and ship purchase
might not recur but replenishment would carry over a twelve-month
period. Contra items were the cost of convertibility (see below) about
which the British had argued at Washington, the dollar cost of which
he could not estimate. Nondiscrimination in imports was also men-
tioned. Mr. Bevin interjected that convertibility and nondiscrimina-
tion obligations upon the U.K. had in his opinion been dated three
years too soon. Sir Stafford Cripps mentioned that their export esti-
mates might prove high and recent closing of markets raises the ques-
tion that even though the British could make the goods they might not
be able to sell them. In response to Mr. Clayton’s question he said he
thought Argentine marketing difficulties represented hit-or-miss meas-
ures by Miranda ® of the Argentine Government.

Mr. Clayton then asked pointedly why Mr. Dalton had not come
earlier with these troubles noting that Congress would adjourn July 26
and exceptional cases for relief from governmental commitments
might be difficult to handle at this session. He would not prophesy in-
ability to handle cases in this Congress but wondered why the British

¢ Miguel Miranda, President of the Argentine Economic Council.
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authorities had not taken up the problem when it first arose. The Brit-
ish response was that Canada and Argentina demands for dollars
caused much of the trouble and this had arisen rapidly and some-
what surreptitiously.

Mr. Dalton, in referring to convertibility of sterling made it clear
he was not asking for or suggesting any change in this commitment
under the Financial Agreement. Moreover, he pointed out that
regardless of the terms of the Financial Agreement a large part of
the difficulties now facing the British would have arisen anyway.

Mr. CrayTon ,

Referring to Mr. Bevin’s need of food, Mr. Clayton said that food
up till now was a question of production and not money, noting that
the 15 million ton export of U.S, cereals was a vast effort and reached
about the maximum which transport and transit facilities would
allow.” He agreed the U.S. was well fed and possibly wasteful of food
but this did not indicate unwillingness to share with others since the
transit problem was the bottleneck. We did not have the boxcars,
terminals, port facilities, ete. and could not create them over-night.
Perhaps one million more tons of cereals could be gotten out but
there was a limit. Mr. Bevin observed that in contrast to UNRRA
operations the authorities could concentrate needs of food better at
present and could avoid waste in Europe.

Mr. Bevin spoke of German affairs, mentioning recent conversations
with General Robertson ® and difficulties in working out plans be-
cause of U.S. budgetary limitations, “In our plans, will we be held
up by appropriations?”? “Clay and Robertson seem forever tied by
appropriation questions”. Mr. Clayton said that of course appropri-
ations were a limiting factor in our form of government but he
would look into the difficulty.

Mr. Clayton reiterated that the UK. as a partner in the Marshall
program rather than a part of Europe, with special assistance to the
U.K. partner would violate the principle that no piecemeal approach
to the European problem would be undertaken. He said that in the
U.S. even a non-piecemeal approach would be hard to sell to the U.S.
public and Congress and he frankly saw no possibility of interim
arrangements for the U.K. as part of the European approach. (At this
point I thought Sir Stafford Cripps raised two points in the Financial
Agreement, namely, convertibility and nondiscrimination in imports
which might be looked into as some relief to the British dollar problem.
Mr. Gunter ° is not quite sure if this was specifically raised by Cripps.)

' For documentation regarding U.S. concern about the world food shortage, see
Foreign Relations, 1946, vol. 1, pp. 1439 ff.

¢ Deputy Military Governor, British Zone of Occupation in. Germany.
? John W. Gunter, U.8. Treasury Representative in London,



THE MARSHALL PLAN 273

At this point Mr. Clayton raised the first of his criticisms of the
UK., namely, their handling of the Ruhr coal problem. He also then
raised the question of U.K. action regarding measures in Japan, both
of which had been covered separately. '

To summarize, Mr. Clayton described the idea presented by Secre-
tary Marshall as involving a really big problem. The U.S. Administra-
tion wanted information from all of the interested European countries
as to why recovery in Europe had been so slow, what Europe could do
to help itself, and how long it might take, with a minimum of assistance
from the United States for Europe to get back on its own feet.

Following views on reasons for slow recovery and remedial measures,
we would need information regarding food requirements, fuel require-
ments and other emergency essentials.

Prime Minister, referring to Mr. Clayton’s remark on socialization,
said that new socialist structures were created as alternatives to struc-
tures created by the Nazis which syndicates could not be allowed to
reemerge and if they did would cause fears in neighboring countries.
Mr. Bevin thought the trouble in Germany stemmed from unsettled
level-of-industry questions and mentioned controversy of whether
German steel production was to be 11 million tons or some other figure.
He also deprecated dismantling of German industry and asked that
Clay settle this question so the Germans will know where they stand,
expressing willingness to fight out with the French any US-UK agree-
ments which were not palatable. Besides level-of-industry problems,
he thought the Potsdam Agreement, forced on him in his first day of
office, left much to be desired. Syndicates in Germany were a war po-
tential and could not be put back. In general, Mr. Bevin thought U.S.
and U.K. plans for Germany were not far apart. Mr. Clayton said he
would look into the level-of-industry problem in Germany.

On the point of German management, the Ambassador expressed his
personal view that part of the problem hinged on the question of
clothing managers of the industrial operations with enough authority
to get production going. He also believed that the lack of a currency
in Germany which commanded public confidence was a root difficulty,
decreasing incentives, diverting resources, creating black markets and
chicanery. (There was general agreement that the lack of confidence
in currency was a problem which applied over all Europe). Mr, Bevin
agreed on the currency question and mentioned his thought that the
currency for the non-Russian zones could be linked with the French
franc, the Belgian franc and the Dutch guilder. He referred to con-
fusion of authority in coal operations and said he was trying to get
this straightened out. The proposal of Clay for a single trustee he
thought would not work.
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840.50 Recovery/T-147

Memorandum of Conwversation, by the First Secretary of Embassy
wn the United Kingdom (Peterson)

TOP SECRET [Lonpon,] June 24, 1947,

RecAPITULATION OoF MATN Pornts oF DiscussioNs oF UNDER SECRETARY
CrLAYTON AND AMBAsSADOR Doucras WrTH Brrmisa Orriciars Re-
GARDING THE DoLrAR ProBLEM

This meeting, under the chairmanship of Sir Edward Bridges,
was held at 4:00 o’clock June 24 in the Treasury Chambers. There
were present Sir John Henry Wood and James Helmore of the Board
of Trade; Sir Percivale Liesching, Ministry of Food; Sir Edmund
Hall-Patch, Foreign Office; A.T.K. Grant and R.W.B. Clarke of
the Treasury ; and a representative of the Ministry of Fuel and Power.
Mr. Peterson and Mr. Gunter attended from the Embassy.

Sir Edward Bridges opened the discussion seeking elucidation of
Mr. Clayton’s plans for short-term assistance to Europe. Mr. Clayton
contemplated the essential components of assistance as food, fuel and
fiber but said that the present rate of Europe’s imports, some $3 bil-
lion annually, could not continue but must be reduced by rehabilita-
tion and enlarged production.

Mr. Clayton said the long-term assistance in reconstruction and
development should be via the International Bank. He felt that the
Bank’s view of Europe and its repayment prospects depended on an
attack on the immediate problem of food, fuel and fiber. He felt that
it was up to Europe to agree on a program and he hoped this would
contemplate minimum and decreasing calls on the U.S.

Sir Edward Bridges summarized these points as an inventory of
Furope’s needs and a cooperative agreement in Europe regarding
economic rehabilitation. He understood that the U.S. plan would
require commitments on rehabilitation and asked questions regard-
ing the speed of the program and the number of nations which would
be involved. Mr. Clayton reiterated the program could not be piece-
meal—no dabs of assistance here and there.

Sir John Henry Wood discussed various aspects of European trade,
particularly as it related to the U.JXK. From what he understood
about the nature of the possible short time assistance to Europe
by the U.S. he was doubtful as to the advantage which would
accrue to the UK., particularly if no special consideration was given
the U.K. position and if the plan involved submerging British na-
tional interests. In particular, he was worried about pooling of

! Permanent Seeretary to the British Treasury.
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European resources. He thought that if the plan put dollars into
Europe this would automatically ease the U.K. position to some ex-
tent, but that the relief would not be of sufficient magnitude. The
pooling of assistance would reduce the U.K. position to that of the
“lowest” in Europe. If this was the case, in view of Britain’s relative
advance in production as compared to the rest of Europe, he thought
the U.K. might be better outside of the plan since the British position
could be maintained by bilateral deals.

Sir Percivale Liesching visualized the U.K. as a partner with the
U.S. in world recovery and said the U.K. was examining the Marshall
Plan to consider how far it would help the British position. He saw
the plan as a partial solution.

Mr. Clayton indicated that he failed to understand the British
argument that they would not benefit in the plan for Europe. In par-
ticular, he felt that U.K. would not gain from a restrictionist policy.

In answer to Sir Edward Bridges’ question on timing Mr. Clay-
ton said it would be impossible for the present Congress to consider
assistance to Europe and as yet there was only talk of another session.

Mr. Helmore attempted to explain how some people in the British
Government felt that the UJK. would be better off to follow at this
time a policy based on bilateral trade deals. This discussion was rapid
and not lucid to Peterson but seemed based on the thought that, given
the relatively strong U.K. economic position as compared with Europe
other than Belgium, the UK. was in strong position to bargain and
deal bilaterally with suppliers and thus induce a change in terms of
trade in favor of Britain. Sir Kdmund Hall-Patch felt that the Mar-
shall Plan does nof, meet UK. needs because Britain’s lack of dollars
made it impotent to act as a partner in the plan.

Mr. Clayton attempted to explain in more detail how he is visualized
that short term assistance would be provided. In particular, he stated
that he was not thinking in terms of limiting supplies that could be
purchased in the U.S. For example, the plan might include purchases
of food stuffs for the UX. from Canada and Latin America.? The
British representative indicated that they had not been clear on
this point and that obviously if the plan took this form the British
dollar position would be considerably relieved.

There was a flavor of critical examination of the Marshall idea in
the comments of the British officials and at one stage Mr. Douglas
pointed out to Sir Edward Bridges that we had been seeking the facts
of the British financial position for three months, “but only last Fri-
day were we able to get the figures”. Sir Edward agreed and regretted

? Dollar eredits authorized by the Export-Import Bank in 1946 to aid Huropean
recovery generally were in the form of “tied” loans, requiring the borrower to buy
United States goods and services.
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the delay, but said there was a most complex web of transactions to
be analyzed in getting the present estimates and the Treasury had
been loaded with work.

The discussion included brief resume of coal production, efficiency
at the coal face, absenteeism and stock position. Stocks are expected
to reach nine million tons by October 1. Sir John Henry Wood was
optimistic regarding the coal and steel position. There was also a
discussion of U.K. food imports totalling $1,600,000,000, of which
approximately $220 million came from the U.S.; $270 from Canada;
$190 from Argentina; $200 from Australia and New Zealand and per-
haps $250 from the Colonial Areas. Mr. Gunter and Treasury officials
analyzed the British financial tables and it was agreed that Mr.
Gunter’s method of analysis showing part of British difficulties as
attributable to decreased sterling balances could be defended.

At the conclusion of the meeting Mr. Douglas referred to the need
for budgetary rationalization among countries of Europe and thought
the Marshall Plan would involve commitments regarding fiscal affairs,
In the absence of commitments further assistance to European economy
would be fruitless since the whole scheme would be undermined by
inflationary pressures which would break through the existing mecha-
nisms of control.

840.50 Recovery/7—147

Memorandum of Conversation, by the First Secretary of Embassy in
the United Kingdom (Peterson)

TOP SECRET [Lonpox,] June 25, 1947.

SUBSTANCE OF SECOND MEETING OF UNDER SECRETARY CLAYTON AND
AnmBassapor Wit Brrrisg CABINET MEMBERS

[Here follows a discussion of international rubber questions.]

Mr. Bevin as the next point sought elucidation of Mr. Clayton’s
belief that the UK problem must be lumped into the problem of Eu-
rope, because if that were the case, in forthcoming meetings, Mr.
Bevin’s approach would have to be changed. Mr., Bevin had planned
(1) a steering committee (2) groups to analyze needs in relation to
European production (8) groups on finance (4) groups on railway
problems, their needs and organization (5) groups on motor transport
(difficult because of cutdown in Germany, the biggest producer) and
(6) groups regarding credits, currency, etc.

When the plans of these working parties were completed and in
operation Bevin thought the only effect on the UK would be that—in
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time, a year or two—Europe would be in somewhat better position to
pay for British imports but since in the interim period Europe would
consume all she could produce there would be little effect on the UK
position except perhaps for an increase in dollar receipts from German
exports.

As to Germany, Mr. Dalton mentioned the cost of the Byrnes Agree-
ment.! Originally for an eighteen-month period from January, 1947,
total cost was contemplated as $860 million of which the UK share was
$460 million which in terms of dollar drain on the UK was estimated
as $200 million. This last figure, revised because of price changes was
now $275 million. A further overall increase in costs for Germany to
provide additional calories had added $150 million to the total bill
($75 million to the U.K.) which made the present rate of drain on the
UK for Germany some $350 million. “Pretty poor”, according to
Dalton.

Mr. Bevin noted that if Poland feeds Furope, Poland demands
dollars in exchange because the Polish Prime Minister has a solid
case as to his needs of U.S. equipment. Bevin was cultivating the
Polish Prime Minister, having decided to center British policy around
the new leader whom he had consulted on return from Moscow. He be-
lieved this plan would be fruitful. Similar approaches were being
made in Yugoslavia where Bevin had talked. He was convinced that
Yugoslavia would gradually come west. Yugoslav needs were agri-
cultural implements, railway equipment, timber-cutting equipment,
ete. which Russia could not supply. In connection with Yugoslavia
mention was made of Trieste and the effect of the opening of that
port on Yugoslavia’s western connections. But when Bevin asked
Cripps what he could give up for Yugoslavia, Cripps could offer little,
primarily because of the steel shortage. This was the pattern wherein
Britain got into a dollar tangle in order to “get going” on con-
structive political relationships. Mr. Bevin did not foresee early solu-
tion of these political difficulties. We must have patience but he was
confident. Mr. Bevin said that if the U.S. took the line that the U.K.
was the same as any other European country this would be unfortunate
because the UK could contribute to economic revival. The UK held
stocks of rubber and wool and “we, as the British Empire”, could as-
sist materially. The British did not want to go into the program and not
do anything—this would sacrifice the “little bit of dignity we have
left”. ‘

1 Presumably the agreement of December 2, 1946, between the United States:
and the United Kingdom on the economic fusion of their respective zones of
oceupation in Germany. For text, see Department of State Treaties and Other
International Acts Series (TIAS) No. 1575, or 61 Stat. (pt. 3), 2475, and for
related documentation, see Foreign Relations, 1946, vol. v, pp. 635-648,
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Mr. Clayton did not quite see how the UK position was different
from that of other European countries. The whole trouble arose from
a shortage of dollars but this in turn represented failure of Europe to
produce. The production bottleneck should be cased in a few years—
perhaps by 1951. The UK had a dollar shortage the same as other
European countries and if the US could do something to ease this
shortage he wondered where the difference in impact upon the UK
arose. Sir Stafford Cripps responded that the UK was a natural mar-
ket for uropean goods for which the US were not buyers. Mr. Clay-
ton had some question on this point but Cripps mentioned timber,
foodstuffs (especially perishables, dairy products and dried fruits)
and said “if you want to rehabilitate Europe that market (the UK)
must be rehabilitated. The dollar drain is coming through the UK?”.

Mr. Clayton still could not see the difference. Ile thought if the
UK received dollars from its trade with Europe their position would
be satisfactory. Mr. Clayton thought the Marshall idea would put
dollars into Europe by taking care of their essential imports, leaving
more of the proceeds of their exports available for payment for goods
imported from Britain.

Mr. Clayton said that in the US examination of the dollar problem
it seemed to fall into two parts—(1) a short-range problem, mainly
requirements of food and fuel—perhaps fiber—which might cost
three and one-half to four billion dollars (2) reconstruction and
development where responsibility fell on the International Banlk.
The Bank was getting well organized, had a good staff and US and
UK controlled it. If there was a solution of the short-term European
problem there would be a firm foundation for the Bank to go ahead
with longer-term reconstruction and development. Mr. Clayton
thought he may have given an incorrect impression that US aid
would be set forth specifically in food and basic raw materials. If
the UK needed food we did not mean that the US would necessarily
supply it. There should be no “tied loan” principle. The US would
simply look at the emergency Furopean problem in bulk, mainly the
three “f’s”—food, fuel and fiber. In these observations Mr. Clayton
was merely thinking aloud but it was his idea that whatever the
US would do would probably be untied, just as was the British loan.

Mr, Bevin asked if the US could not bring Canada and Argentina
into such a Lend-Lease conception and thus save the UK on dollars.
In mentioning Lend-Lease, Mr. Bevin did not contemplate strict
repetition of such a device but thought something akin to Lend-
Lease would be the end result.

Sir Edward Bridges recapitulated the last point that Mr. Clayton
gave— (1) short-term assistance for Europe (2) assurances from
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Europe as to what it would do to help itself and (3) a certain integra-
tion of “degree of closeness” of economic relations in Europe as an
essential component. He said the UK did not contemplate going into
a European Customs Union. Even the UK-French plans for inte-
gration were not complete and although Belgium, Netherlands, and
Luxembourg were going ahead with the Customs Union they had en-
countered difficulties. A full blueprint for Europe would take too
long for the present emergency.

Sir Edward asked how Britain would fit into the plan. If the US
was thinking of help in kind from the US the effect would be only to
prolong by a few months the date when the credit would be exhausted.
He thought Mr. Clayton’s remarks showed an understanding that as
far as the UK was concerned their requirements could not be con-
fined to goods from the US but would be needed from usual sources.
He understood there was a further point, namely, that Europe should
join together in giving assurances. The UK had a fear of the “Iiuro-
pean pool” idea in the Marshall Plan which he thought would bring
the UK down to the level of the lowest in Europe. Sir Edward
also understood the US contemplated a series of bilateral agree-
ments with individual European countries which would take into ac-
count the differences in economic needs of the various countries and
yet permit the program to be put to Congress as a unified scheme. Mr.
Clayton said there was no “pooling” idea current in Washington; it
was his idea that there would be bilateral agreements within the
framework of a European program of rehabilitation.

Sir Wilfrid Eady sought reassurance that the US considered the
International Bank an effective mechanism for the second stage. Mr.
Clayton said the primary need was to create investors’ confidence in
prospects of repayments of loans. Mr. Dalton noted the Bank had been
slow in organization, with many changes in management and this
caused much discouragement among the British. He asked if Mr.
McCloy 2 thought the Bank would go into Europe and Mr. Clayton
replied affirmatively. Mr. Bevin asked how far political considera-
tion[s] would come into lending by the Bank. He presumed bank
loaning would be dependent upon the conclusion of treaties with
former enemies and that as for Allies there would be assurances under
their United Nations obligations. With Europe striving to produce
there would be reasonable chance of repayment.

Mr. Clayton said that the Bank’s constitution required that political
considerations should not enter into decisions on loans and noted that
in connection with the Polish loan a delegation was making an on-the-

?John J. McCloy, President of the International Bank for Reconstruction and
Development.
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spot investigation and undoubtedly the Bank would require an agree-
ment regarding Polish coal (both present production and that at-
tributable to the new machinery) before funds for re-equipment would
be forthcoming. Other details of operations of the International Bank
were discussed.

Mr. Dalton raised the nondiscrimination clause in the Financial
Agreement, The British dollar position required them to look at their
import programs where they were unwilling (and shouldn’t) reduce
food imports. But certain articles, for example, fruit, could be pur-
chased from soft currency countries yet this could not be the exclusive
source under the nondiscrimination clause. Fruit from the US added
“very much” to the dollar problem. Tobacco was a similar case in
point. He had taken tax action to cut imports and in other directions
the UK “may take action”. In the case of films he had taken power to
act which he felt the Government must have if it were necessary later
to take some action.

In connection with nondiscrimination, discussion arose regarding
the present British interpretation of Clause 9 of the Financial Agree-
ment as applied to trade between the UK and its Colonial Areas for
which the UK provided a common quota in the Monetary Fund. As the
Department is aware, the British consider themselves free to discrimi-
nate in favor of trade within this UK-Colonial Area. The British ex-
press belief that this interpretation would ease the impact of the
nondiscrimination clause. Mr. Clayton and the Ambassador agreed and
did not challenge this interpretation of Clause 9.

Mr. Clayton said with emphasis that the matter of nondiscrimina-
tion ‘“‘comes so late”. The loan was an Act of Congress and relief on
nondiserimination meant passage of a joint resolution where many
questions would be asked and this might call for exposure or some
revelation of the UK situation.

- Sir Edward Bridges mentioned the clause regarding imports from
countries with war-shattered economies and Mr. Douglas agreed that
we and the British could take a look at various commodities and their
sources to see what could be done. Mr. Dalton said the last thing he
wanted was a debate in Congress on nondiscrimination and Mr. Clay-
ton thought an approach to Congress on this subject would endanger
larger plans now underfoot.

Sir Stafford Cripps mentioned steel and UK dependence on im-
ports. Two years ago he placed contracts in the US and because of
understandable difficulties there the steel was not obtained. This had
handicapped UK aid to Europe, the manufacture of tractors and other
productive equipment. Was there any possible way of getting steel?
The British had given UK steel producers their full coal requirements
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and would get thirteen million tons of steel this year but their require-
ments were sixteen million tons. Mr. Clayton outlined the difficulties
arising from shortages at home, factories on short-time because of
lack of steel and internal pressure for steel but thought there “was
always a possibility”. The Department of State was fighting for ex-
ports every day. Mr. Clayton asked for a memorandum from Sir
Stafford on their steel needs.

Mr. Bevin then asked for a somewhat more concise statement of the
present US attitude toward Europe and the Marshall program. In
response Mr. Clayton said that he foresaw the following phases:
(1) Europe should explain why more progress has not thus far been
made since the cessation of hostilities with the help already received
(2) European countries should set forth in a concrete and substantial
way a statement of what they proposed to do to help themselves, how
long it will take and by what steps—what minimum assistance is re-
quired from the US, why it is necessary and when the load on the
US would be reduced—presumably on a sliding scale. Mr. Clayton
again stressed it would not be easy to sell the idea in the US. There
was much in the press of what the US “has got to do” and much
about American needs for export markets. Mr. Clayton knew the US
need for export markets but many of his fellow citizens had other
views and in order to put the program across the US must know
when Kurope will be able to get on its own feet. To supplement this,
if possible, the US would like some proposals regarding a closer
integration of European economy. He did not assume that anything
in great detail could be provided in a short time and cited his con-
versation with Senator Millikin ® as an example of why a firm plan for
Europe including European integration was necessary to convince
Congress on the necessity of additional assistance by the US.

Mr. Bevin said integration raised an interesting point because when-
ever he took steps in this direction, for example with France and
Belgium, Sir Stafford Cripps said he was violating ITO principles.
Apparently to point out the US need for exports, he said in 1927 he
had examined economic factors in the US and given the narrowing
of our imports and the wasteful character of our investments, he had
predicted the American slump two years in advance. But on the
point of integration he found in Furope a desire to do what
Mr. Clayton sought but found Europe in effect committed by ITO not
to integrate. If Mr. Clayton could make a public statement on Euro-
pean integration this would help. “In Europe we can’t reach a customs
union at once”, but Mr. Bevin suggested Europe should act sensibly.
He had in mind an international board to develop and utilize water-

? Eugene D. Millikin, chairman, Senate Finance Committee.
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power from the Alps. He also mentioned the Teschan political prob-
lem and thought a coal mine was at the root of this and the solution
would be found in joint operation of the mine and sharing of the out-
put. But these attempts toward rebuilding came into conflict with
trading rules.

Mr. Clayton mentioned the progress made in the Benelux Customs
Union and said this certainly did not violate ITO rules.

Mr. Bevin then mentioned Anglo-French plans for integration—
tractors to be produced in the UK, food in France and a free exchange
of the two; musical instruments to be produced in France, no com-
petitive plant set up in the UK and French instruments freely admissi-
ble into the UK even though they might be taxed from other sources.
Sir Stafford Cripps said such plans needed assurance of some per-
manence. Mr. Clayton agreed that the principle of nondiserimina-
tion as now understood would be violated in such proposals.

Mr. Bevin said the British might obtain agreement in principle for
a Customs Union and wondered if this would be enough to comply
with ITO rules. “We have in ITO an ideological plan which thwarts
reconstruction” and felt a five-year plan for the first stages of inte-
gration would be necessary. The very words “Customs Union” would
be objected to in France by the Communists.

Mr. Douglas thought the integration problem raised two questions.
First, decisions regarding interchanges arising from new plants and
enlargements of old plants (to which point Sir Stafford Cripps inter-
jected that the British must have free entry for the products con-
cerned). This interjection precluded Mr. Douglas from defining the
second category of goods, namely, production from existing plants
(Mr. Douglas intended to explore the possibility of special treatment
for integration of new production and nondiscrimination in trade
arising from existing plant).

Mr. Clayton said that once the bars were let down on the principle
of nondiscrimination all kinds of undesirable arrangements would take
place tending toward bilateralism which had been proved unsound. Sir
Stafford Cripps thought the ITO Delegation might make provision
for certain phases of integration and we might look into the matter
jointly. Mr. Clayton, thinking aloud, said something in the nature of
special interim exceptions to nondiscrimination working gradually
up to a Customs Union might be presented to our people at Geneva.

After the Prime Minister indicated the meeting must break up be-
cause of the hour, Mr. Douglas added one further point to the general
plan for Europe: there must be acceptance in principle at least of con-
structive measures in the field of fiscal affairs. Budgetary reform, like
integration of European economy, would be most acceptable to the
present Congress and would be an important factor in action by the
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International Bank relative to Europe. Mr. Douglas also raised with
Mr. Dalton the matter of enabling legislation relative to films, which
subject has been covered by separate telegram to the Department.

At the conclusion it was agreed that tabulations regarding the Brit-
ish financial position could be sent on to Washington for highly re-
stricted use on the basis that the actual figures had not been “put
through or checked” and might be changed in twenty-four hours. The
tables had been prepared under pressure and Treasury experts looked
upon them chiefly as an approach in presenting the problem.

840.50 Recovery/7-147

Memorandum of Conversation, by the First Secretary of Embassy in
the United Kingdom (Peterson)

TOP SECRET [Lonpon,] June 25 [262], 1947,

Main Points v DiscussioNs oF UNDER SECRETARY CLAYTON AND
AmBassapor Wit BritisH Orricians REcarDING AIDE-MEMOIRE
FOR ForeIGN SECRETARY RE MARSHALL PrLaN

Thisdiscussion on the afternoon of June 25 was held at the Embassy.
Sir Edward Bridges, Sir Wilfrid Eady (Treasury) Sir Percivale
Liesching (Food), Sir John Henry Wood (Board of Trade), Sir
Edmund Hall-Patch (Foreign Office), Mr. R. W. B. Clarke (Treas-
ury) attended. Mr. Peterson and Mr. Gunter were present from the
Embassy.

The British distributed a memorandum entitled “Summary of Dis-
cussions with Mr. Clayton”* which was being prepared for guidance
of Mr. Bevin in his Paris talks. Most of the discussion concerned
changes in this paper.

Mr. Clayton thought it inadvisable to even mention “Lend Lease”
in Paragraph VIIL He said that influential people in the US insist
that the Marshall Plan should contain some reciprocal economie con-
siderations from Europe; for example, items for stockpiling in the
United States. Stockpiling operations were likely to commence soon.
These operations would encompass US acquisitions over and above
normal requirements; purchases would be outright and dollars paid to
Europe, thus feeding European dollar needs. In response to a ques-
tion, Mr. Clayton said stocks thus acquired would be “locked up” and
not released into current demand although the legislation provided
for some turnover of stocks to prevent depreciation.

* Copy attached to original only. [Footnote as in source text; the memorandum
referred to, which is in the Department’s files, is not printed, but a subsequent
draft is printed infra.]
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Mr. Douglas suggested a phrase in the part of Paragraph VIII to
the effect that “although in appropriate instances the US Government
may seek some sort of commodity considerations related to strategic
stockpile programs”.

Sir Edward Bridges then outlined the purpose of the document
being considered. It would be useful for further discussion with Min-
isters and also useful to Mr. Bevin. There would be no publicity and
it was agreed that the publicity question was important. Mr. Clayton
said most of his views came out of his own head as he had only one talk
with the Secretary and this concerned chiefly the coal problem. Mr.
Clayton did not want to give the impression he had laid out any well
thought-out plan or scheme, The Planning Staff was hard at work in
the Department under George Kennan and when they completed their
studies there might well be some alteration in the viewpoint which
Mr, Clayton had outlined in a most preliminary way.

Mr. Douglas asked Sir Edward Bridges to confirm his understand-
ing that the aide-mémoire did not constitute an agreement. Sir Ernest
[si¢] concurred and described the document as simply a statement
along informal lines of the subjects of British and American thmkmg
A new heading to the document would make this clear.

Numerous other drafting and substantive changes were made in the
statement. These will be apparent from a comparison of the first draft
and the final draft reviewed at 10 Downing Street, June 26. This in-
cluded a new paragraph suggested by the Ambassador regarding finan-
cial stability and budgetary affairs.

In the section of Paragraph VIII which was redrafted as “The first
reaction of UK officials”, Mr. Peterson asked if the British might
desire to redraft the penultimate paragraph regarding the difficulties
of integrated European production to include the idea that this subject
might be considered and discussed at Geneva by delegations of Euro-
pean countries now considering trade policy. Sir John Wood said the
British did not contemplate this approach, but that officials of the
Board of Trade were looking into the general question of aid to Europe
separately from the consideration given to ITO.

840.50 Recovery/T-147

Aide-Mémoire by the British Foreign Office for the Secretary of State
for Foreign Affairs (Bewvin) ?

TOP SECRET

[This note has been prepared for the personal guidance of the
Foreign Secretary after informal and preliminary discussion with
the United States Ambassador and Mr. Clayton.

! See footnote 1, p. 283.
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It has been shown to the United States Ambassador and Mr, Clay-
ton but must not be regarded as in any sense a commitment].2

[1.] INTRODUCTORY

It is an essential point in the U.S. approach to the present situation
that whatever scheme is drawn up should deal comprehensively with
the needs of Europe, and not piecemeal with particular countries. A
prime condition on which substantial help is likely to be forthcoming
from the people of the United States (and it looks as though nothing
effective could be done without help on a really substantial scale)
is that they feel confident that this help will be used, not alone as a
temporary alleviation of the ills of particular countries, but essentially
for a well-thought-out scheme which is demonstrably directed to
remedying the underlying causes of the European situation as a whole.
In particular, the scheme must be directed to restoring European
production within a stated period to a level which will render un-
necessary Europe’s present abnormal dependence on imports. U.S.
thought also attaches importance to avoiding the perpetuation of
uneconomic rivalries between the countries of Europe.

II. STATEMENT AS To THE PrESENT PosrrronN

As a first step, therefore, it would be helpful if the countries of
Europe could co-operate in preparing a statement themselves as to
why in 1947—two years after the end of the war—they still find
themselves in such serious economic and financial difficulties.

(The U.S. Administration have, of course, a good deal of infor-
mation themselves on this. But from the point of view of Congress and
public opinion it would be of great help to have such a statement carry-
ing the authority of the Governments of the countries of Europe).

II1. StaTEMENT oF NEEDS

Next, the European countries concerned should draw up a state-
ment of their own needs and production capabilities. Taking coal as
an example, the statement would show :—

(a) Consumption: the present rate, and the requirements for con-
sumption at the present time and over the ensuing (say) four years,
and from what sources it is proposed that the requirement should
be met,

(6) European production : the present rate, and the extent to which
production can be expanded over the ensuing four years to meet home
needs, and for export.

 Brackets appear in the source text.
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_(¢) What special steps are proposed to increase the rate of produc-
tion, and any special help required to this end, e.g. in the way of
importation of additional equipment.

Statements on similar lines should be drawn up in regard to:—

The principal foodstuffs;

Fertilisers;

Steel ;

Fibres;

Transport: road and rail;

Machinery for immediate expansion of output.

IV. StateMENT or LoNg-TerM QBIRCTIVES

The above relates primarily to immediate needs. Statements on
broadly similar lines will also be required covering plans for longer
term reconstruction and development.

V. PurposE or THESE STATEMENTS

These statements will enable comprehensive schemes to be drawn
up which will show—Dboth as regards primary needs and long-term
reconstruction—

(@) what Europe needs in order to get on her feet again;

(5) how much of what is needed for the purpose can be found from
within Europe itself and how much must be found from outside;

(¢) the economic objectives towards which Europe will agree to
work, over the next four years;

(d) how long the job will take, and—assuming for example that it
will take four years—the minimum amount of help which will be re-
quired in each of those four years. Presumably this will be on a de-
scending scale.

VI. Countries To Be Coverep

More will be known about the attitude of the countries of Eastern
Europe towards the scheme after the forthcoming meeting in Paris.

It is understood that, while it is hoped that the scheme will cover
Europe as a whole, the U.S. Administration would be satisfied if it
could be started with the Western countries of Europe as a nucleus, on
the understanding that the scheme would be open to other countries if
they so desired.

VII. INTEGRATION OF PRODUCTION

Public opinion in the United States attaches great importance to
some assurance being given by the countries of Europe that their goods
and products of all kinds will be freely available to each other so that
the needs of Europe will, so far as is economically practicable, be met
from European resources, and that this should be reflected in the pat-
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tern of reconstruction and development. United States opinion is thus
thinking of a “continental” rather than a country approach to the
present trade and production problems of Europe.

The first reaction of U.K. officials to this is as follows :—

Any proposal that went so far as asking for assurances even in
principle that the European countries would constitute themselves into
a customs union would present great difficulties and would almost cer-
tainly involve delay which in present circumstances would be disas-
trous.

On the other hand, as there is a great shortage of the essential re-
sources for capital re-equipment, there is scope for considerable co-
operation between countries in order to avoid unnecessary duplication
of effort in capital expenditure.

It must be recognised, however, that schemes for integrated pro-
duction must carry some security to the producer that he will have
an assured market and to the user that he will obtain supplies.

The working out of this conception thus presents considerable diffi-
culties. But it probably presents the natural line of evolution towards
the conception of the continent of Europe as a viable economic unit.

Moreover, the position of Great Britain, which is not merely a
European country but an international trader, presents very special
difficulties.

VIII. FINANCIAL STABILITY

Public opinion in the United States also attaches great importance to
satisfactory assurances that participating countries will take all rea-
. sonable action to place their budgetary affairs in a manageable posi-
tion as soon as possible, as an essential preliminary step toward the
stability and convertibility of their currencies.

IX. Meruops oF QPERATION

While no decision has yet been reached, it is presumed at the mo-
ment that the United States Government contemplate that the immedi-
ate help required might be provided by some means which would be
generally equivalent in its financial effects to grants in aid, although
in appropriate instances the United States Government may seek
some sort of commodity consideration in connection with its strategic
stockpile programme.

The needs of long-term reconstruction should, however, be met by
the International Bank. Tt is true that the Bank has as yet only made
one substantial loan. It is thought that the Bank would be much more
ready to make funds available if :—

(@) a comprehensive scheme for Europe had been drawn up; and

(b) through the assistance of the United States, a firm ecenomic
foundation had been laid for Europe’s recovery from her immediate
problems,
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X.

It is understood that the United States Administration contem-
plate that, although the approach to the problem is essentially Euro-
pean, the arrangements for giving help for immediate needs would
take the form of a series of agreements between the United States Gov-
ernment and each of the countries concerned.

In this connection it is understood that there might well be differ-
ences in the objects or purposes for which help was given to different
countries according to the varying needs and situations of such coun-
tries. For example, help to Great Britain would not necessarily be
limited to help in regard to supplies which Great Britain draws from
the United States. In her case, the help would have to be in a form
which would enable her to obtain essential supplies from, e.g. Canada
and Latin America.

XI. Tivawa

The U.K. officials regard it as essential that the statements in IT, ITI,
IV and V should have been completed not later than 1st Septem-
ber, 1947.

[Lonpox,] 25th June, 1947.

840.50 Recovery/T-147

Memorandum of Conversation, by the First Secretary of E'mbassy in
the United Kingdom (Peterson)

TOP SECRET [Lowpox,] June 26, 1947,

Soummary or Tump Meerine oF UNpErR SECRETARY (CLAYTON AND
Ampassapor Wit Bririsa CAINET MEMBERS

Sir Stafford Cripps was not present at this meeting but Sir John
Henry Wood and James Helmore represented the Board of Trade; Sir
Edward Bridges and Sir Wilfrid Eady and Mr. R. W. B. Clarke were
present for the Treasury; Sir Orme Sargent and Sir Edmund Hall-
Patch represented the Foreign Office. As in previous meetings, Mr.
Peterson and Mr. Gunter attended for the Embassy.

Participants at the meeting had copies of the revised “aide-mémoire”
for the Foreign Secretary.*

Mr. Bevin thought the memorandum set forth accurately the views
expressed and received at previous meetings. He could not tell what
line would be taken at Paris or what the outcome would be but for
his guidance he thought he could use the memorandum with reasonable

*Copy attached to original only. [Footnote as in the source text. The aide-
mémoire is printed supra.]
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safety as an approach in the Paris discussions. While he knew the
-memorandum was without commitment he sought assurance that it
represented the U.S. Administration’s approach to the European eco-
nomic problem,

Mr. Clayton thought this was so. The memorandum contained some
things which had not been discussed in Washington, for example the
outline of the difference between the emergency phase and the long-
term phase of European rehabilitation. There had been little discus-
sion of the whole subject at Washington and none at all in the NAC,
which committee was described, and practically all of the considera-
tion thus far given—meager indeed—had been in the Department of
State.

Mr, Bevin understood that the Marshall idea encompassed a rela-
tively short-term, say four years, and involved help to Europe in its
purchases from the Western Hemisphere while Furope itself was
getting underway. This would be of tremendous help.

Mzr. Clayton said he could only indicate what he thought the Admin-
istration would recommend to Congress and believed that the British
authorities would understand this distinction in our form of govern-
ment which understanding he thought was highly important. Mr.
Clayton thought some countries would be found in no present difficul-
ties as regards their balance of payments but that these might have
some long-term development problem. For the latter the UN Organiza-
tion had established a bank.

Mr. Bevin mentioned another thought regarding the four-year term
of assistance. This was related to a question in the House of Commons
June 23 by Mr. Warbey who asked Bevin to bear in mind the impor-
tance for the U.K. of securing a balanced economic development of
Europe and ensuring that there should be no one-sided stimulation of
the industrial West without a corresponding stimulation of the agrar-
ian East.

In meeting Europe’s food needs Mr. Bevin wanted to avoid sowing
too much wheat and while he agreed with Mr. Clayton’s idea of a slid-
ing scale adjustment of agriculture in Europe he believed that if cereals
production was stimulated too much an agricultural surplus would be
created and would “burst things”. Mr. Bevin thought it best to work
to a balance in European agriculture in three years whereby it would
revert to the 193435 levels of imports of human foods.

Discussion then analyzed the prewar pattern of European food
production, Nazi methods and exceptionally high protection on grain
resulting in exorbitant prices. Mr. Bevin did not think it would be
possible for Europe to get into balanced agricultural production in
less than three years.
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Mr. Clayton mentioned the necessity of getting away from current
abnormal imports of food and fuel. He did not wish to see a return
to the abnormal grain production of the days of Hitler and Mussolini
or other artificial stimulations which affected the pattern of distri-
bution in 1936-38. Mr. Douglas mentioned that even before 1933-34
there was some artificial stimulation of wheat production in Italy.

At the end of the discussion on food production it was generally
agreed that a Buropean balance should not be supported by subsidies.

Mr. Bevin then discussed the long-term phase of European re-
covery. He assumed that if “we as a club go to the U.S. and find a
willingness to support the putting up of a plant”, he assumed that
the lending bank would give consideration to (a) repayment pros-
pects and () the rationality of the project. Mr. Clayton thought this
was correct and that rationality meant that the plant would have
reasonable prospects of economic survival.

Mr. Douglas believed the bank, for example in considering a new
steel rolling mill, would analyze existing capacity, the new mill’s
competitive position, questions of tariff protection and if the project
was not economically sound in these respects it might not receive
bank support. In this Mr. Clayton agreed. In absence of these meas-
ures on the part of the bank’s borrowers, investments markets would
not absorb the securities of the institution.

Mr. Bevin remarked that Europe was so extensively devastated
that he was anxious not to force it to export products too soon and as
repayment of loans would arise from exports he inquired regarding
the repayment terms of the International Bank.

Mr. Dalton interjected to ask the extent to which the Bank’s loans
must be at a uniform rate and at a uniform time of repayment, Mr.
Douglas theught the Bank held wide authority in these fields, Mr,
Clayton adding that certain minima in interest rates were established,
namely, 3 per cent on loans to the public, plus a 1 per cent commission
charge. Mr. Clayton mentioned 4 per cent as a minimum rate,

Mr. Dalton asked that if the Bank in making a series of loans could
balance out its aggregate position to meet the required minimum by
having higher rates and shorter repayment on one loan and lower rates
and longer repayment on another individual loan. Mr. Clayton thought
that a rate much above 4 per cent would be too high. Mr. Dalton men-
tioned that the Bank had interest-free contributions from participat-
ing governments and with reference to Mr. Clayton’s understanding
that reserves were invested in Treasury bills Mr. Dalton thought it
might be possible to place some funds in higher-yield securities thus
to permit a lower loaning rate.

Mr. Bevin suggested that at the forthcoming Paris meeting the
USSR would demand priority in its application for credits and would
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sweep other applicants aside. Mr. Bevin expected a Russian demand
in this direction and asked regarding the U.S. attitude. Mr. Clayton
sald he could not give a categorical answer regarding the .S, attitude
toward credits to Russia but stated as his opinion that there would
have to be a radical change in the Russian position regarding Euro-
pean recovery and other related matters before the American people
would approve the extension of financial assistance to Russia. Mr.
Clayton referred to the Secretary’s definition that Europe included
territory west of Asia. On this subject many things had to be consid-
ered in the U.S. But Mr. Clayton suggested that Russia did not need
food, fuel and fiber and would thus have little basis for participating
in the short-term phase. The need for short-term assistance varied in-
versely as one went east. As for food, Russia had offered wheat to
France (delivered actually 180,000 tons according to Hall-Patch) and
Mr. Clayton understood there were suggestions that Russia furnish
wheat to the U.K. The TVSSR also sent cotton to Balkan countries and
as for fuel, acquired 5 million tons of coal annually from Poland as
reparations, costing $2.50 to $3.00 a ton. Finally Russia held gold. Mr.
Clayton thought the USSR would have difficulty in making a case for
the short-term phase although for the long-term there might clearly be
a basis for Russian needs of credits for capital equipment, for recon-
struetion, development, ete.

Mzr. Bevin thought if Russia did not get in on the short-term scheme
they would not play in the Marshall program. If so, he asked Mr. Clay-
ton if the British would be supported by the U.S. in going along with
the others. Mr. Clayton replied in the affirmative.

Mr. Dalton then mentioned with regard to the long-term that Russia
was not a participant in the International Bank, and therefore, could
not borrow. However, it was open to Russia to join the Bank but as
mentioned by a Treasury representative, this seemed unlikely because
as a member the USSR would be required to reveal its gold holdings.

Mr. Bevin then brought up the question of balanced budgets in
Europe. Does this apply in the short or the long term? He mentioned
France, wherein a balanced budget might create a difficult situation.
But if a balanced budget was a consideration for the long-term that
might be reasonable for France. Similar conditions obtained in Italy.
Mr. Bevin would look with greater favor on balanced budgets as a
condition in the longer term.

Mr. Douglas referred to the text of the memorandum and the words
“ag soon as possible”.

Mr. Bevin applied this phrase to France noting the “gripes” already
arising from fiscal measures courageously introduced and said he
would not like the U.S. and the U.K. to appear as a source of pressure—
deflationary pressure upon the French people.

310-099—72——20
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Mr. Clayton thought the language of Article VIII could be accepted
by any reasonable interpretation. Mr. Dalton thought Article VIII
contemplated a manageable budgetary position, the sort of thing he
was doing in the U.K. There might be surplus one year—deficit an-
other—but over a term of years a balanced position should be sought.

Mr. Douglas agreed that Europe was in a dilapidated position, much
of which had been inherited both as regards fiscal affairs and produc-
tivity. He did not think the statement contemplated drastic budgetary
measures and thought it meant reasonable steps. Mr. Bevin interjected
that that would be satisfactory. Mr. Douglas continued that there
should be an intention to maintain a manageable budgetary position
although he realized that one government could not bind its successors.
Mr. Bevin then made what he called a friendly suggestion to the U.S.
to use cautious language in these matters. In the U.K. during the de-
pression an attitude arose tending to blame the U.S. for its difficulties
and this caused ten years of unpleasantness. Caution was therefore
warranted and he agreed the end result but said care must be taken to
avoid a political row.

Mr. Clayton suggested that in European relief as a whole the dis-
tinction between short and long term assistance might not be precise
in the thinking of various countries of Europe and the Paris meeting
would of course find it necessary to take in both problems. The only
distinction the U.S. desired was to draw a line between U.S. assist-
ance and International Bank assistance.

Mr. Bevin mentioned the attraction of the prospect of free assist-
ance for those in dire need with which Mr. Clayton agreed. Mr.
Bevin summarized that we deal with the Congress on dire needs and
on the long-term must deal with the Bank.

Mr. Bevin, outlining Paris plans, recognized the need for great
speed. He wanted a small representative body, perhaps from five
countries (mentioning France, Czechoslovakia and Italy) to work up
some proposals by early August for use in the U.S. in September.
Mr. Clayton thought this would be satisfactory and discussion then
turned on the inclusion of Italy on the committee or sub-committee,
substance of which has been previously reported.

Mr. Bevin then referred to the Mediterranean Area and expressed
hope that what he called the “Genoa cycle” could be restored. The
Board of Trade representatives confirmed the importance of this.
Bevin said he had once calculated the employment of between
750,000 and 1 million persons in the UK. depended on Italy, with
particular emphasis in South Wales.

Mr. Dalton then referred to the convertibility obligation. Con-
sidering the short period before the effective date some cases of
“squeeze” seemed likely to arise. He understood that in individual
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cases relief from convertibility could be arranged without reference
to Congress. Mr. Clayton said this was correct. Mr. Dalton added he
was merely airing his views so that if later he wished to raise the
question he would have the proper basis. Mr. Douglas mentioned that
the agreement provided for this to be done in exceptional cases.

Sir Wilfrid Eady said they had no cases at present and did not
contemplate any general escape from the convertibility obligation but
he anticipated the need for temporary relief in the case of countries
holding sterling balances with which no agreement could be reached
by July 15. He also mentioned China. The British would give an
impressive list of countries with which convertibility would be made
operative (and sterling balance agreements concluded) but they
might have to use the escape clause for India. Mr. Douglas suggested
that Mr. Dalton work out the proper procedure and inform us as
promptly as possible because advance information would avoid em-
barrassment. The information suggested would be treated with ex-
treme confidence.

Mr. Dalton closed on the note that the timetable of the Financial
Agreement was “so wrong”. He did not blame the U.S.—“it is our
fault” but he doubted whether the Bretton Woods agreements which
contemplated a five-year transition period would prove workable. In
the meantime it was difficult for the U.K. to take the burden of
convertibility.

-840.50 Recovery/6—2647 : Telegram

T'he Ambassador in the United Kingdom (Douglas) to the Secretary
‘ of State

“TOP SECRET Loxpon, June 26, 1947—7 p. m.
US URGENT  NIACT

3516. For the Secretary from Clayton and Ambassador. In discus-
sions at 10 Downing St. today Foreign Secretary sketched his plans
for forthcoming Paris meeting re FEuropean aid. Bevin wanted a
small representative body, perhaps representing five countries from
Western Europe, to prepare a program by early August for our use
and consideration in September. He hoped Italy could work on this
committee or on sub-committee but the delay in ratification of the peace
treaty kept Italy in the same category as certain Balkan countries, for
example, Bulgaria, which the USSR might nominate for the commit-
tee work Bevin contemplated.* To take a debating point away from
USSR and to have valid reason for selecting Italy and not one of

! For documentation on problems of ratification, see pp. 516 ff.
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Balkan satellites, Bevin had urged immediate ratification of the treaty
by the Italian Constituent Assembly. De Gasperi informed Bevin that
there was some difficulty because of the threatened resignation of Presi-
dent de Nicola in Ttaly but Bevin recommended extraordinary meas-
ures to get the treaty ratified.

We agree[d] to ask you to support Bevin’s efforts in this direction
and if you concur suggest Ambassador Dunn be asked to supplement.
the approaches by the British by urging De Gasperi to arrange for
immediate ratification. If time is not too short perhaps a parallel ap-
proach to Italian Embassy, Washington would be in order.

[Crayron anp Dovcras]
Douaras

840.50 Recovery/6-2647 : Telegram
T'he Ambassador in the Soviet Union (Smith) to the Secretary of State

Moscow, June 26, 1947.

2270. Pravdae Ukraine June 11 just received here carries belated but
most extensive comment on Secretary’s Harvard address noted in
Soviet press in form article by K. Morozov “Marshall Doctrine”
highlights:

“American press calculates US expended on assistance to European
countries i.e. to European reaction nearly 14 billion dollars with pros-
pect of additional 5 Ev)illion this year. More lavish its assistance to its.
European clientele cruder becomes behavior of USA. towards Euro-
pean powers. State Dept like firm governess issues instructions on
behavior to European powers administering praise and censure de-
pendent on degree of attention to Washington’s orders. Lately, for ex-
ample, Secretary gave full approval to Italian reaction’s exclusion
from govt of representatives of workers parties. . . .1

For those powers which don’t wish to barter their independence for
American dollars State Dept is not stinting in repressions and threats.
Fact that young Hungarian democracy succeeded in warding off attack
which reactionary plotters had prepared against it, that it unmasked
and neutralized agents of Horthy,” arouses righteous anger in Wash-
ington. State Dept by way of repression cancelled American loan to
Hungary and is preparing cancel considerable credit granted Hungary
by Exim Bank.?

Sinister results of Truman Doctrine, of American policy of suppeort
for anti-popular forces and regimes and of gross interference in affairs
of other countries, are felt with greater force each day by peoples of
Europe. This doctrine is spread in bloodstains on slopes of Thessalian
mountains where Greek Govt troops, equipped by British and Ameri-

! Ellipses throughout this document appear in the source text.

? Admiral Miklos Horthy, Regent of Hungary, 19201944,

*For documentation regarding U.8, relations with Hungary in 1947, see
volume 1V,
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ccans obliterate from face of earth insurgent villages; this doctrine
has contributed to bitter economic conflicts in France and threatens
French finances and whole French economy with confusion. It has
called into action black forces of reaction and oppression in Italy and
-other lands.

But even Truman Doctrine in its present form does not satisfy
appetites of American imperialists. Recent speech of Marshall at
Harvard University is evidence of even wider plans of American
reaction of new stage in Washington’s campaign against forces of
world democracy and progress . . .

If European powers work out general plan for their own salvation
and if that plan is approved by America, then America will consent to
help Europe by providing supplies and, of course, war materials.

Help will be offered only to such countries as join plan approved, or
rather more accurately, dictated by America. Those powers, to whom
this plan doesn’t appeal, are threatened by Marshall with displeasure
and with every kind of ‘counteractivity’ from Washington.

It 1s easy to see that Marshall proposes or rather demands quick
formation of notorious western bloc but under unconditional and
absolute leadership of American imperialism. Spiral of Truman Doc-
trine begins unroll. From retail purchase of separate European
countries Washington has conceived design of wholesale purchase of
whole European Continent. American horsemen of capitalist anarchy
and “free economy’ have disclosed selves as defenders of all European
plan—plan for stifling democratic progressive forces and conversion
of all Europe into colony of dollar empire . . .

It is fact dissatisfaction is growing in Congress with policy of
squandering billions on financing other countries . . . . limitation by
Congress of budgetary expenses by billion dollars was signal for
Congressmen to start finding Truman policy too unprofitable ‘busi-
ness’. This is reason why those in charge American policy have busied
selves with such enthusiasm in running up structure of western bloc.
They hope Congress will more speedily grant new billions for ‘busi-
ness’ on European scale than on receipt of promissory notes from
separate governments,

Whatever doctrines invented by American imperialists for enslave-
ment of European peoples, their plans will only result in same in-
glorious failure which marked end of certain attempts create new
order in Europe.”

Repeated London 262, Paris 252,
SyrTH

840,50 Recovery/ 62647 : Telegram
The Secretary of State to the Embassy in the United Kingdom

TOP SECRET WasHINGTON, June 27, 1947—7 p.m.

2776. For Clayton and the Ambassador. Ur 3516 June 26. Dept has
from time to time endeavored persuade Itals for their own good
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expedite treaty ratification, and reports from Dunn and Ital Amb
Wash indicate Ttal Govt will act as rapidly as Ital political situation:
permits. We have however resisted numerous Brit proposals to join:
them in exerting pressure on Itals, feeling such pressure would
strengthen stand of Ital opponents of ratification and place Ital Govt.
in difficult position.

Pls inform FonOff and if possible get word to Bevin in Paris
that we are convinced Ital Govt is aware of advantages early
treaty ratification and will in fact ratify shortly. We do not agree
however that Ital ratification is necessary before Italy can participate
in discussions European aid. In fact, it seems wholly unrealistic to
erect legalistic barrier to participation country whose economy bulks
so large in European economy and whose recovery is essential to eco-
nomic health of Europe and world. You shd add that we therefore
feel Ttaly shd be brought into discussions at earliest possible date and
would be keenly disappointed if Brit were to fail to support Italy for
membership suggested committee.

MarsHALL

501.BD-Europe/ 6-2747 : Telegram

T he Ambassador in France (Caffery) to the Secretary of State

SECRET Parts, June 27, 1947—11 a.m.

2548, Bidault told me last night that immediately upon his arrival
Molotov asked him what he and Bevin had done behind his back.
Bidault denied that they had done anything behind his back ; said they
met and agreed to invite Molotov to join them. Bidault said that he is
leary of ECE and sympathizes with our point of view. He added that
he hopes that Molotov has come here to cooperate, but whether he
cooperates or not, France is determined to go ahead.

Finally he said: “I was frightened this morning by the newspaper
account of some remarks of your Secretary of the Treasury but since
T have seen the way your Radio Bulletin carries it and I feel better.!
However, I devoutly hope that in case we on our side do accomplish
something your Congress will do its part. If they failed us it would
be sheer disaster here.”

Sent Department as 2548 ; repeated London as 486.

CAFFERY

! See Department of State Wireless Bulletin, June 25, 1947, for the substance
of Secretary Snyder’s press conference comment and subsequent statement con-
cerning Secretary Marshall's proposal that the initiative for drafting a European
recovery program come from Europe.
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840.50 Recovery/6-2847 : Telegram
The Ambassador in France (Caffery) to the Secretary of State

TOP SECRET Paris, June 28, 1947.
TURGENT NIACT

2577. 1 have just seen Duff Cooper who has given me a confidential
account of the first Bevin-Bidault-Molotov meeting which opened
at four o’clock this afternoon.!

At the outset, the question of how the press should be handled was
raised by Bidault who said they should be told everything or nothing.
It was agreed that for the present and until there was some progress
to report the meetings would be secret with no press handouts of any
kind whatsoever.

Molotov then said he wished to inquire what additional information
the French and British Governments had received from the United
States Government, other than had been contained in the Secretary’s
Harvard speech.

Bidault and Bevin both replied that there had been no additional
information from the US Government. Bevin added that he had seen
Under Secretary Clayton in London but that the latter had nothing
further to add to the imative [énitiative?] which the Secretary had
suggested that the European countries should take,

Molotov then said he wished to ask what agreements the French
and British had arrived at during the Bidault-Bevin talks last week.
Bevin and Bidault replied that the only decision they had made was
to invite Molotov to meet with them to discuss a European economic
plan as set forth in the terms of the invitation.

Bidault then distributed several papers. The only important one
being a tentative form of agenda relating to the ad hoc committees
outlined in my 2412, June 18; 2423, June 18 and 2440, June 19.2

It was then after six o’clock and Bidault suggested that the meeting
might adjourn until tomorrow to give the delegations time to study
the papers.

At this juncture, Molotov said that he wished to make a proposal.
Since none of the three governments knew anything more about the
seriousness of the United States Government’s proposal than had

! The meeting actually was held on June 27. In telegram 2580 from Paris, not
printed, Ambassador Caffery conveyed the French account of the meeting, given
to him by M. Couve de Murville of the French Foreign Ministry.

2 Telegram 2428 not printed. The Ambassador also transmitted the texts of the
papers tabled by the French at the meeting in telegram 2581; for texts of the
papers, see French Yellow Book, pp. 25-217.

In London telegram 3564, June 28, 7 p.m., Ambassador Douglas cabled a
“personal message” from Mr. Bevin to Secretary Marshall which described the
meeting in general terms (840.50 Recovery/6-2847),
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been contained in the Secretary’s speech, he proposed that they should
-ask the United States Government:
1. The exact sum of money which the United States was prepared to

advance to aid European recovery. )
2. Whether the United States Congress would vote such a credit.

Bevin at once replied that he could not agree to such a proposal.
In the first place, he said, in a democracy the Executive Branch of
‘the Government cannot engage the responsibility of the Legislative
Branch. Secondly, the Secretary’s speech bad not contained any
United States offer of any specified sum of money but had suggested
that European countries get together and formulate a constructive
plan for European rehabilitation, Thirdly, debtors do not lay down
conditions when seeking credits from potential creditors. It was
therefore imperative that they get down to business and work out a
-coherent plan.

Bidault then said he agreed with Bevin. However, since a passage
in the Secretary’s speech seemed to suggest that the United States
‘Government might be willing to assist in the drafting of European
‘plan, he proposed that the three governments might ask the United
‘States for more specific enlightenment in this regard.

Bevin replied that he interpreted the passage in question to mean
that after a European plan had actually been drafted by the Kuro-
pean states, the United States would be willing, if the plan were
realistic, to assist in the final stages, but that until such a plan had
‘been drafted he did not think that any useful purpose would be served
by Bidault’s proposal.

It then being eight o’clock the meeting was adjourned by unanimous
-consent. The Soviets requested that it not be reconvened until four
tomorrow afternoon in order “to have sufficient time to study the
French papers”, but obviously, as Duff Cooper put it, to gain time
for further instructions from Moscow.

In conclusion Duff Cooper remarked to me that the Soviets today
were obviously feeling out the ground and sparring for time. “Molotov
:after the meeting and indeed during it was comparatively affable”.

Duff Cooper is not sure what line Molotov will next take but said
that Bevin is determined not to let the Soviets get away with any
-obstructionist or delaying tactics. The British, he said, realize the
vital importance of meeting rapidly and courageously the Secretary’s
suggestion. He believes that Bidault recognizes this equally well and
will go along in this sense, although “Bidault’s position is more diffi-
cult because of the strength of the French Communist Party.[”]
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In Duff Cooper’s opinion, the outcome of the present conference
depends on what develops in the next two days.
CArrERY

840.50 Recovery/6-2847 : Telegram
T he Ambassadorin France (Caffery) to the Secretary of State

SECRET Paris, June 28—midnight.
TRGENT

2586. Duff Cooper described today’s meeting, which lasted only from
five to eight, as “unsatisfactory and inconclusive”. (My telegram 2577
of June 28). Main items of discussion were:

1. Molotov was persuaded to drop his proposal to ask the US how
much aid they were prepared to give.

2. Russians presented an agenda similar to that which the French
had presented (central steering committee and ad Aoc committees).

3. Russians opposed any inquiry being made into the resources of
European nations. (Duff Cooper believes that the conference will
probably split on this and that the French will side with the British).

4. Agreement that Germans would only be represented by the oc-
cupying powers.

Duff Cooper added that the French had showed “surprising firm-
ness” at today’s meeting.

Bevin is “not keen” on the inclusion of Italy because it might in-
volve the inclusion of one of the Soviet satellite countries although
the French share our opinion on this.

CArrERY

840.50 Recovery/6-2947 : Telegram
The Ambassadorin France (Caffery) to the Secretary of State

SECRET Par1s, June 29—1 p. m.
NIACT

2588, Couve de Murville has just given me an account of yesterday’s
meeting (my 2586, June 28). He said that at outset of the meeting
Molotov stated that the Soviets did not agree with certain of the pro-

osals contained in the paper which the French had tabled the
| preceding day. In particular, the Soviets felt that inquiry into the re-
sources of European nations would violate the sovereignty of the indi-
vidual countries. He went on to say that the Soviet view was that each
individual country should make its own study as to its needs which
would establish the amount of credit it needed from the US. The coal



300 FOREIGN RELATIONS, 1947, VOLUME III

[total?] credits of all the participating countries would then be pooled
and this figure would be transmitted to the US Government as the
credit needed for European reconstruction. In other words, as Couve
put it, “The Soviets want to put the United States in a position where
it must either shell out dollars before there is a real plan or refuse
outright to advance any credits.”

Both Bevin and Bidault strongly opposed this suggestion on the
grounds that it did not constitute a European plan such as envisaged
by Secretary Marshall and that it would not provide for maximum
utilization of the sources of the individual European countries for the
benefit of Iiurope as a whole.

The question of what European countries should participate was
then discussed. The French proposal envisaged the participation of
all uropean countries except Spain, which would be “provisionally”
excluded. (Couve believes the British are disposed to go along on this).
Molotov said that Soviets felt that only Allied countries which had
suffered from the ravages of war should participate directly in the
plan. The satellite and ex-enemy states could participate indirectly in
a “consultative capacity”. Bidault then made a strong plea for Italian
participation on which Molotov made no comment.

Molotov then stated that he wished to talk about the question of
German participation. He said that since the German question was to
be discussed in the CFM meeting in London next November, he did
not see how Germany could be represented until important decisions
on Germany’s future had been reached by the Council of Foreign
Ministers, Both Bevin and Bidault rebutted this view and said that
in view of the importance of German coal for Europe, in view of
Germany’s food problem, et cetera, they believe it indispensable that
Germany should be represented in the planning stage by representa-
tives of the Allied occupation powers.

With reference to Molotov’s previous proposal that information be
immediately requested from the US Government (my 2577, June 28),
Couve said that Molotov had not raised this question again and he
shares the British belief that it has probably been abandoned although
he admitted that with the Soviets it was always possible they might
return to it.

In summing up, Couve stated that it was abundantly clear that the
Russians are in no hurry to get on with the meeting. Molotov, he
said, has been unusually mild and the French believe that the Soviets
wish at all cost to avoid giving the French or the British a valid pre-
text to break with them.

Couve believes that the Soviets will continue to proceed cautiously.
He said that they are highly suspicious and at all costs do not wish
to be helpful in setting up any plan which will permit the United
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States to exercise influence in Europe. On the other hand, Bidault
and Bevin are determined, he said, not to let the Soviets sabotage their
efforts to formulate a realistic and effective plan.*
The three Foreign Ministers will not reconvene until tomorrow
(Monday) afternoon at 4 o’clock.
Repeated Geneva 62 for Clayton.
CAFFERY

*In London telegram 3568, June 29, not printed, Ambassador Douglas trans-
mitted Foreign Secretary Bevin's record of the meeting as well as the text of a
personal message from Bevin to him, as follows: “I am asking that you should be
shown my summary report of yesterday’s meeting (June 28).

“You will see that there is a wide difference between Russians and ourselves as
to what should go into the programme. They want to confine it to an uncoordinated
statement of requirements on a national basis, without any attempt to present a
constructive plan or to indicate what Europe can do to help herself. I propose
to continue to insist that the only procedure likely to produce the desired results
is a programme, which provides for the maximum of self-help and makes a
demand on the US with respect only to residual requirements.

“M. Bidault is taking similar line.” (840.50 Recovery/6-2947)

840.50 Recovery/6—2947 : Telegram
The Ambassadorin France (Caffery) to the Secretary of State

SECRET Paris, June 29, 1947—4 p. m.
URGENT

2590, Bidault told me this morning he is very “uncertain”. “Molo-
tov”, he said, “clearly does not wish this business to succeed but on the
other hand his hungry satellites are smacking their lips in expectation
of getting some of your money. He is obviously embarrassed”.

Bevin told me this morning he is not optimistic. “Molotov is drag-
ging his feet. However Bidault and I gave him to understand yesterday
that we are determined in one way or another to go ahead with this
with or without him”. '

CArrery

840.50 Recovery/7-147 : Telegram
The Ambassador in France (Cajfery) to the Secretary of State

TOP SECRET Parrs, July 1, 1947,
URGENT  NIACT

~ 2603. For the Secretary of State. Bevin asked me to come to see him
at 10 this evening.! He said that to all intents and purposes the con-
ference had broken down today, that it would probably terminate

! June 30. The telegram was received in Washington at 1:11 a. m. on July 1.
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tomorrow and that he wished you to know exactly what had happened
and where he stood.

He began by stating that after the French had tabled their proposal
Friday? (my 2577, June 28) and the Soviets had taken an ob-
structionist position on both Friday and Saturday® (my 2588,
June 29) he had decided that the issues should be clearly stated
and “laid on the line.” Accordingly he had taken the French proposal
(my 2581, June 28 *) and reduced it to a “single page” which embodied
the French suggestions “but stripped them of words” (text of Bevin’s
(1) stripped proposal as well as his (2) clarifying statement which
he made when the conference reconvened at four this afternoon s is
transmitted in my immediately following telegram.s)

Bevin sent his “single page” paper to Bidault and Molotov at eleven
this morning.

When the conference convened this afternoon at four, Molotov im-
mediately got to his feet and reiterated all his arguments of last
Friday and Saturday to the effect that “there could be no infringe-
ment on the sovereignty of FEuropean states; that they should in-
dividually establish their needs and submit the total dollar costs of
their combined needs to the US Government and ask it if it were
prepared to advance the necessary credits; ete. .”

Bidault then took the floor and in a “very strong statement” sup-
ported Bevin’s stand.

At this juncture, Molotov was handed what Bevin described as
“an obviously partially decoded telegram from Moscow.” In brief,
“1t reviewed all his previous arguments and added nothing to what
he had previously elucidated.” (Bevin said the telegram from which
Molotov read was without doubt Moscow’s reply to the paper he had
given Molotov at eleven this morning).

Bevin then replied to Molotov: “I said with a smile, in effect what
you are asking the United States Government to do is to give us a
blank check. If I were to go to Moscow with a blank check and ask
you to sign it I wonder how far I would get with your end.”

Bidault supported Bevin again and the meeting adjourned on this
general note.

Bevin then went on to discuss with me the implications of today’s
conference. He said that Bidault had shown “great courage and had
given the fullest, and even surprisingly, solid and wholehearted sup-
port having in mind the present critical state of French internal
politics.” He continued, “this conference will break up tomorrow.
I am glad that the cards have been laid on the table and that the

® June 27.

3 June 27 and 28.

* See footnote 2, p. 297.

5 June 30.

® Telegram 2604, July 1, not printed. For texts of Mr. Bevin’s proposal and
statement, see French Yellow Book, pp. 47-48,
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responsibility will be laid at Moscow’s door. They have tried to
sabotage it in the conference room from the very beginning as I
knew they would. In addition, however, Molotov after pressing for
secrecy gave a complete handout of the Soviet position to the Tass
Agency (my 2600, June 30 7). Accordingly I have given to the press
this evening my clarifying statement made at the conference this
afternoon (paragraph two (2) above) and I hope that it will convey
clearly to your people where we stand.”

“In the face of the breakdown this conference, which I had antici-
pated and even wished for—given my certainty that Molotov had
come to Paris to sabotage our efforts—I wish to raise another point:
whereas we (the British) are determined to go forward and do every-
thing in our power to take advantage rapidly of the initiative—indeed
the life-line thrown us by Secretary Marshall—and I must point out
that my position with the Labor Party is happily strong—the French
are in a very dangerous position both politically and financially. T re-
peat that the French have supported me wholeheartedly and with great
courage in view of the precarious French political situation.® If the
French in the face of the position they have taken and facing the
critical political considerations they must meet in the next three
weeks—have no hopes for even interim credits which can hold out
to the French public until we can work out a plan to save Western
Europe, I fear greatly that they may waver at a time when the battle
can be won. If they stand with us I hope you will not abandon them.
Give them something to hope for.”

In conclusion Bevin said that after the conference breaks up to-
morrow he intends to send you a message on Wednesday giving his
over-all views of the situation. There is no doubt in my mind that he
is determined to do his utmost to produce a worthwhile plan and to
bolster and encourage the French to go along wholeheartedly despite
their critical internal political situation.

Repeated to Geneva for Clayton, repeated to London for Douglas.

CAFFERY

7 Not printed.
8 For documentation on the situation in France, see pp. 688 ff.

840.50 Recovery/7-147 : Telegram

The Ambassador in France (Caffery) to the Secretary of State

SECRET Par1s, July 1, 1947—11 a. m.
URGENT  NIACT

2606. For the Secretary. I have just seen Couve de Murville who
confirms in detail the information given me by Bevin last night (my
2603, July 1). Couve also gave me text of proposal which Molotov
tabled yesterday, which is being transmitted in my immediately follow-
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ing telegram.! The Molotov proposal is simply a résumé of position
he took on Friday and Saturday.

Couve expects conference to break up shortly after it reconvenes at
4 o’clock this afternoon. He said that French regret that Soviets will
not cooperate because it means that they will prevent countries of
central and eastern Europe from cooperating in an effective European
plan, Despite this he said French are as determined as British to try
and work out an effective plan for western Europe. He believes Dutch,
Belgians, Italians and possibly Denmark will be willing to join with
them but at this juncture he is still not sure which, if any, other coun-
tries will be willing to go along.

He concluded by stating that French believe their efforts to include
Soviets were worthwhile particularly since it should establish clearly
to everyone that it is Moscow which has refused to cooperate.

Sent Department; repeat London as 503, repeated to Geneva for

Clayton as 69.
CAFFERY

* Telegram not printed. For text of this proposal, see French Yellow Book,
Pp. 49-50.

840.50 Recovery/7—-247 : Telegram

The Ambassadorin France (Cajffery) to the Secretary of State

SECRET Paris, July 2, 1947—noon.
NIACT

2631. Bevin says that at yesterday’s session the French produced
a proposal* “to reconcile the difference of views”. Bidault said that
“Europe must put up a coordinated plan of her economy” and that the
United States would then be in a position to supply “the supplement”.
Europe was to help itself and this could be done without any “inter-
ference with sovereignty”.

Molotov’s first remark was with regard to a statement made by
Bidault that German production was of interest, but would, of course,
have to be dealt with subject to the assent of the four occupying powers.
He asked whether Germany would be expected to contribute to the
recovery of Europe before taking care of reparations. He then added
that he had just received the French proposal and suggested that the -
meeting be adjourned until tomorrow in order to consider it.

Bevin then said that he would agree to adjourn on the understanding
that an agreement would be reached tomorrow.

* For text of this proposal, see French Yellow Book, pp. 55-57.
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Bevin tells me that if Molotov comes out with a proposal tomorrow,
it will be examined. If there is no modification in Molotov’s attitude,
he said, the British were prepared to go along without the Soviets and

he expected the French to stay with them (the British).
CATTERY

840.50 Recovery,/7-247 : Telegram
T'he Ambassador in France (Caffery) to the Secretary of State

SECRET Paris, July 2, 1947—noon.
URGENT NIACT

2633. My 2631, July 2. Referring to yesterday’s meeting Couve
de Murville tells me that the French decision to submit a final com-
promise proposition was dictated not in the belief that it would be
acceptable to the Russians but for reasons of French internal politics.
He explained that although the wording of the original French pro-
posal had been modified the basic Franco-British position had not
been changed in the latest draft. Therefore, in the absence of a reversal
of Soviet position Molotov would be obliged to refuse it. Couve said
that Bidault feels that a Soviet refusal after this last French effort
at compromise will greatly strengthen the French Government with
French public opinion; will tend to disarm the French Communists
who may be expected to attack the plan; and will make it much
easier to proceed with the British to draw up a European plan with-
out the Russians.

Bidault opened yesterday’s meeting by tabling the new French
proposal. Molotov made little comment other than to say that he would
have to study it but that a superficial perusal did not indicate that
the French paper differed greatly from the one which they had
previously submitted. Molotov then said that before adjourning he
wished to ask Bidault two questions:

(1) Isit correct that the French proposal envisages the immediate
utilization of German resources to meet the needs of the countries
which will participate in a European plan without reference to
reparations? In other words, has the French Government changed
its views on German reparations and does it favor turning over in-
creased German production for use in European reconstruction before
reparations are made?

(2) Does the French proposal mean that the French Government
now favors raising the level of German industrial production?

Bidault replied evasively that the question of Germany had been
and would continue to be the subject of discussion by the four oceupy-
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ing powers, et cetera, and that at this juncture the questions did not
appear to relate to the question at issue.

Molotov then asked that the meeting be adjourned until this after-
noon at 4 o’clock, Bevin immediately proposed instead that the meeting
recess and meet later in the evening. Couve said “Molotov insisted on
adjournment until today, obviously in order to refer the French pro-
posal back to Moscow for final instructions.” Bevin said he would
agree if it were clearly understood that final agreement or disagree-
ment between the three would be reached today. The meeting ad-
journed on this note.

Couve said that while there is always a possibility that Moscow may
make an about-face, he does not believe that the Soviets will go along
and he expects the meeting to break up today. If this occurs he says
the French feel that the extra day’s delay entailed by their final pro-
posal will have been more than worthwhile from the point of view of
French public opinion.*

CAFFERY

! Foreign Secretary Bevin conveyed substantially the same information to
Ambassador Douglas, who reported it to the Department in telegram 3637, July
2, 1947 from London, not printed (840.50 Recovery/7-247).

840.50 Recovery/7-347 : Telegram

The Ambassador in the United Kingdom (Douglas) to the Secretary
of State

'TOP SECRET Loxvpow, July 3, 1947—3 p. m.
3644. For the Secretary from the Ambassador. Mr. Bevin has asked
me to send you the following report of yesterday’s meeting in Paris:

“The final meeting of the 8 Foreign Ministers took place today. Mol-
otov adopted a completely uncompromising attitude towards the
French proposal, churning out in even stronger terms than before the
Soviet accusations that the preparation of an over-all programme
meant that smaller European States were being subjected to Big
Power domination and would involve interference with national sover-
eignty. He concluded with a warning to the British and French Gov-
ernments that action, if persisted in, would have grave consequences.
Tt would result not in the unification or reconstruction of Europe but
in a division of Europe into two groups.

2. Bidault made a moving and eloquent reply in which he vigorously
repudiated Molotov’s accusations and hurled back the gage by saying
that it was Soviet Russia, by her action, which was dividing Europe
into two groups.*

1 For texts of the statements made by Messrs. Molotov and Bidault at the July 2
meeting, see French Yellow Book, pp. 58-65.
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3. I said that Molotov’s statement was based on a complete travesty
of the facts and entirely misrepresented the position of the British
Government. Mr. Molotov presumably repeated misrepresentations
like this in the hope that by constant repetition they would be believed.
I referred to the high hopes with which we had come to Paris and to
my own efforts in the past to ensure that Europe was not divided into
two hostile camps. Our policy was to cooperate with all and dominate
none. With regard to the division of Europe, nobody had striven more
than I for the unity of Europe, including the political and economic
unity of Germany. I noted and regretted that M. Molotov had ended
with a threat. Great Britain on other occasions had been threatened
with grave consequences. Such threats had not and would not cause us
to hesitate to pursue what we considered to be our duty. Therefore,
we intended to proceed with the line of action which we had advo-
cated in as close association as possible with the United Nations and
should keep other governments informed whether they could see
their way open to cooperate with us or not. We hoped that by our
work we should be able to refute the nasty suspicions expressed in
the room today.

4. Molotov said that he hoped the world at large would acquaint
itself with the proposals of all three delegations. After being assured
by Bidault that the full texts of the various proposals would be pub-
lished Molotov said that he would consider it his duty on his return
to Moscow to report what had been said and done in Paris. Bidault
remarked that the French Government felt bound to pursue the study
called for by Marshall. I said that I would also report to His Majesty’s
Government, and that I hoped we might yet find a common ground
by which to lift Europe out of the misery in which war had left her.
- T added that I must make it clear that we intended to cooperate with
such European states as were willing in the restoration of war-
shattered Europe. The Conference then ended.

5. I am seeing M. Bidault early tomorrow when we hope to agree
on a joint invitation to all European Governments (except Spain)
to collaborate in appropriate degrees in the preparation of a reply
to Mr. Marshall’s suggestion.

6. The most satisfactory feature of these talks has been that the
French have been quite unwavering in their attitude on the basic
issue and I am sure that we can count on the full collaboration of
the present Government in the work which we are now setting in hand
together.”

Mr. Bevin has informed me that he will be telegraphing to Wash-
ington the text of the invitation to European Governments as soon
as this is agreed with M. Bidault today.

Mr. Bevin returns from Paris today, and I am seeing him at 6:15
this afternoon. ;

Repeated to Geneva for Clayton as 72.

: Douaras
310-099—72— 21
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840.50 Recovery/7—347 : Telegram
T he Secretary of State to the E'mbassy in France

SECRET WasHiNgToN, July 3, 1947T—4 p. m.
URGENT  NIACT

2450. For Caffery from the Secretary. Please deliver immediately
the following personal and private message from me to Bidault and
Bevin:

“I have followed with complete understanding the course of your
patient efforts to find agreement with the Soviet Government on a
broad and constructive approach to the problems of European re-
covery. We realize the gravity of the problem with which you have
been confronted and the difficulty of the decisions which you have
been forced to take. At least the Soviet attitude in these questions has
been clarified at this stage and will not continue to represent an un-
certainty in the working out of a recovery program for other countries.

“We here are prepared to do all in our power to support any genuine
and constructive efforts toward the restoration of economic hesﬁth and
prosperity in the countries of Europe.”?*

MarsHALL

1 Marginal notation by the Director of the Office of European Affairs (Mat-
thews) : “Approved by the President, the Secretary and Mr. Lovett in draft.
HEF.M."”

840.50 Recovery/7-347 : Telegram

The Ambassadorin France (Caffery) to the Secretary of State

SECRET Paris, July 3, 1947—6 p. m.
NIACT

2667. Couve de Murville and Alphand* have just given me confi-
dentially the text of the invitation agreed to by Bevin and Bidault
at their meeting this morning (my 2656, July 3) which they state will
be sent to 22 European countries tomorrow (excluding Spain and
Russia and including Turkey). They also gave me the text of the pro-
posals which will accompany the invitation. I am transmitting trans-
lations of both these documents in my immediately following telegram
for the Department’s confidential information.?

Couve told me that I was to be given officially the texts tomorrow.?

Ai;?E'IerVé Alphand, Director of Economic Services, French Ministry of Foreign
airs,

? Paris telegram 2668, July 3, not printed. In Washington, the British Embassy
transmitted texts officially to the United States Government in a note of July 4,
not printed (840.50 Recovery/7-447). For texts of the invitation and accompany-
ing proposals, see French Yellow Book, pp. 690-74.

% “I;‘oor tgg:t of the French note to the U.S. Embassy, July 4, see French Yellow
ook, p. T6.
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Both Couve and Alphand expressed the opinion that the results of
the Three Power conference have the gravest implications and that
Europe now stands at the crossroads. The Russians, they said, believe
that the European nations will not be able to draw up an effective plan
and more particularly that the US will be unwilling to advance the
credits necessary to make it work because the Soviets believe that the
US will undergo a profound depression within the next 18 months.
They believe that the Soviets are counting on this depression to put
an end to the American aid for European reconstruction. This will
mean that European economies will disintegrate and economic, social
and political chaos will follow, When this catastrophe occurs the
Soviets hope to take over the Western European countries with their
well organized Communist Parties.

In conclusion Couve said that the French had for internal political
and other reasons never wished to take the lead in establishing a
European bloc.

“The Soviets, however, by their actions there have forced Europe to
band together to save itself. They are the persons who have established
the European bloc. It is now up to the European countries and to the
US to see that such a bloc succeeds. We intend to publish all the papers
on the Three Power conference in French and English * and we hope
they will be widely read and understood by the American people and
the American Congress and that Moscow’s desire to sabotage Euro-
pean reconstruction will be as clearly revealed as is our determination to
do everything within our power to save ourselves and to profit from
the splendid initiative taken by Secretary Marshall.”

Sent Department 2667 ; repeated London 513, Geneva for Clayton 73,
Moscow 404, Rome 158,

CAFFERY
* For references to the publications see footnote 1, p. 259.
840.50 Recovery/7—347 : Telegram
The Secretary of State to the Consulate at Geneva
SECRET WasHiNegTON, July 3, 1947—10 p. m.

TURGENT

730. For Clayton.* Inability of Bevin, Bidault and Molotov to reach
agreement on basic approach to formulation of European recovery
plan suggested by US makes it seem extremely unlikely that any con-
structive action along this line could now be achieved in ECE. Soviet
opposition to program of mutual assistance and cooperative attempt to

* Under Secretary Clayton had returned to Geneva as chief of the U.S. Delega-
tion to the second meeting of the Preparatory Committee of the United Nations
Conference on Trade and Employment. For documentation concerning this
conference, see volume 1,
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formulate solutions to common problems is contrary to spirit if not
letter of para 1 (¢) ECE terms of ref. It is of greatest importance that
US continue to support concept of prompt and effective cooperation
and mutual assistance, which is underlying principle of UN as well as
Marshall proposals. Assumed British and French will not favor dis-
cussion Marshall proposals in ECE. However, if any discussion of
Secretary’s suggestion for formulation of recovery program comes up
in ECE or in conversations with delegates, US reps should continue
to hold position that means for working out cooperative recovery pro-
gram including place of ECE, should primarily be decided by Eur
countries, that US does not believe solution of rehabilitation problems
can be achieved through relief operations but only through measures
which lead directly to ability of Europe to support itself by normal
economic transactions in Europe and with rest of world. Relief, grants
and loans must be temporary expedients. Although ECE was created
to facilitate concerted action for reconstruction, most important to
use whatever means will result in prompt and effective action. If de-
cided to act outside ECE, which is still in organizational stage, liaison
with ECE could and should be established.
Sent Geneva 730, repeated London 2898, Paris 2475,
MarszALL

840.50 Recovery/7—447 : Telegram

The Ambassador in the United Kingdom (Douglas) to the Secretary
of State

TOP SECRET Loxpon, July 4, 1947—1 p. m.
URGENT  NIACT

3668. For the Secretary. Had a long conversation with Bevin last
night covering the Paris Conference of the three Foreign Ministers.
He said that because of the very shaky political position of France
and the strength of the Communists, Bidault had acted with very great
courage, particularly was the position he had taken brave because
Molotov had come with more than 100 in his entourage who had been
carefully selected, he thought, because of their contacts with the French
Communist organizations. These agents had attempted through the
French Communists to put as much pressure as possible on Bidault
and Ramadier. Notwithstanding, however, the influence the Commu-
nists brought to bear, Bidault had stood by his side with great firmness
and Ramadier had given complete support. He said that both the
French and he though[t] they had done everything which they reason-
ably could to prevent a breakdown without frustrating the prompt
development of the program, had taken great risks. (I have formerly
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reported to you Bidault[’s] and Bevin[’s] respective responses to
Molotov’s “curiously worded warning”).

While Bevin was worried about the effects of the impasse, he was,
he said, more worried about the United States. Would she provide in
time the assistance which Europe desperately needed ? He was worried
about the Soviets because he interpreted Molotov’s warning to mean
that they would use a very [every?] subversive device to prevent other
European nations from joining in the formulation of a program and
would employ every method to create internal trouble.

He believed that France would stand firmly in the immediate future,
but, that sometime, probably after the first meeting of the Cooperative
Committee, if we could find some method of giving France some
immediate and temporary assistance, it would have the effect of as-
suring French stability until such time as Congress might act. He
was hopeful that we would be able to include the UK in this but
that he was more concerned during the interim period with France
than with the UK. T reminded him of our reluctance to act in a piece-
meal way.

He went on to observe that the program would be completed by
the first of September, but that we would be kept completely in-
formed from time to time in the intervening period of the progress
and development of the program in all of its details. This, he said,
would enable us to digest the programme before it was finally formu-
lated and would enable us, if we so concluded, to call a special session
of Congress sooner than would otherwise be the case. If, he said, no
action is taken by the United States until late fall or winter, he
thought that France, and with her most of Europe, would be lost.

I asked him what nations in his judgment would join and made
particular reference to Holland and Belgium which, because of their
overseas possessions and the pool of natural resources, when combined
with the resources of the British commonwealth, the British Crown
colonies and the French colonies could make available on their own
account large volume of raw materials for the reconstruction of
such European countries as joined in the program. He replied that he
was confident that Holland and Belgium would join (I have already
given you his views about France), that Molotov had made particular
reference to Norway and Bevin doubted, therefore, whether she would
come in; that Sweden might join although she was in a difficult po-
sition; that while it was clear that Czechoslovakia and Poland want
to participate, he questioned whether they would be permitted to do so.
As to Austria, he was doubtful (I emphasized your concern with
Austria). In regard to Italy, he said that she had been so vacillating
and was under such pressure from Communists that while he recog-
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nized the extreme importance of Italian participation; he could not
now give positive assurance that she would enter the scheme with
them and he expressed the hope that such pressure as we could legiti-
mately bring on Ttaly to participate would be exerted. Switzerland
would participate.

If Poland does not participate, he emphasized his opinion that we
should not at this juncture by-pass the European program and the
Committee on Cooperation by making credits available to Poland
either through the International Bank or from some other American
source.

TInvitations to all European countries, excepting Spain and Russia,
will be sent out today and the first meeting of the Committee on
Cooperation will be held on the tenth. He had himself suggested that
Paris be the center for the Committee’s work because he wanted to give
France a feeling that she was important, restore her confidence, and
thus give strength and support to her and particularly the Ramadier
government. _ :

Asto the western zones in Germany and coal production in the Ruhr
he had reviewed the proposals put up by Clay and Robertson and felt
that unless we made some commitment that the coal properties, even
though temporarily held by trustees or custodians, would be ultimately
publicly owned, we would lose Germany to the Communists. He also
referred to difference between US and UK proposals and stated UK
plan for custodian under land [sic] was consistent with US position on
decentralization.

I replied by referring to contemplated meeting in Washington at
which presumably these questions would be discussed.

Bevin said he was meeting trade union leaders today to stiffen their
support of his actions.

I suspect that Bevin’s views regarding socialization Ruhr coal at
least partly influenced by his need for strong trade union support and
his fear that it may not be sufficiently strong if he even temporarily
abandons programme for public ownership of German coal properties.

Doucras

840.50 Recovery,/7—447 : Telegram
The Ambassador in France (Caffery) to the Secretary of State

SECRET Paris, July 4, 1947—2 p. m.
URGENT  NIACT

2679. For the Secretary. I handed your message* to Bidault who
was delighted. He said that he was particularly appreciative of your
understanding his difficulties. He went on to say that he and Bevin are
prepared to go full speed ahead and that they will first of all examine

1 This is presumably a reference to telegram 2450, to Paris, July 3, p. 308.
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just what the interested countries can do for themselves, either directly
or by interchange, in the way of coal, wheat, steel and transportation.
He said that he apprehends that some of the satellite countries will
accept the invitation primarily to make difficulties. He has heard
rumors that the Swiss will not take part and are even talking on the
subject with the Scandinavian countries. If true, he would regret it.
He has had conversations with Bevin about Germany and fears
there will be trouble in arriving at an agreement. He does not like the
British idea of socializing the Ruhr mines, and among his reasons is
the fact that French interests own a few of the mines. He is not hostile
in principle to raising production levels in Germany but can give no
blank check. In regard to Germany he will be subject to attack here
on the one hand by the French Communists and on the other by De
Gaulle’s friends. The Gaullist press is already showing signs of this.
He is not apprehensive of any immediate unusual trouble here from
the French Communists. In fact, he believes that the Soviets will strike

first elsewhere but he does not know where.
CAFFERY

840.50 Recovery/7-747 : Telegram .

The Counselor of Embassy in Poland (Keith) to the Secretary of State

SECRET Warsaw, July 7,1947—5 p. m.
1064. When Ambassador Griffis* called on Foreign Minister today
latter took occasion to say that although final decision had not been
made he certain Polish Government would accept British-French in-
vitation and be present at meeting in Paris. This decision is different
from that which was anticipated by British for British Ambassador
told Ambassador Griffis evening sixth that neither he nor Bevin
expected Poles would participate.
Sent Department 1064.
Kerra

' Stanton Griffis was actually the appointed ambassador, sinee he did not
present his credentials to President Boleslaw Bierut until July 9. See telegram
1089, from Warsaw, p. 320.

840.50 Recovery/7-747 : Telegram

The Ambassador in Czechoslovakia (Steinhardt) to the Secretary
of State

SECRET Prama, July 7, 1947—6 p. m.
URGENT

847, For Clayton. When British and French Ambassadors called
on Masaryk * July 4 to tender invitation to Paris Conference, Masaryk

* Jan Masaryk, Czechoslovak Minister of Foreign Affairs.
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accepted invitation immediately, as reported in my 837.2 As Czechs
are extremely anxious to participate in Marshall plan and will do so
unless forbidden by Soviets, there would seem no necessity for being
rushed at this time into decision to reconsider Czech application for
Eximbank 50 million dollar loan? I feel that any reconsideration of
an Eximbank loan for general purposes as distinguished from com-
modity credits should be predicated on our over-all relations with
Czechoslovakia and particularly extent to which proceeds of any
such loan might be subject to diversion for benefit of Soviet Union
or Czechoslovak Communist Party than that we be rushed into a re-
consideration thereof to accomplish a purpose which has already been
accomplished.

As reported my 836,2 Gottwald,* Masaryk and Ripka ® proceeding
Moscow tomorrow where they will presumably receive instructions
as to extent to which they may participate in any agreements which
may be reached in Paris. Sent Geneva for Clayton as 19; repeated
Department 847,

STEINHARDT

2 Not printed.

3 For documentation regarding this subject, see vol. 1v, pp. 196 ff.
* Klement Gottwald, Prime Minister of Czechoslovakia.

 Dr. Hubert Ripka, Czechoslovak Minister of Foreign Trade.

840.50 Recovery/7—847 : Telegram

The Ambassador in France (Caffery) to the Secretary of State

SECRET Parrs, July 8, 1947—7 p. m.
URGENT

2714. I asked Bidault today what responses the French are receiving
to the Franco-British invitation to attend the July 12 conference to
formulate a European plan.

He replied that the following countries had accepted uncondltlon—
ally: Ireland, Portugal, Netherlands, Belgium, Luxembourg, Italy,
Greece and Turkey. From what he hears from the Austrians he also
believes they will accept.

Concerning the satellites he said Poland and Czechoslovakia say
they wish to send delegates but that their final acceptance depends “on
the scope of the plan, ete.”

He believes Rumania, Bulgaria and Hungary are certain to refuse
in view of Moscow’s radio announcement last night and this morning
to that effect.
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Bidault is particularly concerned about Switzerland and Sweden.
For political and psychological, even perhaps, more than economic
reasons he said it is most important that they join in the formulation of
a plan. He said, “Unless they are persuaded to do so by governments
other than French and British (he obviously meant US) they may
refuse to go along.” Bidault is still hoping that the Scandinavian
countries as well as Switzerland will go along and that a total of about
15 countries will meet in Paris.

CAFFERY

840.50 Recovery/7-947 : Telegram
The Ambassador in France (Caffery) to the Secretary of State

SECRET Paris, July 9, 1947—6 p. m.

2725, For the Secretary and Lovett from Clayton. At a meeting this
morning with Jean Monnet, head of the Cabinet Planning Commission,
and Alphand of the Foreign Office, I reviewed with them, along the
same lines as in my talks with Bevin, our views regarding the Euro-
pean economic situation and its relation to the Secretary’s Harvard
address.

Monnet gave me a copy of a draft questionnaire which the French
Government plans to present to each participant in the Paris Con-
ference as a basis for developing a joint report to the United States.
Draft is being transmitted by separate telegram. Monnet said that
United Kingdom should frankly admit to conference its responsibility
for failure of coal program in UK and Ruhr and that France should
likewise take responsibility for failure of its agricultural program,

During conversation French raised three questions of special in-
terest to Department:

(1) Monnet said that a member of his government was of the
opinion that, while in some countries such as Great Britain (a) US
grants for basic commodity imports and (%) international bank loans
for reconstruction and modernization might be sufficient to assure
recovery, in some other European countries, such as France, public
finances were in such disorder that inflation could be arrested and pro-
duction and distribution normalized only through massive imports of
consumers’ goods. Inquiry was made as to whether, in addition to
grants and loans, a “stabilization fund” could be established for this
purpose.

I replied that the only measures we had in mind were, (2) and (5)
above; that I believed that budget balancing was the principal addi-
tional instrument to be used to arrest inflationary trends; and that we
recognized that in some cases such as that of Great Britain and France
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the supply of essential consumers’ goods had fallen to or below the
danger point.

(2) Alphand raised the question of a possible conflict between
provisions in the draft World Trade Charter and measures which
participating countries might adopt to improve interchanges among
European nations. He pointed out that European trade at present
is largely conducted under a series of bilateral agreements which stipu-
late both import and export undertakings for specific commodities.

I replied, (@) that we regard bilateral and barter arrangements as
restrictive to trade developments; (&) that on the other hand we
approved of measures leading to a customs union in the Belgo-Dutch-
Luxembourg pattern; and that I was confident that the Trade Charter
as completed would not conflict with any European plan for inter-
changes if such a plan was based on sound economic principles.

(3) The French referred to the opening of the conference on July 12
and to the Secretary’s statement of extending “friendly aid in the
drafting of the European program”, and inquired as to the means we
had in mind for extending this aid. In reply I emphasized the Euro-
pean character of the plan and said that our drafting assistance would
depend on what was requested of us.

Monnet suggested the desirability of establishing an agreed channel
of liaison between the conference and the US, expressing the fear that
otherwise the conference might be receiving divergent interpretations
of the Department’s views.

CAFFERY

840.50 Recovery/7—-1047 : Telegram
The Ambassador in France (Caffery) to the Secretary of State

SECRET Parts, July 10, 1947—noon.
TURGENT

2744. Couve de Murville has just given me latest information on
replies to invitation to the July 12 conference.

The following countries have accepted unconditionally: Ireland,
Iceland, Portugal, Belgium, Netherlands, Luxembourg, Italy, Greece,
Turkey, Austria, Switzerland. (Switzerland in accepting stated that it
accepted on understanding that conference would not deal with po-
litical matters).

Czechoslovakia will be represented at the conference by Czech
Ambassador in Paris but Czechs have informed French they will
reserve final decision on participation until they know more about
scope of plan.

French have now been informed that Sweden, Norway and Den-
mark will officially accept some time today.
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No reply has been received from Finland but French still believe
there is possibility that Finland may give a limited acceptance simi-
lar to Czechs.

No reply has been received from Poland, Yugoslavia, Rumania,
Bulgaria and Hungary. In view of radio broadcasts from capitals of
these countries, French consider their refusal although not yet offi-
cially announced is definite. Couve says that conference will convene
probably at 11 Saturday morning. Bidault will preside. Conference
will then proceed to elect president. Since conference is in Paris
French candidate for presidency is Bevin and French and British
are in agreement on this,

Couve says decision on composition of various subcommittees would
probably take several days and he thinks this may possibly not be
completed until July 15. French are strongly opposed to idea that all
17 participating countries be represented on each subcommittee. They
take stand that the larger the subcommittees the more unwieldy they
become and agreement is also more difficult.

French are very pleased over acceptance of Scandinavian coun-
tries not so much for economic reasons but because this broadens po-
litical and psychological composition of conference.

Sent Department; repeated London as 525, Moscow as 413, and
Rome as 164.

CaFFERY

840.50 Recovery/7-1047 : Telegram
The Ambassadorin France (Caffery) to the Secretary of State

SECRET Parts, July 10, 1947—7 p. m.
2757. To the Secretary and Lovett from Clayton. The Ambassador
and I today continued with Jean Monnet and Couve de Murville the
talks reported in Embtel 2725, July 9, 6 p. m., regarding the questions
the French had raised concerning the Paris Conference on a Euro-
pean economic plan beginning July 12,
We placed emphasis on the following three points:

1—Any European report should include an analysis understandable
to the man-in-the-street in the United States of reasons why European
recovery has not progressed farther in spite of large sums already
made available.

2—A. sound production program designed progressively to put Fu-
rope on its feet within three or four years.

3—A program sketching in broad lines a type of European economic
federation which would make economic sense and be designed to elimi-
nate the small watertight compartments into which Europe’s pre-war
and present economy is divided. I suggested that Europe’s case could
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be greatly strengthened if in this presentation they could actually agree
to take at least one definite step in the direction of these objectives.

I am returning to Geneva this afternoon and have requested the
Ambassador to keep the Department and me informed of all signifi-
cant developments during the preliminary work of the conference.
[CrLayToN] CAFFERY

840.50 Recovery/7—1047 ;: Telegram

The Ambassador in Czechoslovakia (Steinhardt) to the Secretary
: of State

SECRET Prama, July 10, 1947—1 p. m.
URGENT  NIACT

879. T have learned from sources which have heretofore been entirely
reliable that a telegram was received at midnight from Gottwald in
Moscow directing that an immediate meeting of Czech cabinet be
summoned to withdraw Czechoslovakia’s acceptance of Anglo-French
invitiation to take part in Paris conference. My informants stipulate
that in telegram Gottwald gave as his reason for insisting upon a with-
drawal of acceptance fact that Paris meeting is to be a political and
not an economic conference and that withdrawal of Czech acceptance
would serve as conclusive evidence of Czechoslovakia’s loyalty to its
alliance with Soviet Union.

Cabinet is at present in session. Having regard to fact that Fier-
linger * is leader of Social Democratic Party and that Social Demo-
crats hold the balance of power in Cabinet there is little doubt in my
mind but that Cabinet will acquiesce in Gottwald’s demand.

I am inclined to view that Bene$ > who appears to have been deter-
mining factor in acceptance of invitation to Paris prior to departure
of Gottwald for Moscow and who approved of Gottwald’s trip to
Moscow has out-maneuvered Soviets and Czech Communists. Having
anticipated a Soviet veto of Czech participation he is now in a position
to make it clear to Czech public that Czechoslovakia’s foreign policy is
being dictated from Moscow, that country does not enjoy complete
independence and that repeated charge in western press that Czecho-
slovakia is a Soviet satellite has been proven. He will also be in a posi-
tion to suggest to moderate parties that they bring home to Czech
public the fact that Czechoslovakia has been obliged by Soviet Union
to act contrary to its own interests. In connection with foregoing see

! 7zdenck Fierlinger, Czechoslovak Deputy Prime Minister.
3 Bduard Bened, President of Czechoslovakia.



THE MARSHALL PLAN 319

my 829 of July 3 ¢ outlining probable course of action of both Czech
and Soviet Governments.
STEINHARDT

3 Not printed.

840.50 Recovery/7—1047T : Telegram

The Ambassador in Czechoslovakia (Steinhardt) to the Secrefary
of State

TOP SECRET Prana, July 10, 1947—6 p. m.
NIACT

876. The same reliable source from which the information contained
in my 872, July 10 was received has furnished me with a copy of Gott-
wald’s telegram to Czechoslovak Government of which following is a
free translation.

“I have had two audiences with Generalissimo Stalin.* The first
shortly after our arrival, the second at 11 p. m. At the second visit
there were present from the Czechoslovak side Masaryk, Drtina,
Horak, Heidrich ? and from the Soviet side Molotov and Bodrov (So-
viet Counselor in Praha). The principal item of discussion was our
participation at the Paris Conference, Stalin brought up first of all
the questions which the governments of Yugoslavia, Poland and Ru-
mania asked of Moscow before arriving at their decision. Both Stalin
and Molotov did not conceal fact that they were surprised at the deci-
sion of the Czechoslovak Government in accepting the invitation to
Paris. They emphasized their conviction that the real aim of the Mar-
shall Plan and the Paris Conference is to create a western bloc and
isolate the Soviet Union with loans which the initiators of the con-
ference would not be able to grant and even if the loans should be
granted sometime in the future by America they would not be without
decisive limitations on the political and economic independence of the
recipients. In view of this situation the Soviet Union would regard
our participation as a break in the front of the Slav States and as an
act specifically aimed against the USSR. Stalin declared that the
question now under consideration involves our friendship with the
USSR. There is no one in the Soviet Government who has any doubts
about our friendship for the Soviets. However, our participation at
Paris would be proof to the people of the USSR of the fact that we
have allowed ourselves to be used as an instrument against the USSR,
something which neither the Soviet public nor the Soviet Grovernment
could tolerate. Therefore, according to Stalin, we should withdraw our
acceptance to participate and he thinks we could justify this action
by pointing to the fact that the non-participation of the other Slav
nations and the other eastern European states has created a new situa-

! Chairman of the Council of Ministers of the Soviet Union.

2Dr. Prokop Drtina, Czechoslovak Minister of Justice; Dr. Bohuslav Horak,
of the COzechoslovak Ministry of Information; and Arnost Heidrich, of the
Czechoslovak Foreign Office.
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tion under which our participation could easily be aimed against the
friendship with the Soviet Union and our other Allies.

Therefore, immediately call together all the members of the govern-
ment within reach and inform t%em of the substance of our confer-
ence with Stalin and Molotov. We regard it as imperative that you
agree to the withdrawal of our acceptance to joint conference at
Paris and communicate it in such a way that it will reach here offici-
ally Thursday afternoon. In addition, telephone immediately your
decision. We will bring a detailed report of the conference with us.
Signed Gottwald, Masaryk, Drtina.”

I have learned that after a lengthy debate in the Cabinet a decision
was reached to comply with Gottwald’s instruction; no vote was
taken. The Cabinet is at present debating the text of the communiqué
to be issued. :

For obvious reasons I urge the Department to take every pre-
caution to prevent the fact from becoming known that the Embassy
has furnished the Department with the text of Gottwald’s message to
the Czechoslovak Government.

STEINHARDT

840.50 Recovery/7—1047 : Telegram
The Ambassador in Poland (Griffis) to the Secretary of State

SECRET ‘Warsaw, July 10, 1947—2 p. m.
URGENT :

1089. Following an apparently most cordial reception by all
Polish officials whom I have thus far met here and unprecedented
[apparent omission] arrangement to present credentials, my first
diplomatic effort yesterday resulted in perfect score—100 percent
failure. ‘

As already advised reached Embassy Monday morning and was
received by Foreign Minister within three hours. During general
discussion he volunteered information that Polish Government ex-
pected send delegation Paris Conference 12th.

Yesterday I presented credentials to President and in following con-
ference at which Keith was present I had general discussion on
Polish-American questions. I expressed delight at news that Polish
delegation would attend Paris Conference. I felt that good impression
of such attendance on US public opinion would vary directly with
extent of cooperation by Poles in Paris with other conferees. I stated
that importance of this could not be over-estimated ; that full coopera-
tion might mean definite turning point in Polish-American relations,
and failure to cooperate would bring disastrous and adverse repercus-
sions in US. We discussed this matter for nearly an hour President
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stressing that England and France would largely control Conference
and that most of its decisions had already been made in advance. He
repeatedly referred to devastation in Poland to direct need of US aid
and relief in Poland but expressed great antagonism to theory that
Germany should be rehabilitated and put in position start another war
as she had twice in past. He stated that in his opinion present policy
of US was to rehabilitate the aggressor nation whereas assistance
should be given nations which had suffered most from aggression dur-
ing war. Nevertheless he stated that matter of Paris Conference would
be decided at a govt meeting at six o’clock. The President also stated
that there were many people today who did not realize that it was im-
possible to bring back the life which existed in Europe before war and
that in all countries there had been great changes and that this was a
new world. At 9:30 Keith and I were called to Foreign Minister’s
office where Modzelewski,* after various preliminary statements as to
how fully Paris Conference had been considered, stated that Polish
Government was giving a negative answer. He stated that he had
desired have copy of govt’s reply as a courtesy to US but he was simul-
taneously advising “our friend and ally Russia”. He then gave me
copy of their note, translation of which is being transmitted in fol-
lowing telegram.? He then gave reasons for this decision referring to
copy of note (addressed to British Ambassador) replying to French
and British.

Polish Government chief contention was that Poland would have
little or nothing to say at Paris Conference; that whole trend of his
discussion with British and French Ministers was to effect that plan
was already substantially in form ; that French Ambassador had told
him previous evening that no political discussion should be permitted
or included in Paris agenda. I stated that I did not quite understand
where any political questions were involved as Marshall Plan was
entirely an invitation to peoples of Europe to present a balance sheet
of economic and reconstruction needs and a program of mutual co-
operation. He replied that entire question of the rehabilitation of
Germany, the aggressor nation, was a political question. The Foreign
Minister stated that there was already an economic commission for
Europe and that this proposal of the British and French brought
into being a new organization to accomplish something which should
be carried out by the UNO.

I expressed great regret at decision of Polish Government and asked
if my strong representations to the President and to him that after-
noon as to effect of such action on American public opinion had been

* Zygmunt Modzelewski, Polish Minister of Foreign Affairs,
? Not printed.
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taken into consideration at the Ministers’ meeting. Foreign Minister
stated that this had been done but nevertheless Polish Government
decision was adverse for reasons given. I reiterated my views as to the
wisdom of sending a Polish delegation to Paris and of making an
honest attempt to work out a plan even if Poles were unable finally
agree to it. He replied in effect that cards were already stacked against
Poland by the Western Powers.

Foreign Minister stated that he had in his portfolio a Polish plan
for the rehabilitation of Europe and asked if our Government would
care to have Polish Government submit it. I stated that I could not
answer that question (my theory was that possibly Dept might wish
me informally discuss plan later with the faint hope that whatever
plan eventuated in Paris the Polish plam might somehow be recon-
ciled with it, perhaps by a third party nation). Minister stated that
despite decision of Polish Government the US could expect to have
the fullest cooperation from Poland; that Poland intended to use
surpluses for rehabilitation of Europe and that under those cir-
cumstances he hoped that great aid in rehabilitation could be obtained
from US. He asked if I thought that this would be forthcoming.
I stated that he must fully realize that both American Government
and the Ambassador were the slaves of American public opinion and
that such public opinion would give the answer to his question.

Sent Dept 1089 ; repeated Paris 153 ; London 888.

' GRIFFIS

840.50 Recovery/7-1047 : Telegram

T he Ambassador in Poland (Griffis) to the Secretary of State

SECRET Warsaw, July 10, 1947—4 p. m.

1092. Continuing my 1089 July 10.* In reference to sudden change in
Polish plans to send delegation Paris conference it is my distinct and
firm impression that Foreign Minister was honest in statement on
Monday that delegation would attend and again my firm impression
last night that he himself if not entire Polish Cabinet had in the interim
been overruled by higher authority. His attitude extremely apologetic
and at least apparently regretful.

If Department has any desire receive Polish plan for reconstruction
referred to 1089 please advise. '

Sent Dept ; repeated Paris 155, London 112.

GRIFFIS

! Qupra.
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840.50 Recovery/7-447T : Telegram

The Secretory of State to the E'mbassy in the United Kingdom

TOP SECRET WasHINGTON, July 10, 1947—10 p. m.

2963. For the Ambassador. Pls express to Bevin gratitude for views
and info given ur 3668 July 4. We share his concern for French posi-
tion, and agree as to importance of French stability.

In this connection, you shd say to Bevin we are somewhat disturbed
by apparent lack FonOff appreciation of present Ital situation. Far
from requiring pressure to participate in European plan, Italy was one
of first countries to indicate acceptance of Brit—French invitation, and
Ital public opinion is so thoroughly behind plan that Ttal Communists
have found it expedient give their conditional endorsement, Ital par-
ticipation. Principal question which arises re Italy is similar to that
suggested by Bevin re France namely need of some further immediate
support. Ital political situation is roughly analogous to that in France,
with added elements of danger in that moderate leftists have thus far
been hesitant support present Govt fully in face determined Communist
opposition and Ital needs for interim assistance are perhaps most
critical of all European countries.

As we see it, there is urgent need in Italy of economic and moral
support not only of US but of all Western powers if stability there is
to be maintained until anticipated benefits from overall European plan
can be felt. We are convinced that unless present Govt meets with
success in its efforts to stop further deterioration Ital situation, both
political and economic, there will be no way to prevent Communist rise
to power in spring elections, with all of the serious consequences which
this would entail, if indeed they do not take advantage before that time
of growing difficulties to return to Govt in dominant position.

‘We recognize that certain fiscal and social reforms are just as neces-
sary as foreign economic assistance for betterment general conditions
of mass Ital people. De Gasperi® appears aware of need for these
measures, however, and with adoption effective governmental program
this nature we are hopeful moderate leftists, particularly Republicans
and Saragat Socialists, will support him and perhaps eventually agree
enter Govt on broader coalition basis.

We want to emphasize, however, that support of Western powers
must be made plainly evident to Ital people if any democratic Ital
Govt is to have reasonable opportunity to prove itself.

MarsHALL

* Alcide de Gasperi, Prime Minister of Italy.

810-099—T72——22
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840.50 Recovery/7-1047 : Telegram
T he Secretary of State to the Consulate at Geneva

TOP SECRET WasuiNgron, July 10, 1947—11 a. m.
URGENT

768. Personal from Lovett for Clayton and Ambassador only. I have
read with great interest the discussions you and Douglas have had with
Bevin, Cripps, Dalton etc. and the Brit aide-mémoire summarizing
them.* These documents are very helpful in giving us an insight into
your thinking and into the problems which the Secretary’s suggestion
raises. In general I can say that our thinking has been running along
parallel lines, though you have developed some points further than
we have taken them. There are a number of points on which I should
like to comment.

- It seems to me that yours is the right answer on the relation of the
special Brit dollar problem to the question of European recovery. A
correct solution to the European production and distribution difficul-
ties will go a long way to help the Brit out of their troubles. The
European program, however, should not attempt to solve the world
dollar shortage. For one thing, I doubt that this country can stand the
pressure on its exports at the rate of the first quarter of this year. As
you know, the pinch is being felt in oil; lately we have been made
aware of worries in coking coal, steel and agriculture. Canadian and
Latin American purchases here are exerting very heavy pressure on
domestic supplies. If in the name of European recovery we help Brit
to pay Canada, Argentina etc. all the dollars the latter require, we are
going to find ourselves solving a world long-run problem via a short-
run European problem and we will run into Congressional difficulties.
We can make provision in European recovery aid for the transfer of
some dollars from Europe to points outside the US. The Brit commit-
ment to convert annually agreed amounts of blocked sterling into
dollars should be taken into account for example, as well as the mini-
mum amounts of dollars Europe will require to finance purchases from
non-US areas. In addition, we should try to get away from tied pur-
chases, if Congress will permit, and procure commodities needed by
Europe under minimum aid programs outside the US, if this does not
interfere with supply arrangements on which Europe is already count-
ing. Finally, T know that Dept is considering whether we should take
over the burden of the minimum support of the US-UK combined
zones of Germany, insofar as dollars are concerned. Beyond this, how-
ever, I think we have to be careful not to go, or we will find ourselves

* For documentation on conversations held June 24-26 in London, see pp. 268-
294, For Aide-Mémoire of June 25, see p. 284.
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trying to solve the dollar problems of the whole world. This we
cannot do.

Your distinction between short-term needs for consumption and
long-term needs for reconstruction is a correct one, but I am somewhat
uneasy about drawing too hard and fast a line. For general reconstruc-
tion needs, you are of course completely right. For bottleneck items,
such as fertilizer, mining machinery, facilities needed to aid Europe
in repairing rolling stock, I am not sure that we should not hold the
question open a little longer. As you point out, the distinction between
consumption goods and capital goods leads to geographic differences.
Eastern Europe doesn’t need coal and food so much as fertilizer, trans-
port equipment, mining machinery ete. If we insist too rigorously from
the beginning that all capital goods have to be obtained on a loan
basis, while consumption goods may be financed through grants, we
lose a little flexibility which may later stand us in good stead. I sug-
gest only that this question be held open a bit longer on capital goods
needed to produce consumption goods in a bottleneck field. I have not
yet talked to McCloy 2 on this subject but hope to do so shortly.

We are all here in agreement with you on the point that a customs
union is a desirable long-run objective but that to attempt to work it
out now would bog Europe down in details and distract from the main
effort. I leave to you how the integration which Bevin seems to want
in such matters as farm implements and musical instruments can be
squared with our ITO endeavors. Undoubtedly if rapid recovery is to
be achieved we shall have to interpret various escape clauses in ITO
liberally.

I agree with Douglas on the importance of steps to straighten out
financial chaos, but think that the Brit are probably right in thinking
that we should not press too hard on this from this end. Nevertheless
fiscal stability should be pressed by someone. In addition to the budg-
etary aspects of the problem, there are of course exchange-rate ques-
tions (France and Germany) questions of external and internal prices
(which must be solved shortly if trade—in other than critical bottle-
neck items which will presumably be allocated—is to flow in normal
channels) and the restoration of internal monetary stability, including
confidence in currencies. The last of course largely a budgetary ques-
tion except that in some countries like Germany and Austria, budgets
are balanced but outstanding currency and deposits are far too large
in relation to prices.

I have not thought through the problem you raise in suggesting that
while we should get individual and overall commitments from Europe

?John J. McCloy, President of the International Bank for Reconstruction and
Development.
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regarding their recovery, our aid should be arranged through a series
of bilateral agreements with separate countries. I appreciate your
worries about an UNRRA type distribution of aid. On the other hand,
T don’t see how a European coal program, based upon certain goals for
production in deficit and exporting countries and certain minimum
requirements for aid from the United States, can have the latter fixed
by a series of European country agreements with us in view of the
necessity for flexibility in allocations. As you know better than I, allo-
cations cannot be made effectively much more than 3 to 6 months ahead
(and in food there is frequent necessity to divert individual ships).
If US coal is allocated by a European organization, and if our aid is
linked in whole or part to commodities, how would the bilateral agree-
ments work. I am not yet sure that we want to discard the commodity
approach, the administrative aspects of which may be possible of
solution in ways that would avoid the UNRRA. difficulties, without
having examined the question further. If we allocate dollars, rather
than commodities, for example, we are in danger of returning to the
piece-meal approach we are so anxious to avoid.

Finally, I am inclined to think that the commodity approach should
not be pursued by Europe to the exclusion of trade and administrative
problems, Some device must be found to rid Europe of the stultifying
effects of bilateral trade, and steps must be taken within the separate
economies (partly monetary but some administrative) to correct black
markets, compensation deals, hoarding, diversion of resources to re-
pair or expansion in low priority industries, etc. You cover these points
indirectly when you asked Bevin for an account of why recovery in
Europe had not progressed farther in the two years since the war, given
the substantial quantities of US aid. But this account of the past, I
think, should not be focussed exclusively on commodities, and it.should
produce an effort to handle the European economic problems more
effectively, both inter-Europewise and internally in separate countries.
This raises issues larger than food, coal, fibers, etec.

A word on timing. If Europe gives us a plan by September 1, the
best we can do under present prospects is to have hearings this fall
and try to get approval shortly after January 1, 1948. This is opti-
mistic. Before this day, I am told, there may be financial crises in Italy
and France. You know more about this than I. Do we have to envisage
taking some piecemeal steps for France and Italy before January 1°¢

I do not like these emergency treatments because they are piecemeal
and our whole approach is based on an overall solution. Yet I see no
alternative. What are your views?

T am sending a copy of this to Douglas in London as Dept’s 2952.

[Lovett]
MarsHALL
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840.50 Recovery/7-1147 : Telegram
T'he Ambassador in the Soviet Union (Smith) to the Secretary of State

SECRET Moscow, July 11, 1947.

2413. Forthe Secretary and Matthews. The Czechoslovak reversal on
the Paris Conference, on Soviet orders, is nothing less than a declara-
tion of war by the Soviet Union on the immediate issue of the control of
Europe.

The Kremlin’s assessment of the situation must be assumed to have
convinced it of its ability to win, either by resignation and retirement,
of the West in face of their firm stand, as they hope, or in an open
struggle, if necessary. With firm control of the continental bread
basket, in Eastern Europe and of important sectors of its industrial
economy in Germany, Poland and Czechoslovakia, the Soviet leaders
must expect that Bevin and Bidault will be unable to secure enough US
support to establish a viable regional reconstruction plan for the free
countries of Europe. Even if a workable plan should emerge from the
Paris meetings and sufficient American support be initially forth-
coming, it would soon be cut off by the “inevitable” crisis in the United
States—a basic postulate of Soviet politico-economic thinking.

In no previous instance has the Soviet Govt been so firm in handling
its satellites. It seems clear that the Kremlin was surprised by the
original Czechoslovak acceptance on July 8, presumably without
prior consultation, but thereafter no other satellite ventured out of
line. The seriousness of the Soviet purpose has now been strikingly
demonstrated by making the Czechoslovaks eat crow publicly, even
though the reserved nature of their original acceptance would have
provided a face-saving exit at a later stage. The words of the Czechoslo-
vak communiqué that Czechoslovak participation would be inter-
preted as an “act aimed against friendship with the USSR” indicate
that there was plain speaking in the Kremlin when the Czechoslovak
delegation was whisked into that sanctuary so shortly after its arrival
here.

The lines are drawn. Our response is awaited. I do not need to point
out to the Dept the repercussions of a failure to meet the Soviet
challenge, in terms not only of the control of Europe, but of the impact
which such a failure would have in the Middle and Far East and
throughout the colonial world.

Dept please repeat Paris as Moscow’s 274; Berlin as 449 ; Praha as
15 and London as 277.

SyrTH
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840.50/7-1147 : Telegram
The Ambassador in France (Caffery) to the Secretary of State

SECRET Paris, July 11, 1947—5 p. m.

2766. For Secretary and Lovett from Caffery. Under Secretary
Clayton, who had returned to Geneva, requested me to send you sum-
mary of conversation which we had with President Ramadier.

Ramadier opened conversation by referring to Europe’s difficult eco-
nomic position and to need to re-establish international exchanges,
commenting that it was easier to re-establish exchange of goods than
an exchange of ideas. In this conversation, which occurred before
Czechoslovakia reversed its position concerning participation in con-
ference, Ramadier stressed need for economic unity in Europe, ex-
pressing his pleasure at what he believed to be Czechoslovakian
acceptance of membership in conference and referring to important
position which Poland occupied as source of coal for both France and
other European countries. In this connection he said, “indeed, it is
indispensable that this unity should include Poland for it can be said
that Europe extends as far as Vistula. Beyond, things are different.
To wish to have Europe stop this side of Vistula would be equivalent
to having United States stop at Mississippi.[”]

Ramadier then said that independently of economic difficulties a
profound moral uneasiness reigned in Europe. It could even be said
that France’s economic reconstruction is more advanced than its moral
reconstruction. European nations are now comparable to customers of
bank about to suspend its payments. Marshall concept therefore, in
addition to its economic aspects, is also remedy for this moral uneasi-
ness, but rapidity of execution is above all necessary, European coun-
tries must move rapidly in this task but it is also necessary the United
States place itself rapidly in position to define aid it considers it can
bring us.

Mr. Clayton, in reply, assured Ramadier that he appreciated diffi-
culty of French position: Europe at moment is under pressure as
concerns foodstuffs, fuel and all current consumption goods, that this
pressure is so strong that Europe does not have respite necessary for
it to review its difficulties and make its reconstruction plans. If it
should prove possible for American Government to extend assistance
in form of coal, cereals and other items, this would permit Europe to
concentrate effectively on its production and reconstruction problems.
In this connection, Mr. Clayton referred to staggering costs of Furo-
pean imports of coal and wheat, and fact that European nations could
not recover economically if they had to dedicate their available foreign
exchange to that purpose. Disruption of Europe’s economy was much
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greater than indicated solely by physical destruction and it is now
certain that economic reconstruction of Europe will require longer
period than had been anticipated. Necessary measures for recon-
struction, rehabilitation and development must be adopted and imple-
mented by Europeans themselves, and it is Europe itself which will
perfect means and methods which must be applied and which will per-
mit it, with assistance of United States, once again get “back on its
feet” economically. When Europe is economically “back on its feet”
it is certain that it will also be “on its feet” politically.

Ramadier then turned to German problem stating that success of
conference and subsequent work pre-supposes that German problem
will be solved before end of the year, at least in its principal aspects.
It must be solved from economic point of view and also, at least in part,
from political point of view. Partition of Germany is inconceivable
and, therefore, there could be no other solution than federal solution,
at least during coming years.

Furthermore, from an economic point of view, solution must be
found to problem of Ruhr. This, moreover, does not prejudice right to
reparations of powers who can claim them, to extent, of course, that
this right can be satisfied. These problems, which will not be brought up
at conference, are, nevertheless, conditions for success of Marshall
plan. On this point Ramadier concluded by saying that American aid
proposals implied pledge to resolve German problem, at least
provisionally.

Ramadier then referred to fact that there were European countries
with overseas areas and inquired: “Does contemplated assistance to
Europe include overseas countries under jurisdiction of European
countries?”

Clayton, in reply, said this question had not been considered up to
moment but that it was his personal feeling that Marshall suggestion
had in mind primarily granting of assistance to continental Europe
and not to overseas territories. He was cognizant of fact, however,
that in many respects North Africa had been treated economically as
part of France proper. Clayton added that it was clear that Secre-
tary’s suggestion could not be considered as applying to Indo-China
which is not regarded as European country. He added that assistance
given to European countries would permit their overseas areas to profit
from certain advantages but it was not contemplated that there would
be direct aid to these territories. Clayton stated that with regard to
undesirability of dividing Germany, at least economically, he con-
curred and that he also knew that Ruhr question is fundamental prob-
lem because it is reservoir of coal, steel and other raw materials located
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in middle of Europe. In closing Mr. Clayton mentioned that he had
previously discussed same questions with Mr. Bevin and had spoken to
him in same terms. '
Sent Dept as 2766, repeated Geneva for Clayton as 81.
CAFrERY

840.50 Recovery/7—1147 : Telegram

The Ambassador in the United Kingdom (Douglas) to the Secretary
of State

TOP SECRET Lowpon, July 11, 1947—S8 p. m.

3812. For the Secretary. ReDeptel 2963, July 10. I expressed to
Bevin this afternoon your gratitude for his views and the information
contained in Embtel 8668, July 4 and your serious concern about the
position of Italy. He shares your concern.

He said that he was very hopeful that Italy would have a repre-
sentative at the forthcoming Paris meeting and was himself cabling
to Rome urging that a representative attend. He suggested that we
do likewise.

He said that he would do everything possible to provide moral sup-
port for Ttaly among the Western powers. He would at Paris suggest
that under the General Committee on Cooperation there be established
an Executive Committee of five on which he hoped the participating
countries would designate one member from the Scandinavian coun-
tries, one member for Benelux (Belgium, Netherlands, Luxembourg),
one member from the UK, one member from France, and one member
from the Mediterranean area, the latter being a representative of
Ttaly.

He thought that if successful this program would provide the moral
support, on behalf of the Western European countries, which he
recognized the present Italian Government needs.

In addition, he had been attempting to find some method by which
the Ttalian Ambassador Designate, Carandini, could be officially recog-
nized by the British Government but that he had so far been able to
find no precedent which would fit this particular situation.

As soon as Italy ratifies the treaty and even before it is signed, he
hoped to make a statement to the House of Commons that the “state of
war” with Italy was ended and that His Majesty’s Government was
now “at peace” with her.

If you have any other suggestions as to how the participating West-
ern Kuropean countries may add further moral support to the present
Italian Government, please let me have them,

Doucras
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840.50 Recovery/T7-1647

The British Chargé (Balfour) to the Secretary of State

PERSONAL WasHiNGTON, July 16, 1947.

Dear Mr. Secrerary: I have just received a telegram from Mr.
Bevin in Paris asking me to convey to you the following personal mes-
sage from him. Mr. Bevin’s telegram was despatched last night,
July 15th.

“The initial stages of our work in Paris have passed off with great
smoothness and rapidity and there is every evidence of good-will and
of a desire to cooperate on the part of all participating countries.* It
has been particularly interesting that in general countries have been
anxious to be represented on committees for commodities in which they
can make some contribution to European reconstruction.

A further point of interest which has emerged from these prelimi-
nary discussions is that the Scandinavian countries are prepared to
work as a team and all are somewhat anxious to know how far the
special arrangements which may be necessary in order to implement
the effective pooling of resources within Europe can be reconciled with
the general principle of non-discrimination. They have not at present
fully developed their thinking in any of these directions, but they are
obviously reflecting seriously upon this whole complex of problems
and are prepared to put their best people to work to try to help to
solve them. :

I think that we can regard the limited size and actual membership
of the Executive as extremely satisfactory. I am sure that you will be
glad to see that Ttaly has obtained a seat on this Committee, which, I
anticipate, will be an important cog in the machine, The Turks, in
particular, made an attempt to enlarge the membership of this Com-
mittee by the addition of themselves, but the other Delegations felt that
this would have been quite inappropriate and their suggestion was
therefore withdrawn.

On the whole, I am glad to be able to tell you not only that the com-
position of these committees is satisfactory in itself, but also that it
has been arrived at without any visible ill-will or dissatisfaction. Our
final meeting today was conducted in a very genial atmosphere”.*

Yours sincerely, Jounx Bavrour

1he Conference on Furopean Reconstruction opened on July 12, and British
Foreign Secretary Bevin was elected president. By that evening, the working
committee, composed of representatives of all participants, reached agreement
on a plan for organizing the ¢onference; this was presented to the conference's
second plenary session at 4 p.m. on July 13. A Cooperation Committee, Executive
Committee, and committees on Food and Agriculture, Energy-Power, Iron and
Steel, and Transportation were established. It was provided that the Cooperation
Committee’s function would be to prepare a report on European availabilities and
requirements for the next four years, to be submitted to the United States before
September 1. It was decided that “the Cooperation Committee, as suggested by
the Secretary of State of the U.8.A., shall seek the friendly assistance of the U.8.
for the preparation of the report.” (Telegram 2789 from Paris, 840.50 Recovery/7—
1347). Substantial documentation on the progress of the conference is in the
840.50 Recovery file.

20n July 17 Secretary of State Marshall handed to President Truman a
memorandum summarizing this message, and on the same day Under Secretary
Lovett conveyed the information to Senator Vandenberg and Congressman Eaton.
(840.50 Recovery/7-1647)
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Policy Planning Staff Files

Memorandum Prepared by the Director of the Policy Planning Staff
(Kennan)*

[WasmaINGTON, July 18%, 1947.]

1. There is a serious gap between what is required of Germany for
European recovery and what is being produced there today. Unless
this gap can be overcome no European recovery program will be
realistic.

2. It is clear that any attempt on the part of the British and our-
selves to arrive at measures for eliminating this gap without consul-
tation with the French will undermine Bidault’s position and prejudice
the success of the Paris talks.

3. I see no reason why we should not ask for early tri-partite con-
versations with the French and British on the subject of general policy
toward Germany. The aim of such conversations would be to arrive at a
general consensus on what has to be done and what ought to be done
to raise German production. There would be no question of arriving at
any written agreement, and it would be left to each of the three powers
to translate into action in Germany, within the limits of its direct
responsibilities, any common set of views that might be arrived at.

4. In this way we could place squarely before the French the choice
between a rise in German production or no European recovery financed
by the U.S. I believe that we could actually come to a meeting of the
minds. What puts Bidault in a hard position is not to be consulted at
all when we take decisions on Germany.

5. I can see no objection to having the coal talks merged with these
tri-partite discussions if this would be preferable from the British
standpoint.?

6. As for level of industry, I am afraid we must insist that instrue-
tions be sent to General Clay to the effect that the agreement arrived at
between him and General Robertson® should be held in abeyance
pending final approval by the two governments in the light of the
development, of the general situation in Europe. It could be made clear
to Clay that this implies absolutely no criticism of his procedure or of
his work in negotiating the agreement but that a situation has simply

! Marginal notation : “GI'K Notes for Mr. Lovett July 18, 1947,

* For documentation regarding German production levels, coal distribution, and
tripartite discussions, see volume 11,

® For documentation, see vol. 1, pp. 977 ff. For text of revised Plan for the
Level of Industry in the United States-United Kingdom Zones of Occupation in
‘Germany, signed August 27, 1947, see Germany 1947-1949, pp. 358-362, Depart-
ment of State Bulletin, September 7, 1947, pp. 468-472. Documents on Interna-
tional Affeirs, 1947-1948, pp. 626-632, or Ruhm von Oppen, Documents on
Germany, pp. 239-245,
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arisen in Europe which makes it advisable, as a matter of government
policy, that this matter should be held open for a little while.

840.50 Recovery/7-2047 : Telegram
The Ambassador in France (Caffery) to the Secretary of State

SECRET Paris, July 20, 1947—6 p. m.
URGENT

2886. For Secretary and Lovett. I submit following preliminary
appraisal of first week’s activities of conference on European economic
cooperation, based on day-by-day informal contacts which we have
maintained with number of delegates from participating countries:

1. Organizational plan. There is general agreement that organiza-
tional plan provides workable basis, consisting of: (e) conference
proper which is now adjourned but will probably reconvene to receive
and approve final plan. (5) The committee of European economic
cooperation. This is in effect conference proper but committee device
is used to permit closed sessions. (Only criticism raised to date has
been that Alphand, in his position as spokesman for committee, has
tended to give French slant to information released. It has now been
agreed that press relations will be handled by Secretariat). (¢) Execu-
tive Committee. (UK, France, Netherlands, Norway and Italy) This
is in effect steering committee. (d) Technical committees. Four of
these (food and agriculture, energy, iron and steel and transportation)
have already been established and will begin work tomorrow. It now
appears that other committees may be established to deal with ques-
. tions (1) labor supply and (2) housing and timber supply.

2. Plan of work. The basic document for scheme of work, which
outlines objectives and types of statistical and other data required,
was adopted last night and I am forwarding text by airgram. Supple-
mentary detailed questionnaires will be prepared by technical com-
mittees for their respective fields.

3. The first week’s activities were characterized by desire to work
as rapidly as possible and by disinclination to permit questions of
procedure or minor detail to slow down progress of conference.

*The text and annex of the “Memorandum Outlining Object and Scheme of
Work With a View to a Reply to Mr. Marshall” was transmitted in Paris airgram
A-1212, July 21, 1947, not printed (840.50 Recovery/7-2147). The annex to this
memorandum described the kinds of information to be sought by questionnaires.
On August 6, the Paris Embassy in airgram A-1806 reported that the “technical
questionnaires have been completed by virtually all the countries and it is hoped
that they can be tabulated by the beginning of next week.,” The information
contained in Committee of Buropean Heconomic Co-operation, vol. 11, Technical
Reports, July—Sept. 1947 (Department of State publication 2952) is based on
replies to these questionnaires.
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At same time, it is apparent that there are several fundamental
policy differences which must be resolved if workable plan is to result.
At some stage of negotiations views of Department may well be re-
quested concerning these major questions. Differences which have
already come into focus include:

(@) Multilateral trading. Benelux has already proposed that pres-
ent network of bilateral trading and payment agreements should be
laced on multilateral basis as among participating countries and I am
informed that France and UK are not opposed to consideration of this
proposal. Doubt has been expressed whether Scandinavian countries,
in view of their commercial ties with east, will be prepared to go along
on this project.

(3) The question of emphasis in planning. As I have already re-
ported there has been good deal of discussion concerning question of
whether planning should be primarily on short-term or long-term basis
and cleavage is somewhat deeper than indicated by surface discussion.
Benelux countries have taken approach that large part of imbalance
in Europe’s payments position is due to failure to utilize productive
resources already in existence and that immediate plan should con-
centrate on this problem. French, with some support from DBritish,
have contended that each country should submit long-term reconstruc-
tion and modernization program, arguing (a) that this is necessary
in order to show American people that self-supporting European
economy will finally result and (b) because assistance from US will be
extended under series of bi-lateral agreements, taking into account
plan of each country. I am informed that real cleavages in these differ-
ences of emphasis arise from following:

1. It is implicit in Benelux approach that resources of western
zones of Germany would be utilized at rapid rate and,

9. The smaller countries fear that long-term investment pro-
gram, if adopted by September 1, would merely be composite of
reconstruction programs already formulated by individual coun-
tries. In such case it is feared that countries, such as France, which
already have adopted “very ambitious programs” would get “lion’s
share’ of assistance from US. Furthermore, such composite plan
would bear no necessary relationship to principle of comparative
advantage.

(¢) Role of western zones of Germany. As indicated above,
Benelux countries believe there can be no western European economic
recovery in true sense unless there is rapid utilization of resources of
western Germany. They are prepared to rely on occupational controls,
plus elimination of actual war industries, to deal with security prob-
lem. (I am informed that Benelux countries also believe that French
zone should be merged with other two zones as part of European
plan, but feel that for political reasons initiative in this matter should
come from UK or US).

French, of course, have not abandoned outwardly their position of
“pastoral” approach to German problem and contend that security lies
in “pulling heavy industrial teeth” of Germany.
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(d) Standard of living. British informed me that in anticipdtion
of desire by some countries to use program for “spending spree” they
obtained insertion of following provision in working plan:

“Standards of consumption during period under review, while
they should be determined with regard to their effect on ability
and incentive to produce, should not exceed those which each
country expects subsequently to be able to maintain without spe-
cial external assistance.”

It is believed that when combined programming is undertaken, par-
ticularly for food supplies, many questions will be raised regarding
differentials in living standards both in absolute terms and relative to
pre-war.

Sent Dept 2886, repeated Geneva for Clayton as 105, London as
564, Berlin as 266, to Moscow and Berlin by airpouch.
CAFFERY

Policy Planning Staff Files

Memorandum Prepared by the Policy Planning Staff *

[WasHINGTON, July 21%, 1947.]

1. Marshall “plan”.

We have no plan. Europeans must be made to take responsibility.

We would consider European plan only if it were a good one and
promised to do the whole job.

Our main object: to render principal European countries able to
exist without outside charity.

Necessity of this:

(@) Sothat they canbuy from us;

(b) So that they will have enough self-confidence to withstand
outside pressures.

2. Russia and Communism. .
Strain placed on communist movement by effort to draw up plan
for European rehabilitation. Communist Parties in West forced to
show their hand. -
Russians smoked out in their relations with satellite countries.
Maximum strain placed on those relations.

Events of past weeks the greatest blow to European Communism
since termination of hostilities. If same line can be continued on our
part we can weaken movement still further but for this we need strong
internal support.

' Marginal notation : “GFK Notes for Secy Marshall 7-21-1947".
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Principal Communist argument today: that U.S. public and Con-
gress will not pack [back] up program of aid to Europe.

8. Germany.

U.S. determination to keep Germany disarmed and demilitarized
(Four-Power Pact).?

Meanwhile, urgent necessity for increased production:

@) From standpoint of cost to U.S. taxpayer;
) From standpoint of contribution to European recovery.

French apprehensions: Communists making big capital out of as-
sertion that “Marshall plan” spells preference to German reconstruc-
tion over that of France. True facts as to situation : German production
less than 50% of pre-war; France—pre-war level substantially
achieved. What French Government really wants: to be consulted on
these matters so as to have an answer to Communist attacks.

Coal talks. Coal—the center of German and European recovery.
British desire to widen talks. French fears.

4. Other areas.

European situation no precedent for other areas.

Suggestions made in Harvard speech applicable to Europe alone.
Problems elsewhere require different approach, main exceptions being
Korea and Japan.

Backward nations require not so much. government loans as other
forms of support: technical aid, business initiative, etc., which can
come more directly from private sources in this country, with govern-
ment support.

This problem will have to be studied carefully. There may well be
instances where further expenditure of government funds in other
areas may be warranted by U.S. interests; but certainly nothing is
visible today which could rank with European recovery program in
importance to U.S., in character of measures called for, in total costs,
or in benefits to be obtained.

5. Britain.

Britain’s position—serious, more serious than most people know

Her position beginning to improve; but it will be one year before
she can be expected even to approach balance of payments.

Possibly, a program of European recovery worked out by the
Europeans themselves might include provisions which would benefit
Britain along with the others. Britain would benefit in any case, as
would this country, from an increase in prosperity in western Europe.

2 For text of the draft treaty submitted on April 29, 1946, by Secretary of State
Byrnes to the Council of Foreign Ministers meeting in Paris, see Department of
State Bulletin, May 12, 1946, p. 815.
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But this may not be enough ; and some special aid may have to be pro-
vided for Britain. This is a problem which we are now studying.

It must be remembered that first loan really shrunk in significance
from British standpoint, partly on account of rises in prices and
partly on account of severe winter.

If Britain should not receive some aid, she would have no choice
but to dismantle extensively her defense and imperial commitments.
This would mean that serious vacuums would be created in other areas
which could be most embarrassing to us, and cause us many headaches.

Some of these vacuums are ones we might have to fill. This could
cost far more than a completion of aid to Britain at this time.

840.50 Recovery/7—-2247
The Italian Embassy to the Department of State*

The new American policy towards Germany as announced through
the instructions issued by the United States Government to General
Clay ? is of deep interest to the Italian Government. Italy views with
favor that Germany be included again in the European system, also
in view of the fact that Italian-German prewar exchanges (horticul-
tural produce, coal and metals) would contribute to reduce the deficit
of her balance of payments, thus representing a considerable saving
to the American taxpayer.

Italian representatives have sustained this opinion at the Paris
Conference in the conviction that the application thereof would fully
meet the Marshall plan. A similar program, however, clashes with the
firm attitude of France. On the other hand it seems that Switzerland,
the Low Countries and Sweden would adhere to such a program,

*Marginal notations: “Left with me by Tarchiani 7/27/47 H F[reeman]
M[atthews]"”; “Tel. from Rome to Ital, Amb.”

*The text of this directive to General Clay regarding the Military Govern-
ment of Germany is printed in Department of State Bulletin, July 27, 1947, p. 186.

Editorial Note

A study by the Policy Planning Staff, “Certain Aspects of the
European Recovery Problem from the United States Standpoint”,
top secret, begun in May, was completed on July 23, when what was
called a “preliminary report” was submitted to Secretary Marshall.
This 62-page study, an extension of the paper of May 23, page 223,
presented the matured views of the Planning Staff, which in turn were
“based upon the studies, recommendations and suggestions of a wide
cross-section of the operating and research units of the Department.”
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The report was designed to clarify the elements of the problem, to
suggest approaches by the United States, and to serve other agencies
as a guide to the views of the Department of State. A copy bearing the
marginal notation “Noted G.C.M.” is in Lot 64 D 563, Box 1 (20027),
envelope “Foreign Assistance, 1947-50".

George F. Kennan, Director of the Policy Planning Staff, pre-
pared a top-secret supplement describing certain additional considera-
tions that contributed to the Staff’s conclusions but that were omitted
from the body of the report. A copy of this supplement is in Lot 64 D
563, Box 5 (718), envelope “Foreign Assistance, 1947-50".

840.50 Recovery/7—2347T : Telegram
The Ambassador in France (Caffery) to the Secretary of State

SECRET Paris, July 23, 1947—7 p. m.

2930. Sir Oliver Franks, president (in absence of Bevin) of Con-
ference of European Economic Cooperation informs me that group
will really come to grips with major policy questions in week begin-
ning August 4. This week technical committees and subcommittees
are drafting questionnaires and consulting with such bodies as ECO
and ECITO in regard to statistics and information required. Next
week many delegates will return to their countries to supervise execu-
tion of questionnaires. Balance of payments committee has also been
established, composed of Sir David Waley, Great Britain, Guindey,
France, Ansiaux, Belgium, and Italian and Danish representatives.

From informal talks with number of delegates, I gather that leading
policy questions continue to be those listed in my 2886, of July 20.

Sent Dept ; repeated Rome for Clayton as 181.

CATFFERY

840.50 Recavery/’l—-2’i;47 : Telegram
T'he Ambassador in France (Caffery) to the Secretary of State

SECRET Panis, July 27, 1947—2 p. m.

2987. For Lovett. Sir Oliver Franks yesterday afternoon conveyed
to me informally following comment concerning progress of Confer-
ence of European Economic Cooperation :

He has been somewhat concerned about controversy going on be-
tween Benelux group and French. In effort to get at root of problem,
British first had Benelux group to dinner and found that Belgians
took dim view of Monnet plan because in half dozen instances French
were projecting large production increase for items which Belgians
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were either producing or expecting to produce and for which they
regarded France normal market. He mentioned artificial nitrates as
example.

Dutch problem was of somewhat greater proportions, because econ-
omies of western Germany and Netherlands were complementary, and
because Dutch placed such great dependence on entrepot trade as
source of foreign exchange. Magnitude of this source of income in
turn is dependent very largely on level of economic activity in
Germany.

British subsequently had dinner with French to explore this prob-
lem and found that French were quite conciliatory and prepared to
make effort to adapt Monnet plan to meet in large part Belgian objec-
tions. It did not appear that solution to Dutch problem would prove
as easy to find. ,

Sent Dept; repeated to London 588 ; repeated to Clayton at Geneva
121,

CAFFERY

840.50 Recovery/7-2947 : Telegram
T'he Ambassador in France (Caffery) to the Secretary of State

SECRET : Parts, July 29, 1947—S8 p. m.

3022. For the Secretary and Lovett from Clayton. Sir Oliver Franks
at his request called on me today in his capacity as chairman of the
Committee of European Economic Cooperation and gave me a review
of the work of his group to date which closely paralleled the reports we
have already received from Ambassador Caffery.

Franks then said that it was only this week that the members of the
executive and cooperation committees were beginning to discuss key
policy matters and that he expected that they would really come to
grips with these problems in a fortnight’s time, or when questionnaire
data had been received and collated..

As a prelude to policy formulation, Franks has recalled the attention
of his group to pertinent sections of the Secretary’s Harvard address,
which he interpreted as posing three major problems with which the
conference should concern itself:

1. The immediate increase in European production of essential
commodities.

2. The financial problem, subdivided into (a) external balance of
payments, and (4) internal financial stabilization in European
countries,

8. The problem of freeing trade movements within the European
community.

310-099—72— 23
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In reply I said that this interpretation was quite sound and in line
with our own thinking to date. T emphasized (&) the tremendous dif-
ference in the European balance of payments which would result if
Europe could regain its pre-war position in coal and food production;
(b) the close attention we were giving to the currency stabilization
problem; and (¢) the absurdly uneconomic lengths to which exchange
controls had been carried in Europe. Examples cited were the day-by-
day administrative interventions which intervened to prevent both ex-
port and import movements and the artificial exchange rate policies
of some countries which were reducing the flow of goods to the United
States to a mere trickle. :

Franks then mentioned the following special questions which had
or soon would arise in the conference :

1. The German Problem.

Franks mentioned that it was becoming apparent that German re-
covery was inseparably linked to European recovery and that the
smaller countries all recognized this to one degree or another. The
French attitude towards German recovery was an emotional one, but
Franks was encouraged that the French, after some discussion, had
abandoned their position that any approach had to be based on 1946
level of industry plan* and had agreed to the dispatch to zone com-
manders of technical questionnaires in same form as sent to participant
countries.

Mention was also made of fact that French had also agreed to treat-
ment of three western zones of Germany as a group in balance of
payments study.

2. Preparation of Report.

Franks mentioned that question had been raised in conference con-
cerning desirability obtaining services some American so that report
could be drafted in such a manner that it would be attractively pre-
sented to the United States. I replied that I did not think it would be
advisable to employ any public relations counsel for this purpose; that
Europeans were quite capable of preparing an adequate report and
that if they desired Department’s views on special aspects, they could
be obtained on a “within the family” basis.

3. Possible Conflict With Trade Charter.

Franks said that several delegates were honestly perplexed as to
how program of reducing intra-Europe trade barriers could be
adopted without violating proposed trade charter. In reply I pointed
out that charter was a pioneer effort; that we felt that a customs union
such as Benelux was progressive; but that a preferential system was
discriminatory. If the conference should come up with a plan which
provided for a series of definite, overall percentage reductions, culmi-
nating in the elimination of barriers at a definite time, I was confident

1his plan is printed in the Department of State Bulletin, April 14, 1946,
pp. 636-639.
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that the charter could be adapted to meet such a program; in fact
consideration now being given to modification charter accordingly.

At Frank’s suggestion and to dispel any feeling among the smaller
countries that they are being left out of things, I am meeting infor-
mally on Thursday with the executive committee, which includes
representatives of Benelux and the Scandinavian countries, as well as
United Kingdom, France and Italy. [Clayton.]

CArFERY

840.50 Recovery/7-3147: Telegram

T he Ambassador in France (Cajffery) to the Secretary of State

SECRET Paxris, July 81, 1947—1 p. m.

3044. For Lovett from Clayton. The Ambassador and I conferred
yesterday with Belgian Prime Minister Spaak and the Belgian Am-
bassador here regarding the work of the Paris conference.

Spaak inquired as to the conditions under which assistance might
be made available by the United States. I replied that the conditions
were those set forth in the Secretary’s Harvard address, including the
survey of requirements, measures of self-help and those designed to
inerease mutual interchange of goods. The additional requirements of
any program were those implicit in the necessity of convincing the
American people that the plan made economic sense and would actu-
ally result in a self-supporting European economy after a transitional
period of three or four years. _

This led to a discussion of possible means to eliminate exchange and
other trade barriers within the Kuropean group. Spaak mentioned
that any plan for the transferability of currencies among member
countries would have to deal with the question of ultimate converti-
bility into dollars of excess amounts accumulated by one member coun-
try of currencies of other members. I replied that we had been thinking
in terms of commodity assistance to Europe, but that I would study
carefully the letter which he said he would send me on this and other
points.

Spaak also raised a question of means of allocating among member
countries the increase in production which would result from the pro-
gram. I replied that we were anxious to avoid any move in the direction
of cartelization or bilateralism; that in some cases, such as France
with wheat, the increase in production would be consumed within the
producing country, and that I felt that economic distribution of out-
put could best be effected by elimination of trade barriers, and adher-
ence to principles of multilateralism.
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Finally, Spaak expressed his concern that some countries would
agree “in principle” to sound measures, but would fail at a later date
to implement their commitments. I replied that we were thinking in
terms of “concrete measures.” [Clayton.]

CAFFERY

840.50 Recovery/8-147 : Telegram
The Ambassador in France (Caffery) to the Secretary of State

SECRET Paris, August 1, 1947—1 p. m.

3065. For Lovett from Clayton and Caffery. We believe there is rea-
son to draw some encouragement from our conversations the past few
days with a number of delegates to the Paris Conference on European
Economic Cooperation. It was noted that members of the Executive
Committee did not hesitate to wade into such questions of substance
as multilateral elimination of quota restrictions and progressive re-
duction of tariff barriers with a view to reaching a customs union.

On the monetary front, Governor Monick of the Bank of France
showed us a draft formula, already considered at a ministerial level
in the United Kingdom, France and the Benelux countries, under

which the participating countries would undertake:

1. To make the necessary internal financial and monetary measures
(budget balancing, realistic exchange rate),

2. To establish transferability of their respective currencies for all
current transactions among themselves (thus eliminating intra-Euro-
pean exchange controls except for capital movements),

3. And, ultimately, to establish convertibility into gold or dollars
of net accruals of member currencies.

(It is, of course, at this point that the United States comes into the
picture and we have cautioned our friends that Washington has been
thinking largely in terms of commodity assistance).

In considering the foregoing it should be kept in mind that the home
governments which have not been exposed to the contagion of the
Paris meeting may not be as advanced in their thinking as are their
respective delegates, and that any joint monetary plan might in its
earlier stages be limited to such countries as Britain, France, Benelux
and Italy. ‘

Finally, a thought-provoking consideration was advanced by the
Netherlands delegate who said that, if it should prove possible to have
an assistance agreement concluded between the US and the participat-
ing countries as a group such an arrangement would prove to be a
powerful catalytic agent in welding the western European economies
into a unit. ‘
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Sent Department as 3085, repeated Berlin as 283 and to Moscow and
Rome by pouch. Copy held Paris for Douglas. [Clayton and Caffery.]

CArreERY

840.50 Recovery/8-647 : Telegram
T'he Ambassador in France (Caffery) to the Secretary of State

TOr SECRET Parts, August 6, 1947—1 p. m.

8122. For the Secretary and Lovett, from Clayton, Caffery, Doug-
las, Murphy and Nitze. In our discussions the past two days we have
reviewed. carefully the draft policy paper of the Planning Board
[Staff] on the economic recovery of western TLurope. We have been
encouraged to find that the people in the Department and those in the
field are generally thinking along similar lines.

It is our observation that many of the delegates to the Paris confer-
ence personally favor a bold constructive program; but that their
governments, while agreeing in principle, shy away from many of the
necessary specific measures. Furthermore, various delegates have re-
peatedly called to our attention the reference in the Secretary’s Har-
vard address to friendly aid in drafting the plan. They now feel the
need of such aid, without it their planning might crystallize into an
unacceptable program, which would be extremely unfortunate.

We, therefore, believe that our views covering a few basic under-
takings by each country should be promptly communicated informally
and in an appropriate way to the Paris conference.

We believe that the following basic undertakings are essential parts
of any comprehensive economic program for Western Europe which
will most nearly assure the effective employment of our assistance,
promote the recovery of Western Europe within three or four years
so that it may proceed thereafter without further US aid, and which
the Secretary may recommend to the administration, the Congress and
the American people:

1. Coal and food are key items in the recovery of Europe. Countries
whose production of these commodities is subnormal should undertake
to give the highest priority to maximizing the output of such com-

“modities. Failure to achieve a satisfactory level of production will be
ground for discontinuance of aid.

2. Each participating country should be obligated to take the neces-
sary internal financial and monetary measures to stabilize its money,
establish and maintain proper rates of exchange with other countries
and generally to restore confidence in its currency.

3. To facilitate the production, distribution and exchange of the
products of each participating country, agreement should be reached
among them for effective action in the financial and commercial fields,
including tangible steps for the progressive reduction and eventual
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elimination among the participating countries of exchange controls,
tariffs and other trade barriers.

4. Failure by any country to take and maintain effective measures
in any of the above respects will be ground for reconsideration of the
aid to be extended to such country.

We have discussed the question of the form which our agreement
with the participating countries should take, We believe that it will be
necessary for us to make bilateral agreements but that such agree-
ments should be clearly tied into a multilateral agreement, thus assur-
ing individual and collective responsibility.

We have discussed in connection with paragraph number two above
the proper use to which the local currency counterpart of our aid
should be put. We have reached no definite conclusion. This is a techni-
cal subject which should have the attention of the National Advisory

Council.* We do feel, however, that the permanency of the financial
reforms which we seek may be jeopardized if the local currency

counterparts of our aid were to be used to defray public expenditures.
Sent to Department as 3122 repeated Rome for Dunn only as 198.

[Clayton, Caffery, Douglas, Murphy, and Nitze.]
CArrery

iThe National Advisory Council on International Monetary and Financial
Problems was established by the Bretton Woods Agreements Act, approved
July 31, 1945 ; 59 Stat. 512.

840.50 Recovery/8-647 : Telegram _
The Ambassador in France (Caffery) to the Secretary of State

TOP SECRET Paris, August 6,1947—1 p.m.
3123. For the Secretary and Lovett from Clayton, Caffery, Douglas,
Murphy, and Nitze. Supplementing our 3122 of August 6, we have can-
vassed position of the UK, France and Italy. The case of each is, we
believe, critical. Failing additional assistance by the United States
this year, the situation in these countries may so deteriorate eco-
nomically, socially, politically, and their foreign policy may be neces-
sarily so modified, that our objectives in Western Europe and elsewhere
may become unattainable. We, therefore, suggest that every con-
ceivable avenue of providing interim assistance be carefully reviewed,
including possibly the calling of a special session of Congress.

We have not mentioned the critical state of affairs in Germany,
which is recognized. However, United States responsibility as an
occupying power places the German problem from the standpoint of
interim relief in a separate category.
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Sent Dept as 3123, repeated Rome for Dunn as 199.
[Clayton, Caffery, Douglas, Murphy, and Nitze.]
CAFFERY

USPolAd Files : Ambassador Murphy’s Correspondence !

Memorandum by Mr. Wesley . Haroldson of the Office of the
United States Political Adviser for Germany (Murphy)?

SECRET August 8, 1947,

Subject : Paris Discussions on the Marshall Plan, August 4 to August 6,
1947,

Under Secretary of State Clayton, Ambassadors Caffery, Douglas
and Murphy met in Paris from August 4 to August 6 to discuss the
Marshall proposal for rendering aid for the economic reconstruction
of Europe. Paul Nitze had been sent by the Department in order to
bring the most recent Washington thinking to the group. During a
series of sessions covering most of the three days, various topics briefly
outlined below were explored and recommendations were sent by the
group to the Secretary of State.

CRITICAL SITUATION

Ambassadors Caffery and Douglas informed the group of the critical
situation existing in France and Britain, respectively, and Under
Secretary Clayton told of the conditions existing in Italy. At the
present time England is exhausting its dollar resources at the rate
of 100 million dollars a week. At this rate, England will find it impos-
sible to go beyond November 15 without cutting into her gold reserves.
Unless additional American aid is forthcoming shortly, she will be
completely out of dollar resources. Douglas indicated that on the basis
of his discussions with Bevin and other British officials, this situation
might lead, in the very near future, to the depreciation of the pound,
a drastic cut in imports, and force England to withdraw from many of
her foreign commitments and radically change her foreign policy.

Ambassador Caffery indicated that the situation with France was
very similar, that France could not get by beyond the end of this year
without substantial aid, that her reduced harvest this year would
provide bread for only five months at the present low ration.

Under Secretary Clayton felt that Italy might possibly serape
through on her present resources up until the first of J anuary, but

* Files of the U.S. Political Adviser for Germany, Lot I 169, Box 581.

*The memorandum was an enclosure to a letter of August 18, 1947 from Am-
bassador Robert D. Murphy to John D. Hickerson, Deputy Director of the Office
of European Affairs,
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that unless aid was forthcoming very shortly she would not be in a
position to contract for food deliveries for the first quarter of 1948,

The possibilities of interim aid were briefly explored. Because of the
specialized purpose of the American Export-Import Bank, it was
believed highly unlikely that this institution could provide any as-
sistance. The Monetary Fund could grant Great Britain a small
amount of aid, perhaps in the amount of 320 million dollars if dollars
were declared a scarce currency, vis-i-vis the English pound. The
United States could also assist Great Britain by assuming the full bur-
den of necessary imports into the bizonal area of Germany, and by
relaxation of certain commitments, such as the convertibility and
non-discrimination clauses of the US-UK loan agreement. However,
it was believed that Congressional action would be necessary to pro-
vide even this interim assistance. Because Congress does not meet again
until the first of the year, it did not seem possible that any aid would
be forthcoming under the Marshall Plan until March at the earliest.
In view of this, recommendations were sent to Washington that all
possibilities of rendering interim financial aid should be explored, even
to the calling of a special session of Congress. Unless immediate aid
were forthcoming, it was felt that the situation in these three countries
might so deteriorate economically, politically, socially and in the field
of foreign relations, that many of their objectives in Western Furope
and elsewhere might be unobtainable.

The situation in Germany was recognized as critical. However, the
direct responsibility of the United States as an occupying power placed
the German problem in a somewhat different category.

Poricy Parer or THE Pran~iNg Boarp

Paul Nitze briefly outlined a memorandum prepared by the Plan-
ning Board of the State Department which summarized its thinking
on the Marshall Plan. Briefly this paper set forth the following
considerations:

A. U. 8. selfish interests involved

(1) If the present trend of economic and political deterioration con-
tinues, Europe and its way of life will be lost for a long time.

(2) From astandpoint of trade, the U.S. was interested in a healthy
European economy.

(3) For reasons of strategic necessity, it is highly desirable to sup-
port the existence of free and independent states and a United Nations
organization made up of such states.

B. Nature of the problem

(1) Previous aid by the United States to the European countries
in an amount of approximately 10 billion dollars has failed to fulfill
the anticipated aims.
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(2) Increased production is the only answer. Otherwise the Euro-
pean countries will continue to remain relief clients.

(3) Europe'’s transport system must be rebuilt.

(4) Conditions must be created in which the products of the several
European countries can be exchanged among themselves. This should
envisage initially some type of multilateral clearing agreement and
finally to erase exchange restrictions, tariffs and other trade barriers
so as to unite Europe economically.

C. Congress will appropriate money only on a declining scale over
the period of any proposed plan. Hence, it will be necessary for the
countries receiving aid to use the money in the most effective manner.
Also, because of domestic political considerations, as well as for tech-
nical and administrative requirements, aid forthcoming under any
plan will undoubtedly be concentrated to a relatively few commodities,
such as coal, wheat, cotton, tobacco, etc.

The entire emphasis of the plan should be to help Europeans to
help themselves. Hence, not only food and consumers goods should be
sent to Europe, but wherever possible, short term capital equipment
which will increase the productivity of the European farms and fac-
tories, should be included. Long term capital requirements should be
satisfied by the World Bank.

In all the discussions at the Paris Conference and in Washington,
it was emphasized that any plan for European aid should have as its
goal a self-sustaining Europe at the end of three or four years. Hence,
- elaborate plans for reconstruction or industralization, such as the
Monnet plan for France, cannot be supported by American aid.

D. The Planning Board’s policy paper called for the following
changes with respect to Germany :

(1) Simplification at Allied Control with more responsibility
resting with the German people. ;

(2) Production controls, priorities and allocations which would
assure that the scarce commodities were directed to the proper ends.

(3) Financial reform and readjustment of internal prices.

(4) Early clarification of reparations.

(5) Early termination of denazification. This would, perhaps, in-
volve further amnesties. It would permit the employment of persons
in capacities commensurate with abilities. No administrative or politi-
cal power should be given to persons of pronounced Nazi taint.

(6) Remove existing barriers to foreign travel and trade except
where security demands their continuation. Germans should be per-
mitted to set up agencies outside of Germany.

(7) Special arrangements for coal production.

(8) Inclusion of Western Germany into any new arrangements for

multilateral clearing or other devices for eliminating exchange
restrictions.
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ProerEM Discussep

During and following the presentation of the program as outlined
by the Planning Board, a number of the specific points presented or
closely related thereto, were discussed by the group, many in a detailed,
definitive way which resulted in concrete recommendations to Wash-
ington and others in a more cursory manner. Among these problems
discussed were the following :

To what extent should America make its views known to the co-
operating countries and in demanding reforms or concessions.

Type of organization.

Aid in the form of commodities or cash, or both.

International allocation of scarce commodities.

Centralized purchasing to reduce competitive buying.

Internal budgetary reforms of participating countries.

Elimination of trade barriers and present unreasonable exchange
rates.

Use of domestic currency counter-part of aid received.

Technlical assistance to be given by the United States in drafting
plan.

Time required for Congressional action and the possibility of
Congressional approval.

ConseENsUs oF GrROUP AND RECOMMENDATIONS

It was the general consensus of the group that it would be impossible
to get Congressional approval to any plan which did not spell out in
great detail the use to which the funds would be put, and unless the
participating countries not only promised to take steps but actually
did take steps to put their own economies in order. For example, it
would be necessary for Great Britain to improve coal production and
to eliminate much of her housing program which is such a drain on
steel and labor resources. In the case of France it would be necessary
to take steps which would both increase her agricultural production
and eliminate the present situation where the farmers are unwilling to
sell their present limited products. It would be undesirable as well as
impossible to get the American taxpayer to provide funds for the
importation of scarce commodities into Europe unless the European
countries themselves did everything possible to maximize their pro-
duction of these commodities. This being the case, the group was in
general agreement that the United States should make its wishes
known at an early date to the participating countries, so that they
might draw up the proper type of proposal, and be cognizant of the
commitments for internal improvement which they would be called
upon to make as a quid pro quo to the receipt of any aid. It was felt
that a number of countries or certain groups within these countries
“were of the opinion that they were favoring the United States by par-



THE MARSHALL PLAN 349

ticipating in the Marshall Plan, that it was a device on the part of the
United States to ward off a depression. :

The following recommendations were made to Secretary Marshall
and Under Secretary Lovett :

(1) That the participating countries be informed of the views of
the United States prior to the adoption of any program. Unless this
were done it was believed that the planning of the Furopean coun-
tries might very well crystallize in an unacceptable program which
would be extremely unfortunate.

(2) Top priority should be given by the countries of Europe in the
production of coal and food (this was aimed specifically at France and
Great Britain). Failure to achieve satisfactory levels in the produc-
tion of these items should warrant the discontinuance of aid.

(3) Participating countries should be called upon to carry out in-
ternal financial reform which would stabilize their money, restore con-
fidence in it and make possible the establishment and maintenance of
proper exchange rates.

(4) Agreement should be reached among the participating coun-
tries for the reduction and eventual elimination of all tariffs and trade
barriers so as to facilitate production, distribution and exchange of
their commodities. _

(5) Organizationally the plan should envisage bilateral agreements
between the United States and the individual countries tied into a
multilateral agreement among all the participating countries. This
would insure individual and collective responsibilities.

(6) The problem of the disposition of the domestic currency
counter-part of any aid received by a country was discussed, but no
recommendation was made other than that the problem should be
explored by technical experts with the view of preventing such cur-
rency from being used in ways which might jeopardize necessary
monetary and budgetary reforms.

Levern or INDUSTRY

The problem of the level of industry was discussed only incidentally
as a result of the note which Ambassador Caffery was sending to the
French Foreign Office asking, on the part of the United States Govern-
ment, for France’s view on level of industry, control of the Ruhr and
related matters. Caffery indicated that publicly France would go on
record for a modified version of the Morgenthau Plan, but that in-
formally he was sure that France was willing to compromise on a
mutually acceptable solution. He stated that Bidault had frequently
told him “We know that we have to join with you in the control of
Germany and reorganization of Western Europe, but please don’t
force us to do so at the point. of a gun”. Under Secretary Clayton ana-
lyzed France’s position on the basis of what he called legitimate inter-
ests and illegitimate interests. Their legitimate interests were (a)
military security, and (%) a desire to decrease the economic dependency
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of France on Germany. The illegitimate interest should be ignored
completely and the French so informed, but that attempts should be
made to satisfy their legitimate concerns. This he felt could be done
outside of any level of industry plan.

At one stage of the discussion Mr. Clayton thought that in making
recommendations to the Department the Conference should suggest
that unless immediate steps were taken to extend aid to the United
Kingdom and France “irreparable” damage would be done. Mr. Mur-
phy expressed doubt that such damage would be irreparable and stated
that it seemed to him that this question might then involve a funda-
mental change in our foreign policy. Mr. Clayton pointed out that
what he had in mind was that if the United Kingdom for example
were forced to pull out of a number of areas for financial reasons that
a vacuum would be created which would be filled then by another for-
eign power—maybe the Soviet Union. He doubted that American
public opinion would move fast enough to enable the necessary shift
in our foreign policy which would permit the United States and not
the Soviet Union to fill that vacuum.

Mr. Murphy commented also that it had been most interesting to
listen to the exposition of the possible political effects of the deteriorat-
ing economic situation in France and the United Kingdom in view of
the fact that the economic condition of Germany was so much worse
than that existing in either the United Kingdom or France. He men-
tioned that the effect of this adverse German economic situation re-
mained to be seen but that the political direction in which 66,000,000
Germans went might have a decisive effect on the European future.

W. C. HararpsoN

840.50 Recovery/8-647 : Telegram
The Secretary of State to the Embassy in France

SECRET WasHINGTON, August 11, 1947—2 p. m.

2967. Personal for Clayton from Lovett and Wood. Agree that
situation you describe makes decision on nature of our friendly aid in
drafting the plan imperative now. We are giving urgent consideration
this question and will communicate decision and comments soonest. In
meantime suggest you defer any action such as proposed in Embtel
3122 of August 6. Very important consideration is not to make sug-
gestions to conferees or consult with or advise them in manner allowing
us to be maneuvered into position where, if they accept or act on our
suggestions, they would regard us as being committed to their plan.
Feeling in Congress very strong that they must not again be presented
on a crisis basis with a virtual commitment to any precise course of
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action as they now claim was done in case of Greece and Turkey. If
are to get Congress approval must carefully avoid this. Must also
avoid charge we dictating plan.

Realize we are committed to friendly aid and importance of effective
plan from Paris conference so vital we must do whatever practicable
to help insure this result. Problem being considered urgently in light
ot all above factors. Hope to wire you in detail tomorrow.

Repeat to London 3428. [Lovett and Wood.]

MarsHALL

Lot 122 Box 19 B, Folder D-1

M emorandum by the Deputy Director of the Office of European Affairs
(Hickerson)*

CONTFIDENTIAL [WasHINGTON,] August 11, 1947,
DISCUSSION

1. In your Harvard speech you stated that “The role of this country
should consist of friendly aid in the drafting of a European program
and of later support of such a program so far as it may be practical
for us to do so”. Subsequently, the British and French sent out invi-
tations to the Paris Conference and accompanied the invitations with
a set of proposals. Point No. 4 of the proposals states in part: “Infor-
mation relating to the resources and needs of Germany shall be re-
quested from the Commanders-in-Chief, members of the Con-
trol Council.”Point No. 5 states: “The Committee of Cooperation shall
seek the friendly aid of the United States in drafting the report, as
suggested by the Secretary of State of that country.”

2. No official approach has been made by us to the Paris Conference,
or by any of the participating powers, to follow up the point on
“friendly aid” (except that questionnaires were sent to the zone
commanders in Germany). The Conference adopted an organization
plan which contains practically the same language as used under
points 4 and 5 of the British and French proposals. In addition, during
his discussions with French officials in Paris, Mr. Clayton was asked
what means we had in mind for extending the “friendly aid”, and this
question has been touched upon unofficially in other places. At the
recent meeting in Paris between Messrs. Clayton, Caffery, Douglas
and Murphy, it was agreed that the time had arrived for taking some
action to carry out the offer of friendly aid. It is probable that an

*This memorandum was addressed to Secretary Marshall through Under
Secretary Lovett.
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official approach will be made to us in the near future and our course
of action should be prepared and agreed upon in advance.

3. Obviously, the concept of “friendly aid” does not include full
participation in the Conference. Further, it would be undesirable to
take any action now which could be construed, either by the Kuro-
pean countries or the U.S. Congress, as approval of any part of the
program being developed by the Conference because it might be
regarded as a commitment on our part which could later prove em-
barrassing. It is, however, of extreme importance that the plan which
emerges from the Paris Conference be generally acceptable to the
U.S. The consequences of a wholly unacceptable plan would be disas-
trous. Steps which could be taken to assist the Conference while avoid-
ing any U.S. commitment are set forth in the following paragraphs
4, 5, 6 and 7. The steps suggested in paragraphs 4, 5, and 6 could be
taken at once and before a first draft of the program is completed.
Paragraph 7 refers to action to be taken with respect to a first draft
program.

4. The Conference should be informed along the following lines:

a. The basic essential of the U.S. suggestion was that the European
countries themselves should devise a program and carry forward effec-
tive measures for bringing about European economic recovery. The
U.S. will not assist in formulating the program nor, while in the proc-
ess of formulation, will the T.S. comment on the adequacy or desir-
ability of specific schemes or measures under consideration.

b. There are certain basic objectives that should be achieved in con-
nection with any program if it is to have a reasonable chance of sup-
port from the American public and Congress, including, but not
Iimited to, the following:

(1) The program must be designed to bring about the greatest
practicable increase, within the European countries concerned, in
production of materials needed to fill their basic requirements and
to limit requests for supplies from the U.S. to those necessary to
fill deficits which those countries cannot, with reasonable effort,
themselves satisfy.

(2) Further, the production program of a participating coun-
try should not be based only on its own needs but rather on the
contribution that can be made to filling the needs of all partici-
pating countries.

(3) The participating countries should adopt financial and
monetary programs designed to correct as soon as practicable
existing financial and monetary weaknesses and to accomplish
stabilization of currencies, establishment and maintenance of
proper rates of exchange and generally to restore confidence in
currencies.

(4) The participating countries should adopt measures looking
to the most effective distribution and use of their own resources
and the resources obtained from outside sources, including
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measures to enforce farm collections and to prevent diversions of
products into black markets. L

(5) The participating countries should take steps to facilitate
the greatest practicable interchange of goods and services among
themselves, reducing and seeking to eliminate dependence on ex-
change controls, quota restrictions, compensation and barter agree-
ments and other obstacles to a free flow of goods.

(6) The program should provide for the greatest possible
European self-help and should be such as to warrant the belief that
its carrying out would give reasonable assurance of European
ability to maintain its economy without continued support from
the U.S. :

¢. The points made under Item B above are given in the spirit. of
friendly aid to the Conference and as an indication of the type of action
which the U.S. believes necessary to achieve European economic re-
covery. It should be clearly understood that, even if the participating
countries adopt all the suggestions outlined above, there is no com-
mitment on the part of the U.S. to accept or implement any plan.

5. The U.S. should make it possible for the Conference to ask for
technical factual information from U.S. representatives such as sta-
tistical information, advice as to the physical possibility of producing
certain goods in the U.S. (e.g., an indication of the length of time it
would take to fill orders for locomotives).

6. The Conference should be able to obtain some information about
the needs and potentialities of the bizonal area in Germany. Since the
agreement on the bizonal level of industry is of special importance to
the relationship between the German economy and the balance of the
European economy, U.S. representatives should be prepared to submit
to the Conference the level of industry plan as soon as agreement has
been reached after the impending London talks. The method of pre-
sentation should be closely coordinated with the French to assure the
greatest possible French support for the plan in the Paris Conference.
The plan should be presented as the U.S. and British view as to the
type of German economy we believe desirable to enable Germany to
make a real contribution to European recovery and at the same time to
cease being a financial burden to the United States and Britain, It
should be pointed out that our main objectives are to expedite the
recovery of Europe as a whole, to minimize the financial outlays which
the U.S. is being called upon to make, and to insure against a militant
Germany in the future. We should be prepared to listen to the views
of other powers and to discuss them in a cooperative spirit. In the
latter connection, the rate at which the revised level of industry is to
be put into effect and the decision as to which industries are to receive
priority in reactivation will obviously be of major importance in con-
nection with the contributions that western Germany and the other
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European countries can make to each other and to the general restora-
tion of Europe. It is particularly these aspects which it is believed
should be discussed with the countries participating in the Paris
Conference. Unless exceptional circumstances dictate otherwise, it
will normally be best to speak frankly about our guiding policies in
Germany and the measures we have adopted or would like to adopt
in furtherance thereof. If we proceed in this way, there is a good
chance that we shall obtain considerable support for the early carrying
out of the revised level of industry plan from the countries at Paris.

7. When the Conference has produced a first draft of a program,
U.S. representatives could go over it informally with representatives
of the Conference, seeking explanations and clarifications of points
that are not clear and generally assisting in putting the program
into form which could be understandable to those in the U.S. who
would study it for substance. It would have to be made clear that such
drafting assistance was not to be construed as approval or endorsement.
of the program but was merely to facilitate its presentation to the U.S.
Government, including the Congress.

8. The matter of procedure for communicating with the
Conference requires consideration. The United States must present,
o united front when talking to other powers. It would be undesirable to
have two independent groups of U.S. representatives, one representing
our interests in the over-all European recovery and the other repre-
senting our interests in Germany alone. As our interests in Europe are
broader than, though inclusive of, our interests in Germany, it would
appear that the State Department should head the U.S. representation
and should coordinate the necessary assistants supplied by the War
Department and OMGUS and, if any, by the civilian agencies. The
OMGUS representatives need not be top ranking officers, but they
should be capable and thoroughly familiar with the level of industry
plan and with the general economic situation in the bizonal area.

9. The State Department should immediately select its head coordi-
nator and the necessary civilian assistants. They should be sent to
Paris and assigned to the staff of the Embassy. They should not form
any official or unofficial liaison with the Conference independent of
the Embassy. This staff, aside from being of assistance to the Am-
bassador in connection with paragraphs 5 and 7 above, would be able
to study the program as information regarding it is made available to
the Embassy. This would mean that less time would be required for
evaluating the program after it has been completed and presented and,
therefore, it could be presented to Congress sooner. In addition, the
staff could advise the Ambassador if the program being developed was
clearly inadequate, in which case we would be able to consider whether
further positive action by the U.S. was appropriate.



THE MARSHALL PLAN 355

10. It would not appear necessary for OMGUS representatives to
be sent to Paris for the moment, but OMGUS should be instructed to
be prepared to do so on very short notice. The OMGUS representa-
tives should be further instructed to be prepared to carry on discussions
along the lines set forth in Paragraph 6 above, taking the necessary
guidance from the head coordinator referred to in Paragraphs 8 and
9 above.

11. The British should be consulted before final instructions are
given concerning the course of action suggested in Paragraph 6 above.
However, the U.S. governmental position on that course of action
should be agreed immediately.

RECOMMENDATIONS

I. That you approve the interpretation of the “friendly aid” re-
ferred to in your Harvard speech as including the steps outlined in
Paragraphs 4, 5, 6, and 7 above.

IL. That you approve sending instruction to Ambassador Caffery
to present to the Committee of European Economic Co-operation an
informal memorandum covering the points set forth in Paragraphs
4, 5, and 7 above.

IIL. That you approve the attaching of additional staff to the Paris
Embassy for the purpose outlined in Paragraph 9 above.

IV. That you seek agreement with the War Department on the
course of action outlined in Paragraphs 6, 8, and 10 above.

V. That, if you and the War Department approve the course of
action outlined in Paragraph 6 above, you approve consultation with
the British on this matter through Ambassador Douglas in London.

840,50 Recovery/8-1247: Telegram

T'he Ambassadorin France (Caffery) to the Secretary of State

SECRET Paris, August 12, 1947—1 p. m.
URGENT  NIACT

3222. For Lovett and Wood from Clayton. All right, your 2967, will
await further instructions but would like to point out that a clear-cut
decision on this question is necessary. As you say, it is so vital that the
plan be an effective and acceptable one that I strongly recommend
against a negative approach. For example, until I talked with Spaak
he was prepared to push the adoption of a wholly unworkable and
unacceptable provision for allocating among sixteen nations all in-
creased production resulting from our aid. He was doing this in the
belief that he was following our wishes.

310-099—72——24
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There may be some risks involved in a positive and affirmative posi-
tion but I think they are minor and certainly not nearly so serious as
those attendant upon a timid and negative approach.

T would confine our aid to a few broad policy suggestions such as
those contained in our 3122 refusing to be drawn into details. T would
make it perfectly clear that we are not dictating and that the plan must
positively be a European plan to which the Secretary and the President
are in no sense committed until the completed plan is received, care-
fully examined, approved and presented by them to Congress. I would
further make it clear that, even then, Congress must take the final ac-
tion. As a matter of fact, I have been saying just these things over
and over to all these people. I feel sure they all clearly understand we

are not committed. [Clayton.]
CArrERY

840.50 Recovery/ 81447 : Telegramn
The Acting Secretary of State to the E'mbassy in France

SECRET WasHINGTON, August 14, 1947—4 p. m.
URGENT

3029, For Clayton and Caffery. I. From your cables and other re-
ports that reach us of the course of the Paris talks, we gain the impres-
sion that too little attention is being paid by the participants to the
elements of self-help and mutual aid which constituted an integral
part of the suggestions made by the Secretary in his Harvard speech.
We are much concerned over this. We consider that the problem of
the leading western European countries is not only to make up de-
ficiencies caused by the vicissitudes of the war, but to adjust themselves
to certain basic changes which have occurred and are continuing to
occur in their international position. This adjustment calls for coura-
geous and incisive action on their own part, both individually and
collectively. Unless they are prepared to make this adjustment, no
aid from this country could be really effective. It could achieve no
more than a postponement of inevitable decisions. We are entirely
serious about this and we will not be able to accept, even as a basis for
recommendation to Congress, any plan which does not recognize this
basic requirement. An itemized bill summing up prospective deficits
against a background of present policies and arrangements will defi-
nitely not be sufficient.

In approaching this problem, the Kuropeans might make more
progress if they were to assume there was no one to help them, to
imagine that they had no choice but to try to work out an acceptable
economic future without any outside support, to elaborate the best
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program they could, and only then to undertake to define the gaps
which absolutely could not be filled out of their own resources even
by the most strenuous individual and collective effort.
The above remains our basic position on these matters and you are
at liberty to make it clear to any of the participants at the Paris talks.
IT. With respect to the specific points in your 3122 Aug 6, the fol-
lowing are our comments:

1. Tt is assumed that point one, although intended to emphasize coal
‘and food, was not meant to exclude production increases through bold
constructive action in other bottleneck industries, and in industries on
which these in turn depend (i.e., fertilizer, mining machinery, ete.).
Increases in production, moreover, should be accompanied by construc-
tive action in distribution, particularly in food collection from farmers,
and measures to deal with diversions of mining and factory products
into black and compensation markets, etc. There should also be con-
sidered necessity for expansion of capital equipment in some lines, so as
to reach for each country pay-as-you-go basis within brief period of
time at satisfactory standards of living, but primary emphasis should
be on efficient utilization of existing capacity rather than on capital
development. .

2. Re your point two, we regard financial and monetary stability as
a goal toward which European efforts should be steadfastly directed,
and we consider it important that every effort be made by the confer-
ence powers toward attainment of that goal. However, in view of
fact that some financial and monetary disorders are basically symp-
toms of production difficulties and that some others reflect deep-
seated differences between political groups which cannot be bridged
immediately, we question advisability of making the adoption and
carrying out of policies of, say, wage reduction or tax reforms the sine
qua non of US aid. The importance of formulating and adopting as
soon as practicable (keeping in mind the above considerations and
without jeopardizing the program) measures to achieve the ends
mentioned in your para 2 should be stressed.

3(a) Your point three is regarded here as two separate though re-
lated points. First is necessity to which US attaches greatest im-
portance for full collaborative effort of Furopean countries to solve
their production problems in concert. This involves agreement on
rates of reactivation among the participating countries, sharing of
commodities in short supply on equitable basis, special efforts in one
country to direct production into fields helpful to others, etc.

_(b) Tangible steps for progressive re£10tion and eventual elimi-
nation among participatling countries of exchange controls, tariffs and
other trade barriers in our judgment constitute a separate point.

*When French Ambassador Bonnet called on Acting Secretary Lovett on
August 21 prior to a return to Paris for consultation, Lovett “stated that time
was running short and that he was disturbed lest the conference of the 16 nations
in Paris should produce little more than 16 ‘shopping lists’ for which the United
States would be expected to pay the bill.” He then read the above portion of this
telegram to M. Bonnet and “urged the Ambassador to impress on his government
the necessity for bringing home to the governments of the smaller countries at
Paris this basic conception of ours.” (840.50 Recovery/8-2147)
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4. We question the advisability at this time of overemphasizing
that failure to achieve set levels of production or to maintain effective
measures in the above respects will be ground for the discontinuance
or reconsideration of aid. Production goals may not be met for variety
of reasons, including Acts of God (flood, freeze, drought), Communist-
inspired strikes, inept administration, or perverse unwillingness to live
up to commitments. Withdrawal of aid would have to be weighed
against reasons underlying failure, and against political as well as
economic consequences. Suggest it is more appropriate to withhold dis-
cussion of specific conditions under which US would withdraw aid
from individual countries until bilateral and multilateral agreements
are negotiated after Congressional action on aid to Europe. At this
time, main emphasis should be laid on unwillingness of US public and
US Congress to aid Europe as a whole unless European countries take
effective and cooperative steps to help themselves. Most effective pres-
ent sanction lies, in our judgment, in likelihood of US refusal io
support European plan unless there is real unified effort on their part
in the sense of points covered in this message.

III. For your guidance in answering queries from participants in
the Conference, the following are some of the basic objectives which
we feel should be envisaged by any European program if it is to have
a reasonable chance of winning support from the American public and
Congress:

1. The program must be designed to bring about the greatest prac-
ticable increase, within the European countries concerned, in produc-
tion of food and materials needed to fill their basic requirements and
to limit requests for supplies from the US to those necessary to fill
deficits which those countries cannot, with vigorous effort, themselves
satisfy.

2. ﬁlurther, the production program of a participating country
should not be based only on its own needs but also on the contribution
that can be made to filling the needs of all participating countries.

3. The participating countries should adopt financial and monetary
programs designed to correct as soon as practicable existing financial
and monetary weaknesses and to accomplish stabilization of cur-
rencies, establishment and maintenance of proper rates of exchange
and generally to restore confidence in currencies.

4. The participating countries should adopt measures looking to the
most effective distribution and use of their own resources and the re-
sources obtained from outside sources, including measures to ensure
farm collections and to prevent diversions of products into black
markets.

5. The participating countries should take steps to facilitate the
greatest practicable interchange of goods and services among them-
selves, reducing and seeking to eliminate dependence on exchange con-
trols, quota restrictions, compensation and barter agreements and
other obstacles to a free flow of goods.

6. The program should provide for the greatest possible European
self-help, should provide for action on the part ofP the participating
countries which they will in fact be able to carry out, and should be
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such as to assure the maintenance of the European economy without
continued support from the US.

The above points may be mentioned in response to inquiries in the
spirit of friendly aid to the conference and as an indication of think-
ing in this Dept as to the type of action necessary to achieve European
economic recovery. It should be clearly understood that, even if the
participating countries adopt all the measures outlined above our
action in giving friendly aid in drafting must not be construed as a
commitment on the part of the US to accept or implement any plan.
Furthermore, to avoid any possibility of misunderstanding we should
cautlon inquirers that, even if the conference adopts a program which
seems workable on its face, any aid which the US might determine to
give must be conditioned upon the effective carrying out of such
program.

IV. In addition to stating the objectives outlined in para III Dept
believes that we could offer to furnish on request technical factual in-
formation such as statistical information, advice as to the physical
possibility of producing certain goods in the US, ete. Further, the US
could offer that, when the conference has produced a first draft of a
program, responsive to the self-help and mutual help approach out-
lined earlier herein, US representatives could go over it informally
with representatives of the conference, seeking explanations and clarifi-
cations of points that are not clear and generally assisting in putting
the program into form most understandable to those in the US who
would study it for substance. It should be clearly understood that such
" drafting assistance was not to be construed as approval or endorse-
ment of the program but was merely to facilitate its presentation to
the US Govt, including the Congress.

V. It is recognized that the carrying out of the functions described
in para IV will require additional US personnel in Paris to assist
Embassy and Clayton when in Paris, Also, it would seem helpful to
have qualified staff in Paris who could return to Washington when
program is completed, having studied it in process of development.
This would mean that less time would be required for evaluating the
program after it has been presented and, therefore, enabling earlier
presentation to Congress. In addition, the staff could advise you if the
program being developed was inadequate, in which case we would be
able to consider whether further positive action by the US was ap-
propriate. If inadequate, Dept believes it might be possible to authorize
you to make substantive comments on specific parts of the program and
on its omissions. Dept believes such staff should be attached to Em-
bassy and not have liaison with conference independent of Embassy.
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VI. If Clayton and Ambassador agree with suggestions herein, sug-
gest informal talks with appropriate committee chairmen or others be
held promptly. It may be considered desirable within the next few
days for Dept to release to the press here a statement along the lines
of paras ITT and IV above. Your comments requested.

VII. Dept believes further aid can be given re role of western Ger-
many. Proposals will be discussed with War and then Brit and will
be sent later.

Sent Paris, repeated to London for Ambassador as 3495.

LoverT

Policy Planning Staff Files
Memorandum Prepared by the Policy Planning Staff

SECRET [WasHINGTON,] August 14, 1947.
PPS-6

SUMMARY

The Policy Planning Staff has examined in greater detail the time
factor involved in the question of United States aid to a European
recovery program.

The Staff concludes that if a program of U.S. aid is not acted upon
by the Congress before the end of this year, there is little likelihood
that such a program, as now conceived, could be successful. Moreover,
there is danger that unless we are able to maintain among the Euro-
peans a firm expectation of early U.S. assistance, not only must we
expect unfavorable political and moral reactions in Kurope, but
measures taken by European governments may set off a train of re-
strictive actions in international affairs which would affect adversely
our economic interests in areas outside Europe and would further
complicate the question of European recovery.

The Staff recommends that these conclusions be borne in mind in
any decisions affecting the timing of Executive and Congressional
action with respect to United States aid.

It further recommends that in order to expedite to the utmost the
handling within this Department of questions connected with a
European aid program, a special center be established at once within
the Department to act as a clearing house for Departmental action and
to conduct detailed advance planning for such machinery as the De-
partment may later require in connection with such a program.

1. The Policy Planning Staff has reviewed the economic situation of
the individual countries which are participating in the Paris Economic
Conference. The Staff wishes to point out that the position of certain
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of these countries is such that it is imperative not to leave the question
of U.S. aid until the next regular session of Congress. If Congressional
action on aid for Europe is not taken prior to the end of this year,
there is serious danger of events in Europe taking such a course that
the task of European recovery will be made much more difficult, and
that much greater U.S. aid will be required in the long run. There is
some danger that the whole purpose of the invitation to the European
countries to cooperate in drawing up a European recovery program
will be frustrated.

2. The situation in the United Kingdom is clearly critical and
would alone warrant action prior to the next regular session of Con-
gress. In addition, Italy will require additional assistance before the
end of this year. France and Austria face serious difficulties early in
1948 and it is not certain that if the question of aid is left to the next
session of Congress, action could be expected soon enough to ward off
these difficulties. None of the other European countries appears to face
economic difficulties as immediate as those mentioned above, but. if the
general European situation should deteriorate to a marked degree
during the coming months, there is no guarantee that we might not be
confronted with urgent requests for assistance from some of these
countries, The margin of safety in Europe, both from an economic
and political viewpoint, is extremely thin, Any sharp change in the
economic picture for the worse might cause difficulties in areas which
have not hitherto given occasion for concern. ,

8. The basic facts with regard to the four countries mentioned above,
as they now appear, are as follows:

a. United Hingdom. If the dollar drain on Britain continues at its
present rate, the loan will be exhausted and the British reduced to
what they have considered their minimum reserve of gold and dollars
by mid-October. The full facts of the British situation are not yet
clear, but it is doubtful whether further analysis will disclose a radical
difference in the basic situation. The measures which the British
apparently propose to take to deal with the situation will not have
important immediate effects, so that it is probable that the situation
foreseen by them will arise some time during the fall. There are
possibilities of financial assistance which would not require Con-
gressional action, but these would merely postpone the day of final
reckoning by a matter of a few weeks. A reduction in British gold and
dollar reserves below what the British (and we ourselves) have re-
garded as a minimum figure also offers a way of dealing with the
situation temporarily. The British will no doubt be strongly opposed
to any such reduction unless they have greater assurance than we are
nmir 13 a position to give, that they will obtain further U.S. aid at an
early date.

b. France. The Embassy at Paris has reported that the French also
will be reduced to their minimum reserves at some time during the
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remainder of this year and forecasts a French dollar deficit through
March 1948 of $300,000,000 to $420,000,000. This picture appears in
general to be accurate. The French situation can be dealt with In
major part if the World Bank gives France another $250,000,000 loan
during the latter part of this year. This would see the French thrpu%lh
the present year and defer the problem of further assistance until the
early part of next year.

c. Italy. Studies which have been made in the Department of the
balance of payment for 1947 indicate a deficit during the remainder of
the present year in the neighborhood of $75,000,000 to $100,000,000.
No recent detailed estimates of the 1948 picture are available. How-
ever, it appears that unless further financial aid to Italy is forthcoming
during the present year, there will have to be a significant adjustment
in the scale of Italian imports with the probability of a serious de-
terioration in the Italian economic situation.

d. Austria. The Austrians will squeeze by during the present year,
thanks to a variety of handouts of different kinds by the United States

and the British. It is not easy to estimate when the funds will be ex-
hausted ; the probability is that this point will be reached perhaps by
February or March 1948.

4. The fact that, at present rates of expenditure, a country will be
confronted with a critical situation some weeks or months from now
does not postpone the crisis until that time. As the facts become clear,
steps will be taken to meet the situation. In this sense, the crisis is
already upon us. The French, Italians, and Austrians will probably
defer making adjustments in their import programs as long as possible,
in the hope of receiving aid, although they will undoubtedly be re-
quired to take certain steps in the direction of cutting down their
dollar expenditures. The British are already doing so.

5. One of the most serious aspects of the present situation is the
danger that the steps taken by Kuropean countries, and particularly
by Britain, to deal with the dollar shortage may set, in motion a train
of events with exactly the opposite effect of that intended in the
Harvard speech. Restrictions on imports adopted by one country are
likely to give rise to the imposition of new restrictions in other coun-
tries and to cut down the international flow of goods at a time when it
is most important that the trend should be in the opposite direction.
The effects are not likely to be confined to Europe, but would spread
quite rapidly to Latin American countries and Canada. If this pro-
cess should go on with any speed, we might find ourselves confronted
with something far more serious than the present European situation.

6. In addition to the financial problems outlined above, there is
orowing evidence that there will be a serious food situation in Europe
and possibly elsewhere during the coming winter. The French wheat
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crop has been described as the worst since 1815. The general crop pic-
ture is not as yet clear, but as further indications are received they will
deserve careful study.

7. As is well known, a number of leading members of Congress on
Committees which will have to do with foreign aid expect to go to
Europe and other parts of the world during the late summer and fall.
The presence of many of these leaders in the United States will be
essential, either for a special session of Congress or if consideration of
the European aid program is to be undertaken in the early fall by the
appropriate committees of the House and Senate. If their presence in
the United States will be required later, presumably they should be
given some warning of this fact now. The entire subject of Congres-
sional action on the European-aid program seems to require early
discussion with the leaders of Congress.

8. Carefully coordinated action on a broad scale will also be neces-
sary as far as the Executive branch of the Government is concerned,
if the question of aid to Furope is to be handled expeditiously and
effectively.

a@. The critical period in the formation of the European program is
being reached now, as the answers to the questionnaires by the various
subcommissions are being received and the subcommissions turn to the
substance of the program. If time-consuming delays are to be avoided
after the completion of the Paris Conference, and if the United States
is to influence the general character of the program developed at Paris,
our influence must be brought to bear now. Presumably this should be
done l!cl)y the “friendly aid” offered by the Secretary in the Harvard
speech.

pb. There will be a task of considerable magnitude in translating the
Eurcg)ean program into a U.S. legislative program for submission to
the Congress. The European program must be reconciled with the
reports of the committees appointed by the President to consider the
domestic aspects of the problem.! Legislation must be prepared and
the program will have to be fitted in with the Government’s general
fiscal program. Numerous interdepartmental clearances will presum-
ably have to be obtained. No organization now exists in the Department
for undertaking this work. Indeed, no responsibility for seeing that it
is done has been placed anywhere.

¢. An administrative agency of some kind will be necessary to carry
out the U.S. part of the European program. Such an agency cannot
be organized over night. Much advance planning and the selection of
some key personnel is called for. It would be most desirable if some of
the people who will be responsible for the administration of the pro-
gram from the U.S. end participated in its formative stages. This also
calls for some action by the Department.

! See President Truman’s press statement of June 22, p. 264,
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840.50 Recovery/8—2047 : Telegram
The Ambassadorin France (Caffery) to the Secretary of State

SECRET Paris, August 20, 1947—11 a. m.

3327. From Clayton and Caffery. With reference to the suggestions
made in your 3029 August 14, 6 p. m. we met yesterday with Sir Oliver
Franks, chairman, Committee of European Economic Cooperation.
Ambassador Douglas was present and participated in the conversation
but left for London before this telegram was drafted.

Franks gave us a report on the progress of the conference, first men-
tioning that the technical commodity reports were now going to the
Executive Committee, after which they would be presented to the Gen-
eral Committee, but that these individual reports would not be finally
approved until the entire report was adopted. It was expected that all
these reports would have been submitted to the Executive Committee
this week and that by the end of the week the balance of payments
report, incorporating data from all of the countries, would be ready for
committee consideration.

In reply to our inquiry, Franks said that the criterion used by indi-
vidual countries in determining their requirements is based on the
standard of living which they expect to be able to maintain after 1951
without special external assistance thereafter. It had already been
learned that in some cases it would be necessary on a global basis to
scale down requirements simply because they exceeded any possible
availability. He cited specifically the case of bread grains but pointed
out that the committee action would be limited to reducing the global
amounts and that the actual allocations to be made to individual coun-
tries would have to be determined elsewhere.

Next Franks referred to the active discussions during the past week
concerning a possible customs union (reference Embassy’s 3195,
August 9, 3269, August 14, and 3290, August 16 *). Franks mentioned
that France and Italy had taken an affirmative position in regard to
the development of a Customs Union among the participating coun-
tries; that the United Kingdom was not in a position at this time to
commit itself to such a program but had no objection to other countries
going ahead with such an arrangement. The Benelux group had pre-
viously indicated that it was not interested in participating in a
general union which did not include the United Kingdom but he did
not know whether this group still held the same view. The Irish dele-
gate was even less favorably inclined towards the customs union pro-
posal and the Turkish delegate had made a speech on the subject which
did not clearly set forth his position. The other delegates were still
awaiting instructions from their governments.

* None printed.
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Franks set forth the position of his government as reported my 8290,
August 16 and then inquired as to our view concerning the importance
of the adoption of the Customs Union program in relation to public
opinion in the US toward a European plan.

In reply we made it clear that the US was not making at this time
a demand for a commitment in regard to the intentions of the par-
ticipating countries to eventually form a Customs Union. We did,
however, point to the need for a positive constructive program quoting
the Department that “an itemized bill summing up prospective deficits
against a background of present policies and arrangements will defi-
nitely not be sufficient”. It was our belief that definite measures di-
rected towards the eventual elimination of trade and other barriers
among the European group would meet with a very favorable recep-
tion in the US, but that a mere statement of intentions to explore the
matter would hardly be impressive.

We next mentioned to Sir Oliver that the Department had com-
mented that the Europeans might make more progress if they were to
imagine that they had no choice but to try to work out their problems
without any outside support. He replied that if such a planning ap-
proach were used it would result in a program based on self sufficiency
(as contrasted with a viable economy) and that the pattern would be
entirely different from one based on fitting Europe into a world econ-
omy and on the assumption of some kind of outside assistance during
the transitional period. We are inclined to agree with this point of
view.

We next outlined to Sir Oliver the six basic principles mentioned
in Section ITI of the Department’s telegram under reference. He
remarked that there were some delegates to the conference who were
thinking in terms of forming a comprehensive organization to control
the allocation of production, rates of reactivation, etc., among the par-
ticipating countries, but that he had resisted this type of restrictive
approach. On this point we refrained from setting forth the Depart-
ment’s position in detail as stated in your telegram under reference.
We had previously given attention to Section IT 3a of your telegram
which called for the full productive effort of European countries to
solve their production problems in concert, stating that “this involves
agreement on rates of reactivation among the participating countries,
sharing of commodities in short supply on equitable basis, special
efforts in one country to direct production into fields helpful to others,
ete.”

We found this comment to be disturbing, not only because it would
provide an excuse for resuming the cartel practices which so retarded
industrial progress in Europe before the war, but also because it would
tend to stimulate bilateral trade and to intensify the various economic
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controls which under the best of circumstances have removed incentives
for maximum output and which in other cases, such as France and
Italy, have so distorted the productive and distributive processes as
to almost result in economic chaos.

We hope on reconsideration, the Department will agree that the
language quoted above would be subject to a wrong interpretation (and
will approve our action in not passing it on to Sir Oliver).

Sir Oliver next raised the question whether it would be desirable to
have some form of continuing organization to deal with this program
after the final report had been approved and forwarded to the US,
pointing out that the Scandinavian countries (keeping one eye to the
east) were reluctant to continue this activity in its present form beyond
that point. In reply we said that, while at present we saw no need for
an organization of participating countries beyond the period of
assistance envisaged in the Marshall approach, it seemed to us that
there would be such need during that period. We pointed out that an
effective plan would require specific measures by each participating
country in such fields as production, financial and monetary stabili-
zation, and removal of trade barriers and that we believed that the
American public and Congress would be impressed by a multilateral
undertaking in which the individual countries would obligate them-
selves to the group to do specific things, their failure to do so con-
stituting grounds for review and appropriate action by the group.

Sir Oliver next said that, while the order of magnitude of financial
requirements from the US for the program would not be known until
the end of the week it was quite possible the total sum would prove so
large that “pruning down would be necessary before the US would
find the program acceptable.” He regarded it as a basic question
whether this reducing procedure would be done by the US or by the
conference itself. As an illustration he mentioned the very large steel
output estimates submitted both by bizonal authorities for Germany
and by the French govt under the Monnet plan, pointing out that
there would not be enough coke available to meet global requirements.
The difficulty was that this was a problem outside the jurisdiction of
the conference but until it could be resolved the global deficit for the
European balance of payments would be larger than would be the case
if the level of industry and Ruhr questions were settled.

‘We next mentioned to Sir Oliver the suggestion made in Sections IV
and V of the Department’s telegram under reference regarding the
assignment of additional personnel to the Paris Embassy to become
familiar with the methods and work of the conference with a view to
advising the Department concerning suggestions which it might find
desirable to make to the conference. It was pointed out that such per-
sonnel would work with the Ambassador and White 2 in an informal

? Ivan B. White, first secretary and consul at the Paris Embassy.
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capacity and as members of the Embassy, not having individual liaison
with the conference. Sir Oliver agreed enthusiastically with this sug-
gestion and we recommend therefore that the officers mentioned in
Department’s 3048, August 14 be sent to Paris as soon as possible. We
also recommend that telegraphic travel authorization be transmitted
immediately to Geneva detailing Robert Terrill ® to assist in this work
in Paris.

Before closing the conversation Sir Oliver raised the question of
the procedures under which the report was to be transmitted to the
US and made available to the American and European publics. We
replied that we had no instructions on this point but would request the
Department’s advice. It seemed to us, however, that under the circum-
stances it would be proper for Mr. Bevin as chairman of the conference
to transmit the report, to Secretary Marshall whose Harvard address
inspired the calling and organization of the conference. Furthermore
it was very important that publication of the report take place in the
US simultaneously with its release in Europe.

We agreed that the people in Washington at some stage would want
to discuss the matter with some of the conference members, probably
the Executive Committee and that the need for this would probably
arise at the time the report was being studied by an inter-Departmental
group. It was believed that work on the drafting of multilateral and
bilateral agreements could, in accordance with previous practice, go
on while Congress was debating the program.

We would greatly appreciate receipt by telegram of the Depart-
ment’s views in regard to the foregoing.

Throughout the conversation we emphasized the informal character
of our views; the fact that they constituted no commitment and that
final decisions regarding their program would be taken by the
Congress.

Sent Department as 3327, repeated to London for Douglas as 649.

[Clayton and Caffery]
CAFFERY

? Associate Chief, International Resources Division.

840.50 Recovery/8—1847 : Telegram
The Acting Secretary of State to the F mbassy in the United Kingdom

SECRET WasHINGTON, August 20, 1947—9 p. m.

3596. For Ambassador Douglas. Dept deeply concerned by indica-
tions that Paris Conference is not facing necessity of subjecting stated
requirements of participating countries to critical analysis with a
view to producing a final program whose statements of needed aid
would be justifiable as realistic and based on maximum self-help and
mutual aid. Study of questionnaires shows end use justifications of
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requirements requested in very few cases. Other reports indicate that
requirements statements and existing national plans of participating
countries are being accepted without discussion of real analysis. Merely
adding up separate estimates would obviously result in unacceptable
program and reductions would be more difficult than if made during
formulation stage.

It seems inappropriate to consider offering revised level of industry
plan to Paris Conference for comment on rate of and priorities in
reactivation unless comparable comment made by Conference re plans
and statements of all participating countries. An opportunity to seek
help from bizonal area as well as from US might further encourage
avoidance of critical discussion of proposals for self-help.

In absence of assurances that Paris Conference intends to analyze
separate country proposals with aim of securing integrated realistic
program embracing all participating countries, Dept feels any decision
re discussion in Paris of reactivation rate bizonal level of industry pre-
mature. (Re para 1 Douglas message from Paris, 3310 Aug 18*). Will
Clayton, Douglas and Caffery please comment re Depts apprehen-
sions? In meantime discussion of rate of reactivation bizonal industry
in London talks with French should be avoided. Clay’s views regarding
appropriate position also requested. Sent London for Ambassador,
repeated to Paris 8120 for Ambassador, and to Geneva 1043 for
Clayton,

Loverr

! Not printed.

840.50 Recovery/8-2147 : Telegram

The Ambassador in the United Kingdom (Douglas) to the Secretary
of State

SECRET Lowpon, August 21, 1947—S8 p. m.

4552. For Lovett. 1. I share your apprehensions that Paris Con-
ference is not critically analyzing the estimated production and re-
quirements of participating countries and that there is danger that
final program may be both unrealistic as to production and inordi-
nately large as to our assistance. (Department’s telegram 3596, August
20). Agree important all countries at Paris adjust their production
programs to realities and critically screen each other’s requirements in
order to keep demands on US at minimum. For example: French must
be persuaded to abandon present position that original Monnet plan
must be accepted practically unchanged no matter what the cost to US
or to general recovery.

2. Did not intend to propose that production program for bizonal
area be subject to any more rigorous screening than that of any other
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country. Question is not, it seems to me, one of submitting bizonal
production program to Paris or permitting it to be discussed there,
for both of these steps have already been taken.

3. Question seems rather to be one of participation of US Govern-
ment representative aided of course by OMGUS staff in discussions
on behalf US zone Germany in order that our program may be
defended and that other countries may have an opportunity of point-
ing out to US as they will to each other changes in our program which
would in their judgment contribute to reducing overall bill or to
facilitating economic recovery of Europe as whole. Do not believe that
in absence US delegate UK representatives are, or are considered by
Paris conferees to be, adequate spokesmen for whole bizonal area.

4. To hold ourselves aloof from such give-and-take cannot help but
encourage other participants to consider that their national plans
and requirements should be accepted without examination or discus-
sion. While we perhaps need not take the lead, neither should we hang
back. We cannot in my view too promptly make it clear that we are
prepared to participate in any overall program of critical analysis
affecting all countries alike, though reserving, as each country must,
the right of final decision in the light of all the evidence.

5. I recognize that US zone participation may carry implication
that US is contributing directly and is accordingly committed to any
program which may be formulated at Paris Conference but this danger
can, I believe, be minimized, even completely removed.

6. Clay will arrive tomorrow morning, Will discuss this further with
him and request him to transmit his views.

Repeated to Geneva 121 for Clayton and Paris 469 for Caffery.

Douaras

840.50 Recovery/8-2247

Memorandum by Lt. Col. Charles H. Bonesteel, 111, Special Assistant
to the Under Secretary of State (Lovett)

SECRET [WasmINGTON, undated.]

MiNures or MEETING oN MARrsHALL “Pran” 3:00 P. M.,
Avcusr 22, 1947

Present: C-Mr. Bohlen
S/P-Mr, Kennan
Le—Mr. Gross

EUR~Mr. Hickerson

EUR-Mr. Jackson
GA-~-Mr. Kindleberger
PA-Mr. Swihart

U-Mzr. Bonesteel
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Informal discussion revolved around the questions listed in Tab A
attached. There follows a summary of the conclusions reached with
regard to each of these questions.

The paragraph numbers below refer to the question numbers in
Tab A.

1. A comprehensive departmental position has not been officially
approved. Considerable work has been done and is expressed in the
report of the Policy Planning Staff on European reconstruction and
in a series of documents produced by the committee working under
Mr. Kindleberger.!

1t was concluded that the time has come to firm up the overall depart-
mental position. It was the consensus that the two sets of documents
mentioned above should be circulated to selected representatives within
the Department for hasty review and comment to the end that a de-
partmental position be established early next week.

a. Tt was the consensus that Mr. Clayton, while generally aware of
departmental thinking with regard to the “Plan”, holds fundamental
divergent views on some aspects, notably the importance of a Customs
Union for Europe, the over-riding importance of financial and multi-
lateral exchange arrangements, and his aversion to continuing Euro-
pean machinery to implement the European reconstruction plan. These
divergencies held by Mr. Clayton may fundamentally affect the form
and acceptability of the final plan presented by the Europeans. It
seems essential that, as soon as the departmental position is clarified,
that every effort be made to bring Mr. Clayton’s thoughts in line with
the clarified position.

b. Tt was felt that the following procedure would be best to bring
Mr. Clayton fully in line with the departmental position : Send him a
comprehensive cable covering, in its first part, a review of basic politi-
cal factors in the present European scene; in the next part, a brief but
fairly detailed review of the essentials of the Department’s position;
a third part, asking him to prepare his comments on part two and be
prepared to discuss them with Mr. Lovett by teletype. If the teletype
conversation indicated any remaining divergencies of view, Mr. Ken-
nan should make a quick trip to Longon for the purpose of discussing
the outstanding matters with Mr. Clayton.

9. The consensus was that sufficient friendly aid is not being given.
It seems fundamentally necessary that the European nations go
through a screening procedure of the committee reports being pre-
sented with a view to substantially decreasing the aid requirements
therein and making a greater showing of cooperative effort. This, in

1 Charles Kindleberger was the executive secretary of the Committee on
Turopean Recovery Program organized on June 25. This Departmental Commit-
tee studied the projected aid program from many points of view and prepared a
subIstantigl corpus of background and operating materials. Copies of these are
in Lot 122, '
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effect, would extend the present target of 1 September by some ap-
preciable amount,

3. The screening of committee reports, suggested in 2 above, will al-
most inevitably lead to an extension of the target date. This will
achieve the purpose suggested in question 3, and is a better way to delay
submission of the report than to suggest directly to the European
nations that the report should be further considered.

4. It was agreed that the critical situation in Britain 2 may have
some serious effects on the cooperation expected under the European
recovery plan. Mr. Kennan undertook to review, in light of the present
situation, his basic paper, particularly the chapter on Great Britain
therein.

5. Discussion on this question brought out the necessity for a clearer
idea of the mechanics of presentation of the European plan to Con-
gress. It appears highly desirable to establish that the initial report
from the European countries will be reviewed by the Administration
and further questions asked the Europeans if, in our opinion, the plan
is not wholly satisfactory. Such a course is, in effect, a form of negotia-
tion but it seems impossible to avoid it. If the first report from the
European countries is to be passed directly to Congress it seems very
likely that the best action from the Hill will not ensue.

6. All agreed that an Administration position should be established
as soon as possible. We understand that the Treasury Department,
Commerce, et cetera, are becoming somewhat restive since they have
heard nothing as to State Department thinking with regard to the
Marshall program. As soon as the departmental position is clear, it was
felt that copies of the position papers should be transmitted to the
appropriate Cabinet officers by a letter which asks them to have the
paper reviewed in their departments and their comments transmitted
to the State Department through a designated representative, who
could meet in an ad hoc committee with Mr. Kennan and other State
Department representatives. As soon as the Administration position
was clear it should then be given Mr. Harriman’s committee and
appropriate Congressional leaders and interested Congressional
committees,

7. A separate memorandum has been prepared on the public rela-
tions aspects of the Marshall Plan and will be reviewed in the light
of such action as is taken in regard to the matters discussed above.

The important questions of the special session of Congress and the
question of Germany in relation to the European plan were not com-
pletely discussed. Further meeting will be held on these subjects in
the near future.

* For documentation, see pp. 1 ff.

310-099—72——25
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[Enclosure]
(QUESTIONS

1. Ts the Department’s position regarding the skeleton of the Plan
sufficiently clear?
a. Is Mr. Clayton fully aware of the Department’s position?
b. Would it be desirable to send a representative to Paris to make
Mr. Clayton fully au fait with the Department’s position ¢

9. Are we satisfied that all desirable “friendly aid” is being given ?

3. Should we indicate to C.E.E.C. the desirability of extension of
the target date for their report so as to permit full consideration of
factors expressed in Deptel 3029,° etc. ?

4. Ave there important foreign political factors entering the picture
that require recognition in our approaches on “friendly aid”?

a. British political and financial situation?
b. French—Italian relations?

5. Should consideration be given to making less clear-cut the alter-
natives which would have to be followed if C.E.E.C. submits an un-
acceptable report?

6. What should be the timing in bringing the Treasury Department,
Commerce, Congress, et cetera, into the picture?

7. Are there any factors with regard to the public relations aspects
of the Marshall Plan which we should consider

? August 14, p. 356.

840.50 Recovery/8-2447 : Telegram

The Acting Secretary of State to the Secretary of State at Petropolis,
Brazil?

TOP SECRET WasHINGTON, August 24, 1947—7 p. m.
US URGENT  NIACT

80. Humelsine for Carter.2 Eyes Only for Secretary Marshall from
Lovett. Subject: Paris talks on unified economic plan. 1. Seven days
from now the Paris Conference is scheduled to produce a plan. Prog-
ress so far is disappointing in that all that has come out so far is
sixteen shopping lists which may be dressed up by some large-scale

! Sacretary Marshall was head of the United States delegation at the Inter-
American Conference for the Maintenance of Continental Peace and Security at
Quitandinha, near Petropolis, Brazil. For documentation on this conference, see
vol. virx, pp. 1 ff.

2 (arlisle H. Humelsine became Director of the Executive Secretariat, Office
of the Secretary of State on June 29, 1947 ; Marshall 8. Carter was Special Assist-
ant to the Secretary of State.
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but very long-term projects such as Alpine power, etc. The present
grand total of the shopping list approach is unreasonable, not solely
because of its size but because on its face it indicates that even these
huge sums will not accomplish the rehabilitation over a four-year
period, still leaving a deficit at end of that time amounting to about
four billion dollars annually (mostly a food deficit according to their
experts).

2. This approach continued even after a message sent on August 14
to Clayton and Caffery 3 pointing out that from reports received “we
gain the impression that too little attention is being paid by the par-
ticipants to the elements of self-help and mutual aid which constituted
an integral part of the suggestions made by the Secretary in his Har-
vard speech. We are much concerned over this. We consider that the
problem of the leading western European countries is not only to make
up deficiencies caused by the vicissitudes of the war, but to adjust
themselves to certain basic changes which have occurred and are con-
tinuing to occur in their international position. This adjustment calls
for courageous and incisive action on their own part, both individually
and collectively. Unless they are prepared to make this adjustment, no
aid from this country could be really effective. It could achieve no more
than a postponement of inevitable decisions. We are entirely serious
about this and we will not be able to accept, even as a basis for recom-
mendation to Congress, any plan which does not recognize this basic
requirement. An itemized bill summing up prospective deficits against
a background of present policies and arrangements will definitely not
be sufficient.

“In approaching this problem, the Europeans might make more
progress if they were to assume there was no one to help them, to
imagine that they had no choice but to try to work out an acceptable
economic future without any outside support, to elaborate the best
program they could, and only then to undertake to define the gaps
which absolutely could not be filled out of their own resources even
by the most strenuous individual and collective effort.

“The above remains our basic position on these matters and you are
at liberty to make it clear to any of the participants at the Paris talks.”

3. The remainder of the cable was devoted to pointing out that our
objective was to break the bottlenecks so as to increase production, both
industrial and agricultural, through the clearing of choke points in
coal, fertilizer, transportation, food, etc., and in improving systems of
distribution. We pointed out necessity for primary emphasis on effi-
cient utilization of existing capacity rather than on capital develop-
ment. We then enumerated financial and monetary stability, tangible

2 Telegram 3029, p. 356.
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and progressive reduction of exchange controls, tariffs, ete., and neces-
sity for removal of all obstacles in exchange of goods between Euro-
pean nations, etc. Clayton and Caffery have obviously endeavored to
make these points clear but, as indicated at outset this message, ade-
quate results have not ensued.

5. This morning New York Times front page article by Callender
from Paris apparently giving considerable detail on European eco-
nomic conference report. Article stresses that there will remain after
1951 annual deficit of four billion dollars due prineipally to food im-
port requirements. Unless Western Europe’s food supply can be made
up from resumption trade relations with food producing countries
behind Iron Curtain alternative is continuing provision these food
requirements from Western Hemisphere, et cetera, which will con-
tinue the large annual dollar deficit. Article also stresses importance
of Germany requirements for increased supplies of coke and finished
steel. Article ends on disturbing note implying that report is in effect
near [mere?] summation of national requirements based on individual
national planning. Article ends with paragraph stating members of
conference count on US officials to aid them in writing final report
which would “strike the imagination” of US public and Congress. I
believe the article was planted.

In these circumstances and against the background of our promise
to lend friendly aid in drafting, I am convinced that the time has now
arrived for us to give some indications that the present plan is not
acceptable and to do so promptly. This can be done without commit-
ments. If not done we will be criticized. I therefore recommend the
following steps:

(a) That a message be dispatched to Clayton and Caffery reiterat-
ing our object to obtain from the Europeans a plan which will enable
them to improve production to the point where they can become self-
supporting at whatever minimum scale is tolerable through the prin-
ciple of self-help and mutual help rather than have them lean on us to
rebuild, on a long-term capital basis, their entire production machine.
The latter, while desirable, cannot come into being for some years and
we cannot support the drain of rebuilding Europe on a grand scale.
In connection with this basic approach, we would emphasize the break-
ing of specific bottlenecks well inown tto them and to us. This overall
tentative statement of Department’s views will be held pending your
comments on proposals submitted herewith.

(b) Since Clayton and Caffery have been out of touch with head-
quarters for some months and may not be wholly familiar with the
work that has been done here and the difficulties any program must
face, I would like to send George Kennan for a few days and Charles
Bonesteel for a week to Paris Tuesday night carrying realistic pro-
posals to Clayton and Caffery so that they can be of such assistance
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as possible in giving aid to Caffery and Clayton for the Executive
Committee in particular.

(¢) As is common in all such conferences, I suspect that no real
progress will be made in obtaining real concessions involving the
abandonment of national prestige or transitory competitive advantages
until the deadline for adjournment approaches, Therefore it seems wise
to me to keep this pressure on the conferees but to notify Franks, the
British Chairman of the Executive or Steering Committee, through
Caffery, that we would be prepared to have the conference extended
for two weeks in order to avoid having them bring out a shopping list
report instead of a constructive program. I believe this can be c{Jone and
that 1t would be welcome. It would not materially delay our over-all
study of the program since Harriman’s committee will not report on
U.S. potentialities for aid until October first.

(2) Weare preparing a summarized memorandum using portion of
Kennan’s report as bacﬁground and adding some material developed
in economic sections as a top secret report to keep the Secretaries of
Treasury, War and Commerce posted on current developments in light
of British crisis. They have been asking for detailed indications from
Paris talks and we are anxious to inform them and insure their co-
operation in our efforts to find solution. We would like to have this go
only to the three Departments mentioned above plus the President,
and think we can have it ready by Thursday.

6. While the present outlook seems gloomy, I am not one bit dis-
‘couraged, as we are only now coming up to the point where we have
something concrete to work on and where we can point out the unsatis-
factory measures so far taken. If we can keep the conferees from get-
ting crystallized into a bad plan, perhaps we can swing them into a
good one, or at least a better one. This seems to us here to be well worth
our best efforts. The British financial crisis, plus the virtual British
walkout on the ITO at Geneva,* were not foreseen by the conferees
when their original time schedule was selected, and two weeks grace
after September 1 may be the difference between failure and success.

Will you please authorize or amend the action outlined above at
your earliest convenience.

All goes well here.

Best regards,® Loverr

‘For documentation regarding the U.S. role at the Geneva conference, the
Second Session of the Preparatory Committee of the United Nations Conference
on Trade and Employment, see volume I.

®In top secret telegram 68 from Petropolis, Secretary Marshall answered : “I
concur completely in your views and action proposed in your 80. I consider it
essential that our people show great firmness and be most emphatic in stating
our requirements. I suggest that proposed message to Caffery and Clayton be
repeated to Douglas and Dunn for their supporting advice to respective gov-
ernment seats. We should also furnish Forrestal a copy of the summarized
memorandum of developments you are preparing.” (840.50 Recovery/8-2547)



376 FOREIGN RELATIONS, 1947, VOLUME III

840.50 Recovery/8-2247: Telegram
The Acting Secretary of State to the Embassy in France

TOP SECRET WasmiNeToN, August 24, 1947—8 p. m.
TURGENT  NIACT

3158. For Caffery. Caffery’s 3395 (147 to Geneva for Clayton’s eyes
only)?* reinforces view here that there must be major changes in both
content and conclusions of CEEC report prior to completion. Realistic
and workable program more important than meeting predetermined
deadline for completion of report. '

Program presently indicated by above message and other reports
from Clayton, Caffery, and Douglas, does not appear to meet following
essential standards: (1) achievement of European economy capable of
maintenance without indefinitely prolonged outside support ; (2) maxi-
mum realization of opportunities for mutual aid within the area; (3)
concentration of aid at points where it will have maximum immediate
recovery effects.

Coming to you soon is overall summary of Department’s view on
essentials of a workable European recovery program. While we must
not create impression that we are directing specific content of report or
slowing down its preparation, publication of a report not meeting
standards in para 2 above would do irreparable harm by evoking
serious criticism in US and by further undermining confidence and
hope of Europeans that they can help themselves.

Pending receipt of summary you should express to Franks and such
others as you think necessary our grave concern as to character of
presently envisaged report. If Conference procedure follows para 2
urtel 3827 of Aug 20 from Paris, you might suggest that Exec Comm,
with help of technical committees, take the time necessary to direct
report toward standards in para 2 above before discussing draft
report with US representatives as envisaged in para IV Dept’s 3209
[3029] of 14 Aug to Paris. Overall summary mentioned above will
contain further suggestions re procedures for consultation with US
representatives, etc. To provide fullest and most expeditious ampli-
fication of departmental views I am consulting Secretary about send-
ing George Kennan to Paris for short stay, leaving Washington

1In telegram 38395, August 22, 1947, from Paris, not printed, Caffery noted
that “Marris informs us that preliminary findings are that deficit of 16 par-
ticipants plus western Germany for 1948-51 period will be in 26-28 billion
dollar range order of magnitude decreasing from eight billion 1948 to four
billion dollars 1951 ... . the disturbing aspect arising not only from the
magnitude of the sum but also from the fact that a viable economy would not
result by the end of 1951.” (840.50 Recovery/8-2247)
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Tuesday night. Would appreciate your immediate thoughts as to
utility this move.
Repeated to Clayton, Geneva, as 1068.

Repeated to Douglas, London, as 3664.
Loverr

840.50 Recovery/8-2547 : Telegram
T'he Consul at Geneva (Troutman) to the Secretary of State

TOP SECRET GrNeva, August 25, 1947—8: 10 p. m.
USURGENT  NIACT

909. Lovett from Clayton. Reagan,® White and T spent over two
hours with Sir Oliver Franks Saturday discussing very disturbing
total requirements 16 nations and western Germany. Sir Oliver em-
phasized that this summation is not yet a conference document as there
is still much work to do on it.

Total balance of payments deficit with USA for four year period 48
to °51 is 19.9 billion dollars and with rest of American continent 8.3
billion. Grand total American continent 28.2 billions ranging from
8.1 in ’48 gradually downwards to 5.8 in ’51. Latter figure most dis-
turbing of all because indicates their expectation that they will be
far from self sustaining in *51. Also indicated that the agreed basis for
preparation of figures was not observed. That basis is a standard of
living which they expect to be able to maintain without special outside
assistance after '51.

Figures of requirements are divided between food, steel, transport
and fuel in one total and other goods in another total. Latter is stated
at 3 billion for each of the four years former 6.7 for ’48, 6.6 for ’49,
6.3 for ’50, 6.1 for ’51. This also disturbing as showing unsatisfactory
progress in recovery production particularly food and coal. Exports to
American continent are to be deducted.

Figures for rest of world are almost in balance showing a total deficit
of 1 billion for the four years.

Of course I told Sir Oliver in my opinion the 28.2 figure was out of
the question.

I again stated to Sir Oliver that I believed presentation of figures
for 48 at higher level than these 16 countries and western Germany
showed as deficit with American continent in 46 would create very
bad impression at home and of course subsequent years should show
scaling down to very low figures for *51. None of us knows exactly

*Daniel J. Reagan, Counselor of Embassy for Economic Affairs at Paris.
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what this 46 deficit was but my impression is it was between 5 and 6
billion dollars. Sir Oliver stated that this would mean a standard of
living below prewar and would raise grave political problems for most
of the countries. I replied that the destruction to European economy
by two world wars was so enormous that I seriously questioned if
Europe could achieve in the next decade a standard of living equal to
prewar even with all the help which had been provided by the US and
with such additional help from the US as might be practicable. This
especially true because for several prewar years Kurope was living off
its investments abroad to extent 2 billions annually, three-fourths being
interest and one-fourth disinvestment and that practically all this
capital now lost.

Sir Oliver said a quick examination of the supporting documents
indicated that the total could be trimmed by probably 5 billion dollars
because some of the requirements included capital equipment which
should be financed by the International Bank; in other cases require-
ments clearly exceeded available supplies; furthermore indicated ex-
ports by and to the group substantially exceeded indicated imports
from the same source hence there would probably be further exports
available for American continent from this source.

Sir Oliver added if the total had to be reduced, say to 15 billion,
he was sure this could only be done if we told them it had to be done.

I informed Sir Oliver of the concern expressed by you in 1043 * to
Geneva and inquired particularly regarding end use examination of
requirements and whether the reports submitted by individual coun-
tries had been subjected to critical analysis.

Sir Oliver said that the work represented primarily an assembly of
individual country estimates although some “shaking down” had
been accomplished in cases where combined estimates were obviously
greatly in excess of available supplies. As to end use examination this
was impossible within the available time. He said it would take months.

Sir Oliver left me with the definite impression that he was very
reluctant to open up in the conference the question of relative living
standards current or prospective and that under its present system of
procedures the conference was not likely to arrive at a program which
would bring their actual dollar requirements much below the prelimi-
nary summation or which would give any assurance of a self sustaining
economy by ’52.

I think the trouble is that most of these countries have really not
come to grips with their toughest problems. For example, Britain
has not come to grips with the coal problem. I think we ought to tell

2 probably 1044 to Geneva, which was a repetition of 3596 to London of
August 20, p. 367,



THE MARSHALL PLAN 379

this conference and Britain and France that their plan must contem-
plate that Britain will again export annually 25 to 30 million tons of
coal (exclusive of bunkers) by *51 and that France will again be prac-
tically self sustaining in bread grains by that time. If we don’t tell
them this, they won’t do it. The French need agricultural workers and
still they are sticky on receiving them from Italy where there is a
great excess of such workers anxious to emigrate. France and Britain
will not face the political hurdles they must take if they are to solve
their coal and grain problems unless we make it clear that we will not
consider assistance on any other basis. I am sure both problems can be
satisfactorily solved but not if they think we will continue to furnish
coal and grain in current volume. These are just examples of the
situation we face.

I am convinced there is no other way to deal with this situation than
to impose certain necessary conditions. If we fail to do so, we are
going to be presented with a bill which I do not believe our people
should or will meet. It will be much more difficult to take corrective
measures then than now. I am repeating this to London and Paris for
Ambassadors only with request that they wire you direct their
comments.

My next meeting with Sir Oliver and perhaps his Executive Com-
mittee set for Paris Thursday morning. I am asking Ambassador
Douglas come over if convenient and of course Ambassador Caffery
will be present. Will appreciate receiving your instructions by that
time.

Sent Dept 909, repeated London Ambassador’s eyes only 89, Paris
Ambassador’s eyes only 82. [Clayton.]

TroUTMAN

840.50 Recovery/8-2547 : Telegram
The Ambassador in France (Caffery) to the Secretary of State

SECRET Par1s, August 25, 1947—7 p. m.
USURGENT  NIACT

3431. I have informed Sir Oliver Franks of the pertinent comments
in your 3158, August 24, emphasizing that a realistic and workable
program was far more important than meeting a pre-determined dead-
line for completion of the report. In reply Franks mentioned that he
agreed all along the line but as any undue delay might have unfor-
tunate psychological effects on the sixteen countries the reports should
be available for publication not later than September 15. He also ex-
pressed doubt whether western Europe, under any set of reasonable
assumptions, could in fact reach a completely self-supporting status
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by 1952. A telegram follows of my views on this subject, with special
reference to the considerations raised in your 3120, August 20.1
I am to see delegates of several other countries tomorrow on this.?
Repeated London 670 ; Geneva for Clayton 157.
CAFFERY

! This was a repetition of telegram 3596 to London, p. 367.

?In this connection Ambassador Caffery reported in telegram 3452, August
26, from Paris that “I talked today with several other delegates about the
necessity of a realistic and workable program, irrespective of inability to
meet deadlines. They agreed. I also referred to the view prevaling in some
quarters that the US would have to save Hurope financially, irrespective of
type of program. I emphasized that American people and Congress would only
underwrite a program which made good economic sense.” (840.50 Recovery/8—
2647)

840.50 Recovery/8-2647 : Telegram
The Ambassador in 'rance (Caffery) to the Secretary of State

SECRET Paris, August 26, 1947—7:41 p. m.
USURGENT  NIACT

3451. Lovett from Caffery. I submit the following comments in
regard to Department’s 3120, August 20; 3158, August 24; Geneva’s
909, August 25 and my 3431, August 23.

From day by day talks with members of various delegations and
from an examination of CEEC documents I conclude that the follow-
ing three basic questions confront us:

1. Why does the preliminary summation show such astronomical
deficits and lack of adequate progress towards a viable western Euro-
pean economy ?

2. Why is it unlikely that a satisfactory program will result from
present conference procedures and attitudes?

3. What can be done about it ?

I. The summary of the balance of payments work points to five
conclusions:

a. Western Europe before the war was consuming annually two bil-
lion dollars in goods and service more than it was producing at that
time. The resources for financing this deficit have now disappeared.

b. The commercial isolation of eastern Europe under Soviet controls
has greatly reduced an important source for foodstuffs, timber and
other materials which western Europe previously financed by the sale
of its manufactured products to the same area. This has contributed
to the shift in requirements to the western hemisphere with no correl-
lative expansion in anticipated export shipments to dollar areas. (The
anticipated 1948 ratio of exports to imports with the American con-
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tinent is 1 to 4 and in the case of transactions with the United States
alone the ratio is 1 to 7.2.)

e. Conference planning to date has been largely an assembly job
of country estimates which in the words of one delegate “were aimed
at prewar standard of living, western Germany excluded.”

é:: These estimates pre-suppose a continuation of the basic economic
pattern of the European economy with all the implications regarding
low labor productivity and maldistribution of effort which derive from
segregating 270,000,000 people into 17 uneconomic principalities.

e. There is no indication of a determined effort to utilize Europe’s
own resources where they could be substituted for dollar items. (As
an example the planning calls for 43,000,000 tons coal imports from
the United States in 1948 and as reported my August 23, major con-
version to fuel oil, all of which must be imported, in substitution for
coal.)

II. As Sir Oliver Franks indicated to Clayton, as much as $5,000,-
000,000 might be taken off the preliminary estimates through elimina-
tion capital equipment items, downward adjustments to meet available
supplies and redirection to American continent of certain export items.
In the absence of a fundamental change in the conference’s approach,
it is unlikely that reductions will go further unless it is done through
a “tinkering with figures” for purposes of improving presentation. The
reasons for my pessimism are:

a. Some participants, such as the Scandinavian countries for po-
litical reasons, and Switzerland, because it does not need direct assist-
ance, favor a program restricted to listings of net requirements. This
attitude tends seriously to reduce the conference’s policy-making
function.

b. The conference’s terms of reference and general procedures are
such that the majority of the participants on any specific issue do not
feel that they can require any single participant to adjust its national
program to meet the needs of the group.

¢. Home governments tend to act as a brake on the enthusiasms of
some individual delegates who would be disposed to push through a
bold constructive program. (The Ttalian Ambassador called on me
today to say that one of the difficulties was that none of the delegates
here had any real authority and that most of them lacked influence
with their governments.)

d. The United Kingdom has been reluctant to permit the question
of living standards to come to the floor on the conference, a procedure
which would be essential if requirement were to be geared to possible
production plus outside assistance.

III. I thoroughly agree with Under Secretary Clayton’s observation
that it has become necessary to impose certain necessary conditions.
Although I recognize that the course of action contains an element of
risk, I believe that the danger would be much greater if the conference
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were permitted to continue its present course. It seems to me that in the
light of the foregoing it is desirable:

a. To make a presentation of our views to the home governments
through our respective missions at the same time the presentation is
made to the conterence here and,

b. That the presentations should be based on the points outlined in
Section Three of Department’s 3029, August 14, modified to eliminate
any possible loophole which might permlt a partlclpatmg country to
avoid its share of responsibility.

I have reviewed with Spiegel, Longstreet, Terrill, Bray and Moore *
the six basic objectives outlined in Section Three urtel 3029, August 14,
and we believe that they constitute a basis for a series of conditions on
which the conference report must be based, modified along the fol-
lowing lines to take care of recent developments in the conference.

Point One. We suggest that the term “production of food and ma-
terials needed to fill their basic requirements” be changed to specify
production of [garbled], coal, coke and major items essential to their
production. The reason we suggest this change is that individual
European countries regard a multitude of articles as necessary to fill
their basic requirements and tend to disperse their labor and other
means of production. We believe that the vital need is to concentrate
their emergency productive effort on a few items which will mean di-
rect dollar savings. We suggest the inclusion under this point of the
following condition :

“Failure to achieve a satisfactory level of production will be ground

for discontinuance of aid”. Reference Embassy’s Telegram 3122,
August 6.

Point Two. We agree.

Point Three. Our only suggestion is that the word “must” be sub-
stituted for the word “should”.

We believe that the retention of the term “as soon as practicable”
leaves the necessary flexibility for situations such as Communist-in-
spired strikes which might prevent effective stabilization at any given
moment.

Point Four will be discussed with Clayton on Thursday and our
views telegraphed thereafter.

Point Five. In order to eliminate any reason for noncompliance by
participating countries we recommend that this provision be reworded
to read as follows: “The participating countries shall take steps to
facilitate the greatest practicable interchange of foods and services

* Victor Longstreet, Associate Chief, Division of Investment and Economic
Development; William H. Bray, Jr., Foodstuffs Branch, International Re-
sources Division; Ben T. Moore, Assistant Chief, Division of Commercial
Policy.
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among themselves, adopting definite measures directed towards the
eventual elimination of trade and other barriers among the partici-
pating countries”.

Point Siz. We agree.

We believe that the presentation of the foregoing should emphasize :

(a) That our views were being presented at this time because the
conference had requested our friendly assistance in drafting its pro-
gram and

(6) That final determination of what assistance, if any, will be
forthcoming resides with the Congress and with the American people.

Finally the Department may wish to consider adding a statement
to the effect that if the participating countries are willing to proceed
with their work on the foregoing bases, the Department of State is
prepared to recommend, through appropriate channels, to the occupi-
tion authorities that they assume an additional and final part [sic]
behalf of western Germany, an active part in the formulation of the
European program and that they undertake the same responsibility as
the participating countries towards the principles outlined above.

Copies held for Clayton and Kennan, repeated London as 675.

CAFFERY

840.50 Recovery/8-2647 : Telegram

T'he Acting Secretary of State to the Embassy in France

TOP SECRET WasaiNeron, August 26, 1947—6 p. m.
URGENT

3195. For Clayton and Caffery. Following is basic portion of sum-
mary referred to in para 3 of mytel 3158 * for your consideration pend-
ing arrival Kennan and Bonesteel Thursday. Additional portion relat-
ing to general political situation will be given you orally by Kennan.
This summary is to be discussed with you by Kennan and Bonesteel in
order to incorporate your views before it is firmed up.

A. FunpamenTanL QBJECTIVES

Department regards following features fundamental to U.S. concept
of program:

1. Basic objective of program is to move entire area progressively
from present condition to working economy independent of abnormal
outside support, taking full account of basic changes in European
conditions such as political developments in Eastern Europe, altered
position of former colonial territories, and loss of overseas assets, mer-
chant shipping and other prewar invisible exports.

* Not printed.
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2. Participants must take concerted efforts to foster European re-
covery as a whole, and show genuine readiness to make national con-
tributions to this common goal.

3. Program must realize maximum opportunities for self-help and
for mutual help within the area and thus minimize outside aid require-
ments; program must therefore concentrate initially on elimination
of bottlenecks and other opportunities for greatest immediate recovery
at lowest cost in scarce resources.

4. Program must be directed primarily toward short-run recovery
rather than long-run development; full use of existing or readily
repairable capacity and restoration of normal domestic and intra-
European intercourse therefore have priority, although not excluding
longer-run capital development necessary to meet goal in 1 above.

B. EsseNTianL ELEMENTS 0F PROGRAM

Program submitted for U.S. consideration must contain these
elements:

1. Concrete proposals for area-wide recovery of agriculture and
basic industries—coal, steel, transport, and power—which are funda-
mental to viable European economy. Proposals must correlate indi-
vidual national programs and individual industry programs and give
priority to projects promising quickest expansion of output. Bizonal
German area must be taken fully into account. Stopgap aid in coal,
food, ete. pending European recovery must be minimized. Proposals
must be fully justified through following steps:

a. Development of country requirements for food and end-products
of basic industries (coal, steel, etc.) on realistic and defensible basis,
with clearly stated standards, and intensive mutual criticism and
screening.

b. Statement of specific national production goals in food and basic
industries, with concrete proposed measures to attain those goals and
specific stated requirements (if any) for extra-national aid in such
items as fuel, fertilizer, mining and agricultural machinery, power,
steel, or manpower. These requirements statements must be supported
by justifications and must also be subjected to constructive mutual
criticism and screening.

¢. Development in concert of concrete proposals for mutual aid to
meet requirements under (@) and () from sources within the area or
under political control of the participants, including priorities in re-
activation creating maximum mutual aid potentialities,

d. Adjustment of national agricultural and basic industry programs
on area-wide basis, taking full account of mutual aid possibilities, and
giving priority to bottleneck elimination and other opportunities for
greatest speed in recovery.

e Develo&:»ment of concrete and minimum requirements for outside
aid as a residual of processesin (@), (), (¢),and (d).
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DISCUSSION OF ITEM 1

Production recovery in agriculture and basic industries is corner-
stone of entire program. Greatest hope lies in intensive attack on such
problems as British and Ruhr coal production, French grain, railroad
equipment repair, etc. Measures of planning, international allocations,
and internal priorities to obtain promptest expansion are essential to
speedy recovery with minimum outside aid at least while basic resources
remain sharply limited. Such controls should be confined to fields
of agriculture and basic industries and be progressively liquidated as
output increases and normal economic forces come into play. As to
U.S. public views on this item, note that NAM industrialists meeting
with Ness? have expressed view that European program’s main fea-
ture should be to set production goals for the basic industries and
concentrate on their achievement.

2. Undertakings on domestic measures necessary for internal eco-
nomic stabilization, efficient use of national resources to minimize out-
side aid, and fulfillment of mutual aid commitments. Proposals should
recognize wide variations in need for remedial measures, which
include:

a. Currency reform, correction of grossly inflationary fiscal prac-
tices, and price stabilization for essential commodities.

b. Collections, internal allocations and priorities, and rationing of
essentials, during period of acute stringency.

¢. Direction of supplies to fulfill mutual aid commitments, on pri-
ority equal to if not higher than internal use.

DISCUSSION OF ITEM 2

These measures complementary to Item 1.

Full restoration of economic fabric internally will be possible only
after production has increased, although much can be done immedi- .
ately to reduce currency in circulation, reform taxes, etc. Must be rec-
ognized, however, that breakdown in normal monetary exchange is
to considerable extent symptom rather than cause, and that over-dras-
tic monetary and fiscal remedies without foundation in increased pro-
duction may actually retard recovery. Moreover political implications,
including danger of widening cleavages among producer and con-
sumer groups must be carefully considered. As to use of internal Gov-
ernment controls, hope that expanded production will permit early
liquidation. However, normal price mechanism cannot function in
face of present acute scarcities. U.S. cannot accept situation under
which its aid goes directly into or replaces domestic supplies going
into barter, compensation and black markets. U.S. also concerned as to

? Norman T. Ness, Director, Office of Financial and Development Policy.
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internal political consequences of inequitable distribution of scarce
vital commodities.

3. Comprehensive measures to foster multi-lateral intra-European
trade, over and above any specific mutual aid arrangements. These
measures should be directed toward :

a. Progressive replacement of bilateral trading arrangements by
more effective multilateral arrangements for expanding intra-Euro-
pean trade, looking, if possible, toward an eventual European customs
union. Bilateral trade and payments agreements within the group of
participants in conflict with the mutual aid program should be abro-
gated. Possibilities of major trade barrier reductions, encompassing
important commodity groups or smaller groups of nations, but short
of general customs union, should be carefully considered. Recognize
that partial measures of apparently preferential character may run
counter to ITO principles. But in view short-run political and adminis-
trative obstacles to immediate commitment or rapid progress toward
customs union, appears vital to explore means for European trade
barrier reduction falling short of customs union.

b. Facilitating multilateral trade through foreign exchange clearing
arrangements among the participants or other means for achieving
currency convertibility and transferability. Conference may propose
U.S. support of clearing system, under suitable safeguards, either
through dollar fund or through direction of portion U.S. commodity
aid to countries with export surpluses, although Department has as
yet no appraisal of probable Congressional reaction,

DISCUSSION OF ITEM 3

While in many respects the long-run gains of European economic
integration in terms of specialization of production and economic loca-
tion—achieved ideally through both a customs and a currency union—
would be the most beneficial consequences of a recovery program, these
goals must be put in perspective in relation to more urgent short-run
needs. Measures @ and & above will contribute little to immediate
restoration of production, but will grow in significance as production
expands and domestic economies are stabilized. In first phase, there-
fore, Item 3 is subordinate to 1 and 2, although the groundwork must
be laid immediately. In this connection Congressman Ierter® has
stated to Department that program merely aggregating national defi-
cits and commiting participants to customs union would be completely
inadequate and unacceptable to Congress.

C. Forms oF Possiere U.S. ASSISTANCE

Department regards formulation of program of maximum self-help
and minimum outside aid requirements as primary Conference goal

* Christian A. Herter, of Massachusetts, was vice chairman of the Select Com-
mittee on Foreign Aid, House of Representatives.
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but recognizes importance to realistic program guidance on general
form of possible outside assistance. In this connection : :

1. Assumed that in any event major part U.S. aid would be specified
commodities or commodity groups. Extent of possible untied dollar
assistance, either to support clearing system or otherwise, should be
left open for review on merits.

2. Program should minimize dollar aid for purchases outside U.S.
It is not intended to satisfy entire world’s appetite for dollars under
guise European Recovery program. Efforts should be made to main-
tain existing commitments from other suppliers (such as Argentine
and Canadian contracts for wheat to U.K.), with dollar aid being
limited to increments beyond these commitments. This approach de-
sirable both to limit total assistance requested Congress and to limit
inflationary effects within U.S. of maintaining heavy export demands
from other areas as well as Europe. Partial relief for dollar shortages
outside Europe may of course be subject of negotiations apart from
European program. Moreover, program should not exclude expendi-
tures outside U.S. which would increase flow of essential goods to
Europe and make real contribution to European recovery. A firm
position on this point should not be taken until appraisal is possible of
cost of financing extra-European trade and alternative means of secur-
ing and financing supplies for Europe from non-U.S. sources. Note
press reports of possible large-scale Canadian loan to be floated pri-
vately in New York.

3. Distribution of aid by U.S. should take into account recom-
mendations by continuing European organization or where appro-
priate by other international allocating bodies (e.g., coal and food).
However, U.S. aid will not be provided in totals for subdivision by
Europeans. UNRRA precedent will not be followed. U.S. would hope
to be guided by European recommendations but must retain freedom
to modify allocations to assure most efficient use of aid and to enforce
any agreed conditions.

D. RevaTions Wit Eastery Europr

On trade and financial relations of participating countries with
Eastern Europe, Dept recognizes necessity of existing trade between
Eastern and Western Europe and desirability of its increase. Program
cannot, however, include provision of U.S. direct dollar or commodity
aid to Eastern Europe because of political inacceptability here. U.S.
will consider international measures of help for Eastern European
countries designed to aid Western European recovery, e.g. World
Bank loan to expand production and transport Polish coal; and
recognizes necessity expanding production in Western countries in
lines furnishing exports to Eastern Europe, to be exchanged against

310-099—72—26
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Eastern European exports of essential commodities to West. U.S.
does not require abrogation bilateral agreements with Eastern Furo-
pean countries. Foregoing views obtain so long as Eastern Europe not
clearly engaged in economic warfare against Western Europe.

E. PrAcE oF GERMANY IN PROGRAM

On relation of Germany to program, Dept considers that three
western zones, as unit or bizonal area plus French zone, be covered fully
into program. Revised level of industry agreement should be basis
for inclusion of bizonal area, with changes required in interest of
European-wide recovery recommended by conference on same basis
that conference makes similar recommendations for changes in Monnet
or other national plans. Rates of and priorities in reactivation of
German industry should likewise be discussed by conference as part of
similar discussion of achievement of other national plans. U.S. desires
earliest possible self-supporting German economy, but recognizes that
German recovery does not have priority over similar recovery else-
where in Europe, and that recovery in Germany should not receive
special impetus at expense of wider European recovery. On other
hand, Dept will not agree to system of allocations of Geerman resources
or U.S. aid which would postpone German recovery until full re-
covery other countries has been assured.

F. Rore or U.N.

Dept supports fullest practicable use of United Nations bodies and
specialized agencies in carrying out of program. This includes con-
tinued international allocation of coal through ECE Coal Committee
and food through IEFC Committees, and technical planning work in
ECE Committees on transport and power. Sympathetic to assignment
to ECE of additional functions related to program. But Dept recog-
nizes that coordination of European program and integration of UN
activities with needs of this special program will probably have to be
retained in organization composed only of participants (including
bizonal Germany). In view possibilities systematic obstruction to ECE
effectiveness, special European recovery organization must be able to
handle entire program and must be prepared to assume promptly func-
tions assigned to other organizations if they prove ineffective.

G. ConTiNuING ORGANIZATION

Dept recognizes that present Conference cannot possibly make com-
plete blueprint for European recovery over next several years. Initial
program must conform to all above elements, but many details of its
application will remain for further study. Modifications are also to be
expected during negotiations with the U.S. before acceptance and in
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continuing development of any accepted program. Emphasis should
be given to major role of continuing organization of participating
countries (plus bizonal German area), both in implementing and in
progressively refining any agreed program.

H. Procepures

1. When the Conference has first draft of program, U.S. representa-
tives in Paris should review it informally, presumably with Executive
Committee. Review should cover both general policy matters and tech-
nical questions, and U.S. group in Paris should include technician
qualified on all phases of program. Purpose of review is to afford U.S.
representatives opportunity to seek explanations and clarifications of
points that are not clear. In such discussions, U.S. representatives
would be guided by above statements on essentials of workable pro-
gram. This should be opportunity to guide both content and conclu-
sions of Conference report. It should be made clear that T.S.
representatives are taking this action to facilitate presentation of pro-
gram to U.S. Government and that it is not final U.S. critical analysis
of program looking toward approval.

2. When the Conference has completed report, it should be trans-
mitted to U.S. Transmittal by Bevin as Conference Chairman to
Secretary Marshall would be satisfactory. Desirable to have document
physically in Washington prior to release to press in Paris so that
copies can be made here for distribution. First impact on U.S. public
should not be through newspaper accounts cabled from Paris.

3. After report has been received in Washington and given at least
cursory examination, it would be desirable for Conference representa-
tives, presumably Executive Committee, to discuss it in Washington
with U.S. Executive Departments.

4. Drafting of multilateral and bilateral agreements would start
simultaneously with submission of proposed legislation to Congress.

Loverr
840.50 Recovery,/8-2947
The Acting Secretary of State to President Truman
TOP SECRET [WasmiNgTON,] August 29, 1947.

My DEar Mr. Presment: I am enclosing herewith three documents
which represent certain preliminary work of the Department of State
setting forth the problems of European Recovery.

The complexity of the subject is such that it has taken some time to
formulate worthwhile specific views on this question. Tt has also been
necessary in order to reach this stage to obtain some concept of the
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developments in the Paris Conference on European Economic Cooper-
ation. I feel now that progress has been sufficient to lay a basis for
offective interdepartmental consideration of the policy issues involved
in any European recovery program. It is especially necessary to have
applied to this problem the best thinking of the interested Depart-
ments in order that a sound governmental position may be developed.

I should like to emphasize particularly the urgency of action on this
question since the conference at Paris is expected to present a plan to
the United States Government around September 15.

The documents enclosed herewith consist of:

(1) Memorandum entitled “Certain Aspects of the Iuropean Re-
covery Problem from the United States Standpoint.” This is a back-
ground study prepared in the Policy Planning Staff of the Depart-
ment during July.® It is outdated in certain respects by the rapid march
of recent events, particularly in connection with the British dollar
position.

(2) A summary statement of the Department of State’s present
views on the content of a European Economic Recovery Program,
which has been communicated to Under Secretary Clayton in Paris,
to guide him in his informal discussions with representatives at the
Conference.? It should be noted that no U.S. representative has taken
any part in the meetings of the Paris Conference, and that Mr. Clay-
ton has at all times explicitly stated to representatives of other govern-
ments that he can in no way commit the %nited States Government to
any course of action.

(3) A report, entitled “Problems of European Reconstruction” *
which the Department of State is considering releasing informally at
the appropriate time as back%mund material on the nature of the
economic problems being faced by European countries.

T hope to send you shortly (4) a more detailed statement of the De-
partment’s present views and (5) a rough draft of possible required
legislation.* '

You will note that the documents enclosed do not touch upon the
capacity of the United States to aid Europe since this is a subject for
study by the Committees appointed by the President on June 22, 1947.

! See editorial note, p. 337.

* This information was communicated to Under Secretary Clayton in telegram
3029 to Paris, August 14, p. 356.

3 This document, prepared by the Economic Offices in the Department of State,
is document D—4/19 of the Committee on European Recovery Program, not printed,
A copy is in the Committee’s records in Lot 122.

4On September 5 the Department sent to the President two additional docu-
ments: (@) “Questions of Policy and Procedure Regarding U.S. Aid to a Euro-
pean Program of Economic Recovery”, which was presumably document D-16a,
prepared on August 25, and (b) an initial draft of possible required legislation,
prepared by the Committee on the EBuropean Recovery Program as document D-18,
These documents are in Lot 22, and letters of transmittal of copies sent to other
departments are in the 840.50 Recovery file.
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I trust you will agree with me as to the urgency of arriving at an
interdepartmental position on the host of complicated issues raised by
these problems. I should appreciate it if you would designate someone
on your staff to work with representatives of the Department of State.
I have appointed Mr. Charles H. Bonesteel to coordinate work within
the Department of State on the problems of European Recovery.

It seems to me essential to have a first meeting toward the end of
next week to discuss the problems presented in the three documents
enclosed with this letter.

In addition to your views on the substantive issues, I should very
much appreciate your guidance on questions of procedure, particularly
on the time and manner of getting the views of the members of the
Non-Partisan Committee on Foreign Aid (Harriman Committee) and
those of the Congressional leaders.

At your request these matters are being handled for the time being
on a Top Secret basis.

Faithfully yours, [RoBerT A. LoveTT]

840.50 Recovery/ 8-8147 : Telegram
T'he Ambassador in France (Caffery) to the Secretary of State

TOP SECRET Parts, August 81, 1947—1 p. m.

3543. For the Secretary and Lovett from Clayton. With reference
to your 3201 August 26 and Caffery’s 3489 August 28, Ambassadors
Caffery and Douglas and I spent Friday and Saturday morning with
Kennan and Bonesteel in a comprehensive review of the Paris Con-
ference. This mutual exchange of ideas was most helpful and enabled
us to agree on a common position which we stated orally to the Con-
ference’s Executive Committee yesterday afternoon.

Following is a brief digest of discussions in a three hour meeting
with the Committee :

1. Introductory remarks:

‘We have now had an opportunity to acquaint ourselves with the
general work of this Conference and to review the reports of its com-
mittees. We believe that these reports represent a valuable contribu-
tion and provide a basis upon which its work might be carried
forward.

Nevertheless, the conclusions of the Conference as reported to us are,
in our opinion, disappointing and might, if formally advanced,
prejudice the success of the entire Marshall program.

* Neither printed.
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2. Objective:

The objective of the European recovery program, as we see it, is to
provide for the speediest possible reactivation of the European eco-
nomic machine and for its restoration to a self-supporting basis, while
at the same time meeting the essential consumption requirements of
the people. It is our belief that once determined steps toward this end
are taken and tangible results achieved, the latent resources of Europe
will begin to make their contribution to recovery. Common European
effort, initially assisted by special American aid, should give rise to a
further liberation of trade and to the emergence of fresh supplies of
capital and technology, both from within Europe and from outside
sources.

3. General comment:

The Conference’s preliminary estimate of dollars 29.2 billion of
required outside aid would appear in the US as much too large. The
size of the estimated deficit and the fact that it remains same at the end
of the period reflect the unsatisfactory nature of the methods by which
it was calculated and the assumptions on which it was based. The most
important standards by which the program will be judged in the US
are the purposes which it is intended to serve and the basis on which
it has been prepared. Congress and the American public will have to
be convinced that there is an urgent need for this program, that its
fundamental objectives are sound and can be accomplished within a
specified period of time; that it represents a considered and critically
analyzed statement of requirements; that the program has been pre-
pared with a view to reducing to a minimum the outside aid required ;
and that at the end of the period the European economy will be re-
stored to a balanced condition in order that its long run expansion will
be assured.

4. Conditions:

1t is believed that the probability of widespread acceptance of this
program by the American public will be enhanced if it meets the
following main essentials:

a. Tt must provide for the achievement within the four year period
of a workable European economy independent of special, outside aid.

b. It must provide for continuous and progressive reduction in the
special outside aid required by the participating countries to the point
where it will become eliminated by the end of the period.

¢. The participating countries must from time to time during the
period of the program show convincing evidence that they have made
substantial progress toward the scheduled goals of production of items
essential to %uropean recovery especially food and coal.

d. Long run development projects should not be allowed to interfere
with the reactivation of the most efficient existing productive facilities.
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The latter must have first priority. The financing of long term projects
must be obtained from sources outside this program.

e. The participating countries must mutually undertake the neces-
sary internal financial and monetary measures to stabilize their cur-
rencies, establish and maintain proper rates of exchange, and generally
restore confidence in their monetary systems.

7. The participating countries must take concerted steps to facilitate
the greatest practicable interchange of goods and services among them-
selves, adopting definite measures directed toward the progressive
reduction and eventual elimination of barriers to trade within the
area, in accordance with the principles of the ITO Charter.

¢. The participating countries must regard the conditions men-
tioned above as a common European responsibility and must there-
fore provide for a multilateral organization which from time to time
will review and take stock of the progress achieved by participating
governments under the program,

‘We made it clear that we are not attempting to dictate to the Confer-
ence, and that no commitment by US was involved, but that we were
merely stating our view of essentials for winning approval of American
people.

Two of the committee members, Sir Oliver Franks and Alphand,
discussed at length essentials ¢ and b. Franks said that he was doubt-
ful whether the European economy would in fact have reached a point
by the end of 1951 where it could sustain itself without special external
assistance. It seems to him that by the end of the period the deficit
should have been reduced to moderate proportions but that complete
viability, as far as the United Kingdom was concerned, and probably
for the entire area, could be expected only on three assumptions:

1. Complete convertibility of currencies so that export receipts from
one part of the world could be transferred to other areas to meet
dollar needs.

2. Ability to find markets for export surpluses.

3. A readjustment in the terms of trade which would correct in large
part the present disparity, as compared with the war, between prices of
imported foods and raw materials and prices of exports. In reply to
m{r comment that historically the pendulum of price relationships
following wars tends to swing in the other direction and then to reach
a normal balance, Sir Oliver said that his investigations indicated a
prolonged shortage of cereals, livestock, iron ore, lead, and possibly
zinc and he was not convinced that the correction in relative prices
would occur by 1952. In completing his comments on this general ques-
tion, Sir Oliver said, “It is not yet clear as to how zero can be reached
by 1952. We can get to a low figure. If zero, we will have gone from
area of reasonable assumptions to paper construction.”

Alphand said that his list of assumptions necessary to viability are
as follows:

1. That targets of production would be reached,
2. That exports to dollar areas would reach their goal.
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8. That some important trade with eastern Europe be established.

4. That there be effective internal financial stabilization which in the
case of France could bring out hidden resources in commodities, gold,
and foreign exchange.

Kennan said that this was a vital question and that if the possibilities
of a balanced position by 1952 were actually remote it would call for
a reconsideration of the problem and a frank discussion of the matter
with our own people. Bonesteel inquired whether Frank’s pessimism
was fused [based?] on the inadequacy of the time period or on a
fundamental disequilibrium, Sir Oliver replied that the big question
marks were terms of trade and marketability.

The Scandinavian representative (Coel Bjoernsen of Norway) said
that it must be assumed that after 1951 Europe would be a capital
importing country in the broad sense. Bonesteel replied that this was
recognized and that what we had in mind was an end to the need for
direct assistance from the US Government.

In commenting on the foregoing observations we pointed out that
an inflow of foreign capital from the International Bank and other
sources was a reasonable assumption if western Europe could make
itself a going concern and get out of its red-ink status. We emphasized
that a prime condition of any plan is that it should accomplish its
purpose of placing Europe in a balanced position by the end of the
contemplated period, saying that any other approach would be dis-
astrous in terms of public reaction in the US. It seems evident that Sir
Oliver’s expectation that deficits will persist is based on a higher
standard of living than Europe’s productivity will support. It will
also be noted that, while Franks was talking in terms of developments
outside the immediate control of the European group, most of Al-
phand’s conditions relate to objectives the attainment of which pri-
marily depends on the Europeans themselves.

In discussing Point ¢ (production of items essential to European
recovery), we emphasized that it seemed to us that reasonable goals
would be prewar fuel output by France and Italy and British coal
production at level which would again result in annual shipment to
continent of 25-30 million tons. We also recognized joint US-UX re-
sponsibility towards the European group for high level Ruhr output.

Alphand emphasized that while most European countries were pro-
jecting programs equal to or in excess of prewar coal production, the
figures submitted by bizonal authorities gave a target below prewar
output. Ambassador Douglas said it was his understanding that de-
struction to the mines was greater in the case of the Ruhr. Hirschfeld 2
confirmed this and said, furthermore as a result it is now necessary to
open five new mines a year whereas under the Hitler regime it was
necessary to open only one.

? M.H.M. Hirschfeld, Netherlands representative on the Committee of Coopera-
tion at the CEEC.
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The balance of the discussion centered on Point g, regarding the
need for a joint organization. We explained that it seemed implicit in
the program itself and from the other conditions outlined that some
continuing organization would be needed for the period of the pro-
gram and that we felt there should be a joint responsibility by all
members of the group as to standard of performance. Thus there should
be periodic and critical reviews of the programs by the participating
governments. It would be our intention to recognize this mutuality of
interest and responsibility and to tie in with the multilateral under-
takings any bilateral agreements which we might negotiate with the
individual participants. The conditions specified in the bilateral agree-
ments would thus include those undertaken by the members towards
each other. Four of the members of the Exccutive Committee, speaking
in personal capacities, agreed that the program would require this kind
of continuing organization,

The Scandinavian representative stated that on behalf of Sweden
and Norway he wished to make full reservations on this point. He then
commented that those countries believed that there were already or-
ganizations such as the European Economic Commission and proposed
international trade organization which had been formed to fulfill many
of the economic functions envisaged in this new project. He inquired
whether we had in mind a large organization with a large secretariat.

We said that the need for the organization arose from the essentials
of the program: That its activities would be limited to that sphere;
that we saw no need for a large bureaucratic setup; and that other
international organizations were not in a position to perform this work,
which was essentially a matter of implementing the joint responsibili-
ties of the participating countries in this particular enterprise.

We told the committee that a survey of the preliminary work indi-
cated that the individual national requirements and production goals
set forth in the committee reports do not reflect a concerted effort to
direct European production, trade, and manpower, in the most efficient
and economic manner, taking account of existing productive installa-
tions. For example, in determining the requirements of coal for steel
production, account should be taken of the relative efficiencies of avail-
able plants, and other related matters. The report on steel avoided this
problem by assuming that all existing steel capacity in the 16 partici-
pating countries would be operated at its maximum, beginning in 1948,
and that there would be sufficient coal and transportation for this pur-
pose. Since realistic estimates of coal and coke supplies indicate that
the committee’s optimistic expectations will not be fulfilled, attention
must be given to an initial selective utilization of productive capacity,
without regard to national boundaries.

Alphand remarked that the French Government had definite views
on the question of utilization of productive steel capacity. Franks said
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that it was substantially correct that the basic approach to the Con-
ference report had not been based on the establishment of standards or
on the critical analysis of individual country programs. This was
because:

(2) The terms of reference for the Conference made it clear that
there would be no diminution of sovereignty and

(b) Lack of time prevented investigation of end use of required
materials.

Nevertheless there had been scrutiny of the country reports and in
two cases, pit-props and agricultural machinery, adjustments had
been made. There were also one or two examples where country re-
ports had undergone scrutiny because their stated requirements were
out of line with their prewar consumption.

In closing we referred to the conversations which Ambassador Caf-
fery had had during the week with individual members of the Com-
mittee regarding the necessity of coming up with a workable program
even though it meant a major extension of the time period originally
projected for the conference work. Sir Oliver replied that they had
taken due note of this suggestion and had given up any idea of com-
pleting the report by September 1.

1t is our understanding that Kennan will take up with you two
matters of major importance:

() Our possible discussion directly at a high level of the objec-
tives and conditions outlined above with the governments of certain
countries and

(b) The question of full participation in the program by western
Germany.

I am leaving today for a few days stay at St. Moritz, Palace Hotel,
returning to Paris on September 6 or 7 where I shall stay until depart-
ing for London the evening of September 10.

Sent Department, repeated Geneva 162, London 690, Rome 223.

[Clayton]

CAFFERY

840.50 Recovery/8-3147 : Telegram

The Acting Secretary of State to the Secretary of State at Petropolis,
Brazil

SECRET WasuINeTON, August 81, 1947—10 a. m.
URGENT

187. For Carter from Humelsine. Eyes Only for Secretary Marshall
from Lovett. Message from Kennan and Bonesteel indicates after con-
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ferences Friday and Saturday morning with Clayton and Embassy
staff they attended with Clayton meeting with Steering Committee of
Conference. They say[:] “We both feel that visit thus far has been
highly illuminating and worthwhile. In light of impressions gained
Paris we strongly endorse Caffery’s suggestion that time has come to
present our views to governments directly”. Kennan expected arrive
Washington Wednesday evening Bonesteel one day later. Decision
involved in quoted portion above can safely await your return and
report of Kennan and Bonesteel.

Presidential party left on schedule this morning. All moving along
well here.

See 4730, Aug 31, noon from London.!

Best regards, . Loverr

! Not printed.

Policy Planning Staff Files
Memorandwm by the Director of the Policy Planning Staff (Kennan)*

SECRET [WasmiNeToN,] September 4, 1947.
RerorT
Struarion Wite Reseecr To Evrorean RECOVERY PROGRAM 2

I. PARIS

The representatives of the 16 European nations assembled at Paris
have had the character of their work prescribed for them with con-
siderable rigidity by the background of their meeting and the atmos-
phere in which it is taking place. By way of reaction to Soviet
charges, there has been strong emphasis on national sovereignty (per-
haps the only triumph of Molotov’s visit to Paris). None of the dele-
gates is a strong political figure domestically. There is none who could
take any extensive liberties with the anxious reservations of the home
governments. Finally, in the absence of the Russians the gathering
has reverted, with a certain sense of emotional release, to the pattern
of old-world courtesy and cordiality in which many of the participants
were reared and for which they have instinctively longed throughout
the rigors of a post-war diplomacy dominated by the Russian presence.
This has practically ruled out any critical examination of the other
fellow’s figures—particularly as most of the delegates must have lively
doubts as to the entire validity of some of their own, and cannot be
eager to enter a name-calling contest between pot and kettle.

* Marginal notation: “Kennan Report on Paris Trip”.
* Initialed “G.C.M.”
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It would be wrong to laugh at this gingerly approach or to put it
all down to short-sighted timidity in the persons concerned. It reflects
serious European realities which must be taken into account. Many
of these governments are operating under formidable strains, internal
and external. Some of them have internal economic problems with
which they are politically too weak to cope. They do not want these
problems spot-lighted and made critical issues by the Paris confer-
ence. Others, particularly the Scandinavians, are pathologically
timorous about the Russians. Finding themselves somewhat unex-
pectedly in a gathering denounced by Molotov as politically wicked,
they have the jumpy uncertainty of one who walks in pleasing but
unaccustomed paths of sin. All of them are inhibited, I think, by the
consciousness of what seem to them Herculean differences among the
great powers over Germany and by the consequent feeling that the
necessary center of any real European planning is beyond the effective
scope of their activity. This conference reflects, in short, all the weak-
ness, the escapism, the paralysis of a region caught by war in the midst
of serious problems of long-term adjustment, and sadly torn by hard-
ship, confusion and outside pressure.

In these circumstances, we must not look to the people in Paris to
accomplish the impossible. That they can scale down their preliminary
figure they have themselves admitted. That a further scaling down of
that figure can be achieved by energetic pressure on the governments
from our side, I think likely. That some sort of effort is being made to
adjust the report in some measure to the suggestions advanced by Mr.
Clayton on August 30 may be expected. As a result of all this, there
will be a hopeful—and I think in large measure an honest—attempt
to total up the cost of restoring production and of almost achieving
“yiability” throughout the region, in the light of such improvements of
policy as the governments are now prepared to make. Perhaps a
gesture or two will be made toward a reduction of the barriers to
intra-European trade. A well-meant—and perhaps not entirely in-
effective—appeal to the participating governments to put their finan-
cial houses in order may well be included.

But glaring deficiencies will remain. No bold or original approach
to Europe’s problems will be forthcoming. No startling design will
emerge here for the removal of the pitiful dependence of much of this
great peninsular area on overseas supplies for which it cannot pay.
‘Worst of all : the report will not fulfill all of the essential requirements
listed by Mr. Clayton in his remarks to members of the Executive
Committee on August 30. And the total figure of aid required from
outside will be considerably higher than it would need to be if it
assumed the type of action by the governments, individually and col-
lectively, which we would like to see.
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I1. CAUSES OF THE LIMITATIONS OF THE PARIS CONFERENCE

Before we attempt to draw conclusions from this state of affairs let
us examine more carefully the causes of it. The main causes may be
summed up as follows: (1) England, (2) Germany, and (3) general
political conditions on the continent.

(1) England.

As late as September 8 the Committee was not intending to include
in its report a breakdown by countries of the over-all balance of pay-
ments. I understand that the British opposed the inclusion of this item.
The reason for this seems obvious: a breakdown would show the great
extent to which western European viability, as a whole, is a question
of the viability of the combined zones of Germany and even more of
Britain itself. I do not have the exact figures; but I am sure it is no
exaggeration to say that if these two areas could be eliminated from
the calculations, the problem of most of the remainder would not be
formidably difficult of solution.

Britain’s position today is tragic to a point that challenges descrip-
tion. Her problems need no treatment here, except the reiteration that
they are deep-seated and grave, and require for their solution all the
coolness, the realism, the energy and the unity the British people can
muster. In the face of this fact, as a body politic Britain is seriously
sick. She is incapable of viewing her own situation realistically and
dealing with it effectively. '

This view is not confined to outsiders. It is admitted and even volun-
teered by individual Englishmen who have retained some clarity of
vision; and it is coupled with an appeal to us, pitiable in the cost to
national pride which it implies, to take responsibility, to find and
announce the answer—to treat the British, in short, as a sick people and
to tide them over until “they can recover their balance.”

In these circumstances, it can be no great wonder that the largest
component of the European recovery problem could not be treated on
a basis which would satisfy our “essentials”. The tragedy of the Labor
Government lies in the fact that after waiting several decades for a
chance to put certain principles into effect, it has finally come into
power at precisely the moment when those principles became essen-
tially inapplicable. It is too much to expect the leaders of that move-
ment to recognize that, as an intellectual proposition, and to take the
consequences out of their own logical deduction. Only the most dire
practical necessity can push them to that point. But when they finally
arrive there, they will have lost their justification for undertaking to
rule the country ; by that time conditions in England will have become
quite intolerable; and the present leaders will be forced either to yield
or to share governmental power with others. Only then, perhaps, will
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England be prepared to take all the measures which she ought to take
if she were to make a full contribution to European recovery. But by
then, unless we have extended some further aid in the meantime, the
deterioration may well have been so great that the cost of the problem
will be greatly increased. '

This deterioration is already progressing by leaps and bounds. It is
exerting a cruel pressure on the government. This is probably desirable
and necessary; and sensible Englishmen recognize this regretfully.
But the usefulness of pressure has definite limits. It is incumbent on us
to calculate those limits with the greatest of precision.

Meanwhile, we may hope that the British Government will come a
certain distance toward a more realistic program and thus come
closer to meeting our “essentials”. But it is too much to hope that it
can come all the way within the time allowed. A gap will remain—a
gap in which British governmental behavior will be unrealistic,
erratic, slap-happy.

Tt is our problem how to handle that gap. If we choose to hold the
British Government fully responsible, as a rational body, and to treat
it accordingly, we may have to despair of it—and of European recov-
ery. If we choose to treat it as a sick man, then perhaps, by a judicious
admixture of patience and pressure, we can string things out to a
better state of affairs.

(2) Germany.

The bizonal administration in Germany answered the questionnaires
submitted by the Conference in much the same way, I think, as did the
other governments: honestly, against the background of present pol-
icies, and conceding to the Conference no authority whatsoever to
change those policies. On the contrary, while the Conference was in
progress, events continued to occur (failure to agree on the use of
Benelux ports; failure to agree on purchase of European fish catch;
level of industry talks) which made it evident that the chances of the
Conference to influence the degree of integration of German economy
into that of western Europe in general would remain meager indeed.
Tt had no choice but to accept unquestioning the figures of the bizonal
administration, as it accepted the figures of the other countries.

This is not to say that had things been otherwise—had the bizonal
authorities participated in the Conference and shown a readiness to
adjust their plans to the requirements of a Kuropean recovery pro-
gram—the Conference would have tackled in a constructive and busi-
ness-like way the working-out of an integrated program, making full
and effective use of German economy. French inhibitions and fear of
communist criticism would alone have prevented that. But the isolation
of Germany from the effective scope of Conference action created an
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@ prioré block to any genuine attempt to get at the ills of the area—
through the major international bottlenecks—and relieved the partici-
pants of a responsibility they would otherwise have had at least to
bear and to face. In this sense, we share perhaps a portion of the
responsibility for the failure of the Conference to meet the demands
we ourselves imposed.

(8) Political conditions.

The ability of the delegates at Paris to draft a recovery program is
no stronger than the ability and readiness of their respective govern-
ments to cooperate by measures of internal policy and by the acceptance
of new international engagements. These acts require, in varying de-
grees, resolution, courage, clarity of vision, and ability to enlist popular
support. Yet most of these governments are afflicted just at this time
with abnormal weaknesses, fears and prejudices. The illness of which
the British Government suffers is endemic among all governments in
one degree or another. Britain’s is an extreme case. But it is not the
only severe case among the sixteen nations represented at Paris. And
the work of the Conference cannot logically be stronger than the politi-
cal and psychological fabric of the war-torn, fear-wracked, confused
and maladjusted area which is the object of its labors.

Now there is none of these three main difficulties which will not
yield to well placed effort over a long period of time. And for that
reason the long-term chances for European recovery should not be
underrated in the light of present impediments. But, on the other hand,
there is none of these three factors which can be corrected within the
brief period of grace which still remains before European conditions
deteriorate beyond the saving-power of present concepts.

III. HOW IIAS EUROPE RESPONDED TO THE INARVARD SPEECH ?

The suggestions contained in the Harvard speech were predicated
on the underlying thought that unless Europe could make a real effort
on her own behalf, she would not be able to make any effective use of
foreign assistance. The Secretary’s observations had the effect of
putting that question to the test.

Today we are in a position to gauge the answer, The answer is that
Europe is only partially capable of making on her own behalf and
within the time which circumstances will allow the effort which the
Harvard speech envisaged—the remainder of the effort she would
like to make, and probably will make in large part, given time and
opportunity. But she cannot make it now.

Meanwhile the economic situation of two of the leading countries,
namely England and France, is deteriorating with terrifying rapidity.
Tf nothing is done for them within two to three months, they both face
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genuine hunger by winter, and other complications of unpredictable
dimensions, with unforeseeable effects in other areas of the world.

IV. WHERE DO WE GO FROM HERE?

(@) First:as to the treatment of the report of the Paris Conference.
Here we have the following alternatives:

1. We can let things take their course, receive a report which will
not really be satisfactory, review it and reject it in due course, making
no further effort to aid.

2. We can make efforts to have the report presented in such a way
as to avoid any impression of finality; let it come to us on the under-
standing that 1t will be used only as a basis of further discussion; try
to whittle it down as much as possible by negotiation ; then give it final
consideration in the Executive Branch of our Government and decide
unilaterally what we finally wish to present to Congress. This would
mean that we would listen to all that the Europeans had to say, but in

the end we would not ask them, we would just ¢ell them what they
would get.

This last is what some of the more far-sighted of the Europeans
hope we will do. They recognize that their report will inevitably be
padded. They know that they themselves cannot pare it as it should
be pared. As one of them said to me: “You people go ahead and cut
it down. We will squawk over every cut. Never mind that. Most of
your cuts will be justified, and we will squawk anyway. If any of your
cuts are really unjustified, we will set up such a genuine and unmistak-
able howl that you will know you have made a mistake and you can
then correct it.” I know of nothing that better illustrates Europe’s
pathetic weakness, and Europe’s consciousness of that weakness, than
this remark.

Ungquestionably, if we are prepared to recognize that Europe should
be aided in spite of herself and if we wish a general aid program put
in hand promptly this fall, then this second alternative is the one we
should adopt.

(6) Secondly, as to the question of timing.

1. Wecan try to get an aid program through the next regular session
of Congress, leaving ourselves plenty of time to thrash it out, giving
Europe no other aid in the meantime, and hoping that it will not come
apart at the seams before the aid becomes effective.

2. We can hold a special session of Congress before Christmas and
trﬁ' to jam through it a general aid program, the final dimensions of
which would probably have to be determined unilaterally by ourselves
as discussed under IV (a)2. Here again we would have to bet on
Europe’s holding out until the program could be effective,

3. We can attempt to evolve and implement voluntarily and without
solicitation from the Europeans, an immediate or early emergency aid
program to be administered by ourselves, along the lines of “Food and



THE MARSHALL PLAN 403

Fuel for Europe” or some such slogan, leaving the general program to
be dealt with expeditiously but in due course. :

- My own appraisal of the urgency of Europe’s plight leads me to
reject alternative No. 1 as giving us no plausible guaranty against a
catastrophic deterioration of the world situation.

The choice is between No. 2 and No. 3, and there is much to be said
for and against each of them.

On balance I favor No. 3. To evolve a really sound approach to
Europe’s problems is going to take time. The problems are so grave,
so complex, so far-reaching, so critical for the future of our people
and the world at large, that they should be dealt with in most orderly
and considered manner. This cannot be done if we have the conscious-
ness that people are starving while we deliberate. It cannot be done
if the general atmosphere is one of panic and collapse. A short-term
aid program would buy us time in which to deal deliberately and
carefully with the long-term program. It could be publicly justified
on this basis. Put in hand spontaneously by us, without request from
Europe, it should do much to offset the viclous propaganda current in
Europe as to the motives of our policies toward Europe. It need not
constitute a violation of the principle of “no more piece-meal aid”, be-
cause it could easily be so arranged that it would eventually either be
absorbed into any general aid program which Congress might approve
- or terminate at once if Congress turned such a project down completely.

V. THE BASIC PROBLEM

The main consideration which inclines me to this last alternative is
the impression which I am carrying back from Europe with me of the
immense seriousness and complexity of the basic problem with which
we are dealing. T am not sure that we have come anywhere near to
finding the real answers within the scope of our present thinking. At
last Saturday’s meeting of Mr. Clayton with representatives of the
Executive Committee, Sir Oliver Franks stubbornly insisted that he
and his colleagues would not be honest, in the light of the data they
had before them, if they did not show a small continued deficit at the
end of the four-year period. Some of the members of our official family
saw in this a violation of the principles on which the Europeans had
been asked to approach this matter, and thus a cause for indignation.
I could not share this feeling. What Franks was saying was simply
that he and his colleagues were not sure that the area in question could
really be made “viable” within the four-year period which they had

selected for a program of aid. They felt that they were in honesty
bound to face this fact.

310-099—T72—27
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I think this doubt legitimate. It arises primarily from the compo-
nent doubts concerning the full efficacy of the present approach as a
solution of the problems of England and Germany. In neither of these
cases am I sure that we have faced the facts. The replies which were
submitted by the bizonal area to the questionnaire sent in by the Paris
Conference showed a future German economic development based on
several optimistic assumptions. A key assumption, for example, was
that the output of steel could be brought within four years to a figure
of ten million tons per annum. Another was that adequate export
markets would exist and that the terms of trade would develop in
Germany’s favor. Nevertheless, this reply, too, did not show complete
hope of “viability™” at the end of the four-year period.

In the case of England, the situation is similar. On the same sort of
optimistic assumptions, people in Paris can see Britain at the end of
the aid program almost self-sufficient, not quite. If these assumptions
should prove to be unsubstantial, the gap would be greater.

But in the case of Britain things are complicated by the process of
internal adjustment which is now wracking the British people and
Government. We have seen that only the pressure of painful necessity
can force a development in the right direction. But we have also seen
that if the pressure of necessity gets too great, the result can be a break-
ing instead of a yielding—a catastrophe instead of an adjustment.
For us to attempt to calculate with precision, on a day-by-day basis, the
exact, position of this point-with-no-return and to utilize the pressure
of our foreign aid program to keep the British just close enough to
this point without letting them go beyond it, seems to me to demand
of us an operating flexibility which we do not enjoy, and therefore to
involve tremendous political risks. I am afraid that in this case the
whole process of adaptation which the British people must undergo
will become fouled up with inevitable psychological by-products of a
protracted relationship with us an [as] an object of charity.

And again, I see no guarantee of success. With many of England’s
traditional sources of income lost I think there is for her no satisfactory
economic future, in the long run, which does not include (1) a long-
term spontaneous flow of private capital from this country to England,
and (2) a considerable freedom of labor and population to emigrate
from areas in Britain where their presence is no longer economically
* justified to other continents, particularly our own. In other words, the
problem of England’s long-term economic future is one of flexible and
fluid adaptation to the economies of this country and Canada.

T do not believe that this process can be successfully brought about
by inter-governmental negotiations across the barriers which now di-
vide these countries as independent and sovereign nations. For this
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reason I am more and more inclined to the feeling that there is no
satisfactory solution for England’s long-term problems, from the
United States standpoint, than some closer form of association between
England, Canada, and our own country: something which would
involve a sharing of certain of the powers of sovereignty among the
three countries. There is no necessity that a move in this direction
should take the form of any sudden or abrupt act. It can well be
planned as a gradual process, to be completed through a five or ten
year program. But whatever it is, it should be threshed out and deter-
mined in this immediate period that lies before us, as part of the long-
term problem of European recovery. And this, again, requires time
for study, time for the preparation of public opinion, and time for
careful and highly complicated negotiation.

VIi. SUMMARY

In short, the long-term problem before us seems to me to be a deeper,
more far-reaching, and more complex one than any of us have realized.
We cannot deal successfully with a program of this nature on the spur
of the moment or under the abnormal pressure which would be caused
by a further deterioration of conditions in Europe.

For this reason, we must undertake at once an interim aid program
with which to buy time. If we do this, then both problems—the short-
term one and the long-term one—may still be solved. If we do not do it,
we shall solve neither the one nor the other.

840.50 Recovery/9-547 : Telegram
The Ambassador in France (Caffery) to the Secretary of State

TOP SECRET Paris, September 5, 1947—8 p. m.
US URGENT

3610. For Lovett, Thorp, Ness and Nitze from Department Eco-
nomic Advisers. 1. Present information re conclusion of Conference of
European Economic Cooperation work in Paris indicates that techni-
cal committee reports will be considered by Executive Committee and
approved early next week and general report by end next week. CEEC
will probably be convened about September 15 for final action on
reports. Some CEEC delegates may not have necessary authorization
to approve reports on behalf their governments and transmit to Secre-
tary Marshall. Accordingly, it might be expected that reports will
be transmitted to participating governments for consideration and
action,
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However, present working of general report indicates it is intended
for Secretary Marshall. Moreover, Franks and Marris® have ex-
pressed their hope and expectation that reports will be approved
promptly by participating governments in substantially present form
and formally transmitted to Secretary. Therefore, Department should
not overlook possibility of this outcome and should, in our opinion,
consider appropriate course of action. Several possible courses dis-
eussed below.

2. Publicity now being given to technical subcommittee reports.
Press conferences have been held regarding reports on fuel and energy,
and maritime transport. It is apparently intended to hold press con-
ferences on other reports in near future. Franks and Marris have
expressed opinion that publication of reports, presumably upon trans-
mission to participating governments or to Secretary, would be desir-
able. It appears reasonably certain that key CEEC individuals in Pams
intend to give widespread publlclty to reports.

3. Our present information is that figure for total deficit for entire
period is being revised downward from $29.2 billion figure previously
reached and mentioned in newspapers. Franks has already indicated
aggregate deficit could be reduced by about $5 billion through elimina-
tion of capital expansion items. Information is not yet available as to
extent of ultimate reduction in aggregate deficit figure or basis on
which this reduction will be calculated. We are fairly certain reduc-
tions made to date have not thus far been reflected in substantial revi-
sion of technical subcommittee reports on net commodity requirements.

We are informed that reductions are being made in aggregate net
requirements for food, coal and timber without regard to revision of
each country’s annual net requirements for those commodities. Adjust-
ments are also being made in dollar price co-efficients for some of these
commodities in order to reduce aggregate estimated deficit.

According to present information, balance of payments summary
will be for sixteen countries in aggregate without individual country
breakdown although it is inconceivable that net deficits by individual
countries will not be presented at some point.

4. It is belief of Department Fconomic Advisers that reports in
their present form, and as they will probably be approved by Executive
Committee, do not constitute acceptable basis for recommendation to
Congress and do not meet US conditions as presented by Clayton
August 30 (Embtel 3543, August 31). Reports of technical committees
are merely compilations of individual country statements of com-
modity requirements from outside sources. (These committee reports
are now largely unrelated to latest adjusted estimates of aggregate

* Adam D. Marris, deputy leader, United Kingdom Delegation, CEEC.
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dollars deficit and of aggregate net commodity requirements.) These
reports reflect little or no mutual eriticism and screening, They contain
no signs of cooperation by sixteen participants to provide maximum
assistance to each other. They evidence insufficient attempt to provide
for most effective use of critically scarce resources particularly coal,
coke, timber and transport facilities. They indicate no acknowledge-
ment of probable necessity of adjusting standards of living to realities
of European situation including capability to produce and possible
aid from abroad. Reports fail to distinguish between capital require-
ments for reactivation of basic industries from capital requirements
for Jongrun projects which should be financed outside of program.

Financial report contains no assurance that effective steps toward
internal financial stabilization will in fact be taken.

5. Some CEEC technical experts have acknowledged to us that re-
ports are generally unsatisfactory and also fail to meet US conditions.
It is evident that CEEC delegations do not feel their terms of refer-
ence permit them to prepare reports along lines which meet US con-
ditions. This situation can be remedied only by new instructions from
sixteen governments to their delegations in Paris. Such new instrue-
tions will come only, if at all, as a result of vigorous and direct rep-
resentations by US Govt to other govts concerned.

6. Immediate problem is action, if any, to be taken by US Govt with
respect to: (@) formal submission of CEEC reports to US Govt and
(6) formal publication thereof. If US Government takes no action,
prospects are that reports in substantially present form will soon be
submitted to Secretary as final program of sixteen participating gov-
ernments in response to his Harvard address. This might conceivably
jeopardize acceptance in US of aid program for Europe because it
could lead to impression in US of inability of sixteen govts to form-
ulate realistic and defensible program. Consequences of US rejection
or prolonged debate might be to embitter European peoples with re-
sulting unfavorable political and economic repercussions. If for these
reasons Department determines that positive action respecting (a)
or (b) above is required, immediate approaches to top officials of
UK, French, Belgium, Netherlands, and Ttalian Governments would
seem to be necessary in order to assure desired results by tentative
September 15 deadline.

7. Most effective way of avoiding consequences outlined paragraph
six above would be to take action designed to prevent formal trans-
mission of present reports to US Government and possibly also their
publication. Department may accordingly wish to suggest to key
governments that reports of CEEC should be submitted to participat-
ing governments for consideration rather than directly and formally
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to US Government. If steps to assure this result are taken, participat-
ing governments should also be urged to issue new instructions to their
delegations in Paris enabling them to prepare reports consistent with
US conditions. This would have to be done immediately to permit
delegations to prepare new reports, preferably by November 1, so as
to leave time for examination of reports in Washington prior to sub-
mission to Congress. If such developments were assured, present re-
ports could be published as preliminary documents to serve as working
papers for second phase of CEEC work. It is believed by Department
Economic Advisers that publication under these circumstances would
be much less damaging than otherwise. Course of action outlined
above would involve vigorous confidential representations to par-
ticipating governments at this time but would avoid subsequent public
rejection by executive branches US Government of unsatisfactory, but
European approved program. If completion of program consistent
with US conditions extends beyond November 1, or if prolonged
Congressional consideration after January is required, Department
must of course give immediate attention to question of interim aid.

8. Department may not wish to make representations to participat-
ing governments along lines suggested in paragraph seven above since
this might appear to violate principle of Marshall address that pro-
gram should be prepared on European initiative. In that event, US
Government should strongly urge participating countries to label
reports as tentative and as basis for further exploration of problem
by participating countries themselves. This action would at least
make subsequent reconsideration easier than if faulty reports are
published as final program but would not avoid danger that their
formal submission and publication might conceivably prejudice suc-
cess of entire project.

9. In urging participating governments to adopt new approach and
issue new instructions adequate to meet US conditions, US Govern-
ment should state to them that it is prepared to instruct US military
authorities in Germany to cooperate with CEEC countries on same
basis and to same extent as participating governments. This would
greatly strengthen US position in urging new approach. US control
over final distribution of aid (as outlined in Deptel 3195, August 27,
1947 2) will enable us to protect position of bizonal area.

Sent Dept 3610, repeated Geneva for Clayton 165, London for
Douglas 707.

CAFFERY

2 MTelegram 3195, August 26, p. 383.
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840.50 Recovery/9-547 : Telegram
The Secretary of State to the Embassy in the United Kingdom

SECRET WasuiNgTON, September 5, 1947—11 a. m.
US URGENT  NIACT

3841. For Ambassador. War and State have agreed that economic
plans of bizonal area should be discussed with CEEC with view to
integrating bizonal area into a European recovery program.

Before making any announcement to CEEC, agreement with British
obviously necessary. Pls take this matter up with Brit urgently to
obtain their approval of joint statement to be made to CEEC substan-
tially as follows:

“Answers have already been furnished to CEEC questionnaires
covering the bizonal area of Germany administered by the US and UK.
In addition, the CEEC has received the revised level of industry plan
agreed between the US and UK for the bizonal area.! The US and UK
recognize that the CEEC, in developing a program for economic re-
covery, will discuss the various national plans and requirements of
participating countries with a view to achieving the maximum Euro-
pean self-help and the most efficient use of existing facilities. The
bizonal area in Germany potentially can make a substantial contribu-
tion to European recovery. Integration of the bizonal area into a
European recovery program carried out by all participating countries
will facilitate the contribution which the bizonal area can make while
at the same time further the self-support of that area, which is a neces-
sary part of European economic recovery.

The US and UK are therefore prepared to discuss with the CEEC
the economic programs of the bizonal area to the same extent that
CEEC discusses the plans and requirements submitted by the par-
ticipating countries. The purpose of such discussions would be to
develop recommendations as to the use of facilities in the bizonal area,
the priorities in industrial reactivation and in the use and allocation
of scarce materials in the same manner as CEEC is considering the
same subjects with respect to the participating countries, all with the
purpose of achieving an integrated recovery program covering both
the participating countries and the bizonal area. The bizonal area
cannot fulfill its potential of assistance to European recovery unless
the needs of its presently depressed economy are recognized. If is to be
understood that such discussions will be on a technical basis, Further-
more, the US and UK must always take into account their special
responsibilities as occupying powers and the very large expense now
involved in maintaining the bizonal area. Within the a%ove principles,
the US and UK are prepared to give careful consideration to recom-
mendations made by CEEC with respect to integrating the bizonal
area into a broader recovery program. The US further wishes to em-
phasize that its participation in such discussions is not to be construed
as US Govt approval of any program that may be developed nor as

* See footnote 3, p. 332,
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any commitment with respect to US aid to carry out any recovery
program.” '

If Brit agree to joint statement,? it is proposed that OMGUS rep-
resentatives who are familiar with level of industry plan and economic
situation in bizonal area would immediately join US representatives
now attached to Paris Embassy to work on CEEC matters, with per-
haps additional staff from War and State. Statement would be de-
livered to CEEC and arrangements made for prompt consultation.

Will Clayton and Ambs Caffery and Murphy pls send London ur-
gently any comments repeating to Dept. War has agreed to this
message.?

Sent London, rptd Paris, Geneva for Clayton, Berlin.

MARSHALL

2 See last paragraph, telegram 4951, September 12, from London, p. 429,

* Ambassador Murphy on September 8, replied in telegram 340 from Frankfurt
as follows: “I concur in text of proposed statement to CEEC. It seems unqgues-
tionable to us here that Anglo-American zones of western Germany can and
should make substantial contribution to European recovery and without such
contribution recovery program is obviously jeopardized. We are also glad to note
that alongside guestion of priorities in industrial reactivation emphasis is also
laid on needs of Germany’s presently depressed economy. You of course recog-
nize inherent risk in this approach of temptation on part of European countries
to obtain indirect financing from US and possibility of an easy tendency to in-
terpret military government commitments in this connection as US Government
commitments.” (840.50 Recovery/9-847)

840.50 Recovery/9-647 : Telegram
The Acting Secretary of State to President T'ruman

TOP SECRET WasHINGTON, September 6, 1947—noon.
US URGENT

1025. Eyes Only for the President * from Secretary of State. There
is every indication that the economic situation in Europe is deteriorat-
ing rapidly and seriously. It is now apparent that some of the more
important, countries, notably Italy, France and England, and possibly
some of the others, will be in a dangerous position before the end of the
year. This has resulted in part from the factors with which you are
already familiar; but the process is being materially aggravated and
hastened by the crop failures in Western Europe and by the emergency
measures recently taken in England.

Reports along this line are already increasing in Washington, and
press and radio are full of comment and speculation about our reac-
tion. As you have seen, Lovett was closely questioned on this subject
at his press conference on Wednesday and, while he refused comment
on special session or other form of Congressional hearings before end

! president MMruman on a state visit to Brazil had addressed the closing session
of the Inter American Conference for the Maintenance of Continental Peace and
Security at Petropolis, Brazil. For documentation regarding the Conference, see
vol. virr, pp. 1 ff.
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of year, there is no doubt questions at my press conference next Wed-
nesday will continue to center on this point. In the circumstances I
feel I should make some type of statement.

There follows text of statement to be made if it meets with your

approval:

“We have been following carefully the reports of the economic
situation of the various European countries,

“We see the requirements of these countries as falling into two
phases of one program : first, some form of interim assistance to meet
~ the immediate threat of intolerable hunger and cold; and second, the
general program for rehabilitation of the respective economies.

“The nature of the long-term problem of European reconstruction
and our attitude toward it remain basically unchanged. But the short-
term problem has become more immediate. Bad droughts, following an
unusually severe winter, increasing crop shortages and restrictive
financial measures which certain European governments have already
been obliged to take, have had serious repercussions and have accel-
erated the need of some European countries for assistance in reducing
hunger and cold this winter.

“In these circumstances this phase of the requirements will clearly
have to be given our urgent consideration and cannot await the
completion 0% the broader study which the over-all program demands.

“We expect that, by the latter part of October, we will have avail-
able working papers on the basis of which the appropriate Con-
gressional committees could undertake consideration of means to
supplement European supplies of food and fuel for the coming winter
where it can be shown that every effort has been made locally to meet
the critical needs. The majority of the Congressional committees visit-
ing Europe will have returned by that time. We hope that shortly there-
after the complete data for the European Recovery Program can be
screened and made available in order that the problem may be faced in
its entirety and that any action taken to meet immediate needs may be
correlated into the general program.

“The question of how the necessary Congressional authority is to be
obtained must await developments of the next few weeks.”?2

[Marshall.]
Loverr

* The text of this statement by the Secretary of State was released to the press
on September 10.

840.50 Recovery/9—647 : Telegram
The Ambassador in France (Caffery) to the Embassy in the United
Kingdom

SECRET Paris, September 6, 1947—1 p. m.
NIACT

[711.]* For Douglas from Caffery. As indicated last paragraph my
3451, August 26 to the Department, repeated to London as 675, I be-

! The text printed here is from telegram 3617 to the Department of State, a
repetition of telegram 711 to London.
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lieve that program FEuropean economic recovery will be greatly
strengthened by full participation western Germany. 1 therefore
concur in proposed US-UK statement for bizone as outlined Depart-
ment’s 3841, to London, repeated Paris as 3336, Berlin as 1809. I sug-
gest that it would be desirable, in order to assure participation all of
western Geermany, to ask French Government whether it is disposed
to issue a collateral statement re French zone. Department’s instruc-
tions by telegram requested.”

Re foregoing, Benelux representative Executive Committee told me
this morning that he believed participation western Germany would
strengthen efforts being made to convince Switzerland and the Scan-
dinavian countries that all countries should participate in customs
union study group and that conference report should make adequate
provision for a continuing organization. In view of fact that confer-
ence report is nearing completion, I believe announcement should be
made at earliest possible moment.

Sent to London for Douglas as 711; repeated Department as 3617;
USPolAd Berlin as 844, copy held for Clayton.

CAFFERY

2 The Department replied in telegram 3365 of September 7, 1947 that once the
British agreed to a joint statement, it was “desirable to notify French and inquire
whether they wish to issue parallel statement re French zomne.” (840.50 Re-
covery/9-747)

840.50 Recovery/9-747 : Circular Telegram

The Acting Secretary of State to Diplomatic Representatives Ac-
eredited to Countries Participating in the Conference of European
Economic Cooperation and to the United States Political Adviser
for Germany (Murphy)*

TOP SECRET WasHINGTON, September 7, 1947—1 a. m.
US URGENT

To certain American diplomatic officers. 1. You are requested soonest
and not later than Tuesday to present orally to FonMin or at your
discretion to FonMin and Prime Minister substance of following:

2. Admittedly incomplete info received by US Govt as to present
content proposed report by Conference on European Economic Co-
operation, which they now expect to complete about 15 Sept, is that it
has numerous deficiencies which if publicized as final report by
Europeans in response SecState’s Harvard speech would make it un-
acceptable to State Dept, would undoubtedly evoke strong criticism in

1The telegram which went to Paris was addressed to both Ambassador Caffery
and Under Secretary of State Clayton.
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US and consequently endanger US support of any more reasonable
or more realistic European aid program.

3. Indications are that CEEC report may state requirements greatly
exceeding potential aid available and that whole program shows little
more than lip service to principles of European self help and mutual
help.

4. US recognizes political difficulties of participating Govts in con-
forming national programs and objectives to a cooperative program
and subordinating separate national aims where necessary. US be-
lieves, however, that recognition this principle essential to US accept-
ance of program and that political consequences of rejection by US
of any aid program immeasurably worse. It was US hope that concept
and practice of cooperation would arouse response in European coun-
tries as positive approach toward defeating difficulties against which
participating countries have been trying to defend selves. As to food,
US recognizes political difficulty of Govt’s planning for less than
satisfactory feeding, and that trimming of program to fit realities of
supply situation will come after program submitted and checked
against supplies available and possible. Reducing this trimming to
minimum, however, should be one objective of drafting program,

5. Under Sec. Clayton is being asked by Dept to take up at once
with Exec. Comm., CEEC, a suggested course of action and time
schedule aimed at deferring completion present CEEC report by ten
days to permit participating Govts to instruct delegates their views
as to recasting of report to have it concentrate emphasis on principles,
clearly indicate that report is not final but represents completion in-
itial steps of preparing document useful as basis of further discussion,
and that initial technical reports require further work by technical
committees to correct original deficiencies. (Note: Cable to Clayton
being repeated to you for info and background. Please avoid implying
Interim aid or special session. ) ?

6. US reps at Paris have already communicated to Exec. Comm. of
CEEC main essentials which are believed necessary to make program
workable and to enhance probability of acceptance. Technical experts
of participating countries at Paris possibly may not have communi-
cated these fully to their Govts, and instructions of participating
Govts to their reps at Paris may not permit appropriate weight being
given these essential aspects in Paris. Hence, US Govt is communicat-
ing them directly to participating Govts.

7. Main essentials follow :

a. The achievement within the four-year period of a workable Euro-
pean economy independent of special, outside aid.

? Circular telegram of September 7, 1947—2 a. m.,, infra.
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b. Continuous and progressive reduction in the special outside aid
required by the participating countries to the point where it will
become eliminated by the end of the period.

¢. The participating countries must from time to time during the
period of the program show convincing evidence that they have made
substantial progress toward the scheduled goals of production of items
essentia] to European recovery, especially food and coal.

d. Long-run development projects should not be allowed to inter-
fere with the reactivation of the most efficient existing productive
facilities. The latter must have first priority. The financing of long-
term projects must be obtained from sources outside this program.

e. The participating countries to undertake the necessary internal
financial and monetary measures to stabilize their currencies, establish
and maintain proper rates of exchange, and generally restore confi-
dence in their monetary systems.

f. The participating countries to take concerted steps to facilitate
the greatest practicable interchange of goods and services among
themselves, adopting definite measures directed toward the progressive
reduction and eventual elimination of barriers to trade within the area,
in accordance with the principles of the ITO Charter.

g. The participating countries must regard the conditions men-
tioned above as a common European responsibility and, therefore,
should envisage use of some continuing multilateral organization
which from time to time will review and take stock of the progress
achieved by participating Govts under the program.

8. In communicating these views, US reps made clear that they
were not attempting to dictate, and that no commitment by US was
involved.

9. US believes that genuine acceptance and vigorous application of
foregoing principles and maximization of inter-European coopera-
tion in restoration of production and economic patterns of trade and
finance will make possible dynamic program in which Europe, with
minimum external aid, can start on path toward healthy economic
recovery. When this recovery begins, resources, now latent or hoarded,
should emerge and become part of productive effort and further reduce
necessity for external assistance.

10. US recognizes that problem of workable European economy in-
dependent of special outside aid at end of four years divides into
problems of 1) Europe’s ability to produce goods and services; 2)
Europe’s ability to market such goods. While existence of latter prob-
Jem is recognized, its immediacy is far less than former. First problem
and immediate concern of US is production.

_11. From point of view of public reaction both in Europe and US,
our view is that report should put primary emphasis on positive steps
being taken by Europe; the manner in which commodity aid from US
can assist positive steps rather than plea for continuing flow of US
dollars.
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12. In closing presentations to FonMins, points should be made that
1) CEEC to date has perhaps been too much on technical level with
delegates unable to cut through instructions so as to concert on and
actually apply principles of maximum production and cooperative
self-help; 2) opponents of program in US will magnify any indica-
tion aid is being requested from US to take up slackness by Euro-
peans; 3) basic chance for success of European recovery program de-
pends on popular European desire to make it work, to which end na-
tional approach solely through little understood technical planning
will not suffice.?

13. For your info, we are now trying to get British concurrence to
our proposal to make joint announcement that we will discuss at once
bizonal German plans in CEEC with view to integrating into area
recovery program. Will advise as soon as cleared. If you receive word
before seeing FonMin, it should be incorporated in your oral state-
ment, but you should not delay presentation to await such word as it
can be made subject of separate approach.

Loverr

* Replies from the American missions indicated that these views received sym-
pathetic consideration by the various foreign ministers. The replies are in file
840.50 Recovery.

840.50 Recovery/9-747 : Circular Telegram

The Acting Secretary of State to Diplomatic Representatives Ac-
eredited to Countries Participating in the Conference of European
Economic Cooperation and to the U.S. Political Adviser for Ger-
many (Murphy)

TOP SECRET Wasuingrow, September 7, 1947—2 a. m.
US URGENT

To certain American diplomatic offices. For Clayton and Caftery.
1. Have given careful consideration to action to be taken in light of
() prospect Paris Conference report will be unsatisfactory as now
being drafted, and (5) rapid deterioration of situation France, Italy
and U.K. probably requiring action by US before end of year.

2. Department sending instructions (See circtel of this date re-
peated to you) to U.S. missions in each of participating countries with
view of bringing pressure directly on participating governments in
effort to secure (¢) improvement present draft for issuance as pre-
liminary report, and (5) continuance of conference after such issuance
to develop more concrete proposals for mutual and self help and more
accurate and thoroughly screened statistics than would be possible in
short period of time. Circtel gives Department views on defects of
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Paris operation to date and line we assume you will continue to press
on Paris conferees.

3. Propose that with aid of this pressure you and staff available in
Paris continue to work with Paris Conference in effort to secure report
by about September 21st, correct at least as to major policy lines. De-
partment view is that this report be submitted to governments and to
US with clear indication that it is preliminary, is intended as basis
for further discussions, and is subject to future supplementation and
amendment, particularly as to data and concrete implementation of
principles. Department believes that it is not feasible to prevent publi-
cation of report, but it must contain such covering language as will
malke its tentative character clear.

4. Department proposes that agreement of Paris Conference and
governments of participating countries be secured to a continuance of
Paris Conference after publication preliminary report with purpose of
screening and coordinating statistics and of translating general policies
of self and mutual help into concrete implementation. Understand
from Kennan and Bonesteel that you are thinking along same lines.

5. Such continuation also necessary to (@) supply the detailed in-
formation we shall need for screening here in light of U.S. availabili-
ties and justification before Congress as outlined 7 below, and (%)
permit conference to consider and perhaps adjust its program in the
light of results of such screening. As part of this process it will be
necessary that data be available on country by country basis. To make
continuation effective, conference must give new instructions to work-
ing committees. To assist working committees to understand our
requirements for screening, presentation and justification purposes,
U.S. representatives should be available to sit in with Committees
on informal advisory basis.

6. Propose that this process of revision and refinement be conducted
on time schedule, agreed to by Conference, which will make available
final supporting evidence for 1948 and at least revised skeleton pres-
entation for entire period for key items by Nov. 1, 1947, and complete
revised presentation for entire period by Dec. 15, 1947. This is for use
by U.S. in presentation and does not prevent further revisions as new
good or bad conditions arise.

7. Department envisages that program submitted to Congress will
in any event have to be retailored from even best probable Paris pres-
entation in the light of potential availabilities in the U.S. which will

“be far less, particularly as to food, than the minimums which the gov-
ernments of the participating countries can support domestically as
‘being their requirements.



THE MARSHALL PLAN 417

8. In order to make task outlined in 4 fully effective, it is proposed
to announce, subject to favorable response from Douglas on British
reaction (See Deptel 8336 to Paris *), that Bizonal area of Germany,
including U.S. governmental representatives, will take full part in
continuing effort to produce integrated program containing maximum
mutual help. To aid you in these discussions Clay expected to send
personnel from Germany and Department will send representative
soon.

9. This schedule for work in Paris is based on tentative thinking
that Congressional Committees be called about November 15, and
possibility that special session might be called for about December 1-15.
If interim assistance is required, as now seems likely to Department,
it must be presented to special session as interim installment of Mar-
shall program and be substantiated as directly as possible by data
contained in Paris Conference Report and its revisions. Therefore
necessary to interim aid not only that report referred to in 3 be avail-
able, but that the progress looked for in 4 be on schedule so that pres-
entation can be made to Congress along following lines:

10. Conference completed report correct in principle but inadequate
in detail due to short period of time available to date for preparing and
analyzing data of great complexity. Though report inadequate in this
respect, satisfactory revision and supplementation is in process as
evidenced by progress reports received as result of work described in
4. More time is necessary to complete this work, to screen the program
in the light of U.S. availabilities, and to permit adequate Congressional
review. This fact combined with unexpectedly rapid deterioration of
economic conditions in several European countries makes it necessary
to adopt an interim assistance program as a first element in the Mar-
shall plan for aiding the recovery of the European economy. This first
step can be taken in full confidence that completed program with full
details will be available for U.S. action shortly.

11. Believed here that even moderate success for proposed plan of
action largely dependent on U.K. attitude. Realize difficult character
of decisions involved for U.K. in committing herself to European ap-
proach, and difficult internal problems of present government, partly
deriving from its own makeup. Would appreciate yours and Douglas’
suggestions as to any further steps which might be taken to secure full
U.K. cooperation along lines we think will be most conducive to success
both in Europe and in U.S.

Loverr

! Not printed.
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840.50 Recovery/9-847T : Telegram ,
The Secretary of State to the Embassy in the United Kingdom

TOP SECRET WasHINGTON, September 8, 1947—9 p. m.

NIACT

3903. For the Ambassador. British opposition, reported by you by
phone to Bonesteel, to discussing bizonal area economic program in
CEEC with view to coordination with a broader CEEC recovery pro-
gram. focuses attention on problems of utmost seriousness. As stressed
in all US communications with CEEC, essence of Secretary’s pro-
posals was preparation of program based on maximum European self-
help and mutual aid and that such a program could only be prepared
if the separate national programs and requirements statements were
examined and coordinated so as to produce the greatest European con-
tribution to recovery at earliest moment. Most recent US action along
this line is contained in Dept’s circtel, Sept 7 (1 a. m.) in which heads
of missions to CEEC countries requested to make oral representations
stressing that a program developed by CEEC which did not emphasize
and show tangible evidence of application of the principle of mutual
aid would run serious risk of being unacceptable to US.

Dept’s impression as confirmed by reports from Conference and all
senior US reps who have had contact with Conference activities is that
element of mutual aid and subordination of separate national aims to
cooperative approach has been generally lacking.

The force of US pressure to achieve this cooperative approach is
seriously weakened if the one European area in which the US has
direct responsibility abstains. As pointed out in London’s 4552 (re-
peated to Paris as 469), holding ourselves aloof from mutual discus-
sion of separate programs will only encourage other participants to
subordinate the cooperative approach to their individual national ob-
jectives. In recognition of this fact, Dept had hoped to include in the
oral representations made pursuant to Dept’s circtel Sept 7 (1 a. m.)
the offer to consider bizonal German plans in CEEC. If British posi-
tion prevails and we withhold discussion of bizonal area, we can hardly
expect to be successful in opposing a French desire to protect Monnet
Plan, Scandinavian tendency to withdraw from full participation and
other centrifugal forces working against a coordinated area approach.

Dept questions Bevin’s statement that bizonal area being adequately
discussed. Dept has no evidence that appropriate discussion has taken
place and reports from Conference have indicated that Conference

iIn addition to his duties as Special Assistant to Under Secretary of State
Lovett, Colonel Bonesteel in September became vice-chairman and executive sec-
retary of the newly-formed interdepartmental Advisory Steering Committee on
the European Recovery Program. }
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considered discussing Germany outside its jurisdiction. (Paris’ 3325 2
and 3327 to Dept, rptd London as number not known and 649) Lon-
don’s 4552 (repeated to Paris as 469) expresses view that in absence
of US delegate, UK representatives not considered by CEEC adequate
spokesmen for bizonal area.

Provision in CEEC II report ¢ of mining machinery exports from
bizonal area of only $13 million 1948-51, rough bizonal output ex-
pected to reach $1,000 million, suggests lack of adequate discussion
of bizonal figures in CEEC. Similar impression from absence in CEEC
IITI report ® of any net steel exports from Germany after 1947.

Dept analyzes Brit position as reflecting Brit reluctance to coordi-
nate its recovery program with that of western Europe. So long as
bizonal area, for which US has direct responsibility, is not correlated
with CEEC program, US sanctions exclusion of certain areas of
western Europe from program, and this justifies Brit excluding
themselves. It appears to the Dept that Brit wish to benefit fully
from a European program as suggested by Sec State while at the same
time maintaining the position of not being wholly a European
country.

Thus the offer of appropriate discussion in CEEC of bizonal pro-
gram in effect raises question of whether Brit program must be subject
to same discussion. Dept does not desire to use bizonal offer as occasion
to force the issue with Brit on this matter.

Dept therefore recommends that in your discussion with Bevin and
Franks, you explore the Brit position on both the UK and the bizonal
area relation to CEEC, that you point out that failure of bizonal area
to participate genuinely in CEEC in preparation of program along the
line described in Dept’s Circular of Sept 7 (1 a.m.) may seriously
prejudice the achieving of such a program. You should point out the
difficult position of the US if it urges cooperative approach to sixteen
nations while withholding cooperation on behalf of the bizonal area.
You should urge the Brit to consider the consequences of their reluc-
tance to join with the US proposal regarding the bizonal area and to
make every effort to evolve a position which would permit the carrying
out of the line of action suggested in Dept’s 3841. You might point
out that proposed offer to discuss bizonal program is subject to condi-
tions in Dept’s 3841 and, pursuant to schedule foreseen in circtel
Sept 7 (2 a.m.) would presumably take place in course of revisions to be
made after publication initial CEEC report.

Repeated to Paris as 8393.

MARSHALL

? Not printed.
® Reports prepared by CEEC technical committees and circulated as conference
documents as basic material for preparation of the final report of the conference,

810-099—72——28
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‘840,50 Recovery/9-947 : Telegram

The Ambassador in the United Kingdom (Douglas) to the Secretary
of State

TOP SECRET Lonpox, September 9, 1947—7 p. m.
NIACT

4888. This afternoon I called on Bevin, Hall-Patch, and Makins*
present, at the Foreign Office and took up with them the contents of
Deptel circular September 7, 1 a.m.

They pointed out that the seven main essentials were not new to them,
and that they were trying to incorporate them in the final report of
the CEEC. However, they feel that any further attempt at screening
now would only tend to slow up the report and that they cannot change
the time-table. Bevin feels that it is impossible to postpone the meet-
ing of the Ministers already publicly called, and announced for
September 15, to receive the conference report. To do so, the British
thought, might cause such dismay that the work of the conference so
far made might come to naught. Sir Oliver Franks had, they thought,
carried the participating countries as far toward a cooperative effort
as is possible. Any effort to press further would, they feared, so impair
national sovereignty that many countries would rebel, particularly
since the Soviet had already threatened some with withholding coal
if they proceeded. ‘

They suggest that the report will give Franks authority to call
Committee on Cooperation into session for further discussion and addi-
tional work if it seems advisable.

Bevin has not had opportunity to acquaint himself with details of
report, but is sending Hall-Patch to Paris with me tomorrow.

In view of the foregoing, it would have been futile to press for a
decision on the bizonal statement until after T have had an opportunity
to discuss matter with Clayton in Paris and to determine arrangements
for continuing work of conference which report may announce. If
continuing work is provided for, I will then take up again matter of
bizonal participation.

Clayton will attempt to meet with Executive Committee tomorrow
at five if he hears from Franks that all members will have heard from
their Governments by that time. If not, Executive Committee will
meet on Thursday morning.

Sent Dept as 4888, repeated Berlin 429, Paris (for Clayton and Caf-
fery) 506.

Doucras

’S_ir Edmund Hall-Patch, Deputy Under-Secretary of State, and Roger M.
Makins, Assistant Under-Secretary of State, in the British Foreign Office.
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940.50 Recovery/9-1147 : Telegram
The Ambassador in France (Caffery) to the Secretary of State

SECRET Paris, September 11, 1947—5 p. m.
US URGENT

3696. For the Secretary and Lovett from Clayton, Caffery, and
Douglas. We met yesterday evening with the Executive Committee
to outline the key points of the Department’s circular telegram of
September 7, 2 a. m.

We told them that we considered it highly desirable that the formal
conference meeting be postponed pending further work on the report.
In view of fact that meeting of Foreign Ministers had already been
called for September 15, individual delegates had indicated to us
that it would be politically impossible to postpone conference consid-
eration (and probably adoption) of the report.

We then said that our examination of the draft report, plus Depart-
mental scrutiny of conference documents, lead us to conclude that the
report in its present form would, if adopted as final, produce an un-
favorable impression in the United States and jeopardize the entire
program. We strongly urged, therefore, that if it were necessary to
issue a report on September 15, it should be so phrased as to clearly
indicate that it was of a preliminary or tentative character. If trans-
mitted in its present form, without clear explanation that there would
be further work done on it, it was extremely doubtful whether the
report could be regarded in the US as a workable program for Euro-
pean economic recovery. As a few examples of weaknesses in the pro-
posed presentation we outlined the following:

1. The balance of payments calculation included large financial pro-
vision for capital equipment. From the technical reports we had found
that these totalled approximately $2 billion for such items as steel
plants, power installations, oil refining and railroad equipment. These
items appeared to be outside of the range of such short-term capital
equipment as farm and mining machinery and they were properly the
subject for consideration by the International Bank or private lending
agencies but should not be presented in a form which carried the im-
plication that the United States Government was expected to finance
their cost. There were also capital equipment items under category of
non-programmed items, outside the work of the technical committees,
(approximately $2.5 billion) which had been included in balance of

- payments estimates submitted by individual countries.

2. The petroleum estimates were prepared on the assumption of
no gasoline rationing in Europe. Opponents in the US to the Marshall
proposal would be certain to emphasize that the American taxpayer
was being requested to pay for European “joy riding”.

3. The food and agriculture report had failed to segregate com-
modity import requirements by sources of supply.
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4. The provisions regarding trade liberalization and financial sta-
bilization were in vague form and needed to be “sharpened up” in
order to clearly set forth that the participating countries were direct-
ing their efforts toward the objectives we had outlined. Chapter on
financial and fiscal reforms indicated that no steps could be taken until
aid from US had been extended and until production had been sub-
stantially incrensed. This we said was quite unsatisfactory. Franks,
after the meeting, told us that our comments in this respect had been
most helpful since they strengthened his hand in having the chapter
re-written with wholly different emphasis.

The five Executive Committee members then spoke individually
and it became apparent that they had previously reached agreement
on a joint position which may be summarized as follows:

1. Tt is not possible to label the report as tentative or preliminary.
Such an approach would indicate that the conference was a failure and
political repercussions in Europe would be serious.

2. The committee was prepared to indicate in the text that the report
was “provisional” in some respects which could indicate that it was
expected that some adjustments would be made but would not create
the implication that it was to be replaced by a new report. In this
connection it was necessary to keep in mind the importance of public
reaction in Europe as well as in the US. The Scandinavian delegate
(with Russia in mind) emphasized the political as well as the economic
difficulties which had faced the conference in its work.

3. A short period of delay would not permit a fundamental change
in the structure of the report. It is recognized that the measure of
agreement falls short of US essentials in some cases. The difficulties
in part arise from the terms of reference of the Conference and in

art from national decisions at a Cabinet level. To meet entirely the
JS conception of a program would require a change in the terms of
reference and this would mean a new conference which might not
include all of the countries participating in the present work.

4, The Conference during the next few days is prepared to make
such adjustments as appear desirable in the report short of major
policy changes which would require decisions by the home govern-
ments. It is believed that these adjustments can meet some of our
criticisms but there is no possibility of the present Conference agreeing
on an integrated plan. In this connection, Sir Oliver Franks remarked
that some people in the US Government apparently had in mind a
form of “dirigisme” under which an overall control agency would plan
and regulate the basic economic activity of the individual countries.

5. The Conference was ready to prepare its report in a form which
would clearly set forth that the Executive Committee, supported by
groups of technicians, was prepared to go to Washington to mutually
review the program with us and that the chairman be authorized to
reconvene the Conference in the light of the Washington conversations.

6. Sir Oliver Franks told us separately that it had been impossible to
obtain agreement on a specific undertaking for the formation of a
multilateral organization. He had, however, been able to bring the
delegates to the point of agreeing on a statement recognizing that if
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the necessary means for carrying out the program are made available,
it will be desirable for the participating countries mutually to consult
together in order to review the plan’s execution and to insure an eco-
nomic development leading to the realization of the general objectives
to which they had pledged themselves.

We made two additional observations re unsatisfactory character of
present report:

a. The participants in caleulating their requirements had failed to
adhere to their agreed assumption of presentation on the basis of a
standard of living which they expected to be able to maintain after
1951 without special outside assistance.

b. The report indicates a considerably larger dollar deficit in 1948
than the actual deficit in 1946 and this would be viewed adversely in the
Us.

On the first point Sir Oliver said that part of the discrepancy had
been corrected through elimination of mistakes and adoption of a
more reasonable assumption regarding future terms of trade. On the
second point he stated that the United Kingdom in 1946 was living
on stocks; that it was a period of low industrial activity; and that
prevailing commodity prices are much higher than those of 1946. We
replied that in some continental countries stocks were being replenished
in 1946 and that, in view of fact that we were talking about balance of
payments, increased industrial activity should mean larger exports as
well as larger imports.

Last night our Department advisers met with conference technicians
to review in detail other technical weaknesses in the report.

Separate telegram follows of our conversation this morning with
Franks and Hall-Patch.

Sent Department as 3696, repeated London as 722. [Clayton,
Caffery, and Douglas.]

CAFFERY

840.50 Recovery/9-947 : Telegram
T'he Secretary of State to the Embassy in London

TOP SECRET WasHINGTON, September 11, 1947—7 p. m.

3950. For Ambassador Douglas. Reurtel 4888, 9 Sept, it appears that
Bevin may have some misconceptions as to the intent of Depcirtel
Sept 7, 1 a. m. Read in conjunction with Depecirtel Sept 7, 2 a. m., it
will be noted that, in effect, Dept welcomes meeting in Paris of high
level representatives of participating countries on or about Sept 15,
provided they do not meet for the sole purpose of rubber-stamping
initial CEEC report and accepting it as final document. Hope is that
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final conferring in this phase of CEEC work will permit improvement
of report by acceptance in greater measure of major principles involved
in “essentials” already given participating governments. If some
days’ delay in submission of report for this purpose necessary, Dept
endorses delay (see paras 8 and 4, Depcirtel Sept 7, 2 a. m.). Most use-
ful course of action by CEEC would, to our mind, be as follows:

a. CEEC composed of Ministers or other top reps meets Sept 15 and
revises, so far as is possible or necessary, general report to accept the
“essentials”.

b. Phraseology of report is changed to make it clear that report is
preliminary, intended as basis for further discussion, and will be sub-
ject to further amendment, particularly regarding the technical com-
mittee reports.

¢. If possible, although admitted unlikely, technical reports might
be further improved along lines of principles accepted in revised gen-
eral report. ‘

d. The revised report is published (we suppose about 21 Sept, but
earlier if possible) and submitted to participating governments and to
US simultaneously.

e. Main CEEC then adjourns but leaves technical working groups,
with US technical reps offering friendly aid, in session to take such
further action as possible to apply to technical reports the principles
agreed in revised general report. This involves screening. In this con-
nection, we hope to have US governmental screening of initial report
under way at same time and can soon furnish constructive guidance
to TS technical reps giving friendly aid. Possible also that we can be
using Harriman Committee to check European requirements against
US availabilities and make more realistic the guidance offered US reps
in Paris. Main CEEC will reconvene at some later date, say Oct 10, to
approve and forward final report.

The reaction to Depcirtel Sept 7,1 a.m., from other governments has
in general been very satisfactory and indications are that most reps
at CEEC will support US suggestions. Therefore, we are hopeful
that if higher level representatives of participating governments meet
in Paris on 15 Sept there will be considerable support to the concept
expressed above. As for Bevin’s remark reference impairing national
sovereignties by urging continuing action, replies from other Missions
do not seem to have substantiated Bevin’s fears.

As for Bevin’s remarks that Soviets have threatened some countries
with withholding coal, would appreciate any specific information
British have in this regard. Department has no knowledge of any
specific threats of this nature.

Magowan, British Embassy, queried Dept yesterday at FonOff di-
rection, as to intent behind US activity both as to cirtels and Bizonia
offer. He was given full background as to our fears of receiving a final
report at this time and, re Bizonia, our belief that by offering Bizonia
for limited screening we would induce other nations to submit also. He
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said he appreciated and understood motives in both cases and his only
fears were, on direct approach to govts, that US was embarking on
course lessening importance of multilateral Paris meetings. On this
point he was reassured and it was explained that we merely wanted
govts to reconsider instructions to Paris delegates. His fears on Bizonia
were that we were inviting difficult time with French and might be
jeopardizing November CFM.! These arguments seemed unconvincing
in view London discussions on Level of Industry, French interest there-
in (see Paris Embtel 3650, Sept 9; * Paris, please repeat to Douglas if
he has not seen), answer given Soviets when they complained London
talks and fact that revised Level Industry has been published.

Suggest you approach FonOff again soonest to explain further the
broad intent of the cirtel approaches and ask for further sympathetic
consideration. As for Bizonia, you should urge agreement on general
lines of our offer. If Bevin still is unable to agree inform Dept urgent,
since in that event basic reconsideration of bilateral offer must be
undertaken.

Repeat to Paris for Clayton and Caffery.

MarsHALL

! The Fifth Session of the Council of Foreign Ministers met in London from
November 25 to December 15; for documentation, see vol. 11, pp. 676 ff.
* Post, p. 736.

840.50 Recovery/9—124’_r : Telegram

The Ambassadorin France (Cajfery) to the Secretary of State

SECRET Paris, September 12, 1947—1 p. m.
US URGENT

3709. For the Secretary and Lovett from Caffery. After Wednes-
day’s unsatisfactory meeting with the Executive Committee, Clayton,
Douglas and I held a series of informal conferences with key leaders,
including Sir Oliver Franks, Hall-Patch, Ramadier, Bidault and
Hirschfeld. Our immediate objectives were:

a. To secure a first report, which would be “correct at least as to
Igna'jor policy lines,” Section 8. Dept’s circular telegram, September 7,

a.1m.

b. To obtain, if possible, a short postponement of the conference
meeting of Foreign Ministers so that present draft of report could be
materially improved.

¢. To obtain agreement that original report would clearly indicate
that further work was to be done on it.

Our efforts in this direction were aided by the fact that by yesterday
delegates were receiving from their home governments information
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regarding representations made by our missions in pursuance Dept’s
September 7, 1 a. m, circular.

At a meeting with Franks and Hall-Patch we told them that report
fell far short of a program which would prove acceptable to the Amer-
ican people but that we would suggest the following changes which, if
adopted, would, we thought, improve their case in the United States:

1. Statement that individual countries should obligate themselves
to the group to attain the production targets they had set for key
commodities. )

2. Revision of financial section to remove threat of thought [séic]
that effective stabilization measures could only be adopted after ex-
ternal aid commenced and production substantially increased.

3. Greater emphasis on and sharpening of principles, including
commitment to reduce and eventually to eliminate trade barriers among
the participating countries. .

4. Segregation of capital equipment items (agricultural and mining
machinery excepted), with clear indication that conference will Jook
to International Bank and other lending agencies for financing these
items.

5. ¢. Agreement to “recess” rather than “adjourn” the conference.

b. Postponement of formal conference session to September 20.

6. Firm commitment by participating countries that, if assistance
is assured, they would form a multilateral organization with powers
to review performance of each country.

Franks then consulted with the Executive Committee regarding the
foregoing, after which we met with the Committee at its request.
Hirschfeld had previously informed Franks that neither Holland,
Belgium nor Luxembourg would sign a report which we said would
prove unacceptable. At the opening of the meeting Alphand made it
clear that the French Government’s position had changed from that
of the previous day and that it was prepared to proceed along the lines
suggested by US. The Scandinavian representative suggested that the
conference reach agreement on as many points as possible within 10
days and then issue a final report, leaving other matters of bilateral
arrangements between the UUS and individual participating countries,
He said that United Kingdom coal production was something that
Norway could do nothing about and that he did not, believe that Nor-
way should enter into any obligations concerning such production.
Clayton made it clear that the obligation we had in mind was one
which the United Kingdom would have towards its fellow participants
in return for obligations which they would hold towards it for stand-
ards of performance in other matters. There was a mutuality of inter-
est among European nations in economic matters and if this common
interest were not recognized, it was difficult to see how progress could
be made.
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The Benelux representative then proposed the following :

1. The next week would be devoted to making as many improvements
in the report as possible. :

9. The report would be issued as a “first report”.

3. Paralleling US analysis of the report, a number of conference
groups (including those on freeing trade barriers, financial experts
and several commodity groups) would continue their work.

4. A group from the conference would then meet with representa-
tives of the US to discuss possible revisions.

In view of the fact that this proposal appeared to closely parallel
the Dept’s timetable suggested its circular telegram September 7,
2 a. m., we concurred in this proposal. The Italian delegate also stated
his concurrence.

The understanding which we reached with the Committee was as
follows:

1. The Committee would immediately take up the question of post-
ponement of the meeting of Foreign Ministers with a view to inform-
ing us of the decision on September 12. i

2. The 6 points outlined above would be communicated to the home
governments immediately.

3. On or about September 16 we would again meet with the Com-
mittee to consider progress made on the 6 points.

4. Our technical experts would continue to meet with the conference
%eople with a view to making other improvements in the first report.

ranks indicated that within the time limitations indicated they would
give consideration to our further suggestions, pointing out, however,
that the new timetable would prevent adjustments in the first report
on any additional policy questions, other than those already discussed,
which would require consideration by home governments.

5. The future course of action would be mutually decided at the
time of the issuance of the first report.

Franks had previously informed us that he believed that points 2
and 4 could be accepted and that he was hopeful that the Executive
Committee would agree to point 1. Point 3 had been the subject of
concentrated negotiation for 2 weeks and he did not believe that
further progress could be made. Points 5 and 6 were political in char-
acter and decisions would be based largely on the views of the home
governments.

We have checked over the draft of the first report. Assuming that
most of our suggestions are adopted, the final draft should appear to
the public as neither black nor white but rather as a grey of a shade
dependent on whether it is being analyzed relative to our basic essen-
tials or in the perspective of the history of western Europe with its
strong emphasis on national sovereignty and the European political
situation generally. In any event a beginning has been made and the
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important consideration is to keep this group moving as rapidly as

possible in the direction of our basic objectives, -
Sent Dept as 3709, repeated London for Clayton and Douglas as 728.
CAFFERY

840,50 Recovery/9—1247 : Telegram
T'he Ambassadorin France (Caffery) to the Secretary of State

SECRET Paris, September 12, 1947—4 p. m.
US URGENT

3714. At a meeting last night of the entire Committee of Coopera-
tion the delegates were informed by Franks of the results of our meet-
ing with the Executive Committee, reported my 3709, September 12,
1 p. m. The Cooperation Committee decided to postpone the formal
meeting of the conference called to receive the report until Septem-
ber 20-22, the exact date to be determined later.

Sent Department 3714, repeated London for Clayton and Douglas
729.

CAFFERY

840.50 Recovery/9-1247 : Telegram

The Ambassador in the United Kingdom (Douglas) to the Secretary
of State ‘

SECRET Loxpon, September 12, 1947—8 p. m.
NIACT

4950. For the Secretary from Douglas. At meeting with Bevin he
orally asked me to transmit to you the following message :

“As Chairman of the Paris Conference, I am much disturbed by the
public consequences of the discussions in Paris between the Executive
Committee and United States representatives, leading to the post-
ponement of the report pending the consideration of certain points
which the United States Government have raised. I fully understand
and appreciate the intentions of the United States Government in
making this intervention, but the impression has been created that the
work of the conference has been unsatisfactory and is now having to be
done again under American pressure. This is, of course, not the case:
but if the impression is allowed to persist it will do untold harm in
the European countries and in the United Kingdom. It will provide an
opportunity for critics, in Europe and elsew%lere, to undermine the
grogress which the conference has been able to achieve. It may preju-

ice the final outcome of the conference. This unfortunate result
appears to be out of proportion to the advantages which will doubtless
flow from the improvement of the report on the points raised by the
United States Government.
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“There is little I can do here to put this right. The impression can
only be corrected from Washington. I therefore hope very much that
you may find it possible, by some reassuring statement, to restore the
confidence, which has now been shaken, in the work and outcome of
the conference and the United States attitude towards it.

“Secondly, I earnestly hope that the United States Government,
having made its views known, will not [now] allow the Conference to
work upon them and complete its report in an atmosphere of calm and
without any feeling of external pressure.”

I understand what he means is that the accounts in the press have
produced the impression of the situation which he describes and that
this public impression can be best rectified by a statement from you in
Washington.

Moreover, I do not understand that the last paragraph of this mes-
sage is intended to imply that during the remaining ten days of this
phase of the conference “friendly assistance” should be withdrawn.

Douaras

840.50 Recovery/9-1247 : Telegram

The Ambassador in the United Kingdom (Douglas) to the Secretary
of State

SECRET Loxpox, September 12, 1947—8 p. m.
TURGENT  NIACT '

4951. For the Secretary. 1. Spent Wednesday afternoon and Thurs-
day in Paris with Clayton and Caffery (Deptel 3950, September 11).
Two meetings with the Executive Committee of the CEEC were held;
the first on Wednesday afternoon, the second on Thursday afternoon.
Also two meetings with Sir Oliver Franks and Sir Edmund Hall-
Patch, the first prior to the Executive Committee meeting on Wednes-
day and the second prior to the Executive Committee meeting on
Thursday.

2. You should have by now received full cables from Paris reciting
the results of these meetings. Nevertheless, the following is a brief
résumé of the results of the final meeting with the Executive Com-
mittee:

a. Six fundamental considerations inadequately dealt with, or
omitted entirely, in the tentative draft report, which we received in
Paris, were discussed and emphasized. (These six basic points you
should have received from Paris by the time they arrive).

_b. Since there was not sufficient time to recast the report along the
lines indicated, the members of the Executive Committee agreed, sub-
ject to the approval of their governments that the meeting of the

* See telegram 3709, September 12, from Paris, p, 425,
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Ministers on the 15th to receive the report would be postponed until
the 22nd. - . .

¢. The report when submitted on the 22nd to the Ministers will be
labeled “provisional” or alternatively “a first report”.

d. After the report has been submitted to the Ministers on the
22nd, the conference will, subject to the approval of their govern-
ments, recess and not terminate. Sir Oliver Franks will be given the
authority, after the report has been more carefully analyzed by the
US, to reconvene the conference for such further work as may be
necessary.

3. Bevin indicated this morning when I saw him this procedure was
entirely satisfactory to him.

As to the inclusion of bizonal areas—after discussion with Clayton,
we concluded that in the light of the difficulties that we had had in per-
suading the Executive Committee to follow the procedure outlined
above, it would only at that time have confused the major issue to
bring up the inclusion of bizonal area. Moreover, we felt that it
would be more appropriate to ask for the inclusion of the bizonal
areas when the conference is reconvened after the submission of the
“provisional” or “first report” and press for inclusion during the
remaining 8 days of the present phase of the work of the conference.

Doucras

840.50 Recovery/9-1247 : Telegram
The Acting Secretary of State to the Embassy in the United Kingdom

SECRET WasHINGTON, September 13, 1947—1 p. m.

3987. For Douglas from the Secretary. With reference to Bevin
message (urtel 4950), we give you our views below. You are authorized
to express orally such portions as you may consider adequately re-
sponsive to Bevin’s comments,

Bevin’s concern is fully appreciated but in light of press stories
both here and from Paris quoting Franks and FonOff spokesmen that
CEEC will complete “first report” on September 22 (AP and 7'imes
from Paris, 12 September) there seems little use in a statement from
Washington at this time. Dept can not fully endorse CEEC report to
date or even projected “first report” of September 22 and, since it is
likely that initial report will need some further revision, at least in
part, any optimistic comments would be contrary to facts, might take
heat off conferees, and would most certainly do harm here. Our under-
standing is that CEEC has agreed that it will reconvene if necessary
to consider further friendly aid suggestions from US after first
report is reviewed in Washington (where substantial cuts, particularly
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in food, may be found necessary). This seems to us desirable way to
achieve end result both we and participating nations hope can be
achieved.

Dept believes CEEC under Bevin’s and Frank’s leadership has
made much progress in short time it has been at work and taking into
account limiting terms of reference. Our friendly aid activities have
been motivated solely by genuine desire to help CEEC help itself and
in response to appeal from CEEC for our views as to form of report.

All the above may be unnecessary in view of later word on Bevin’s
attitude contained your 4951 September 12, paragraph three.

If Bevin still concerned we would see no objection your making ap-
preciative statement in London if in your judgment this is wise.
In this connection you should give consideration to probable substan-
tial revision of program which must be made here before it can be
recommended by us or approved by Congress.

Loverr

*In telegram 5129, September 23, Ambassador Douglas stated: “In my judg-
ment it is not now necessary for me to make a statement.” (840.50 Recovery/9-
2347)

840.50 Recovery/9-1447 : Telegram

T'he Ambassador in France (Caffery) to the Secretary of State

SECRET Paris, September 14, 1947—noon.

8752. In pursuance of the understanding reached at the Executive
Committee meeting reported my 8709, September 12, 1 p.m., I re-
viewed yesterday with Marris details of our working arrangements for
the last week of the Conference. The following procedures were estab-
lished:

1. Departmental advisers are reviewing with Conference people
several of the technical reports. New adjustments will be limited (be-
cause of the time element) to those which can be made without referral
to home governments.

2. Tomorrow Embassy will review with Conference group the entire
general report, with a view to recommending revisions of a nonpolicy
character.

8. On Tuesday evening Conference will discuss with Embassy the
progress which has been made in meeting the six-policy points re-
ported my 3709, plus the two other adjustments, (gasoline rationing
and segregation commodity import requirements by sources of supply)
reported my 3696, September 11, 5 p.m. A ninth point, commitment re
establishment and maintenance of proper rates of exchange, will also
be discussed.
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4. Tt is hoped that Clayton and Douglas can join me in Paris on
Wednesday for (a) joint review of situation relative to one, two and
three above, followed () by a meeting with the Executive Committee.

Sent Department ; repeated London for Clayton and Douglas as T40.

CArrERY

840.50 Recovery/9-1447 : Telegram
The Ambassador in France (Caffery) to the Secretary of State

SECRET Paris, September 14, 1947,

3758. Conference yesterday took up with me questions relative to
presentation and publication of first report. (Am informed British
Embassy Washington is discussing this matter with Department).
Provisional plans are as follows:

1. Formal meeting of conference afternoon September 22 to adopt
. report.

2. 1500 word press release summarizing report on same date. This
statement would be made available to Embassy several days earlier for
telegraphic transmittal to Department for simultaneous release in
‘Washington.

3. Copy of report signed by sixteen (it is hoped) delegates and ad-
dressed to Secretary Marshall would be sent to Washington by courier
leaving evening September 22.

4. Simultaneous release Washington and European capitals of en-
tire report for publication morning newspapers September 28.

5. The question raised with me is whether we prefer that presenta-
tion of report to Secretary Marshall should be (@) through British
Embassy Washington on behalf of President of conference (Bevin) or
() by conference in Paris (presumably Executive Committee or Co-
operation Committee) to me for transmission to the Secretary. British
have suggested procedure (a), while some other delegations believe
presentation should be by larger conference group to me.

Dept’s telegraphic comments requested, with special reference to 5
above,

Sent Dept as 3758 repeated to London for Clayton and Douglas as
T45.

Carrery

840.50 Recovery/9-1547 : Telegram
The Ambassador in France (Caffery) to the Secretary of State

SECRET Parrg, September 15, 1947—8 p. m.

3780. For the Secretary and Lovett from Clayton, Caffery and
Douglas. Some of the criticisms of the program which is being form-



THE MARSHALL PLAN 433

ulated by the Paris Conference arise, we believe, from the opinion held
by a few that the European participating countries should designate
without regard to national.frontiers the productive facilities that
should first be brought into production. This view sounds plausible
enough at first but its implications, we think, are far-reaching. First,
it inevitably requires for its execution an international organization to
select the plants that will be given priority; second, it inevitably
requires an international organization to allocate the necessary raw
materials for the operation of plants enjoying priority; third, it
inevitably requires an international organization to allocate among
several or all of the participating countries the products of plants
facilities to which priority has been given. The evidence is clear, we
think, that the 16 participating countries would not accept this sort
of system and organization. Moreover, even if they were prepared to
agree to such a system, organization, and procedure, in our opinion,
interminable arguments would ensue among many of the participating
countries as to which plants would be first brought into production,
how raw materials and in what amounts should be allocated to them,
and to which countries the products of these plants would be allocated.
Finally, such a procedure and organization would, we think, in effect
result in a planned economy to a dangerous degree. It is almost certain
to lead to international cartels which would stimulate nationalism and
tend to frustrate the ultimate restoration of natural economic forces,
We believe it much more prudent and much wiser to seek from the
participating countries or most of them commitments among them-
selves and later with US to reduce trade barriers including the estab-
lishment of appropriate exchange rates. This course will, in our
opinion, more effectively bring about a community of economic interest
and responsibility based on natural economic forces.

We realize, of course, that a very limited list of commodities are now
being allocated, and must during the period of shortage continue to be
allocated, such, for example, as coal and food, but to enlarge the present
limited list would, we believe, be impossible to achieve agreement
upon and ultimately might produce the situation which we have
described.

As to screening of the various nationalistic programs, we think, that
not as much has been done by them collectively as might well have been
done. Weare, however, disposed to the view that the requirement when
measured against the available supplies of essential materials inescap-
ably produce[s] the necessary screening.

In our opinion, the most important considerations are those involy-

ing the basic principles to which we have referred. [Clayton, Caffery,
and Douglas.]

CAFFERY
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840.50 Recovery/9-1747 : Telegram : :
The Ambassador in France (Caffery) to the Secretary of State

SECRET Paris, .September 17, 1947—3 p. m.

NIACT

4015. For Lovett and Bonesteel from Caffery. CEEC has met or is
in progress of meeting points 1 to 5 inclusive, reported my 3709 Sep-
tember 12, 1 p. m. New provisions are satisfactory and in some cases
exceed, from the standpoint of the firmness of commitments, our
expectations. On point 6 Franks met, yesterday evening with Swedish
delegate who had just returned from Stockholm. On basis this con-
versation Franks redrafted multilateral organization provision in a
form which is slightly weaker but still meets our condition. He is
hopeful that both Swedish and Swiss delegates will approve this new
formula, which Clayton, Douglas and I have indicated as satisfactory,
but is not certain whether their two governments will approve. Should
have definite information this point by tomorrow. Follows summariz-
ing our discussions of yesterday with 18 delegates which was mutually
satisfactory and did much to clear the atmosphere.*

Sent Dept as 4015, repeated London as 753.

CAFFERY

i mext as in original record copy ; the reference is presumably to telegram 4025,
September 17, from Paris, p. 435.

840.50 Recovery/9-1747 : Telegram

The Ambassador in the United Kingdom (Douglas) to the Secretary
of State '

TOP SECRET Loxpox, September 17, 1947—5 p. m.

5038. For the Secretary and Lovett. 1. Have not answered in detail
because course of action reported after meeting with Clayton in Paris
and the Executive Committee CEEC on the tenth and eleventh seemed
to meet all the points raised. Moreover your cable not received until the
twelfth after return from Paris. (Deptel 3950, September 11; Embtel
4888, September 9).

2. As previously reported, Bevin satisfied with course of action and
procedure agreed to as result of the meetings referred to in paragraph
one above.

3. As to Bevin’s remarks that Soviet had threatened to withhold
coal from some countries, details are as follows:

About ten days ago, when the Scandinavian countries were meeting
to consider a customs union, the Soviet threatened to withhold from
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them deliveries of coal if they proceeded with their discussions. This
information given me from two sources in the Foreign Office and con-
firmed in conversations Paris yesterday.

4. Asaresult of several conversations with Bevin and other members
of the Foreign Office, am convinced Department’s feeling that the
British have been “sticky” at the Paris Conference was due to follow-
ing consideration.

Emphasis which they thought we would place upon a continuing
organization for purpose of indicating, without regard to national
frontiers, the plant facilities which would first be brought into pro-
duction necessarily entailed, in their view, the allocation of a relatively
large list of raw materials and of the finished products among at least
several participating countries. This sort of an undertaking, the Brit-
ish. felt, would necessarily mean an impairment of sovereignty and as a
result the withdrawal from the conference of several of the member
countries. Thus, the British felt the schism in Europe would be broad-
ened and deepened at a particularly inopportune time. Several of the
participating countries expressed the same view.

5. Now, however, that the above procedure is not being pressed by
the Department, Bevin and the British are completely satisfied and
have, I am confident, exerted every effort to persuade the conference
to meet, as nearly as is possible among sixteen participating countries,
all of the basic principles which have been suggested by us to the
conference.

6. Believe it much preferable to press for the inclusion of the bizonal
areas after the “first report” has been received and when, should it
be necessary, the conference is reconvened for the purpose of either
modifying the first report or preparing a second. Can explain this to
you fully when we meet in Washington.

Doucras

840.50 Recovery/9-1747 : Telegram

T he Ambassador in France (Caffery) to the Secretary of State

SECRET - Paris, September 17, 1947—T7 p. m.

4025. Afterreviewing latest draft general report yesterday morning,
Clayton, Douglas and I met with Sir Oliver Franks to discuss in
detail revision sections of report concerned with balance of payments,
internal financial stability and freeing of trade barriers.

Subsequently we attended informal meeting Committee of Economic
Cooperation September 16, afternoon, arranged to permit discussion
with all 16 delegates. Franks opened meeting by referring to draft
changes in general report points made by Clayton September 11

310-099—72——29
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(reported Embtel 3709, September 12). French draft proposals (re-
ported Embtel 8762 September 15*) were summarized by Alphand,
who indicated they had been generally agreed upon except as regards
point six respecting continuing organization. With reference point six,
Alphand indicated Swiss had reservations (Swedish delegate arrived
later during meeting and later indicated privately to Clayton his
government likewise ha