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I. POLITICAL ASSESSMENT By 425 | NARS, Date _3—/0-26

A. Period of Transition., The traditional nationalist and
insular outlook of Irish politicians has been considerably modi-
fied by two factors; first, the appearance on the Irish scene
of a post-revolution group of younger, more vigorous politiéians-:
and, second, the growing realization that Ireland's destiny must
be realized withim a larger European context.

Repudiation of political extremism in the 1961 election, and
the abandonment of the activities of the Irish Revolutionary Army,
have made politics, always conservative, even more moderate in
recent years. All parties adhere to the principles of non-
military alignment except under EEC membership; abolition of the
border between the north and south of the country, and strong
anti-communism.

B. The Application for Admission to the European Economic
Community. Ireland's application for admission to the Common
Market was supported by all major political parties, and the
nation as a whole demonstrated complete readiness to accept
fully the political implications of EEC membership. Although
disappointed over the failure of the United Kingdom's applica-
tion for entry into the European Economic Community, rendering
Ireland's own application politically and economically infeasible,
the Irish have continued to orient their economic and political
planning toward eventual EEC membership at some more propitious
time.

External Affairs Minister Aiken suggested to Ambassador
McCloskey in February that the United States take the initi-
ative in setting up a high level conference between the United
States, the United Kingdom, and France to break the impasse
over the United Kingdom membership in EEC. Secretary Rusk
told Ambassador McCloskey this proposal was not likely to be
successful, and, furthermore, that it might offend the other
members of EEC.

C. The Lemass Government. The abandonment of Ireland's
insular and parochial outlook is in great measure due to the
influence of Prime Minister Sean lLemass. His Fianna Fail
Government has proven to be quite stable, although in the
last general elections (October 1961), it lost its clear
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majority and now depends on independent votes for support.
Fianna Fail can be expected to continue indefinitely in
office, although a Fianna Fail-Labor Party coalition is an
alternative possibility.

II. THE ECONOMIC SCENE

A. The Program for Economic Expansion. Since 1959,
Ireland has embarked on a wigorous program of economic
development, is encouraging the establishment of new in-
dustries, and is actively seeking and promoting foreign
investment and tourism. In preparation for possible entry
into the EEC, Ireland instituted a tariff reduction plan
with the first reduction of 10% effective January 1963.

The program has achieved substantial successes.
National output rose by an estimated 20% between 1958 and
1962, at an annual growth rate of 5%. Foreign investment
in Ireland has been greatly augmented. Diversification
of the economy has proceeded #pace, with agricultural . _ -~:i.
exports now in third place as a source of foreign exchange.
Exports of all goods increased 86% between 1958 and 1961.

The exodus of emigrants has been staunched, with 1961

emigration rates 50% lower than those of the preceding
Yyear.,

B. Economic Links with the United Kingdom. The Irish
economy is closely tied to that of the United Kingdom. Since
1938 Ireland has had preferential access to the British
market. Irish external trade is predominantly with the
United Kingdom, to which it sells 75% of its exports and
from which it takes 50% of its imports. The present stag-
nation in the British economy has adversely affected Irish
trade, and is a major reason for the Irish growth rate of
1962 dropping to 2 1/2%. Further economic links with England
are the large number of Irish surplus laborers who migrate
annually to the United Kingdom to look for employment, the
large amount of UK capital invested in Ireland, and the long-
established banking and commercial connections between the
two countries.
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C. The Search for New Markets. Continental markets
would provide Ireland with access to a large consumer market
at higher prices than it has been able to get in Great Britain,
with its subsidized domestic agriculture and its cheap food
imports. Conversely ;. the Government has also recognized the
need for Irish industry to improve its competitive position
vis-a-vis the more efficient Continental producers.

In spite of the lower growth rate and the re-emergence of
a deficit in its international payments, the Irish economy is
characterized by a mood of modernization and optimism.

III. MULTILATERAL AND BILATERAL FROBLEMS

A, Ireland and Partition., The Irish Government has
asserted that it will use only peaceful means to resolve the
problem of Partition. In 1948 Ireland refused to join the
North Atlantic Treaty Organization on the grounds that it
could not become a signatory to an international treaty with-
out concurring in a de jure recognition of Partition. This
Irish position is now believed in some quarters to be compro-
mised since Ireland's accession to the United Nations Charter

in 1955.

B. Irish Neutrality. Since the end of World war II
and more recently under the leadership of Prime Minister
Lemass, the Irish have shown growing interest in partici-
pation in international affairs and in international organi-
zations., They joined the OEEC and participated in the Euro-
pean Recovery Plan, associated themselves with the Council of
Europe, and made an early application for membership in the
UN which was blocked by a Soviet veto until 1955.

While not in the least neutral to the ideological
issues involved in the East-West struggle, Ireland pursues
today an independent course in international affairs. 1Its
principal outlet for international activity is the United
Nations. Ireland is exceedingly proud of its contributions
to the UN and follows all issues before the UN with great
interest.,
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The Irish Government is now following a cautious policy
regarding any military commitments to the West (notably NATO)
until the question of Irish participation in the European
Community (specifically EEC) is resolved.

Ce Ireland and the U.S, in the UN.

1. The Congo. Irish troops will remain in the
Congo at least until autumn. Twenty-six Irish soldiers have
been killed.

2. Kashmir Resolution. In June 1962, the Irish
delegation introduced, at our request, a moderate resolution
calling for a negotiated settlement between the disputants of
the Kashmir problem,

3. The UN Financing Problem, At the Special Session
of the General Assembly called to deal with the problem of fi=
nancing the Congo operation, the Irish delegation presented a
plan, persistently advocated by External Affairs Minister Aiken,
to give the Secretary-Genepal authority to borrow money as a
means of solving the problem. we have informed the Irish that
this proposal has little or no appeal to the UN membership. The
United States, being under a Congressional directive opposing
any future borrowing by the United Nations, is in no position to
favor the Irish suggestion. Borrowing, in any case, is merely
a palliative.

Lk, East-West Issues in the UN. The Irish played a
leading role in censuring Hungary, supported the resolution
condemning the Chinese Communist invasion of Tibet, and voted
against the application for Chinese Communist membership in
the UN.

D. Air Fares Problem. The Irish Government supported
the European position in the controversy over North Atlantic
air fares and was contemplating retaliatory action against
American airlines when the IATA compromise was worked out at
Montreal.

E. Ireland and Cuba, During the height of the Cuban
crisis the Irish were most cooperative with the United States
Government and searched all Bloc air traffic transiging.
Shannon. Recently the Irish expressed a desire to suspend
the search but have continued it at our request.

e}
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F. Landing Rights at Dublin.

The Irish Government has

so far refused to grant American carriers landing rights in

Dublin.

Under the existing air agreement, American carriers
Our argument that
Irish Airlines is given the right under the agreement to
serve three cities (New York, Boston, and Chicago) does not

enjoy landing rights only at Shaunon.

carry any weight with the Irish Government.

We contend that

tourism to Ireland would be expanded by the granting of Dublin
rights to U.S. airlines, while the Irish argue that the Irish

airlines would be adversely affected,
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UNITED KINGDOM AND TRADE NEGOTIATIONS
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The failure of the UK-EEC negotiations has greatly increased the
importance of the trade negotiations for the UK and in present cirw
cumstances no country has more at stake. The failure of these nego=-
tiations would give further impetus to a closed continental orientation
of the EEC. Successful negotiations would bring some of the economie
benefits which were anticipated from UK membership in the EEC.

In consequence, the UK is offering fim support for the negoti=
ation of substantial equal linear tariff cuts as sought by the US
and will probably continue to be our strongest ally. The UK!s ine
terest in industrial products, however, is far greater than in
agriculture,

Agriculture poses difficulties for the UK for several reasenss

l. it imports a significant share of its food
supply at low cost: commodity agreements for
grains, meats and dairy products would pro-
bably raise world prices and the foreign ex~
change cost to the UK;

2 the present system of direct income sup~
port to farmers is proving expensive and the
UK is contemplating new controls on imports,
rather than their removal, as part of an ad~
Justment in its domestic agricultural program;
and

3. in contrast to most agricultural products,
fruits and vegetables are protected by high
tariffs in the UK and reductions in this pro-
tection would be politically difficult.
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Nevertheless, the UK has supported the comprehensive inclusion of
agriculture in the negotiations and is prepared to see some increase
in the cost of its food imports assuming that the overall results
of the negotiations are favorable. It has also indicated that new
import controls being considered would be negotiable.

Commonwealth preferences are not likely to be an important issue
for the UK in the negotiations because there is growing recognitien

in both the UK and the Commonwealth that these preferences will con-
tinue to be eroded.

~-Drafted by:EUR/RPE-Miss Fagan Cleared by:BNA-Mr. Goldstein
' RPE-Mr. Hinton
E/OT-Mrs. Kallis
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Military Assistance to India

U._S. Plans

We have virtually completed our Nassau program. Looking ahead,
we have in mind for FY 196/ a two-stage program which adds up to
about $50 million. Additional aid for FY 1964 can be discussed with
the Indians after the MAP appropriations are completed this fall.
Our first stage would consist of items on which we gave general
undertakings to T. T. Krishnamachari when he was here. We are
authorizing Ambassador Galbraith to give firm commitments to the
Indians on these items when he returns to New Delhi. They include:

Continued Air Transport Support 4 2.7 million
Road Construction Equipment 5.6 million
Training for Army and Air Force 4.7 million
Radar and Associated Communications 16.1 million

Total $ 29.1 million

We are authorizing General Kelly to discuss second stage items
as plans we have in mind for early funding but with no commitment.
These include:

Engineer Equipment for Corps Troops $ .4 million
Completing Equipment for Two "Nassau"

Corps and Supporting Forces 3.7 million
Modernizing Two Mountain Divisions 11.3 million
Weapons Systems Support 2.5 million
Air Ground Control Radios «3 million
Ground Control Approach Radars 1.1 million

$ 19.3 million

In additi;n

————

=
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In addition we have made an initial decision on defense production
aid. We are authorizing Ambassador Galbraith to inform the Indians
that we will provide them with two production lines from the St. Louis
Ordnance Plant excess equipment at a totzl cost of not over $2 million.
In addition, the Indians have already selected over three hundred items
from our surplus stockpile of machine tools in the United Kingdom,-a
substantial portion of which they can have for the transportation costs.
A decision will be made on this equipment in the near future.

Program for the U. K.

We have presented the British with a proposal for U.S./U.K. post-
Nassau assistance, telling them that while no decision has been made
as to the amount the U. S. would fund, our present inclination is
between $50 and $75 million. We have suggested that the British might
supply the following items:

‘a. Combat air maintenance assistance including attrition aircraft;

b. Semi-automatic rifles for three divisions and corps troops,
including roughly an additional 50 thousand initially;

c. IFF equipment for the Indian Air Force;

d. Miscellaneous communications and engineering equipment of
types being furnished to Nassau 6 divisions;

e. Combat air ordnance (ammunition, rockets, bombs, and air-
to-air missiles).

Bearing in mind indications that the U. K. is not willing to
commit itself to more than $10-20 million beyond Nassau, we suggested
‘that the British commit themselves now to items a., b., and c. which
come to a value of $10-15 million. We asked the U. K. to consider
whether they wished to supply the items under d. and indicated those
requirements under e. should be studied further. We told the British
that we hoped they would give a particular priority to meeting Indian
Air Force maintenance needs including arranging exchanges of officers
for training and sending to India technical teams to improve Indian
Air Force maintenance.

While it has been our proctice to present forcefully to the Indians
our views sf their requirements, the U. K. has preferred to await India's
requests and act on them according to rough criteria of prima facie
reasonableness, We believe it is quite important that both the British
and ourselves be quite firm with the Indians both with regard to what
we are prepared to furnish them and what they should buy from us. We

have
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have told the British that we hope they will concert with us on this
both in New Delhi and in periodic consultations with us in London and
Washington. We are particularly concerned about the reported Indian
effort to buy frigates and submarines, which we do not consider priority
requirements. We told the British we ourselves propose to adhere to our
policy of not considering purchases in the U.S. which are outside of our
agreed aid framework. We also told the British that in view of their
declining share of the total military program we were prepared to take
an increased initiative with Canadians and Australians if the U. K.
concurs.

We have asked for the U.K.'s views about getting together to
discuss post-Nassau assistance, perhaps later this month,

Pakistan

We are considering what we might do for Pakistan in order to
lessen the unfavorable impact there of our aid to India. This might
include some defense production assistance, as well as priority funding
of certain urgent military requirements presently existing. We do not,
however, wish to become a party to an arms race on the subcontinent and,
therefore, believe we should be guided to the greatest extent possible
by the requirements for Pakistan's security.

|
|
F

Drafted by:NEA/SOA-Mr. Schneider Cleared by:NEA/NR-Mr. Kettelhut
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NEA-Mr. Talbot

L_ GER-Mr. Brandin

i

S/S-S:WSlater, Room 7239, Ext. 7552







_S_‘HS_&.! 0,4 '
PRESIDENT 'S EUROPEAN TRIP June 18, 1963

June, 1963
DECLASSIFIED
MATLAYSIA Authority _E’Q’E‘ L . /R-2574
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President Sukarno and Prime Minister Abdul Rahman discussed
Malaysia during their meetings in Tokyo May 31 and June 1 and a~-
greed to put an end to the mutual recriminations between their
two countries. Their talks cleared the atmosphere and placed
Indo-Malayan relations on a new basis just prior to the tripartite
ministerial meetings in Manila June 7 and June 11.

In the Manila talks, the foreign ministers of Malaya, Indonesia
and the Philippines appear to have arrived at a formula whereby the
latter two states have agreed to withdraw opposition to the forma-
tion of Malaysia by August 31, 1963 in return for certain concessions.
This formula involved a series of agreements on related problems
and are subject to approval at a meeting of their heads of govern-
ment in late July. They agreed:

A, To set up consultative machinery on security, economic,
social and cultural matters as initial steps in imple~-
menting President Macapagal's proposal to link the three
countries in a Malay Confederation.

B. To accept the principle that these three countries have
primary responsibility for maintaining peace and stability
in the area and for countering subversion in any form.

C. To resolve problems arising from the formation of Malaysia
by requesting a UN assessment of the wishes of the people
of Borneo, reportedly prior to the formation of Malaysia.

D, To resolve the Philippinc claim to North Borneo after
formation of Malaysia. (The Filipinos have told us that
it was agreed that the inclusion of North Borneo in Ma-
laysia would not prejudice either their claim or any
rights thereunder).

Probable British Position

The British are determined to complete the formation of Ma-
laysia and to turn over sovereignty in the Borneo territories and
Singapore to the new federation by August 31, 1963. They appear
to have all but abandoned earlier hopes for substantial reduction
in their responsibilities in the area. They will extend the pre-
sent defense agreement with Malaya to Malaysia and have offered
15 million pounds for capital expenditures for the defense build up

in Malaysia
SECRET~
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in Malaysia over the next three years. They are also committed to
a limited economic development program for the Borneo territories.
The Malayans contend the British offer does not meet their needs
and they are pressing the U.K. for more aid. The British appear
resigned to providing limited military and economic assistance to
Malaysia at least in the near future, but they may ask the U.S.

to share the burden.

The British greatly appreciate the Presicdent's endorsement of
Malaysia at his press conference on February 14 ancd the ANZUS
communique of June 6 supporting Malaysia. Unfoundecd rumors that
the U.S., was actively supporting proposals for a plebiscite on
Malaysia in the Borneo territories and the deep involvement of the
U.S. with Indonesia caused concern among some British officials
about the firmness of U.S. endorsement of Meslaysia. It is possible
that the Prime Minister may still harbor some doubts regarding the
U.S. stand on Malaysia.

Sygggstgd U.S. Position

1. The U.S. continues to.favor the formation of Malaysia, but
avoids involvement in the creation thereof. We welcome
agreement on Malaysia among the states concerned and hope
that Britain will give sympathetic consideration to any
mutually acceptable arrangement for cdetermination of the
will of the people of the Borneo territories toward Ma-
laysia by the UN.

2. U.S. does not intend to provicde economic or military assist-
ance to Malaysia, particularly in view of our heavy ccmmit-
ments in other parts of South and Southeast Asia. We be-
lieve that Malaysia has not fully exploited opportunities
for loans from international agencies and private banks. -

3. We are heartened by the agreements reathed in Manila by
Malaya, Philippines and Indonesia and believe that every
effort should be made to promote closer relations and co-
operation among the three. We have been quietly encouraging
them to continue these efforts without becoming involved
ourselves. Australia and New Zealand, as hemispheric neigh-~
bors, might take a more active role in promoting regional
googeration an¢ harmony. We believe Australia 1s prepared

o do so.

Encouraged by such recent developments as the settlement
with the fereign oil companies and the Manila agreements,
we are hopeful that a fundamental change in Indonesian
foreign policy may be under way. We believe that closer
ties with Manila and Kuala Lumpur could contribute to a
real improvement in Indonesia's attitude and policies from
the Free World viewpoint. We suspect that Indonesia

SECRET- may have
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may have been prompted to relax its open opposition to
Malaysia by the seeming inevitability of the new federa-
tion, the failure thus far of Indonesia's confrontation
policy vis-a-vis Malaya and its own internal difficulties.
Sukarno may also believe that the Malay Confederation scheme

could provide a vehicle leading to recognization of his
leadership in the area as a whole.

Drafted by:FE/SPA-Mr. Moscotti (Cleared by:FE-Mr. Rice

SPA-Mr. Bell
UNP-Mr. Buffum
FE-Miss McNutt
BNA-Mr. Bergesen
GER-Mr. Brandin
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Air Defense Arrangement for India
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Authority __/Q{Lé‘/éf( -ﬁ?- /A-23- 7i
U._ 3. Proposal By A’ | NARS, Date _ 2/~ 77

We have completed a draft note on our air defense arrangement
and have given it to the British, Canadians and Australians for their
comments prior to submittal to the Indians. Our note provides that
we and the U.K./Commonwealth countries will join the Indian Air Force
in joint peacetime training exercises designed to improve the effec-
tiveness of India's air defenses against bombing attacks on the
Delhi and Calcutta areas. We also state that we will send to India
mobile radar installations with related communications equipment to
be replaced in 12 to 18 months by 6 permanent radar installations.
We propose to train Indian technicians in the operations of both the
mobile and permanent radar. Finally, we indicate that, in the event
of a Chinese Communist attack on India, we will "consult" with the
Government of India regarding possible additional U. S. assistance
in strengthening India's air defenses. Our draft proposes that U. S.
personnel sent to India under the air defense agreement would be
given the same treatment as members of the U..S. Military Supply
Mission in India. This would then give them the same protection
as technical and administrative personnel under the Geneva -
convention.

The Canadians and Australians have not yet decided whether to
join us in our proposal to the Indians. Technical consultations
regarding the first exercises, which we propose for late September/
October, took place in London beginning on June 13. The Canadians
and Australians attended as observers. We hope to be able to present
our note to the Indians before the end of June.

Pakistani Attitude

Secretary Rusk sounded out President Ayub regarding our air
defense proposal during his visit to the subcontinent; Ayub responded
that it would not cause him any great problems. We will brief Ayub
regarding our proposal before we hand it to the Indians. If the

—SEERET~
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Pakistanis ask for similar exercises in Pakistan, we plan to call
their attention to our offer last fall of combined air-ground
exercises for fiscal year 1964, which the Pakistanis were unable
to accept, and indicate our willingness to resume planning for
such exercises at any time suitable to both governments.

British Attitude

It took some persuasion to get the British to agree to join us in
offering an air defense arrangement to the Indians. Initially they
were worried about what they considered the-very far-reaching commit-
ments such arrangement might involve them in. They were concerned
that they might become involved in '"actual shooting" with the Chinese
or put in a position in which they would not have a free choice as to
whether or not they would become an active participant in India's
defense. They also did not wish to make a commitment to India with-
out a quid pro quo in the form of a Kashmir settlement or some type
of alighment. However, the British reversed themselves, possibly
because we presented the proposal as one for joint training exercises
only. They saw such exercises as serving a useful purpose without

involving Britain in specific commitments which might lead to
fighting.

The British alsosgamcec out T. T. Krishnamachari on air defense;
he replied that India would welcome an air defense proposal of the
type we have in mind.

Although we do not yet have the British reaction to our draft
note, we expect they may balk at our proposal to '"consult" with the
Indians in the event of a renewed Chinese attack. They may consider
this the sort of commitment they are not prepared to give. They have
already informed us they strongly oppose eventual publication of our
note, as we had suggested to them.

Rules of Engagement During Exercises

Basic questions relating to Rules of Engagement for the U, S,
and U, K, squadrons during the exercises are still under study and
will be examined in additional technical talks between the British
and ourselves. It is understood that no part of these rules would
be discussed with the Indian authorities unless specifically
authorized.
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Free World Econcmic Aid to India

1. Ald to India's First Two Five-Year Plans (1951-61).

Total free world aid to India's first two plans amounted to $5.2.
billion, Of this, $1.145 billion was contributed by free world countries
other than the U.S. $742 million was contributed by the IBRD and IDA;
$34 million was contributed by the UN; and $3.3 billion was contributed
by the U.S.--about half of it in surplus agricultural commodities under
PL 480. (See attached Table A for coatributions by source.) About 10
per cent of the financing of Indla’s First Plan (1951-56) came from
external assistance. This rose to 24 per cent for the Second Plan.
During the Second Plan, of the cxhernal asslstance disbursed, some 55
per cent came from the U.S. and 15 per ceut from the IBRD; the USSR
accounted for ebout 5 per ceant.

2. A1d to India's Third Fiv: Year Plan (1961-66).

‘' Free World commitments to Indla’s Third Plan thus far total $3.28
billion, The overwhelming bulls of this has been contributed through a
consortium organized by the World Bank which now includes ten free world
countries, the World Benk and IDA. This represents 60 per cent of the
total of $5,460 million of external assistance envisaged by the Govern-
ment of Indie as needed for the Third Plan. The Plan contemplates that
30 per cent of 1ts total finaneing will come from external assistance.

3. The Indian Consortium.

‘At meetings of the Indian consortium in June 1961 and July 1962, a
total of $2.365 villion was committed towerd India's requirements for
the first two years of its Third Five-Year Plan, which began April 1,
1961. Of this total, $980 miliiion was contributed by the United States,
$935 million by other free world countries, and $450 million by the World
Bank and IDA., In additica the U.S. is continuing PI 480 assistance.
(See attached Table B for coumiimcnits by source.)

At the latest meeting of the Indisn Consortium, on June 4-5, 1963,
in Paris, a total of $914.8 nmiilion was commltted toward India's esti-
mated requirements of $1.,255 willion for the third year of its Third
Plan. Of this total, $375 milllon wae coatributed by the United States,

$319.8 million

LTITTED OFFICTAL USE
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$319.8 million by other free world countries, and $220 million by the
World Bank and IDA. In addition the U.S. is continuing PL 480 assist-
ance. (See attached Table B for commitments by source.) Since some
members of the consortium said that they might be in g positien to
increase their Pledges later in the year, it was agreed that the conser-
tium should be reconvened in Washington in July to consider additional
pledges for FY 1963-64. The U.S. representative indicated that, depend-
ing on the amount of additional pledges forthcoming from other sources,
the U.S. would be prepared to raise its own pledge for the year up to a
maximum of $450 million.

The UK pledge of $84 million at the June 1963 meeting was increased
from an initial pledge of $70 million presumsbly as a result of U.S.
approaches over the preceding weekend. On terms of aid, the UK offered
to waive interest payments due in the first seven years, thus reducing
their effective rate of interest to around 3.2 per cent. This offer was
conditioned on complementary concessions from other doners which have
not yet been forthceming.

Attachments:

1. Table A - Total Free World Assistance
to India During First and Second Five-
Year Plans

2. Table B - Free World Commitments to India's
Third Five-Year Plan.

+
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TABLE A

TOTAL FREE WORLD ASSISTANCE TO INDIA DURING

FIRST AND SECOND FIVE-YEAR PIANS (ENDING JUNE 30, 1961)
(Millions of Dollars Equivalent)

U.s. 3,308.2
IBRD 682.0
IDA 60.0
UN Technical Assistance 17.6
UN Special Fund 16.7
United Kingdom 425.6
West Germany 339.6
Canada 226.0
Japan T79.0
Switzerland 22.9
Austria 14.0
Norway 3.5
Colombo Plan 34.6

TOTAL 5,229.7

Other Non-Communist
Bloc Contributor--
Yugoslavia 40.0

5,269.7



TABLE B

FREE WORLD COMMITMENTS TO INDIA'S THIRD FIVE-YEAR PLAN
April 1961 to March 1966
(Millions of Dollars Equivalent)

I. Commitments under World Bank Consortium on India Toward Requirements
of First Three Years of the Third Plan.

First Two Years.y Third Year?/

Austria 5 3.85
Belgium 10 10
Canada 61 30.5
France 60 20.0
Germany 364 65.35
Italy 53 35.0
Japan 105 60.0
Netherlands e 11.1
United Kingdom 266 84.0
United States 980 375.0
World Bank and IDA 450 220.0

TOTAL 2,365 914.8

II. Other Free World Commitments to Third Plan.

Switzerland 22.9

y c;tgnitted at World Bank Consortium meetings in June 1961 and July
1862.
2/ Committed at World Bank Consortium meeting in June 1963.
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INDO-PAKISTAN RELATIONS: KASHMIR

Recent Attitudes
India.

The Chinese attack on India created a situation in which Indian
attitudes regarding Pakistan and the Kashmir issue became more malle-
able. There is greater recognition that improved Indo-Pakistan rela=-
tions have become increasingly important to India's national interests,
and that a solution of Kashmir would greatly help bring this about. In
close coordination with the British, we have taken advantage of the
opportunity presented by the Chinese attack to get talks started on
Kashmir between India and Pakistan. We have used every means at hand
to get across to Indian leaders why we believe it is in their interests
to make the necessary concessions to resolve the Kashmir dispute. The
Indians have proved unwilling so far to meet the Pak terms for a settle-
ment, and vice versa. The Indians have probably found the price too
high. They also seem to doubt that a settlement would necessarily
bring the type of improved relations which would increase their security
against the Chinese. Furthermore the ill-timed ucrder
agreement between Pakistan and Communist China has given India tegitimate
reason to question Pakistan's good faith, and contributed to the failure
of the talks. India has agreed in principle to the mediation proposal.

Pakistan.

Pakistan leadership faces the necessity of adjusting to what prob-
ably is a permanent change in the complex of relations and interrelations
among the United States, India and Pakistan brought about by the Communist
Chinese aggression. There has been a severe reaction in Pakistan to our
emergency arms assistance to India. Old doubts of Indian intentions have
been intensified, and Pakistan fears that we are imperiling Pakistan's
security by our action. Pakiscta: seriouszly doubts that a Kashmir solution
can be reached while Nehru is in power, and the failure of the ministerial
talks reinforced these doubts. Pakicstan sees the U.S.-U.K. mediation
proposal as offering India an opportunity to delay progress toward a
settlement and at the cari» time to coutinue to receive arms assistance.
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The situation could develop to the point where Ayub, fearing that his
internal position, now reasonably secure, would be weakened, might be
tempted to take, or allow himself to be pushed into taking, action
fundamentally affecting U. S. interests in Pakistan--e.g., by taking

a major step to develop closer relationg~with Communist China; or even,
withdrawing from SEATO and/or CENTO. -

Outlook for a Kashmir Settlement

During the ministerial talks neither side gave an indication of
being willing to make concessions sufficiently significant to bridge
the gap between them, although both countries did move provisionally
from some of their previously held positionms.

After the bilateral talks failed, the presence of a third party
became an obvious necessity, if talks were to continue,. and the initia-
tion of mediation appeared to offer the best hope for progress toward a
solution. Even if both sides eventually agree to the proposal, the
prospects that mediation will lead to an early settlement are not bright.
However, mediation would prevent a breakdown in the discussions and could
help create an atmosphere more conducive to a settlement. It would have
the advantage of making possible quiet negotiations over a period of time.

Other Issues
In addition to Kashmir, there still remain as a legacy of partition

a series of issues outstanding between India and Pakistan. The more
significant ones are listed below:

(1) Movable and immovable refugee property settlements.

(2) Post-partition debt.

(3) Border problems (other than Kashmir).

(4) Transit rights.

(5) Water rights.

(6) Migration of Muslims from Assam and Tripura to
East Pakistan.

In general, a Kashmir settlement could create conditions under
vhich these could be much more easily settled. More fundamental

issues,
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issues, arising from religious differences and events leading up to the
partition of the subcontinent, would remain and still might plague Indo-
Pak relations. The millenium is still far away on the subcontinent.

U. S. Dilemma

A solution of the Kashmir problem leading to an Indo-Pak recon-
ciliation would make it possible for the countries of the subcontinent
to be far more effective in meeting the Chinese Communist threat.
However, given the nature of this threat, we cannot subordinate our
global strategic interest in ensuring that India participate in the
confrontation with Communist China to the solution of a local dispute.
We must therefore provide a measure of military assistance to India
regardless of the unfortunate state of Indo-Pakistan relations and the
potential dangers it carries for U. S. interests.

{ - Drafted by:NEA/SOA-Mr. Gatch Cleared by:SOA-Mr. Cameron
‘ ' NEA-Mr. Grant

| INR-Mr. Liebesny
GER-Mr. Brandin
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INTERNATIONAL LIQUIDITY

DECLASSIFIED

Authority _.é‘zszé _Zgi_ff_;_’i‘%
' ;o 2 /4~ 7!
Anticipated British Position By Afus/ | NARS, Date = —L7— 22

The British may raise the question of the need, over the longer
term future, for further facilities to increase international
liquidity, i.e. the greater availability to countries of convertible
currencies or gold for settling international accounts., In this
comection they may refer to an earlier UK proposal for a Mutual
Currency Account system in the International Monetary Fund, that has
become known as the "Maudling Plan",

The Prime Minister may also indicate an interest in an increase
of IMF quotas and thus of rights to draw upon the IMF, a subject
that we have been considering in the United States as offering some
possibilities in the future, if a way can be found to approach the
matter successfully with the Continental countries whose cooperation
and financial support would also be necessary,

Recommended U,S., Position

1, Current U,S., Initiative

We have always favored study of the longer range questions
of limidity, and we have no fixed ideas as to what the eventual
evolution of the monetary system should be. A small U,S.-UK working
party of financial technicians has been studying these problems since
last September, and we are just now at the stage of moving carefully
toward an arrangement for a study of liquidity problems by the ten
major industrial countries, known as the "Group of Ten", The U.S.
has taken the initigtive to stage such a group effort, and we are
beginning to get reactions from the larger members of the "Group of
Ten" to the first tentative procedural approaches that we have made.
Assuming that these reactions are reasonably encouraging, we will
proceed to a group study by representatives of the Ten.

2. Advantages
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2. Timing and Other Considerations

In the current situation, we should avoid being drawn into
debate with the British on particular monetary plans or procedural
questions, and should particularly avoid premature public
announcements regarding our hopes far the work: of the Group of
Ten. The difference between the U.S. and the UK as to the proper
approach to international liquidity problems has been that the
United States has felt that no large scjle moves on liquidity would
be helpful to us now. We have been concerned that if we try to
do big things at full speed now, this might hamper us in dealing
with our current balance of payments problem and in achieving
satisfactoy arrangements to finance our current deficit. However,
we believe steps to improve our balance of payments situation will
be a port of the overall solution to the long run liqudity problem.

3. Increase in Swap Arrangement

In the meanwhile, we are very gratified that the UK has
taken the initiative in arranging for the substantial reciprocal
swap arrangement of $500 million, which will be extremely valuable
in protecting both currencies.

Discussion

British Attitude and Initiative

The British proposed this agenda item. The Prime Minister
has had a long-standing interest in financial problems that goes
back to the 1930's. Currently, he has an active interest in the
question of international liquidity--an interest that he has
mentioned in previous discussions with U.S. officials.

After some preparatory fanfare in the press, the Chancellor
of the Exchequer, Reginald Maudling, took an "initiative" at the
September 19 session of the IMF Governors in opening up for inter-
national discussion the question of improving international liquidity

arrangements
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arrangements. He suggested consideration of a multilateral arrangement
"under which countries could continue to acquire the currency of
another country which was temporarily surplus in the market and use

it to establish claims on a mutual currency account [In the IME7

which they could themselves use when their situations were reversed",
The convertibility into gold at fixed exchange rates of the currencies
deposited would be guaranteed by the country of issue, as all current
IMF currency holdings are guaranteed. Mr. Maufling offered the
suggestion not as a "cut and dried plan" but rather as a stimulus

for international study and discussion of the general problem,

Reaction to British Initiative

At that time, U,S. fficials indicated a number of questions
about the feasibility and possible hidden dangers in this idea, Our
readiness to give this and other ideas careful consideration was made
clear, however, and confirmed by the President in his address to the
IMF Governors on September 20 when he said that "this country will
always be receptive to suggestions for expanding these arrangements
or otherwise improving the operation and efficiency of the inter--’
national payments system", The collective attitude of the major
financial powers was indicated in the communique issued after the
September 20 meeting of the Group of Ten which stated: "The ministers
agreed that they are ready to contribute to continuing study of the
means for further improving the international monetary system in the
years ahead,"

As a result of discussions that have been going on since last
September between U.,S. and UK technical personnel, responsible
British financial officials now have a good many questions in their
own minds regarding the feasibility and the usefulness of the
Maudling Plan, In particular, we believe they have come to realize
that Continental European countries might have great difficulty
with the proposal. They may even wish to put the Maudling Plan "on
the shelf" or to merge it into a more general consideration of these
problems without pressing particularly for the Maudling Plan,

However, the Prime Minister may not be prepared to take this attitude,
The technical discussions have led to some improvements of the plan,
but there are still very significant questions on our side about it,
one of which is the retention by the British of the gold value
guarantee in their statement of the plan -- although we have pointed
out that it is not an inherent feature of the plan and that a guarantee
to convert into foreign exchange might work more effectively, Most

Continental
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Continental countries have now reached,but are reluctant to voice
publicly, adverse judgments on the Maudling Plan, One criticism
which they have all expressed to us is that they fail to see what
the Maudling Plan could accomplish that is not already possible
within the International Monetary Fund. It is from that emergi
concensus that we now hope to move forward toward longer range plans
that will have general support.

We believe that the next step should be a study of the general
problem by the members of the Group of Ten, and we are now initiating
procedural approaches to this end. We expect the British will
discreetly support the study in the Group of Ten, but we must be
careful to avoid the resentment that the Continentals would feel if
they thought a concerted U.S.-UK plan were being pushed upon them,

Drafted by:E/OFE-Miss Leighton Cleared by:Treasury-Mr. Struve
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East African Federation

(Background Paper)

Bac ound

After the announcement of the overwhelming victory of Jomo
Kenyatta's party in the Kenya elections of May 25 to 26, the political
leaders of Tanganyika, Uganda and Kenya called a meeting in Nairobi
on June 5 to lay plans for a federation of their territories, The
Africans hoped that the meeting would put pressure on the British to
grant independence to Kenya before the end of the year. But the
Africans were carried away by enthusiasm for an idea that has long
been in the air and committed themselves much more deeply to the
early achievement of federation than they had planned at the time
they arranged the meeting,

Recognizing that there was probably no more propitious time to
press vigorously for federation than now when special interests were
not yet well entrenched, the African leaders went well beyond enthusiastic
oratory. They organized a working group to prepare a draft constitution
before the end of June and are working to reach agreement before the
end of the year on the general terms of federation and on such sensitive
matters as leadership and the site of the capital. It is not unlikely,
despite the host of administrative and legal difficulties, that the
Africans will have reached sufficient agreement by then to proclaim the
federation. Such a federation will doubtlessly leave broad povers to
the individual states. But the central povermment will probably have
control over foreign affairs and defense as well as over external trade,
taxes and transportation, which already fall under the jurisdiction of
the East African Common Services Organization (EACSO). EACSO, which is
the successor of a colonial regional orgamization, already has con-
siderable supranational powers in the economic field, has established
a virtual common market in East Africa, and has resolved some of the
most difficult problems of economic collaboration.

If a

GRO!
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If a federation is formed, it will constitute the second largest
nation in Africa (Egypt excluded) with a population of about 25 million,
But such a grouping might only be the nucleus for a much larger political
and economic union, Northern Rhodesia, Nyasaland, Rwanda and Burundi
would all be strongly attracted to it. Although dilution of central
authority will probably increase with the size of the federation, a
state even larger than the British East African nucleus might have no
more difficult internal divisions than those found in Nigeria., A large
new state would also pose a serious threat to the remaining settler-
dominated states of southern Africa and to the Republic of South Africa
itself,

If the encouraging outlook for federation continues, the British
will probably advance Kenya's constitutional pace by several months
and grant independence by the end of the year. They doubtlessly
believe that the serious racial, tribal and economic problems that
face Kenya will be less acute under a regional govermment than in an
independent state. The Colonial Secretary will probably make a state-
ment in support of federation this week, according to Embassy London.

Drafted by:AFE-Mr. Chapin Cleared by:AFE-Mr. MacKnight
GER-Mr. Brandin
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Anticipated British Position

Aden is important as the major logistic and command post for
strategic UK defense of the Persian Gulf, The immediate threat to
Aden is from Yemen, though at present YAR military capabilities are
not adequate to jeopardize the UK position. Opportunities for
subversion among the 80,000 Yemenis in Aden are considerable, however,

The newly formed South Arabian Federation serves as a counter-poise
to YAR territorial claims and ambitions and to nationalist aspirations
among residents of the Aden Protectorate, The member states are broadly
content with present arrangements and current pressures are not sufficient
to make Adeni independence imminent,

Some new definable phase is required to justify UK recognition of
the YAR, Federation rulers do not support UK recognition unless the
YAR first recognizes the South Arabian Federation., They insist upon
consultation with the UK and would regard UK recognition prior to
withdrawal of UAR forces from Yemen as a concession to Nasser, More-
over, the YAR does not meet UK criteria for recognition; the republicans
fail to control all parts of the country and the royalists have the
capability to create trouble for some time,

Recommended U,S, Position

The U,S. shares UK views of the importance of Aden. We are
prepared to remain in consultation on matters affecting its future
and would be willing to give tangible evidence of our support by the
establishment of a Naval Liaison Office attached to our Consulate in
Aden,

HMG recognition

GROUF'L
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HMG recognition of the YAR would help to maintain the viability
of Aden as a strategic base, YAR probes along the border and propaganda
claims to Aden territory are the product of fear and uncertainty about
British policies regarding the future of the republican regime,
Recopgnition would (1) facilitate the reestablishment of the western
presence in Yemen required to contain Communist bloc penetration and
UAR influence, (2) encourage YAR accommodation to South Arabia Federa-
tion, and (3) perhaps even lay the foundation for demarcation of the
YAR-Federation frontier, The beginming of disengagement under UN
supervision may provide the new phase required for UK recognition of
the YAR.

Drafted by:NEA/NE-Mr. Russell Cleared by:NEA-Mr. Davies
GER-Mr. Brandin
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Bilateral Background Paper: Italy

1. U.,S. Forces in Italy: The United States maintains about 7,000
Army, Navy, and Air Force military personnel in Italy. Both tactical
and logistical forces are included, and their mission is to support NATO
forces and the Italian armed forces committed to NATO. Among our forces
are two Army missile battalions armed with Corporal missiles, which are
scheduled to be replaced by the end of 1963 by one battalion of Ser-
geant missiles. U.S. persomnel in Italy are covered by a NATO Status
of Forces Agreement.

: 2 Stockpile Agreement: In 1962 agreement was reached to establish
stockpiles of atomic weapons in Italy. U.S. personnel are responsible
‘for custody, maintenance, surveillance, and assembly of the weapons,

and Italy is resposible for external security. Use of the weapons
requires the prior agreement of both countries.

3. Hﬂ.ﬁ% Assistance Program: Since 1950 the U.S, has granted
Jtaly over two on rs Wo of equipment and seirvisee under
the Military Assistance Program. With the modernization of the Italian
amed forces and the development of the Italian economy, however, Italy
oan now pay for its own defense. We have undertaken no new commitments
for military assistance since FY 1961, and no new commitments are con-
templated, but Italy will continue to receive for a short time a small
. gmount of grant aid as a result of past conmitments. The greater part
of grant aid previouslyscheduled for FY 1964 was dropped after the
removal of the Jupiter missiles from Italy.

L. Jﬁiter—?olari.a Emﬁ_e: Under a 1959 agreement and
beginning » es shed two squadrons of Jupiter IREM!s
with U.S, assistance. The missiles were dismantled this spring con-
ourrently with the arrival in the Mediterranean of Polaris submarines
under SACEUR command. The U.S, proposed and Italy consented to the
withdrawal of the missiles only on the basis of their replacement by
& more modern and less vulnerable system. Italian military and

cROUE L
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conservative civil authorities have shown some sense of loss over the
departure of the admittedly obsolescent Jupiter system, in which Italy
participated directly.

5. Military Offset Purchases: In recent years the U.S. has had
foreign exchange expenses of about $100 million a year for its
military forces in Italy. In the fall of 1962 Italy agreed to buy
$125 million of U.S. military equipment to offset these balance of
payment outlays and further modernize its forces. This transaction
was financed by an Export-Import Bank loan, which is being refinanced
by the Bank of Italy to accelerate the U.S., balance of payments bene-
fit from the purchases. The Italian Government is aware that annual
purchases at a similar level will be needed to offset the expenses of
our forces in the future., Italy is in a good position to make such
purchases, since it has large exchange reserves (over $3 billion), a
comparatively low defense burden (17 percent of the budget and 3.5
percent of the GNP), and large requirements for military equipment
that can be bought economically in the U.S. In competition for
public resources, however, are the continued need for large invest-
ments in the backward south and aid to the less developed eountries.
The trend toward an adverse balance of payments is another potentially
complicating factor.

In addition to these offset purchases, the Italians have taken
other measures to help relieve the U.S. balance of payments problem,
The Governor of the Bank of Italy, Guido Carli, particularly has
played a leading role in the development of international cooperation
in the financial field, and both through persuasion and example has
influenced other governments and central banks to cooperate.

6. U.S. Bases in Italy: When it became known in Italy last
January-February that the decision had been made to dismantle the
Jupiter missiles and bring Polaris submarines into the Mediterranean,
the Italian Communists immediately charged that the U.S. wanted berths
for the subtmarines in Italy. Both the Italian and U.S. Governments
issued forceful statements that such bases had not been requested, and
we informed the Italian Government that there was no intention to base
them in Itely. The Communist line was effectively countered and they
did not succeed in making bases an issue in the recent electoral
campeign.

In early June, President Segni made known to American officials
that he believed action should be taken soon to weave Italy still
further into the U.,S. and NATO defense effort. He suggested particy-
larly the installation of more modern tactical missiles in Italy and
the provision of more cammunicetion facilities and/or bases, if needed,

for the
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for the Pelaris submarines and later fer the MLF., It was made clear

that Segni was not suggesting that Italy seek such bases, but if they
were needed, Italy should not shrink from accepting them.

Fer various technical and financial reasons, the Department of

Defense is not currently interested in berthing facilities in Italy
for Polaris submarines.
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Italian Defense Minister Andreotti and Italian Navy officials
have long been interested in obtaining U.S. assistance in develop-
ing an Italian capability in the marine nuclear propulsion field.
On April 30, Andreotti responded to an earlier letter by Deputy
Secretary of Defense Gilpatric, by pressing for bilateral
exploratory talks on the prospects for cooperation in developing
nuclear propulsion for the Italian navy, preferably in submarines.
In view of the unsettling effect on our efforts tc¢ obtain agree-
ment on an MLF surface mode that would flow from further bilateral
cooperation on nuclear submarine propulsion, Secretary Rusk and
Secretary of Defense McNamara in Ottawa on May 21-23 explained
to Andreotti that we desire to keep our sharing of nuclear
technology in a multilateral context, and therefore we are not
emphasizing bilateral relationships. Andreotti then indicated
that Italy would prefer submarine nuclear propulsion, but was also
interested in surface nuclear propulsion. To Italy, acquisition
of the technology was the objective, and Andreotti asked if it
would be less difficult for us if the request wer~ for assistance
to the merchant marine rather than for the navy. With regard
to possible competition for funds between an Italian nuclear
propulsion program and MLF or conventional forces, Andreotti
said that Italy is not asking for financial help, since financing
would come from private shipyards. Secretary Rusk undertook to
look into the subject of commerc’al nuclear propulsion.

At present AEC is preparing a study of the extent to which it
may be possible for the U.S. to extend additional meaningful
assistance to Italy in this area. The subject will be reviewed
with other interested agencies before a response to the latest
Italian request is prepared.
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Bilateral Background Paper: Italy

Aviation

Civil aviation represents the one area where relations between
Italy and the United States are strained. Moreover this condition

has been chronic since 1960. The points of difference, in decreasing
importance are: .

1. Bilateral Air Agreement: Our granting of Los Angeles to
Italy is still being withheld pending agreement by Italy to supply
air traffic statistics in accordance with the United States interpreta-
tion. We are hopeful that the changes in our own viewpoint as set
forth in the Air Policy Review - which were recently explained to
the Italians - will now make it easier for both sides to arrive
at an agreement on air traffic statistics. This would pave the
way for us to grant Italy the Los Angeles stop. The Italian
authorities have just requested that bilateral aviation discussions
be resumed as soon as possible and we have agreed to accord them
priority in scheduling such talks.

2. Increase in United States Airlines 1963 Summer Service
to Italy: The ltalians have expressed great concem over the
increases in the 1963 summer service between Italy and the United
States proposed by PAA and T'IN, These represent a LO percent
increase over the 1962 summer schedules and, according to the
Italians, are not warranted in the light of the projected increase
in traffic based on previous years' data. We have already held
one round of talks (March) with them in Washington on this problem.
Their objections are an attack on the principle of ex post facto
review, and tend towards predetermination of airline capacity which
we have always opposed. At present the summer schedules are being
put into effect without change and the Italians have protested again
asking that we curtail PAA and TWA's operations. It is unlikely
that our airlines will cutback their schedules or that any action
will be taken by the United States Government requiring them to
change.

3. Dispute over North Atlantic Air Fares: The recent controverey
over North Atlantic round trip economy fares further exacerbated
United States-Italian civil aviation relations. Italy was one of the
few countries which , lacking the necessary legislation, could not
compel compliance and for which the United States carriers, therefore,

did not
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did not shift to the Chandler rates even though requested to do so.
They have noted with bitterness that in the case of the UK, which
had threatened punitive action against our airlines, fares were
raised to the Chandler level, while in the case of Italy, which
had behaved in a friendly manner, the rates were not raised, to
the detriment of Ali*alia, the Italian national carrier.
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The crucial question in Italian politics in recent and coming
years is the extent of Socialist separation from the Communists and
the dependability of Socialist orientation in defense of democratic
ideals in Italy and in NATO. A principal objective of Italy's
first center-left government (March 1962-May 1963) was to assist
the Socialists in completing their withdrawal from cooperation with
the Communists, with whom they had a unity of action pact until
early 1957. We cannot say yet whether the experiment has been a
success. The effort has been criticized as too risky and the
chances of success too slight. The recent Communist electoral
gains and the state of confusion in the Socialist Party after the
election are adverse factors. Under the center-left government,
however, the Socialist increasingly oriented themselves toward
European unity, accepted Italy!s NATO role, although with limita-
tions, and showed willingness to explore Italian participation in
the MLF. We believe that only Italians are in a position to decide
about the center-left. During the period before the center-left
government was formed and during its existence, the U.S. Government
has therefore refused either to press for or to counsel against the
experiment. Both advocates and opponents of the experiment have
ceriticized this posture, but we believe that it was and remains the
correct position for us to take.

In the immediate post-war period the altematives in Italy
were communism or democracy. In that confrontation the U.,S., Govern-
ment used all available means to strengthen the democratic coalition,
The present choice in Italy, however, is between a liberal democratic
coalition and a conservative.democratic alternative, both of which
are threatened by the Communists. These two democratic alternatives
between them gained nearly 70% of the votes this year (excluding the
Communists and neo-Fascists), whereas in 1958 the single democratic
possibility won only 58% (the Socialists then being in opposition).
Under these circumstances, our most effective efforts should be
directed to encouraging all democratic parties to strengthen their
efforts against Communism, without favoring one party, faction, or
solution among the democratic altermatives.
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