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SUMMARY NOTES OF 569th NSC MEETING
May 3, 1967; 12;30 P, M,

Problems ahead in Europe

Secretary Rusk: The hearing on the Mansfield resolution calling for U, S,
troop re-deployment from Europe went well. The Committee will not now press
for adoption of the resolution.

The President, arriving at 12:50 P. M., said the purpose of the meeting was
to discuss the problems we face down the road in our relations with Europe.
Cther meetings will discuss three issues of key importance which are not to be
taken up today, i.e., the Kennedy Round, the Non-Proliferation Treaty, and the
European financial discussions,

Under Secretary Katzenbach: The State Department paper (copy attached) is
candid in discussing problems and possibilities, Many of our difficulties are
financial or economic. We need a detailed sgtudy of whether mutual troop with-
drawals from Europe are in the U.S. interest.

General Wheeler: The Joint Chiefs are reviewing their earlier study of mutual
troop withdrawals.

Under Secretary Katzenbach: It is necessary for us to convince Europeans that
they must increase their economic assistance to the Third World., The current
NATOQO study is turning out to be interesting, A further study must be made of the
problem of British admission to the Common Market. We are 'living with'' the
problems which arise out of the desire of European states to play a larger role.

The President: Chancellor Kiesinger made a point about greaer consultation
with the United States. He said the quantity of information exchanged is adequate,
but the quality is not. We should study closely the choices available to us which
are pointed up by the current NATO review,

Secretary McNamara: The quality of our consultation on nuclear matters with
our allies has been poor for the last ten years, but we are improving it.

Secretary Fowler: The State Department paper is discouraging. In addition, it
overlooks our major problem, i.e., can we live with actions which our European
allies are taking in the field of financial affairs? Is it possible for us to reach a
rational financial accommeodation with the Common Market? Can we halt a pro-
cess which during the last eight years has led to our reserves going down and
theirs going way up? We are carrying on constant consultation with our NATC
allies but this isn't producing a solution,

— PP SECRKET /SENSITIVE- e SFL
gERVICE "




-“TOP SECRET/SENSITIVE 2

Secretary Fowler (cont'd. ):

France is trying either to expel us completely from Europe or at least to
diminish our power there. The French may even use the Common Market to
achieve this ob jective. We must face up to the problem of how to make a
coordinated effort in which all U.S. departments and agencies participate to
induce Germany and Italy to separate themselves from the French effort to use
the Common Market against the United States, Treasury views on this problem
will be presented in a paper for circulation to the Council, -

The President: On our recent European trip we spent a great deal of time on
this problem and we will continue to do so. However, it is doubtful that
acceptable solutions can be found.

Secretary Fowler: The French have been trying to use the Common Market
structure for the past five years in an effort to diminish our economic, political,
and military influence. This French effort in Furope affects our ability to be
effective in other parts of the world.

The President: The Vice President has been working on this problem. Perhaps
he has views on how we go about finding a solution. It is doubtful that the
Europeans will agree to arrangements offsetting the cost of U,S. divisions now
deployed in Europe,

The Vice President: Europeans have rejected the world after the loss of their
colonies. They resent U.S. power. Detente is what they want. Their young
people are causing many problems. The Soviets are still actively seeking the
dissolution of NATO.

We should review carefully our exchange of persons program. Its emphasis
should be on the young. No one over 40 should be brought to the United States
under the program,

We should get the Europeans involved in conferences on subjects other than
foreign policy; for example, Interior Secretary Udall's participation in the
conference on air pollution, The conference on mass transportation is another
example, We should organize conferences which approach pi-oblems on a
functional basis; for example, low income housing, education, urban affairs.

The Eurcpeans are selfish. We should challenge them to participate in the
world outside their borders. We must keep pounding at them on this problem.

The President: We are doing this. Only the press is saying that we are over-
emphasizing Asia and are oriented toward Asia. Special missions have been sent
and should continue to be sent to Europe.
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Under Secretary Katzenbach: We must involve the people of Europe and get the
public to put pressure on their governments.

Secretary Fowler: It is not enough for us to limit our activity to discussions by
U.S. Ambassadors at the top level of foreign governments,

The President: We should not be so defensive in our approach, We should tell
the Europeans of our problems and of their responsibilities.

The Vice President: All legislative delegations going to Europe should be care-
fully and fully briefed to ensure that what they say fits in with our policy objectives.

The President: The study we are making of mutual troop withdrawals should
clearly spell out the choices we have., How can we persuade Europe to contribute
more to the defense effort and how can we persuade our Congress to support our
current participation in NATO? Should we call a conference on how to distribute
fairly the cost of maintaining NATO forces with a view to getting firm commit-
ments from our European allies? A showdown in this country is coming soon,
What do we do if the Kennedy Round negotiations fail, if our trilateral financial
discussions do not produce a satisfactory solution, and if NATO study does not
produce a satisfactory solution for the future of NATQO?

USIA Director Leonard Marks: USIA has a serious problem communicating with
Europe. The European press is hostile, especially the Agence France press.
How do we counteract this hostility? We now have 50 percent fewer people
stationed in Europe and are spending only $7 million in the European area. One
way would be to create events which would attract attention. We could send
personalities to Europe who would command the news. The Vice President and
others should be sent on trips to Europe.

Ambassador Goldberg: The Europeans are causing problems for us in the United
Nations, We no longer have a solid bloc of western allies behind us. The British
are OK but the Italians are tottering in their support of us. Canadian support is

poor,

The view of the European delegations to the United Nations is that the U.S. is
neglecting Europe for Asia. They complain of only being informed rather than
consulted. We need to caucus with them often and to arrange ways of getting them
more involved,

Mr. Rostow: FEurope is neglecting the world., It is in an isolationist cycle. We
should get one of our Senat ors to make this point in a major speech.
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The President: While agreeing with the sentiment expressed, what we need is

a solution. A substantial part of my time is spent dealing with Europeans. We
haye sent our leaders to Europe -- the Vice President, Secretary Rusk, and
others. There has been a very large exchange of information, Even with all of
this. all the Europeans say they are neglected. What we need to do is to find a
solution, We must find a way of getting them to make a larger contribution to the
cost of NATQ defense.

Secretary Rusk: The recipients of our aid must be more active, The point of
diminishing returns has set in on our begging for others in Europe.

Secretary Fowler: The action of Europeans in the International Development
Bank is an example of their attitude. Henceforth, they should participate in
decisions in the Bank on the basis of their financial participation.

The President then turned the discussion to Senator Mansfield's concern that
the United Nations is unable to do anything about the war in Vietnam. Secretary
Rusk summarized the pros and cons of United Nations action, taking the same
position he has in the past, Ambassador Goldberg reviewed the past history of
the proposal to involve the U.N. and the difficulties which have arisen,
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PROBLEMS AHEAD IN EUROPE

L.

This paper is intended to foreshadow the major problem
areas in our relations with Europe which are likely to emerge
in the middle term after some of the key issues which lie
immediately at our feet are out of the way.

The immediate issues of key importance -- the Kennedy
Round, the Trilateral negotiations, the Non-proliferation
Treaty, and the liquidity negotiations -- are hopefully on the
way to early resolution. Despite all the difficulties,
controversy, and travail which have attended international
debate on each of these complex and crucial matters the outlook
is reasonably good for success within the next few months. If
for any reason any one of these four major issues collapses,
we will have to focus our attention on a new situation,

It is the period beyond to which we should now begin to
turn our attention.

1I,

The State of US-Eurcpean Relations

The Atlantic

For the past two or three years US relations with Western
Europe, while basically solid, have been undergoing perceptible
strain, The sometimes heated controversies involved in the KR,
NPT and offset negotiations; the French challenge to NATO, and
attacks against the dollar; unease over Vietnam and American
preoccupation with it; West European fear of US-Soviet deals
over the heads of our Allies; American discontent over inadequate
aid and military contributions from our Allies; all have played

a part.
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When some of the immediate controversies are out of the
way, the atmosphere may improve and there should be greater
stability in the hitherto unsettling areas of NATO force
levels and nuclear sharing. But we should anticipate an
increasing disposition in Western Europe to take distinctly
European attitudes on many problems with respect to which the
Europeans in earlier years were content to follow the US line,

This not unhealthy trend is not due to emerging national-
ism in Europe of the old isolationist variety or even of
de Gaulle's 'mation-state' variety, which has found little echo
elsewhere, Rather it stems from the European unification move-
ment fed by increasing European economic strength, There is
growing desire for a European ''voice," for achieving a parity
with the United States in decision-making which more and more
Europeans recognize cannot be approached, muci. less achieved,
without a2 far greater degree of European integration than
exists today, Tihe pace of development of the Europeen Communi-
ties and the outcome of the UK bid for entry into the Common
Market will strongly affect the degree to which the Europeans
are in fact capable of expressing a "voice'" as distinct from
the vague wish to have one,

The major problems in the Atlantic area over the middle
term -- 18 months or so -- are more likely to be political and
economic than military. AB!M developments could, however, upset
this calculation,

East-Wast

The outlook in East-West relations (Eastern-Western Europe
and US-Eastern Europe) is for intensified activity of a bridge-
building nature but no real breakthrouzh on a "settlement'" with
the Soviets, on achieving drastic changes in the political
power structure in the Eastern countries or in ending the
division of Germany. Piecemeal, modest steps in trade, culture,
science, etc,, are probably the most that can be envisaged for
the foreseeable future, However, Western Europe will continue

TelrT
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to be sensitive to United States efforts to ease tensions with
the Soviets == even though that is what they themselves are
doing -~ simply because the two super powers, unlike themselves,
are physically capable of jointly imposing solutions which they
fear may not be in accord with West European interests. Hence,
the importance for the United States to consult its allies
fully and carefully in its dealings with the Soviets,

USSR Attitudes

Despite the willingness of the USSR to reach agreements
with the US in strictly circumscribed fields, there has been
little evidence of change in basic Soviet positions. The Soviet
leadership remains conservative, its long-range objectlves
unchanged, Its aims were restated on March 10 when Brezhnev
outlined the goals of Soviet foreign policy in terms that can
be roughly interpreted as follows:

1. To solidify the Soviet position in Eastern Europe; i.e.,
to keep Eastern Europe within the Soviet orbit;

2, To isolate the Federal Republie, maintain the current
division of Germany and prevent German access to nuclear
weapons; and

3. To strengthen the Warsaw Pact and conversely undermine
the NATO alliance and reduce US influence in Western Europe,

In pursuing their objectives, the Soviets have sought to
capitalize on the appeal of de Gaulle's "Europe for the
Europeans' doctrine as well as the desire of most

West European countries
for greater trade and improved relatioms with the East. They
have also benefited from a growing feeling on the part of many
Europeans that the United States, preoccupied with Vietnam, is
losing interest in Europe and may even be prepared to sell out
European interests in a bilateral 'deal" with the USSR. The
European debate over the NPT has sharpened these concerns.
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Specific Problems

Western Europe

1. UK Entry into EEC

The' UK has completed a first round of top level
talks about joining and should make a formal decision shortly.
Whatever the UK decides, this 1ssue with its many ramificationms,
will dominate Community foreign relations during the next year.
The UK will probably pursue its effort to become a member, As
a result, the Five are likely sooner or later to be faced with
a choice of a major confrontation with France or accepting a
French veto, explicit or de facto.

The UK bid for entry into the EEC may come to a
head this year, or it may become a protracted siege., If there
is failure to achieve early entry, there will be supporters
here and in England for finding an "alternative,' such as a
North Atlantic Free Trade Area, which is not§ however, an
adequate solution,

If the UK bid is made and rejected, this could
precipitate another crisis in sterling, quite apart from the

longer-term British financial problem which remains unsolved.
(See below.)

2, The UK Financial Problem

The drastic deflationary measures taken by the
Wilson Government are at last turning around the UK balance-of-
payments deficit and sterling is for the moment strong. Although
the UK must still make large repayments to the IMF -- (some $900
million this year) -- this can probably be done so long as the
domestic economy is kept under control. The crucial question
is what will happen to the balance-of-payments when the British,
as they must, begin to reflate? Britain's deflationary measures
have meant in effect little or no growth in the economy.
P 513 = Sy
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Continued stagnation is not an acceptable policy either 1in
economic or political terms. And the chances are great that
once adequate domestic growth is resumed the chronic balance=
of-payments deficit will reappear,

New liquidity arrangements through the IMF, if
agreed upon this fall, are not a solution to this problem,
Neither, in the short run, is British entry into the Common
Market, unless it involved a large -- and most unlikely --
financial package.

For the moment this is a problem on the horizon
for which no readily negotiable solution is at hand. What the
British really need is a long-term loan, perhaps in the $3
billion range, to give them time to make their wage-price and
productivity policies pay off.

3. The Political Side of NATO

With the France-NATO crisis out of the way, and
the urgent military issues of force levels and nuclear consulta-
tion on the way to solution, renewed emphasis should be placed
on the political side of the Alliance.

-- There is a growing public feeling that since
international circumstances have changed since 1949, Alliance
tasks and procedures are out of date and need to be reviewed to
bring them into harmony with the times;

-- There is a desire to offset, at least partially,
the French defection by improving NATO as a forum for concerting
policies of Member Governments; and

== Certain NATO countries, such as Belgium and
Norway, need to have a reasoned, agreed rationale for indefinite
maintenance of the Alliance and its military strength as 1969
approaches. While these nations-do not expect to withdraw from
NATO at that time, they do anticipate public and parliamentary
debates. Their governments wish to be forearmed.
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In view of these circumstances, NATO is this year
carrying out a Study of the Future of the Alliance. The exer-
cise, undertaken on Belgian initiative, is to be completed in
time for Ministerial action in December.

The Study, initially, is to examine Alliance
interest in East-West relations, inter-Allied relations, politi-
cal aspects of defense policy, and developments outside the
NATO area.

A number of difficulties can already be foreseen:

-- In the East-West field, important Allied dif-
ferences remain as between nations like Denmark and Canada that
place primary emphasis on detente and CGreece and Turkey whose
main preoccupation is with the Communist threat.

-- The problem of Germany and security arrange-
ments in Central Europe remains substantially frozen. The 1issue
in the Future of the Alliance Study is to search for new
approaches to these problems while taking account of German
sensitivities and avoiding renewed divisions between the Allies
that would strain rather than cement NATO.

One point we shall wish to get across is the need
for United States involvement in all phases of eventual negotia-
tions on European security. Our special responsibilities on the
German question are one reason for our continuing concern,
Another is that we shall have to underwrite any final settlement
with the Soviet Union. Related to this, we and some others will
want to emphasize NATO's role in concerting Western policies
toward the Soviet Union and Eastern Europe, The French will
object to this on principle. Several others will be reluctant
lest it appear that NATO is confronting the East as a bloc.

The French are unlikely in the end to go along
with major steps to buttress NATO's political goals or content.
We and the other countries will seek to establish the case that,
for objective political and military reasons, organized Western
strength is needed for the indefinite future. If the French are
unwilling to accept this conclusion, we shall probably have to
go ahead without them.
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Lastly, under the surface, there remains the
feeling of many Europeans that they deserve a bigger voice and
role in NATO. The ultimate answer to the lack of balance in
the Alliance can only come from the Europeans themselves ==
through their unification. While equality is not something we
can confer, we look to the Study to develop some ideas for
improved European consultation inside the Alliance.

The United States has vigorously supported the
Study. While we do not think it will cure all Alliance 1lls,
it can do much to improve NATO political consultation and renew
support for the Alliance.

4, US-Western Europe and the Third World

Relations between the richer industrialized
countries and the third world will be a major problem area for
the foresceable future. In essence, the problem is one of
transferring resources, knowledge, and capital from the
developed to the developing countries. In terms of US relations
with Europe, it is partly a burden-sharing problem as far as aid
is concerned and partly a problem of harmonization of economic
and commercial policies.

Inevitably, there will be growing requirements for
economic development assistance. For the past five years the
total flow of governmental resources to developing countries has
remained on a plateau. During the same period, the debt burden
of the third world has grown enormously and the population-food
balance has deteriorated sharply.

There has been increasing resistance by European
countries to American efforts to push for expanded European aid
and softer aid terms. Lack of a clear pattern of priorities in
our approaches to them may have reduced the effectiveness of our
efforts in some cases, There is also a European concern that
they are too often asked to finance what they consider an American-
conceived project in which they do not necessarily have the same
interest.

—SECREF—
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Europeans tend to overlook our disproportionately
greater defense effort while noting that, after adjustment for
per capita income differences, the American economic aid effort
falls below that of many European countries,

Given the war in Vietnam, our balance-of-payments
problem, the more assertive European approach to relations with
us, and the realities of differing specific interests, there is
not much room for dramatic improvement in collective aid in the
short run. Yet, over the long run, a larger, better coordinated
effort all around will be required if political and social
stability is to be maintained and development promoted in the
third world.

Among the questions for the future to which we
might begin to address ourselves in the aid field are these:

For the Short-run

Can we or should we try to establish an order of
priorities which would govern our efforts to obtain participation
in specific programs by the Eurcpean countries, Canada, and
Japan?

For the Longer-run

Should the United States be prepared, after Vietnam,
to substantially increase our overall economic aid effort?

If so, should we not seek agreement from the other
industrialized countries to undertake comparable increases,
bilaterally as well as through multilateral institutions? In
this process, should we not try to formulate, for our own internal
guidance, a more adequate measurement than we now have of what
would constitute an appropriate sharing of the aid burden among
the industrialized countries?
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USSR and Eastern Europe

l. Strategic Weapons Talks

We have engaged the Soviets in discussions which
we hope will eventually lead to an understanding limiting the
further deployment of strategic nuclear weapons, both offensive
and defensive. These negotiations will be both difficult and
protracted, and the judgment of how much to tell our allies as
the talks progress and how to accommodate their interests will
be a delicate one.

We have informed our NATO allies of our prelimi-
nary exchanges with the Soviets and have promised to consult
with them as the negotiations progress. We must make every
effort by judicious briefings at appropriate intervals, to keep
them persuaded that the kind of agreement we are attempting
to reach will be of direct benefit to their security as well as
ours,

2. Mutual Troop Withdrawals

We doubt that the Soviets would consider an
explicit agreement for a troop reduction by mutual example or
otherwise, However, we do not exclude the possibility of a
unilateral Soviet redeployment sometime in the next three to
nine months. There are a number of reasons why the Soviets
might want to withdraw some troops from Eastern Europe ==~ one of
them being the desire to give some semblance of credibility, in
West European eyes, to the communist contention that there 1is
no longer any such thing as a "Soviet threat" and therefore no
longer any need for NATO.

We expect to proceed with our present plans for a
redeployment of some US forces despite the proposal by some of
our allies that no US troops be withdrawn until the Soviets have
agreed to reciprocate, Either a private demarche or a public
summons to the Soviets would in our view be counterproductive.
If they are considering, for reasons of their own, making com-
parable redeployments, they are more likely to decide to do so
without the fact or the appearance of prompting from us.
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3. NATO - Warsaw Pact Relationship

The rapidly developing network of bilateral
security treaties between the USSR and the East European
countries could be designed to lay the groundwork for a dramatic
move to abolish the Warsaw Pact and thus undercut the rationale
for NATO's continued existence. We doubt, however, that the
Warsaw Pact has yet outlived its usefulness from the Soviet
point of view. We should be prepared, nevertheless, over the
next three to nine months, for possible modifications of the
Warsaw Pact structure. These would have the dual aim of mol-
lifying some of its discontented members and of seeking to
persuade the West Europeans that the Pact is not an offensive
weapon directed against NATO but rather a purely defensive
device to protect the East Europeans from the 'revanchist'" FRG.

We will need to make clear that, however the
Warsaw Pact may change in form, the substance of communist
nuclear and conventional military power has not changed and
communist intentions, innocent though they may appear at a
given moment, are subject to sudden change without notice.

4, Bridge-building

Our economic relations with the Soviet Union and
Eastern Europe offer the most promising area for regular, if
unspectacular, progress toward peaceful engagement. There will
be strong public and Congressional resistance to progress even
in this area so long as Vietnam goes on, and we may be hard-
pressed to keep up with our European allies in practical '"bridge-
building" over the medium term,

The success or failure of the East-West Trade Bill
will be a touchstone of our efforts. This will be closely
watched in Eastern and Western Europe as well as at home. The
Department of State is gearing up for the hearings this summer
with plans for a major campaign of public, business, and
Congressional education,
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MEMORANDUM FOR THE PRLESIDENT
5ubject: 'Problems Ahead in Europe'

Yeu will recall at the NSC discussion of the State Department
paper ‘roblems Ahead in Europe' 1 criticized the paper as being
incomplete and inadequate and asked for permission to submit a
supplementary paper as a part of the educative enterprc_.: for
~:0se concerned with military, political, economic and cultural
s_lationships with that part of the world. !

The principal point of my criticism was that the listing
of specific problems we have with Western Europe included such
things as

‘1) U.K. Entry Into EEC.

) U.K, Financial Prcblem.

) Political Side of NATO.

) U.S., Western Europe and Third VWorld,"

ARy

¢
<

i omitted any treatment of what 1 believe to be at least a major
snecific problem with Europe -~ particularly the Common Market =--
namely, what I shall term "The Financial Problem'.

I raise this question in a National Security Council contexc
Uecause the financial problem grows out of the disparities in
burden-sharing relative to financial strength which result from
pclitical, diplomatic and military arrangements.

in essence, I am appealing to the other parts of the Government
z¢ glvce a far higher priority to the importance of viable financial
~rran¢ ~ments with Western LEurope, particularly the Common Market,
- all military, political, economic and cultural activities.

.- is my conviction that this financial problem with Western
~Jarope is our Achilles heel which, more than any of the specific
_-oblems listed in the State Department paper, are a threat to our
position in Western Europe and the effectiveness of our foreign
policy in dealing with it.

sccordingly, I have taken the liberty of preparing the
attached paper on the financial aspects of U.S.=-European
relationships -- again for the same backgrouad purposes that the
previous paper was circulated.
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The principal menace to our position in Western Europe,
in my judgment, is the desire of the French, under deGaulle, to
expel us as a practical matter from Western Europe. The
principal tools which are being employed to achieve that result
are blocking measures to achieve a better multilateral sharing
of responsibilities by the Common Market partners while the
U.S. follows a course which it cannot afford much longer.

1f the U.S. is to be effective in partnership witi Vestern
Europe and we are to avoid a two-bloc system in the Fr:: World,
the relative burdens must be attuned to financilal viability,
The purpose and thrust of our major political and diplomatic
effort must be to effect a more viable and durable financial
partnership than our diplomacy has provided in the last decade
since the Common Market was esatablished.

'}‘ ks, .Ii‘ %0\4\;%\
Henry H. Fowler

Attachment
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May 23, 1967
U.S. - EUROPEAN RELATIONS

This memorandum is addressed to the subject of our relations with Western
. .c:, with particular emphasis on relations with the European Economic Come

andatfe

(1) e United States should not be surprised that a strong and
exparding Europe should be different, less am2nable, and even dis=-
agrecable, as compared to the weak Europe of twenty years ago.

Burore wants to be heard, can and does disagree with the United Statea
on various issues, and may do so more frequently in the future.

(2) To the extent that the above is a problem, it is a problem
associated primarily with the Common Market, which is growing in
econonic and financial strength, and which, despite wide differences
on particular issues among its members, is becoming more cohesive in
the economic and financial spheres,

3) One major, perhaps the primary, difficulty in dealing wit: the
Comnion Market is France, France employs the principle of "solidarity"
asymmetrically -- exploiting it when it suits her =-- as in thz currenc
international monetary negotiations -- and ignoring it when it iccon't -
28 in NATO end in posture toward the Atlantic Community. Solicarity
has come to mean unanimity, with agreement reached only et the level of
the lowest common denominator.

(4) /4 second and more generally applicable difficulty is that the
Commcn Market countries have falled to carry their fair share of the
responsibilities that should accompany growing economic and financial
strength. They have made less contribution to the common defense than
they should (Tab A); they have continued to pile up international
reserves, instead of following policies which would reduce surmlInses

in international payments and, thereby, help climinate deficits clse-
wherc (Teb B); they have been overly cautious with respect to broad
Tinaxcial questions -~ e.g., new international liquidity needs aud
addivions to their quotas in the IMF. Despite fallure to increase
quotas to levels more commensurate with their growing strength, they
now seek more voting power in the IMF than their current gquotas ene
title them to. The EEC has actually been a net borrower in the
securitiecs markets of the world during this period of financial sur-
pluses (“ab C). Its balance of payments surpluses have been swollen

by receipts from U.S. military expenditures (Tab D). In short, it tencs
to seek growing influence without the burden of growing responsibilities.

—aE6RET
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(5) Perhaps the one bright spot has been the feirly prompt and
effective response of the Common Market countries to financial
"erices.” Here, the central banks have played a major role and have
oeen helpful. In other financial matters, the EEC countries have
veen less prompt and far more cautious. And, in respect of gold
£oliry and international monetary reform, France has been almost an
"outlaw,”’ and so regarded even by her Common ifarket partners. They
nave been, however, either unable or unwilling to stand up to her
steadily and publicly in the international liquidity discussions and
recently have allowed her to retard progress in that area.

(6) The above points raise a serious question as to whether it is in
the U.S. interest to foster further strengthening of the Common Market,
either by widening its membership or by seeking to improve its technology
and, thereby, its economic strength. While the Europeans may be ine
verested in closing the "technological gep," this could adversely
aiffect the United States by reducing our receipts and enlarging our
valance of payments deficit, and adding still further to European
accumulations of dollars that represent a potential or actual gold
drain on the United States. At the least, these points raise the
guestion as to whether there should not be more positive evidence of
"maturity" and greater acceptance of responsibility before taking
Surther sctions to enhance EEC economic strength.

(7) Perhaps one practical way to test for this evidence in "maturity"
is in the financial field. Here, as noted, there has been sone responsa
to "erisis" and there have been some other evidences of cooperacion

elso where it has been possible to deal on an individual country basis,
Some Ccmmon Market nations have shown some sense of responsibility for
the working of the intermationel monetary system. Italy and Germany
have, by and large, not converted dollars into gold at the expense of
J.S8. gold reserves. In recent years, they have attempted to channel
some of their excess funds into international financiel markets, thereby
reducing strains., They have been fairly forward-looking in the technical
discussions on planning for future reserve neecds of the world. (Recent-
1Y, however, Germany has shown more propensity to accept the French
point of view.) In the recent Trilateral negotiations, it w== “~rman
Bundesbank cooperation that provided a solution for the financial

aspect of the problem. At Chequers in January, there was gencral under=-
standing reached on a particular problem =« high interest rates ==
vetween the financiael ministers of the U.S., U.K., Germany, Italy, and
France, though the French have recently shown signa of drifting away
from this informal understanding.
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‘é) Ve cannot afford to see our own international strength reduced
Zurther through continued deficits. European surpluses must be rcduced
=i we are to reduce our deficits. Correction of this balance of pay-
..ents gap between North America. end Western Europe i1s of much greater
importance than a reduction of the "technological gap" which would work
22 the reverse direction, enlarging the existing imbalance between the
w0 areas. lMoreover, a better balance in the international accounts
cetween these two great industriel areas will, in itself, foster lLetter
Jinencial cooperation from Europe. For these reasons, we cannot afford
to surengthen European surpluses, unless 1t is sbundantly clear that
Europe will take the necessary sction to diffuse these surpluses by net
public and private capital exports equal to these surpluses. Thus, we
should not further encourage the strengthenipg of Europe, and especially
that of the EEC, until the EEC demonstrates that it can carry out the
responsibilities of & surplus area wisely and cooperatively. One way
of demonstrating this would be through agreement with the United States
and the rest of the world on an effective plan for creating a new inter-
national reserve asset to provide the essential future growth in world
ITesServess

(9) In addition to international monetary reform, it 1s necessary to
work out arrangements with Western Europe (and elsewhere) to provide
for a more equitable sharing of the foreign exchange costs of ccmmon
defense efforts. Worldwide, our military expenditures, net of military
receipts, have averaged $2 billion annually over the past six years, a
sum equivalent to 90 percent of our total payments deficits, con tie
Ziquidity basis, during that period. We have political and military
partnerships without a full-scale financial psrtnership. We need a
ultilateral understanding that the United Stetes will not suffer
tzlance of payments disadvantages from the maintenance of our military
forees in Europe. .

(10) Unless we can achieve a better financial partnership, and unless
w2 can persuade Europe, particularly the Common Market countries, to
uwccept their full share of responsibilities, commensurate with their
growing economic strength, there is the possibility of the develomment
of an econcmic bloc system, such a&s we saw in the 1930's. This did no
one any good.

.ttachments
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NOTE ON NATO DEFENSE EXPENDITURES

2y a number of standards, other NATO countries are meking .
1ess of a contribution to NATO defense than they should be making.
In terms of the commonly used comparison of cefense budget to
perczataze of GNP, in CY 1966, the U.S. was &t 8.6 percent, the
over-all NATO everage was 4.6 percent, and the over-all EEC average
was 4.3 percent. The next highest percentages to the U.S. were the
U.K, ©.7 percent, France, 6.4 percent, Turkey 5.4 percent, and
Gerzany, 4.8 percent.

Tne larger percentage of U.3. defense ef'fort stems from some
extec.:t to worldwide responsibilities, but we have always regarded
our total deterrent force, including nuclear weapons, as contributing
20 .AT0 defense. The U.S. is the only member of NATO which hacz
reguiarly fulfilled the quantity and quality of forces requircc
according to agreed NATO plans., Other NATO countries continue to
show regular deficiencies in lack of modern equipment, shortages in
reserve stocks, and inadequate manning in major combat units.

Nay 23, 1967
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1961 - 1966
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d
GROSS TNTNLTIONAL SCIXITY _ISSURS
(1958-1965)
5 (willion dollavs)

Foreign issues(l) Domestic Balance

. on issues (- sign

Countzy domestic abroad indicates
market- (2) net export

of capital)

Tormany 418 250 + 168
. Lgium 132 393 - 261
ronce 63 253 - 185
Caly ' 120 264 -

Hetherlands 282 88 + 194

12C Total 1,020 1,248 - 228
“ated States 8,314 - 413 + 7,901
t) Including International organizations

:2) Including Euro-issues
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Tuesday, May 2, 1967, 7:00 P. M.

Mr. President:

The Qrder of Business for the 45-minute NSC discussion of
problems ahead in Europe:

i.

3.

4,

Your opening remarks

a. The purpose of the meeting is to discuss those problems
which face ns down the road in our relations with Europe.

b. In order to limit the length of today's meeting, three
immediate issues of key importance--the Kennedy Rouad,
the non-proliferation treaty, and the European financial
discussions, are to be discussed in other meetings. -

i

Ask Under Secretary Katzenbach to lead off the discussion

by summarizing the State Department paper
{Secretary Rusk will probably be late because he is
testifying on the Hill)

Ask Secretary McNamara to comment

Ask Secretary Fowler for his views on the problems discussed.

Conclude the meeting by saying that

a. We must keep on top of the many problems arising from
the changing sitaation ia Europe

b, We must give no impression of neglecting our relations
with Europe because of our intense concern about Vistnam,

c. We must convince our European friends that they have to
carry their fair share of responsibility for solving the
problems discussed today.

1‘3; - ‘3'%! - .RDS(OW
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" MEMORANDUM

DECLASSTITED 2
THE WHITE HOUSE s

WASHINGTON

Wednesday, May 3, 1967

~—SEGRET—

MEMORANDUM FOR THE PRESIDENT

SUBJECT: Order of Business for 45-Minute NSC Discussion on Europe

I.

You might open as follows:

-- purpose of the meeting is to discuss problems facing us
in Europe over intermediate future assuming that the Kennedy Round,
non-proliferation treaty, international liquidity negotiations all
come out reasonably well,

-- I would like Nick Katzenbach to summarize the State paper,
and then to have comments from Bob and :rienry. (Secretary
Rusk will probably be late. He is testifying on the Hill.)

Toward the end, you might raise the following questions (and give
instructions for further study):

(1) On future of NATO: We want to be well-prepared for the conclu-
sions which might come out of the Belgian-sponsored study of
the future of NATO. I would like to see a paper laying out what
kinds of things might be done to make good use of NATO, What
are the limitations on using a military alliance for other purposes?
What kind of institutional changes might make sense? We-need-to

avoid-getting trapped-into-supporting proposais—fornew arrange-
mseats which lead-nowhere.—{We-de-not-want ancither M= history. )

(2) On the Russians: I would like to see a more specific paper on what
kind of Russian moves we might be facing with respect to Europe
during the next 2-5 years. Are they likely to float proposals for
settlements? Will they try to organize a European security
conference? What are the alternative ways in which we can respond?
Are there things we could do to exploit possible Russian moves
rather than react defensively? We do not want to assume that the
Russians are changing their spots when they aren't. On the other
hand, neither do we want to ignore the kind of changes that may
be taking place in their sense of what their possibilities are.

buitioges NES §2-79 — SEERET—
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(3)

(4)

7

On mutual troop withdrawals: We should have a detailed scenario

of the alternative ways we might explore the possibility of mutual
troop withdrawals in Europe. I would like a careful analysis of
what we mean by '"balance'’, and the alternative ways mkthis
issue might be explored within the Alliance and with the Soviet
Union. I want to see the choices,

Getting more aid out of Europe, and out of the U,S5, Congress,

What should we be doing now about the possibility of larger aid pro-
grams following Vietnam? Do we know what the needs really are?
Are we preparing ourselves so that we will be ready to move when
the time comes? Should we announce anything now about what we

might be prepared to do after Vietnam?

On the British money problem(Mr. President: the organization
and timing of a study on this is very delicate; I think it would be
beter not to instruct anyone to undertake the study at this meeting.
I will do a paper for you suggesting a procedure, You might just

say this is an interesting problem and we don't want to be caught
napping. )
/

i

Francis M, Bator
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LIST OF ATTENDEES, NSC MEETING

Wednesday, May 3, 1967; 12:30 P. M.

Vice President Humphrey
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Under Secretary of State Katzenbach
Deputy Secretary Vance
Assistant Secretary John Leddy
CIA Director Helms
JCS Chairman Wheeler
Secretary of the Treasury Fowler
USIA Director Marks

OEP Chairman Bryant

Ambassador Goldberg

Walt Rostow
George Christian
Francis Bator
Bromley Smith

SERVICE SET



