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October 3, 195°

a EVES ONLY
SUBJECT: Discussion at the 73$tn Meeting

of the National Security Council,

Wednesday, October @, 19°7

 

Present at the 230th NSC meeting were the Fresident of the

United States, presiding; the Vice President of the United 3tetes;

the Secretary of State; the Secretary of Defense; and the Director,

Office of Defense Mobilization. Aiso present were the Secrotary cf

the Treasury; the Director, Eureau of the Budget; the Special Assis-

tant to the President for Disarmament; the Acting Director, interna-

tional Cooperation Administration; the Direztor, U. S. Info-mation

Agency; the Chairman, Counzil of Economic Advisers {partici xeting in

Item 1); Assistant Secretary of State Walter 3. Robertson (cor Item 2);
James P, Richards, Special Assistant to the President (for [ten 2);

the Deputy Secretary of Defense; the Counselor, Department 37 State;

the Chairman, Joint Chiefs of Staff; tne Director of Centra. Inteili-

gence; Special Assistants to the Fresident Cutler and Dearrom: the

\ White House Steff Secretary; the Executive Secretary, (50: a.d tae

Deputy Executive Secretary, NSc.

There follows a summer of the discussion at tre webinp

and the main points tanen.

1. UU. S. GOLD RESERVES AND THE GROWTE OF U. 3. FOREIGI LIA3TLITI“s

(Nsc 5707/5; Memo for 'So fron exe rutive secretary, sam> subject,

dated August 26, 1957)

Mr. Cutler indicated, in his short briefing of the Touncil

on this subject, that Dr. Saulnier. Chairman ot the Council of Bac

nomic Advisers, would present the report (copy of Mr. lutle:'s brief-

ing note filed in the minutes of the meeting}.

Dr. Saulnier stated that this report, prepared by the Joun-
cil of Economic Advisers, the Treasury Department, and the Bureau of

 

a wo ge - = 4
ye « the Budget, fulfilled the commitment for such a study, stated im cur

- o \ basic national security policy (NSC 5707/8) adopted lest Spring. de

‘ proceeded to explain the nature of the problem, and to five the basic

z. i facts, which he said were clearly set forth in the second trble ap-

of pended to the report. Dr. Saulnler indicated that two firises would

suffice to state the nature of the trends in the relation o-tween

4 U. S&S. gold reserves and the growth of i. S. foreiom lietil. ies.
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The first set indicated that in 1947 the United States had 43 in
available gold for every dollar of foreign claims agains% ‘Lis Sold.

By 1956 the situation had changei to the point where the United
States had less than a dollar of cold in relation to eatn a llar of

foreign claims. After stating the various reasons for this cnange,

Dr. Saulnier pointed out that the over-all results were set forth
on pages 12 and 13 of the report

Thereafter, Dr. Saulnier surned to the conclusions oF the

report. No policy changes were reccumended by the committee, but

the committee had stressed the importance of developments i: this

field and called for continuous and close scrutiny. To emprasize

his point, Dr. Saulnier read the last two varagraphs of the report.
Dr. Saulnier then suggested that he might refer to more recent

changes thet have characterized the relationship between ‘!. S. gold

reserves and U. S&S. foreign liabilities. Thus, in March 135°, a

small decline in net dollar holdings, the first in e icng time, was

observable. In point of fact, this decline set in toward the end of

1956 and continued at a somewhat lower rate into the second cuerter
of? 1957. It was likely that in whe third quarter of 1957 this trend

would be stabilized, and there would be neither an increase ner a de-
crease in the level of U. S. foreigm liabilities. These re-ent shifts

were due in the first instance to u sharp increase in U. Ss. exports,

accompanied by no change in the flow of imports into the United States.
The shift also was to some degree the result of the flow of flight

capital to the United States. It was of particular simmificance that

the loss of gold claims has not peen evenly distributec among the ver-

ious countries. The large gainers were Germany, Canada and Venezuela.

Very heavy losers were Frarce, Japan, the United Rinedom, arc ‘vertsin

others.

These recent developments, continuec Dr. Saunier sugsest

that this is a two-way road with turns in it. Cleims on Vv. 3G. fold
can fell as well as rise. There are serious problems with “he ercsion

of these claims on U. S&S. gcld as well as with the accumuiat.on of

claims on such gold. We must therefcre concern ourselves w och the

distribution of these claims as well as with their agsrecat:.

Mr. Cutler asked Secrevary Anderson if he wished cc make

any corments. Secretary Anderson said he would confine himself uc

pointing out that one of the primary reasons for the reversil was

the heavy payment to Venezuela for oil concessions. It was also sig-

nificant that there were only two countries which represented solid

monetery strength in the Free World, the United States and termany.

It was of vital importance that the United States maintain .tself as

@ bulwark of economic strength for the Free World.

Apropos of this referenzte to Gemeny, the Fresideut inauired

to what extent the deutschmark was being used in international trade

as @ substitute for the pound sterling. Secretary Anderson replied

that the deutschmark was not beine too widely used as an invernetional
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currency, but that we were very much concerned about the pousi ster-

ling, which 1s still e widely-used international currency.

Mr. Brundage said that he would expect dollar calances to
continue to grow as the United States assumes more and more respon-
sibility for international financing. Did Secretary Andersor think

this was so? Secretary Anderson replied that he wes not altogether

clear that this would be the case, and he cited factors on oct

sides of the question.

Secretary Wilson said he head a couple of questions to put

to Dr. Saulnier. First, what had happened to the totel sold supply

in the world in the period of the eight years given in the table of

tne report? Dr. Sauinier replied that the rold surply cf the world

had increased in this period, as ea result cf the mining of new sold.

Secretary Anderson commented that the totel world supoly of cold was
not growing at a very fast rate, rerneps $35 or $40 million e year.

Secretary Wilson said h.s next question dealt with tne sub-

ject of our required gold reserves. Wouldn't the level of these re-

serves have to go up in the future? Accordingly, ws must citner

change the ratio or get more cold ttherwise the result wowli be ar

impasse in our gold supply.

The President reminisced that shortly after his elestion

in the first term, he nad asxed his advisers to pive him some ideas

with respect to the free convertibility of gold. de hadn't derived

much satisfaction from the answers of the experts. Al) that they

had to say, in effect, was that the President should prey that no

one ever really woke up to the fact that in essence gold is .alue-=

idess--you couldn't eat it, vou couldn't ouilé thines with .t. ar

fire it in guns.

The National Security Tounzi

Noted and discussed the repert on the subdjett, prejared by

& committee consisting of representatives of the Treasury

Department, the Bureau cf the Budget, and the Toam-il of

Economie Advisers, pursuant to the last pararrapn cf the

NOTE BY THE EXECUTIVE SECRETARY in NSC 5707/8 (“Bacic Na-
tional Security Policy"), transmitted by the reference
memorandum cf August 26, 1957, and presented crall. ty
the Chairman, Counzil ot E-onomic Advisers.
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2. U. S. POLICY TOWARD FORMOSA AND TEE GOVERNMENT OF THe REPUBLIC

OF CHINA
(Nise 5503; Memo for NSC from Executive Secretary, subje t:

"Report by the Interdepartmental Committee on Certain J 5S. Aid
Programs", dated December 5, 1956; NSC Actions Nos. 131: -e-(2)
end 1624-c; NIE 43-2-57; Memos for NSC from Bxecutive Secretery,
subject:  ™y. S. Policy Toward Formosa and the Governnen’ of the

Republic of China", dated Septemper 9 and 19, 1957: Nsc Action

No. 1790)

In view of the length of his briefing of the Coun il on

this subject at last week's Council meeting, Mr. Cutler's briefing

note (which is ineluded inthe minutes of the meeting) was somewhat

shorter in length. He also pointed out that Secretary Dull's had

requested a delay in the Council action last week in order “c ascer-
tain the opinions of Under Secretary Herter and Mr. James P Richards,

Special Assistant to the President. He then called on Serrtary

Dulles.

Alluding to the Tact that Under Secretary Herter ond

Mr. Richards had recently been is. the Far East, Secretar, DuUles

said that the State Department hed asked Mr. Richards in pavticular

to study the situation on Taiwan in order to get a fresh aporeisal

of the effectiveness of our polizies there. Accordingly, Secretary

Dulles asked if Mr. Richards might speak first and give his impres-

sions, after which he, Secretary Dulles, would like te make further

comments.

Ambassador Richards indicated that he had stayed over or

Taiwan for a longer period than Secretary Herter, in order 30 Look

more thoroughly into the situation on the island. From ell the evi-

dence that he, Mr. Richards, could find, he had come *c tne conslu-

sion that 1t would be disastrous now to change cur present ».olicy

with respect to Taiwan, though he said he did not know the

limitations with respect to availatle appropriations for ctarrying

out our policy in Taiwan. If, beceuse of such limitations, any re-

ductions have to be made in our essistance to Taiwan, such veduztions

should be made in a world-wide context and in terms of the ‘ongres-

sional Resolution (Fublic Law 4, Skth Congress). The Nationslists,
continued Mr. Richards, had urged on him the view that discontent in

mainland China might offer the opportunity for armed intervention by

the Nationalists at some future time. Mr. Richards thought that we

should take this view into account, as well as taking need of she

general situation in the Far East. Again he said it would v.dis-

astrous everywhere else in free Asia, and particularly ir Southeast

Asia, if the United States drastically changed its volie 22 on
Taiwan.
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Whether in fact the Generalissimo will ever be abe to re-

turn to the mainland was certainly a question. Nevertheles., if

there was even one chance in ten of his successfully doin. .is, the

United States should be in a pos tion to taxe adventase cf ne oppcr-

tunity.

At the conclusion of Mr. Rishards' comments, Secretary Dul-

les spoke again. He first stated tnat Secretary Herter hed asned him

to report to the Council that he was fully in eccord witk tie view

that we should not change the missions of the GRC armed forces on

Taiwan. Secretary Dulles rontinued that it was his own view that it

would be a major disaster to our whole position in the Fer sast if

we did change these missions. Secretary Dulles said it wes not fer

him to state that we must agree to maintain porte’s GRC forse levels,

 

but certainly we should not change the missions of the GRC irmed

forces. Particularly, we shovlc not change these missions 2% 7ut-
+ting out reference to the possi! lity of a Nationalist retuim to

mainland China. It was inieed c this hope of & return *> mein

land Chine that sustains moreje on Teiwan, even if che neq. was

remote.

 

Secretary Dulles then pontel out that the _enercal s.ituc-

tion from the U. S. point of vie .s quite different in Asi3i than in

Europe. The Western European countries ere mach more solic in deyth

and strength, both militarily and otherwise. [In Asie, on tne other

hand, only a series of small isiand and peninsula positions separate

the United States from Communist positions in depth cn the tontinent

of Asia. The reason these smal. island and peninsula countries main-

tain their will to freedom is be:ause 2f their hope that Ccmrenis*
Chira will one day tlow up. Nov wus this to be tnousht altoceth

a forlorn hope, as Hu Shitnad recently pointed out in nis aidress

before the United Nations. Wnat hed happened in dungary ani Foland

could conceivably happen in Commun .st Jhina. If 2 blow-up cvscurred,

Chinese Nationalist troops might f.nd the great opportum:'; with

they had been seeking. While we c.n all have our own views 2s to

the likelihood that such tings will come to pass, the fa7zt remained

that the Chinese Nationalists believe that this chance may pe offered,

and it is precisely this belier that sustains shem in thei: resistances

oO

 

to Cammunism. If, by changing cur policies, we destroy that Chinese

Nationalist hope, we will at the same time destroy she. capacity of the

Chinese Nationalists for the defense of Taiwan itself. ‘%onond this,

such a change in our policy wouli mean the abandoniny o~ -. ro wnol+

Far Eastern position.

The President said tha

tle academic to him. Were we t.

levels on Taiwan?

t this was beginnin,

Lint about reducing
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Secretary Dulles undertook tc explain to the Presiden

what the issues were. Mr. Cutler followed with a fuller e:plar.

tion, in terms of the past history of our policies toward Taiwa

He cited paragraph 3 of existing U. 5S.

set forth the missions of the GRC armed forces as fellows:

  

"3. Continued develonment of the military poten
of GRC armed forces (a) to assist in the defense of F
mosa and the Pescadores and (b) to take action in def

of the GRC-held off-shore islands, equipped and train:

to contribute to collective non-Communist strenvtn in

Far East and for such other aztion as may be mutuell.

agreed upon under the

Mr. Cutler then explained thet the dc:fference in interpr

this paragraph derived from disasreement as to whether t

bution of the GRC armed forces to collective non-Conmunist

in the Far East and for such other action as might be muvually

upen under the terms of the Mutuel U-fense Treaty, constituted

rate end distinct missions, or were merely by-procucts cf *he

two missions of assisting in the def-nse of Formosa aril

fense of the GRC-held off-shore

ef

im tne
alae
SAGs .

heThe President replied that this was not vhat

Here in the Council we were writing a policy Tor ourse:

wreVes

about.

policy toward Formosa, w.1

terms cf the Mutusl Defense Tre.

a;
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wee

end we do not have any obligation to tell all about it to Chian.

Kai-shek. What the President said he was after was the acvual

fect of our language, because he emphatically acreed with “he 3°

Department on the danger of destroyince Nationalist hopes of ar

mate return to the mainland. ‘This, of course, @ic not mean toa

were obliged to tell the Chinese iat.onelists everything «else 7»

we have in our mind about them

At this point Secretary Ducles broke in to

was precisely the intention of the sentence proposed

state

“y
of the Budget in the proposed revision cf paragraph 17 of NSt

where it is suggested that we ‘make clear to the GRO theat--exc

the event of substantial change in the world situstior or uf to

tions on the mainland of China--our future military and econon: -

sistance programs will not be premised on the assumpt or the

return to power on the mainienc.”

te

nm J Mr. Cutler explained the basis for the Budget's -cint
, view as expressed above, and aiso called attention to the urrum

| of the State Department representetive on the Flarmin> Foard +h.

, Wwe ere already telling the Chinese Nationalists what the Bud->

proposes that we tell them in she Bucset revision of pera-rarr

Speaking with emphas.s, t!..

agreed with the revision of perecrep!

the Budget. Only the hope of -
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sustains the morale of the Chinese Nationalists on Taiwan. The Fes-

ident added that of course this did not ~2an thet we now Tropose «c

send them masses of military

the Chinese mainland.

rs
materiel for their use in an invasio. ¢

Secretary Wilson said that he had ea point of view somewnat

different from that of the President. While he understood the basis
of Secretary Dulles! feelings, and had not seen the Generalissimce

for some two years, he did believe that if ve were realist: we
should continue to budget our assistance to the Chinese National

Govermnent on about present levels, or even to tut these levels
down somewhat in a quiet way. Not only were Chiang and his scidiocrs

growing old; the day was coming soon wher we were roing to nive td

reapportion all our resources avullable for Poreim ass stance

The President said thet it seemed to him thet as the «sl-
and becomes populated more and more by native Taiwanese and less anc

the interest in returning to the Jhines2less by mainland Chinese

mainiand would prorortjonately lessen. secretary Dulles re

the President by pointing out that it wars much more basre t

all hope of a Nationalist return to the mainland were to be

the United States would lose

simply could not afford to permit tne chinese Netionalis uo thi

we believe that a Communist Chin: vas 2 permanent feature of !istory

Secretary Wilson asked Secretary Dulles fo:

basis of the view he had just expressed. Se:rretary I

that his view was based on the test judgment of aur

ical observers.

Led te

the weele show in the Pari:

  

Mr. Cutler then stated thet ingsmuch as we had neard s-

much from the proponents

sions ¢ the GRO armed forces, it would be perhaps apropos <<

from Mr. Brundage on the narrower interpretation of these miss:

vwnich would confine them to the defense of Taiwan, the Tenrhus

the off-shore islands, and stating t.at any other miss.2

of the bvroader interpretation 22 the mi:

 

mock te  
forces was merely a by-product cf these “wo missions enin-* a sta

anrate and distinst mission justifying sddit.onal build-up +7 327
forces.

Mr. Brundege began by stating that representative: of he

‘neeinst a further U. S.
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Bureau of the Budget who had made trips to Taiwan were ecnvtneed
eo. 4 that Chiang Kai-shek was seeking more military power in crder to

, launch e counteroffensive against the Chinese Communis~: rairland
|Sssentielly, therefore, what the Budget was seeking, was to cuard

bulld-ur of existing GRC fcrces rather tha:
® reduction in existing levels. of course, he added, the Buds
Nureeu would accept the judgment cl tne :resident and the ge L
ef State in this matter, but he repea-ed that the Fropesed Vudre
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version of paragraph 17 of NSc 5503 was desimed to

ment of ne GRC armed forces rather than to suggesst Q Petre

The President said that we were, of course, tolii.
instance about a possible future emergency development in th:

of a Nationalist counteroffensive afainst the mainland. [ff

thing eventuated, the United States must be prepared tc a

ous equipment to the Nationalists. However, it did not mear

now contemplated building up the Chinese Nationalists witn «=
military materiel designed for oftensive action. We should
Chiang Kai-shek with a limited capability in terms of amphil
equipment, but we should concentrate our assistance on the ¢

Sion of defensive equipment. So we will be well-advised “co

about cases and facts in terms of actual equipment rather th

terms of missions. The Presideny ree’firmed that he «ms cen

against the revision of paricrazt L of NSC 5503 proposed bs

Bureau of the Budget.

 

provide

ious

roevi-

talk

Br. Cutler cited the fi.uires which indicated :softl» pro-

cramming and heavy U. 5S. expenditure for Taiwan over the threes years

through fiseal 1960, end tm: ver, 2cnsiderable maintenance costs af-

ter that year. This certainly, seemed to Mr. Gutler te wmvolre the

quesvion of a modest cut in these programs and expenditures.

Secretary Wilson cautionec against movin: toc fast in muik-

ing such cuts, for this woud be sound to get us imto troutbl:. Hev-

ertheless, over the long haul we cre leaning on a pretty wea. reed

in the shape of the Chinese Naticenal Government.

The President emphasize. tnat im this consent our reir pur-

pose was tc maintain our hold on the off-shore island chain.  <t was

in order to do this that we must let Chiang itai-shek believe that he

may ultimately succeed in setting tactkh to the mainland. Se:-etar

Wilson said he doubted whether Ch_ion- reall; believed round

ever stage a successful retum to tne mainland, repented
allusions to the possibilit, were largely a matter Laie.

Secretary Andersor said that he agreed with the Pr sident

thet we could not say to the Generalissimo that his hone of :eturn-
i ing to the mainiand was a forlern hope, but we should supply as lit-
' tle materiel as possible to sustain this hope.

ve oe secretary Dulles commented that there had been 2Sey yreat
" improvement in economic conditions on Teiwan in recent yeers ana

: montns. at Cutler pointed out, poweyer that in the attasenent ZO
Annex F of the Flanninz Foart paper, the Troasury Devartment a:moer
of the puting Board had ersressel considerable doubt ar -;

State Department's contention: with xr

Tadven
SPEtt to Storemi: 2c or
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Mr. Richards said he doubted wnether anyone in Jotheast

Asie seriously believed that the Generalissimo would ever si ctcess-

fully return to mainland China, out he believed thet tne Uenerolis-

simo himself wes genuinely sinccre in his ow belief that he vould.

What particularly bothers the Generalissimo is the sense of frustra-

tion now current on Taiwan. Accordingly, if the United States now

acts further to destroy the hone of a return to th: mainianc, the

effect will be to increase this sense of frustration. Tt .w2s ia

this context that Chiang Kei-shek had asked him tc tell tne itresi-

dent of his hope for assistance 1n the training of Chinese ;ation-

alist paratroopers. Such treining ould constitute visible proof

that the United States had not given up hope of an eventual return

 

  

 

of the Nationalists to the Thinese mainianc. Chiang apravertiz hai

in mind a force of some 50C) mratrccpers. This was, c? ‘cirse, @

matter for the President ani the Setretary of Stato to device, but

in any case Mr. Richards ccuns:liec that we avoid dol “ning te

increase the sense of frustrctio: nuw widespread in Teli

Governor Stassen commente. that the problem perk .ps

be solved by providing the Goner:lissimo with a few peraveoo gs  
t+c and reducing the size of ctr12r

 

  
At this point Mr. Curler summed ur what he Lieved to be

the Council's consensus with respec’ to parasraphs 3 a 2 af NSe

5503, Where the views of the State Lepartment and che { GhietsHw
.

c
t

(9
wo a
a vof Stef? seemed to have prevailel. Ee then said that

up two other proposed revisions wn HSC 5503, which he

non-controversial in character. Th: first of these war ion 2

with paregraph 10 of NSC 5°07, whiz. tir. Cutler read ac fol ows:

 

"10. Seek tc preserv-, tnrough United Hatlors aztion
if appropriate, tne status quo of the GRO-heli of:-snore

islands. Provide tc the IRC forcés, militazy eq. pment

 

 

 

and training to assist them to defend such off-shrre icl-

ands, using Formcse aes 2 vase. U. S. forces » be use
DA 5

 

to assist the inese Nat.onalists to defend the (RO-ne

off-shore idands from Chinese Communist a.ttaits vwienever

the President judges that such attaces are parts «ff, 0°

definite preliminaries to, attacks against the 2 n posi-

tions of Formosa and the Pescadcres.'

  

   

Secretary Dulles, however, did not regard the mil‘er as

non-controversial, and said he would rather have tunis paracraplh. foi-

low Public Law 4 verbatim, because the statement of intentirn set

forth in the text of Public Law 4 was more authoritative thon

Fresident's statement to the Tonsress as te how he would .

Public Law 4. There was nc regson needlessly to cartail tm

dent's authority, and there wac mus. un the 1 :
Public Law 4 to justify hic arson

  ye 4
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The President said that he couldn't see that tz
lar argument was of much substance. The statements in Fu

and his ow statement as to how this would be administered, amounted,
as far as he could see, to very much the seme thing. Mr. Rtler tnen
suggested that the text of the revised paragraph 1) fcllow tne tex"

of Public Law 4, but that there should be added a footnete inict
would cite the President's statemen~ as tc how he would am cy his

authority under Public Law -.

 

Secretary Dulles then observed that in s
the defense of all of the off-shore islands was now 30 complete and

so integral a part of the defense o° Taiwan, that it wes not to be

compared with the fluid situation of three years aro. Torteainly as

conditions existed today, said S-rretary Dulles, he would sey taat

if there were an all-out attach on quemoy or the Mctsus, wae Vnited

States should not sit te one side and permit the loss c* “hese isl-

ands, because their loss would surety result in the less f Taiwan

and the Penghus. It was fer thi. reason that he preterre’ tae

broader language of Public Law +

pemed te |im thar

With respect to vararcruph 1° oP NSC ©502, tne Cour.

agreed without discussion t> ase-nit the revision vronogec bo ovhe

113¢ Planning Board.

The National Securit, Council:

@. Discussed the draft report on the subject, prepar

by the NSC Flenning Board pursuant to NSC Act

lo2h-c, and transm.tted by the reference mem

of September 3, 19*7; in the light of the
the Joint Chiefs of Graff, transmitted p:

ence memorandum of Semtember 19, LOE", ani

presented orulty cl Anbassador Risherds rus 7 ten

his recent visit t Tvciwen.

  

2

erandua

s0

   
spayAdopted the fullowis: amendments to UG! (t

o

(1) Feregrapa 3, page 1: Revise to read ac “:Llows

 

"3. Continued development of tne military

mutually agreed upon under the terms of

tual Defense Treaty, and (4d) to ecntritut> +.

collective non-Communist strencth in tre

East. Action vith respect to (+) anc
be directed prim.rily toward, and lini

what is deemed necessary to meirtawn tre .1s.-

tion and morale <f tne GRIT."

potentia: of GRC armed forces: (a) to assist in
the defense of Teiwan and the Fenrcnus, (i) to
take action in defense of the GRC-held of*-shere

islands, (2) to take such other action as may be
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