TOF SECRET

Oztober 3, 1857

— EVES ONLY

SUBJECT: Discussion at the 338th Meeting
of the National 3ecur:ity Council,
Wednesday, October 2, 1957

Present at the 338th IISC meeting were the Fresident of the

United States, presiding; the V:ize President of the United 3tetes;
the Secretary of State; the 3:2cretary of Defense; and the Director,
0ffice of Defense Mobilizetion. Also present were the Secrotary cf
the Treasury; the Director, Bureau of the Budget; the 3pecial Assis-
tant to the President for Disarmament; the Asting Direcztor, interna-
tional Cooperation Administration; the Direztor, U. 5. Infomstion
Agency; the Chairman, Counzil of Eronomic Advisers {participating in
Item 1); Assistant Secretary of 3tate Walter 5. Robartson (Tor Item 2);
James P. Richards, Speclal Assistant to the President (for lten 23;
the Deputy Sezretary of Defense; the Counselor, Department (7 3tate;
the Chairman, Joint Chiefs of 3taff; the Director of Centrz. Inteili-
gence; Speciel Assistants to the Fresident Zutler and D=art.m; the

} White House Staff Secretary; the Executive Secretary, H5T0: apd the
Deputy Executive Secretary, N3C.

There follows a summers «f the disczussicn et thz eeling
and the main points taxzen.

1. U. S. GOLD RESERVES AND THE GROWTE OF U. 5. FPOREIGL LIAZILITIES
{N3C 5707/5; Memo for M3T from fxecutive cecretary, samo subject,
dated August 26, 1957)

Mr. Cutler indicated, in his shert triefing of {he Council
on this subject, thet Dr. 3aulnisr, Chairman of the Zouncil 2% Ezco-
nomic Advisers, would presant the report (zopy of Mr. ‘utle-'s brief-
ing note filed in the minutes of the meeting).

Dr. Saulnier stated that this report, prepared by the Zoun-
cil of Econonic Advisers, the Trzesury Department, and the Bureau of

% e 'i‘ﬁ the Budget, fulfilled the commitnmens for such a study, stet:d in cur
~ z A basic national security policy (N3C 5707/8) adorted les* spring. He
J proceeded to explain the nature of the problem, and to give the basic
g« - facts, which he said were =leerly set forth in the second tohle ap-
: pended to the report. Dr. Saulnler indicated that two fipures would
suffice to state the nature of the trends in the relatior o-uween
g U. 3. gold reserves and the growth of iJ. 3. foreigm lietil. .ies.
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The first set indiceted that in 1947 the United States had {3 in
availeble gold for every dollar of foreign claims agzinst this 30ld.
By 1956 the situation had changed to the point where the United
States had less than a dollar of zold in relation to each dcllar of
foreign claims. After stating the various reasons for this cnenge,
Dr. Saulnier pointed out that the over-all results were s=t forth
on pages 12 and 13 of the report

Thereafter, Dr. Saulnier surned to the conclusions o the
report. No policy changes were recammended by the committee, but
the committee had stressed the lmportance of develomments ir this
field and czlled for continuous and close scrutiny. To emprasize
his point, Dr. Saulnier read the last two veragraphs of the report.
Dr. Saulnier then suggested that he might refer to more recent
changes thet have characterized the relationship batween . 5. gold
reserves and U. S. foreign liabilities. Thus, in Merch 125, a
small decline in net dollar holdings, the first in e lcng time, was
observeble, In point of fact, this decline set in toward the end of
1956 and continued at a somewhat lower rate into the second guerter
of 1957. It was likely thet in the third quarter of 1957 tiis trend
wonld be stabilized, and there would be neither an increase ncr a de-
crease in the level of U. 5. foreign liebilities. These re-ent shifts
were due in the first instance tc & sharp increase in U. 5. exports,
accompanied by no change in the flow of imports intc the United States.
The shift also was to some degree the result cof the flow of flight
capital to the United Stetes. It wmas of particular significance that
the loss of gold claims has not been evenly distributed amorng the ver-
ious countries. The large geinzrs were Jermany, Canada and Venezuela.
Very heavy lcosers were France, Jdapan, the United Hingdom, axc rertain
others.

These recent developments, continued Dr. 3aw.nier suggest
that this is e two-way road witk turns in it. Cleims on U. 3. gold
can fell as well as rise, There are serious problems with ~he ercsion
of these claims on U. 8. geld as well as with the accumuiat .on of
claims on such gold. We must therefcre concern ourselves w . th *he

distribution of these claims as well as wlith their aggrecat..

Mr. Cutler asked Secretary Anderson if he wisked <o make
any corments. Secretary Anderson said he would confine himself <c
pointing out that onme of the primary reasons for the reversal was
the heavy payment to Venezuela for oil concessions. Tt was also sig-

‘nificant that there were only two countries which represented solid

monetery strength in the Free World, the United States and rermany.
It was of vital importance that the United States meintain _tself as
& bulwarx of economiz strength for the Free World.

hpropos of this reference to Germeny, the Presid=it inguired
to what extent the deutschmark wes being used in international trade
as & substitute for the pound sterling. 3=zcretary Anderscn replied
that the deutschmark was nct being too widely used as an in-wernational
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currency, but that we were very much concerned abcut the pouni ster-
ling, which is still e widely-usecd international currency.

Mr. Brundage said that he would expect dollar belanczes to
continue to grow as the United States assumes more and more ra2spon-
sibility for international financing. Did Secretary Andersor. think
this was so? Secretary Anderson replied that he wes not eltogether
clear that this would be the case, and he cited factors on tcth
sides of the guestion.

Secretary Wilson said he hed a couple of questions to put
to Dr. Sauwlnier. First, whaet had happen=d to the totel gold supply
in the world in the period of the eight years given in the table of
the report? Dr. Saulnier repli=d that the rold supply cf the world
had increased in this period, as & result cf the mining of nevw gold.
Secretary Anderson commented that the totel world supnly of ¢old was
not growing at a very fast rate, rerneps $3% or $40 million o year.

Secretary Wilson said h.s next question dealt the sub-
Ject of our required gold reserves. WwWouldn't the ievel of these ra-
serves have to go up in the futur~? Accordingly, we must oiinaer
chenge the ratio or get more gold stherwise the result woll i be an
impasse in our gold supply.

The President reminisced thet shortly after his elecxtion
in the first term, he had asxed his advisers to give him some idees
with respect to the free convertibility of gold. He hadn't derived
much setisfaction from the answers of the experts. A1l that they
had to say, in effect, was that the Fresident should prazy that no
one ever really woke up to the fact tha!t in sssence gold is value-
less-~you couidn't eat it, you =—ouldn't builc things with .4, or
fire it in guns.

The HNational Security Counc. .}

loted and discussed the repert on the subjest, projared by
a committee consisting of representetives of the Treasury
Department, the Bureau cf the Budget, and the Zouncil of
Economic Advisers, pursuant to the last paragrapn ¢f the
NOTE BY THE EXECUTIVE SECRETARY in NSO 5707/8 ("B
tional Becurity Policy'), transmitted by the refe
memorandum of August 20, 1957, and presented cral
the Chairman, Counzil o! E-onomic Advisers.
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2. U. 5. POLICY TOWARD FORMOSA AND TEE GOVERMMENT OF THe REPUBLIC
OF CEINA
(NSC 5503; Memo for N3C from Executive Secretary, subjett:
"Report by the Interdepartmental Committee on Certain U 8. Aid
Programs", dated December 5, 1956; NSC Actions Nos. 131¢ -3—(23)
end 1624-c; NIE 43-2-57; Memos for NSC from Bxecutive Sccretery,
subject: Ty, S. Polizy Toward Formosa and the Govermmen® of the
Republic of China", dated 3September 3 and 19, 1957: N3T 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 included inthe minutes of the meeting) vas somevhat
shorter in length. He alsc pointed out that Secretary Iull:s had
requested & delay in the Council action last week ir order "c ascer-
tain the opinions of Under Secretary Herter and Mr. James P Richards,
Speciel Assistant to the President. He then called on Sz:rtary
Dulles.

Alluding to the “ect thet Under Secretery Herter ind

Mr. Richerds had recently been i1 the Far East, Secretar; Diiles
said that the State Department hed asked Mr. Richards in particular
to study the situation on Taiwen in order to get a fresh appraisal
of the effectiveness of our policies there. Accordingly, sSecretery
Dulles asked if Mr. Richards might speak first and give his impres-
sions, after which ke, Secretary Iulles, would like fc make further
comments.

Ambessador Richards indicated that he had stayed >ver on
Taiwan for e longer period than Secretary Herter, in order o Look
more thoroughly into the situation on the island. From zll the evi-
dence that he, Mr. Richards, could find, he had come %c the zonclu-
sion that it would be disastrous now to change cur presernt >oli
with respect to Taiwan, though he said he did rnot know the o
limitations with respect to availatle appropriations for zarrying
out our policy in Taiwan. If, becnuse of such limitaticns, any re-
ductions have to be made ir our essistance to Taiwan, such r~eductions
should be made in a world-wide context and in terms of the longras-
sional Resolution (Fublic Law 4, Bhth Congress). The Natioimlists,
continued Mr. Richards, had urged on him the view that diszoatent in
mainland China might offer the opportunity for armed intervention by
the Nationelists at some future time. Mr. Richards tnought that we
should teke this view into account, as well as taking heed >f zhe
general situation in the Far East. Again he said it would »e dis-
astrous everywhere else in free Asia, and particularly ir 3outheast

Asia, if the United 3tates drastizelly changed its polis =5 n
Taiwan.
- . TOP SECRET
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Whether in fact the Jeneralissimo will ever be ab e o re-
turn to the mainland was certeinly a guestion. HNevertheles,;, if
there was even one chance in ten of his successfully doing “his, the
United States should be in & pos tion *c take adveantage ¢f 2 opror-

tunity.

At the conclusion of Mr. Richards' comments, Sexretary Dul-
les spoke again. He first stated tnat Secretary Herter hed asred 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 for:es on
Taiwan. Secretary Dulles -ontinued that it was his owm view that it
would be a major disaster to our vhole position in the Fer Zast if
we did change these missions. Secretary Dulles seid it wos not for
him to state that we must agree o mointain certain GRC force levels,
but certainly we should not change the missions of <he IRC irmed
forces. DParticularly, we should not change these missions oy
ting out reference to the possilt . lity of a llationalist retum
mainland China. It was inaesed this hope of & return o
land Chine that sustains morsle Teivaen, even i = y
remote.

Szcretary Dulles than pointed out that the enerzsl sizuc-
tion from the U. S. point of view .s guite different in Asii than in
Europe. The Western Buropean countries are muach more solid in depth
and strength, both militarily and otherwise. In Asie, on ftne other
hand, only a series of small isisnd and peninsule positions separate
the Unilted States from Communist positions in depth cn the :crntinent
of Asia. The reason these smal®l island end peninsule -~ountries mein-
tain their will to freedom is because of their hope that \,‘cg Tenis®
Chira will one day tlow up. Nor wus this to be thouzht « ot
a forlorn hope, a&s Hu Shihhad rozently polnted out in hig :
before the United Nations. Wnat hed happened in dungery arnl Poland
could conceivably happen in Communist Zhina. If 2 tlow-up oscourred,
Chinese Nationelist troops might f:ind the great opportunit; hi:zh

they had been seeking. While we 2in all have our own to

the likelihoed that such taings will come to pass, the emained
that the Chinese Hatioconalists believe that this chence affered,
and it is precisely this beli=sf that sustains “hem in esigtance
to Cammunism. If, by changing cur policies, we destroy hinese
Nationalist hope, we will at the same time destiroy ubw ty of the
Chinese Naticnalists for the defense of Taiwan itsel”. this,
such a change in our policy would mean the abandoninr W le

Far Eastern position.

The President said that this was begimning
tle gcadenmiz to him. Were we teliin~ about reducing
lavels cn Toiwan?
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Secretary Dulles undertool: tc explain to the Presicen
what the issues were. Mr. Cuitler Tollowed with a fuller siplani .-
tion, in terms of the past hissory of our policies towaerd Taiwar.
He cited paragraph 3 of existing U. S. policy towerd Formosa, w.i:h
set forth the missions of the GRC ermed forces as fcllous:

"3, Continued develomment of the military ! n.ial
of GRC armed forces (a) to assist in the defens £ oFor-
mosa and the Pescadores and {b) to take action in dsf-nse
of the GRC-held off-shore islands, eguipped and train.d
to contribute to colleciive non-Communist sirenzth in the

§
Far East and for such other a:tion as me)y be mutually
agreed upon under the terms of the Mutusl Defense Trealy

Mr. Cutler then explained thet the difference in interpreia
this paragraph derived from disagreement as to whether the con
bution of the GRC armed forces to collective non-Communist strength
in the Far East and for such other aztion as might be mutually agreed
upon under the terms of the Mutuel Defense Treaty, constituted se
rate end distinct missions, or were merely by-procductc ¢l the [ ro
two missions of assisting in the defense of Formosa zrd in oo -
fense of the GRC-held off-shore islands.

Y-

The President replied that this was not vhat he wmze asning
about. Here in the Council we were writing a policy for oursel -=es,
end we do not have any obligation to tell al} about it to Chian
Kai-shek. What the President said he was after was the azmual -7
fect of our language, because he emphatically agreed with *the 3-ate
Department on the danger of destroying Nationalist hovess o i
mate return to the mainland. This, of course, did not mean
were cobliged to tell the Chinese liat.onalists everything «
we have in our mind ebout them

+

an atd
v
N

tha

At this point Secretary Duilec broke in to state
was precisely the intention of the sentence proposed v
of the Budget in the proposed revision of paragrapn 17 of 530
where it is suggested that we 'mele :lear to the GRC thot--exc:
the event of substantial change in the werld situztior or of :

sistance programs will not be premised on the assumptiorn o: the JRI
return to power on the mairnlsnd.”

Mr., Cutler explained the basis for the Budget's -cint of
viev as expressed above, and also celled attention to 1
of the State Department representetive on the Flarmin- Toard *h.*
we ere alreedy telling the Chinese Notionelists what the Zudro:
proposes that we tell them in ~he Buiget revision of para~ra

Speaking with emphas:s, dis-
agreed with the revision of poer- ool
the Budget. Only the hope of ~ltimaiel. cand ina
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sustains the morale of the Chinese Naticnalists on Taiwan. The FPres-
ident added that of course this did not —=an thet we now rropose ".C

send them masses of military

the Chinese mainland.

the President by pointing out that
211 hope of a Nationalist raturn to the moinland were +
the United States would lose .
simply could not afford tc psrmit the ‘hinesz Netio

we Delieve that a Communist Ching

basis of the view he had just exprzssed.

that his view was based on the best judgnent of our

Secretary Wilson said that he had =
different from that of the President.
of Secretary Dulles'
for same two years, he did believe that 1if

should continue to budget our assistance to
Government on about present levels, or even
down samewhat in a quiet way.
growing old; the day was coming soon when we were going
reapportion 211 our resources avullable for

The President said that it
and becomes populated more and mores by native Taiwanese and less
less by mainland Chinese
mainland would pronortlonately lessen

the

materiel for

Secretary Wilson esked 52

ical observers.

much from the proponents

Mr. Cutler then stated

the
of the broader interpretat
sions & the GRC ermed forces, it would be perhaps apropos
from Mr. Brundage on the narrover interpretation of these ni
which would confine them to the iefense

the off-shore islands, and stating

fo

rce

forces.
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Mr. Brundage began by

therefore, what the
S. builld-ur
reduction in existing levels.

Iureau would accept the judgment
~f State in this matter, but he repe

5 was merely & by-product cf these
rate and distinct mission justif -ing =dditional build-up 57

stating

Burcau of the Budget who had made trips
that Chiang Kai-shek was seeking more military power in
+ launch e counteroffensive against the
| Ussentielly,
ngeinst & further U.

=

Budget was seeking was

of
g

c”

o~

~heir use In an invasio. ¢

point of view somewnat
While he understood <the ba:sils

feelings, and had not seen the Generslissimo

e were realistic we
the Chinese llaticnal
to zut these levelr

Hot only were Chiang and his scldiars

to nove

N

foreign assistante

it seemed <o him thet as the isl-
ancé
interest in returning to the Chines2
secretary Dudles rerliad to
Lt was rmach more vasic that if
to be destroyed
the wocle show in the mnaest. e
ists to thin
was o permanent feature of hiztory

cretary Dulles I
Szcretary I

fehvi neard
the mis

w2 had
ion

inesmich as

e

of Taiwan,

any other mi
wwo missions

the

Ienghus

E

on ocf

nwt

-7
that

ani

25 LA

ey
1%,

thet representatives of thLe
to Taiwan were 2cnvincad
crder (o
meirdand
to puard
rather 4
<he Fud:z
the 3=

ed Tud-

Chinese Communiszt
existing GRC fcreoes
‘rgrse, he addel,
> iresident and

that the propes
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o
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version of paragraph 17 of NSC 5903 was desigmed %o prevent enhance-
ment of he GRC armed ferces rather than to suggest 2 revtreronmant

The President said that we were, of course, tclilr @ in this
instence about & possible future emergency develomment in trhe shape
of a Hationalist counteroffensive against the mainland. I7 s
thing eventuated, the United States mmst be prepared tc ruch cmpaihbi-
ous equipment to the Netionalists. However, it did not mear t
now contemplated building up the Chinese Nationalists wiin z lot o
militery materiel designed for ofrensiwe action. We shouwld provide
Chiang Kai-shek with a limited capability in terms of amphitious
equipment, but we should concentrate our assistance cn the jrovi-
sion of defensive equipment. 30 we will be well-advised *o call
about cases and facts in temms of a~tuzl equimnent rathe*‘ b
terms of missions. The Prﬂ“*’den- regffirmed that he
against the revision of paragsrazr 17 of NSC 5503 propos=d tr_-, she
Bureau of the Budget.

Mr. Cutler cited *tha es whizh indicated
gramming and heavy U. 3. experditice for ivan cover the
through fiscal 1960, end th ver; 2cnsiderable maintenance
ter that year. This certainly seemed to Mr. Cutler ‘u v
quesvion of a modest cut in these programs and expendis

Secretary Wilson :autioned ageinst moving toc fz

st in nmal-
ing such cuts, for this would be vound to get us into troubl: N
ertheless, over the long haul we zre Zeaning on a rretiy waa

in the shape of the Ckinese liaticnzl Government.

ot in thisg context our m=in pur=
on the ofi-ghore island _uain Tt owas
ust lot Chiang iai-shel belisve

The President emphasize) {nao
pose vas tc maintain our hol 2
in order to do this that we

=
t LY
t+
o

may ultimately succeed in gotting ratk to the mainland. 3avetor
VWilson said he doubted whether Chian- really believed that b zould
ever stage a successful return vo the mainland, and that 5 repeated
ellusions to the possibility were larpely a matter 27 g HESL-M

Secretary Andersor caid that he agreed with the sident
that we could not say to the Generalissimo that his hope of :eotumn-
ing Yo the mainland wes a forlecrn hope, but we should supply 25 lit-
tle materiel as possible to susta:n this hope.

Secretary Dulles commented that there had boon very oreat

improvement in economic conditions on Teiwan in recent |
months. Mr. Cutler pcinted out, however, that in the
Annex B of the Flarning 2oar?l paper, the Troasury Deper
T the Planning Board had e:xrresced considersble doubr
State Deparument's consenti TesTe st Lo economiz
Taiwvan

1P
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Mr. Richards said he doubied whether anyone in Southeast
Asie seriously believed that the Cenerslissimo would ever suzcess-
fully return to mainland China, ovuv he believed thet the Generclis-
simo himself wes genuinely sincere in his own belief that he would.
What particularly bothers the Generaclissimo is the sense of frustra-
tion now current on Teiwan. Aczcordingly, if the United States now
ects further to destroy the hope of & resturn to the mziniand, the
effect will be to increase thic sense of frustration. It vzs in
this context that Chiang Kei-shel: had asked bim tc tell the rresi-
dent of his hope for assistance in <he training of Chinese [ation-
elist paratroopers. Such treining ~rould constiftute visibls
that the United States had not given ur hope of an eventuzl
of the Nationalists to the Chinese moinland. Chilang aprarer
in mind a forece of some SCCO weratracpers. This was, cf —our
matter for the President anld the 3z:retary of State tc de:i
in any case Mr. Richerds ccunsel’ed that we avold doin:
increase the sense of frustrztion now widesrread in Tais

jon

ot R P

Governor 3tassen comented that the problenm
be colved by providing the Zenorl:
end reducing the size of c*;

o]
)

At this point Mr. Cutler summed up whati he ! 4 %2 b2
th2 Council's consensus with respec” to parasraphs 3 o HsC
5503, vhere the views of the Stats Department and <he 2fs
of 3taff seemed to have prevailed. then said that taka
up two other proposed revisions in 5503, which he Were
non-controversial in charactor. The Tirst of these was ned

vith paregraph 10 of HSC 58503, whizh lir. Cutler read ac
"10. Seek tc pres=rve, tnrough United I reoaztion
if appropriate, the statuc gquo of the GRC-hell ofi-shore
islands. Provide tc the IRC forces, military aqiirment
and training to assist them to defend susch off-she
ands, using Formesz os a sase. U. 5. forces
to assist the inese lat.onalists to defend the
off-shore idands “rom Chinese Ccmmuni attazus enover
the President judges that such ettecis are parts «f, or
definite preliminaries to, attacks againzt the mz2 o posi-
tions of Formosa and the Pescadcres.’

Secretary Dulles, however, did not regard the mat'er as
non-controversial, and said he would rather have tnis paragraph “oi-
lov Public Law 4 verbatim, because the statement of inteniicn set
forth in the text of Public Law &4 was more authorizative
President's statement to the Congress as to how he vould
Public Lav k. There was nc resson needlessly =wo curtall
dent's authority, end there wac muzl in the legislative
Public Law L to justify hic ar-wsen-.

- TOr SECRET
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The President said that he couldn't see that
lar argument was of much substance. The statemsnts in
and his own statement as to how this would be administered, amounted,
as far as hs could see, to very much the seme thinc. Mr. Titler then
suggested that the text of the revised paragraph 10 fcllow tae tex:
of Public Law 4, but that there should be added a “Tootnots whiuh
would cite the President's statemen® as tc how he would aprly hHis
authority under Public Law -.

Secretary Dulles then observed that it seem=2d to tim thas
the defense of all of the off-shore islands was now 30 conplete and
so integral a part of the defenss of Taiwan, that it wme not o be
compared with the fluid situation of three years azo. CToricinly as
conditions existed today, said S-:cretary Dulles, L= would sezy that
if there were an all-out attach on Quemoy or the Mztsus, whe nited
Stetes should not sit te one side and permit the loss ¢f “hes2 isl-
ands, becaguse thelr loss would surely result in the less -f Taiwen
and the Penghus. It was fcr thkis peason that he preferre’ ‘oz
broader languege of Public Law &
a2 Wel 950, she Uour ool

revision uropozod L e

With respect to

The National Security Counci!:

&. Discussed the draft report on the subject,
by the NSC Flenning ZBoard pursuent to MN3C A.tion
1o2k-c, 2nd “ransm:tted by the roference memoran
of Seitember 3, 197; in the light of *he v.ews
the Joint Chiefs of Zraff, transmitted b
erce memorandum of Sertember 13, 10S7, and tho vievs

s

presented orally o, Anbassaedor Richords rus:d ipon
his recent wvisit %« Teiwen.

5. Adopted the fullowins amendments to 50 T
(1) Feragraps 3, 1uge 1: Revise tc read ac ¢ sllous

"3. Coniinued development of the nilitary
potentiel of GRC armed forces: (&) to as
the defense of Teiwan and the Fengrnus, (1
take action in defense of the GRC-held ¢
islands, (:) to take such other aztion a
mutually agreed upon under the terms of
tual Defense Treaty, and (d) to coniritut: -¢
ccllective non-Communist strensth in :
East. Artion rith respect =o (=) z2nd
be directed primsrily toward, snd 1inmi
vnat is deenmed necessary to meir !
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