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Record of Conversation

TR

Fritalux

I had two conversations with li. Grazzi on Deceuber
12th. and 13th gbout the Fritalux talks in Paris during the
second of which he gave me,for nerusal and return, a copy
of the Officials' report. :

2.3 This report was now under consideration by the
Ministers of the Cive countries, and it was proposed that
they should meet again in Paris on 21st Deceaber.

2 M. Grazzi said thut the question of Germany was still
unresolved. The Dutch had made their agreement dependent on
the aduission of Germuny, vwhcress the French were unable to
agree. M. Grazzi said that Italy viould follow the IFrench
lead in this matter, though they thewselves were in Tavour
of bringing Germany in later after some progress had been
made on a five power basis. He did not know what the
FPrench Government would do. He—thought they migzht propose
some formula which viould have the effect.of putting off the
question of the admission of Germany for a few months.

ﬁ. Turning:tb'the document itself M. Grazzi said that the
introduction was primarily addressed to the United Kingdom,

- and the conclusion to the United States. He pointed to the ve:

firm reservation-in the introduction by the Dutch Governuent
concerning the admission of Germany. This was that "the
Netherlands delegation made it clear that the participation
of ‘Wlestern Germany would constitute a condition of their

- agreement to the plan".

Se The main part of the document was in four chapters
T. Ruled of General Policy g e
TI. Financial Provisions
ITT. Libepal;sdtion of.irade_ \

s,

IV. Administrative measures..

. The general rules were Tairly vague, but there were some
peservations in the text,.particularly as regords moveuent:
of persons snd labour ‘questions. The French and Italiens -~
vanted %o bring wbout progressively freer moveuent or laboqr

The Dutch wanted. ™.

and, eventually to go quite a long way.
to bring tliese wmeasures into force iudiedictely but to
restrict their scope. The reuson ror this wasu that the
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Dgtcn yeyg frl;htened of being swauved by German lsbour,
The Italians n9turally wvanted to o much fur-ther on the
wanpower question than the other four countries were
prepared.to £0. It seews doublful whether the Italian
reservations would Ve waintained.

\
6. In the section on discriminutory vractices there
was a stifl decluration aguinst double pricing.,

Te Financial disnositions

The most imoortant point concerned the rates of
exchange. On this there was a division between the
advocates of fixed and flouting rates. Although M. Grazzi
himself seemed to prefer flexible rates, his instiuctions
were to support a fixed sycstem. The reason was that
flouting rates would involve periods of weakness in the lire
and the Italian Govermment simply could not face the social
and econowic effeets which this would have in Italy. The
docunent was not very cleur on the qguestion of exchanges since
it seemed to leave to each country an opportunity of
adopting floating rates of exchange. It provided specifically
. .that esch country might allow its rate of exchange to
fluctuute within.a limit of five per cent in relution to .
other currencies for a limited period. If the Tormer rate
was not re-established at the end of this period then the
currency must ve devalued by the amount which it had fallen
in the period. ;

8. On the trade side, I told kM. Grazzi that as a result of
conversations with M. Alphand we had Tormed the view that the
effect of the PFritalux oroposals might be discriwinutory.
Li. Grazzi ssid that there vies no dizeriminstion as far as
tariffs were concerned. There mignht be sowme discrimination
as far us quotla restrictions were concerned und indeed it
wag corovided that there could be discriminution in this
resvect even between the members of the grouv. M. Grazzi
did his best to minimise the ei'fect of these nrovisions
pointing out that .there would be no obligation to ot Ut
; ' the quotas and that.the determining Tactor in choosing the
" 1 source of imports would be/that of orice.
i bt
LN 9. There was & difference of view about the removal of
' quantitative restrictions between Frsance and Italy on thg
one side ond France and Benelux on the other. The Frencn
and Italians wished it to be.stated that quantitative
restrictions -would "in principle" be remcved in the course
of 1951, uand that this rgmoval would'ﬁake placg step byn
step. The Dutch and the Belgians on the other hand wanted
- ‘ comnpnlete liberalisation inwediately. There wag also _
' a diffcrence of:view as regards tariffs. The byenchdu?d :
Ttulians wanted a provision againgt the ?ete;tlon ?iw? high
tariff which Prustrated removal of quant1tat;ve Peétll?tliggé .
The Belgiens and Dutch were not prepared to go.as far as this.
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10, L, Grozzi scemed a little despondent about the whole
business. He suid that the negotiations had been very
difficult and that the bvroposals in themzelves did not go
very far. The vroject was u goal whicih could only be
attained gradually. Ile wvas sure thut they did notl go Tar
enouzh to satisfy the Americans. Indeed, he understood thut
they had alreudy nvut forwurd new proposals involving full
convertibility and nearly full liberalisation by the end
of 1950, This would be quite impossible for Italy at the
present time. He did not think that the Americans in

Paris took account of the different circumstances of the
various Europeun countries. le hiwself had tried to meke
the point to Mr. Harriwman but apparently without success.
Italy could only go a little way in liberalisation of trade
until her new tariff L.d come into Tforce. Even thereafter
she could not go Tar until certain other fiscal policies had
_been altered. k. Grazzi sadly observed that the trouble was
that the Americans really velieved in the efficacy and
rightness of the schemes which they udvocated.
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Roger Makins

1l4th Deceuber, 41949.




