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CHIN, In reply to Embassy lanking's recommendation that, in view

of the eritical Chinese economic situation, we be prepered
to use all available China Aid funds for priority shipments of food to
China and to grant China a loan for the purchase of silver, we have
inforred the Embassy that we do not believe that the bemefits to be
derived from such steps would warrant the drastic action required. The
acceleration of the ECA program would exhsust the ECA appropriation
bafore the end of 1948 and Hoffman is opposed to any request for ECA
deficiency appropriations, while the diversion of funds from military
aid and capital reconstruction would be inconsistent with the intent of
Congress in approprieting the money. We and Treasury doubt the feasi-
bility of buying silver for government expenditures, and funds for such
a purpose could not be made available without congressional autnority
and could not properly be diverted from ECA appropriations.

FORTUGAL The Fortuguese Foreign linister has informed our Ambassador
in Lisbon that the Portuguess have bteen forced to adjourn
indefinitely the projected visit of General Franco to Lisbon in view of
the Spanish Foreign Minister's visit to the Argentine, in order to avcid
any impression arising that a three power arrangement between Spain,
Fortuzal and the Argentine iz being made. The Foreign Minister strassed
that Portuguese policy is oriented toward European unity backed by the

Us.

BERLIN Wie have informed cur UN delegation in Farls thet, in the
event we are asked in the Security Council whether we would
gtill accert as a basis for negotistions the August 30 directive to the
Lilitary Governors drawn up during the Mcscow talks, we consider the
directive as interpreted by the western powers as being an acceptable
solution to the Berlin preblem, provided that the blockade is lifted.
We do not consider, however, thet we are legally bound by the directive
and we feel that as at present drafted it is not satisfactory. Ve
believe that, at some stage in the negotiations, it may be necesssry to
consider the use of a third currency in Eerlin which would not glve rise
to the problems involved in ensuring thet the currency needs of the
western powers would be satisfied and that the Soviet Zone currency

would be protected.
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