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Action . Control: 059

Rec’d: AUGUST 10, 1959
F?R FROM: PRAGUE . :14 P.M.
nto
TO: Secretary of State

-gg NO: 12, AUGUST 10, NOON (SECTION 2 OF 2)
c | * |
L "... TO BE PAID ON THE RELEASE OF ALL CZEGHO ASSETS.ON THE ACCOUNT
éNR OF ZI1VNOSTENSKA BANKA, NATIONAL ENTERPRISE AND THE STATNI BANKA
g CESKOSLOVENSKA WITH VARIOUS NEW YORK BANKS .AND ATTACHED IN THE

JUDICIAL PROCEEDINGS REGARDING THE CASES OF STEPHEN V. ZI|VNOSTENSKA
- BANKA AND WOLCHOK V.ASTATNl BANKA CESKOSLOVENSKA; SHOULD THE

CZECHC ASSETS BE RELEASED ®N PART ONLY, THE AMOUNT, WHICH MAY

BE FOUND DUE, SHALL BE REDUCED IN PROPORTION TO THE CZECHO

ASSETS NOT RELEASED AND SHOULD NO CZECHO ASSETS BE RELEASED,

CZECHO SHALL BE FREE OF ANY LIABILITY TO PAY ANY -AMOUNT MENTIONED

IN THIS FARAGRAPH.

DCL

RMR

7 "THE GOVERNMENT OF THE UNITED STATES SHALL CONCURRENTLY ENSURE
THE SECURITY AND INVIOLABILITY OF ALL PROPERTY VALUES ON THE
ACCOUNTS OF THE STATN! BANKA~CESKOSLOVENSKA WITH AMERICAN BANKS
AS WELL AS REMITTANCES TO BE TRANSFERRED TO CZECHO THROUGH THE
STATNI BANKA CESKOSLOVENSKA WITH THE EXCEPTION OF CASES INVOLVING
CBL IGATIONS AbSUMED BY THE STATNI BANKA CESKOSLOVENSKA IN ITS

OWN NAME".

N

REVISED PARAGRAPH 5 GIVEN BELOW. | TOLD HAJEK | SERIOUSLY
QUESTIONED ITS ACCEPTABILITY EXCEPT PERHAPS AS SUBSTITUTE FOR
PARAGRAPH 5(A) AND EVEN THIS DOUBTFUL. CZECHS SHOW NO SIGN OF
GIVING ON THIS POINT. REVISION FOLLOWS: .

"THE COYVCRNMENT OF THE UNITED STATES AGREES TO AMEND CIRCULAR
NUMBER 655; ISSUED BY THE SECRETARY OF THE TREASURY ON FEBRUARY
¢ 19, 1951, S0 AS NO LONGER TO PROHIBIT THE TRANSFER OF MONIES
" FROM UNISTATES PUBLIC FUNDS TO PAYEES IN CZECHO.

/ “"THE CZZCHO SIDE DECLARES THAT CZECH FOREIGN EXCHANGE REGULATIONS
- DO NOT CONTAIN ANY OBSTACLES OR LIMITATIONS PREVENTING RECIPIENTS
Ur ALLOWANCES, SOCIAL SECURITY PAYMENTS, MIL ITARY PENSIONS AND

UNLESS “UNCLASSIFIED"

REPRODUCTION FROM THIS
CONF IDENTIAL COPY IS PROHIBITED.
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-2~ 72, AUGUST 10, NOON (SECTION 2 OF 2)  FROM PRAGUE

OTHER PAYMENTS BY THE UNISTATES AUTHORITIES TO DISPOSE FREELY

OF THE COUNTER VALUE IN CZECHO CROWNS OF SUCH PAYMENTS. ON

THE CONTRARY, THE CZECH FOREIGN EXCHANGE AUTHORITIES ARE GRANTING
TO THE RECIPIENTS CONSIDERABLE ADVANTAGES IN EXCHANGE IN INCOME
PAYMENTS OF THIS KIND". :

REVISED PARAGRAPH 8 CREATES LEGAL PROBLEMS | AM INCOMPETENT TO
PASS ON BUT I' GAVE HAJEK"MY"pERSONAL OPINION AMERICAN EXECUTIVE
AGENC IES AND COURTS CQULb ONLY "APPLY AMERICAN LAW AND REGULATIONS
TO QUESTIONS AFFECTING PROPERTY PHYSICALLY LOCATED IN UNISTATES.
REVISION "FOLLOWS: '

"THE UNISTATES GOVERNMENT SHALL RELEASE ALL CZECH ASSETS BLOCKED
IN THE UNITED STATES DURING WORLD WAR | AND |1 ACCORDING TO THE
TRADING WITH THE ENEMY ACT AND ACCORDING TO ORDINANCES PROMUL -
GATED IN PURSUANCE OF THIS ACT AND SHALL FACILITATE THEIR TRANSFER
TO CZECH.

"WITH REGARD TO CZECH ASSETS VESTED IN THE UNITED STATES ACCORDING
TO THE SAME LEGISLATION THE COMPETENT UNITED STATES AUTHORITIES
SHALL, WHEN CONSIDERING THE APPLICATION OF CZECH SUBJECTS FOR
RELEASE OF SUCH VESTED PROPERTY, RESPECT CZECH REGULATIONS ON
LEGAL SUCCESSION".

HAJEK ALSO PRESENTED FIVE DRAFTING CHANGES IN TEXT OF STATEMENT
ON FURTHERANCE CZECH-AMERICAN TRADE. EFFECT OF MOST CHANGES IS
TO MAKE STATEMENT MORE POSITIVE AND TO ELIMINATE UNCERTAINTY.
FOR EXAMPLE, LAST SENTENCE FIRST PARAGRAPH CHANGED TO READ
"GRADUALLY, BOTH GOVERNMENTS WILL TAKE FURTHER MEASURES WHICH
WILL CONTRIBUTE TO THE CREATION OF MORE FAVORABLE CONDITIONS
FOR A BROADER EXPANSION OF TRADE." CZECH TEXT ALSO ELIMINATES WORD
"PEACEFUL" IN REFERRING TO TRADE. HAJEK CLAIMED THIS CAUSED
BY DIFFICULTY PUTTING INTO CZECH TRUE MEANING QUR TERM. HE
SAID NO DESIRE TO DEVELOP TRADE IN WEAPONS OF WAR BUT IN CZECH
OPPOSITE OF "PEACEFUL TRADE" WOULD BE "WARLIKE TRADE" AND HE
THOUGHT IT OBVIOUS NO SUCH TRADE CONTEMPLATED. BECAUSE OF
LENGTH FULL TEXT THESE CHANGES AS WELL AS FULL TEXTS ALL OTHERS
BEING FORWARDED IN UNCLASSIFIED PQUCH AUGUST 11.

JR CONF IDENTIAL ALL ISON
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Recormendation approved by Treasury
Under Secretary, July 29, 1959

®In view of the foregoing, we assume that you would mot object,
if it became necessary in order to ashieve agreement with Gzechoslovekis,
to our being willing to take payment of $2 million from Csechoslovakia
in the form of gold which the Czechs received from the gold pool.
We would, of course, cantinuo 1o press for payment im dollars as our
first choiee and would only revert to the gold payment scheme if the
Czechs insisted that dollar payment was not feasable."

ek P07 brbE G o et

My o
CAAALA
/ //"-E %I %‘46%0’2/

Dictated by F. B, SmithiTreasury to OFD;FN:(MCarressek
7/29/59

208959




cLLRoSIE U { o

AT | Liog S 6o T
"é 777 Gt

e ariecionll {20 g

M n immnuhd herewith as ut(mlnurc to m.
, .<~,\mmrum mm.tm of & proposed-wsonoutc agreement .

The Eabasey is sufibbrized to sodt’

| .:‘“h" W %6/ 1 Cyechoelovak Government, Howevar, im

1. "the" cuserof those articlss containing sibernstive positions;
1 such sdternatives #hiould not be mm with the draft
o ,]muazxtﬁt w ﬂmﬂrxt mﬁing ¢

S¥iash
T

e s

; ., ( L" ; Pyl ik &lm‘?’a-»/?J' Q‘f«lmw l’r_“»r%‘«
e 1 RS Ay Qo Foe oLl 7/)4 e
X S i P 7 ‘
nE | AN TSN 4’.5 buét‘.,, {w Fc r 7/'

] AFPROVED BY:




SIS ("C‘r Ly LR O
AUWCWM. 3 -51-94-39

IBY \)L‘)NARADa.é_iZ? Lao* Booig\;&

5 4 )
i P Ty T ‘_..~‘,x":-f’\
o

208961




JEuLLHoSiRCU O NG T E—
Voo s C —

SNHDTTF0X | g e

Tt 777 Lot Goyi
v,____,,,_____.k.,w~‘:~ {\‘ AW ':\g
s TR T el el )
A iR PAGE.A._.._
4=9, Pragpie, T/26/59
Wkl -

A l&nmly cllm( W mnm- m are p‘tiomh of m
gy tMM1MmdMu° 3 o

i b B llmaély ma w 'Y emmtieu or otlur legal enmgy
o .‘_cmmim undier the luwe 0f the United States of Awerics or s -
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* Pifty por contum of the outstanding cepital stoek ar other i
,,.,.,,r\Mimn interest in such legel entity was ovmed directly. . \riae e
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R mam mr Aum; 5 ps ol I
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t{um numﬂuu) mmmwmtwswmmm m-m
h m sm ‘Possess such nationality at the time of the netionalizetion or’ other

faking, ‘e subject to Compenpation by the: ordst of the Republic of ~
b i?nehtulomi& ¢nt'r.m Ny tlﬂet negotiations between that Government and the
T e ety mmsthi oh&tmﬁtt dr umhr cmpema:tion prochdm mlcr:lbed!. \v enohom

v ta-eonﬂ mmxn) cla.tm ot utiomu of the United lutn m

‘ mtmuuuuou ‘or other t:mm Who d1& not possess such naticmality at the
L bime «armm&m:&tionmmwu, shall ‘be treated not less .
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% A°9; Prague,. ‘7/2)6/5(; et i ( Secumy Classtﬁmtwn )
N e .‘_ L Artiele IV e & T gt |

United gtates Arq crown Adcoimt

PR He, (L) The crown aeeoun‘t. of. the. United States Army (with the Statni Berka
_ .Ceskoslovenska amounting to 7,161,569:02 kes -shall be releesed for use in -
-+ adeordnnce with the terms of tha sgieement signed at Prague, July 25, 1047
- with the exception that the foislowms changes are hereby made in the pemulti-
L meive: ﬂemgraxih af: the Istter addressed to the American’ Ambessadcr on Jaly 25,
Lo YOhT, and. sigmé by m-. Bys**rie!w of the cmchonlovalr. Mnist’ry of Foreign
7 ‘Affaims. T Mk .08 : P T < W

(a) th!a vorda "Unitﬁ sfatu Arnw are replaced by "United
Status G«wvemunmnt"' B _ ol

(b) tht! sum of 60’ 039,-355 kcs 13 replaced by 7, 161 569, 99 kcls ,
(to ranac‘e the revised crewn rete for the United States doller); . ‘.

\k \

(:Q the nimber "50" mas,_:mly preceding the words "crowns
s equal one United States dollar" is replaced ‘by "'T 2", (or e l'I"
= _vhzlchevm 18 correszt) : i) b

Wy (2) (Ponsi‘bJLe Unitcd S*tatua condession) For purpona Sihed Than lmrchases
: it in (’:zaéhonlovamia for: axport, t}m United Btates Goverrment agrees that. expendi-
i oo tures from this 'secount shall not exeeedl 1/3'5Y thé present balance of the
' © . aceount ‘during the: tv&ve-montha period following the date this Agreement
enters into force, and: mot mors than 2/3 ¢f the present balance of the sccount
7 Quring ‘the twenty- four months ‘Period. following the date this Agroement enters
" dnto force, after which the balance cen be freely eéxpended st and time. (Note:
. The fraction 1/3 use@ in the foragoing pamagraph might conceivably be changea
- “to 1/*; or 1/5 in thet orasr ) hiof : ‘

Art‘iéle V

s Tra.nnmr fbf Hom;g from United States Publ:le Funds to Payees :
v _ T Y Czechoslova.kia T e

7.3) m Goverlmenb of the unitad Status agrees to remow the restridtion eon=

oo tn.imd. in its regutation known gs Treasury Department Circular 655 ‘concerning

" the transfer of oYy, from United States public Tunds to peyses 1n czwhoslovakiaa,
- . and the Govermment. of Cméhoalomia hem‘by assures thn Government of thn '
' _‘_Unttud Btatea 1.hat ik p s, Lo

(a) 'I‘he cuchocloval Gowormnt plauu no obrtacj.es or . e b
iinnatiom m'pnmmg reuipients or allohancon - soci&l. secnﬁty o

(Security Classification) .
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FROM - AMEHBASSY, PRAGUE £
TO : THE DEPARTMENT OF STATM ﬂ mijg ] Fem 13 195& Jé/éj
REF : Embassy’s Despatch lIl. 3929 Februm:y 12, 1959. %
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SUBJECT: United. States-Czechoslovalc h.oonomic Negetlatlm}_ﬂ 0S8 D- ‘9[ /96/’)7
_ A Aemy-o Uavy-3
Lo/ T 4/, ;’
In introduoing the latest czeohellovak prepesals fer an ecenemic sgreemsut, as

presented and explained in the reference despatch, Deputy Fareign Minister Hajek
stated that eur negetiatiens had new reached a "decisive"” stage and his Gevermment
therefer wished te reduce te writing the-principles which should gevern such an’
sgreement, I wish te cemment en thete prepesals and make seme sugzestiens as te
the reply whioh sheuld be made tvo then .

I believe the time has come when %he highest levels in the Department must
make a decisim as te hew impertant the cenclusien ef an everall econemic agreement
with Czecheslevaicia is in the light ef pelitical oensiderations geverning eur rela-
tiens with Eastern Eurepe, If, as I believe, the sonolusion ef such an agresment
will centribute, éven in small degree, te the emhancement of the Thnited States
pesitien In thia part of the werld, them it sheuld be werthwhile te make seme miner
cencessiens if these will bring sbeut a settlement, While there san be ne abselnte
certainty of such & result, we can be sure that sheuld the negetiations break dewn 3
the blame in Czechoslovakia and Eastern Eurepe will be placed en the United States :
and eur effectivemess will be just that much less, If the Department egrees with
this peint of view I believe we sheuld net stick at technicalities and sheuld enly
insist en points of the uitmest importance,

LINP SUM SEPTIEMENY

!

The Czechs have prepesed s lump sum settlement of §11,000,000 end have retreated
frem their pesitimm reaffirmed as late as Ooteber 9, 1958, that the United States
sheuld in seme manner acknewledge in the agreement respensibility fer the se-called
"leas" of $7,000,000 in the value of the steel mill., Mr. Hajek alse reaffirmed
during the meeting agreememt te the principle ef "simmltameeus™ satisfactiem te beth
geverrments with respect te the payment to the United States ef the $2,000,000 abeve
the receipts frem the steel mill and the receipt by the Czechs of their share ef
the geld peel, In additien Mr. Hajek retreated somewhat frem the positien previeusly
taken that the $2,000,000 payment te the United States would net be taken frem the
receipts of the geld peel but frem ether Czech assets, He said en Wednesday that -
he did net wish te exclude the pessibility ef reimbursement te us frem their geld
poel receipts, Mr. Hajek mede clear orally that it weuld be necessary te sgree en
a detailed statement of just hew this tranesction sheuld take place but expressed
Ltha opinien that if agreememt were reached in principle, it sheuld not be tee __—l
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From. Prague

| diffieult to draft such a statement. As will be seen later he alse made sn
| "infermal persenal” propesal which, if accepted, would result in the lump sum
being increased by appreximately $§1,000,000,

|

| ’ ;

| I believe we should agree in principle te the Czech propesals as centained

. in parsgraphs 2 and 3 of the Statement of Principles whioh is Enclosure Ne. 2
of the reference despatoh, Our attitude tewards Mr. Hajek's "persenal" propesel
will be discussed later, ! ; : " e .

TION FAVORING TRADE RELAYIO)

| Paragraph 1 ¢f the Statememnt of Principles contains the agreement ef the

' United States te issue a statement favering trade relatiens between Czechoslevakia
and the United States and parsgraph A eof the ANNEX to these Princip]es (Enclesure
Ne. 3 to reference despatch) expands on what the Czechs mean by this. The Ammex
states that the United States statement "shall contein & premise of further steps
te be teken by the United States Govemment for the purpose of ocemplete normaliza- -
tion ef trade relations.* In’ response to my question as to just what this invelved,
Mr. Hajek was not toe preocise, He mgintained this should not oreste great diffi-
culty and maid that at o later stage.in the negotiations the Czechs would be pre-
pared te submit a draft statement for our consideration, I stated I theught we

had made clear in previous meetings just hew far we oould go in this respect and

I expressed the hope that these previous statements would be borne in mind, In
reviewing the records of previous meetings, after the last session with Mr., Hajek,

I find that in the 35th meeting on Octeber 30, 1957, Dr. Pudlak, for the Czechs,
used almeat the same languege and explained "complete normalizatien™ as being
"aither in the form of s bilateral arrangement or within the scope of the Gemeral
Agroement en Tariffs and Trade.” I assume that eur demestiec legislatiem prevents
sgreement te acting within the scepe of GATT., I am net certain just what a
"bilateral arrangement” implies but I sRlould think we weuld need to be mest cautieus
about agreeing te anything of the seort, :

I believe we sheuld stick te the pesition ef issuing & general statement
favering the expansien ef peaceful trade between our twe countries, It weuld be
nest helpful if the Department could furnish the Embasgy with a draft of such a
statement, We could then cempare it with the premised Czech draft and, if the
Czechs really want an agreement, we should them be able to wark eut a mutually
aceeptable draft,

ESTABLISHMENT OF CQMMERCIAL SECTION OF CZECHOSLOVAK EMBASSY IN NEW YORK

The ANNEX states that the Cemmerical Section of the Czech Embassy established
in New Yerk "shall enjoy all rights amd orivileges of a diplomatic missien."
Unless there are overriding reasons not apparent here I believe we sheuld agree
om thl..

ARMY CROWN ACCOUNT

Paragraph 4 of the Principles states the Army crown account shall be released
in aocord with “"the statement of the Czechoslevak representative ef February 11, -

U
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9". That statement is Enclesure No. 4 to the referenoce despatch and at first
glance is s most ouricus decument . Aas I peinted cut te Mr. Hajek at our meeting,
this decument centains statements which are, in ewr view, cemplétely inaccurate
and offensive and which have ne place in an ecenemic agreemsnt. After seme
argument Mr. Hajek said the deocument was merely te make clear the ressens fer
the Cgzech pesitien en this questien and was net meant te be a part of the final
agreement, In essence the Czecha maintain that the Agreement eof 1947 is ne lenger
applicable because the cenditiens prevailing at the time of its signature have
chmged, They are ebvieusly most reluctant, under present cenditiens, te reaffirm
a1y agreement with United States military autherities, They apparently fear this
weuld be mismmderstood by their colleagues in the Warsaw Pact and weuld be peliti-
cally embarrassing to them, Hewever, they are perfeotly willing te re-negetiate
the sgreement and make substantial portiems ef the relsased acceunt availsble fer
purchases in Czecheslevakia by "the United States Gevernment”, net the Department
of the Army er Department ef Defense, What dispesitien is them made of these
purchases is of no oencern to the Czech Government and if they should turm up in
U.3. Army warehouses in Eurepe, nething- “would be seid, We could argue at length
with them en this peint, but I w'ufra.id the result would only be a continuatien
of blecking of the acceunt, On the ether hand if we adept a pragmatic appreash
te this preblem and agree te renegothte the 1947 Agrecment we de etand a ochanoe
of getting at least a portiu or our ﬁmds bwk for our use, 1 recommend we make
the attempt, i oot , ;

QARCELLATION OF PROVISIONS OF 'mEAsum cimm '655 |

Paragraph 5 of the Principles sets for the U.S. agreement to the cancellatien
of previsiens ef Treasury Circular 655 and paragraph D of the Annex gives the state-
ment ef the Czech Government designed to make this pessible, In my epinien this
ie generally satiasfactery but it sheuld be expanded te include seme assurance that
recipients ef U.S. Treasury cheoks would have right of free sccess to the U.S,
Embassy in Prague in erder te establish their right te such checks and fer ether
purpeses in cennectien with the receipt of the ohecks,

:Iﬂ ACCOUNT t

Mr, Hajek did not expmd en tais peint but I recommend we enter negatio.tions
»i th him en the peint as stated in Paragraph 6 of the Prinoiples. I de net believe
the question of whether we ebtain the 14,32 or the 7,2 rate is of sufficient im-
periance te cause breakdewn of the talks and while we sheuld begin by asking fer the
meore faverable rate we sheuld-be willing-te aoccept:the ether, . Department's in-
structions are requested em wlnt purpeses would be mqptubla for use of acceunt.
It is prebably not necessary te have such atutement u.t enoe. if ap'reemmt in prin-
oiple oan be given te Czech pesitien, :

UeSe GRANT OF EXPORT LICENCES FQR GZECH GoOoDsS

I am net able to judge frem information available here whether goods memtioned
~ in parsgraph 7 ef Principles are eligible for export under present regulatiens, We
have already sgreed in principle to this request and I believe we should de every-

thing pessible te meet Czeoh demands,

_—
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Paragraph 9 of the Principle s ebligates Cszechoslovakia te resume debt
serviee en gellar bends under cenditiens to be agreed upem between the representa-
tives of the emners and the Czech Ministry of Pinance, with the provisien that if
ne sgreemsnt is reached within six months the questien will be discussed through
diplematic ochaxmels, This is substantially as previously agreed upon and if
agreepent is reached en all otthnttara' I believe we sheuld comcur in this,

BELEASE OF BLOCKED AND BESTED CZECH ASSETS IN UNITED STATES

While we have previcusly given agreement in principle te this demand which
is stated in paragraph 8 ef the Principles, nevertheless it is believed that
paragraph C ef the Annex could be interpreoted te apply in this case and this
creates diffioulties as will be aseen belew,

While these two matters are net directly linked in the decuments presented
by Hr. Hajek they are in fact related as will be seem. Paragraph C of the Annex
requires the United States Government te "see to it" that United States ocourts
dissentinne preceedings in cennectien with claims arising eut of natienalizatien
mneasures and further states that sheuld any such olaim be satisfied eut of Czech
assets in the United States "befere or after® the econclusion ef the present agree-
ment, “the sum in questien will be deducted frem the lump sum cempensatien...”
It is specifically stated that this prineiple shall apply te the Zivnostenska
Banka case as wéll as the case against the Statni banka as mentiened in the
statement of Mr. Hajek of January 27 , 1959. (Reportod in: mbassy's despatch
Ne. 365 of January 28, 1959.)

The preblem raised by this paragraph is the mest difrimﬂt fa.oing us in these
negetiations and one fer which at the present time I see ne good selutiem,
Mr. Hajek in the course of his eral presentation put ferward what he termed a
"personal, infermal" suggestien, but which, it became evident; would be acceptable
to the Csechs if sagreed to by the United States, This was meant to cover not emly
this ease but alse the IBM case, Hajek's prepeosal is that if the U.S. Governmment
will teke steps to see that those assets of the Ziwmostenska Bank now in the hands
of & receiver, be oonserved and turned back te Czechoslevakia, the Czech Gevern-
ment will inerease the ameunt of the lump sum settlement by an equivalent ameunt.
(The smeunt invelved is just under §1 millien.) The Czech Govermment will net
quibble over the appreximately $50,000 already distributed by the receiver, If
this is done Bajek alse suggests that the United States threw the IBM case inte
the lump sum settlement., He further states that if the United States Gevermment
prefers te treat the IBM case as originally prepesed aleng the same lines as the
bendhelders case the Czechs will be willing to do se and will gra.nt a visa te an
IBM representative after the cenclusisn of the everall sgreememt, In attempting
te persuade us of the merits ef the first ceurse beth Hajek and Pelorny indicated
that the taxes and assessments pending against IBM were of such a magnitude that
there would be little left te give te IBM as a result of separate negotiatiems,
Pekerny said at ene peint that the tax assesament em the machines alene ameounted ’
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te sems Krs, 309000,,000 and that in addition there would be taxes en the monthly ‘
receipts,

As the Department will see frem the report of the meeting on February 1, I
made as olear as I ceuld my doubts about our ability to agree te any such solutien.
In sdditien I sent & persecnal informal mote to Mr, Hajek the next dgy re-emphasizing
the difficulty we would have in meeting his desires, A copy of this le tter ias
enclesed, It is cerfainly true however, that we have been on notice since Novem-
ber 29, 1955, of the Czech pesition on this point and I eannot help wondering
whether er net we did everything pessible te try te conserve the assets which the
Czechs believed they had., As peinted out in my letter te Mr. Hajek, there prebably
haw been and I believe continues to be a real inability en the part of the Czechs
te understand hew cur system werks. ¢hile Hajek,himself, may have such an under—
standing and prebably dees, he may well net be able to convinee the Party leaders
whe will make the ﬂnal decisien,

The enly suggestien fer meeting the. Czech pn:lnt in any uy which eccurs te
mistogetthmtoagrsetouittherordl"befmor" in paragraph C of the
Annex upen reosiving eur eral aspurance that, in faoct, the assets ef the Ziwnes-
tenska Banks will net be further’ liquidated end will be available fer adding te the
lump sum, I am not at all sure we oan or should de this er that we ceuld persusde
the suspicieus Czechs te accept eur eral assurances., I am also not at all sure
we should put the IEM case into the lump sum settlement altheugh the statement in
Mr, Sherer's memorandum of January 30 te Mr. Kearney of L/EUR, that over the years
IBM "has ebtained rental payments well in excess of the wvalue of its invashnentou o
makes me more inclined te agree to seme such precedure,

I hope the Department may be able to offer some suggestion as te how te bxveak :
this deadleck, Failing such a suggestien I recemmend that I be autherized teo agree
.. te all ether peints in the Czech propesals-in accerdance with the suggestians in

 this despatch and then make it clear to them that this point is the only stuzbling
- bleckte an agreement, It is just pessible that if they can be cenvinced this is
& peint on which we cannet budge, even if we wished to de se, thesy will cenclude
the everall bemefit of an agreement eutweigh thelr very real cbjactions in pris-
ciple te our handling of the Zivnestenska Banka cass and related matters, Im this
oennectien I believe a formal reply sheuld not be made too soem fer we should at%
least endeaver to give the impreasion of really explering the pessibility of meet-
ing the Czech wishes, I wuld suggest a reply be made within a menth but net
befere the elapse of two or three weeks, If in the meantime any further sugges-
tiens ecour I shall pass them en but I de net wish this despatch to mias thil

waek's peuch,
y 2 -
John M. Allisen
Enclesures

1, Cepy of informal nete te

L . Mr, Hajek. : _J
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. From Pra gue

! . , American Embassy,

Prague, Czechoslovakia,
February 12, 1959.

Dear Mr. Minister:

Since our meeting yesterday afternoon I have been going over the
records of the previous meetings in order to refresh my memory as
to exactly what statements had been made on both sided, with
particular reference to action by United States courts affecting
the status of Czechoslovak property physically located in the United
S8tates. As a result of this review I am afraid that there has been
left in the minds of the Czechoslovak negotiators an uncorrected
impression of the real nature of the separation of powers and the
role of our Judiciary in matters affecting international affairs.

In the second meeting of the present series of negotiations,
on November 29, 1955, Dr. Pudlak raised the question of CGzecheslovak
property in the United :States and requested the assurance of the
United States Government that the "legal and de facto status" of
this property would not be impaired during the negotiations. In
the third meeting, on December 2, 1955, Mr. Vedeler, for the United
States, said that the United States could give no such assurance
respecting possible court actions and he then pointed out the nature
of the separation of powers between the Executive and Judieclary
branches of our Government. In the same meeting Dr. Pudlak con-
tinued his discussion of this point and; according to our records,
he claimed that the United States Government would be responsible
under internstional law for any action taken within its Jurisdic-
tlon. He further claimed that the separation of powers was not
valid in internatienal law but only internally in the United
States and that the United States Government bears the responsi-
bility for all act's, whether administrative or Judicial under its
jurisdiction, He 1s further reported to have said in substance
that even internally United States courts take the position that
foreign policy is binding on the Judiciary.

I do not
His Excellency -
Jiri Hajek,

Deputy Minister of Foreign Affairs,
Prague. ‘

B a
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- I do not find in the records presently available to me an .
adequate refutation of what is obviously a misunderstanding by Dr.
Pudlak of the American system of government and constitutional
provisions, as well as, it seems to me, somewhat a misunderstanding
of international law. When Dr. Pudlak states that United States
courts take the position that foreign policy is binding on them,

I believe he did not have a clear understanding of United States
constitutional processes. Paragraph 2 of Article 4 of the United
States Constitution states as follows:

#"This Constitution, and the laws of the DUnited States in
Pursuance thereof; and all Treaties made, or which shall
be made, under the Authority of the Unit el States, shall
be the Supreme Law of the Land; and the Judges in every
state shall be bound thereby, anything in the Constitution
or Laws of any State to the contrary notwithstanding."

You will note from the above paragraph that it is only when a
treaty with a foreign government has been made by the proper United
States authorities that it is considered part of the law of the
land and is binding on United States couwrts. It is only under
such circumstances that United States courts can be said to take
the poaition that foreign policy is binding on them. Between
Czechoslovakia and the United States there has not been, and 1s
not at present, any treaty or agreement relating to Czechoslovak
property physically within the United States. % believe that
under international law the soveieignty of a country over property
fhysically located within its boundaries is recognized unless there
8 some international treaty or agreement providing otherwise. 1In
the absence of such an agreement, the United States Government
cannot be considered responsible to Czechoslovakia or any outside

authority for acts affecting Czechoslovak property within the United
States., %

ggapurpose in sending you this informal note is merely to
re-emphasize what I sald yesterday about the extreme difficulty my
Government will have in agreeing to the position set forth by you
concerning Czechoslovak assets in the United States which have been
affected by court action. I do not in any way go back on my state-
ment to you yesterday that I ‘'shall forward not only the documents
you gave me to my Government, but shall also make a full report of
your oral statements and your informal suggestions as to how this
matLer might be solved, This I am doing at once and I shall let
you know as soon as any response is recflved from Washington,

- I h0pe the above may be helpful to your understanding of t
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