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M E M O R I A L S T O V I C T O R I E S I N T H E S E C O N D W O R L D W A R 

MEMORANDUM BY THE MINISTER OF DEFENCE 

On 15th September, 1960, the Cabinet invited me, in consultation with the 
Service Ministers and the Minister of Works, to consider, in the context of the 
proposal by the Secretary of State for Air that there should be a memorial to 
the Battle of Britain, the general desirability of erecting public memorials 
commemorating victories in the Second World War (C.C. (60) 50th Conclusions, 
Minute 1). I have also consulted the Home Secretary. 

2. No national memorials to victory have been erected in this century. It 
is known that some Local Authorities have named streets after battles or 
campaigns of the last War, and one village in Hampshire was re-named Enham-
Alamein. It is also the custom of the Services to commemorate memorable 
actions in the names of barracks, camps and other Service installations. Neither 
the Royal Navy nor the Army wants to do more than this. 

3. I have no knowledge of any, public discussion of the desirability of 
memorials to victory. In 1945 the House of Lords debated the form which 
memorials to the dead should take (House of Lords Official Report: 
14th February, 1945: Col. 1011). No suggestion was made in the course of the 
Debate that there should be memorials to victory as well. I know of no reason 
for supposing that public opinion was different at the time, or that it has changed 
in the intervening 15 years. One would suppose that there would be even less 
interest now. 

(4. I conclude that it is doubtful whether there would be much, if any, support, 
either for a single memorial to victory in the Second World War, or for a series 

-of. memorials to particular victories. 
5. It does not, however, follow that there would be little or no support for 

the proposal to commemorate the Battle of Britain which is in many ways a 
special case. Its memory has been kept green; it is still regarded by the general 
public, as the Secretary of State for Air has said, as a major victory and deliverance; 
it was manifestly a battle against heavy odds; and it has not given rise to the 
discussion and controversy which have clouded other great feats of arms. 
Moreover, Press comment in 1959 was favourable to the idea of commemorating 
the Battle of Britain. 

6. It may well be that the Battle of Britain occupies a special place in the 
minds of people because it was so near to us and because we were all in it in the 
front line—the wardens, the Fire Service, the aircraft workers and the civil 
population at large—as well as the fighting Services. If the Battle is to be 
commemorated I feel that it would be right for the memorial to be dedicated, not 
only to the Royal Air Force, but also to all who helped to make the victory 
possible. 
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7. I agree with the, Secretary of State for Air that the form whiqh a memorial 
should take should be remitted to a small committee of public names. But the 
establishment of such a committee would commit us to the project. As a first 
step I suggest that we should do what we can to test public opinion, e.g., by 
consultation with politicalparties ori'b'6'rh sid£s; the'-British' Legion and perhaps by 
initiating correspondence in The Times. 

8. I would also propose that if, after testing opinion, we decide to go ahead, 
the committee appointed to consider the form which a memorial should take should 
also, be asked fo consider the question of a public appeal for funds. ]S£p£rfenCe 
has shown that this is necessary to arouse and crystallise public interest, even 
though the Government would have to underwrite the project. 1 ' '"" " ' 

9. If it is decided that a memorial should be erected, we ought not, I suggest, 
to think primarily in terms of a traditional monument or mural. A memorial 
would most fittingly commemorate what was essentially a battle of young men if 
it were of direct benefit to young people. ' "' 

10. A scholarship fund on the lines of the Kitchener Services scholarships 
springs to mind, but, like other forms of direct financial benefit, this would 
probably not be of great value in these days. 

11. One imaginative suggestion which has been put forward is that the 
memorial should take the form of an additional hall of residence at one of the 
new Universities, over and above what would normally be provided. If, as seems 
likely, there is to be a University of Kent it would be particularly appropriate to 
establish the memorial there. ' "' 

12. I am greatly attracted by this idea, which I believe would receive wide 
support. I commend it to my colleagues. 

13. I conclude that: 
(a) There is no evidence of any general demand for a public memorial or 

memorials to victories gained in the Second World War, but there might 
well be public support for a memorial to the Battle of Britain. 

(b) If the Battle of Britain is to be commemorated it'should be by way of a 
memorial commemorating the effort of all those who took part, civilians 
as well as Servicemen. 

(c) A memorial might fittingly take the form of an additional hall of residence 
or other suitable building at the proposed University of Kent if it is 
established. 

(d) The Secretary of State for Air should test public opinion and report again 
to the Cabinet before a public announcement is made and a committee 
of public names appointed. 

(e) The committee should consider the form of a memorial, including the 
suggestion at (c) above, and should be asked to consider' also the 
question of a public appeal for funds. 

H. W. 

Ministry of Defence, S.W.1, 


11th April, 1961. 
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R A I L W A Y W O R K I N G W E E K 

MEMORANDUM BY THE PAYMASTER GENERAL 

The British Transport Commission are now faced with claims from the Railway 
Unions for a reduction in the working week: 

Railway Conciliation Grades from 44 hours to 40 hours; 
Railway Salaries Staff from 42 hours to 38 hours; 
Railway Shopmen from 44 hours to 40 hours; 

i.e., a reduction of 4 hours per week all round. 

2. The Railways are now almost the only major industry with a 44-hour 
week—most are working on 42 hours"—and the Commission, believing that a 
reduction of 2 hours is inevitable, wish to negotiate such a reduction and to give 
a reply to the Unions early next week. 

3. They are of the opinion that they could arrange for a 2-hour reduction on 
more favourable terms than if they try to let the matter go to arbitration. 

4. Under present conditions the cost in a full year would be £17 millions; 
the cost in the current year would depend On the date of the reduction in hours. 

5. The Wages Committee considered the matter on 11th April and came to 
the following conclusions: 

(a) that a 42-hour week (staff 40 hours) was inevitable; 
(b) that a negotiated settlement should give the best results; 
(c) the Transport Commission should inform the Unions that they were willing 

to concede the principle of a reduction of not more than two hours 
per week, subject to the settlement of satisfactory rosters for all the 
grades concerned and to this end there should be co-operation in the 
use of work studies to settle the most advantageous working in the 
interests of all concerned. 

6. In carrying out these arrangements 1st January next should be the aim for 
the start in the reduction of hours but an earlier date might have to be fixed if 
circumstances allow. 

7. The Cabinet should be aware that a settlement of this matter, while it 
may delay a wage claim, would most probably be followed by such a claim; but 
the Committee considered that that should be considered on its merits when it 
arose. 

M . 

Office of the Paymaster General, S.W. 1, 


12th April, 1961. 
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SCOTTISH TEACHERS' PAY CLAIM 

Memorandum by the S e c r e t a r y of State for Scotland 

I informed m y c o l l e a g u e s ora l ly on 28th March that t e a c h e r s in 
Glasgow have threatened to s tr ike for a week f r o m Monday, 8th May, u n l e s s 
by 1st May I had a s s u r e d them that I had abandoned sugges t ions for the i n t r o 
duction of non-graduate m e n t e a c h e r s and an i n c r e a s e in s a l a r i e s acceptable 
to the p r o f e s s i o n had been negot iated . My c o l l e a g u e s a g r e e d that I should 
make no c o n c e s s i o n on e i ther point. 

2 , The s a l a r y i s s u e has now acquired part icular urgency because 
the Nation.-.l Joint Council for T e a c h e r s S a l a r i e s in Scotland (the Scott i sh 
counterpart of the Burnham Commit tee ) on 7th Apri l reached a g r e e m e n t on 
recommendat ions to m e . T h e s e are for a genera l i n c r e a s e of 12j per cent 
on the current s a l a r i e s of a l l g r a d e s of t e a c h e r s coupled with a reduction 
of a l l s c a l e s to 12 or 10 y e a r s . The total cos t of the recommendat ions v/ould 
be about £6 . 5 m i l l i o n s r e p r e s e n t i n g an i n c r e a s e of 18 per cent on the 
3a lar ie3 b i l l . 

3 . An i n c r e a s e of this magnitude i s c l ear ly unacceptable;, i n c r e a s e s 
in l ine with what i s understood to be the intention of the Engl ish loca l 
authorit ies would have amounted to about £4 m i l l i o n s or about 12 per cent 
of the s a l a r i e s b i l l . M o r e o v e r , it i s quite unjustif iable to give a genera l 
i n c r e a s e of 12 -̂ per cent to al l g r a d e s i r r e s p e c t i v e of the need to attract 
r e c r u i t s to each of t h e s e . F o r e x a m p l e , it would be difficult to justify 
an i n c r e a s e of anything l ike this order for women non-graduate t e a c h e r s . 

4. One s e r i o u s a spec t of the mat ter i s that both tho Engl ish loca l 
authori t ies and the Engl i sh t e a c h e r s , who have not yet reached agreement 
on the Burnham C o m m i t t e e , m a y be influenced by the bel ief that the 
a g r e e m e n t reached by the National Joint Cotincil in Scotland might be 
accepted by the Government . The Enrjlish loca l authorit ies are to m e e t on 
14th Apr i l to r e a c h a g r e e m e n t on the offer which they will make to the 
Engl i sh t e a c h e r s at the m e e t i n g of the Burnham Committee on 20th Apri l . 

5. In t h e s e c i r c u m s t a n c e s , I p r o p o s e , subject to the agreement of 
my c o l l e a g u e s : 

(i) that the S e c r e t a r y of the Engl i sh loca l authori t ies s ide should 
be in formed in confidence forthwith that when they are preparing their offer 
it should not be a s s u m e d that the National Joint Counci l 's recommendat ions 
wil l be accepted and 

(ii) that before the m e e t i n g of the Burnham Committee on 20th Apri l 
I should inform the National Joint Council , that for the r e a s o n s indicated in 
paragraph 3 their r e c o m m e n d a t i as cannot be accepted as they stand, and that 
I would intend to put a l ternat ive p r o p o s a l s before them for their v iev /s . 
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(These p r o p o s a l s would have r e g a r d to the varying needs to s t imulate 
recru i tment of the s e v e r a l grades of t e a c h e r s and to the total cos t acceptable 
to the G o v e r n m e n t . ) It wi l l be n e c e s s a r y to ensure that the Engl i sh loca l 
authorit ies and the Engl i sh t e a c h e r s are aware of m y dec i s ion before they 
meet on 20th Apr i l and it m a y be des irab le that I should make the pos i t ion 
c l ear by a s ta tement , p o s s i b l y in answer to a Question in the House on 
Tuesday. 

6. I f ee l bound to warn m y co l l eagues that my refusal to accept 
the agreed recommendat ions of the National Joint Council , an unprecedented 
s tep , s e e m s bound to m e a n that the threatened s tr ike in Glasgow wi l l take 
p lace and that t e a c h e r s in other par t s of Scotland may join it . I a m 
cons ider ing whether it would be t a c t i c a l l y w i s e to announce s imultaneous ly 
with my d e c i s i o n on s a l a r i e s that I propose to defer a dec i s ion on the i n t r o 
duction of non-graduate m e n , at l e a s t until the Robbins Committee on 
Higher Education has reported . I should l ike to l eave the dec i s ion on 
whether or not to make such an announcement to be determined in the 
light of the g e n e r a l s i tuation a s it deve lops . 

J . S . M . 

Scott ish Office, S. W . l . 

12th Apr i l , 1961 
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CABINET 

WASHINGTON TALKS, APRIL 1961 

NOTE BY THE SECRETARY OF THE CABINET 

- By the Prime Minister^ direction I circulate the attached records of the four 
^formal meetings which he had with President Kennedy in Washington on 5th, 
6th and 8th April, 1961. 

The Prime Minister proposes that the main issues raised at these meetings 
: should be considered at a meeting of the Cabinet on 20th April. 

(Signed) NORMAN BROOK. 

Cabinet Office, S.W. 1, 


13th April, 1961. 
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P.M. (W) (61) 1st Meeting 

RECORD OF A MEETING HELD AT THE WHITE HOUSE ON 

WEDNESDAY, 5th APRIL, 1961, AT 11 a.m. 


Present: 

UNITED KINGDOM UNITED STATES 

President Kennedy The Right Hon. Harold Macmillan, 
M.P. Mr. Dean Rusk 

The Right Hon. The Earl of Home The Hon. Douglas Dillon 
The Right Hon. Sir Norman Brook Mr. George Ball 
Sir Frederick Hoyer Millar Mr. David Bruce 
Sir Harold Caccia Mr. Foy Kohler 
Sir Robert Hall Mr. Charles Bohlen 
Mr. D. B. Pitblado Mr. Walter Heller (Item I) ' 
Mr. J. W. Russell Mr. James W. Swiehart [Item 1) 
Mr. A. C. I. Samuel Mr. Dean Acheson (Item 2) 
The Hon. P. E. Ramsbotham Mr. Averell Harriman (Item 2) 
Mr. P. F. de Zulueta Mir. Roswell Gilpatrie (Item 2) 
Mr. J. A. Thomson 
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1. International Economic Problems 
President Kennedy, after welcoming Mr. Macmillan and his party, said that 

his Administration were faced with a number of difficult economic decisions, such 
as the outflow of gold and the problem of reciprocal trade. What happened in 
Western Europe, particularly in relation to the Six and the Seven, would affect the 
United States and their future prospects. He would like to hear Mr. Macmillan's 
prognosis.of economic developments. 
.' Mr. Macmillan said that, in his view, the Communist Powers were gaining 
ground at the expense of the West. This was due to the free world's divisions. 
Only when these divisions were healed in the fields of banking, finance and trading 
would it be possible for the countries of the West to give the maximum help to one 
another and to the less developed countries. One reason for these divisions was 
the re-emergence of Europe; it was almost true to say that Europe was now a third 
force. He and President Kennedy had recently had discussions about Laos and 
it was significant that Germany and Italy and even France, though now rich 
countries, were not interesting themselves in this problem. We must find a way 
of operating our financial, economic and trading policies in such a way that this 
kind of thing did not happen. We must re-unite the West under American 
leadership. This must be the theme of our policy. 
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Mr. Macmillan said that there was a long-term and a short-term aspect of 
the economic problem. Both the United States and the United Kingdom were in 
temporary difficulties, and yet their two currencies were the reserve currencies of 
the world. They therefore had to endure double strain. One thing that must be 
done was to put pressure on the countries that were running a surplus to induce 
them to disgorge it. The German surplus was a case in point. It was significant 
that this was almost equivalent to the amount that her allies spent in keeping troops 
on her territory for her defence. Paradoxical though it might seem, the problem 
of imbalance could in theory be solved by withdrawing these troops and abandoning 
the military alliance. It was true that plans were being drawn up to reduce this 
imbalance by measures, which included increased sales of arms to Germany from 
the United States and the United Kingdom. Another short-term remedy would 
be greater use of, and more flexibility in, the International Monetary Fund. One 
encouraging sign in our recent difficulties had been the greater co-operation of the 
centra! banks in curbing speculation by individuals. 

Turning to the longer term, Mr. Macmillan said that he did not see how the 
free world could continue to carry on four times the amount of trade with only 
twice the amount of credit that had been available in the past. It was therefore 
essential to increase the total credit resources of the free world and to increase the 
rapidity of credit movement. Secondly, it was essential to ensure that one country 
did not accumulate capital and sit on it. If one player in a game accumulated ail 
the counters and did not put them back into circulation, the game could not 
continue. In the 19th century the United Kingdom had earned huge surpluses and 
re-invested them overseas. Since the war the United States had made vast resources 
available in aid. The rich European countries should now be doing the same. 
There must be an understanding that no country should sit on all the counters. 
The central banks might be able to find a way cf preventing the holding of surpluses. 
Capitalism would not work unless it was running at full speed. Unless the free 
world could organise this—and it would be for the United States and the United 
Kingdom to take the lead—power would pass to the Communists. 

Mr. Dillon, who was invited by President Kennedy to comment on Mr. 
Macmillan's remarks, agreed that the immediate need was to increase the possibilities 
of drawing on the International Monetary Fund under its existing Articles of 
Agreement—though he did not think that the United States themselves would wish 
to exercise any drawing rights this year. The countries with surpluses did not like 
being called upon for funds in the International Monetary Fund and it would 
therefore be necessary for the United States and the United Kingdom together to 
put pressure on them. Mr. Dillon said that he was glad we had been able to make 
some progress with the Germans in the matter of the purchase of military equipment 
from the United Kingdom, and the United States certainly hoped to do the same. 

So far as the long-term problem was concerned, Mr. Dillon said that a condition 
of any solution that might be found would be its acceptability to Congress and, he 
assumed-to the United Kingdom Parliament. Anything in the nature of a world 
central bank would' involve some encroachment on national sovereignty. The 
United States Government were studying this aspect of the problem. Another 
point that he wished to emphasise was that we must press on with short-term 
remedies and not talk to the European surplus countries about our ideas for long
term remedies, lest they should use them as an excuse for not doing anything in 
the short term. Mr. Macmillan entirely agreed with this point. 

President Kennedy intervened to say that, if the United States lost gold for 
another year, there would undoubtedly be pressure on the Administration to cut 
down either their foreign aid or their military commitments. He hoped therefore 
that the Germans would help both by taking a greater share of aid to less developed 
countries and by increasing their arms purchases from allied countries. 

Mr. Macmillan said that he hoped it would be possible to examine ways in 
which the military costs of the United States and United Kingdom in Germany 
could be lessened. One possibility was that money might be saved by changing the 
location of the troops. Another was by making arrangements which would ensure 
that money spent on stationing troops in Germany would be paid out again by 
the Germans either in foreign aid or in purchases of military equipment. If the 
location of troops was to be changed, one way for the United Kingdom might 
be to have British troops stationed at home though still under North Atlantic 
Treaty Organisation command. 



President Kennedy said that one of the difficulties for the Germans was that 
there was still a feeling in Germany that the British and American troops were an 
occupation force. He fully agreed that a study of this problem should be made. 

President Kennedy asked how the problem of the Six and the Seven stood. 
Did Mr. Macmillan think that a more prosperous Europe would come out of it, 
with opportunities not only for the United Kingdom but also for the United States 
and Canada, or would the problem of the Six and the Seven develop in such a way 
as to cause difficulties for all of us? 

- Mr. Macmillan said that there were both economic and political aspects to 
this problem. Modern technology demanded that markets should be larger; and, 
the larger a trading association was, the more useful it would be. His own dream 
was that the Six and the Seven might ultimately form part of a wider Atlantic 
union. The widest possible trading area would thus be created. His feeling was-, 
that the United Kingdom and some of their partners in the Seven would have to 
find a means of association with the Six. He believed that it was in the interests of 
the free world that Europe should be reunited and should ultimately look to an 
Atlantic union. Otherwise the Six might constitute themselves a third force, and 
that would cause difficulties both for the United Kingdom and for the United 
States. At present the main obstacle might be General de Gaulle, who saw in the 
Six a political entity which would allow Europe to free itself from what he 
regarded as the domination of the Anglo-Saxons. But, if he went, the leadership 
might pass to Germany and it might not be Dr. Adenauer's Germany. The 
temptation for the Six countries to set themselves up as a third force would be 
very strong. Mr. Macmillan therefore thought that it would be to the advantage 
of the Western world that the United Kingdom should be associated with the 
political institutions of the Six. It could provide a stabilising element which would 
prevent either France or Germany from dominating Europe. He would like to see 
this come about provided it was supported by the United States. 

Mr. Macmillan added that it was sometimes suggested that the choice for 
the United Kingdom was between Europe and the United States. He did not 
accept that. He thought that we should all try to work together and that the 
United Kingdom could use its influence to make a bridge between Europe and 
North America. That was why, provided he was sure of United States support, 
he would like to see the United Kingdom in, or in close association with, the Six. 

' President Kennedy agreed that the arguments that Mr. Macmillan advanced 
in favour of United Kingdom participation in the Six were valid. He thought that 
if the United Kingdom took such steps now, when conditions were favourable, the 
effect would be to tie Germany more closely to the West. This would be to the 
common good. But if the United Kingdom remained aloof from this European 
association until after Dr. Adenauer and President de Gaulle had gone, the 
situation would be very much more difficult' He added that it would also be in 
the economic interests of the United States and of the Commonwealth for the Six 
to be broadened. It was true that the United States and some of the less developed 
countries, particularly in Latin America, would have to face certain problems, but 
the free world in general would be strengthened. 

M0. Lord Home said that, if we had seemed slow in coming to the conclusion that 
we ought to join the Six, this was because we had to be very careful of the interests 
of other Commonwealth countries. We must not harm them and so risk breaking 
up what was a stabilising factor in the world. Now, however, we were beginning to 
see how we could deal with this problem without undue detriment to our own 
interests or those of other Commonwealth countries. 

2. North Atlantic Treaty Organisation 
President Kennedy suggested that Mr. Rusk should open a discussion on the 

political aspects of the North Atlantic Treaty K ^anisation (NATO). Mr. Acheson 
could then report the results of the study ol Us military aspects, over which he 
had presided. 



(a)-Political, ,; :; - 
m Mr. Rusk -said that the new Administration had been thinking a great deal 

about the health of the-Atlantic Community. They felt that in the 1960's the 
Atlantic Community would be faced with problems which would take it well 
beyond.the concepts on which NATO had been founded in the 1940's. Even if 
Communism did not exist, the birth of new countries and the recent developments 
of science and technology would call for far-reaching changes. As it was, the 
Communist Sino-Soviet bloc had taken advantage of the turmoil to launch a new 
type of offensive. This was reflected in the communique issued by the Communist 
Summit meeting in November 1960. There had been a startling increase in the 
employment of Communist resources outside the bloc, and they certainly got a 
high political return on their investment. The Administration felt that we must 
all consider the 1960s as a period of struggle for the survival of free institutions 
in all parts of the world, ' . " , ' 

Mr. Rusk continued that in this situation the Administration judged that the 
unity and cohesion of the Atlantic Community was critical to the survival of free 
institutions everywhere .The tasks which it faced in the fields of defence, 
economics and politics were very large. Much would turn on its ability to achieve 
unity and to mobilise its resources. Both the United Kingdom and the United 
States were deeply committed in other parts of the world. Nevertheless,^ the 
Administration felt that the unity and strength of the Atlantic Community must 

:be a central object of policy.
If this were accepted, Mr. Rusk continued, what did it. imply for national 

policies? He thought there had hitherto been certain failures amongst members 
of the Atlantic Community to give proper weight to the effect of purely national 
policies on the Community as a whole. The United States, amongst others, had 
been negligent in this duty. Much could be done by improving consultation. Not 
enough use had been made of the North Atlantic Council. Nor had it proved to 
be a very effective forum for the solution of disputes within the Community. He 
hoped that the North Atlantic Council could be transformed into a forum where 
the national representatives would be men of outstanding ability able to discuss 
affairs " up to their metal ". Mr. Rusk also thought that informal sub-committees 
could be established to deal with various areas, e.g., Latin America, South-East 
Asia, &c. The existence of such committees should not be publicised.; Another 
possibility was that every six mojiths or so groups of distinguished men, who would 
not be the official representatives of their Governments, might be appointed to 
assess what was happening in NATO and how it was getting on. 

Mr. Rusk summarised his views by saying that, despite the difficulties, 
far-reaching questions should.be discussed in the North Atlantic Council so that 
problems might be assessed before they arose in an acute form and a consensus 
of opinion developed which would make action easier when.the time came for it. 
We should make it clear to our allies that the health of the Atlantic Community 
was a central object of policy, and that the lesser members of it would be enabled 
to voice their views before decisions were made. We must look'for ways to 
increase, the weight given to the interests of the Atlantic Community as a whole 
when national policies were being formulated. . . '-.;'' ] 

(b) Military 
Mr. Aclteson said that he had studied the military policies of NATO, in 

consultation with representatives of the State Department, the Treasury and the 
Department of Defense. With the President^ consent he gave the following 
summary of his conclusions. 

He had begun by trying to cost the requirements for 1962-66 which Supreme 
Allied Commander Europe (SACEUR) had sent to the Standing Group. This 
was difficult to do, but it seemed probable that these requirements would over 
five years cost $25 billions more than the total of what NATO was now spending. 
He concluded that this figure was larger than the NATO countries could afford 
and that, in any case, it would be undesirable to spend so much in NATO having 

;regard to needs elsewhere.
Hi From this starting point he had studied the military policy.of NATO. This 
seemed to have turned almost a complete circle. In the early days the theory, had 
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been-thatjthe..shield.forces would be.able to-stop an attack and thus enforce a pause 
. i n ' which) decisions'-could.be: made.HIn 1956-57,:when the failure to achieve the 
$£force goals had become manifest, the decision had been taken to equip NATO 
-:^)vith\nuclear!weapons: The. question whether NATO should.be a nuclear. Power 

was' now. academic: 'NAJO was already a nuclear Power.... 
:f.bb7-SA:CEUR. had found-that, according to his standings orders, he should use 
I nuclear weapons:at. the outset:of:a;conflict. ' This seemed undesirable. He had 
£ there fore ; ' ^ of raising the threshold at which ' 
Iggucleathweaponsij.were--introduced/and^ncez-again\ introduced; the- doctrine of 

enforcing a,pause. - This seemed sensible, -x: . c '  ' 1 '"'. 
U.r-(yLooking at the existing forces; Mri Acheson thought there was already very 
^considerable nuclear powervm Europe.! But the conventional capacity. was not 
pendugh/V He had therefore recommended to President Kennedy that -first, prioritj
gsMuld be: assigned to the build-up of conventional forces. NATO should adhere 
lf:sJ.rongly to the forward strategy. - NATO conventional' forces,"using'conventional 
--,weapons,.should be able to deal with.the Soviet forces currently in Europe, say, 
ffsome! 20 divisions. The object would be to hold off. the enemy forces for two or 
ilJthree ; 

;weeks.This would give,a pause. But if the Russians pressed on, this 
0sw;puld.!mean nuclear' war. ; On I non-nuclear forces, Mr. Acheson said- that his 
^recommendation was that the: doubts! which 'had been raised by the previous" 
I Administration at the December Ministerial meeting should be set" ait rest. It 
1 -should be made clear that there was no intention to withdraw United States forces 
^from ^Europe. The United States should express the. hope that other member 
l-lOdyernrhents;would rapidly build up their own: forces to the.required levels and 
^standards."'This was not impossible, assuming that the French were, able to bring 

back their divisions from Algeria and the Germans pressed on with the provision 
fvdf the'five1 divisions which would, bring their \ troops up t o the level of their 
I commitments. Tt was also possible that Britain anight do more. Thus, the first 

", priority was to bring the' conventional forces: up.to;strength, to modernise them 
pMndtp improve their mobility.:f One consequence of this would be a switch in the. 

emphasis of United States ;aid:from;nuclear, weapons ^ .  r v ' v 

.-'.''*, On nuclear forces, Mr.; Acheson's recommendation was that President Kennedy 
should make it! clear that the-United-States had-no intention of removing any of 

,;,'the nuclear weapons already held in the NATO area, and that nuclear' weapons 
lalready;proniised,and in the:pipeline should be allowed to go forward. In future, 
lhQwever,iithe supply of:nuclear;weapons should have second priority to the needs 
^ofcthe.,non-nuclearcforces.:':The;provision of the M.R.B.Ms. for which SACEUR 

;1 had .asked: would not only be far. too expensive, but it was also a dangerous way 
If of putting fire-power into Europe.V It was undesirable that there should be a high 
. ^concentration of/these :weapons -in the forward areas, i Sea-borne missiles, were 

preferable.";;..;.;:..:-.1;: ..'-;-:-: :.:':: * -
:.:^./;::^:.^r.1'Acheson'''said. there'' were! two !inconsistent attitudes in Europe. Some 

people feared that the United States.' might be tooready t o use nuclear weapons. 
^Othefs-feaired that'she would be reluctantto do so.- These anxieties might be met
^Jjyiarrangements- under the headings'-"of "control and command. There should be 
S t r ^ f l c o n ^ o i so that the risk of the unauthorised use of nuclear weapons would 

' be diminished.'.' -On command, the allies should be asked to think out a set of rules.. 
At. presentthe President had sole responsibility under the law for releasing nuclear; 

''-*-!Va-r,lie^^;ln -the-",ease- of the. United Kingdom, Italy, and possibly soon with' 
)vGermany,'tms was modified by special agreements. But this was an unsatisfactory 
: situation. It seemed desirable that in the case of ground missiles and water-borne 
£missiles 5-the - President should say. that, until the allies had worked out some better 
:l'system;iif one could be found, he'would undertake to use the nuclear warheads at 
1 present under American lock and key in Europe if Western forces were subjected 
V to a nuclear attack or to a conventional attack which could not be contained. -This 
gwould inevitably involve the United States /earning to the defence of Europe with 
^ that America would1 use nuclear weapons 
:-:^.iiiiliuro^-with6ut;using. the Strategic Air Command. This should satisfy those who 
r^kii^iMpetkk-M^titstand''aside'.in-ra'.crisis.-;'/':;;';; J ; '":.£££:'££..,£ : /m

Kli;T4e;-fearsi'.of those; who, felt that America was trigger-happy might be met by 
- a n , offer'by-President Kennedyto honour; a set of principles, which the allies could 
£draw up -themselves vwith;United. States participation, directing how; and; in ijwhat' 
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circumstances nuclear weapons ^should- be' used. Alternatively^'the -allies1 might 
prefer to establish something in the nature of a War Council for this purpose. V-1 

Lord Home said; that hey agreed "generally. with;^Mrr'Ru$k.'s,"aoalysis';of ;the' 
political problems in: NATO.. He agreed that there should be:!imore political 
consultation in the North Atlantic Council. He recalled that at the"last Ministerial 
meeting the question had been raised, and it had been left to the Council to consider 
how this could be done. !: He was dubious, however, about' the idea of periodical 
reviews of NATO performance by-independent. ":wise -men '': - He agreed; that 
NATO was still the kernel of our collective security system.- But there was a case 
for reviewing the position. Might we be over-insured in Europe?' : There, was the 
problem of payments across the exchanges, and it was dangerous to make NATO; 
too strong in nuclear weapons, especially M.R.B.Ms. He was glad to hear that the ; 

emphasis was mow to be changed back to conventional weapons," but, this faced, the 
^ Uiiited^^ngdom; with: problems." f;', ::y; : - : V " Vy^t!'̂ ';A:.̂  

In reply to questions, Mr. Acheson said that his idea was that nuelearjweapons 
should be re-grouped so that there was stricter control over them.'!- He^did not 
necessarily advocate': the "-complete', elimination, of M.R.B.Ms. There should be 
constant study of the.development and role of new weapons. He did not expect 
that if the President agreed to make the declarations he had recommended, these 
would be public. He thought they.should be undertakingsfgiven to the North 
Atlantic Council.£ ^0iuf0m::HP.^rfi :pj £jy i:t$U vn; : 'U :afi)iVi:Mi&f0P: 

' Mr. Macmillan said that the core of the whole problem was the revival of 
Europe; The present malaise resulted from the feelings of the French,and Others 
that their'position was in some way inferior to that of the Anglo-Saxons. One 
possibility might be that the United Kingdom should offer.Ito share its national 
nuclear capability with its Allies. Another might be to let the French, develop, 
theirs. -' The West Germans needed us for the protection of Berlin and were.perhaps 
not very likely to t akean : independent line. If the:French brought back,their 
army from Algeria," 'the difficulties in NATO might be intensified.;-' For 
General de Gaulle would be reluctant to put the French Army under SACEUR. 
The Army meant a lot in1 France—much more 'than'it did in Britain or the United 

) States.- Generalde; Gaulle;believed. that:,the Army and the Church were the two 
bulwarks against Communism in France. Another way of posing the problem was 

' to. ask whether France; was Ito ;be regarded as a world - Power or1 as'- a' European 
Power. -Until General de Gaulle was satisfied that France was accepted as a world 

-Power he would; not; co-operate fully (with the West, whether in I NATO i or outside 
it, - This was clear from the; attitude he was adopting over the Congo, Laos, nuclear 
tests and the choice^of a new. Secretary-^General for NATO.' It went right through' 
both the. economic and political aspects of-the problem of theSix.: The pride of 
General de Gaulle and of other. determined men in Europe demanded that they; 
should have some fuller share of control'over the nuclear strength of the-West.; 
They could not tolerate a. position in which their, future was decided byothers. 
They were determined to put Europe back on the map.. There were certain signs 
in Germany that were'alarming. H  e felt.strongly that the fundamental^fact was!, 
that the Europeans were not going to be treated as second-rate people.^", ;. . -

Mr. Macmillan made it clear that he was posing a problem, not offering a. 
solution. 1 It was evident, however, that tinkering with the powers of SACEUR was 
not enough.- It was also evident that a small.number of unsophisticated -nuclear 
bombs, which might not amount to much of a force, could'nevertheless;oausear 

 l l  1 1great deal of trouble. : r.-: '-:;:'.::;';:':;-':'. M, '"' '. '--'  ' '  '," 

- - President Kennedy asked-whether there was any formula which might satisfy 
the.Europeans, or. would they only be satisfied.if they had a national nuclear 
capability? :.;v; :^ : : - ' . ' ; - : ' . ; ' ' ' - 1 l  - f i -. r:: - r;t.A ipfytiiiyihS&ify 

Mr. Macmillan said that they must have terms of honour. Perhaps if the 
French had a national nuclear capability they would be prepared, to-.put it:back into 
some form, of pool. French feelings on this were strong. -They were jealous of the; 

special relations which the United Kingdom had with the" United States.- They-did 
not understand that this existed, not because we were Anglo-Saxons,: but because 
we had discovered how to work sensibly together. We had got to find some way 
of meeting this problem. ' If President Kennedy felt it would':help, ; the United 

v ' '  ; ; i  ; Kingdom might be able to go into the Six.- He thought this was possible'^-'



:^Mr, Macmillan agreed that there should be more consultation between the 
countries of the West, and not. only in respect of the NATO area. It was unreal 
to suppose that, all member countries oould contribute equally. ;: There might, 

^perhaps be special groups for consultation and these might include others, such as: 
Australia and New Zealand and Brazil. . We might in this way try to bring Germany 
and France out of themselves and. thus prevent a dangerous spirit from growing 

Iwhicli'would.destroy the fundamental purpose of NATO. There must, of course, 
llbeiunity, but at the same time we should recognise a reasonable diversity within, 
j the Atlantic.Community. 

: 3  ̂ E u r o p e v . : ^ ' . ;  : . r /.:- i 
-'r'Mr: Ball said that he was impressed by the similarity between Mr. Macmillan's. 

;.views and those of the United States Government on the problem of the Six and the 
- Seven. The United States Government attached more weight to the political than 
' to: the economic. aspects. Here their objectives were two-fold, to maintain 

£Franco-German understanding and to bind Germany closely to the West. While 
llthey^recognised that the relationship of the United Kingdom and the Seven with 
- the Six was primarily a problem for "the countries concerned, the Americans had 

I been worried at the earlier ideas of a European Free Trade Area which seemed 
^calculated, from the American point of view, to increase the commercial 
^disadvantages while weakening the political advantages of a united Europe. They 
Ifhad feared that the United Kingdom, acting as a pole of attraction, might weaken 
I the forces for unity among the Six. But if the United Kingdom became a member 
' of the Six and brought her political genius to bear within it, she would provide an 

£element of stability in the period of uncertainty which was likely to follow the 
I departure of the present leaders of France and Germany. Such a decision on the 
llparfcofc -the.- United' Kingdom' would 'also'- confirm even more closely the special 
^relationship of confidence between' the United States and United Kingdom 

Governments. In short, the interests of all parties, on both sides of the Atlantic, 
"fj would be advanced if the United Kingdom could see her way to become a member. 
I of -the Six. But if there were merely some economic accommodation between the 

Six and the Seven, this would not only^ weaken the political value and potential 
of the Six but would also make the commercial problems more difficult for North 

:; America!- He hoped that the O.E.CD. might serve as an umbrella for further 
I; developments, and possibly lead to binding ties between the two; sides of the 

Atlantic. If it was a question of bringing the Seven together into relationship 
with the Six, this again might raise difficulties in so far as the neutral members, 
i.e., the Swedes, the Swiss and the Austrians, would be unable to play their full 

'I-part in the political institutions of the Treaty of Rome. He hoped therefore that 
tllthe-Onited Kingdom would take the lead and then to see to what extent the other 
:  : ; ;  members of the Seven could follow suit. - '

' Mr! Macmillan remarked that the three neutral members of the Seven would 
in any case have to be treated as special members of a wider relationship. He did 

I not think this would present any great difficulty.Sir, Robert Hall agreed and 
suggested that the O.E.C.D. might help over this.: v ;;'; kl"i :.;:-;-;; 

i^.' -Mr. Ball then turned to the question of the Commonwealth and the problem 
of tropical foodstuffs. Any merger of, the. two preferential:systems would be 
difficult for the Americans, particularly in respect of their responsibilities... t o 
non-member under-developed States. He hoped that the United States and the 

- United Kingdom could tackle this problem together. u\?\ v 

 ; : : Y : :4.Trade Questions - --: 

' 1 President Kennedy said that, during the next two years, he Would have great 
Ijiifficulties with Congress over the renewal of the Reciprocal Trade Act (R.T.A.) 
and to a lesser, extent over the Mutual Security Act. ' In the Southern Stales there 
was a:strong free trade group preoccupied with the problem of imports.of textiles; 

J&re-were also the North-Western States who were concerned about the imports' 
of canned fruits into the United Kingdom. He would need all the help he could 

; muster to get the R.T.A. through. He hoped that the United Kingdom Government 
"tight be able to help with two particular questions. ^ T . !'' .;' 

r

: (a) Hong Kong . 
'JJ;\President Kennedy said that the export of textiles from Hong Kong to the 

;UnitedStates had recently risen by 400 per cent. This was a cause of great political 



difficultypri the" United States. He hoped that it might be passible for the 
Governments of the United Kingdom and the United States to examine jointly the 
possibility of devising some system of voluntary limitation of these exports, on the 
lines of the arrangement which the United States had made with Japan. ' 

Mr. Ball-said: that the/arrangement for voluntary^ limitation of exports of 
textiles from Jarpan was due to expire in 1961. This enhanced the difficulties caused 
by the increasing imports of textiles from Hong Kong. The United States 
Government recognised the political and strategic importance of Hong Kong and 
the need to provide employment for its growing population, including the refugees 
from the mainland of China. They were therefore prepared to consider means 
by which any reduction'in the export of textiles from Hong Kong would.be offset 
by compensating expansion of other local industries which were less likely to be 
competitive with industries in the United States. It was understood that a United 
Kingdom mission would shortly be coming to the United States to discuss the 
problem in this broader context. . .... 

Mr. Macmillan agreed that this problem should be studied by officials of the 
two Governments. 

; \(b) Canned Fruit - -	  j-i-
President Kennedy said that he hoped that the United Kingdom Government 

would be willing to relax their restrictions on imports of canned fruit from the 
United States. 

, Mr. Macmillan said that this presented difficulties, since these imports were in 
competition with those from other Commonwealth countries. There would be 
particular difficulty over citrus fruits, since these were of major importance to the 
economy of the West Indies. It was in the interests of the United States, as well 
as of the United Kingdom, that the economic stability of the West Indies should 
be preserved—especially at this time, when their progress towards political 
independence was at a critical stage. 

: -Mr. Ball said that, even if an exception had to be made in respect of citrus fruit, 
it would be helpful if there could be some relaxation of the existing restrictions on 
the import of deciduous fruits from the United States. This presented no special 

: ;problem for the West Indies. -
Mr. Macmillan undertook to consider this question?. . .  . 

(c) Commodity Prices , 
.President Kennedy said that it would be useful if officials of the United States 
and United Kingdom Governments could study the possibility of devising further 
schemes.for stabilising prices of primary commodities, especially those.which were 
of importance to producers in Latin America and Africa. . ,. 
. Mr. Macmillan said that he would favour such a study. ! It must however be 

recognised that there was no general panacea for commodity prices as a whole: 
each commodity would have to bestudied on its particular, merits. 

Mr. Ball agreed that separate studies would be required in respect of particular 
commodities. 

5.	 Economic Aid 
Mr. Macmillan said that some of the particular trade questions which had been, 

raised pointed to. a larger problem of economic organisation which merited further 
study. . The industrialised countries of the world were now extending economic 
aid to the less developed countries, as a result of which the latter were enabled to 
increase their industrial capacity and to manufacture for export. As this process 
continued, the less developed countries would be unable to pay their way without 
competing with industries in the donor countries.'-. There was little doubt that, in 
the long run,, the more highly developed. countries of the world would have to 
concentrate their production increasingly on.sophisticated manufactures and high
quality goods—leaving the simpler types of "production to the less developed 
countries. - ' ; - . ; ) 
: rl -* Subsequently;an a letter d a t e d ' 7 , !  ; April, Mr: Macmillan informed President Kennedy that the 

United-Kingdom Government had decided to liberalise imports of.canned fruit (excluding canned 
apples and canned citrus) as from the end of July 1961. 
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Mr. Ball said that he hoped that the Development Assistance Committee of the 
O E C D  . could act as a forum for co-ordinating plans in respect of the types of 
development which could be encouraged, and also, perhaps as a forum for discussing 
the prospective shares of the burden for absorbing imports from the new industries, 
in a way which would ease the problem of structural adjustments in the industrial 
pattern of the donor countries. 

Mr. Macmillan suggested that there were three kinds of aid: 
'v;V (i) Grants designed to prevent countries from joining the Communists or 

simply to keep them alive, e.g., Jordan, Turkey or Iran. 
(ii) Aid designed to promote public utilities and industrial development. 

.-: (iii) Aid designed to heip promote trade. 
The last 15 years had seen a haphazard outpouring of aid. A lot of it had stuck 
in the fingers of the ruling classes and had never reached the peasants. If we could 
nowprovide it in a more scientific and efficient way, we could do as much or more 
with less waste of resources. Certainly if we ourselves could maximise our own" 
trade, we should be in a position to buy the primary products of the under-developed 
^countries. This was the most helpful form of aid, since the money was then more 
likely to percolate down to the peasant. He often thought that the question of 
maximising world trade was sometimes left out of account in our plans. 
/ President Kennedy said that, if.the productive capacity of the United States 

'were fully used, they would not have to worry about imports. Perhaps this situation 
would be better next year. Their present aim was to achieve a better co-ordination 
M all types of aid. He was setting up a new central organisation for this purpose 
:and would like to know what the British, the Germans and others were doing in this 
-field.. There should be a greater effort to co-ordinate the common effort. 

Washington, 

7th April, 1961. 
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LtNorth Atlantic Treaty Organisation;:	 ' 
President Kennedy said that it would be useful to continue the discussion on 

iiuciear;weapons which had been held that morning. 
IpiAfter saying that he was in no sense speaking for the President, Mr. Acheson 
'said that.it was an objective of his proposals to stimulate the Allies to think about 
nuclear weapons in a responsible way. .. Mr. Macmillan had said that the North 

,fAtlantic Treaty \ Organisation (N1ATO) was not a nuclear Power. Legally this 
-was so, but the armed forces of many of the European Allies—e.g., the Dutch, the 
-Italians and the French—were in fact holding nuclear weapons, and in this sense 
y; NATO was already a nuclear Power. The United States control of these weapons 

was.in some cases theoretical; there was not always a duplicate key and sometimes 
thercpntrol amounted to nothing more than a United States sergeant who was 

^upppsed to seethat the weapons werenot released without authority. There was 
-nojway. at present, of guaranteeing that those Allies who held nuclear weapons 

^ramdlirilfkct/s^k^he Presidents agreement before using them. This being so,
ytlie problem of command was a very real one.' It was one for the Allies, and in 
iipartiCular for General de Gaulle. It was true that Supreme Allied Commander,
1 Europe (SACEUR) was militarily in command of these weapons, but the problem 
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was not military. It was one of political control. The Allies must make up their Wl 
minds whether they wanted to use the weapons and, if so, in what circumstances. I 
In his view the United States Government should take the lead in posing this II 
problem and inducing the Allies to face it. 

- Mr. Acheson then turned to the desire of the French to develop an independent f 
nuclear capacity. He expressed his personal view that it would be a mistake to 
help France to develop nuclear weapons. Such weapons were useless without the 
means to deliver them. It was very expensive to provide this. The French would 
realise in time that it was beyond their means. Indeed, he thought there was only M 
one way in which they could develop a real nuclear capacity, and that was withS 
German help. The dilemma was that, if we helped the French, the Germans would H 
insist on equal treatment. If we did not and the.French persisted, they could onlyjH 
succeed by calling in the Germans. In either event the Germans would acquire m 
nuclear power. Such a development would be very dangerous. It was not desired '£ 
by Dr. Adenauer. It would finally extinguish any hope of an agreement to end. I 
nuclear tests. . 

There were, however, other ways of dealing with the French problem. For m 
example/the United Kingdom bomber force in the United Kingdom, the Uni ted ; ! 
States Air Force in the United Kingdom and perhaps some I.C.B.Ms. could be m 
committed to NATO. If this were done, and if General de Gaulle were asked to 11 
work out suitable command arrangements, this would appear to him as a m 
constructive move. It would give him control, at least to some degree, of a force I 
far more powerful than anything he could hope to have on his own. Mr: Acheson 1 
thought that this would be the best policy. The rules drawn up by the European m 
Allies for controlling the use of nuclear weapons would demand in all probability 1 
supplementary action.by United States nuclear forces stationed outside Europe. 1 

Mr. Macmillan said that Mr. Acheson's ideas were interesting and constructive. 1 
They should certainly be studied. But they applied only to the European theatre. H 
One of the causes of the malaise among the European Allies was their feeling that j l 
they were confined solely to this theatre, while the Anglo-Saxons covered the rest S 
of the world. The Europeans, especially General de Gaulle, were determined to 1 
get into the world club and to talk on equal terms. 

Mr. Rusk wondered if General de Gaulle would feel that the possession of a 5 
national nuclear capability would give him the right to be consulted about1 the If 
use by the United States of nuclear weapons anywhere. 

Mr. Macmillan said that Mr. Acheson's scheme seemed to apply only to 1 
existing, and not to new, nuclear weapons. 

In reply to a question from Lord Home, Mr. A cheson said that SACBUR had m 
only military authority. His point was that the Allies should be told that they I 
had the last word in the use of the nuclear, weapons, and not onlytactical weapons fa 
but also Polaris missiles. ' ,. m 

President Kennedy asked whether General de Gaulle would or would not -j 
be satisfied if the nuclear capability over which he had some control was confined 1 
only to Western Europe. 1 

Mr. Macmillan said this was a difficult question. Perhaps General de Gaulle i 
might be ready to contribute to a common pool if he had something purely French M 
to put into it. It was a prestige issue. The General did not believe that world war I 
was likely to occur. ; 
'' President Kennedy asked if it would make any difference if SACEUR wasfl 

a Frenchman. Mr. Macmillan replied' that this might please the French but it I 
might create difficulties with other members of the Alliance. ' The crux of the 9 
problem was that Europe had revived. It was worth working out Mr. Acheson's 1 
ideas in detail to see whether there might be something in them "which would If 
satisfy the European Allies. i ! ' '.i - -; 

President Kennedy asked Mr. Acheson to confirm that it was his idea that.;! 
mechanism must be provided to,make, it impossible for. the Germans to develop', f 
an independent nuclear capacity. Was it his idea that the Germans would achieve;;! 
this either if the French were given assistance or if the French called in the Germans';! 
to help them? Was it further his idea that his own scheme was the only way.toH 
prevent Germany from,acquiring nuclear weapons?: 

Mr. Acheson confirmed all these points. 



2. Berlin 
^President Kennedy said that it would be useful to discuss Berlin while 
Mr. Acheson was present so that he might expound his thoughts on the subject. 

Mr. Acheson explained that he had been asked by the President to work with 
officials of the Administration on the problem of Berlin. He had arranged for 
studies to be started, and these would be taken further on his return in three weeks' 
time from a trip abroad. In the meantime,, it might be useful if he set out his 
personal views as they were at present. He started from three premises. First, 
there was no satisfactory solution to the Berlin question in isolation. It must be 
associated with the reunification, of Germany and could not be resolved apart from 
it: Reunification was very difficult, and was not likely in the immediate future. 
Secondly, the Soviets would press the Berlin question in the course of 1961. 
^Thirdly, there was no agreement possible which would not weaken the Western 
position. The ideas which had been put forward at the Geneva Foreign Ministers' 
/Meeting in 1959 were not very good. If pursued they might make conditions.^, 
iworse. In short, he could see no proposals which were capable of averting a crisis 
and would also serve the interests of the West. 

Mr. Acheson said that we should not wait for the crisis to come upon us. 
^Berlin'was the key to Germany and to Europe. If the West flinched from this 
tissue and sought a face-saving device, Germany would become detached from the 
Western Alliance. He concluded that preparations to forestall or meet a crisis 

^should be begun at an early stage. Political and economic measures were not in 
-themselves adequate. There must be some sort of military response. The timing 
of this was a difficult question. . 

Mr. Acheson said that the question what tickets were held by Allied convoys 
;or who put what stamps on which documents were not important. The important 
test was whether there was substantial and continued interference with traffic to 

fBerlin, whether military or civilian. If this happened, the West must react. They 
acould do this in three ways:. in the air, on the ground, or by threatening a nuclear 
^response. - The third alternative was reckless, and no one would believe that the 
/West would resort to it. The decision between air and ground turned a good deal 
on technical military studies. We should proceed, with these quickly. 

Mr. Acheson gave it as his opinion that the West had not the capacity to 
re-establish access to Berlin against determined Russian opposition, whether by 

^air/measures or by land measures. What was required was a test of will. It must 
ibelmade clear to the Russians that the Western interest in Berlin was more 
^important to the West than blocking access to Berlin was to the Soviets. Berlin 
ijvas'; vital to us and not to them. 
' M0)Mx. Acheson said that his own first impression was that developments had made 
;it: impracticable to force a test of will by air measures. If it was true that 
ground-to-air missiles could effectively pick off individual aircraft, then the 
^Russians might shoot down, say, one in two or one in three of Allied cargo planes— 
lwhile; allowing Allied fighters to fly unmolested. Bombing would be no answer 
'to' such tactics. In this event we should not have faced the Russians with a real 
t̂est/of strength. But on the ground it might be possible to produce a situation in 

l̂ vhich the Russians would conclude that it was not worth while to interfere with 
âccess to Berlin. Measures to bring this home to the Russians might help, to rally 

; the West. The employment of battalions or brigades for this) purpose did not 
fmake much sense. But the advance of a division, with another division in support, 
]%puld be another matter. At least up to the Elbe such a force could take care of 
Jlitselfand could overcome such barriers as might be interposed. How far we should 
: go after that was a matter for further consideration. His own thought was that 
. There should be no resort to nuclear weapons, but that all the Western allies should 
Imove: into a much higher state of military preparation and demonstrate that they 
Were not prepared to abandon Berlin. He concluded by stressing that these were 
Recommendations for study which did not in any way commit the President. 

fv,'( \[ President Kennedy said that he had not come to any final conclusions, but he 
-was clear that the present situation of contingency planning was not satisfactory. 
^JVelought to go for more detailed military plans. The present plans did not face 
SnlJRussians with a sufficiently stiff test. They must be made to realise the prospects 
lfof/.escalation. In reply to a question from Lord Home, President Kennedy, said 
Ifmaf the presently planned land probe was not strong enough. v 



. Mr. Macmillan said that the most important of Mr. Acheson's remarks was 
that the test on Berlin should come over the actual stoppage of supplies. It was 
very doubtful whether people would willingly risk war on the question of tickets 
or stamps. What mattered was whether the inhabitants of West Berlin were under 
threat of being deprived of the means of life. Mr. Acheson's remarks constituted 
a great advance. They implied that we should be prepared in certain circumstances 
to accept de facto the existence of the East German Government. ; 

Mr: Acheson confirmed that this was what he meant. The real test for a 
forceful Western reaction was whether supplies were moving to Berlin or not. 

Mr. Macmillan, said that he supposed that a division moving down a road and 
unable to take advantage of natural obstacles might prove vulnerable. Mr. Acheson 
said that he contemplated that, as soon as it encountered trouble, the division would il 
spread out, perhaps six miles on either side of the Autobahn. Mr. McNamara said;l 
that he; agreed generally with Mr. Acheson. The present ground probe ,was Ij 
inadequate. More definitive plans should be worked out through NATO. 

'' President. Kennedy, asked, whether it was the British view that an airlift was If 
preferable. Discussion showed that much depended on the technical means likely;! 
to be employed by the Russians in interfering with an airlift, and on the question! 
whether the airlift had to provide for civilian as well as military requirements, 

Mr. Rusk said that what was bothering him was the ease with which an airlift f 
on the 1948-49 model could be stopped or seriously interfered with. The sort of I 
truck convoy envisaged. as a first probe could be stopped by boy scduts. I 
Mr. Khrushchev must be made to realise that this was a major matter. The meritg 
of using forces on the scale of a division was that this would engage the;! 
responsibility of Governments on all sides. 

Discussion then turned on how this matter could best be pursued. Mr. AchesonH 
implied that planning had hitherto been hampered by British unwillingness to 
consider more extreme measures, and Mr. McNamara stressed the need for 
effective training to prepare for any measures contemplated. Mr. Stevenson said 
that the matter was urgent: a crisis might be imminent. On two or three occasions 
recently Mr. Gromyko had made an obvious effort to indicate that the United States 
was under-estimating the urgency of a solution of the Berlin question. President 
Kennedy said it would be helpful to know if the British thought the land probe was 
too hazardous.' If the Autobahn was blocked, should we take to the air? ; We 
should get more detailed information On what the airlift could achieve and the 
technicalities involved in it. We should then try to come to conclusions. In 
addition to deciding on plans and training, we should make a determination on 
commitments. There was no sense in being uncertain in our own minds. 
Dr. Adenauer might want to know what we thought, and we should be in a position 
to know what to say. He considered that the talks on this question should be 
bilateral in the first place. Mr. Rusk, in agreeing with this, added that time was a n l  i 
important factor and we should move on to tripartite talks as quickly as possible 
and thereafter to consultation with the Germans and others, as necessary. 

Mr. Macmillan returned to Mr. Acheson's view-that the test should come on 
whether Berlin was deprived of life. This was both new and sensible.' Until this 
happened, there was not really any issue. The conclusion of a separate peace treaty 
between the Soviet Union and East Germany was not in itself an aggressive act. 
It was on this basis that we should study the question of planning. Mr. Achesonl^ 
agreed with all Mr. Macmillan had said. -

President Kennedy said the question was whether we should say that a 
blockade of Berlin was the most extreme kind of provocation, or whether we should 
try to meet it through the United Nations or by means of an airlift.. He himself 
felt that unless we looked very determined we should probably be courting a crisis? 

Lord Home said that, if the Soviets were clever, they would put the squeeze on 
Berlin gradually. Turning to our position on Berlin at. a conference, he wondered 
what our reaction would be if Mr. Khrushchev proposed a treaty.: At present our; 
juridical position was based on the right of conquest. This was no longer a strong^ 
position. Might we not be better off if we could get a treaty with the Russians which! 
permitted Western troops to remain in Berlin? After all, Mr. Khrushchev's anxiety 
was to change the status of Berlin, and such a treaty might get him off the hook byjj 
enabling him to claim that he had achieved this. Mr. Khrushchev might, in anyi 
case, wish to let Western troops stay in Berlin. He might be fearful of placing the]; 

:issue of war or peace solely in the hands of the East Germans. '



V-. Mr. Acheson said that he did not believe Mr. Khrushchev.was on a hook. He 
p$is pushing on Berlin because he knew it was difficult for the West. His object 
was to weaken our position, and we should not help him in any way. Our present 
position:was good enough, and we should stick to it. . We should say that our 
-concern;was the reunification of Germany, and that this was being prevented by 
t h e Russians. If we started talking about a changed status, this would undermine 

;;morale in Berlin and cause division among the Western allies.  
- Mr. Rusk thought that Mr: Khrushchev would have no difficulty in maintaining 

his authority over the East Germans, and in any case he would be free to write into 
fany treaty he made with them whatever provisions he pleased. j The basis of our 
fpbsition in Berlin was not really conquest. We were there because we had-a 
responsibility towards the German people under our protection. If we rested our 
case on a treaty, we should be on a slippery slope. 
V ; Lord Home said that, even so, the claim that we were in Berlin by right of 
"conquest was wearing thin. Mr. Acheson replied that this was perhaps because our 
power was wearing thin. :; ^; 

:- - Mr. Rusk said that we must present a better case to public opinion. At the end 
of the war we had made a bargain with the Russians. They had got all they had 
been promised, and they were now trying to get out of their commitments. If we . 
retreated from this position, the. West would collapse. 

3.	 United Nations: China 
President Kennedy said that the attitude of the Administration towards the 

Communist Government of China was still a matter of great controversy in the 
United States. President Eisenhower had told him that the one thing that would 
bring him back into politics against the new Administration would be a change of 
policy towards Communist China. There was no doubt that there were deep 

-emotional feelings about this in the United States. If Communist China were 
seated in the United Nations at the expense of Formosa, there would be a wave of 
hostility throughout the country towards the United Nations itself. Another aspect 
of the problem was that, if the United States were publicly defeated in the United 
Nations on this issue, her prestige in Asia would be diminished and the prestige of 
the Communists correspondingly increased. He was sure that Britain would not 
".wish to see United States interests harmed, and Chinese prestige increased, in this 

;	  :way. The problem was how to avoid it.	 y$.  - \  ^ 
;	 The Administration had been giving thought to this. They would prefer to 
transfer the battle to a better ground: instead of fighting to keep Communist China 
out it would be better to fight to keep Formosa in. He asked Mr. Stevenson to 
outline various possible approaches to the problem. 

Mr. Stevenson said that he began from the assumption that it was an object 
of United States policy to keep Formosa in the United Nations. The first objective 

"should clearly be to prevent the issue from coming forward as a question'of 
credentials. This would be settled by a simple majority vote,'and there was plainly 
no'.prospect of excluding Communist China on that basis. There seemed to be 
two ways of avoiding this. The first was to arrange for a resolution ,to be tabled 

1 inviting Communist China to apply for.membership. This would need'a two-thirds 
-majority, and it was doubtful whether this could be obtained. - In any event the 
^Communist Chinese were unlikely to make such an application, which would be 
open to veto by the Republic of China. Another difficulty was that it would 
probably be necessary for the United States to declare in advance that they would 
not use the veto and that would cause trouble domestically. . The second possibility 

;.was a-''successor State''. resolution based on the argument that two States had 
^succeeded to the position originally designed for a single China and that each was 
^entitled to aseat in the United Nations. It was the converse of the situation that 
-/arose when the United Nations recognised that the two States of Syria and Egypt 
had become the single State of the United Arab Republic. This would have the 

£advantage that,Communist China would not have to apply formally for a seat.. 
Moreover, it would circumvent the Nationalists' veto, while leaving them in the 

£Security Council. The problem of the Chinese seat in the Security Council could 
f be. tackled separately after the Communist Chinese had become members of the 
-United Nations. 
ft?;,., Other possibilities were that there should be a resolution, which the United 
fStates!would support, saying that;Formosa should not be deprived of her,seat, 
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and others could then be left to make the running on the problem of Communist 
China. Another possibility was to try to have the Charter revised in such a way 
that there would be seats for both the China's. 

From the point of view of the United States Administration, the first of these 
possibilities might be the best. They recognised that they could not hold the 
moratorium much longer. , 

Lord Home said that the United Kingdom Government fully understood the 
difficulties of the United States Administration in this matter. The last thing 
that they wanted to do was to put pressure on the United States Government. But 
as they had recognised the Communists, if it came to a vote on credentials, the 
United Kingdom Government would have no choice but to vote in their favour. 
All the various possibilities which Mr. Stevenson had outlined assumed that 
Formosa would agree to be represented in the United Nations as a State separate 
from China. Would they be willing to be seated under the name Formosa? 
Although it might not appear to matter what the two States called themselves, 
the fact was that there was only one seat in the United Nations for China. 

Mr. Stevenson said that this difficulty might be overcome by a " successor 
State " type of resolution, which would simply record that there were now two 
States in succession to the original " China ". . ; 

Sir. Patrick Dean said that there were three difficulties about a "successor 
State " type of resolution: (i) that the Communist Chinese themselves would not 
accept it; (ii) that the Assembly would not much like it; and (iii) that we ourselves, 
if we voted for it, might have to sacrifice our diplomatic representation in Peking. 

. President Kennedy said that he would like to avoid this dilemma for another 
year, as he did not want it said that the first act of the new Administration was 
to seat Communist China in the United Nations. It would be easier in a year's 
time. Secondly, no-one could tell what the Chinese would themselves do in the 
coming year. He wondered therefore whether some formula could be devised 
which would be rejected by Communist China but would enable the United States 
to improve their political posture (e.g., by putting the emphasis on protecting 
Formosa rather than opposing the admission of the Communists) and would put 
the whole thing off for a year. 

Mr. Rusk pointed out that, if the United States were defeated on this issue 
in the United Nations, the American public would scrutinise the vote to see who had 
voted against the United States and this would spoil relations between the United 
States and any country that had so voted. President Kennedy felt that there might 
well be a majority against the United States, and Lord Home pointed out that at 
the recent Meeting of Commonwealth - Prime Ministers almost all had been in 
favour of seating Communist China in the United Nations. 

Mr. Macmillan wondered whether the formula could not reflect the simple 
truth.that there were in fact two China's: the fact that each claimed the territory 
of the other need'not matter: a resolution could be introduced that they should 
both be seated. He thought that a lot of countries would support such a resolution. 

' Sir Patrick Dean added that one of the reasons why many countries, including 
India, wanted to see Communist China in the United Nations was that, until this 
was done, it was impossible to tackle the question of expanding the membership 
of the Councils of the Organisation. It might be possible to enlist the help of 
such countries in putting forward a resolution which linked the two problems 
together. Mr. Stevenson thought that there might be considerable support for 
a " successor State " resolution. If the United Kingdom could help, and if a good 
resolution could be drafted, he thought there was a chance that it might pass. 
Mr. Macmillan wondered whether such a resolution might not be in general terms, 
e.g., "how to deal with divided nations and how to expand the membership of 
the Councils ". 

President Kennedy then suggested, and Mr. Macmillan agreed, that 
Mr. Stevenson and Sir Patrick Dean should give further study to this question in 
the light of the discussion, and report to their respective Governments. 

4. United Nations: Colonial Issues ; ! 

Mr. Macmillan said that the debates in the General Assembly on colonial 
questions were increasingly embarrassing for the United Kingdom Government. 



several small colonial territories which could never be viable as indeoendSS 
fieS e r e W e r e a l s ?  ' a f e w w M c h  w eI  S - 7  n  felt obliged to retafn in o S S o r e v e n 

f  a l  m g  J ' nf0fefeS ' ,  d e s i r a b l e hands. But our outstanding p r S w  S 
,of the colonialterritories in East and Central Africa, where we were seekine to 
establish a multi-racial system. For this we needed hm£M£^%&&M 
Americans^understood what we were doing and wished to help. These r e s o  i 
on target dates could seriously upset our programme lor our African tcrritoa lOiliS 

ICN. .,lne tolly of fixing arbitrary dates for -independence waa illustrated by Uio m 
situation in the Congo. Power could only be trarafenred when-.there wmi:tNOinoi authority strong enough to take it over. The problem was how to handle this 
question in the United Nations when it arose. He was not sure that it was alwaya 
the best policy to seek to gain votes by running after them. We imjjjjhl do belter' ' 
to stand on our record and gO' quietly on with our work. 

Lord Home said that he was concerned at the situation in Ruanda Urundi. 
This could well go the same way as the Congo. Similarly, if the British were pushed 
out of Nyasaland and Northern Rhodesia, the result would be a belt of chaos 
across Africa. The Portuguese were pursuing what we considered to be a negative 
colonial policy. But if they were pushed too hard a Congo-type situation might 
well follow. He thought that the Americans could help to moderate the pressure. 
Southern Rhodesia was also a problem. If "the pressures were too. strong, all that 
:would be achieved would be to push them into the arms of South Africa. He 
hoped that the Americans would help us to proceed at a pace which gave a reasonable 
-chance of preserving law and order during this delicate period of transfer of 
authority. 

president Kennedy said he was concerned about British Guiana. He asked 
--whether there was any possibility of postponing the date for transfer of independence 
and whether Dr. Jagan would come to power. It was pointed out that, although 
not finally confirmed, 1963 was the probable date for independence and. that on 
present form Dr. Jagan was likely to win the elections. 

Sir Patrick Dean said that the group of Afro-Asian representatives in the 
iXJnited Nations was mixed. The extremists were most vocal but there were many 
-nations who would like to follow a moderate policy, though they found it difficult 
to stand up publicly against the extremists on colonial issues. It would be a great 
gain.if these moderate countries could follow an American lead which would 
enable, them to vote as they wished. 

Mr. Stevenson said that he had instructions from the President to try to 
exercise a moderating influence on colonial matters in the United Nations and to 
keep in the closest touch with Sir Patrick Dean. The United States, not having 
serious I colonial responsibilities of its own, had perhaps a greater freedom of 
manoeuvre. Fie did not think it was necessary that the United States and the 

^United Kingdom should always vote the same way. As regards target dates, 
the United States attitude was the same as the British: each proposal had to be 
considered on its merits. He was worried about the African delegations. The 
former French territories seemed sensible enough now, but no one Could be sure 
what would happen when their present leaders had gone and the young extremists 
had succeeded to power, and it was important to concert our policies there. 

- R e v e r t i n  g to the Portuguese and Dutch problems, President Kennedy said 
he hoped that the British could exercise their influence on Portugal. For his part, 
he had much sympathy with Portugal's problems, but the resolution against 
Portugal had been so moderate that (the United States had been obliged to vote in 
favour.of it.: . T M , 

5. United Nations: Problems of Organisation ; 

Mr. Stevenson said that other problems currently causing concern in the 
United Nations were the enlargement of the composition of the Councils; the 

/position of the Secretary-General and the structure of the Secretariat; and the 
financing of the Organisation and of operations undertaken under its auspices. 

; On these matters there were no basic differences of view between the United States 



and the United Kingdom. But these were all problems requiring the closest 
co-operation between them. 

Lord Home referred to the various proposals for changing the structure of 
the Secretariat. The idea proposed by Ghana that there should be a triumvirate 
of deputies beneath Mr. Hammarskjold was a dangerous one. It would enable 
the Russians to by-pass the Secretary-General and to use the triumvirate as a means 
of promoting their own proposal for splitting the. office of the Secretary-General 
into three parts. - ;, 

Mr. Stevenson said that, while we should oppose all suggestions which would 
help the Soviets to advance their thesis that the United Nations should reflect a 
world divided into three groups, it had to he admitted that the present arrangements' 
in the Secretariat would have to be adapted to meet the pressures from the new 
members. The Americans, for instance, were undoubtedly over-represented at the 
top level. Unfortunately, Mr. Hammarskjold, with all his great gifts, was not a 
great administrator. This perhaps was a field in which the Americans and the 
British could help him. -

It was agreed that the representatives of the United States and the United 
Kingdom at the United Nations should consult together further on these 
questions and report to their respective Governments. 

6.	 Netherlands New Guinea 
President Kennedy said that. President Sukarno would be visiting Washington 

on 24th April. There would be an opportunity then to speak to him about the 
Indonesian attitude towards West New Guinea. What was the United Kingdom 
appreciation of the situation there? 

Lord Home mentioned the reports received from the Tunku of Malaya and 
from Dutch intelligence sources about a possible Indonesian attack in June. He 
did not himself think this was likely. Indonesian aggression was more likely to 
take the form of piecemeal infiltration or landings by small raiding parties. 
Nevertheless, the Dutch Foreign Minister would certainly be urging President 
Kennedy to warn President Sukarno against aggressive action. Mr. Macmillan 
had given him such a warning last September in New York. Perhaps the most 
hopeful possibility now was to explore the suggestion of a trusteeship arrangement. 
The Dutch had already indicated privately at the United Nations that they would 
be ready to accept such a solution, but they were unlikely to propose it themselves. 
Their policy was one of self-determination for West New Guinea." 

President Kennedy asked what the Australian attitude would be. Would they 
not be concerned if there were no response from their allies in the event of an 
Indonesian attack on West New Guinea. 

Lord Home thought that Mr. Menzies would accept a trusteeship solution, 
though he was not enthusiastic about it. The Australians would certainly be 
concerned at the prospect of West New Guinea in the hands of an Indonesia which 
itself might come under Communist control. 

President Kennedy asked whether the Dutch could be persuaded to, table a 
resolution on trusteeship in the United Nations before President Sukarno's visit to 
Washington. Mr. Rusk did. not think this possible in the terms of the current 
agenda of the General Assembly. It might, however, be possible to work out a 
suitable resolution and hold it in readiness for quick action in the Security Council 
in the event of a crisis. 

It was agreed that Sir Harold Caccia and Mr. Rusk, in consultation with 
the United States and United Kingdom Delegations in New York and with the 

. . Australian Ambassador in Washington, should make an urgent study of the 
line which the three Governments might take with a view to discouraging an 
Indonesian attack on West New Guinea, so that the United States Government 
might be in a position to give suitable, warning to President Sukarno when he 
visited Washington later in April.	 -[ 

:Washington,

8th April, 1961. . 't''^''y' 
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Relations with Soviet Union 

\a) Nuclear Tests Conference 
\ President Kennedy said that he was trying to exercise restraint in relations 
with'the Soviet Union. Over Laos and the Congo their behaviour/had been 
comparatively moderate. On the other hand, the Geneva negotiations'on nuclear 
tests were now going badly. The Russians were being particularly difficult, about 
the,composition of the Control Commission: it looked as if they might insist on 

:,a veto, and might carry this attitude over into the field of general disarmament. 
Mr. Bohlen said that the Russians seemed to be trying to establish a general principle 
that in all. world organisations control must be divided between representatives of 
what they called the three main groups in the world. Lord Home observed that 
Mr. Khrushchev had talked a good deal about this principle in New York in 
October. It also looked as if he might now take the line that he would not sign 
a Tests Agreement unless it was part of a general disarmament plan. President 

' Kennedy said that, if no agreement were concluded, there would be strong pressure 
in the United States to resume testing. Lord Home suggested that this could wait 
at any rate until the disarmament discussions had been resumed at the end of July. 
Mr. Rusk said that in his view it would he very disadvantageous to lose the 
opportunity of concluding a Tests Agreen - If this were lost, the question of 
tests would fall back into the confusion of the general disarmament discussions and 
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little further progress would be made with it. The United States and United 
Kingdom Governments ought to press hard in Geneva for the conclusion of an 
agreement. Mr. Macmillan said that we should certainly not let the Russians 
break off the negotiations without having first made it clear what were the main 
points outstanding (e.g., the character of the control system, and the number of 
inspections). The public position of the West would then, be strong, s 15 ICC tl lv 
Russians would clearly appear.to be resisting sensible propositions. Unless this was 
done, there was a danger that the nature of the disagreement and the extent of the 
Russians' intransigence would be obscure. President Kennedy suggested that he 
and Mr. Macmillan might single out two or three questions which could be put to 
Mr. Khrushchev direct. He wondered whether the fall-back position on the 
number of inspections had yet been put forward. Mr. Macmillan suggested that it 
would be a mistake to make this final offer too soon. He supposed that it would 
be difficult for the United States to avoid resuming tests if these negtiations failed. 
President Kennedy said that the United States would not wish to hold tests in the 
atmosphere. They might also find it difficult to hold tests in outer space. They 
would however wish to make underground tests, with precautions against fall-out. 
There would certainly be great pressure from the Joint Committee to resume such 
testing if negotiations broke down. 

Mr. Macmillan said that there had been hints in the Soviet Press and at Gerieva 
that the Russians would make the French position the excuse for breaking up the 
Conference. The French would have their next tests in mid-April. Lord Home 
explained that he had made the point to M. Couve de Murville in Bangkok that 
the French really should not make tests at this time. The French difficulty was that, 
if they delayed for one month, they would have to wait for six months because the 
winds became unfavourable at the end of May and were more likely to carry fall
out to populated areas. President Kennedy asked if it would be useful to make 
representations to the French about this. Lord Home said that it would certainly 
do no harm to make representations; he had himself already spoken very strongly, 
but he believed that it would be useful if the United States Government added their 
voice. President Kennedy said that he would tell the French what his view was. 
He would say that he did not want all the blame for a breakdown of the Geneva 
Conference to fall on France. 

(b)	 General 
President Kennedy said that he was trying to do what he could to improve 

relations with the Russians in small ways. He had removed the restrictions on the 
import of crab-meat from the Soviet Union; the Soviet spy in the United Nations 
Secretariat had been released from prison; and a civil air agreement and a consular 
agreement had been offered. 

Mr. Macmillan said that it was difficult to gauge the present mood and 
intentions of Mr. Khrushchev. In 1959 he had certainly seemed to want a detente. 
It was not easy to. guess why he had made so much fuss about the U-2 incident, 
although this had certainly been a blow to Russian pride. It was, however, the fact 
that, although he had made a great deal of noise in Paris and at the United Nations, 
he had not taken any hostile action. Indeed there was one view that the Summit 
Meeting had been a success because it adjourned the Berlin'problem for a year. 
It now seemed that Mr. Khrushchev was having domestic difficulties in the Soviet 
Union; and this might mean that he was unable to maintain his policy of detente., 

Lord Home suggested that the Soviet Government might also have been 
looking again at. the consequences which a detente might bring in the shape of 
inroads into their closed society. They would be under great pressure not to allow 
this because it would sacrifice so great a military advantage. This might well be 
among the reasons for their reluctance to conclude an. agreement on nuclear tests. 

2.	 Berlin 
President Kennedy wondered why the Russians had made no move on Berlin. 

Were they hesitating to move because they believed that the Western response would 
be stiff. If so, it would be a mistake to do anything which might cause them to 
change that view. 

In the discussion which followed it was -suggested, on the United States side, 
that Mr. Khrushchev had been surprised by the strength of the Western reaction 
to his Free City plan. Nevertheless, he had continued to affirm his intention to 



make a peace treaty with Eastern Germany, and he was now more or less committed 
to taking action this year. He probably did not think that Berlin was worth the 
risk".of war; but he had to satisfy his satellites and to keep control of the world 
Communist movement at a time when the Chinese were challenging his leadership. 
In; the Party Congress in October he might want ito demonstrate that he could gain 
his ends by means short of war, and he could instance such cases as Laos or the 
-Congo. It was possible that he needed a diplomatic success. It might be that the 
^Russians were deterred from faking action on Berlin by the threat of a direct clash 
Iwith the'West. If so, and if we had no new bargaining position, we should consider 
how to put the prospect as bluntly as possible. The West was not in a position to 
negotiate successfully over Berlin. Perhaps 'the only thing which would affect the 
^Soviet position would be a move by the Federal Government to recognise de facto 
£he East German regime! This could lead to important changes in East-West 
relations in Europe. But the West Germans lacked imagination, and they were not 
prepared to take any risks over Berlin, 

On.the British side, it was pointed out that there had been a very long 
"negotiation between Foreign Ministers, which broke down because of the 
^impossibility of deciding what the'position would be at the end of an interim period. 
It would be dangerous to go into discussions with no firm negotiating position. 
It would be worth considering the possibility of making a stand, not on the legalistic 

fview of Western rights in Berlin, but on the general thesis that the West would 
defend the Berlin population. It might be possible to tolerate a Soviet Peace Treaty 

; 

;with East Germany and a joint guarantee of a Free City for all Berlin. Would it. 
be a mistake to move to a treaty basis for our rights in Berlin, with all the dangers 
that this might bring of denunciation or - violation?- If the Russians made their 
Peace Treaty, perhaps it might be possible to counter this with a plan for. a Free 
City for all Berlin, 

In conclusion, Mr. Macmillan said that it would be desirable to examine the 
^political plans. If Mr. Khrushchev called for negotiations, the West should have 
a public position. It would also be desirable to consider what would happen if he 

: did sign his Treaty. President Kennedy said that these questions should certainly 
: be considered further. The suggestion made by Mr. Acheson for a revised military. 
Iplan should also be looked at. Mr. Macmillan added that there was always a danger 
Ithat, after Dr. Adenauer, the Russians might attempt to bribe the West Germans 
Sby offering reunification in return for neutrality. If the Russians did not think that 
I this was too dangerous for them, they might not be so anxious to settle the Berlin 

issue at the present moment. 

3. Bolivia . 
President Kennedy said that Bolivia was on the verge of being taken over by 

Communist elements favourable to Sefior Castro. The mines were controlled by 
ffiellieftTwing trade unionists and the tin had to be brought out on a British-owned 
Jrailway.., This railway company was in great financial difficulty because of the 
actions of the Bolivian Government, which would not allow the Company either to 
dismiss employees or to raise fares. If it ceased to function, however, the economy 
^ t h  e country would collapse. It would cost several million dollars to keep the 
railway going. Could the United Kingdom Government do anything to help? 

iHe^would be willing to send a member of the United States Mission which had 
reccntlyreturncd from Bolivia to discuss the matter in London, 
'... Mr. Macmillan said that he would look into this question. 

1.4. -Afghanistan 
Mr. Rusk said that a dangerous situation seemed to be building up in 

£Afghanistan. Troops were concentrating on the Pakistan border. The United 
iS.ta.tes were being drawn into the dispute, as the Afghans complained that American 
farms supplied ito Pakistan were being used against their tribesmen. . Could the 
-(United Kingdom do anything to help? 

Lord Home said that this situation was probably no more serious than similar 
. .ones which had arisen from time to time in the last few years. The Afghans knew 
Ithat-they would get a hot reception if they crossed the frontier and the Pakistanis 
Ifwere very resolute. But he would try to obtain an appreciation of the situation from 
llPresident Ayub. 
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5.	 Laos 
President Kennedy said that he presumed that the Soviet reply on Laos would 

come before the end of the week. Lord Home was doubtful about this, as, 
Mr. Khrushchev had left Moscow and Mr. Gromyko was in New York. The 
Russians had raised a new point with Sir Frank Roberts about the kind of Laotian 
Government which would take part in the Conference. This might give trouble. : 

Mr. Rusk said that, if Prince Souvanna Phouma went to Moscow and.Peking 
and not to Washington, it would be very difficult for Americans to regard him as 
a suitable head of a neutral Government.. Would it help if the King summoned 
him home? It would be better if he were back in Laos where he could be kept 
under some control. Lord Home said that what Prince Souvanna Phouma: had S 
said was that he would like a Government containing three Pathet Lao, three ..; 
Phoumists and a number of neutral figures. .1 u 

Mr. Steeves suggested that Prince Souvanna Phouma's. ideas of neutrality m 
were not satisfactory. Also he might not have as much support in Vientiane as -ft 
had been thought. Mr. Macmillan suggested that the King might ask Prince f l 
Souvanna Phouma back, not as Prime Minister, but in order to assist in the iff 
formation of a Government. Mr. Steeves suggested that the Government should 
be formed before a conference. Lord Home said that this would be better^ but 
it might be possible to hold a conference with observers from Laos. He had already, 
sent a further message to Prince Souvanna Phouma urging him to come to 
Washington. Phouma had declared himself anxious to get rid of the Communists 
gradually and had appeared to be a Laotian patriot, but there was no real certainty 
about his attitude. President Kennedy asked if it would be useful to press Prince 
Souvanna Phouma again to come to Washington. Lord Home said that he did 
not believe that it would be wise for the United States Government to press 
Prince Souvanna Phouma, but he might perhaps send him another message. 
President Kennedy agreed and suggested that in such a message it might be said 
that the United States Administration were friendly to him. Mr. Bundy suggested 
that it would be something if Prince Souvanna Phouma would go back to Laos 
without going to Moscow and Peking. Lord Home said that he would try the 
effect of a further message. 

6.	 Disarmament 
Mr. Macmillan said that there should be some discussion about disarmament: 

President Kennedy said that the talks would probably be resumed in June or July. 
Mr. Macmillan said that on tests the West should concentrate on defining one orj 
two points of difference. It would be very unfortunate to break on the French jM

difficulty. , 


7.	 Vietnam .:'::im 
President Kennedy asked about the terror in Vietnam. He had been greatly 11 

impressed by Lord Home's remarks at Bangkok on this subject. Lord Home said 1 
that the answer to the terrorist campaign was of course a good counter-subversion i $ 
movement. It was rather difficult to talk about this in public. There seemed toll 
be 2,000 political assassinations a year and about 2,000 troops and police wereJIj 
killed in trying to trace the murderers. President Kennedy1 said that the figures ill 
were very disturbing. He might say something about it in a public statement. If 
Lord Home agreed and said that this obviously could not go on for much longer.  v i 

Washington, 

IDth April, 1961. 
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1. West Indies 
President Kennedy said that he had made some preliminary enquiries into the 

/points raised in the aide-memoire which Mr. Macmillan had given him about the 
iWest Indies.  ' " ''- -' - ' ! 

' - As regards immigration from the West Indies to the -United States, a Bill was 
being introduced which would give the West Indies a quota of 1,000 when the 
Federation became independent. In addition, he had arranged for further 
fconsideration to be given to the possibility of allowing a number of West Indians 
Ho enter the United States for a limited period for employment as domestic workers. 

He would also have enquiries made into the point about sugar purchases, and 
would arrange for a reply to be sent to the United Kingdom Government in due 

-course.. ' ; . - . " 

2. Shipping 
;. President Kennedy said that he would study the points made in the aide
fmemoire about shipping which he had received from Mr. Macmillan. One of the 
Immediate difficulties was the continued outflow of gold; and,: as long as this 
Icpntinued, protectionist measures were inevitable. When the position had eased, 
it should be possible to relax some of these restrictions. 

Mr..Macmillan stressed the importance of shipping earnings to the national 
^economy of the United Kingdom. , ..',.'...'"/.-.' :, 
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President Kennedy said that he would give sympathetic consideration to the i 
representations which Mr. Macmillan had made and "would arrange for a reply M 
to be sent to the United Kingdom Government as soon as possible. 

3.	 Laos 
Lord Home said that Lord Landsdowne (Parliamentary Under-Secretary o(?M

State, Foreign Office) had seen Prince Souvanna Phouma in Paris and had made -M 
it plain to him that he would be well advised to visit Washington before he returned f j 
to Laos. Souvanna Phouma had intimated that he would be ready to accept an M 
invitation to come to Washington either immediately or on 18th April. 

After discussion it was agreed that it would be preferable that Souvanna 
Phouma should come to Washington on 18th April; and instructions were.-^ 
telephoned accordingly; to the United States Embassy in Paris. 

Mr. Macmillan said that he was glad that Lord Home and Mr. Rusk had been 
able to settle the question which had arisen on the previous day about the 
movement of British troops from Malaya to Singapore. Mr. Rusk explained that 
the United States Government had had no intention of precipitating the movement 
of British or other South-East Asia Treaty Organisation (SEATO) troops in the 
area. President Kennedy said that he understood that British troops would require 
seven days to reach Laos, but the para-military measures which would betaken 
first should hold the position for longer than that. Some or all of the following 
measures could be taken: 

(a) The appointment of American M.A.A.G. officers in uniform to units of the 
Royal Laotian Army down to company level. 

(b) The use of B-26 aircraft to support the troops. 
(c) The provision of Thai gun crews. 

Such measures should suffice to hold the position for a time unless the Communists 
greatly increased their military effort. The United States Government would not, 
however, put these para-military measures into operation, nor call for preparatory 
movements of SEATO troops, without first consulting the United Kingdom 
Government through the diplomatic channel. 

President Kennedy asked when a further reply was expected from the Russians 
about the cease-fire and conference. It was recognised that, while it could not yet ; 
be said that the Russians had unduly delayed their reply, delay was to their . 
advantage. Lord Home suggested that Her Majesty's Ambassador in Moscow 
might press the Russians for an early reply on the practical ground that 
arrangements must, be put in hand at once if a conference was to assemble on 
2nd May. 

4.	 United Nations: China 
Mr. Rusk said that he had been glad to have the opportunity for such a valuable 

exchange of views' on the problem of Chinese representation in the United Nations. 
This was a very difficult problem for the United States Administration. He thought 
that, because of the difficulties in the United States, it would be undesirable to 
give any public indication that there had been any drawing together of the United 
States and British positions. This did not mean that the differences need be 
exaggerated; but any suggestion that there had been a change in the United States 
view following on talks with United Kingdom Ministers would be very 
embarrassing for the Administration, who would be accused at once of giving in 
to British pressure. 

President Kennedy said that this was the worst political problem that the 
United States had faced in the last .13 years. He hoped it could be handled very, 
carefully. 

Lord Home said that he did not propose to say another word on the subject i 
if he could help it, though he agreed that it might.be brought up in Parliament. :1 

Mr. Macmillan said that, if it were raised in the House of Commons, he would M 
propose to emphasise that this was not one single problem but a complex of^j 
problems: it was not simply a question of seating Communist China but of dealing 
with Formosa and so on. 

President Kennedy indicated that this seemed to him to be the right way of Wm 
dealing with the matter. 
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TOP SECRET 3 


;S. Communique 
Alternative drafts of a final communique were submitted and considered. 

After discussion a final draft was approved, a copy of which is annexed to this 
record. It was agreed that President Kennedy and Mr. Macmillan should 
;themselves hold a short meeting with representatives of the Press, at which the 
President would read the communique. Brief personal statements would then 
be made by the President and Mr. Macmillan, but no opportunity would be given 
-for questions to be asked. 

Washington, 
9 th April, 1961. 
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ANNEX 


JOINT STATEMENT BY THE PRESIDENT OF THE UNITED STATES i 
AND THE PRIME MINISTER OF THE UNITED KINGDOM 

We have a statement for you on what we and our two Secretaries of State and 1 
other advisers have been discussing in the last four days. 

We have had a series of candid and friendly talks. We have discussed the 1 
present world situation in general, and in particular the major issues of international I 
relations which affect our two countries. We have reached a very high level o f f 
agreement on our estimate of the nature of the problems which we face.' We realise I 
all too well that to meet these problems will require from us many sacrifices. 

Open and friendly discussions have served to clarify and confirm our common i 
commitment to those who care for freedom. We are in complete agreement.as to I 
the gravity and depth of the dangers in the present world situation for those nations H 
who wish to retain their independence and the priceless right of choice. 

While we recognise that the core of Western security against armed aggressionM 
continues to be the North Atlantic Alliance, we also discussed how our countries 1 
can help to strengthen the Free World as a whole. 

We have considered what measures it might be advisable to take, together with fl 
our Allies, to ensure the cohesion, effectiveness and adaptability of the Atlantic? 
community in a changing world. 

To this end we have examined the world economic and financial situation, J 
including the problems of imbalance and short-term capital movements; the need m 
for co-ordination to meet these problems by increased utilisation of existing jfj 
international machinery: the need for more effective assistance to nations in an . 
earlier stage of economic development: and the need for maintenance of worldM 
trade at. the highest possible level. We have recognised both the urgency and thellf 
importance of further steps toward the economic and political unity of Europe.;!! 

We reaffirm our vigorous support of the United Nations and our determinationm 
to oppose the attempts currently being made to undermine its authority as an ; 
instrument for peace and security in the world. m 

We have given close attention to South-East Asia and specifically to lhe?J 
critical problems of Laos and Vietnam. 

We are agreed upon both the importance and the difficulty of working towards I 
satisfactory relations with the Soviet Union.. 

We also, reaffirm the determination of our Governments to do their utmost a 
to bring to a successful conclusion within a reasonable period of time the 1 
negotiations in Geneva for the cessation of nuclear weapons tests under effective J 
inspection and control. ' 4 

We have talked as partners, but with a full awareness of the rights and interests! 
of the other nations with whom we are closely associated. .'./ i; 

8th April, 1961 
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1. Washington Talks 
;;v: Mr. Diefenbaker asked what impression Mr. Macmillan had formed, during his 
visit to Washington, of the new United States Administration. 

-\" Mr. Macmillan said that in general the new Administration were likely to adopt 
a more political approach towards their problems than their predecessors and to 
be more flexible. General Eisenhower had had great courage and strength of 
character and a basic fairness, combined with a remarkable ability to take the right 
decision in an emergency. President Kennedy was; however, an experienced 
politician and more sensitive to public opinion. It should now be easier to discuss 
our common problems with the United States Government objectively and 
dispassionately, and to arrive at joint assessments of the nature of the difficulties 
to be overcome. Even though the Administration might not always be able to 
take action in the desired direction, because of the pressures to which they were 
subject, we could at least hope that we should have a clearly understood and 
common objective towards which to work. 

2. United Nations: China 
:;; Mr. Diefenbaker asked what the current attitude of the United States 

!Administration was towards the representation of China in the United Nations. 
When he had seen President Kennedy in January his attitude seemed to have 
hardened on this question, in spite of what he had said during the election oampaign. 
He had evidently found, when he took office, that the pressure on him was greater 
than he had expeoted. 
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Mr. Macmillan said ithat it would have been easier to find a solution of this 
problem if the United States Government had been willing to tackle it three or 
four years ago. The difficulties were now very much greater. Apart from the 
hostility of the American public towards the Communist Government of China, 
there was also the problem of Formosa. The United States Government could not 
accept any solution which would involve the disappearance of Formosa from the 
United Nations. They were therefore most anxious that this issue should not come 
up on the basis of credentials for a single Chinese seat; for it would then be settled 
by a simple majority vote which, if it went in favour of Communist China, would 
automatically exclude Formosa from the Organisation. They would therefore 
prefer that the question should come forward in some other form which would 
require a two-thirds majority. It might perhaps be linked with the problem of 
enlarging the composition of the Security Council and other Councils of the 
Organisation. Alternatively it might be presented in the form of a " successor 
State " resolution, following the precedent of the resolution passed when the United 
Arab Republic bad succeeded to the seats previously held by Egypt.and Syria. 
All these various possibilities were now under consideration by the Administration. 
They were anxious that their allies should for the moment say as little as possible 
about this question in public: they did not wish to appear to be under pressure 
on it. If a formula could be evolved which commanded general respect, it would 
not matter greatly to the United States Administration if the Chinese Communist 
Government declined to accept it. It would of course be awkward if the Chinese 
Nationalists exercised the veto against it. Their present attitude was not known; 
for the United States naturally would not consult them until they had a clearer idea 
of the line which they wished to take. 

3. Laos 
Mr. Diejenbaker asked what prospects there were of achieving a settlement 

in Laos. 

Mr. Macmillan said that the Soviet Government had not yet replied to the 
latest British note, but he still hoped that it would be possible to secure a cease-fire 
and a conference. The new United States Administration were now convinced 
that the right course was to go all out for a political settlement in Laos. In the 
last days of the previous Administration the American military leaders and the 
diplomatic representatives on the spot had been prepared to support an 
anti-Communist Government by military means; but the new Administration had 
seen the dangers of military intervention in Laos and were prepared to accept a,., 
neutral regime which would provide a pad between Vietnam and Thailand. In ; 
this, as in other matters, they were determined to impose a stricter political control 
over the Pentagon and over their local representatives. They should be able to 
persevere in this policy unless some very respected figure, such as General )l
Eisenhower, came out publicly against them. They might then be placed in a ' 
difficult political' dilemma. For their Republican opponents would be quick to 
accuse them of appeasement if they sought a political settlement and Laos in thef 
end went over to the Communist side: but, equally, if they were obliged to authorise.. 
military intervention, they would be criticised on the basis that, as in Korea, a 
Democrat Government had embarked on war. mm 

Mr. Macmillan said that he thought it probable that President Kennedy would ; 
find a way through this dilemma. In general, he believed that official and diplomatic 
circles in Washington tended to overrate the difficulties of opinion in Congress:, 
his own view was that the American public were more inclined to let the 
Administration get on with the business of government once it had been elected; : 
and he thought that President Kennedy would be able to command general public;. 
support for his policy. 

4.	 Nuclear Tests 
In reply to questions by Mr. Diefenbaker, Mr. Macmillan said that the Russians 

now seemed to be adopting an obstructive attitude in the Geneva negotiations on 
nuclear tests. They seemed to be going back on positions which they had previously, 
accepted. For example, they were now unwilling to accept a Control Commission 
with a single Chairman and were arguing that there should be three Chairmen 
representing, respectively, the Communist bloc, the Western Powers and the neutral, 



countries. This proposal was based on the argument that no one could be 
" objective " as between Communist and non-Communist interests. It followed 
the line which they were taking on the structure of the United Nations. If they 
persisted in this attitude it v/as unlikely that an agreement would be concluded. 

5. Europe 
Mr. Diefenbaker said that he had been interested to note that the communique 

issued at the end of the Washington talks had included a reference to the importance 
of economic and political unity in Europe. Was he to understand that the United 
States Government were now anxious that the United Kingdom should join the 
Six? 

Mr. Macmillan said that the attitude of the new Administration on this 
question was different from that of their predecessors. They were more ready to 
recognise the dangers of a further political division in Europe. They saw that, 
if a close economic and political unity developed between the countries of the Six, 
the inner core of Europe might drift away from the wider concept of an Atlantic 
community and might even constitute itself as a third force in world politics. 
There were indeed some signs of such a development already. Under French 
leadership, the countries of the Six were not co-operating fully with the other 
leading countries of the West in the current problems of the Congo and Laos. This 
was probably an example of General de Gaulle's reluctance to accept " Anglo-
Saxon " leadership; and more difficulties of this kind must be expected if the"Six 
were left to develop separate political policies of their own under French leadership. 
From that point of view the position would be no better after General de Gaulle 
had gone; for it was likely that the leadership of the Six would then be assumed 

'; by Germany. It was for these reasons that the United States Administration now 
I felt that it would be better if the United Kingdom joined the political associations 

of the Six, where they would provide an element of stability. Mr. Macmillan said 
. that this was in accord with his own view of the situation, and he was glad to 

feel that it now had the support of the United States Government. 

Mr. Diefenbaker said that the United States Government seemed to be 
considering only the political implications. Canada, and other Commonwealth 
countries, must concern themselves with the economic consequences. These were 
likely to be serious. Canada's economic interests could not fail to be prejudiced 
if the United Kingdom accepted the full economic implications of joining the Six. 

1Public opinion in Canada would be gravely troubled by this development. 

Mr. Macmillan said that the basis of the United Kingdom's association with 
f the Six had still to be negotiated. The interests of other Commonwealth countries 

would certainly not be overlooked in these negotiations. He hoped that it would 
be possible to secure some derogations in favour of Commonwealth trade. 
Admittedly, there would be some economic disadvantages—both for the United 

' Kingdom itself and for other Commonwealth countries; but these would have to 
. "be weighed against the great political advantage of avoiding a further division of 
g Europe and preventing inner Europe from deviating away from, the concept of the 

-Atlantic community. Finally, it must be recognised that, on economic grounds 
alone, the final choice would be between maintaining a system of Commonwealth 
preference with a United Kingdom of declining economic strength, or surrendering 

' some of the advantages of Commonwealth preference in return for a stronger 
United Kingdom and a wider European market. 

I .6. North Atlantic Treaty Organisation 
Mr. Diefenbaker asked what proposals the United States Administration had 

- in mind for the reform of the North Atlantic Treaty Organisation (NATO). 
Mr. Macmillan said that, on the political side, they were anxious to improve 

:. '.. the procedures for consultation on all matters of common concern, including matters 
. - affecting territories outside the NATO area. They recognised, however, that some 

;- of these questions could not conveniently be discussed by the North Atlantic Council 
as a whole; and they favoured the development of less formal methods of political 

; consultation through groups constituted ad hoc according to the subject for 
^/discussion. 



On the military side it was evident that they were not anxious to proceed with 
the proposal of the Eisenhower Administration for the stationing of large numbers 
of M.R.B.Ms. in Europe. In general, they would be disinclined to favour any 
further expansion of the nuclear capacity of NATO, and would assign a higher' 
priority to the building up of its conventional forces. They were conscious of the 
uneasiness among the European members of the Alliance on the subject of nuclear 
weapons, but were hoping to remedy this by new proposals on political control 
which were now in course of formulation. These were based on the recognition 
that (i) there would be no great difficulty in authorising the use of nuclear weapons 
in retaliation against a nuclear attack; and (ii) if the question arose of using nuclear 
weapons to contain an attack by conventional forces in overwhelming strength, 
there would be more time for consultation. 

7.	 Cuba 
Mr. Diefenbaker said that the United States Government were pressing the 

Canadian Government to reduce the volume of trade between Canada and Cuba 
- t h o u g h the amount of continuing trade between the United States and Cuba was 
still very much larger than that between Canada and Cuba. It seemed to him that 
the United States Administration Were disproportionately concerned about the 
situation in Cuba. 

Mr. Macmillan said that it was not surprising that the United States 
Government should react strongly against the expropriation of American assets in 
Cuba. But, apart from that, the Castro movement was quite different from the 
normal pattern of revolutions in Latin America, in which one dictator was replaced 
by another. Castro had the support of the great mass of the under-privileged 
population. The new Administration in the United States were evidently 
conscious of the dangers presented by the sharp social contrast in many of the 
Latin-American countries, where great wealth Was concentrated in the hands of a 
small minority while the mass of the population lived in abject poverty. This was 
a situation which provided fertile ground for Communism; and, when once a 
Communist regime had been established in one country in South America, there 
Was a grave danger that other Countries might follow suit. The Soviet Government 
would be quick to exploit this situation. No United States Government could 
contemplate such a development without anxiety. 

Mr. Macmillan said that, for his part, he recognised that trade boycotts were 
ineffective as a means of expressing disapproval of another country'? regime. They 
usually had the result Of damaging the Commercial interests of the country which 
imposed them, without producing any substantial effect on the regime which they 
were designed to change. The same was true, in his opinion, of attempts to express 
disapproval of a Governments policies by withdrawing diplomatic recognition. It 
must, however, be recognised that it had become ingrained in American thinking 
that the grant of diplomatic recognition implied some measure of approval. 

8. Economic Aid 
Mr. Diefenbaker asked whether Mr. Macmillan had had any discussion in 

Washington on the question of economic aid to less-developed countries. 

Mr. Macmillan said that, on behalf of the United Kingdom Government, he 
had undertaken to support in principle the new initiatives which the United States 
Administration had taken at the recent meeting of the Development Aid Group in 
London. 

Ottawa, 

fhh April, 1961. 
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NOTE OF MEETING WITH CANADIAN CABINET, TUESDAY, 
11th APRIL, 1961 

On 11th April, 1961, at 11-30 a.m., Mr. Macmillan attended a 
meeting of the Canadian Cabinet held in the Privy Council Office, 
Parliament Buildings, Ottawa. In addition to the members and 
Secretariat of the Canadian Cabinet, Sir Saville Garner, the United 
Kingdom High Commissioner in Ottawa, and Sir Norman Brook were 

. present at this meeting. 

Mr. Diefenbaker, in welcoming Mr. Macmillan, said that the Canadian Cabinet 
would be glad to hear his views on the world economic situation with particular 
reference to the economic problems of Europe. 

Mr. Macmillan said that he was pleased to have this opportunity of meeting 
the members of the Canadian Cabinet. He was always glad, when visiting 
Commonwealth capitals, to have the privilege of attending a Cabinet meeting; 
and this was the second occasion on which he had been able to do so in Ottawa. 
He would concentrate his remarks, as Mr. Diefenbaker had suggested, on the world 
economic situation and its political implications for Europe and for the Atlantic 
Community. 

In recent years the Communist bloc had been gaining ground at the expense of 
the West. The Soviet Union had greatly increased its economic strength. It still 
suffered from some economic stresses, especially in respect of agriculture; but it 
commanded great economic power, to which its satellites in Eastern Europe 
contributed. Since the end of the war the Russian hold over their satellites had 
been consolidated. They had withdrawn only from Austria; and they now seemed 
to realise that this was a mistake which they were not likely to repeat elsewhere. 
They were beginning to use methods of economic penetration over a wider area. 
Though the total of their economic aid to other countries was small in relation to 
that given by the West, they seemed able to secure a high political return for it; 
By skilful propaganda they were able to gain as much credit for an expenditure 
of'$50,000 as the West could win from $500,000. This was a challenge to the 
Western countries. They should meet it by combining to develop their economic 
resources to the maximum and by improving their organisation for countering 
Communist attempts to build up economic domination over the emergent and 
under-developed countries. . 
Iff The time had come to review the economic organisation of the Western world. 
Fifteen years ago the economy of Europe was in ruins, owing to the ravages of 
war. Now, thanks largely to massive aid from the United States, Europe had made 
a.spectacular recovery; and the Six were capable of forming the most powerful 
economic group in the world. It might be said that they were enjoying the fruits 
of defeat. With no external debt, with their industries re-equipped with up-to-date 
plant, and with abundant supplies of relatively cheap labour, they were in a position 
to.offer strong competition in the export markets of the world. Meanwhile, in 
JNorth America, there was a trade recession: both in the United States and in 
Canada the economy was running well below its full capacity, with under
production and a substantial volume of unemployment. It was to be hoped that 
President Kennedy would find himself able to adopt expansionist policies to reverse 
-this trend. The test of his intentions would come within the next 6-12 months. 

t ; Mr. Macmillan said that, as he saw it, the main remedies were these. 
S First, it was desirable that a central banking system should be developed which 
would effectively provide a sound and sufficient credit base for the trade of the 
-Western world. There were signs that the central banks might now be ready to 
faccept this responsibility. It was encouraging that, when the recent re-valuation 
of the Deutschemark had led to extensive speculation in the London market, the 
Central banks had together taken joint action to steady the position. 



I I f 

Secondly, all the Western countries should work together for the greatest 
possible expansion of trade throughout the Western world. All Governments were 
ready to agree in principle that world trade should be expanded, but each was apt 
in practice to protect its own industries. In conditions of under-production and 
unemployment there were alwaysstrong political pressures for protectionist measures. 
The remedy was to expand the credit system so as to increase production and 
trade. Under those conditions the greater fear would be of inflation, rather than 
unemployment; and the political pressures would then tend to work in favour of 
expansion. 

Thirdly, advantage should be taken of the current movement towards the 
creation of larger trading areas. At the end of the 19th century the United States 
was itself the largest single trading area. Since the Ottawa Conference of 1932, 
the Commonwealth had established its own special system of preferences and free 
entry, though the value of this preferential system had decreased in recent years. 
Now there was a movement to create free trade areas in Europe—first the Six and 
now the Seven, and the possibility of some merger between them. These 
developments were dictated by the technological developments in modern industry 
which, because of the increased capital investment which they involved, inevitably 
required a larger area of sale. Modern industry needed larger markets. These 
wider free trade areas, though they were required by industry, raised difficulties for 
agriculture; and almost all countries which entered into such associations found it 
necessary to make special provision for their agricultural and horticultural products. 
Even within the Six it was recognised that special arrangements would have to be 
made for agriculture and horticulture. 

The United Kingdom Government were now contemplating the possibility of 
some form of close association with the Six. Before entering into such an 
association they had to consider their own agricultural and horticultural interests, 
their special relations with other Commonwealth countries and the interests of 
their partners in the European Free Trade Area. They were under an obligation 
to consult other Commonwealth Governments before final decisions were taken, 
and they would certainly honour that obligation. It now seemed possible that 
there was a basis for an economic settlement which, with suitable " derogations ", 
would not involve undue damage to those interests. Given political will on both 
sides, there was a real possibility of an economic settlement which would make for 
greater economic unity in Europe. The main obstacle now was the attitude of the 
French, and particularly of General de Gaulle, who had hitherto been reluctant 

. to contemplate British participation in the political association of the Six. 

The attitude of the French Government was a crucial factor in this, situation. 
General de Gaulle had a passionate belief in the destiny of France as a great Power. 
He was also a man of indomitable will. By his own efforts he had done more than 
any living Frenchman to restore the strength and authority of France, and under 
his leadership the French took pride in their renewed strength. He was conscious 
that over the past' 15 years France had been under the domination of the 
"Anglo-Saxons ", and he resented that domination. Now that the economic 
strength of France was restored, he would demand that she should be treated as a 
political equal. This attitude was exemplified by his. refusal to co-operate in many 
of the current matters which were of common concern to the members of the 
Atlantic Alliance. In the Congo and in Laos he was unwilling to bear any share of 
the responsibility: he treated the United Nations with indifference and w^s 
unwilling that France should play any leading part in it: he was unwilling to give 
full co-operation in NATO, where he declined to accept the principles of integration 
or of interdependence—and, if the French Army returned from Algeria, he would 
be reluctant to place it under NATO command. In each of these particular 
instances he would doubtless adduce special reasons for his attitude; but, taken 
together, they were all illustrations of his unwillingness to accept what he regarded 
as' subordination to " Anglo-Saxon " leadership. 

Thus, if the Six developed into a close political unity, there was a great danger 
that, so long as they continued under French leadership, they woufd gradually 
undermine the cohesion of the Atlantic Alliance. If, therefore, the Alliance was to 
remain the core of Western resistance to Communist encroachment, a new spirit 
must be infused into it. The Alliance must be adjusted to changing circumstances. 
But its problem to-day was psychological, rather than technical. It must be adapted 
to fulfil a new role in the next phase of the East-West struggle—where economic 



and political co-operation would be at least as important as the military side of the 
Alliance. In this a new spirit of unity was required—and an organisation which 
could be adapted to meet the Sino-Soviet challenge, not in Europe only, but in 
Africa, Latin America and other parts of the world. It was for these reasons, 
Mr. Macmillan concluded, that the special problems of Europe should now be 
considered in the wider context of the world situation to which he had referred at 
the outset of his remarks. This was the main point which he had sought to press 
during his recent visit to the United States. 

Mr. Diefenbaker said that this new concept of unity in the free world, which 
Mr. Macmillan had put forward in his talks with President Kennedy and in his 
speech at the Massachussetts Institute of Technology, was a challenge to the 
members of the Atlantic Alliance. He hoped and believed that the nations of the 
free world would respond to this challenge. He also hoped that Mr. Macmillan 
was right in believing that President Kennedy would find it possible to pursue 
expansionist policies which would benefit the Canadian economy. He regretted 
that, up to date, no practical steps had been taken in this direction so far as 
concerned trade between the United States and Canada. 

Mr. Diefenbaker thanked Mr. Macmillan for the frank way in which he had 
expressed his views to the Canadian Cabinet. 

Ottawa, 

11th April, 1961. 
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1. West Indies 
^ Mr. Macmillan. said that the prospects of federation in the West Indies were 
now-uncertain. Much would depend on the results of the referendum in Jamaica. 
If the attempt to build a federation were frustrated, it was difficult to forecast what 
the constitutional development of the smaller islands would be. Separately, they 
could not hope to be viable as independent units. 

The West Indies were experiencing serious economic difficulties. These would 
be greatly eased if the pressure of population could be reduced. West Indians were 
already coming to the United Kingdom in very large numbers; it would be helpful 
if more could be absorbed in the Western hemisphere. At the request of the Federal 
Government he had asked the United States Administration to consider whether 
they could relax their restrictions on the immigration of West Indians. Could 

; Canada do anything to help? 

Mr. Diefenbaker said that the number of West Indians admitted to Canada, 
I as a proportion of their population, was already high. In most years it was second 
-;only to immigration from the United Kingdom. Over recent years it had averaged 
11,100 a year. While unemployment in Canada remained as high as it now was, 
He did not think it politically possible to do anything more. 

Mr. Macmillan said that, since 1955, no less than 160,000 West Indians had 
been admitted to the United Kingdom. 

Mr. Diefenbaker said that, even so, he hoped that Mr. Macmillan would refrain 
wfrom letting it be known, at his Press conference that afternoon, that he had asked 
-the Canadian Government to consider whether larger numbers of West Indians 
tcould be admitted to Canada. Mr. Macmillan said that he could deal with questions 



on this subject by referring to the interest which Canada had shown in the economic 
stability of the West Indies and by saying he was confident that this interest would 
be maintained. 

2.	 Hong Kong 
Mr. Macmillan said that, in response to representations from President 

Kennedy, he had promised to consider what steps could be taken to check the 
volume of textile exports from Hong Kong to the United States. He understood 
that this problem was also giving rise to anxiety in Canada. 

Mr. Diefenbaker said that the Canadian Government were dissatisfied with the 
results of the mission on this subject which they had recently sent to Hong Kong. 
They felt that they must now take unilateral action to deal with the situation. 

Mr. Macmillan asked what action they could take. 
Mr. Diefenbaker admitted that it would not be practical to impose a quota. 

Mr. Bryce said that it might be possible to determine values for these exports for 
purposes of duty, and then to apply anti-dumping measures if the goods were sold 
at prices below that level. Like the Americans, the Canadians were concerned 
about the effect which the increase in these imports might have on the voluntary 
arrangements they had made for limiting the import of textiles from Japan. Those 
arrangements represented an attempt to deal with the problem of low-cost exports 
from Japan; and it would be unfortunate if their effect were nullified by unilateral 
action on the part of Hong Kong. 

Mr. Macmillan said that thought would have to be given to the general problem 
of exports by low-cost producers. It was an old saying in Oldham, which exported 
both cotton goods and machinery for manufacturing cotton goods, that one half 
of the town was busily engaged in putting the other half out of employment. The 
industrialised countries of the West faced a similar problem now—when, by their 
economic aid, they helped to., build up in the less developed countries industries 
which would compete with their own production. 

Mr. Diefenbaker, in reply to a request by Mr. Macmillan, said that he would 
arrange for the United Kingdom Government to be informed in advance of any 
action which the Canadian Government decided to take to restrict the import of 
Hong Kong textiles into Canada. 

3.	 Uranium 
A short discussion was held about the exchange of letters in which the United 

Kingdom Atomic Energy Authority had undertaken^in 1957 to buy a specified 
quantity of uranium from the Eldorado Company over the years 1963-66. It was 
agreed that the next step must be for the United Kingdom Atomic Energy Authority 
to resume their negotiations with a view to seeing whether some modified 
arrangements could be arrived at which would be acceptable to both sides. 

Mr. Diefenbaker said that he would arrange for a mission to go to the United 
Kingdom for this purpose. He had not yet decided what the composition of 
that mission should be. 

Mr. Macmillan said that, at his Press conference later that day, he would 
content himself with saying that the two Governments were agreed that the 
negotiations between the Company and the Authority should be continued, and 
that he understood that these would shortly be resumed in London. 

4.	 North Atlantic Treaty Organisation 
Mr. Macmillan said that he assumed that at the next Ministerial meeting of 

the North Atlantic Council in Oslo Canada would be represented by Mr. Howard 
Green (Minister for External Affairs). It would be useful if Mr. Green could 
come to London on his way to Oslo so that he could consult with Lord Home 
before the meeting. Mr. Diefenbaker said that this could doubtless be arranged. 

Mr. Macmillan said that, from what he had heard in Washington, it seemed,̂  
unlikely that the United States Administration would continue to press the proposals 



put forward by the previous Administration for the stationing of M.R.B.Ms. in 
Europe. Mr. Diefenbaker said that he was glad to hear this. In recent years 
high-ranking American officers had indulged in dangerous talk about the use of 
nuclear weapons. They had given the impression that the military authorities in 
the United States would be very ready to use these weapons in a " preventive war ". 
Partly as a result of this, public opinion in Canada was becoming restive about the 
use of nuclear weapons. There was a strong body of opinion which was opposed 
to the stationing of nuclear weapons on Canadian soil unless a clear understanding 
had been reached that they would not be used without a joint decision by both 
Governments. This view was openly expressed by the leaders of the Liberal Party. 
In theC.C.F. and Labour Parties more extreme views were held; and it was being 
suggested in some quarters that Canada should dissociate herself from any use 
of nuclear weapons within the North Atlantic Alliance. There was no doubt that 
there had been a substantial upsurge of feeling in Canada in favour of nuclear 
disarmament. Associated with this was a feeling of distress over the French action 
in seeking to develop an independent nuclear capacity of their own. 

5. Berlin 
Mr. Diefenbaker asked whether the Soviet Government were likely to make 

any early move over Berlin. 

Mr. Macmillan said that the Russians might be content to wait until after 
the German elections. 

Mr. Diefenbaker then asked what was the general attitude of the new United 
States Administration to this question. 

Mr. Macmillan said that they did not seem to have taken any final decision 
yet. But it seemed likely that they would be concerned more with realities than 
with legalities. Thus, so long as military and civil supplies continued to move into 
West Berlin, they would be disinclined to take issue on the question whether the 
traffic was controlled by the Russians or by the East Germans—even though this 
might seem to involve a de facto acceptance of the existence of an East German 
State. On the other hand, if the flow of supplies into West Berlin were physically 
impeded, they would probably favour a strong reaction—by military operations 
,on a larger scale than had been contemplated hitherto. 

Mr. Macmillan said that President Kennedy seemed disinclined to favour an 
-attempt to find a treaty basis for the Western position in Berlin. He himself had 
felt that our present juridical position, based on the original military occupation, 
was becoming more difficult to defend as the years passed and that we might do 
better if we could move over to a treaty basis. The Americans presumably felt 
that we should have to pay too big a price for this; and it was certainly true that 
we were not in a strong negotiating position. 

6. South Africa 
Mr. Diefenbaker said that the South African Government had recently 

cancelled a letter of intent, given before the recent Meeting of Commonwealth 
Prime Ministers, to buy a large quantity of wheat from Canada. He asked whether 
the United Kingdom Government had any similar indication of a new attitude 
pa the part of the Union Government towards trade with other members of the 
Commonwealth. 

Mr. Macmillan said that the United Kingdom Government had had no such 
Vindication. Their impression was that the Union Government were anxious that 
trading relations between South Africa and the United Kingdom should continue 
unchanged. 

7. China 
H . Mr. Diefenbaker said that the Chinese Communists had recently bought 
/wheat from Canada for which they had paid in sterling. They were now making 
t̂entative enquiries about the possibility of making further purchases on credit 

/"terms. Had Mr. Macmillan any views on the expediency of extending credit to 
/the Communist Government of China? 



l i f e 

Mr. Macmillan said that in his view this question could be determined on a 
basis of commercial judgment. The Chinese Communist Government had not 
asked for credit from the United Kingdom on a Government-to-Government basis. 
But, so far as he was aware, the facilities of the Export Credits Guarantee 
Department were available to United Kingdom firms wishing to trade with 
Communist China. 

Ottawa, 

Uth April, 1961. 
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CAEINET 

TOURISM 

Note by the Chancel lor of the Duchy of Lancas ter 

In D e c e m b e r , I960, the P r i m e Min i s t er appointed a Commit tee of 
Minis ters under my Chairmanship to cons ider m e a n s of increas ing the 
United Kingdom's earnings f rom o v e r s e a v i s i t o r s to this country. The 
Commit tee ' s report i s annexed for cons iderat ion by the Cabinet. 

2. The Commit tee have taken into account the v i e w s e x p r e s s e d to 
them by the new Chairman and Deputy Chairman of the B r i t i s h Trave l 
and Holidays A s s o c i a t i o n , Sir Wil l iam Mabane and Lord Geddes 
re spec t ive ly . Our i m p r e s s i o n i s that this new l eadersh ip wi l l infuse 
f re sh vigour into the A s s o c i a t i o n , and in paragraphs 43 and 44 of our 
report are l i s t ed a number of d i rec t ions in which the new "management" 
is trying to make the A s s o c i a t i o n m o r e e f fect ive . 

3. The Committee'8 r e c o m m e n d a t i o n s w e r e for the m o s t part 
agreed unanimously but, where this i s not s o , the d i s sen t i s e x p r e s s e d 
in the re levant paragraphs . 

4. I ask the Cabinet to approve the C o m m i t t e e ' s conc lus ions and 
recommendat ions , which a r e s u m m a r i s e d in Part II of their report , and 
to invite the Min i s ters concerned to put them into effect . 

C.H. 

Office of the Chancel lor of the 

Duchy of L a n c a s t e r , 3 . W. 1. 


27th Apri l , 1961. 
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"Need B r i t a i n b e so^ A l p o f ? " 

( H e a d l i n e t o a "t r f imes''* ArtYc le" \yy"yi, H e n r i F a y a t , 


B e l g i a n F o r e i p j i Trade M i n i s t e r . 1 9 5 7 / T 9 5 8 ) 


PART I 

TERMS OF REFERENCE AND MEMBERSHIP 

We were a p p o i n t e d on 22nd December , i 9 6 0 , t o c o n s i d e r 
means o f i n c r e a s i n g t h e U n i t e d K i n g d o m 1 s e a r n i n g s from o v e r s e a s 
v i s i t o r s t o t h i s c o u n t r y . The membersh ip o f t h e Commit tee 
and t h e l i s t o f o t h e r M i n i s t e r s whose h e l p we h a v e h a d a r e 
shown a t A p p e n d i x A. We h a v e h e a r d t h e v i e w s 'of t h e Chairman 
and D e p u t y Chairman o f t h e B r i t i s h T r a v e l and H o l i d a y 
A s s o c i a t i o n ( 3 . T . H . A . ) . 

R^GROUND 

2 . In 196b* t h e number o f h o l i d a y , s o c i a l and b u s i n e s s 
v i s i t o r s t o B r i t a i n was n e a r l y 1 , 7 0 0 , 0 0 0 . W i t h i n t h i s 
f i g u r e f o r e i g n h o l i d a y - m a k e r s and t h e l i k e t o p p e d t h e m i l l i o n 
mark f o r t h e f i r s t t i m e . A q u a r t e r o f a m i l l i o n f o r e i g n 
b u s i n e s s m e n and n e a r l y i) .00 ,b00 Commonwealth v i s i t o r s ( b o t h f o r 
b u s i n e s s a n d p l e a s u r e ) a l s o came h e r e . Over t h e l a s t f e w 
y e a r s t h e numbers h a v e grown a l m o s t i n g e o m e t r i c p r o g r e s s i o n 
and I 9 6 0 saw a l a r g e r i n c r e a s e t h a n any r e c e n t y e a r . F u r t h e r 
d e t a i l s a r e g i v e n i n A p p e n d i x B. 

3 . Our e a r n i n g s from o v e r s e a s v i s i t o r s i n c r e a s e d from 
£21 m i l l i o n s i n 19h7 t o £153 m i l l i o n s i n 1939 and £ 1 3 6 m i l l i o n s 
ir. i 9 6 0 , q u i t e a p a r t from e a r n i n g s b y B r i t i s h c a r r i e r s . I n 
1959 o n l y c h e m i c a l s , e l e c t r i c a l m a c h i n e r y and a p p l i a n c e s , 
motor c a r s and i r o n and s t e e l y i e l d e d l a r g e r o v e r s e a s e a r n i n g s 
than t o u r i s m . 

h . The Government h a v e h e l p e d . . T h e i r g r a n t t o t h e B . T . H . A . 
was i n c r e a s e d i n 1959 f rom £ 8 0 0 , 0 0 0 a y e a r t o £ 1 , 0 5 0 , ( 5 0 0 ; 
n o - p a s s p o r t t r i p s from F r a n c e have b e e n i n t r o d u c e d ; we now 
a c c e p t i d e n t i t y c a r d s i n s t e a d o f p a s s p o r t s i n t h e c a s e o f 
v i s i t o r s from s e v e r a l W e s t e r n European c o u n t r i e s ; we h a v e 
a b o l i s h e d t h e v i s a f o r v i s i t o r s from many c o u n t r i e s ; d u t y - f r e e 
s p i r i t s are on s a l e a t major a i r p o r t s ; and summer t i m e i s t o b e 
e x t e n d e d t h i s y e a r b y s i x w e e k s . B e f o r e t h e 1962 t o u r i s t 
s e a s o n t h e r e i s l i k e l y t o b e an i n c r e a s e i n t h e maximum p e r m i t te;'
s i z e o f motor c o a c h e s i n o r d e r t o a l l o w more f o r e i g n v e h i c l e s 
t o u s e our r o a d s . 

5* But no l e s s t h a n s e v e n W e s t e r n European c o u n t r i e s 
a c h i e v e d a g r e a t e r r a t e o f i n c r e a s e t h a n t h e U n i t e d Kingdom 
i n t o u r i s t t r a f f i c i n 1 9 5 9 . The p r e s s u r e f o r more Government 
a c t i o n c o n t i n u e s . We h a v e t a k e n a s our s t a r t i n g p o i n t a 
memorandum b y t h e B . T . H . A . on t h e r e q u i r e m e n t s o f t h e t o u r i s t 
i n d u s t r y i n 1 9 6 1 . We h a v e h a d i n mind y o u r d i r e c t i v e on 
e x p o r t s o f 2 7 t h S e p t e m b e r , i 9 6 0 , i n w h i c h y o u a s k e d y o u r 
c o l l e a g u e s t o e n s u r e t h a t t h e y and t h e i r D e p a r t m e n t s s h o u l d 
s e t a s i d e a s f t r a s p o s s i b l e D e p a r t m e n t a l and d o m e s t i c 
i n t e r e s t s t h a t c o n f l i c t e d w i t h t h e main o b j e c t i v e o f i n c r e a s i n g 
our o v e r s e a s e a r n i n g s . 



PUBLICITY OVERSEAS FOR HOLIDAYS III BRITAIN 

6 . The i n s t r u m e n t chosen "by t h e Government t o p u b l i c i s e 
3ritain a s a t o u r i s t a t t r a c t i o n i s t h e B .T .H .A . I t h a s t o 
f ace many d i f f i c u l t i e s , o u r r e p u t a t i o n f o r p o o r w e a t h e r and 
d u l l food and f i e r c e c o m p e t i t i o n among them. - But i t i s 
c l e a r from r e p o r t s from o u r e m b a s s i e s t h a t t h e B . T . H . A . , 
o f t e n h e l p e d by B r i t i s h R a i l w a y s and t h e B r i t i s h Airways 
C o r p o r a t i o n s , makes an i m p a c t i n t h o s e c o u n t r i e s where i t i s 
e f f e c t i v e l y r e p r e s e n t e d . I t d e v o t e s f o u r - f i f t h s o f i t s 
budge t t o o v e r s e a s a d v e r t i s i n g , t o l i t e r a t u r e and t o 
m a i n t a i n i n g o f f i c e s a b r o a d , a l t h o u g h no more t h a n 20 p e r c e n t 
of t h i s i s s p e n t i n W e s t e r n E u r o p e . 

7 . More p e o p l e i n Wes t e rn E u r o p e would c o n s i d e r coming 
h e r e f o r t h e i r h o l i d a y s i f t h e B . I . H . A . c o u l d s t e p up i t s 
European campa ign , wh ich h i t h e r t o h a s t e n d e d t o he s u b o r d i n a t e d 
t o the campaign i n A m e r i c a . One q u a r t e r of a l l t o u r i s t s 
coming t o t h e U n i t e d Kingdom i n i 9 6 0 were A m e r i c a n s . Ha l f 
t h e o v e r s e a s e x p e n d i t u r e i n S c o t l a n d i n 1959 was from t h e 
d o l l a r a r e a . D e s p i t e t h e r e l a t i v e l y s m a l l campaign i n 
Europe, l+k p e r c e n t o f o u r o v e r s e a s v i s i t o r s came from t h e r e 
l a s t y e a r , b u t t h i s seems c a p a b l e of b e i n g s h a r p l y s t e p p e d 
u p . The h o t e l t r a d e i n t h i s c o u n t r y i s s low t o g i v e 
f a c i l i t i e s f o r t h e " a l l - i n " h o l i d a y s t h a t a t t r a c t t e n s of 
thousands of B r i t i s h p e o p l e t o t h e C o n t i n e n t . Some " a l l - i n " 
h o l i d a y s a r e c e n t r e d on H a r r o g a t e , w i t h t r i p s t o t h e Lake 
D i s t r i c t , York and so on ; b u t t h i s i s p r o b a b l y b e c a u s e 
H a r r o g a t u , w i t h a s u r p l u s o f h o t e l s , welcomes t h i s t y p e of 
t r a f f i c . We b e l i e v e t h a t t h e B .T .H .A. s h o u l d b e encou raged 
t o presc; t h e B r i t i s h h o t e l t r a d e t o c a t e r more f o r t h i s t y p e 
of b u s i n e s s . I t s hou ld a l s o e n c o u r a g e t r a v e l a g e n t s a b r o a d 
to t ake a d v a n t a g e of U n i t e d Kingdom accommodat ion n o t i f i e d 
t o i t ns o v n i l n h l u " tor to iG purpose , , 

8 . Va luab le p u b l i c i t y f o r B r i t a i n a s a t o u r i s t a t t r a c t i o n 
i s g iven i n d i r e c t l y "by t o u r s a b r o a d of h i g h q u a l i t y B r i t i s h 
b a l l e t and t h e a t r e compan ies and o r c h e s t r a s and b y f i r s t 
c l a s s e x h i b i t s a t t r a d e f a i r s . We t h i n k t h a t t h e s e 
a c t i v i t i e s shou ld be m a i n t a i n e d a n d , i f p o s s i b l e , i n c r e a s e d . 
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PUBLICITY OVERSEAS FOR HOLIDAYS IN BRITAIN 

6. The i n s t r u m e n t chosen b y t h e Government t o p u b l i c i s e 
B r i t a i n a s a t o u r i s t a t t r a c t i o n i s t h e B .T .H .A. I t h a s t o 
f a c e many d i f f i c u l t i e s , ou r r e p u t a t i o n f o r p o o r w e a t h e r and 
d u l l food and f i e r c e c o m p e t i t i o n among them. - But i t i s 
c l e a r from r e p o r t s from o u r e m b a s s i e s t h a t t h e B . T . H . A . , 
o f t e n h e l p e d by B r i t i s h R a i l w a y s and t h e B r i t i s h Ai rways 
C o r p o r a t i o n s , makes an i m p a c t i n t h o s e c o u n t r i e s where i t i s 
e f f e c t i v e l y r e p r e s e n t e d . I t d e v o t e s f o u r - f i f t h s o f i t s 
b u d g e t t o o v e r s e a s a d v e r t i s i n g , t o l i t e r a t u r e and t o 
m a i n t a i n i n g o f f i c e s a b r o a d , a l t h o u g h no more t h a n 2w p e r c e n t 
of t h i s i s s p e n t i n W e s t e r n E u r o p e . 

7* More p e o p l e i n W e s t e r n Eu rope would c o n s i d e r coming 
h e r e f o r t h e i r h o l i d a y s i f t h e B . I .H0A. c o u l d s t e p up i t s 
European campa ign , which h i t h e r t o h a s t e n d e d t o be s u b o r d i n a t e d 
t o the campaign i n America.. One q u a r t e r of a l l t o u r i s t s 
coming t o t h e U n i t e d Kingdom i n i 9 6 0 were A m e r i c a n s . Ha l f 
t h e o v e r s e a s e x p e n d i t u r e i n S c o t l a n d i n 1959 was from t h e 
d o l l a r a r e a . D e s p i t e t h e r e l a t i v e l y s m a l l campaign i n 
Eu rope , hk p e r c e n t of o u r o v e r s e a s v i s i t o r s came from t h e r e 
l a s t y e a r , b u t t h i s seems c a p a b l e of b e i n g s h a r p l y s t e p p e d 
u p . The h o t e l t r a d e i n t h i s c o u n t r y i s s low t o g i v e 
f a c i l i t i e s f o r t h e " a l l - i n " h o l i d a y s t h a t a t t r a c t t e n s of 
t h o u s a n d s of B r i t i s h p e o p l e t o t h e C o n t i n e n t . Some " a l l - i n " 
h o l i d a y s a r e c e n t r e d on H a r r o g a t e , w i t h t r i p s t o t h e Lake 
D i s t r i c t , York and so on ; b u t t h i s i s p r o b a b l y b e c a u s e 
H a r r o g a t e , w i t h a s u r p l u s of h o t e l s , welcomes t h i s t y p e of 
t r a f f i c , We b e l i e v e t h a t t h e B .T .H .A. s h o u l d be e n c o u r a g e d 
t o p r e s s t h e B r i t i s h h o t e l t r a d e to c a t e r more f o r t h i s t y p e 
of b u s i n e s s . I t s h o u l d a l s o e n c o u r a g e t r a v e l a g e n t s a b r o a d 
t o t ake a d v a n t a g e of U n i t e d Kingdom accommodat ion n o t i f i e d 
t o i t a s a v a i l a b l e " f o r to i s p u r p o s e e 

8 , V a l u a b l e p u b l i c i t y f o r B r i t a i n a s a t o u r i s t a t t r a c t i o n 
i s g i v e n i n d i r e c t l y by t o u r s a b r o a d of h i g h q u a l i t y B r i t i s h 
b a l l e t and t h e a t r e compan ies and o r c h e s t r a s and b y f i r s t 
c l a s s e x h i b i t s a t t r a d e f a i r s . We t h i n k t h a t t h e s e 
a c t i v i t i e s shou ld be m a i n t a i n e d and , i f p o s s i b l e , i n c r e a s e d . 
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FACILITIES AT PORTS AiW AIRPORTS 
Seaports 


9. Once persuaded to come here,, a visiting tourist's- first 
and most lasting - impression may be of the Admiralty Pier at 

Dover or, if he is an unlucky American, the Princes Pier at 

Greenock. The number of foreigners using the main ports of 

entry in 1960 was as' follows:-


Dover - 549,000 

Harwich - 132,000 

Folkestone - 98,0098,0000 

Southampton - 81,0081,0000 

Tewhaven b0,000 


All these are owned by the British Transport Commission 

(B.T.C.) except Dover, which is owned by the Dover Harbour 

Board and run partly by them and partly by the B.T.G. 


10. Major improvements are required urgently at all these 
places. Dover needs better accommodation for cars detained 
"by the Customs, improved train-ferry terminals and better 
passenger facilities generally. Harwich needs better 
accommodation on shore for passengers, an improved road 
approach to the station, more station platforms and larger 
customs and immigration halls and offices. There ought to 
be a brand-new passenger terminal at Folkestone. Southampton,
(whose transatlantic and ocean terminals are of post-war 
construction) needs better facilities for its cross-Channel 
services. More should be done for motorists and other 
visitors at Newhaven. At Greenock, which is owned by the 
Greenock Harbour Trust, the 16,000 transatlantic passengers 
in 1960 had to be taken by tender from their ships to the 
pier (which needs repairs estimated to cost £375*000). 
Passenger facilities on the pier are ninety-two years old. 

11. There are plans to remedy some of the deficiencies at 

these ports at some time in the future. But little is likely

to be done either at the Channel ports or at Harwich until the 

fate of the Channel Tunnel project is known and the work can 

find a place in the B.T.C.'s investment programme. Little is 

likely at Greenock because of the lack of funds available to 

the Harbour Trust. We therefore recommend that:

(a) An early decision should he taken, if possible on 

the Channel Tunnel in order to remove the 

uncertainty about the future of the Channel -ports 

and Harwich. 


(b) In the light of this decision the 3.T.C.	 should be 

ashed to consider the importance of devoting

resources to improvements at these ports as compared 

with other projects. 


(c) The Greenock Harbour Trust should be informed	 that 

in the Government's view they should make every

effort to provide more satisfacto!^ arrangements 

and facilities for the reception of passengers. 




London Airport 


12. More foreign visitors (769,000) arrived at London Airport 

in I960 than at all these six seaports together. The 

facilities in the central building at London Airport are 

reasonably satisfactory. Those on the North side, where 

long-distance flights are handled, though wholly inadequate 

at -present, will be improved when a new building now under 

construction is ready late this year, 


Passenger Service Charge 


13. The B.T.H.A. has recommended the removal or absorption 

in the fare of the passenger service charge of 7/6d. per head 

at United Kingdom airports. We are satisfied that it is 

not a significant deterrent to tourism. 


IMMIGRATION, CUSTOMS AND QUARANTINE CONTROLS 


Hi. As soon as the foreign visitor sets foot here he is 

confronted by the immigration control, the customs control 

(which is of particular significance if he has a car) and, 

if he tries to bring a pet animal with him, the quarantine 

control. The cumulative effect of these encounters with 

officialdom may be formidable, and may deter him from coming 

here again. Moreover, the visitor on his return home no doubt 

-tells his friends of the treatment received, and we may thus 

lose not only further custom from him but potential custom 

from a much wider circle of foreigners. We have therefore 

carefully considered whether the load can be'lightened. 


Immigrati on Contr0 1 

1-5. Like the returning British subject, the foreigner has to 
produce his passport or a similar document. But at many ports 
he has to wait his turn in a separate queue and at all ports 
he has to satisfy the immigration officer that he is a genuine 
tourist or businessman by answering questions about the purpose 
and length of his visit. The adverse effects on tourism of 
this interrogation, which in most cases takes very little time, 
should not be exaggerated. Of about 1,730,000 foreigners 
who arrived in this country in 1960, less than 2,500 were 
refused permission to land, and these were mostly people who 
"were seeking to evade employment restrictions or were -personally 

undesirable. But the Foreign Office view - not wholly shared 

by the B.T.H.A. - is that the segregation of British passport 

holders from the rest is strongly resented by many foreigners, 

who see it as a typical example of our insular attitude. 

This system has also brought us under fire in the Council of 

Europe and other international gatherings. The only 

justification for segregation which most of us can accept is 

that it enables immigration officers, without delaying British 

subjects, to check the names of foreigners against a list of 

criminals and other undesirable people whom we wish to keep 

under -police supervision. We have been informed that this 

practice yields useful results both to the police and to the 

security service, and, because of this, we do not feel able 

to recommend that the segregation should in all cases-be 

ended. But where the improvement of physical facilities or 

the small numbers involved at ports of entry make it possible 

to abolish segregation, this should be done. Other countries 
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in Western Europe seem willing to accept a much looser form 

of control at the points of entry - apparently without 

serious effects - in the interests of their tourist trade. 

But many of them have much stricter methods of internal 

police supervision. 


16. A special feature of the system of immigration control 

is the requirement that foreign workers must produce labour 

permits, which are forwarded to them by intending British 

employers.before they leave their own country. The B.T.H.A. 

originally asked for some alleviation of restrictions on the 


1
conditions of entry of certain ski I" d workers for the hotel 

and catering industry so that British hoteliers could engage 

skilled hotel labour on the spot during their visits to the 

Continent. In our view the present system of labour permits 

does not impose unreasonable restrictions. We understand 

that the British Hotels and Restaurants Association (the 

employers' organisation mainly concerned) is not asking for 

any relaxation of the kind suggested and that the B.T.H.A. 

is unlikely to pursue the point,* 


Customs Control 


17' After satisfjring the immigration officer, the foreign 

visitor must pass through the customs control. In the 

ordinary way this causes little trouble and does not take 

much time, though the Foreign Office think that it is often a 

forbidding experience for him. At Dover the average time 

taken to pass a shipload of passengers through the customs 

control is forty-five minutes, and the corresponding figure 

for a planeload of passengers at London Airport is seven 

minutes. Where there is a problem it is more one of premises 

than of proceciure. 


The Garnet 


18, The visitor with a car faces a more serious obstacle. 

He can only secure exemption from import duty and purchase tax 

for twelve months if he produces'a carnet or triptyque, This 

is a document which he obtains, for a small fee, from a motoring 

organisation either in his own country or at the port of 

disembarkation here. It gives particulars of the car and 

enables the Customs to discover in due course whether it has 

been retained beyond the permitted period. Under an 

international guarantee system the Customs can then, if 

necessary, recover the duty and tax from a motoring organisation 

which acts as a guarantor. 


19. All Western European countries except Britain have 

abolished the carnet system, largely because of the sheer 

weight of administration involved in checking the much larger 

number of cars which cross their frontiers. The Standing 

Joint Committee of the British motoring organisations states, 

as a result of enquiries made of certain foreign motoring 

organisations in Europe, that the abolition of the carnet 

system has had no noticeable effect on the revenue of the 
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countries concerned. The Customs and Excise, however, have 

no reason to believe that this is generally true. Our 

retention of this system creates a had impression, and there 

is evidence that it constitutes a deterrent to would-be 

tourists. They do not like it and. they often say so. We 

have examined possible alternative systems of control, such 

as stamping the motorist's passport, branding all cars on 

which import duty and purchase tax have been paid, and 

demanding evidence of the payment of duty and tax before a 

vehicle is registered or re-licensed by the licensing 

authorities. But we have reached the conclusion that these 

alternatives would be administratively cumbersome or 

expensive and would fail to provide a complete defence against 

evasion of duty and tax. 


20. The Economic Secretary, Treasury, thinks that the carnet 

system should be retained, but that, to reduce the foreigners 

irritation, the forms at present used should be simplified. 

The Minister of State, Board of Trade, believes that the 

smuggling of cars yields so little profit that the carnet system 

can safely be abolished without more ado. " The rest of us 

(the Economic Secretary dissenting), would like the risk to the 

revenue put to the test by a suspension of the system for a 

trial period of two years. This should be accompanied by a 

statement that the system would be reintroduced if suspension 

resulted in a significant evasion of duty and tax. 


21. The effects on the revenue in the trial period of suspension 
could be measured with reasonable accuracy from a central 
register maintained by the Customs, giving; brief details of 
cars imported and sip orted by visitors from abroad. These 
could be obtained from a simple form completed by, or for, 
each tourist, possibly in advance, as is done in some other 
countries. Alternatively, if the tourists had to produce a 
registration document, Customs Officers could extract the 
information without undue delay. The registration document 
would also help Customs Officers to detect improper attempts 
by United Kingdom residents to evade duty and tax on imported 
cars by posing as visitors. Cars irregularly retained, or 
disposed of, in this country would, be liable to forfeiture, 
if traced, even from an innocent owner. 

Quarantine Control 


22. The tourist coming here for two or three weeks cannot 

keep his dog or cat with him, since these animals are 

quarantined for six months when they arrive. This practice, 

which has kept us free from rabies for over thirty years, 

has been endorsed by an expert committee of the World Health 

Organisation, and other countries have been recommended to 

adopt it. We are clear that the interests of tourism would 

not"justify a relaxation of the quarantine restrictions on 

pets. 




ACCOMMODATION -


Hotels 


23. Unless he hooks a long time in advance, the foreign 
tourist may not find a room in an hotel here. The B.T.H.A. 
forecast that, if the number of tourists arriving in 
Great Britain continued to increase at the present average rate 
of 10 per cent a year, there would be a shortage of 18,000 
good-class hotel bedrooms by 1965? of which 13,000 would be 
in London. Some progress has been made recently with the 
construction of new hotels in London, but, even so, the 
number of new bedrooms in 1961 will not meet the estimated 
shortage in I960. The shortage of suitable rooms compels 
many United States travel agencies either to omit Great Britain 
from their European tours, or to limit the stay of United State 
visitors to London to two days. A sample survey conducted 
for the B.T.H.A. in 1959 showed that at least 1L\. per cent 
of all visitors were unable to find the standard of 
accommodation they required. We are convinced by this and 
other evidence that an increase in the amount of suitable 
hotel accommodation could make a greater contribution to the 
United Kingdom's foreign exchange earnings from tourism than 
any other single factoro 

2h. We have examined a number of suggestions made by the 

B.T.H.A. for financial assistance or greater fiscal relief 

to the hotel trade of the kind given in some other countries. 

We are agreed that no justification exists for giving more 

favourable depreciation allowances on plant, equipment and 

furnishings, special relief from purchase tax on hotel 

furnishings and equipmentj or relief from rates. We think, 

however, that, further consideration should be given to two 

ways in which hotels (including motels, where we lag far 

behind many other countries) might be stimulated to increase 

the number of additional bedrooms available for foreign 

visitors, 


2 5 . First, we recommend that an appropriate form of tax 
relief should be given to encourage the building of new hotels 
and the extension of old hotels by the provision of new 
bedrooms and bathrooms. This might be effected by applying 
the existing industrial building allowance to hotels, though 
we do not wish to limit our recommendation to any particular 
form of tax relief. While we think that such relief should 
only be given to hotels proper (as distinct from boarding
houses), we do not consider that it is practicable to make 
any distinction between those hotels which cater primarily for 
overseas visitors and the remainder. Indeed, the provision of 
more hotel accommodation, for British tourists would by itself 
tend to lessen the load on accommodation suitable for overseas 
visitors. The Economic Secretary, Treasury dissents from this 
recommendation, mainly on the grounds that it would involve 
a discriminatory tax relief in favour of certain capital 
expenditure incurred on a selected class of commercial 
buildings used by one section of a particular trade1 and that 
it would generate pressure for concessions to others which it 
would be difficult to withstand. 
26. Secondly, while we appreciate the difficulties of making 

long-term finance available to hotel developers at rates of 

interest less than the current rate, we think that Exchequer 

loans at the ruling rate of interest would in present 

conditions stimulate hotel development. Such loans might 

be made through an independent institution which would be in a 

better position than the Government to discriminate between 

different types of hotel project (e.g. in favour of those 

likely to cater for the foreign tourist). The Economic Secreta;. 

maintains that new public expenditure, by way of assistance to 

private industry, would be objectionable at the present time. 


..- - 7 - '.. 



Tourist (Scotland) Fund 


27o We have considered in outline a scheme prepared by 
Sir Hugh Fraser, who is directing the Scottish Tourist Board's 
campaign to expand tourism in the Highlands, for the establish
ment of a Tourist (Scotland) Fund. The Fund would he applied in 
the main towards financing the improvement and expansion of 
hotels, etc., grants to local tourist associations, local 
amenities and specific publicity schemes. It would he raised 
by contributions levied on hotels and boarding houses and 
assessed by reference to "sleeper-nights" and standard of 
accommodation. Hotels and boarding houses would be registered 
to ensure payment of the contributions: the register might 
also be used to maintain minimum standards. The scheme would, 
require statutory sanction. 

2 8 . Although there might be political objections to a scheme 
involving a compulsory levy, registration, inspection and penal
ties, the merit of this proposal is that it would provide sub
stantial funds for urgently needed improvements from non-
Government sources and would be a useful example of self help 
by. a trade. While such a scheme might not find acceptance 
throughout Great Britain, it might well prove acceptable and 
workable in Scotland, where the proportion of tourist to non
tourist hotels is much higher and the benefits of tourism to 
the country's economy as a whole are more obvious. We recommend 
that the possibility of giving effect to a scheme on these lines 
by legislation should be further explored if, but only if, the 
Government can be assured that it has the support of the great 
majority of hoteliers in Scotland. The Scottish Tourist Board 
are about to arrange confidential consultations with the 
appropriate committees of the British Hotels and Restaurants 
Association and the Catering Association. If the result of 
these is favourable, they will consult the local tourist 
associations on which boarding house keepers are represented. 

Accommodation for young people 


2 9 . Youth has an insatiable appetite for foreign travel. Last 
year young people between the ages of sixteen and twenty-four 
accounted for half the total of 7 5 0 , 0 0 0 visitors from Western 
Europe. But the B.T.H.A. has told us that many more would come 
if there were a more plentiful supply of the cheap accommodation 
they need, especially in London. The tourist income brought by 
young visitors may be relatively low, but the good impression 
formed by a successful holiday in youth will persuade many to 
return with their families in later years. 

3 0 . We have explored the possibility of using university 
students' hostels to accommodate young foreign visitors in the 
summer vacation. This has been done successfully for some years 
in Stockholm. But we were informed that existing student 
accommodation in Britain is already in full use for most of the 
year. However, we recommend that the Government should try to 
persuade the university authorities to agree that a hostel among 
those to be built within the expanding university building 
programme should be reserved for use by young foreign tourists 
in the summer vacation. 

3 1 . Similar use might be made of the accommodation in suitably 
located teacher training colleges and independent boarding
schools. Although the summer holidays often provide the only 
time when extensive maintenance and redecoration of school 
buildings can be carried out, the income provided by young 
foreign visitors might outweigh the administrative and practical 
difficulties involved. We recommend therefore that this idea 
should be explored further by the Minister of Education in 
consultation with the B.T.H.A., the Headmasters' Conference and 
the local authorities and voluntary bodies concerned. 
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CARAVAN. AND CAMPING SITES 


32. In recent years there has "been a revolution among 
holiday habits on the Continent.. Camping is no longer the 
preserve of the young. Modern camping equipment and the 
existence of a large number of well prepared sites in 
Western Europe are attracting a growing number of families 
of all ages to take up this cheap, healthy and no longer 
uncomfortable form of holiday. An informative guide 
listing a large number of camping sites in Western Europe 
gives a further stimulus to this movement. 

3 3 . Surveys carried cut by the B.T.H.A. show that much more 
could be done to encourage camping and caravan holidays in 
this country. Better facilities and publicity could bring 
a rapid expansion of this form of tourism, which would not 
compete for the limited supply of more exxoensive types of 
accommodation needed for our wealthier visitors. We need not 
only more sites but more information about their location 
and their amenities. It should also be made easier for 
European visitors to book accommodation on the sites * The 
B.T.H.A. should encourage private enterprise to develop these 

facilities in the main.tourist areas and on the routes to 

them. In particular, we think that more camping and caravan 

sites should be provided in London and the National Parks 

and that the Minister of Housing and Local Government might 

discuss this question with the London County Council and 

the National Parks Commission. The Ministry of Housing and 

Local Government have, however, made the reservation that, 

in view of the small scale of the National Parks and their 

use "by many of our own people, the contribution they could 

make to our earnings from overseas visitors would be marginal, 

while any expansion of camping and caravan facilities in 

them would evoke strong protest. 


THE HOLIDAY SEASON 


3h* The report of an interdepartmental committee of officials 
on the extension of the summer holiday season has been considere 
by the Home Affairs Committee, who invited the President of 
the Board of Trade to prepare a document to serve as a basis 
for confidential discussions with the main interests concerned 
(H'.A.(61) 3rd Meeting, Item 5). This question raises many 
issues which fall outside our terms of reference; but it is 
clear that if congestion can be reduced at the peak of the 
holiday season the foreign tourist will be assisted to find 
the accommodation he wants. 

INTERNATIONAL CONFERENCE CENTRE 


35. Because of the lack of proper facilities, we are not 
getting our full share of international conferences, which now 
play an important part in tourist traffic. The B.T.H.A. 
considers that London needs a centre providing accommodation 
for up to 5 ,000 people, and incorporating good class hotel 
facilities for not less than 5^0 people. 

HI 




3 6 . In 1955 a working party of officials rejected a proposal 
to "build in London a permanent conference centre big enough 
for the United Nations General- Assembly, though it thought 
that there was a case for building a smaller centre, sufficient 
to take conferences of up to 50*2 delegates. The capital 
cost of such a centre would probably be about £2 millions and 
there might well be an annual deficit on its running costs. 
After considering this report the Cabinet decided that the 
proposal for a smaller centre should be re-examined at a 
later date. We recommend that the report of the working 
party in 1955 should be brought up-to-date by officials under 
Ministry of Works chairmanship, so that the question can be 
considered further by Ministers. 

AMENITIES FOR TOURISTS 


37* A recent survey by the B.T.H.A. of foreign tourists in 
Bournemouth revealed that many of them were dissatisfied with 
the lack of entertainment at night in tourist centres outside 
London. This is mainly a matter for private enterprise; 
but we believe that there are some things the Government can 
do to make the activities open to tourists in this country 
more interesting and more varied. 

Ancient Monuments and Historic Buildings 


3 8 . Features .of historical importance in this country are 
perhaps the main attraction to foreign tourists, particularly 
those from the United States. One way in which ancient 
monuments and historic buildings can be made more interesting 
is by flood-lighting, and, within the limited resources 
available to them, the Ministry of Works do what they can. 
As well as flood-lighting famous buildings like the Tower of 
London, they encourage local authorities xo flood-light 
buildings and monuments in their areas and give them technical 
advice. The Ministry of Works are also improving the 
presentation to the public of selected monuments and buildings 
in their care: receipts from admission charges and the sale 
of guide books, etc., rose appreciably in i 960 at those 
monuments which were given special attention and publicity. 
We believe that the work done in these fields is a valuable 
encouragement to tourism, and we recommend that the flood
lighting and presentation of historic buildings and ancient 
monuments should be developed, even if this means some modest 
increase in Government expenditure. 

National Parks 


39* The National Parks are well-known to British tourists but 
more could be done to attract foreign visitors to them. This 
might help to reduce the pressure on the congested holiday 
centres where accommodation is scarce. The National Park 
Authorities have powers to provide accommodation and refreshment 
for visitors, camping and caravan sites and car parking places 
and can also improve waterways for sailing, boating, bathing, 
and fishing. ' An Exchequer grant of 75 per cent is available 
towards the cost of land and building for these purposes, and 
up to "00 per cent in certain circumstances for the improvement 
of waterways. But not much use has been made of these powers 
so far, although expenditure on grant-earning projects increased 
from £21 ,000 in 1959 /60 to about £ 6 8 , 0 0 0 in 1964/6-], and is 
expected to reach well over £ 1 0 0 , 0 0 0 in 1 9 6 1 / 6 2 . The provision 
of more organised facilities for open-air recreation would help 
to make the National Parks more attractive to tourists, but 
care mus- be taken to ensure that these facilities do not spoil 
their natural beauty. We recommend that, when the current 
survey of expenditure on National Parks has been completed, 
the possibility of further developments in them should be 
re-examined. - 1 0 



BRITISH TRAVEL AND HOLIDAYS ASSOCIATION 


kO. The main functions of the B.T.H.A, are to attract 

visitors from overseas to this country - both for tourism and 

for business reasons - and to try to improve standards here so 

that they are well received and accommodated. Its work is 

directed by a Board consisting of a Chairman and up to twenty-

Uhree members. About half the members represent particular 

interests in the tourist trade - hotels, caterers, brewers, 

travel agents, transport. There is a staff of about 180 in 

the United Kingdom, apart from those in eleven offices overseas 

(of which five are in the United States and Canada). 


k1o The B.T.H0A0 derives about four-fifths of its income 
from a Government grant-in-aid and the balance from subscrip
ticns, donations, advertising revenue, sale of publications 
and other miscellaneous sources. The grant-in-aid was fixed 
in 1959/60 at a maximum of £1 , 0 5 0 , 0 0 0 per annum for three years 
To meet criticisms from the Public Accounts Committee that the 
Association was receiving insufficient financial support from 
its members, it was arranged that the grant should be made up 
of a block grant diminishing by £ 5 , 0 0 0 each year plus a 
matching grant of £1 for each £1 received from subscriptions 
and donations during the previous financial year. The block 
grant amounted to £ 9 7 0 , 0 0 0 in 1960/61 and will fall to 
£965 ,000 in 1 9 6 1 / 6 2 . The Select Committee on Estimates in. 
1960 recommended that the subscription rates of local 
authorities should be increased. In 1959 /60 the total of 
subscriptions and donations (other than the grant-in-aid) y/as 
£ 8 0 , 0 0 0 , of which the local authorities contributed £ 3 6 , 0 0 0 * 

k 2 . We have not attempted to conduct a detailed enquiry into 
the organisation and effectiveness of the Association at the 

very moment when a new Chairman and Deputy Chairman, 

Sir William Mabane and Lord Geddes respectively, are themselves 

conducting a reappraisal of its policies, staffing and methods. 

Prom our formal meeting with them and from other informal 

discussions between our Chairman and Sir William Mabane we 

have derived a strong impression that the new leadership will 

infuse fresh vigour and a stronger sense of realism into the 

Association, which should lead in turn to a more determined 

effort to develop ways of helping itself. 


k3. There are a number of directions in which the impact of 

the new leadership is already being felt 

(a) Sir William Mabane has started a series of 
discussions with local authorities with the object of' persuadin 
them that the value of the B.ToHoA.'s v/ork in bringing income 
both from tourists and business visitors - to their areas 
justifies an appreciable increase in their subscriptions. 
Success in this campaign would broaden the basis of the 
Association^ income and provide the resources for a significan 
development of its work; 
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(b) The terms of employment of a number of the staff 

of the Association are being improved in order to reduce the 

high rate of labour turnover and thereby improve the quality 

of the work; 


(c) The balance of expenditure between maintaining 

offices overseas and advertising is under review; 


(d) The geographical pattern of overseas offices is being 

examined; 


(e) An inquiry into the printing costs of some of the 

Association^ publications is in hand; 


(f) An effort is being made to find a way of financing and 

publishing a more satisfactory guide to British hotels on the 

lines of the Michelin guide to hotels in Prance and other 

countries . 


k k o The Chairman has further assured us -that the BoT.H.A.wills
(a) Expand its publicity in appropriate areas overseas, 


(b) Encourage British hotels to offer "all-in" holidays 

and urge more foreign travel agents, especially in 

Western Europe, to advertise them
c 


(c) Encourage the provision of more camping and caravan 

sites and give greater publicity to their location, 

amenities and methods of advance booking,, 


(d)	 Follow up any information which the C-overnment may 

pass to it about the possibility of using accom
modation in teacher training colleges and independent 

boarding schools in the summer vacation. 


U5' Sir William Mabane and Lord Geddes have told us that they 
have been encouraged by the interest shown by Ministers in their 
problems. Their efforts to bring a fresh direction and vigour 
to the B.T0H0A. may not yield substantially improved results in 
the short term, partly because of the nature of the problem and 
partly because of the inertia or reaction of some of the 
interests represented on the Board of the Association. This is 
all the more reason why the Government should continue to give 
every encouragement, both privately and publicly, to the new 
"management". 



PART ,11 

SUMMARY 0? CONCLUSIONS AND RECOMMENDATIONS 


1 . The number of visitors to this country and our earnings from 
them have increased rapidly over the last few years. But 
although the Government have helped a good deal, there is constarv
pressure for more Government action (paragraphs 2 - 5 ) . 

2 . Although the B.T.H.A.'s publicity for holidays in Britain 
makes an impact in those countries where it is effectively 
represented, it should extend its activities, particularly in 
Western Europe, and do more to encourage British hotels to offer 
and foreign travel agents to advertise "all-in" holidays in 
Britain (paragraphs 6 and 7 ) . 

3 . Overseas tours by our theatre companies, etc., and our 
exhibits at trade fairs provide valuable indirect publicity for 
Britain as a tourist attraction (paragraph 8 ) . 

h. Substantial improvements are urgently needed at most of the 
main tourist sea ports (paragraphs 9 - 1 1 ) . Facilities at London 
Airport are better (paragraph 12) and the passenger service 
charge exacted from air passenrers is not a deterrent to tourism 
(paragraph 1 3 ) . 

5 . We are unable to recommend that the segregation of foreign 
visitors at the immigration control should in all cases be 
abolished (paragraph 1 5 ) , We can find no evidence that the labouv 
permit system imposes unreasonable restrictions: the need for it 
is accepted by the hotel industry (paragraph ̂ S ) . 

6. The carnet/triptyque system is a deterrent to tourism and 
should be suspended for a trial period of two years, on the 
understanding that it will be re-introduced if suspension results 
in a significant evasion of duty and tax, which should be 
measured by an alternative check (paragraphs 1 8 - 2 1 ) . 

7 . The interests of tourism would not justify a relaxation of 
the quarantine restrictions on pets (paragraph 2 2 ) . 

8 . An increase in the amount of suitable hotel accommodation, 
would make a bigger contribution to our foreign exchange earnings 
from tourism than any other single factor. An appropriate form 
of tax relief should be given to encourage the building and 
extension of hotels. Exchequer loans at the ruling rate of 
interest would stimulate hotel development (paragraphs 2 3 - 2 6 ) . 

9 . If the consultations which the Scottish Tourist Board are 
about to undertake show that the tourist industry in Scotland 
substantially supports the proposal for a Tourist (Scotland) Fund, 
the possibility of implementing this, proposal by legislation should 
be further explored (paragraphs 27 and 28). 

1 0 . Young tourists need more cheap accommodation (paragraph 2.9). 
The Government should both try to persuade the universitv 
authorities to agree that a hostel among those tobebuilt within the 
university building programme should be reserved for use by young 
foreign tourists in the summer vacation (paragraph 30) and 
consult those concerned about the similar use of accommodation in 
teacher training colleges and independent boarding schools 
(paragraph 3 1 ) , 



1 1 . The B.T.H.A. should encourage private enterprise to develop 
caravan and camping sites (paragraph 33). 

1 2 , The report by officials on the extension of the holiday 
season has been considered by the Home Affairs Committee. It Is 
clear that if congestion can be reduced at the peak of the 
holiday season it will be easier for the foreign tourist to find 
the accommodation he wants (paragraph 3 h ) , 

1 3 . London needs better facilities for international conferences 
The report on this by officials in 1955 should be brought up-to
date and re-considered (paragraphs 35 and 3 6 ) . 

Ih. The development of tourist attractions is mainly a matter 
for private enterprise; but the. flood-lighting and presentation 
of historic buildings and ancient monuments should be developed 
(paragraph 38) and the possibilities of improving tourist 
facilities in the National Parks should be examined (paragraph 39 

1 5 . The B.T.H.A. is the Governments chosen instrument for 
stimulating tourism. Under new leadership it is trying to 
increase its income from local authorities and to improve its 
services and publicity, and the Government should continue to giv 
it every encouragement (paragraphs /4O-I45). 

April, 1961 
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APPENDIX B ' 


Holiday and Business Visitors to the United Kingdom, 1956-60 

0 0 0 's 

Foreigners 
 CommonwealtCommonwealthh AlAlll a 

CitizenCitizenss VisitorVisitorss 
W, Eur op e U.S. Other Total 

1956 560 255 4 7 ' 862 2U5 1 ,107 

1957 60U 263 59 926 254 1,180 

1958 596 325 63 98If 274 1 ,258 

1959 . 666 357 65 1,088 307 1 ,395 

I960 771 426 88 1,285 384 1 ,669 
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CABINET 

HOUSE OF LORDS REFORM 

Memorandum by the Lord Chancel lor 

I have cons idered with the Home S e c r e t a r y , the Lord P r e s i d e n t of 
the Council , the A t t o r n e y - G e n e r a l , the Chief Whip and Lord St. Aldwyn 
the t e r m s of a s ta tement to be made by the Home S e c r e t a r y in the House 
of Commons as soon as p o s s i b l e about the appointment of a Joint Se lec t 
Commit tee to cons ider the r e f o r m of the compos i t ion of the House of 
L o r d s , the e l ig ib i l i ty of P e e r s and P e e r e s s e s to s i t in e i ther House of 
P a r l i a m e n t and to vote at P a r l i a m e n t a r y E l e c t i o n s , the renunciat ion of 
P e e r a g e s , and the p o s s i b l e remunerat ion of m e m b e r s of the House of 
L o r d s . 

2. A draft s ta tement incorporat ing the proposed t e r m s of r e f e r e n c e 
for a Joint Se lec t Commit tee i s appended h e r e t o . 

K. 

House of L o r d s , S. V/. 1. 

24th Apri l , 1961. 

ANNEX 

DRAFT STATEMENT 

In the course of the debate on 13th Apr i l , on the Report of the 
Commit tee of P r i v i l e g e s on the Stansgate c a s e , m y Rt. Hon. and 
Learned F r i e n d the A t t o r n e y - G e n e r a l and I indicated that, whi le the 
Government did not favour the appointment of a Commit tee to cons ider 
the s ing le i s s u e ar i s ing in that c a s e , we should cons ider the 
p o s s i b i l i t y of a broader enquiry, and that we should pay grea t attention 
to the v i e w s e x p r e s s e d in the debate. 

2. The broad i s s u e that a r i s e s i s the compos i t ion of the other p l a c e . 
There i s in the G o v e r n m e n t s mind no doubt as to the need to maintain 
in this age an eff icient Second Chamber , Has the t i m e c o m e to modify 
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the pr inc iple of automatic heredi tary s u c c e s s i o n to a Lordship of 
P a r l i a m e n t ? Should the heredi tary P e e r s automatical ly s i t in another 
place or should there be s o m e p r o c e s s of s e l e c t i o n ? 

3. Next there i s a var i e ty of quest ions re lat ing to the individual 
posi t ion of p e r s o n s holding or inherit ing P e e r a g e s . F i r s t of a l l , 
should a P e e r or P e e r e s s be entit led to renounce his or her P e e r a g e 
both the t i t le and all that be longs to i t ? If so , should the renunciat ion 
be revocable or should it be for life ? Should the P e e r a g e p a s s to an ; 
he ir immedia te ly or on the death of the p e r s o n renouncing it , or should 
it be ext inguished? 

4. There fol lows the quest ion whether any P e e r , e i ther by wholly 
renouncing h is P e e r a g e or by renouncing m e r e l y the right to s i t in 
another p l a c e , or indeed by s o m e other m e a n s , should be able to b e c o m e 
e l ig ib le for m e m b e r s h i p of this House . 

5, There are numerous anomal i e s in our Constitution. Thus, a 
Scott ish P e e r who i s not e l e c t e d as a representa t ive P e e r i s n e v e r 
t h e l e s s unable to offer h imse l f a s a candidate for this House or to vote 
in e l ec t ions to this House . An Ir i sh P e e r may be e l ec ted to this House 
but, u n l e s s so e l e c t e d , may not vote at Par l i amentary e l e c t i o n s . A 
P e e r e s s in her own right m a y vote , but i s genera l ly thought to be d i s 
qualified f r o m m e m b e r s h i p of this House , and yet i s not entit led to s i t 
in another p l a c e . 

6. F inal ly we f ee l that any r e v i e w of the compos i t ion of the other 
p lace mus t a l s o have s o m e regard to the quest ion of providing s o m e 
a s s i s t a n c e to enable m o r e P e e r s , without unreasonable persona l 
s a c r i f i c e , to play an act ive part in the b u s i n e s s of that p l a c e . 

7. The G o v e r n m e n t s conclus ion i s that it i s des i rab le that al l 
these m a t t e r s should be cons idered toge ther . We have a l s o given 
much thought to the f o r m of an enquiry. Var ious b o d i e s , including a 
conference of Party l e a d e r s , have eat on these prob lems in the past 
and, on the whole , the ir labours have not been v e r y fruitful. We 
propose a t w o - t i e r enquiry. F i r s t , we intend to move for the appoint 
ment of a Joint Se lec t Committee of both Houses : 

"To cons ider , having r e g a r d among other things to the need to 
maintain an eff icient Second Chamber 

(a) the compos i t ion of the House of Lords ; 

(b)	 whether any, and if so what, changes should be made 
in the r ights of P e e r s and P e e r e s s e s in their own 
right in regard to e l ig ib i l i ty to s i t in e i ther House 
of P a r l i a m e n t and to vote at Par l iamentary e l e c t i o n s ; 

(c)	 whether any, and if so what, changes should be made 
in the law regarding the surrender of P e e r a g e s ; 



(d)	 whether the number of P e e r s and P e e r e s s e s entit led 
to s i t and vote in the House of Lords should be 
l imi ted , and if so to what extent and in what manner; 

(e)	 whether it would be des i rab le to introduce the pr inc ip le 
of remunerat ion for m e m b e r s of the House of Lords 
and, if s o , subject to v/hat condit ions; 

and to make r e c o m m e n d a t i o n s . " 

8. Second; we think that the Commit tee wi l l need the help of o f f ic ia l s . 
The House wi l l r e m e m b e r that the Se l ec t Commit tee appointed in 1952 
and 1953 to cons ider the A r m y and Air F o r c e Act s had the a s s i s t a n c e 
of a departmental drafting c o m m i t t e e . In the same way, we p r o p o s e 
that the Joint Se l ec t Committee should have the a s s i s t a n c e of an 
off icial c o m m i t t e e . In order that the Joint Se lec t C o m m i t t e e ' s work 
m a y p r o c e e d without undue de lay , we have a lready put in hand the 
preparat ion by off ic ials of the m a t e r i a l on which it can work. 

Apr i l . 1961 
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CABINET 

A N G L O - G E R M A N T A L K S , 23rd M A R C H , 1961 

NOTE BY THE CHANCELLOR OF THE EXCHEQUER 

I attach for the information of my colleagues a copy of the Agreed Minute of 
the talks I had in Bonn on 23rd March with Professor Erhard, the Federal German 
Minister of Economics, and his colleagues. 

S. L. 

Treasury Chambers, S.W. I, 

27th April, 1961. 


Agreed Minute of the Anglo-German Talks on 23rd March, 1961, at Bonn 

1. Debt Repayment 
The Federal Government in agreement with the Federal Bank intends after 

clarification of the technical questions and as soon as possible to meet its obligations 
under the London Debt Agreement with regard to post-war economic aid in 
advance and in full to the amount of £67 - 5 million. The Federal Government 
has been informed that the United States Government will not, in consequence, 
require simultaneous, full satisfaction of its own claims under the same agreement. 

2. International Monetary Fund 
In negotiations in the Executive Board of the International Monetary Fund 

the Federal Government will give strong support to the early realisation of plans 
whereby drawings by member States will be directed in preference to the currencies 
of so-called surplus countries and whereby the I.M.F. will be put in a position to 
replenish its holdings of such currencies by taking up credits which will be combined 
with the sales of gold to the extent that may be agreed to be necessary. The 
competent authorities of the Federal Republic will be prepared to provide such 
replenishments of Deutsche Marks to an appropriate extent. The British 
Government for its part welcomed the statement by the German Government and 
will give it support in the International Monetary Fund. 

3. Arms Purchases 
The Chancellor of the Exchequer stated that of the total United Kingdom 

external defence expenditure amounting in 1960 to some £215 million, the cost 
across the exchanges of maintaining forces in Germany in the interests of the 
Alliance as a whole would amount to some £62 million in the next .12 months. 
German Ministers recognised that this represented a serious burden on the external 
account of the United Kingdom and that in the interest of the common NATO 
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defence effort it was appropriate that the Federal Government should take any 
:measures open to it to moderate its impact. It was1 agreed that an increase in the1

purchase of arms by the Federal Republic from the United Kingdom could afford M 
a useful offset. Federal"- Ministers stated that in accordance with its obligations 
towards its other partners in NATO the Federal Government will procure arms 
in the United Kingdom. 

c5 -In this connexion the Federal Government expresses the opinion that early, . 
agreement within NATO on its arms requirements and agreement on common 
development projects should form the basis for a close long-term collaboration
which alone will ensure the economic utilisation of the resources of the United ' -
Kingdom and Germany available for defence. 

In accordance with these principles the Federal Government will strive, 
(i) to expedite the current negotiations- regarding the purchase of armaments 

to the value of DM.240 million specially the purchase of 105-mm. 
tank guns and ammunition; 

(ii) to prepare iff- the framework of discussions1 bet-ween- experts, which are 
already taking place, agreement on the common development of a 
prototype,successor to the Fiat G-91 fighter which has been selected 
by NATO; 

(in)' to continue' t!he* negotiations", in conjunction with the United Kingdom, 
on the problem Of defence against- low flying aircraft with a view to 
reaching agreement on a common development project in this field too. 

The Federal Government also declares that it intends to select the British 

105-mm gun for the further batches of the tank at present under development on 

the understanding that appropriate delivery dates can be met. 


The Federal Government also intends that, hi view' of IM fofet development 
facilities already existing between German and British- finns^ the engine of a 
successor aircraft to the F-104G shall be jointly developed and produced and that 
the British Tyne engine shall be chosen for the Transall transport aircraft. 

The Federal Government expects that, on the basis of the existing selection 
of arms and equipment and of additional orders, contracts to a minimum value of 
DM,1 - 2 milliard will be plaeed for defence equipment in the United Kingdom in 
the next five years. 

The Federal Government expressed the opinion that under the. auspices of 
the Anglo-German Steering Committee on Defence Research arid DevelOpirient 
an Anglo-Gerfrikh W6fkm£ Party should eohduet- an irfimediate examination of 
all propbsiigf6f wekpdtis; which cchild tie pufchased hi the United Kingdom ffi 
jomtljjf developed. 
. . ; , The ^ Wofi^g^Groiip should report within dafs, to GbVefnriierits bri all 

present of future projects which are appropriate either for direct supply of joint 
develophient. 

The two Governments agree that the total of the arms deposit placed by the 
Federal Government in the United Kingdom amdiihts to atebiit DM.300 ihiliidn; 
. , , - T h e Fed^al.. Govfefnhient jiLptepHrSfl ufitil further notice Md to the extent 
mat the lia^uid^l of tHeberniah TreMsti^y i3ermits hot t8 crialf e payments for arms 
purchases to the existing arrris aecduht but td make payments falling due under 
contract directly. 

4: Space Research 
L , The Federal Gbverrihieht referred to the exchange Of letters between Prime 
Minister Macrhill ail arid Chancellor Adenauer on the subject of German 
participation in the establishment df a European organisation for the development 
of a launcher system for heavy satellites and welcomed the offer of the United 
Kingdom Government to dispatch a group of experts in the near future to the 

Sederal Republic of Germany to discuss the technical and ecdndmic data bh the 
hie Streak rocket project for purposes of sjjalce research. 

5. Relations between the E.E.C. and the E.F.T.A. 
. The ^iiiisters reviewed the problems of relations between the, European 

Economic Gnmmutiity and the European Free Trade Association -in the light of 
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the statement made by Mr. Heath at the meeting of the Western European Union 
on the 27th February, and reaffirmed their determination to make every effort in 
their power to resolve the outstanding difficulties. 

The Ministers were glad to place on record their conviction that the difficulties 
which have arisen in the past can be overcome. 

6. Aid to Less Developed Countries 
The Federal Government stated that they regard the provision of economic 

aid for less developed countries as a continuing task for all Western industrialised 
countries. They intended to provide a total of DM.5 milliard for this purpose 
from various sources in the years 1961 and 1962. They expected that actual 
disbursements in this period would be very near this figure. 

They emphasised their intention that their financial credits would, as a general 
rule, not be tied to supplies of German goods. 

They stated further that the planned aid programme was not affected by the 
revaluation of the Deutsche Mark. 

SELWYN LLOYD. LUDWIG ERBARD. 
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C A B I N E T 

F I N A N C I N G O F U N I T E D N A T I O N S O P E R A T I O N S I N T H E C O N G O 

MEMORANDUM BY THE SECRETARY OF STATE FOR FOREIGN AFFAIRS 

The United Nations Organisation ended 1960 with its Working Capital Fund 
of $25 millions exhausted and a cash deficit of $10 millions, which had to be 
financed by short-term borrowing from other funds available to the Secretary-
General, Mr. Hammarskjold. This situation resulted mainly from the refusal of 
the Soviet bloc and others to meet their obligations since 1957 in respect of the 
United Nations Emergency Force (patrolling the Egypt-Israel border) and from 
expenditure on the United Nations operations in the Congo. The position was 
aggravated by the arrears of contributions of other Members to the regular budget. 
The situation will get worse since the Soviet bloc and France will not and China 
cannot pay their assessed share of the Congo costs. 

2. lit was against this background that the 1961 costs of the Congo operation 
were debated in the General Assembly in April. Although the financing resolution 
which emerged marked a defeat for the Soviet attempt to bring the Congo operation 
to a premature end for lack of funds, it also mirrored the majority feeling that 
these expenses should not be a charge on the entire membership and that virtually 
the whole burden should be carried by the Permanent Members of the Security 
Council. A further resolution was, in fact, passed inviting the next General 
Assembly (in September) to consider setting up a separate scale of contributions 
for peace and security operations. It is likely that a recommendation in this sense, 
which might involve an increase in the United Kingdom contribution, will be 
adopted. 

3. By the end of 1961, if expenditures continue as now estimated, the 
uncovered cash deficit will probably amount to at least $30 millions and quite 
possibly more. Without some drastic remedial action, therefore, the United 
Nations will in effect go bankrupt early in 1962. In my view, the United Kingdom 
has a strong interest not only in helping to keep the United Nations in being but 
in ensuring that it retains its capacity to act in defence of peace and security as it 
has done in the Congo. 

4. My conclusion is that we must support efforts to keep the United Nations' 
head above water—if necessary to the extent of making voluntary contributions 
to the Congo operation in the form of grants or loans and continuing to contribute 
voluntarily to the United Nations Emergency Force in the Gaza Strip. While we 
should continue our efforts to persuade members of the United Nations to meet 
their financial obligations, we must face the fact that bankruptcy is not likely to 
be averted as a result of exhortations on our part. 

5. The Americans have indicated to us that they are thinking in terms of 
long-term, interest-free Government loans as a solution to the United Nations' 
financial difficulties. Mr. Hammarskjold told the Chancellor of the Exchequer 
and myself on 31st May that he too sees this as the best, if not the ideal, solution. 
We expressed agreement in principle and, despite the difficulties which it may 
cause us in our present balance of payments position, I see no better alternative. 
In order to start 1962 with a clean sheet, having paid its bills and restored its 

59185 



Working Capital Fund to $25 millions, the United Nations would need loans 
totalling about $75 millions. The United States might be expected to make a 
substantial contribution and other Western Governments could no doubt be 
persuaded to play their part. It is hard to say how much the United Kingdom 
Government would be called upon to produce but I would not expect our 
contribution to exceed $15 millions. Although the money would be nominally a 
loan, the prospects of it ever being repaid would not be good. Loans on a still 
larger1 scale would be required to place the United Nations in a position to meet 
future peace and security commitments. (The Americans have been thinking in 
terms of a $500 millions fund of which $200 millions would be paid up.) 

6. An alternative to Government loans would be commercial borrowing, 
probably from United States banks. The objections to this course are that the 
General Assembly refused to give the Secretary-General powers to borrow 
commercially last autumn and might be just as unwilling to do so again; that 
commercial lenders might demand that their loans be guaranteed by Governments; 
and that a situation which would put the United Nations into debt with " Wall 
Street" might be politically embarrassing for the West. There are also political 
disadvantages to Government loans, but these are, in my view, more acceptable. 

7. It can fairly be argued that salvaging the United Nations by loans from 
a small number of member Governments would be an invitation to other 
Governments to default in their obligations to the Organisation. This is true 
enough. Unfortunately no other way of averting bankruptcy seems to be practicable. 
I therefore propose that we should explore the problem further on this basis with 
the Americans and other friendly delegations in New York. 

H . 

19 th June, 1961. 
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CABINET 

IMPORTS OF UNITED STATES COAL 

Memorandum by the Minis ter of P o w e r 

The Stee l Co mpany of Wales have applied for a l i c ence to 
import 250, 000 tons of coking coal f rom the United Sta tes . This application 
appeared to r a i s e important i s s u e s of po l icy , and my off icials are now 
d i s c u s s i n g them with off icials in other Departments . In v i ew of the 
i n t e r e s t caused by P r e s s reports on 8th May, I am sure the Cabinet wi l l 
want to be informed of the main i s s u e s . 

2. No imports of coal into this country are now al lowed from out
s ide the s ter l ing a r e a . Imports from the s ter l ing area a r e neg l ig ib le . 
Lake other coal p r o d u c e r s , we at present c la im exemption for coal under 
the General A g r e e m e n t on Tariffs and Trade from i ts general proscr ipt ion 
of quantity r e s t r i c t i o n s . 

3. The Stee l Company of Wales cons ider that imports of Amer ican 
coal would s ecure a substantial saving. The Company are a l so doubtful 
if enough coking coa l s wil l be produced at home to m e e t their demands 
and those of other u s e r s . 

4 . The Iron and Steel Board and.the National Coal Board were 
consul ted about the Company's application. The Iron and Steel Board 
think that s t e e l p r o d u c e r s near large p o r t s , using 12 mi l l ion tons of 
cok ing coal a y e a r , could at p r e s e n t profitably switch to A m e r i c a n imports 
and s a v e £11 m i l l i o n s a year . The Board however think s t e e l producers 
v/ould be unwill ing to re ly too heavi ly on imported coal and this might 
r e s t r i c t the switch to 2 mi l l ion tons , with a saving of £ 3 m i l l i o n s . The 
Board think that the use of A m e r i c a n coal would in s o m e c a s e s save as 
much as 5 0 s . Od. a ton, but d coal cos t s to twelve major works 
the saving ranges f rom about 2 s . 6d. to 2 2 s . Od. a ton. B r i t i s h s t e e l 
exports wi l l be compet ing with those f rom European coas ta l p lants , 
which wi l l o therwise have the advantage of cheaper and better A m e r i c a n 
coal . This i s of except ional ly high quality and the Board f e e l s that 
s t e e l f i r m s should have free a c c e s s to the cheapest and b e s t available 
raw m a t e r i a l s , including A m e r i c a n coal , though they appreciate that in 
reaching their dec i s ion the Government mus t take into account other 
cons iderat ions which are outside the Board's competence . 

5. The National Coal Board agree that A m e r i c a n coal at present 
has the edge on B r i t i s h coal in the neighbourhood of l arge p o r t s , but 
c l a i m that Br i t i sh coking coal i s st i l l the cheapest in Europe and that a r i s e 
in freight ra tes might wipe out the present advantage of import ing. If 
impor t s were a l lowed, the Coal Board would ask to be r e l i e v e d of their 
statutory obl igat ion, which they have up to now interpreted as requiring 
them to develop and maintain sufficient capacity to m e e t homeneeds as far 
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as p o s s i b l e f rom home coal . The Board would a l s o want f reedom to 
adjust the ir p r i c e s to m e e t compet i t ion of A m e r i c a n c o a l s near the 
ports and to offset their reduced p r i c e s in t h e s e a r e a s by making full 
i n c r e a s e s e l s e w h e r e . The Board point to the need for confidence in the. 
industry 's future, which would be j eopard i sed by acceptance of i m p o r t s . 
F ina l ly , they have given an a s s u r a n c e that they wi l l be able to m e e t 
the full requ irements of the Stee l Company of Wales for coking coal . 

6. It would be i m p o s s i b l e to r e s t r i c t the c o n c e s s i o n to the Stee l 
Company of Wales or even to the s t ee l industry. If we imported A m e r i c a n 
coal we would a l m o s t certainly have to be p r e p a r e d to i m p o r t s o m e from 
Europe. Imported coal would probably be cheaper today south of a l ine 
from the Wash to the Severn , where 40 mi l l i on tons of coa l a r e burnt 
each y e a r , and in other parts of Great Br i ta in and Northern Ireland 
away f rom coal f ie lds . The amount of coal annually at s take might be 
25 mi l l i on tons , worth over £100 m i l l i o n s . A reduct ion of coa l output 
on anything l ike this s c a l e would have major s o c i a l and po l i t i ca l 
c o n s e q u e n c e s . The n e c e s s a r y c los ing of p i t s , the d i s s ipat ion of mining 
sk i l l s and the blow to the industry's m o r a l e c a u s e d by any substantial 
imports would involve the r i s k of a s e r i o u s coal shortage in the future. 

7. Although it s e e m s c l ear that the Company would at present 
save m o n e y if their application were accepted , the difficulty of l imit ing 
the p e r m i s s i o n to import and the consequences to the Coal Board of any 
cons iderab le extens ion of it , r a i s e i s s u e s of great i m p o r t a n c e . These 
wil l require cons iderat ion against the background of the p r o p o s a l s of the 
Chairman of the National Coal Board for the future of the coal industry, 
which I am hoping to r e c e i v e later in the s u m m e r , and p o s s i b l y a l s o 
in the l ight of further deve lopments in connect ion with the Treaty of Rome . 
The impl i ca t ions are of such f a r - r e a c h i n g importance that I think they 
sho o ld be thoroughly sutdied by off ic ials before we take any final 
d e c i s i o n s . In the m e a n t i m e , I hope the Cabinet w i l l a g r e e that, 
until v/e have r e c e i v e d a report f rom of f i c ia l s , we should maintain our 
re fusa l of this appl icat ion. 

11. F . W. 

Minis try of P o w e r , S. W. 1. 

9th May, 1961 
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10th May, 1961 

CABINET 

BRITISH SUGAR CORPORATION 

Memorandum by the Lord P r e s i d e n t of the Council^and 

Minister for Sc i ence 


The Economic P o l i c y Commit tee have d i s c u s s e d a proposa l by 
the Minister of Agricul ture for the recons truct ion of the Br i t i sh Sugar 
Corporation so that the equity takes the form of a nominal shareholding 
to be held either by the T r e a s u r y or the Sugar Board, while the exist ing 
ordinary s h a r e s are converted into cumulat ive pre ference shares bearing 
in teres t at 0 per cent and repayable at par in the event of winding up. 
The present ordinary share dividend i s 7 per cent, and the Corporation 
carinot i n c r e a s e the dividend or i s s u e bonus s h a r e s without the consent 
of M i n i s t e r s , but for about a year a voca l minor i ty of the shareholders 
has been p r e s s i n g for the r e m o v a l of these r e s t r i c t i o n s in v iew of the 
growth in the C o r p o r a t i o n ^ r e s e r v e s . 

2. The Br i t i sh Sugar Corporation are formal ly a public company, 
but in prac t i ce they are the agency through which the Government carry 
out their support pol icy for the beet sugar industry. Under the Sugar. 
Act, 1956, the Corporation buy sugar beet from f a r m e r s at the 
guaranteed p r i c e and s e l l sugar at the domes t i c free market pr i ce 
which fol lows c l o s e l y the world p r i c e of sugar . Any resul t ing l o s s i s 
made good by the Sugar Board out of their levy on sugar and converse ly 
any surplus i s paid to the Sugar Board by the Corporation. The 
Corporation therefore make nei ther profit nor l o s s on their manufacturing 
and trading operat ions , but they r e c e i v e f rom the Sugar Eoard a 
"reasonable rate of in teres t" de termined by Mini s ters on their capital . 
This in teres t prov ides the funds for the payment of the dividends. 
The Corporation can a l so earn incent ive p a y m e n t s , which were about 
£ 2 . 4 mi l l i ons las t y e a r , for i n c r e a s e d ef f ic iency, but these payments 
are meant to provide funds for modern i s ing equipment and are not 
avai lable for dividends. The C o r p o r a t i o n ^ r e s e r v e s , which in lav/ 
are part of the shareho lders ' equity, are steadi ly growing and now stand 
at over £7 m i l l i o n s , m o s t of which i s e i ther commit ted to the creat ion 
of f ixed a s s e t s or a lready in f ixed f o r m . 

3. The Corporation have 5 mi l l ion £1 ordinary s h a r e s , of which 
750, 000 are held by the T r e a s u r y , lj m i l l i on by the institutions and the 
r e s t by s m a l l e r shareho lders . The proposed reconstruct ion would 
require a 75 per cent major i ty of the shareho lders p r e s e n t and voting 
at a shareho lders ' s p e c i a l meet ing and subsequently the sanction of the 
Companies ' Court. The Minister of Agricul ture has been advised that 
there i s a reasonable chance of secur ing the required majori ty if the 
reconstruct ion r a i s e s the effect ive dividend to 3 per cent, but that the 
majori ty could not be s e c u r e d for l e s s . 



4. Even if the proposed recons truc t ion s e c u r e d the 75 per cent 
major i ty , it would s t i l l be open to the d issent ing minor i ty of shareholdei
to oppose the pet i t ion for the Court's sanct ion. The minor i ty might 
attempt this course on the ground that the proposed recons truct ion was 
not m e r e l y a convers ion s c h e m e but an arrangement under which one 
shareho lder , the T r e a s u r y , would obtain ownership of the equity of the 
Corporation, although the p r e f e r e n c e shareho lders would s t i l l be 
entit led to the face value of their s h a r e s . The Minis ter of Agricul ture 
has consulted l ega l a d v i s e r s at the Board of Trade and a l s o 
Sir Samuel Brown, a senior partner in the f i rm of s o l i c i t o r s which are 
advis ing the Corporat ion, He has been advised that, if the n e c e s s a r y 
reso lu t ions giving effect to the reorgan i sa t ion r e c e i v e the required 
major i ty , the Court would be m o s t unl ikely to in ter fere provided they 
w e r e sa t i s f i ed that no mis l ead ing information had been g iven to s h a r e 
ho lders and that a l l the statutory f o r m a l i t i e s had been proper ly carr i ed 
out. 

5. The m a i n arguments in favour of the recons truct ion a r e : 

(a) It is anomalous that the equity of the Corporation should be 
large ly in pr ivate hands . 

(b) The Government-appointed Chairman and other D i r e c t o r s of the 
Corporation have sa id that they find it difficult to oppose the shareholder 
agitation for h igher dividends or a bonus i s s u e u n l e s s they can put 
forward p r o p o s a l s for regu lar i s ing the anomalous pos i t ion of the 
C o r p o r a t i o n ^ s h a r e s . They there fore submitted p r o p o s a l s which 
formed the b a s i s of the s c h e m e . 

(c) After the recons truct ion , the pr ivate shareho lders would r e c e i v e 
in teres t at f ixed ra te s and p r e s s u r e for i n c r e a s e d dividends and bonus 
s h a r e s could no longer a r i s e . This p r e s s u r e , if continued, might w e l l 
l ead to e m b a r r a s s m e n t for the Government , but it i s unlikely that the 
shareho lders could s u c c e e d in a pet i t ion to wind up the company, in 
order to s e c u r e the distribution of the a s s e t s , aga inst the opposit ion of 
the T r e a s u r y . 

(d) A convers ion achieved by m e a n s of a 1 per cent i n c r e a s e in the 
dividend would cos t only £ 5 0 , 0 0 0 a y e a r before tax, and the additional 
money would be found not by the Exchequer but by the Sugar Board out 
of their l evy on sugar . 

6. The main arguments against the proposa l a r e : 

(a) There i s l ike ly to be c r i t i c i s m that a convers ion into s h a r e s 
carry ing as much a s 8 per cent g i v e s undeserved benefit to the pr ivate 
shareho lders who bear no c o m m e r c i a l r i s k s and who should therefore 
r e c e i v e only the return appropriate on what is at p r e s e n t a gilt - edged 
s e c u r i t y . 

(b) The s h a r e h o l d e r s ' agitation might subside if the Board announced 
the G o v e r n m e n t s f i r m intention not to a l low higher dividends or a 
bonus i s s u e . But there i s a p o s s i b i l i t y that this might i n c r e a s e the 
proport ion of d i s s a t i s f i e d s h a r e h o l d e r s . 



(c) The shareho lders ' demands for higher dividends have been 
st imulated by the continued i n c r e a s e in the C o r p o r a t i o n ^ r e s e r v e s as .a 
resu l t of their earnings under the incentive a g r e e m e n t , and the demands 
might therefore be d iscouraged by amending this a g r e e m e n t so as to 
moderate the r i s e in the r e s e r v e s . This might , h o w e v e r , affect 
adverse ly the growth in the C o r p o r a t i o n ^ eff ic iency and s o i n c r e a s e 
their trading l o s s e s , which have to be m e t by the Sugar Board. 

(d) If the proposa l fai led to s ecure the n e c e s s a r y major i ty , the 
fact that the G o v e r n m e n t s offer included an effect ive dividend of 
8 per cent might encourage the shareho lders to i n c r e a s e the ir p r e s s u r e 
for higher dividends. 

7. The Economic Po l i cy Committee were divided in the ir v i e w s . 
A majori ty cons idered that an offer of an 8 per cent dividend as part 
of the proposed reconstruct ion could be defended as compensat ion to the 
shareholders for surrender ing their rights to the equity and rel inquishing 
al l poss ib i l i ty of further i n c r e a s e s in their income; and that there was 
advantage in d ispos ing of the s h a r e h o l d e r s 1 agitation and the anomalous 
posi t ion of the Corporation in this way. A minor i ty of the Commit tee 
cons idered that it would be unwise to make such an offer both because 
of the c r i t i c i s m that an 8 per cent dividend would give the shareho lders 
an undeserved benefit , and in v iew of the r i sk that the offer might fai l 
and the shareho lders would then be encouraged to i n c r e a s e their 
p r e s s u r e for higher dividends. 

8. Since the Committee were unable to r e a c h a g r e e m e n t , I seek the 
v i e w s of the Cabinet on whether the offer should be m a d e . 

HAILS HAM 

Office of the Lord P r e s i d e n t of 
the Council , S. W. 1. 

9th May, 1961. 
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ft 

IMPORTS OF UNITED STATES COAL 

Memorandum by the P r e s i d e n t of the Board of Trade 

I a g r e e with the Min i s ter of P o w e r that the application by the Steel 
Company of Wales for p e r m i s s i o n to import 250 , 000 tons of coking coal 
f r o m the United States r a i s e s important i s s u e s of po l i cy . 

2. Hitherto the Coal Board have had a v ir tua l monopoly on the 
i m p o r t s of coal into the United Kingdom. This was not provided for 
in the Act national is ing c o a l - m i n e s . It i s v e r y doubtful whether th is 
monopoly pos i t ion should be mainta ined and whether the t i m e has not 
c o m e when fuel u s e r s should be in a pos i t ion to import coa l when this i s 
to the ir economic advantage. 

3. The Stee l Company of Wales s e e m to m e to have made a 
compel l ing c a s e . I r e c o g n i s e however that if a c o n c e s s i o n were made 
to them we shal l have to deal s i m i l a r l y with other appl icat ions that are 
equal ly wel l - founded. Quite apart f rom i ts own direct exports the s t ee l 
industry prov ides the main b a s i c m a t e r i a l of the engineer ing industry 
which now prov ides some 45 per cent of our e x p o r t s . There i s no 
doubt about the need for industry to adopt any m e a s u r e s open to it to make 
i t se l f m o r e compet i t ive in export m a r k e t s . Continental s t e e l w o r k s on 
c o a s t a l s i t e s are taking advantage of the United States coa l to reduce their 
p r i c e s , thus gaining a cons iderable compet i t ive advantage. Even on . 
the m o d e s t s c a l e of imports proposed by the S tee l Company of Wales 
there would be a substantial sav ing . To a l low a c c e s s to cheaper coal 
would be s o m e offset to the i n c r e a s e d burden p laced on the s t e e l industry 
by the i n c r e a s e d duty on fuel o i l . 

4. While I s e e the force of cons iderat ions which lead the Minis ter 
of F o w e r to urge that the p r e s e n t appl icat ion be re fused and c o n s i d e r a 
t ion of the i s s u e s deferred until the p r o p o s a l s of the Chairman of the 
Nat ional Coal Board, Mr. Rob e n s , for the future of the coal industry 
have b e e n r e c e i v e d , I am sa t i s f i ed that the Iron and Stee l Board are 
right in urging that the industry should be able to import coal for as 
long as it i s avai lable on m o r e favourable t e r m s . I fully accept that, if 
M i n i s t e r s w e r e to agree to t h i s , the Coal Board m u s t be free to adjust 
the ir p r i c e s so as to be in a pos i t ion to m e e t this compet i t ion. 

R. M. 

Board of Trade , S .W.1 . 
10th May, 1961. 
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16th May, 1961 

C ABINET 

TEACHERS' SALARIES IN ENGLAND AND WALES 

Memorandum by the Minis ter of Education 

The p r e s e n t negotiation in the Burnham Commit tee differs f rom 
the Scot t i sh negotiation: 

(a) In Scotland the i s s u e i s about both s a l a r i e s and the dilution of the 
p r o f e s s i o n with non-graduate m e n ; fee l ings s e e m to be deeper on the latter 
i s s u e . 

In England the i s s u e i s only about s a l a r i e s , but there are two r ival 
c l a i m s , one official sponsored by the National Union of T e a c h e r s (N. U. T. ) 
the other unofficial sponsored by the National A s s o c i a t i o n of S c h o o l m a s t e r s 
(N. A. S. ). This r iva lry m a k e s the N. U. T. m o r e uncompromis ing on the 
bas ic s c a l e than they might o therwise be . 

(b) In Scotland the separate s c a l e s for graduates and non-graduates 
have enabled the Secre tary of State to divide the t e a c h e r s ' opposition to 
h i s p r o p o s a l s . In England the sa lary structure i s built upon the s ingle 
bas ic s c a l e and the large number of non-graduate m e n t e a c h e r s re in forces 
the importance attached to t h i s . 

(c) The Secre tary of State has the power to modify the joint r e c o m m e n d a 
tions of the Local Authorit ies ..and the t e a c h e r s ; 

I can only accept or r e j e c t outright a recommendat ion from Eurnham 
and therefore can only use b e h i n d - t h e - s c e n e s p r e s s u r e to get the Authori t ies 
to be sens ib le on the total i n c r e a s e in s a l a r i e s and on the emphas i s on 
di f ferent ia ls . 

(d) In Scotland the current sa lary award was due to run on to March, 1963; 
the current Burnham se t t l ement was due to end a year e a r l i e r . 

2. The Engl ish and Welsh t e a c h e r s put forward in Eurnham a c la im for 
a bas ic s c a l e f rom £700 to £1, 300 over ten y e a r s involving a r i s e of about 
36 per cent on the total sa lary b i l l . (The N. A . S . c l a i m i s for £800 to 
£1 ,500) . 

3. The Engl ish and Welsh Author i t i es ' f i r s t offer was an i n c r e a s e from 
the ex i s t ing s c a l e of £520 to £ 1 , 0 0 0 to £550 to £1 ,100, cost ing 10 p e r cent . 
The T e a c h e r s re jec ted th i s . The Authori t ies w e r e g iven a hint that they 
could go to round 13 per cent and this l imi t was made plain by the offer of 
the S e c r e t a r y of State. 

On 8th May the Authori t ies made their s econd offer of £575 to 
£1,150 over 15 y e a r s cost ing 13^ per cent in total . The i n c r e a s e in the 
dif ferentials was not as great as I think n e c e s s a r y . . 
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4. The t e a c h e r s re j ec ted the Author i t i e s 1 second offer which they 
compared unfavourably with the P o l i c e s e t t l ement , part icu lar ly at m i n i m u m . 
Instead of breaking off the negot iat ion as would/have been w i s e , the 
Authori t ies then asked the t e a c h e r s what they would take. 

The teachers m a d e a counter -proposa l of £ 6 5 0 to £ 1 , 2 5 0 , roughly a 
21 per cent i n c r e a s e . 

The Authori t ies repl ied that this was too high but they would go away 
and s e e how far they could go to bridge the gap. 

5. We know the Authori t ies have in mind to make on 30th May a third 
offer of £ 6 0 0 to £1, 200 over 15 or 16 y e a r s cost ing about 17 to 18 per cent . 
They think the t e a c h e r s would accept t h i s . 

.6. It i s p o s s i b l e that the A s s o c i a t i o n of Municipal Corporations and part 
of the County Counci ls A s s o c i a t i o n would be ready to offer l e s s than 
18 per cent , but they are a l l t empted to put the respons ib i l i ty on the 
Government (as the Scots have done) of re ject ing a se t t l ement which the 
t e a c h e r s have accepted . The v i e w of the A s s o c i a t i o n of Education C o m m i t t e e s 
i s that the Engl i sh Authori t ies cannot be s e e n to do l e s s for the t e a c h e r s 
than the Scot t i sh Authori t ies if w i d e s p r e a d s t r i k e s and d i ssat i s fac t ion 
are not to r e s u l t . They are afraid that if they stand f i rm in Burnham, the 
Government would in fact give way to s tr ike p r e s s u r e . 

7. If the Government now r e j e c t e d , for the f i r s t t i m e , an agreed 
recommendat ion of the Eurnham Commit t ee , fol lowing what we have g iven to 
the P o l i c e and the Civi l S e r v i c e , we should arouse the g r e a t e s t indignation 
throughout the education s e r v i c e . Publ ic opinion would be i m p r e s s e d that 
the Local Author i t i e s , who mus t find a good part of the money , had 
supported the t e a c h e r s against the Government . We should l o s e much of 
the goodwil l we have built up for our education p o l i c i e s . 

C. I m u s t therefore take soundings to s e e whether there are any p r o s p e c t s 
of the Authori t ies taking a m o r e r e a l i s t i c v i ew and of their making an offer 
of we l l be low 18 p e r cent . 

The Authori t ies could hardly be persuaded to agree to put forward 
a l e s s generous sca l e than £575 to £1 ,170, s ince this i s only £20 better 
(at the m a x i m u m ) than the offer which they have undertaken to improve . 

9. I could point out that the b a s i c s c a l e appl ies to t w o - y e a r tra ined 
t e a c h e r s , and s ince f rom now on a l l new entrants wi l l be t h r e e - y e a r 
trained, the new s c a l e for entry would be one of £605 to £ 1 , 2 0 0 , s ince 
they would s tart plus one i n c r e m e n t . If this s c a l e w e r e for 15 or 16 y e a r s 
the Authori t ies could offer for a total of 14 per cent to 1 4 p e  r cent: 

(a) Some larger i n c r e m e n t s after the f i r s t four y e a r s which are 
e s s e n t i a l to help the young m a r r i e d s c h o o l m a s t e r . 

(b) Dif ferent ia ls that were a r e a l bonus to those holding top p o s t s . 

It w i l l be our a i m to hold off the operation of the Eurnham set t lement until 
1st January, and to extend it for three y e a r s . 
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10. I f e e l sure that the Authorit ies wi l l i n s i s t on making a better offer 
than that which they have withdrawn. There are two p o s s i b i l i t i e s : 

(a) They may i n s i s t on a higher offer than the Government could 
accept . In that event they are l ike ly to go for what the t e a c h e r s would 
accept and leave us with the respons ib i l i ty of re ject ing the joint r e c o m m e n d a 

t ion of both s ides of the Burnham Commit tee . 

(b) I might be able to persuade the Authori t ies to make their offer one 

which the Government could accept . Assuming that this would be of the 

order of a 14-14^ per cent i n c r e a s e I am a l m o s t cer ta in that the t e a c h e r s 

would r e j e c t it and we should be faced with a breakdown in the Durnham 

m a c h i n e r y . But we should then be in a better pos i t ion s ince the Authori t ies 

would be on our s ide . 


11. I shal l be able to report the la te s t deve lopments to the Cabinet on 

ICth May. 


D. E. 

Minis try of Education, W. 1. 

15th May, 1961 
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CABINET 

INDUSTRIAL RELATIONS 

MEMORANDUM BY THE MINISTER OF LABOUR 

At the Cabinet meeting on 4th May I undertook to circulate a memorandum 
on current problems of industrial relations. (C.C. (61.) 26th Conclusions, Minute 6.) 

The Present State of Industrial Relations 
2.—[a) By comparison with post-war averages, 1960 was a bad year for strikes, 

in terms of stoppages and workers involved, though in time lost it was better than 
the three previous years. (Annex A illustrates these points.) 

(b) There was no major official strike in 1960, such as the printing strike in 
1959 (alone responsible for some 3\ million days lost), the London 'bus strike of 
1958 (1,600,000 days) or the engineering, shipbuilding and 'bus strikes of 1957 
(totalling 6,920,000 days). 

(c) A very high proportion of the strikes were unofficial. 
(d) 1,817,000 working days, or 60 per cent, of the time lost in the whole of 

industry, was lost in four industries (coalmining, shipbuilding and repairing, motor 
manufacturing and docks) which comprise only 7-2 per cent, of the total working 
population. These four industries are normally the worst offenders, and the motor 
industry had its worst year ever, with half a million working days lost, i.e., 16-6 per 
cent, of the total time lost with only 1 - 9 per cent, of the working population. 

The Scope for Direct Government Action 
3. The traditional role of the Ministry of Labour is that of conciliator in 

disputes. There is little scope for open intervention in an unofficial dispute, though 
we may be more active behind the scenes than is commonly realised. Even in 
official disputes on wages conciliation may encourage settlements on the basis of 
undesirable wage increases. We cannot look, therefore, to traditional conciliation 
methods for a substantial improvement in industrial relations. 

4. Legislation against strikes is not a practical proposition. I attach Annex B 
commenting on the various suggestions that have been made. It is worth recalling 
that 1944, when strikes were for practical purposes illegal, had a particularly high 
strike record. 

Management 
5. The blame for strike-proneness in any industry or a firm does not rest only 

on the workers, or even on the professional agitator. Some undertakings even in 
the strike-prone industries are relatively free from trouble. The managements of 
these undertakings have adopted labour policies of the kind that have produced 
the good industrial relations of firms like the Imperial Chemicals Industries Limited. 
By contrast the management techniques of the shipbuilding industry are, with rare 
exceptions, well behind the times. The London docks employers are only now 
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beginning to give serious thought to changes in the conditions of employment which 
could improve relations. These are outstanding examples of backward 
management, but unfortunately they are not unique. 

The Unions 
, .6. While Union leaders are sometimes aggressive towards management or 

wlak in leadership of their members, we must recognise that it is easy to expect 
too much of them. They are elected representatives and their power of initiative 
is limited by the general apathy of the mass of membership. There is often an 
active and watchful Left wing, ever ready to accuse the leaders of a " sell out to 
the bosses ". Even so there is scope for improving trades union structure and 
administration, but this will have to come from within. 

t

The Positive Approach 
7. We have to seek to create better relations at all levels, especially in the 

strike-prone industries. This can only come if management adopts better ways 
of handling labour and secures co-operation from responsible trade unions. 
I believe that we can take action to encourage this, though the nature of the 
appropriate action will differ according to the industry. 

8. The National Joint Advisory Council have already been considering some 
basic problems of industrial relations, such as communications and joint 
consultation, redundancy, training of supervisors, and economical use of manpower. 
Both sides have shown a genuine desire to make progress, and I hope that we can 
lead them into discussions of more controversial issues. 

Approach to Individual Industries 
9. We have made an encouraging start with the motor industry. These talks 

brought out the question whether the unions are prepared to exercise authority 
over the unofficial strikers; and the action in this direction taken in the Pressed Steel 
strike at Swindon by the Amalgamated Engineering Union has been satisfactory. 

10. But the direct approach that I made to the motor industry is not 
necessarily right elsewhere. In shipbuilding I believe the first step is to prod the 
two sides not merely to follow up the recommendations of the Shipbuilding Advisory 
Councils sub-Committee on Prospects, but to look beyond them. I hope it may 
be possible to get the Employers' Federation to work out proposals for better 
relations which may evoke a satisfactory reaction from the unions. With the 
agreement of the Ministry of Transport I am having some informal talks with 
representatives of the two sides, to this end. 

11. As to the docks, we need a three-pronged attack by employers, unions 
and Dock Labour Boards. In London especially the employers need to rationalise 
their organisation (there are some 500-600 separate employers in the Port, some 
of them very small indeed), to plan work so as to give greater continuity of 
employment, and to improve their personnel management. I have been encouraged 
to learn that much thought is being given to this. The unions should strengthen 
their organisation, raise the quality of their full-time officials and improve their 
contacts with the rank and file, and Mr. Frank Cousins has assured me that he is 
giving personal and urgent attention to this. The London Dock Labour Board has 
little scope for initiative on its own, being controlled by the two sides of the 
industry, but given a chance by its masters could do more to introduce civilised 
methods into the hiring and deployment of labour; I am in informal touch with 
all three parties on these points. 

12. In coalmining all strikes are unofficial, and usually short. Now that the 
new Chairman of the Board has had time to look around him, he might be asked 
what conclusions he has reached on this special problem; should the Minister of 
Power so desire I should be very glad to be associated in such an approach. 

The Electrical Trades Union Case 
13. I am examining the implications of this case and I shall circulate a 

memorandum when judgment has been given. At present we do not know what 
the High Court can or may do to deal with abuses. Until we know this we cannot 



usefully consider whether or not any changes in the law are needed. Legislation 
to limit the freedom of trade union members to conduct their own affairs in 
accordance with their own rules would certainly be resented by trade unionists 
generally. It would prejudice our efforts to get from the trade unions the 
co-operation we need to pursue the policies outlined above and to make real 
progress in improving industrial relations. My present inclination therefore is 
against legislation and in favour of using the Electrical Trades Union case to attack 
the Communist infiltration in the unions and to press for it to be tackled by 
democratic action within them. 

Conclusion 
14. I do not see any simple solution for the problem of industrial relations. 

Our task must be to work slowly and laboriously on the industries with the worst 
record in order to bring them up to the level of the best. If we are to succeed 
we must carry with us the responsible elements in the trades unions. They may at 
times be pushed on one side by the vocal and dissident minority, but the movement 
as a whole is undoubtedly a stabilising influence in the country. Our object should 
always be to strengthen and stimulate the responsible elements, so that they 
are able to deal in their own way with those who are out to damage not only the 
economy but the unions themselves. 

J. H. 

Ministry of Labour, S.W. 1, 

15th May, 1961. 


ANNEX A 

Strikes Since the War 

Number of 

Year 
Number of 
Stoppages 

Workers 
Involved 

(000's) 

Days
Lost 

(000's) 
1946 ... 2,205 529 2,158 
1947 ... 1,721 623 2,433 
1948 1,759 426 1,944 
1949 ... 1,42*6 434 1,807 
1950 ... 1,339 303 1,389 
1951 ... 1,719 379 1,694 
1952 ... 1,714 416 1,792 
1953 ... 1,746 1,374 2,184 
1954 ... 1,989 450 2,457 
1955 ... 2,419 671 3,781 
1956 ... 2,648 508 2,083 
1957 ... 2,859 1,359 8,412 
1958 ... 2,629 524 3,462 
1959 ... 2,093 646 5,270 
1960 ... 2,832 822 3,024 



ANNEX B 

Note on Suggestions for Legislation to Prevent Strikes 

A.—Legislation making Unofficial Strikes Illegal 
(i) There would still be unofficial strikes. Wartime experience, when 

practically all strikes were illegal, shows this. (1944 was one of the worst years 
for strikes of the past two decades.) 

(ii) There would be very great practical difficulties in prosecuting the large 
numbers of people who would be involved. This also was proved during the war. 

(iii) There would be great difficulty in defining unofficial strikes—some strikes 
begin as unofficial and later become official. 

(iv) Legislation would be strongly opposed by the trade unions. 
(v) It would therefore do serious damage to industrial relations generally. 
(vi) It would be based on the implicit assumption that in all unofficial strikes 

the workers are always entirely in the wrong and the employers entirely in the 
right. In fact, strikes both official and unofficial are often caused by provocative 
actions or attitudes on the part of the employer. 

A modified form of this suggestion is to amend existing trade union law to 
remove some of the protection given to workers under the Trade Union Act, 1906, 
if the strike is unofficial. Similar practical difficulties about definition and 
enforcement of penalties would arise. 

B.—Legislation to make Strikes Illegal unless Members of the Union concerned 
have agreed to the Strike by a Secret Ballot 

(i) This would make unofficial strikes illegal (see A). 
(ii) The proposal is based on the assumption that the rank and file workers 

are less militant than their leaders. This is not generally true. It assumes that 
the extremist agitators in the rank and file would have less influence. This is 
doubtful. 

(iii) There would be a danger that some trade union leaders might take a 
ballot at an early stage in the proceedings or negotiation as a matter of tactics, and 
use a strike threat as a form of blackmail to get more out of employers. 

(iv) Some 40 unions have arrangements in their rules for a vote to be taken 
before a strike is called. There is nothing in the experience of these unions to 
suggest that legislation to make such rules universal would reduce the number of 
strikes. The National Union of Mine Workers, for example, have very stringent 
rules. As a result, there is practically never an official strike in coal-mining, but 
last year the number of unofficial strikes amounted to some 65 per cent, of the 
total number of stoppages in this country. 

(v) Australia, New Zealand and certain provinces of Canada have provision 
in their systems of conciliation for compulsory pre-strike ballots, but all these 
countries have considerably worse records of time lost through strikes than the 
United Kingdom. 

C.—Legislation to make Strikes Illegal with Provision for Compulsory Arbitration 
(i) Compulsory arbitration in the real sense (i.e., arbitration enforced by law 

in the case of all disputes not settled by negotiation) involves the withdrawal of 
the right to strike. It is not compatible with generally accepted ideas of free 
negotiation and free contract. 

(ii) Experience during and after the war when there was " compulsory 
arbitration " (i.e., one party to a dispute could require the other to go to arbitration) 
makes it clear that this would not prevent strikes (see A). 

D.—Legislation to apply a " Cooling-off " period before a Strike can be called 
Legislation has been suggested to require that strikes should be preceded by 

an independent inquiry and that a specified period should elapse between the 
publication of the report of the inquiry and the calling of the strike. The assumption 
behind this suggestion is that this interval would act as a " cooling-off" period. 
Experience in the United States which has provision under the Taft Hartley Act 
for such a " cooling-off " period before strike action, suggests that it would tend 
to be a " hotting-up " period during which both sides take up rigid positions which 
only serve to make later negotiations more difficult. The strike record of the 
United States is no recommendation for it. In 1959 for instance seven times as 
many working days per employee were lost as in the United Kingdom. There are 
also, as with the other suggestions, great difficulties in the way of enforcement. 
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CABINET 

LEGISLATIVE PROGRAMME: 1961-62 

MEMORANDUM BY THE SECRETARY OF STATE FOR THE HOME DEPARTMENT 

The Future Legislation Committee have prepared, in consultation with all 
Ministers concerned, a draft programme of legislation for next Session. 

2. This must, without any question, be less onerous than the programme for 
the present and recent Sessions. The Committee have adopted that as the guiding 
principle in classifying the Bills put before them into the following categories: 

A.l.—Essential Bills, which depend on some inescapable time-table; 
A.2.—Contingent Bills, the need for which depends on some factor at 

present unknown; 

B.—Programme Bills; 

C.—Reserve Bills; 

P.—Bills for handing to Private Members; 

D.—Other Bills, for which time cannot be found. 


The proposed classification is set out in the Annex to this memorandum. 
3. The Bills in List B constitute a somewhat workaday programme. But we 

are already committed in one way or another to all of them. We cannot add to 
their number without once more overloading ourselves and our supporters and 
as I say below we may have to eliminate some. The probability that we shall have 
to re-introduce more than one Bill uncompleted in this Session gives ground for 
thinking that the programme for next Session is already too heavy. It includes 
some of the main elements agreed by the Cabinet in the forward look approved 
on 23rd June, 1960. Before we decide on the main programme Bills in the light 
of the spill-over we should firmly reserve the right to prune this list further. Other 
Bills contemplated for 1961-62 will not now be ready in time—Compensation for 
Crimes of Violence and, probably, London Government. 

4. The programme for next Session needs to be looked at in conjunction 
with that for 1962-63, possibly the last full Session of the Parliament. For that 
we may have, in addition to the two Bills just mentioned, Consumer Protection, 
Trustee Savings Banks, Inland Waterways, Larceny, Probation, Police, Aliens, 
Television and possibly Sunday Observance and House of Lords Reform. 

5. We can hope to find time next Session for few, if any, of the " reserve " 
Bills in List C and we cannot hope for any of those in List D. On that 
understanding, the Cabinet are invited to examine and decide upon the classification 
of Bills proposed in the Annex. 

R. A. B. 

Home Office, S.W.1, 

18th May, 1961. 


59038 



ANNEX 

PROPOSED CLASSIFICATION FOR 1961-62 

A.l.—ESSENTIAL BILLS 
Tanganyika Independence 
South Africa 
Education (Grants to Students and Leaving Dates) 

" . * Local Government (Finance) (Scotland) 
Finance 
Expiring Laws Continuance 

A.2.—CONTINGENT BILLS 
Eurocontrol 
Colonial Loans 
West Indies Independence 
Overseas Resources Development 
Southern Rhodesia (Constitution Amendment) 
Federation of Rhodesia and Nyasaiand (Constitution Amendment) 
Ceylon (Consequential Provision) 
European Communities Joint Mission (Privileges and Immunities) 
Nuclear Tests 
Foreign Compensation 
Commonwealth Immigration 
Export Guarantees 

B.—PROGRAMME BILLS 
Fisheries 
Social Workers and Health Visitors 
Machinery of Justice (Streatfeild Committee) 
Safety, &c, in Shops and Offices (Gowers Committee) 
Pipelines 
Licensing (Scotland) 
Housing (Scotland) 
Protection of Depositors 
Weights and Measures (reintroduced from this Session) 
Railways 

C.—RESERVE BILLS 
Agriculture (Miscellaneous Provisions) 
Civil Aerodromes 
Commonwealth Organisations (Immunities and Privileges) 
Public Libraries 
Overseas Education 
Meals on Wheels 
National Radiological Protection Service 
Northern Ireland (Miscellaneous Provisions) 
Water Conservation 
National Parks 
Truck Acts 
Employment and Training 
Administration of Justice 
Family Allowances and National Insurance 
National Coal Board Finance 
Nuclear Installations (Licensing and Insurance) 
Forth and Clyde Canal (Hybrid) 
Bankruptcy and Companies (Winding-up) Fees 
Underground Car Parks 
War Damage (Amendment) 
London Museum (Hybrid) 
Land Powers (Defence) 



P.—PRIVATE MEMBERS' BILLS 

Shops (Closing Hours) 

Carriage by Air 

Administration of Oaths 

Fluoridation 

Employment of Women after Childbirth 

Old Metal Dealers 

Siting of Crematoria 

Law Reform (Husband and Wife) 

Wills 

Citation of Acts 

Service of Documents 

Forestry (Sale of Land) (Scotland) 

Magistrates' Expenses (Scotland) 

Credit Sales (Scotland) 

Divorce (Property Rights) (Scotland) 

Title to Sue (Scotland) 


D.—OTHER BILLS 
Naval Enlistment 
Greenwich Hospital 
Commons Registration 
Teachers (Superannuation) 
Continental Shelf 
Consular Conventions 
National Health Service (General Pharmaceutical Service) (Amendment) 
Registration (Births, Deaths and Marriages) 
Children and Young Persons and Employment of Children 
Shops (Closing Hours)—unless offered to a Private Member 
International Headquarters and Defence Organisations 
Regulation of Fee-Charging Employment Agencies 
Justices of the Peace Act (Amendment) 
Maintenance Orders 
Compensation for Victims of Crime 
Betting, Gaming and Lotteries 
Hackney Carriages 
Local Government (Miscellaneous) 
Local Government (London) 
Land Charges 
Cable and Wireless Limited 
Gas (Underground Storage) 
Electricity Acts (Amendment) 
Convention on the High Seas 
Countryside (Scotland) 
Anti-trust Activities 
Hallmarking 
Bankruptcy (Amendment) and Deeds of Arrangement (Amendment) 
Highways (Lands) 
Merchant Shipping (Safety Convention) 
Merchant Shipping 
British Museum 
National Museum and Library of Wales 
Dog, Gun and Game Licences 
Income Tax Management 
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CABINET 

EXCHEQUER ASSISTANCE FOR THE BUILDING AND EXPANSION 
OF HOTELS 

MEMORANDUM BY THE CHANCELLOR OF THE EXCHEQUER 

On 4th May the Cabinet invited me: 
" to give further consideration to the proposal for some form of Exchequer 
assistance for the building and expansion of hotels". (C.C. (61) 26th 
Conclusions, Minute 7.) 

The two kinds of assistance suggested by the Committee on Tourism were Exchequer 
loans for selected hotel projects, and a tax concession such as the extension to hotels 
of the existing industrial building allowance. 

2. Suggestions of this kind have been given exhaustive examination over the 
years. They were considered in detail by the official Working Parties of 1954 and 
1958 which studied hotels in relation to the tourist trade, and former Chancellors of 
the Exchequer gave particularly close attention to them when the reports of these 
Working Parties were considered. It was decided that discriminatory financial 
assistance or fiscal concessions in favour of the hotel trade would be expensive and 
could not be defended. 

Direct Exchequer Assistance 
3. I have again examined carefully all the arguments put forward in favour 

of direct Exchequer assistance to hotels. There is room for argument as to the 
extent to which it would effect a genuine improvement in the balance of payments. 

4. But the overriding consideration is a broader one. I cannot advise my 
colleagues to embark on direct Government assistance to yet another private 
industry after the difficulties experienced over support for Colvilles and Cunard 
and private industry generally. And it would be particularly inappropriate to be 
doing so just at the time when the nationalised industries are being required to 
become less dependent on Exchequer finance. 

Tax Concessions 
5. Industrial buildings attract on their capital cost a 10 per cent, investment 

allowance, a 5 per cent, initial allowance and 2 per cent, annual allowances. I 
have re-examined the proposal that either these allowances or simply the investment 
allowance of 10 per cent, should be extended to capital expenditure on new hotels 
or on extensions and improvements to existing hotels. This proposal would 
represent tax discrimination at its worst as it would pick out a selected class of 
commercial buildings used by one section of a particular industry for relief, when 
commercial buildings generally are given no tax allowances on grounds of principle 
and cost. The competitors of hotels—hoarding-houses and holiday camps, 
restaurants and public houses—would seek similar relief on the grounds that they 
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would otherwise be subject to unfair competition; and if those claims were 
conceded there could be little justification for not extending the relief to all 
commercial -buildings, at an annual cost to the Exchequer of £28 millions if 
commercial buildings were given the same allowances as industrial buildings. 

6. Moreover, an investment allowance would foe a wasteful method of seeking 
to stimulate the provision of new and improved hotels to cater for tourists from 
overseas. When this possibility was considered -by the Committee on Tourism it 
was agreed that, for practical reasons, the allowance would have to be given to 
all establishments within the qualifying definition, whether or not they catered 
substantially for overseas visitors. 

7. Hotels do however receive substantial help through other tax allowances. 
Plant and machinery qualify for the investment allowance at 20 per cent, and initial 
and annual allowances totalling 100 per cent, on a wear-and-tear basis. (The 
practical result is that 120 per cent, of the cost of new plant and machinery can be 
written off for tax purposes.) It has for a considerable period been the practice to 
treat the following as plant and machinery in the case of hotels: lifts; baths, &c.; 
central-heating apparatus; fixtures and fittings; furniture of a permanent and 
durable nature; carpets and other floor coverings and curtains; and also alterations 
to existing buildings so far as they are incidental to the installation of machinery or 
plant (e.g., the building work incidental to the installation of additional baths). 

8. Moreover hotels have quite recently qualified for substantial additional 
help. Expenditure on renewals of such things as plate, glass, crockery, linen, 
bedding, and kitchen utensils is allowed as a deduction in computing the taxable 
profits, but until recently no investment allowance used to be given. As a result of 
a case that went to the House of Lords the meaning to be put on the word " plant " 
was intended to mean " whatever apparatus or instruments are used by a business 
man in carrying on bis business". It was therefore agreed in April with 
representatives of the hotel and restaurant trades that all equipment qualified for 
the 20 per cent, investment allowance whether the expenditure was on the first 
outlay or on renewals and whether the equipment was otherwise dealt with for tax 
purposes on a wear-and-tear or on a renewals basis. The only conditions are that 
the equipment must be new and not second-hand and that it has an average working 
life in the taxpayers own trade of not less than two years. 

9. The result of the case is that now practically all assets and equipment used 
by a hotel-keeper in his trade qualify for the tax bonus of the 20 per cent, investment 
allowance except the site and structure of the building itself. 

10. I, therefore, consider that the tax treatment of hotels is generous. Even 
if it were desirable to extend the industrial buildings allowance to hotels (qualified 
by reference to size and regardless of their earnings from overseas visitors), it would 
be quite impossible to hold the line there. In these circumstances I cannot 
recommend any further tax change. 

S. L. 

Treasury Chambers, S.W. 1, 


1st June, 1961. 
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CABINET 

COMMONWEALTH MIGRANTS 

Memojrandujm ,byJJbieJLc,IR d, j ^ a j i cjg NOR 

On 16th February the Cabinet invited m e to arrange for the Committee 
on Commonwealth Migrants to cons ider the form which l eg i s la t ion to control 
immigra t ion from the Commonwealth might take, and to bring the matter again 
before the Cabinet in due course (C. C. (6l) 7th Conclus ions , Minute 2). 

2. Eefore I deal spec i f i ca l ly with this quest ion the Cabinet may wi sh to 
know of the recent s c a l e of coloured immigra t ion into this country. In the 
f i r s t four months of 1961 near ly 32, 000 co loured immigrants arr ived from the 
Commonwealth , co rrpared with 9, 300 in the corresponding per iod of I960. 
The total net intake for I960 as a whole * i t se l f a peak year - was 58, 000, 
and if the p r e s e n t trend continues the total for 1961 wi l l be 150, 000 or

even 200, 000. This c o m p a r e s with a natural i n c r e a s e of about 200, 000 
p e r annum of the res ident population of England and Wales . By the end of 
this year there would be near ly half a mil l i6: . co loured p e r s o n s in the United 
Kingdom, and the f igure might we l l r i s e to 2 mi l l i ons within the next 
fifteen y e a r s . The vas t major i ty of these i m m i g r a n t s are West Indians 
(18,500 so far this y e a r ) , Indians and Pak i s tan i s ( 5 , 0 0 0 in each c a s e ) . 

3. Uncontrol led co loured i m m i g r a t i o n on this s c a l e i s putting a s e v e r e 
s tra in on the housing situation in the a r e a s in which these people congregate , 
and there i s growing par l iamentary and public concern about the soc ia l 
c o n s e q u e n c e s . Although there i s at p r e s e n t re la t ive ly l i t t le unemployment 
amongst the co loured community the s i tuation in a r e c e s s i o n would be quite 
s e r i o u s . The quality of the immigrants appears to be deter iorat ing . 

4. F a c e d with this v e r y large i n c r e a s e in numbers the Committee are 
unanimously	 of the opinion that the p r e s e n t state of affairs should not be 
a l lowed to continue and that the Government should introduce l eg i s la t ion 
to enable immigra t ion f r o m the Commonweal th to be contro l led . In coming 
to this conclus ion they fu l l y r e c o g n i s e that this act ion would infringe the 
h i s tor i c right of Commonwealth c i t i zens f r e e l y to enter and stay in the 
United Kingdom, and a l s o that however careful ly the l eg i s l a t i on were drafted 
it would be r e p r e s e n t e d as a m e a s u r e of d i scr iminat ion against coloured 
people . N e v e r t h e l e s s the Committee are a g r e e d that u n l e s s action is taken 
this country m a y we l l be confronted in the space of a few y e a r s with a 
c o l o u r prob lem approaching that of the United Sta tes . 

5. There i s an important point of t iming . In the f i r s t half of June the 
Colonial Secre tary i s holding a conference in London with "West Indian 
po l i t i ca l l e a d e r s , as a r e s u l t of which it i s hoped to launch the West Indies 
Federat ion into independence seme t ime next y e a r . Fu tr th ermore in the 
autumn there i s l ike ly to be a re ferendum in Jamaica (which would be 
part icu lar ly hit by any r e s t r i c t i o n on immigrat ionto the United Kingdom) on 
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the i s s u e of federat ion and it i s of vital importance that Mr. Manley's party 
should win it . F o r t h e s e reasons the Commit tee r e c o m m e n d that no public 

announcement of our intentions should be made until towards the end of 
October at the e a r l i e s t . The Committee hope that the Bi l l could find an 
ear ly p lace in the l e g i s l a t i v e p r o g r a m m e for the next s e s s i o n of Par l iament . 
The Colonial S e c r e t a r y i s of opinion however that the question i s bound to 
be r a i s e d while the West Indian l e a d e r s are over here for the Constitutional 
Conference , and if so he f ee l s he would be bound to te l l the Jamaican P r e m i e r 
and perhaps ether s e n i o r Min i s ters pr ivate ly that the Government were 
cons ider ing the introduction of l eg i s la t ion la ter in the y e a r . 

6. As to the form of control the Committee have examined three 
p o s s i b l e m e t h o d s : 

(a) A control based on p o s s e s s i o n of a cert i f icate that housing 
accommodat ion i s avai lable for the i m m i g r a n t . 

(b) A control by m e a n s of a health check. 

(c) Some form of employment control . 

7. The Commit tee do not think that control through a housing cert i f icate 
would be workable: the prac t i ca l diff icult ies are too great . Nor do they think 
that control by m e a n s of a health check would by i t se l f be effective: the 
vas t major i ty of i m m i g r a n t s would fa ir ly readi ly p a s s a s imple check of 
this nature . 

8, The Commit tee cons ider that the only pract ica l method of control 
would be one b a s e d on employment cr i t er ia ( course (c)). They have given 
p r e l i m i n a r y cons iderat ion to such a s c h e m e which might be based on the 
fol lowing l i n e s : 

(a) Ski l led w o r k e r s , and immigrant s coming to a spec i f ic job with 
a named employer for which no res ident labour was avaiable , would be 
a l lowed in without r e s t r i c t i o n . 

(b) Other potent ia l i m m i g r a n t s would have to apply by post to the 
Minis try of Labour, who would grant p e r m i t s on a "first come f irs t served" 
b a s i s , but with absolute control over the rate of flow. 

The rate of f low would be a major Government dec i s ion based on the economic 
s o c i a l and po l i t i ca l condit ions at the t i m e . 

9. The great m e r i t of this form of control would be its f lexibi l i ty , 
s i n c e the Government could decide at any t i m e how many immigrants 
w e r e to be admitted in the ensuing per iod . Another advantage would be that 
it could be operated without any dist inct ion on grounds of race or colour, 
although in p r a c t i c e s ince m o s t of the i m m i g r a n t s from the old Commonwealth 
countr ie s would be e i ther sk i l l ed w o r k e r s or would be coming to a speci f ic 
job they would be unl ikely to be much affected. It would be comparat ive ly 
s i m p l e to take power at the same t ime to re fuse a d m i s s i o n to any immigrant 
on health grounds . 



10. There are however a number of diff icult ies in this s c h e m e which 
wil l need much m o r e examinat ion. For ins tance; how a r e we to identify 
the group of people who wi l l continue to be admitted to the United Kingdom 
without re s t r i c t ion ; by c i t i zensh ip , r e s i d e n c e , b ir th? Can we exempt 
immigrant s from the Irish Republic from the control; and if so how can 
we stop co loured p e r s o n s evading the control by entering the United Kingdom 
via that country? How would the control be reconc i l ed with a p o s s i b l e 
commitment , if we joined the Six, to a l low f r e e d o m of movement of p e r s o n s 
into the United Kingdom from the Community countr ies ? Should we a l s o 
take power to deport those i m m i g r a n t s who prove t h e m s e l v e s undes irable 
or who do not fulfil the conditions of a d m i s s i o n to this country? And b e s i d e s 
t h e s e quest ions there aire many prac t i ca l diff icult ies to be o v e r c o m e at the 
p o r t s . 

11. The Commit tee have remi t ted these points for further detai led 
examinat ion by of f ic ia l s , and they propose to give further cons iderat ion 
to them at an ear ly date , with a v i e w to making another report to the 
Cabinet before the s u m m e r r e c e s s . 

12. In the meant ime on behalf of the Commit tee I seek my c o l l e a g u e s ' 
endorsement of the c o u r s e s outlined in this m e m o r a n d u m . 

K. 

Lord Chancel lor 1 s Department , 
S. W . l . 

26th May, 1961 
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CABINET 

CONSTITUTIONAL DEVELOPMENT IN ADEN 

MEMORANDUM BY THE SECRETARY OF STATE FOR THE COLONIES 

Last year the Defence Committee concluded that British interests required the 
retention of our base at Aden. The Governor and I have since examined possible 
ways of securing the free use of our defence facilities in the Colony and Protectorate 
with the greatest practicable measure of consent for as long as possible during this 
decade. 

Political Situation in Aden Colony 
2. The Colony has a measure of responsible government, with the 

co-operation and support of the more moderate elements in the population. Their 
leaders, who are Ministers in the Executive Council responsible for a number of 
civil departments, demand further constitutional advance for the Colony. The 
pressure of Arab nationalism in and outside the Colony sharpens this demand. 
The nationalists dominate the Trade Union movement and draw their mass strength 
from immigrant labour from the Yemen and the Protectorate, and we cannot 
expect co-operation from them. We can expect it from the moderate leaders, if 
we enable them to oppose their nationalist critics with the authority of increased 
responsibilities. Their ultimate aim can only be complete independence, but their 
first aim is management of the Colony's internal affairs by the " Adenese ". They 
acknowledge that Aden Colony could not stand alone in the modern world and 
recognise that their security and prosperity are closely linked with the British 
connexion. I believe that, if we meet their wishes, we can help them to withstand 
pressure from the nationalists and retain our defence facilities with the consent of 
the moderate element of the population. 

The Idea of Merger with the Federation 
3. As the Colony cannot stand alone, the moderates favour closer 

association with the Federation of Amirates of the South, which now comprises most 
of the Western Protectorate and is the Colony's hinterland. The Federation, like 
its component States, is under our protection and has placed responsibility for its 
external relations, defence and security in our hands. We are pledged, in the Anglo-
Federation Treaty of 1959, to develop it so that it can ultimately become an 
independent State. The Colony moderates see in a merger with the Federation the 
opportunity to come within this pledge and envisage that eventually the States in 
the Eastern Protectorate and the islands should also join to form a new entity in 
South Arabia. They do not wish to rush matters because of the differences 
of economic, political and social outlook between the Colony and the Federation. 
Government in the Colony is of a representative and parliamentary kind; in the 
Federation the traditional Rulers have complete authority and are themselves the 
Ministers. Constitutionally the Colony is some way behind the Federation, over 
whose internal affairs we have no jurisdiction; an additional reason why the Colony 
moderates want some increase of internal responsibility is that they may be better 
placed before negotiations about closer association with the Federation are started. 
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4. The Federal Rulers are also keenly interested in closer association and in 
the creation of a wider entity, but their approach is somewhat different. They 
regard the Colony as part of the territory of the State of Lahej (one of the most 
important States in the Federation). While they are prepared to see British 
authority over the Colony continue, they would oppose the withdrawal of our 
jurisdiction and presence from the Colony. They instinctively distrust the town 
Arab whom the moderate leaders represent; but a deeper motive is their fear that, 
without the British presence, the moderate leaders could not long sustain themselves 
against the nationalists (who are bitterly opposed to the Rulers). The Rulers? 

friendship for the British connexion is real; almost alone among the Arab leaders, 
they have stood by us during recent difficult years. Rather than accept any 
weakening of British authority and control in the Colony, they would like us to 
force through an early union between it and the Federation. 

5. We thus have, in the Colony and in the Federation, political leaders who 
want to retain our military presence, who believe in a merger between the Colony 
and Federation and who look eventually to a new entity embracing the Colony, the 
Protectorate, and the islands. 

Next Steps in the Colony 
6. We cannot refuse the Colony a further measure of responsible government. 

The expectation is widespread, the example of other countries too close at hand 
and the opportunities which a refusal would give to the nationalists too considerable 
for us to stand pat. We should lose the support of the moderates and be obliged 
to maintain our base against a sullen and hostile population. Given that we decide 
to go with the wishes of the moderates for wider authority in internal affairs, we can 
proceed in either of two ways. We can make the change as a step towards merger 
with the Federation or we can try to confine it to the Colony alone. The Governor 
is firmly in favour of the former course, (a) because it has the best chance of carrying 
the Federal Rulers with us in granting a further advance to the Colony, (b) because 
it goes with public feeling in the Colony and the Federation for a union of the British 
territories in Southern Arabia, and (c) because it holds out the best hope of our 
retaining our defence facilities by right, and with consent, for the longest possible 
period. 

7. The alternative of confining the change to the Colony alone might be 
immediately popular with the Colony moderates, who would interpret it as 
designed to increase their authority and establish their grip on Colony affairs. But 
the Governor does not consider that we would be allowed by public opinion, or by 
the Federal Rulers, to. settle down for the further three or four years which would 
be the normal lifetime of such a constitution. We should be pressed to make clear 
our views on union or on independence and we could not evade the question without 
weakening the position of the moderates and strengthening that of their opponents. 
Nor should we be able to prevent the Colony moderates making their own 
approaches to the Federal Rulers; we should simply have deprived ourselves of the 
opportunities to influence the kind of union which resulted. The effect on the Rulers 
of a decision to give the Colony a further measure of responsible government, 
without putting it into the context of a merger with the Federation, would be 
disastrous. They have made it quite clear that they would interpret it as a breach 
of friendship; and in losing this friendship we should reopen the Protectorate to 
the kind of subversion with which we have been plagued for so many years. We 
should also jeopardise our present defence facilities in the Federal area and any 
addition to them we might wish, to have. 

8. I consider that the surest way to meet the wishes of the Colony moderates 
and to retain the friendship of the Rulers is to authorise the Governor to conduct, 
during the next few months, a series of discussions with representatives of the 
Colony and the Federation. The Governor should have authority to say 
we support merger as an aim of policy, subject to the retention of our defence 
facilities, and invite the representatives of the Colony and Federation to discuss 
with us the basis on which it might come about. The aim would be to reach 
agreement on a new constitution for the Colony, to come into force as early as 
practicable in 1962. We should be prepared to extend the lifetime of the present 
Legislative Council for a further year beyond its present due date of expiry in 
January 1963; the purpose would be to enable the new Colony Government formed 
in 1962 to narrow the present franchise (which gives the vote to British Subjects 



and British Protected Persons on a modest residential and property qualification) so 
as to confine the vote to " Adenese ", excluding the itinerant labourers from the 
Protectorate who are mostly nationalist supporters. The new constitution would 
probably see the replacement of the present Executive Council by a Council of 
elected Ministers, under a Chief Minister, who would be responsible for the main 
civil departments, with the Governor remaining responsible in his discretion for 
defence, external relations, and the Public Service. We should retain sovereignty 
in the Colony. 

9. We must do everything possible to obtain the support and co-operation 
of the Rulers. Before the Governor starts his discussions, I would invite a 
delegation from the Federal Government to come to London at an early date. I 
would tell them that we see merger as a desirable aim of policy and I would hope 
to bring them to see the advantages to them, as well as to ourselves, of our giving 
the Colony moderates sufficient authority to enlist their co-operation against our 
joint enemies. 

10. It may be necessary to convene a Constitutional Conference towards the 
end of this year or early in 1962, at which the details of the Colony Constitution 
would be formally agreed and the basis upon which in due course a merger might 
be established would be laid down; but we can consider the question of a 
conference in the light of the Governors discussions. 

Timetable 
11. A provisional timetable for working out these arrangements would be as 

follows: 
(a) Early 1962; the new Colony Constitution becomes effective; 
(b) Early 1964; elections in the Colony on a revised franchise; 
(c) Late 1964; beginning of substantive negotiations for a union under which 

Her Majesty's Government would have, by right, responsibility for 
defence, external relations, internal security and, in the last resort, 
power to suspend the Constitution, resume direct rule and withdraw 
the Colony from the Federation. It would be desirable that if possible 
the Governor should continue to retain his responsibility for the JEofes f^^&e. 
Service, but it may not be possible to insist on this. By acceding to the 
Federation, the Colony would come under the present Anglo-Federation 
Treaty; and our treaty rights would be a further buttress to the retained 
rights described above. 

Special Points 
12. I told the Colonial Policy Committee that I proposed to exclude from 

constitutional changes in the Colony the island of Perim (which was placed under 
Governor^ rule in 1959). The Committee suggested that it might also be desirable 
to try to exclude from any eventual adhesion to the union the island of Socotra 
and to retain some of our present key defence facilities in the Colony under United 
Kingdom sovereignty. The possibility of defining defence enclaves has already 
been considered and so far has been regarded as unworkable. However, I intend 
to pursue the matter further in consultation with the Minister of Defence. 

13. I invite my colleagues to agree: 
(a) That we introduce in Aden Colony, early in 1962, a further measure of 

responsible government. 
(b) That retention of our friendship with the Federation Rulers is of paramount 

importance and we should seek to persuade them to agree to (a).
(c) That we say that we support eventual merger of Colony and Federation 

and be prepared to say that we regard these changes in the Colony as 
a first stage towards it, that in due course other parts of the Protectorate 
and Islands (except Perim and possibly Socotra) may adhere. 

(d) That we retain, by right, our defence, &c, facilities in the Colony after 
union takes place. 

I. M. 
Colonial Office, S.W. 1, 


25 th May, 1961. 
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CABINET 

CO MM ON W E A LTH MIGRANTS 

Memorandum by the S e c r e t a r y of State for Commonweal th Relat ions 

Since I was unable to attend the d i s c u s s i o n in the Commit tee on 

Commonweal th M grants on 17th May, I am c irculat ing to my co l l eagues the 

fol lowing c o m m e n t s on the proposa l s contained in the Lord Chancel l o r ' s 

m e m o r a n d u m (C. (61) 67) . 


2. I a m in comple te a g r e e m e n t with the need to i m p o s e some 

r e s t r i c t i o n s on i m m i g r a n t s f rom the Commonweal th but there are cer ta in 

a s p e c t s of the C o m m i t t e e ' s p r o p o s a l s about which I do not fee l very happy. 


3. The Commit tee did not think that a control b a s e d on ei ther a 
-housing cer t i f i ca te or a health check would by i t se l f be  ef fect ive . I am not 

cer ta in , h o w e v e r , that such controls could not and should not be us ed as 
additional c h e c k s . Subject to th i s , I agree broadly with the proposed 
method of control b a s e d on employment c r i t e r i a , but I have the two fol lowing 
points . F i r s t , i s there not a danger of l a r g e - s c a l e immigration from those 
coming to spec i f i ed j o b s , if e m p l o y e r s in this country se t up recrui t ing 
organisat ions in countr ies with a large population s u r p l u s ? For example , 
London Transport Execut ive might recru i t l a r g e numbers of West I d i a n s . 
Secondly , I think that to deal with unski l led i m m i g r a n t s on the b a s i s of 

"first corned f i r s t s erved" might not be in the national in teres t . Should not 
the Ministry of Labour be e-.nabled to s e l e c t the type of p e r s o n who would fit 
into the kind of employment where there i s a shortage of labour, and be 
empowered to attach condit ions to ensure that t h e s e people remain in that 
employment for a m i n i m u m p e r i o d ? For example , if the need were primari ly 
for f e m a l e hospi ta l w o r k e r s , it should be p o s s i b l e to g ive prior i ty to 
applicants sui table for t h e s e jobs in p r e f e r e n c e to , say , unski l led l a b o u r e r s . 

4. I sugges t that, in addition to the points l i s t e d in paragraph 10 of 
C. (6l) 67 for further cons iderat ion , there is a l s o the quest ion whether there 
should be s o m e s e l e c t i o n of unski l l ed immigrant s in their country of or ig in . 
F u r t h e r m o r e , if it i s a g r e e d that we should take power to deport, we should 
a l s o cons ider whether we ought not to extend the t w e l v e - m o n t h waiting per iod 
before B r i t i s h subjec t s can acquire United Kingdom c i t i zenship by virtue 
of r e s i d e n c e in th is country. 

5. Like other m e m b e r s of the Commit tee , I a m unhappy about the 
idea of giving to c i t i z e n s of the Ir ish Republic p r i v i l e g e s which wi l l not be 
enjoyed by Commonweal th c i t i z e n s , though I s e e the prac t i ca l diff icult ies of 
impos ing r e s t r i c t i o n s . I a m , however , glad to know that this quest ion i s 
being looked at further . 

D. S. 
Commonweal th Relat ions Office, 

S. W. 1. 

26th May, .1961 
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CABINET 

ADEN. 

Memorandum by the Secre tary of State for Air 

The Colonial Secre tary in hi3 paper (C. (6l) 63) r e c o m m e n d s that 
we should take act ive s teps to bring about a e tween Aden 
Colony and the neighbouring Federat ion . With s o m e hes i tat ion , but in 
v iew of the long connexion between the Royal Air F o r c e and Aden, I 
venture to submit a somewhat different v i ew . 

2. Both the moderate l eaders in the Colony and the Rulers in. the 
Federat ion are favourable to the general idea of a m e r g e r . If both 
part i e s could a g r e e among t h e m s e l v e s to the t e r m s of the m e r g e r we 
should have l i t t le choice of action. But, as the Colonial Secre tary 
expla ins , they have rather different conceptions of what form the m e r g e r 
should take. The Rulers would like to annex Aden Colony to the 
Sultanate of Lahej to which it h i s tor ica l ly be longs . The Colony l e a d e r s 
contemplate entering the Federat ion as a leading constituent m e m b e r . 
Given these d i f ferences of approach it s e e m s p o s s i b l e , to say the l e a s t , 
that without act ive help and encouragement f rom the B r i t i s h s ide the 
Rulers and the Colony l eaders would fail to r e a c h agreement on the t e r m s 
of the m e r g e r . The dec is ion whether a m e r g e r should or shoxxld not 
take p lace m a y thus prove to be very large ly in our hands. 

3. In t h e s e c i r c u m s t a n c e s should we e x e r c i s e our influence in 
favour of the m e r g e r or against i t? 

4. F r o m the B r i t i s h point of v iew the main advantage of a m e r g e r 
would be that it would bring the nationalist and potential ly turbulent 
Colony under the control of the Federat ion whose p r e s e n t Rulers are 
loyal to the Br i t i sh connection. In the event of trouble in the Colony 
they would then suppress the trouble m a k e r s instead of our having to do 
so . 

5. The main disadvantage of a m e r g e r would be that the new State 
combining both the Colony and the Federat ion would sooner or later - and 
probably sooner - demand independence. V/e could s c a r c e l y r e s i s t 
such a demand, and our defence fac i l i t i e s would then have to r e s t 
large ly and perhaps ent ire ly , on Treaty r ights . It i s difficult to judge 
how much re l iance we could place upon a Treaty . But the influence of 
the e x t r e m i s t s in the Colony i s l ikely to spread to the Federat ion; and 
it must be r e m e m b e r e d that we need our b a s e s in Aden mainly for 
operat ions against other Arab States . 



 I 

6. The quest ion whether to encourage or d i scourage a m e r g e r r a i s e s 
a m o r e genera l a spec t of defence po l icy . If we a r e to re ta in any mi l i tary 
pos i t ion o v e r s e a s , we shal l have to keep a m i n i m u m number of 
ef fect ive b a s e s (as dist inct from staging pos t s ) under our undisputed 
control for an indefinite per iod ahead. Any l i s t of such b a s e s m u s t ,
submit , include Aden Colony, It wi l l , after Kenya b e c o m e s independent, 
be our only major b a s e on the w e s t e r n seaboard of the Indian Ocean. 

7. If we bring about a m e r g e r we shal l no doubt benefit for a t ime 
from the goodwill of the R u l e r s , but we shal l have s tarted a p r o c e s s 
which wi l l lead inevitably to the independence of the new South Arabian 
State and to the r e s t r i c t i o n , at the v e r y l e a s t , of our defence f a c i l i t i e s , 

8, If on the other hand we avoid a m e r g e r we should be able to 
mainta in our t it le to Aden Colony for a v e r y long t ime ahead. The 
s m a l l s i z e and population of the Colony make it imprac t i cab le for it to 
a s p i r e to independence on i ts own. We should no doubt have s o m e 
trouble with nat ional is t e l e m e n t s in the Colony and may have to r e s o r t 
to d irec t rule for a t i m e . But the bes t advice s u g g e s t s that the 
e x t r e m i s t s could not p r e s e n t us with any s e r i o u s or sus ta ined internal 
s e c u r i t y prob lem. 

9. My conc lus ions therefore a r e : 

(a)	 We should not r e s i s t a m e r g e r if the Colony 
m o d e r a t e s and.the R u l e r s can agree i t s t e r m s 
between them. 

(b)	 We should do nothing to encourage the m e r g e r , 
and should l eave it to the Rulers to dec ide 
whether and how to open negot iat ions with the 
Colony l e a d e r s . 

10. It would, of c o u r s e , be v e r y important to manage this without 
al ienat ing the R u l e r s . This would not be easy , s ince they would re sent 
any constitutional advance in the Colony outside the context of a m e r g e r . 
At the s a m e t ime they have a strong underlying community of in t ere s t 
with us and if negot iat ions among t h e m s e l v e s for a m e r g e r broke down 
their re sen tment would perhaps be d i rec t ed against the Colony l e a d e r s 
rather than against o u r s e l v e s . 

11. It i s , of c o u r s e , true that if a m e r g e r took place without u s , 
we should have depr ived o u r s e l v e s of the opportunity of influencing the 
kind of constitution which would resu l t . At the same t ime it s e e m s to 
m e that we should be in a s tronger pos i t ion to lay down our t e r m s on 
defence and to r e s i s t exorbitant demands for subsidy if the R u l e r s and 
Colony pol i t ic ians have to c o m e to us and seek our a g r e e m e n t rather 
than if we have to c a r r y proposa l s to them and urge them to accept . 

J. A. 

Air Min i s try , S .W. 1. 
2.6th May, 1961. 
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RECENT DEVELOPMSNTS IN THE SOVIET UNION 

While the new United States Adminis trat ion have been sett l ing into 
the saddle and preparing to r e - o p e n the international dialogue, 
Mr. Khruschev has taken advantage of the interval to devote m o s t of his 
t ime and energy to d o m e s t i c p r o b l e m s . He has continued to t e s t the nerve 
of the West , and part icu lar ly that of the new P r e s i d e n t , in Laos and to make 
the m o s t of events in Cuba and the c o m o s ; but his r e s p o n s e s have been 
m e c h a n i c a l and his mind has been l e s s on fore ign affairs than on sett ing 
the internal s c e n e for the 22nd Party C o n g r e s s in October. 

2 . This has involved s o m e v igorous spr ingc leaning . Corruption and 
m i s m a n a g e m e n t in agr icul ture r e m a i n s one of Mr. Khruschev 's g r e a t e s t 
d o m e s t i c p r o b l e m s , and his marathon tour of agr icul tura l a r e a s (two 
weeks in February and three in March) was accompanied by a sharp purge 
of s en ior Party off ic ials at oblast (provinical) l e v e l . Since January, 
approximate ly 25 per cent of the F i r s t S e c r e t a r i e s of Oblast Party 
C o m m i t t e e s have been d i s m i s s e d or t r a n s f e r r e d to other work, and there 
have been even m o r e dras t i c changes in the Par ty l eadersh ip in the Central 
As ian r e p u b l i c s , notably in Tadzhikistan and Kirghiz ia . The purges in 
Central A s i a , with their accompanying denunciat ions of shor tcomings in 
agr icu l tura l production and of the fa l s i f i cat ion of s t a t i s t i c s , are of 
part i cu lar i n t e r e s t s ince it i s to t h e s e reg ions that Soviet propagandists 
habitually point in their at tempts to demonstrate the s u c c e s s of C o m m u n i s m 
in transforming under -deve loped a r e a s . 

3. The genera l t ightening-up which has r e s u l t e d from Mr. Khruschev ' s 
recent concentrat ion on internal m a t t e r s has been re f l ec ted even m o r e 
s tr ikingly in r e c e i t m e a s u r e s to combat c r i m e and a n t i - s o c i a l behaviour . 
The m o s t important of t h e s e if the extens ion of the death penalty to 
cover grave c a s e s of misappropr ia t ion of State and public property , 
forgery and t e r r o r i s t ac t iv i t i e s by organi sed groups of c r i m i n a l s in p r i s o n s . 
This d e c r e e fo l lowed others empowering courts to i m p o s e sentenceso f 
banishment and forced labour on p e r s o n s convicged of "parti cipation in 
forbidden indus tr i e s , private e n t e r p r i s e , speculat ion , begging, improper 
gainful use of pr ivate c a r s , u s e of h ired labour, obtaining unearned income 
f rom dachas and land, u s e of i l l ega l ly obtained building m a t e r i a l s and 
other a n t i - s o c i a l c r i m e s " . This catalogue g i v e s s o m e indication of the 
s i z e and scope of the p r o b l e m with which Mr. Khruschev has had to c o m e to 
g r i p s . For s o m e months the Soviet P r e s s has contained detai led s t o r i e s 
of speculat ion , e m b e z z l e m e n t and d i shones ty . The Party i s faced not 
only with corrupt ion and e m b e z z l e m e n t on the grand s c a l e , frequently 
involving high Par ty and government of f ic ia l s : it has a l s o to check the 
"paras i t i sm" , petty corruption and sp ivvery which p e r s i s t s at every l e v e l 
of Soviet soc ie ty . Hool igani sm, i l l i c i t d is t i l l ing and a l c o h o l i s m have 
a l s o c o m e under heavy f ire from Mr. Khruschev in recent months . 

4 . The deep s e n s e of shock which the extens ion of the death penalty 
i s obviously intended to produce on the Soviet publ ic , and the i m p r e s s i o n 
which it i s intended to make on potent ial o f fenders , can only be gauged 
if account i s taken of the tradit ional Russ ian abhorrence of capital punishment , 
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C O N F I D E N T I A L S ? 

Even under the T s a r s , the Imperial Code of 1903 admitted the death penalty 
for only three of fences: high t reason , an attempt on the l i fe of the Sovere ig 
or an attempt on the l i v e s of other m e m b e r s of the Imperia l House . Under 
the C o m m u n i s t s , even when p u r g e s , torture and deportation were the order 
of the day, there was no es tab l i shed impos i t ion of the death penalty. It 
var i ed from t i m e to t ime; the l a s t occas ion on which it was comple te ly 
abol i shed being 1947, only to be re introduced again in 1950, and extended 
subsequently to cover t reason , espionage and "divers ionis t" a c t i v i t i e s . 

5. There are perhaps three contributory factors behind the s e v e r i t y 
of the Soviet Government 1 s react ion to the i n c r e a s i n g propens i ty of 
Soviet c i t izens to feather their n e s t s at the expense of the State: 

(i) The s h e e r s i z e of the prob lem, as r e v e a l e d by recent l eg i s la t ion , 
must constitute a genuine threat to the ach ievement of current economic 
g o a l s . At a t ime when the fulfi lment of the S e v e n - Y e a r Flan demands 
m a x i m u m effort in al l s e c t o r s of the economy, valuable s t e a m i s 
escaping through count le s s chinks in the bo i l er . 

(ii) Mr. Khruschev has good r e a s o n s for cleaning up Soviet soc ie ty 
before the 22nd Party Congress in October. The new Party p r o g r a m m e 
which is to be launched on that o c c a s i o n is expected to contain s o m e 
r e f e r e n c e s to the handing over of State functions to soc i e ty , in preparat ion 
for the "transi t ion to Communism". Mr. Khruschev mus t be able to 
demonstrate that his p o l i c i e s of "persuas ion" have s u c c e e d e d bet ter than 
Stal inist t e rror in preparing soc ie ty for this trans i t ion . 

( i i i ) F ina l ly , the s tr ingency of the new l eg i s l a t i on re f l e c t s the profound 
s e n s e of shock in the Soviet l eadersh ip at the state of affairs which has 
been r e v e a l e d by recent inquis i t ions . At the v e r y t ime when Soviet man 
should be getting be t ter , in t e r m s of Communist mora l t iy , he i s getting 
demonstrably w o r s e . The inst inct for private gain, which should have 
evaporated with the complet ion of the building of a s o c i a l i s t soc i e ty , i s as 
strong as e v e r . The r e g i m e has had to swal low the bit ter pi l l of admitting 
that s o c i a l e v i l s which a r i s e in theory only f rom the inherent contradit ions 
of capi ta l i s t soc i e ty and from the c l a s s war are rampant in a soc i e ty on 
the threshold of Communism. 

F o r e i g n Office, S. W. 1. 

May, 1961 
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LEGISLATIVE PROGRAMME, 1961-62 

M.S^.9r^Ildy-Hl.Jby;.JbS. Minister of Pens ions and 
Nat i onal,In s ur an c e 

The Home S e c r e t a r y ' s m e m o r a n d u m (C. (6l) 65) f o r e c a s t s that few, 
*	 if any, of the r e s e r v e Bi l l s l i s t e d in Category C of the Annex to h i s 

m e m o r a n d u m are l ikely to be included in the l eg i s la t ive p r o g r a m m e for 
next s e s s i o n . One of the B i l l s in this category i s the Fami ly Al lowances 
and National Insurance Bi l l . I very much hope, for the r e a s o n s given in 
the fol lowing paragraphs , that t ime can be found for this Bi l l . As my 
co l l eagues wil l know, the Committee on Future Legis la t ion authorised m e 
to p r o c e e d with i ts drafting and it was r e c o g n i s e d in C o m m i t t e e , for the 
r e a s o n s se t out in paragraph (u) of the s u m m a r y of their d i s c u s s i o n 
(F . L. (6l) 2nd Meeting) , that there was a strong case for introducing the 
Bi l l in the next s e s s i o n . I would l ike to s u m m a r i s e the arguments for 
doing so . 

2. It i s v irtual ly i m p o s s i b l e to take a B i l l a l tering the machinery of 
National Insurance , and making improvements in part icular a s p e c t s of it , 
through the House except at a t ime when an i n c r e a s e in the genera l rates 
of benefit has taken the main p r e s s u r e of s t e a m temporar i ly off the 
quest ion of the genera l l eve l of benef i t s . National Insurance l eg i s la t ion 
is unique in that a f inancial reso lut ion g ives no protect ion against 
attempts to make major i n c r e a s e s in benefit . Government supporters 
have, there fore , to be exposed to the n e c e s s i t y to vote down i n c r e a s e s in 
p e n s i o n s , e tc . I am quite sure that, if we l eave this Bi l l to the 1962-63 
s e s s i o n , we shal l be in very great d i f f icul t ies . The effect of this 
A p r i F s i n c r e a s e in s c a l e s of benefit w i l l have been forgotten; the cost 
of l iving m a y we l l have r i s e n substantial ly; and, po l i t i ca l ly , we s h a l l 
have to have in mind that we shal l by then be wel l into the second half 
of the p r e s e n t Par l iament . 

3. It m a y be therefore that, if the Bi l l i s not introduced in the 
coming s e s s i o n , it wi l l be imprac t i cab le to enact it during the l i fet ime 
of this P a r l i a m e n t . This would be a s e r i o u s l o s s . Not only would we 
l o s e the opportunity of showing that our adminis trat ion of s o c i a l s e r v i c e 
benef i ts i s reasonably f lexible and p r o g r e s s i v e , but it would m e a n that 
a number of p r o b l e m s , which at the m o m e n t are re la t ive ly r e s t r i c t e d in 
their effect , would begin to attract an a l together disproport ionate amount 
of c r i t i c i s m , with s e r i o u s po l i t i ca l and f inancial c o n s e q u e n c e s . I am 



sure we should do a great deal of damage if we appeared to ignore the 
n e c e s s i t y to put right diff icult ies of the type to be dealt with by the Bi l l . 
I indicate in the following paragraphs s o m e of the m o r e important 
m a t t e r s involved. 

4. In connection with the Bi l l , the Home Affairs Committee authorised 
m e within l i m i t s laid down to d i s c u s s with the Trades Union * . 
Congres s (T. U. C. ), with a v iew to secur ing their "co-operat ion", 
proposa l s des igned to m e e t in s o m e m e a s u r e long standing and strongly 
felt d i s sa t i s fac t ion by the T. U. C. with certa in features of the Industrial 
Injuries s c h e m e . These proposa l s a r e for i n c r e a s e d payments f rom 
the Industrial Injuries Fund for Workmen's Compensat ion "old c a s e s " , 
for amendment of the Industrial Injuries Act , 1946, to cover a c l a s s 
of industr ia l accident now held to be excluded, and to make a, l imi ted 
extens ion of the scope of spec ia l hardship a l lowance . I met the T. U. C. 
on 15th May and, although I was naturally careful to avoid any commitment 
as to the t iming of l eg i s la t ion , my indication of what might be done was 
favourably r e c e i v e d and I have l itt le r e a s o n to doubt that I shal l be able 
to come to an understanding with them provided that it i s pos s ib l e to 
implement it quickly. If we do not introduce such l eg i s la t ion next 
s e s s i o n , it can hardly fai l to b e c o m e known that the Government had 
r e c o g n i s e d the need to l eg i s l a t e to r e m e d y certa in g r i e v a n c e s with the 
working of the Industrial Injuries s c h e m e and our unwi l l ingness to find 
t ime for the l eg i s la t ion would o c c a s i o n strong c r i t i c i s m . M o r e o v e r , 
on one of these m a t t e r s at l e a s t ( improved benefit for Workmen's 
Compensat ion "old c a s e s " ) an Opposition Pr ivate M e m b e r ' s Bi l l would 
probably be introduced, as it has been repeatedly in the past , with m o r e 
expens ive p r o p o s a l s which it would, in the c i r c u m s t a n c e s , be i m p o s s i b l e 
wholly to r e s i s t but which, whatever c o n c e s s i o n s we then made , would 
deprive us of a l l credit in the m a t t e r . 

5. The National Insurance Adv i sory Commit tee have now reported 
to m e on the vexed quest ion of the earning of pens ion increment s by 
husbands who remain at work over 65 in r e s p e c t of w ives under 60. They 
have , with great difficulty, produced an agreed report in favour of a 
c o m p r o m i s e solution (which is acceptable to the Treasury) . This i s s u e 
i s s ens i t i ve po l i t i ca l ly , and the p r e s e n t pos i t ion has only been accepted 
during the past 18 months because c r i t i c s have known that the Advisory 
Commit tee were cons ider ing it. Their report wi l l be published on 
5th June. Unles s l eg i s la t ion can quickly give effect to the Commit tee ' s 
r ecommendat ions we shal l be faced not only with strong c r i t i c i s m but 
a l s o with a demand that the Commit t ee ' s c o m p r o m i s e proposa l benefiting 
widows (which would ul t imately cos t £ 2 m i l l i o n s a year) should be 
re jec ted in favour of the full c o n c e s s i o n to al l w i v e s , which would cost 
£6 m i l l i o n s a y e a r . There would a l s o in the event of delay be p r e s s u r e 
for r e t r o s p e c t i o n . 

6. The Ei l l would contain other d e s i r a b l e i m p r o v e m e n t s to our 
s o c i a l s ecur i ty s c h e m e s - in part icu lar it would al low fami ly a l lowances 
to "bridge the gap" for certain handicapped chi ldren between the t ime 
they l eave spec ia l schoo l s and the age (16) when they b e c o m e e l ig ib le 
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for National A s s i s t a n c e . Such a B i l l would a l s o enable u s , in the light 
of exper i ence of the 1959 Act , to make one or two amendments to that 
v e r y compl icated p i e c e of l eg i s la t ion which actual exper ience of i ts 
operation shows to be n e c e s s a r y . 

iT * A. * B * - C. 

Minis try of P e n s i o n s and National 
Insurance , W. C. 2. 

27th May, 1961. 
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CIVIL SERVICE: RECKONING OF UNESTABLISHED SERVICE FOR 
PENSION 

MEMORANDUM BY THE CHANCELLOR OF THE EXCHEQUER 

I should like to consult my colleagues about the latest developments in a 
claim by the Staff Side of the Civil Service National Whitley Council for an 
improvement in Civil Service pension arrangements. The claim has a long history: 
it was revived by the Staff Side in 1956 and since then it has been strongly pressed 
by them on a number of occasions. It has been rejected by each of my three 
predecessors. On the last occasion, in 1959, the then Chancellor of the Exchequer 
wrote -to the Staff Side in categorical terms. His letter is reproduced at Annex A. 

The Claim 
2. Unestablished civil service is temporary, unpensionafole service. As the 

law stands, an unestablished civil servant who' [becomes established—that is who 
obtains a permanent pensionable appointment—may count towards his 
superannuation benefits half of any unestablished service rendered between 
1st January, 1919 and 14th July, 1949 (when the Superannuation Act, 1949 was 
passed) and (under that Act) the whole of 'any unestablished service rendered 
thereafter. The Staff Side claim is that all unestablished service, whenever rendered, 
should count in full if it has been followed by establishment, and that it should do 
so not only for future retirements but for past retirements. 

The Motion 
3. In November last, a Motion appeared on the Order Paper calling on the 

Government " to authorise discussions to take place On the Civil Service National 
Whitley Council with a view to arriving at a reasonable settlement of this long
standing problem ". The Motion has all-party sponsors, led by Sir Lionel Heald, 
Mr. Douglas Houghton and Mr. Jo Grimond. It has now attracted 387 
signatories, of whom 157 are Conservative, 6 are Liberal and 224 are Labour. In 
order to hold the position I met an all-party deputation in March, and told them 
that, while I would consider their representations, I could not give them any 
decision until May or June. There is now clear evidence that I shall have to 
inform the sponsors of the Motion very shortly whether or not I am prepared to 
authorise Whitley Council discussions. If I authorise such discussions, it will 
be assumed that I am conceding the case in principle, and treating it rather as 
equal pay was treated in the later stages. Presumably there will be no 
Parliamentary Debate. If I decide not to authorise the discussions, a 
Parliamentary Debate seems inevitable. 

4. In the paragraphs which follow I have summarised the main arguments 
for and against acceptance of the claim. It is a complex and technical problem; 
but I feel bound to trouble my colleagues with it because of its political 
implications. 

Arguments for Accepting the Claim 
5. The Staff Side and their supporters argue that the principle of full 

reckoning was established by the Superannuation Act, 1949; that there is no 
difference in principle between service before 1949 and service since then; that 
to make a distinction is unfair; and that to make any distinction between existing 
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and future pensioners is wrong, as was recognised when the Superannuation Act 
of 1946 made the reckoning of unestablished service as to one-half retrospective 
to 1919. Moreover, the argument runs, the staff affected are mainly on small 
pensions, and many of them entered the Service after the 1914-18 War when they 
had to serve Jong periods in an unestablished capacity before they were able 
to secure establishment: in short, common justice supports the claim. 
6 & 6. The Conservative Party backed the principle of the claim when they 
were in opposition in 1949; this support was reaffirmed in the Conservative 
Party's 1950 Campaign Guide. 

7. When the claim was referred by the Government to the Royal 
Commission on the Civil Service, 1953-55, the Commission formed the view that 
the events of 1946 and 1949 respectively had established the principle that 
retrospection and full reckoning were acceptable. The Commission went on to 
say " . .  . there is no question of merit or principle outstanding. It is in fact 
now common ground that unestablished service should reckon in full. . .  . It is 
our view that the sole consideration is that of cost". 

8. The Staff Side are said to be prepared to be accommodating in the details 
of a settlement. In particular, they are ready to endorse an arrangement under 
which full reckoning is introduced gradually over a period of four or five years; 
they are also prepared to agree that there should be no revision of the lump sums 
of those who have already retired or died at the time of introduction. It is also 
said that they would not press for the inclusion of unestablished service rendered 
before 1st January, 1919. 

9. The effect of these modifications would be to make a short-term reduction 
in the cost. For example, the first year cost might be brought down from a 
maximum of £26 millions to a figure of £1^ millions. 

10. The large amount of Parliamentary support which the claim has 
attracted is potentially embarrassing. 

Arguments against accepting the Claim 
11. Talk of justice or injustice is misconceived. At the time the service in 

question was rendered there was never any expectation that it would be allowed to 
count at more than half its length—or in some cases even at all—on subsequent 
establishment. The justice of the situation is that these civil servants entered on 
their service on certain conditions which have been fully honoured—and in some 
cases improyed. Nor is it a question of " the principle of full reckoning " or " the 
principle of restrospection ". Concessions have been made in the past, but they 
were specific and limited. They gave uncovenanted benefits, and outside their 
limits did nothing to invalidate the conditions of service previously accepted by 
unestablished officers. The question is therefore whether it is right to go back and 
alter, at the public expense, the conditions of service which then ruled. Nor is it 
the case that the main beneficiaries of the claim will be retired civil servants living 
on small pensions. Of the half million staff affected by the claim, only some 140,000 
are pensioners; the rest (370,000) are civil servants who have not yet retired. 

12. Retrospection is rarely expedient in changes affecting superannuation or 
other conditions of service; partly because it invariably adds so much to the cost 
of what is to be done as to put desirable reforms in jeopardy for the future; and 
partly because it usually produces a crop of difficulties and anomalies. The main 
precedent for retrospection which the staff quote-namely the Superannuation Act, 
3946—is outfaced by the numerous other precedents against retrospection: for 
example, the 1949 Act provided for service to count in excess of 40 years, but only 
for officers still serving on 3rd December, 1948: the 1957 Act introduced improved 
gratuities for temporary staff, but only for staff leaving after 15th May, 1957. Similar 
precedents exist in respect of other major changes in conditions of service. For 
example, when the marriage bar was removed in 1946 it applied only to those 
women still in the Service: and the introduction of equal pay was not made 
retrospective. 

13. In 1956, the then Chancellor of the Exchequer answered the point about 
the change in the Conservative attitude towards full reckoning when he wrote in 
the following terms to the Staff S i d e  

" I do not accept, and I should be surprised if any party would accept, that 
in this connexion [the significance of views expressed in opposition] views 
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expressed on Civil Service matters are in a class apart. It is the Opposition^ 
duty to criticise and oppose. It must of course oppose in a responsible manner. 
This applies on all subjects, and the Staff Side's suggestion that there is some 
special obligation attached to discussion of Civil Service matters that does not 
attach to discussion of other matters seems to me not only a quite unacceptable 
thesis, but one whose acceptance would not be in the best interests of the 
Service." 

If this was true in 1956 it is even truer five years later. Less than a quarter of the 
present Conservative majority sat in the 1945 Parliament, and there is no 
constitutional rule or convention which ties the present Government for ever to 
what was said by their predecessors when they were in opposition in 1949. 

14. In expressing the view that the only relevant consideration was that of 
cost the Royal Commission on the Civil Service ignored the fact that Treasury 
witnesses had argued the case against extension of full reckoning on grounds of 
principle as well as cost. In any event the Royal Commission stopped short of a 
recommendation—in sharp distinction to those parts of their Report dealing with 
other matters before them. The question whether the cost can be afforded is clearly 
one for the Government to decide, having regard to the many other competing 
claims on public funds. It is not irrelevant to note that the annual Civil Service 
salary bill (non-industrials only) nearly doubled between 1950-51 and 1960-61— 
rising from £284 millions to £555 millions; and the total superannuation bill nearly 
trebled in the same period—rising from £25 millions to £69 millions. 

15. On any basis the cost of the claim is large. Even assuming that the Staff 
Side concessions referred to in paragraph 8 above were offered to, and accepted by, 
the Government in the course of the Whitley negotiations, the overall saving would 
not be significant. Detailed figures are shown in the table and notes at Annex B. 
It will be seen that £300 millions is the estimated cost of full implementation over 
the years: this is bound to be an underestimate since it makes no allowance for 
any future pay increases. Gradual introduction saves only about 3 per cent, of 
this sum and the exclusion of past lump sums a further 6^ per cent.; in other words 
less than 10 per cent, of the total cost, despite the considerable reduction in 
expenditure in the first year. No less than £24^ millions of the overall saving of 
£29 millions accrues in the first year: in part this is merely a postponement of 
expenditure until the mid-1960s. 

16. It is in any case a matter of opinion whether it would be either justifiable 
or practicable to accept the Staff Side offer to exclude from any settlement the 
revision of past lump sums. My predecessor felt bound to reject this offer, for the 
reasons set out in his letter at Annex A. To accept it would inevitably attract 
criticism in Parliament when the necessary Bill was under debate, on the grounds 
that it would be inequitable and would discriminate against the retired public 
servant—precisely the point where full reckoning^ strongest sentimental appeal lies. 

17. Acceptance of the claim, particularly if it were modified in the way 
suggested by the Staff Side's supporters, would throw up a considerable number 
of anomalies. For example, there is the sensitive topic of war service. If 
temporary service in the Civil Service were to count in full from 1919 onwards, 
then the war service from 1939 to 1945 of those who afterwards became civil 
servants (which now counts as to one half) would also count in full. But 1914-18 
war service would continue not to count at all. This would accentuate the difference 
between 1914-18 war service (not counting at all) and 1939-45 war service (counting 
at twice the rate it counts now). Again, the effect on those who served during the 
1939-45 War and entered the Civil Service afterwards would be quite unnecessarily 
generous. It would be an extraordinary uncovenanted benefit if they now received 
full pension benefit in respect of years before many of them had even thought of 
coming into the Service, let alone entered upon established service. Adjustments 
in widows' pensions, and in the gratuities awarded to staff who had originally 
retired with insufficient established service to qualify them for a pension, would be 
two of the other matters which would produce difficulties and, probably, 
controversy. The administrative effort entailed in reopening and recalculating 
past cases would of course be formidable. 

18. There will inevitably be direct repercussions on other public employments 
if this claim is accepted for the Civil Service; the extent of these is difficult to 
predict, but even if limited they will cost money. Apart from the direct effects, 
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however, acceptance of the claim could have a number of damaging indirect 
repercussions. It will not be easy in future ever to withhold full retrospection for 
improvements in public service pensions; or to withstand skilfully organised 
Parliamentary pressure for alterations in Civil Service and public service pension 
arrangements. There are already signs of pressure blowing up in Parliament, 
stimulated by the Public Service Pensioners' Council, for the early introduction 
of another Pensions (Increase) measure. There is evidence that this might well 
develop into a campaign to bring all public service pensions, whenever awarded, 
up to the level of those awarded to staff now retiring, i.e., the doctrine of " parity ". 
It has a strong emotional appeal because it covers, e.g., servicemen and their 
widows: and concession of retrospection for full reckoning will lend additional 
force to any campaign for parity, which is essentially a retrospective concept. 
The Parliamentary supporters of full reckoning are also zealous adherents of parity. 
Its first year cost is estimated at £70 millions. Another effect of conceding the 
claim would be that it might seriously prejudice any attempt to contain and control 
the future growth of public expenditure. It would be a demonstration of the fact 
that, because of a campaign of pressure, the Government had reversed their 
previous decisions and committed themselves to unproductive expenditure 
amounting to some £300 millions over the years. 

19. I should like to know whether my colleagues would wish me to adhere 
to the position taken up by my predecessors. 

S. L. 

Treasury Chambers, S.W. 1, 


29 th May, 1961. 




ANNEX A 

COPY OF A LETTER FROM THE CHANCELLOR OF THE EXCHEQUER 

TO THE STAFF SIDE 

Treasury Chambers, Great George Street, London, S.W.1, 
25th June, 1959. 

When I had the pleasure of meeting you and your colleagues of the National 
Staff Side on 24th April I undertook to consider fully your representations about 
the way in which unestablished service reckons under the Superannuation Acts. 

May I first acknowledge that the view that all unestablished service should 
reckon in full is one which is strongly and sincerely held by the National Staff Side 
and those whom you represent. As I see the position, it has been fostered by the 
concession which was made in 1949 (to allow all service from 14th July of that 
year to reckon in full); and by the fact that, although the Royal Commission on the 
Civil Service 1953-55 made no recommendation, they gave as their view that " it is 
in fact now common ground that it is right that unestablished service should reckon 
in full". I recognise, too, the natural desire of the many civil servants affected 
by this claim to enjoy larger pensions than they now expect to receive. 

There is room for more than one opinion on whether, as a result of the first 
of these factors, the principle that unestablished service whenever rendered should 
reckon in full has been accepted or should be accepted. For example, my 
predecessor, Sir Stafford Cripps, emphasised during the debate on the 
Superannuation Bill 1949 that he did not regard the question as one of justice or 
injustice, as is sometimes suggested, but of whether it is right and expedient to go 
back and, at the expense of the community, to alter the conditions of service 
accepted by unestablished officers. I see great force in this view. Whether it was 
given sufficient weight by the Royal Commission is another debatable point. But 
it is one which has to some extent been relegated to the background by the emphasis 
which they put on the aspect of cost. 

Perhaps I may remind you what the cost would be of allowing unestablished 
service before 14th July, 1949, to reckon in full. If a change were made to take 
effect during the current financial year the additional cost of Civil Service 
superannuation (which is already rising fast) would be £6 millions. This annual 
figure would rise to £7^ millions by the seventies. Although it might have fallen 
to about £4 millions a year by the turn of the century the effects of the concession 
would not disappear until some way through the next century. 

These figures are substantial enough; but I should point out that they relate 
only to the pensions of those who have already retired and to the pensions and 
lump sums of those who will retire in the future. They do not allow for the 
revision of lump sums awarded to those who have already retired. I understand 
that the National Staff Side would be prepared to forgo the revision of such lump 
sums, but I cannot believe that it would be possible to proceed on this basis. If it 
were expedient to concede full reckoning for the years before 1949—and still more 
if it became generally accepted that it was right in principle to concede it—there 
would be no logical ground for not revising lump sums paid to those who have 
already retired, or even in respect of those who have retired and since died. 
Assuming that it could be regarded as right to exclude the last category, the cost 
of revising lump sums would still add about £14^ millions to the first year cost of 
a change in the law. If it were not excluded the corresponding figure would be 
£17^ millions. 

I am therefore bound to consider this as a proposal which might call for 
expenditure of not less than £20^ millions in the first year and would certainly 
involve a smaller but continuing annual sum for more than half a century. In so far 
as I stand for the Government as an employer I may be tempted, as I am sure 
my predecessors have been tempted, to make this retrospective improvement in 
conditions of service. But I need not remind you that as Chancellor of the 
Exchequer I have another obligation: to consider whether I can justify to taxpayers 
generally what would be regarded in many quarters an uncovenanted benefit to 

R. A. Hayward, Esq. 



one section of the community. I must keep in mind also that more than half the 
male working population (and a much larger proportion of women) still gain no 
benefit from occupational pension arrangements. Such people would be among 
those who would have to find the money for this retrospective improvement in 
Civil Service pensions. If they were to say, as well they might, that they were just 
as entitled to an extra share of the national wealth, I do not think that I would 
find it easy to answer them. 

I am afraid that for these reasons I am unable to agree that proposals should 
be put to Parliament for the legislation which would be required to meet the 
National Staff Side's claim. And, having regard to the increasingly heavy burden 
which will fall on the economy in years to come, as a result of the rising proportion 
which old people will bear to the rest of the community, I think it unlikely that 
I or my successors will be able to- take a different view. 

May I say in conclusion that I appreciate the offer which you made to take 
part in a joint committee of the National Whitley Council to examine the 
possibilities of introducing full reckoning by stages. But the gradual introduction 
of full reckoning would make very little difference to the total cost over the years. 
For this reason I do not consider that such an enquiry would help. 

(Signed) D. HEATHCOAT AMORY. 



- ANNEX B 

COST OF CONCEDING FULL RECKONING 

Assuming that the claim were conceded only on future retirements and on 
future instalments of pension in respect of past retirements, it is estimated that 
the annual cost in 1961-62 would be about £7 millions rising to about £8 millions 
in the ensuing 10 years and then slowly declining until it finally disappeared some 
time in the first quarter of the next century. If the concession were extended to 
lump sum benefits granted to civil servants now in retirement or deceased 
£19 millions would be added to the first year cost, raising it to £26 millions in all. 
The total cumulative burden which all this would involve over the years is 
estimated at about £300 millions. 

2. The effects, in the first decade, of gradual introduction and of excluding 
the revision of past lump sums are shown in the table below. 

1 2 3 4 

Cost of Cost of 

Year 
Cost of 

immediate total 
full reckoning 

gradual total 
full reckoning 
(7 stages over 

6 years) 

gradual modified 
full reckoning 
(7 stages over 

6 years) 

£ millions £ millions £ millions 
1961-62 26 n 
1962-63 7 74 3 

1963-64 7 7* 4 

1964-65 n 9 7 

1965-66 n 9 8 

1966-67 101 9 i 

1967-68 8 H 81 

1968-69 8 8 8 

1969-70 8 8 8 

1970-71 8 8 8 

NOTES 

(a)	 The figures in columns 2 and 3 include the revision of lump sums already awarded. 
(b)	 The figures in column 4 exclude the revision of lump sums paid on retirement or on death 

before 1st April, 1961. 
(c)	 The figures in both columns 3 and 4 assume that full reckoning will apply immediately in 

respect of death and ill-health retirement. 
(d)	 The total cost over the years of the three schemes (not taking account of the uplifting effects 

of future pay increases or pensions increase measures) is estimated roughly as follows: 

Column 2	 £300 millions. 

Column 3 £300 millions minus £10 millions (for gradual 
introduction^ £290 millions. 

Column 4 £300 millions minus £10 millions (as above) and a 
further £19 millions (for exclusion of past lump 
s u m s  ̂  £271 millions. 
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CABINET 

SUEZ FINANCE COMPANY 

MEMORANDUM BY THE CHANCELLOR OF THE EXCHEQUER 

Last December I consulted my colleagues about disposal of the Government^ 
shareholding in the Suez Finance Company. While, as I then explained, there 
were no longer any reasons of policy for the Government to retain their holding 
in this Company, it was decided that further consideration should be given to 
the financial advantages and disadvantages of an early sale and to the method of 
disposal. (C.C. (60) 62nd Conclusions, Minute 11.) 

2. There have hitherto been two main reasons for thinking that the market 
price of the shares might be abnormally depressed. First there were doubts about 
the Egyptians meeting their compensation liabilities. These should have been 
eased by prompt payment of the further instalment due last January: of the total 
of £29 millions only two more instalments of £4-1 millions now remain to be paid 
in 1962 and 1963. Secondly, there was uncertainty in the minds of the investing 
public about the value of the underlying assets. The announcement in October of 
the value of the Company's assets should by now have had its effect. 

3. There is thus no apparent advantage on either of these counts in delaying 
sale any longer. There might even be some risk in deferring a sale until the 
completion of the compensation payments in 1963, after which the prospect of 
further distributions will no longer be acting as a bait to potential buyers. 

4. In my previous memorandum I considered the most appropriate time for 
disposal in connexion with the pressure likely to arise, once a sale had been 
announced, for an increase in the £27 - 5 millions compensation fund provided by 
the Anglo-Egyptian settlement for former owners of property in Egypt. My 
conclusion then—from which my colleagues did not dissent—was that an early 
sale would be more advantageous than a later one. The announcement meanwhile 
of the second interim distribution of this compensation strengthens this conclusion. 
Although I still expect that we shall be pressed to increase the compensation fund 
if we declare our intention to dispose of the shareholding, the recent distribution 
should take some of the force out of this pressure. 

5. It was suggested in the discussion in December that expert opinion should 
be obtained on the future prospects of the Company. In the nature of things, this 
is not a matter on which it has been possible to seek the advice of ordinary 
investment consultants. The position has, however, been very fully discussed 
with the Bank of England and with the Government Directors. Their considered 
advice is that, while the Company's future looks generally promising, the promise 
is essentially a long-term one and the market price already makes considerable 
allowance for it. Reference was also made in the discussion to the Company's 
interests in Saharan oil and in the Channel Tunnel Study Group. These are, I 
suggest, too small, too long-term and too speculative to justify, deferring a sale 
on their account. 

6. There appear therefore to be no special reasons for thinking that to delay 
a sale for, say, two or three years more would be profitable. In any event, a 
disposal operation of this size can be carried through successfully only on a rising 
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market. The shares have been a strong market since the beginning of the year, 
rising 25 per cent, in value between early January and the end of March. Recent 
price movements have been in line with those of other quotations on the Bourse. 
The shares quickly threw off the effects of the Algerian revolt and are now about 
back at their best levels. There is much to be said for taking advantage of the 
generally favourable trend. 

, 7. If this opinion is accepted, the method of sale has to be considered. 
? There are two main ways of disposal: by a block deal with a syndicate of some 
kind, or piecemeal, in the market, in amounts related to the appetite of the market. 
In deciding between them, our primary concern must be to secure the best possible 
price and, so far as is possible, one that is demonstrably so. But there are other 
considerations to be borne in mind. There are a number of banking and other 
concerns in the United Kingdom and abroad (including the United States) whose 
interest in acquiring this shareholding we have recognised; and to Rothschilds, 
who have a traditional association with the Company, we have given an 
undertaking that they will have a prior indication of any decision to sell. Also 
there are about 400 other British shareholders with small holdings in the Company. 
Although Her Majesty's Government have no specific obligations towards them, 
we should wish, if possible, to adopt a method of sale which gave them the chance 
to increase their holdings. Finally, in disposing of our important holding in this 
Company Her Majesty's Government would naturally wish to have regard also to 
the French interests, including both private shareholders and wider political 
aspects. 

8. Disposal by means of a block deal with a syndicate has some obvious 
attractions. It could be carried out more quickly than disposal through the market 
and, since some large financial houses have already expressed interest, it should not 
be difficult to find buyers. 

9. But there are serious disadvantages. The field of potential bidders for so 
large a holding is bound to be limited. Even if bids were invited from all who have 
expressed interest, there might be an absence of effective competition due to 
combination between potential bidders, of which there have already been some 
signs. The negotiated price might well be subject to criticism at the Public Accounts 
Committee and elsewhere. It would be difficult to take any account, within a block 
sale, of the interests of other British shareholders. (It is worth recalling that when 
in June 1959 Her Majesty's Government disposed of their first holding in the Suez 
subsidiary, Societe dlnvestissements Mobiliers, by privately inviting bids from 
financial groups that had already expressed an interest, there was considerable 
City criticism on the grounds that many who would have been interested in 
acquiring the shares were given no chance to do so.) It might also be difficult to 
satisfy the Chairman of the Company and the French Government that we had 
sold to a syndicate which would make the best interests of the Company its 
concern. It might even be suggested that we had gratuitously, or even deliberately, 
put the syndicate into an excessively powerful position in the affairs of the Company. 
Taken together, these objections to a block sale are formidable. 

10. The success of the alternative method of sale through the market must 
depend on the persistence of a lively interest in acquiring the shares. Unless we 
were reasonably confident that such an interest existed, it would be mistaken to 
attempt this procedure. Although the sale through the market of such a large 
holding must carry some risk of depressing the price, this would be minimised if it 
were made quite clear that there was no intention of forcing sales on an unwilling 
market. I am in fact advised that, carefully handled, a disposal of our holding 
through the market could be effected not only without depressing the price of the 
shares but, given reasonably favourable market conditions, at gradually rising 
prices. How long the operation would take is difficult to say. If our entire holding 
had to be sold piecemeal, it might take anything up to two years or even longer, 
and a long-drawn-out operation would carry with it the risk of coming to a halt 
through a change in the general market atmosphere. But the chances are that 
before the market sales had got very far we should have offers for bulk purchases— 
possibly for the Whole of the remainder-of the shares. A block bid under 
reputable auspices at around or about the current market price would obviously 
mave to be considered seriously, but a good deal would depend on the circumstances 
in which it was made. There is a clear distinction between a block sale at the 
outset of the operation:—which would be open to most of the objections advanced 



in paragraph 9—and a block sale of the remainder of the holding after a substantial 
number of shares has been offered through the market and absorbed by it. In the 
latter case all existing shareholders and individuals interested in acquiring shares 
would have had the chance to buy, while the Company itself and any other groups 
interested in a large purchase would also have had time to intervene. In these 
circumstances I would foresee no objection in principle to accepting a suitable 
offer, but the question can only be considered on its merits at the time. 

11. I consider, therefore, that the best method of disposal would be to start 
by selling our shares openly, on the London Market, in blocks related to the 
appetite of the investor.. (We are advised that, whether we sell to United Kingdom 
or foreign residents, it would be desirable to sell through the London Market. 
The shares are quoted here and, though Paris is the main market, it would in the 
circumstances be normal for Her Majesty's Government to sell in London. 
Arbitrage keeps the two markets in line, and selling in London would have the 
particular advantage of enabling United Kingdom residents to add to their holdings 
of overseas assets. In the present case these considerations must outweigh the 
fact that to sell in Paris would benefit the Reserves.) 

12. It is next for consideration whether some prior announcement should 
be made of our decision. Given both the long and important history of the 
Governmenfs association with the Company and the size and value of our holding, 
there is, I suggest, a presumption in favour of an announcement in Parliament 
about our intentions. But there are other reasons against undertaking sales through 
the market without a prior announcement. Our holding is so well known and 
constitutes so large a proportion of the Company's total capital that it would be 
impossible to prevent such sales becoming public knowledge within a very short 
time. Such knowledge, if accompanied by ignorance and uncertainty as to Her 
Majesty's Governmenfs real intentions, might well be more damaging to the 
market price of the shares than a carefully-worded public announcement that 
the Government, while ready to sell their holding, would only do so at satisfactory 
prices. I am advised that the undertone of the market appears firm enough at 
present to enable an announcement of the Governmenfs intentions to be made 
in this form without more than a temporary depression in the price of the shares. 

13. If it is agreed that we should proceed as I have proposed, we have also 
to consider to what extent it is necessary or desirable that we should give prior 
intimation to, or hold prior consultation with, the French Government, the Bank 
of France, and the Management of the Company. The British Government 
Directors have emphasised the great interest which is taken in the Suez Finance 
Company in financial and political circles in Paris and the concern which would be 
felt as to who our successors on the Board might be. In view of this and the close 
and friendly relationships which have been maintained in the past, it will naturally 
be our wish to take the Management and the French Government into our 
confidence to the fullest extent compatible with the primary objective of obtaining 
the best possible price on the sale for the Exchequer. 

14. A decision by Her Majesty's Government to liquidate its holding would not 
of itself be likely to cause anxiety to Monsieur Georges-Picot, the Chairman of the 
Company (indeed he probably expects it), but the method of disposal might well do 
so if it were not carefully explained. At the same time, although we should take 
into account any considerations that the Company may wish to advance, the final 
decision on both points must be that of Her Majesty's Government. Moreover, 
there might be dangers of leakage prejudicial to the whole operation in too early an 
intimation of our intentions. I suggest, therefore, that we might proceed in two 
stages. First, without disclosing that we have any intention to sell, we should let 
Monsieur Georges-Picot know informally that the future of Her Majesty's 
Governmenfs shareholding does, of course, come under review from time to time, 
and that we should be glad to know from him whether, if the question of a sale 
arose, there would be any particular points which he would like us to bear in mind, 
affecting either the question of a sale or the method of disposal. We should then 
consider any representations that he might make, before coming to a final 
conclusion. Assuming that the conclusion was to proceed as proposed in this paper, 
we should, as a matter of courtesy, inform both Monsieur Baumgartner and 
Monsieur Georges-Picot of our intentions very shortly before the proposed 
announcement in the House. The Bank of England would probably wish to inform 
the Bank of France in similar terms. 



15. If this procedure is followed, I think that we shall have gone as far as is 
possible or reasonable in safeguarding the legitimate interests of the Company and of 
the French authorities. Finally, in order to fulfil our undertakings to those 
institutions which have already expressed interest in the possibility of a sale, we 
should inform them of our intentions, in suitable terms, immediately before the 
announcement in the House. 

16. Apart from our shareholding, which is worth nearly £17 millions at 
current market prices, we have a holding of Suez Finance Company 5 per cent, 
bonds, to a value of about £2£ millions. As these carry no voting rights, they are 
unlikely to be of interest to a buyer of the shares. They are anyway being steadily 
redeemed by annual drawings which will dispose of the holding by 1969 at the 
latest. I would therefore not propose to attempt to sell them, at any rate at the 
present time. 

Conclusion 
17. I recommend, therefore, that we should decide to start disposing of our 

shareholding through the London Market, and be prepared thereafter to accept a 
satisfactory block bid, as soon as the preliminary steps referred to in (a), (b), and (c) 
below have been taken: 

(a) We should consult with the Management, and inform the French 
Government and the Bank of France, on the lines indicated in 
paragraph 14 above. (I would of course consult my colleagues again if 
necessary in the light of any views expressed by Monsieur Georges-Picot 
at the preliminary interview.) 

(b) The operation should be preceded by a statement in the House. 
(c) We should inform	 the institutions to which we have given undertakings 

immediately before the statement in the House. 
S. L. 

Treasury Chambers, S.W. 1, 

6th June, 1961. 
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CABINET 

RESTRICTIVE LABOUR PRACTICES 

MEMORANDUM BY THE MINISTER OF LABOUR 

At the meeting of the Cabinet on 18th May I was asked to give further 
consideration to means of inquiring into restrictive practices in the labour field 
(C.C. (61) 28th Conclusions, Minute 4). 

Collective Bargaining 
2, Collective bargaining between employers and trade unions extends over the 

whole range of working conditions, including such matters as hours of work, 
overtime, manning scales, demarcation of work and apprenticeship. To this extent 
it may said that some elements of restriction enter into most negotiated agreements. 
But provided they are kept within reason, and the great majority are, these do 
not amount restrictive practices in the usual sense of the term. Many can be 
defended as necessary to the safety or welfare of workers, or to maintain standards 
of efficiency. We should be most unwise to disturb the normal processes of 
collective bargaining by interfering with the general run of agreements of this 
sort. 

Restricted Labour Practices 
3. Our problem is the unreasonable extension of restriction to the point 

where it is in conflict with the needs of efficient production and with the public 
interest. Examples are: 

(a) Demarcation rules which impede production and lead to frequent 
inter-union disputes. 

(b) Manning scales which lead to wasteful operation of plant and equipment, 
and hinder or prevent the introduction of new machinery and new 
methods of working. 

(c) Restrictions on the entry of apprentices which prevent the creation of an 
adequate skilled labour force. 

(d) Restriction of output by the imposition of limits on earnings. 
(e) Refusal to allow work and method study. 

Recent Action against Restrictive Practices 
4. The action taken in recent years includes the following: 
(a) An inquiry by my National Joint Advisory Council into "practices 

impeding the full and efficient use of manpower ". A Report was 
published in 1959. The Council listed the industries in which such 
practices prevailed and urged them to " make yet further efforts to 
get to grips with their problems ". 
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(b) The appointment, of the Royal Commission on the Newspaper and 
Magazine Industry. It was made clear in the House of Commons that 
restrictive practices would be relevant:to the inquiry. 

id) The appointment of the Rochdale Committee of Inquiry into Docks and 
Harbours. The Committee are asked to consider, amongst other 
things, " whether, the methods of working can be improved"". 

id) The Report of; the Sub-Committee on Prospects of the Shipbuilding 
P(* Advisory Committee, published in April, recommended consideration 

of labour relations and the use of labour in the industry. 
ie)	 Discussion of industrial relations in the motor industry. The introduction 

of work study and inter-union problems were discussed at my talks 
with leading employers and trade unionists, and were included in the 
agreed joint statement. 

A Labour Practices Commission 
5. It has been suggested that restrictive labour practices should be subject 

to independent inquiry by a permanent body similar to the Monopolies 
Commission. A Labour Practices Commission of this kind would apply the test 
of public interest. They would have to assess how far any practice is wasteful 
and inefficient; consider how far it is, nevertheless, justified by safety or other 
reasons; and take account of its significance in any general agreement between 
employers and unions and of the effect of any change on relations. Against this 
background they would have to decide whether or not the practice is against the 
public interest. 

6. The suggestion is attractive but there are formidable practical objections. 
Legislation would be needed, especially because some employers and some unions 
might be reluctant to give evidence unless legally compelled. It would be necessary 
to define the kinds of practice to be examined. The Commission would in practice 
be driven to examine restrictive practices in the context of a mass of inter-relaied 
terms and conditions of employment agreed in the course of collective bargaining. 
The Commission would inevitably work in an atmosphere of suspicion and 
hostility, for the unions would regard a permanent body with powers of inquiry 
into results of collective bargaining as threatening their powers to negotiate. 
Some employers would dislike the proposal because of the risk that inquiries 
would damage relations between them and their workers. As most restrictive 
practices are agreed with or accepted by employers the Commission could not 
rely on the interested parties to bring cases before them. If complaints from 
other parties were allowed there would be wide scope for busybodies. The 
Government would be pressed, both in Parliament and by the public, to enforce 
the Commission^ findings. We could scarcely proceed effectively by law against 
large numbers of workpeople determined to operate particular practices and the 
result of legal action could be to drive the practices underground. 

Alternative Action 
7. The alternative is to approach the problem more selectively, industry by 

industry. Most restrictive practices have their origin in the particular circumstances 
of a particular industry, and can most effectively be examined by, or in co-operation 
with, those who are fully aware of the practical problems of the industry and 
carry responsibility for deciding future policy, not only in relation to working 
conditions, but also as regards investment and production. The inquiries into 
the newspaper and magazine, docks and shipbuilding industries are consistent with 
this approach. 

8. If this line were followed, the next step would be for me to arrange for 
my National Joint Advisory Council to consider the subject again. The earlier 
discussions gave a useful lead, though there was little immediate positive action. 
I believe that the present climate of opinion in the Council would make them more 
ready to get down to practical detail. There has been an encouraging increase of 
determination to achieve results from the current broad programme of studying 
problems of industrial relations. I would aim to lead the Council to identify 
problems in particular industries and to recommend the negotiating bodies concerned 
to review them and take action. I would follow up these recommendations, and 
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arrange talks with industries which seemed unlikely to take action if this was left 
to their initiative. Where it seemed likely that a negotiating body would not 
make progress I would consider appointing an ad hoc independent committee to 
investigate and report to me. I could do this under my general powers and 
legislation would not be needed. 

9. I consider that on balance the course of action outlined in paragraphs 7 
and 8 offers the best prospect of effective progress and I invite my colleagues' 
approval of it. 

J .H. 

Ministry of Labour, S.W. 1, 
8th June, 1961. 
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CABINET 

FACILITIES FOR THE GERMAN FORCES 

Memorandum by the Minis ter of Defence 

On 16th February the Cabinet approved proposa ls which I had 
put before them to offer certa in defence fac i l i t i e s in the United Kingdom 
for the F e d e r a l German F o r c e s (C. C . ( 6 l ) 7 t h Conclus ions , Minute 6) 
on the understanding that this offer did not finally commit the Govern
ment . 

2. Subsequent d i s c u s s i o n s with German representa t ive s have 
shown that the Germans are e x t r e m e l y short of ranges at which their 
newly formed armoured r e g i m e n t s can c a r r y out tank firing training, 
which al l tank units must do. German r e p r e s e n t a t i v e s have v i s i t ed the 
Army range at Cast lemart in and it i s c lear that the fac i l i t i e s there are 
suitable for their n e e d s . There are a number of adminis trat ive 
p r o b l e m s for the G e r m a n s , in v iew of the need to transport m e n and 
tanks f rom Germany to Wales , but there i s l i t t le doubt that the Germans 
can o v e r c o m e them if they are prepared to incur the expense . We 
sugges ted to them that, in v iew of the adminis trat ive p r o b l e m s , it would 
be s ens ib l e to s tart with a pilot s c h e m e of one reg iment , to be 
fol lowed by other r e g i m e n t s if the arrangements prove sa t i s fac tory . 

3. Herr S t r a u s s , the Federa l German Minis ter of Defence , 
told m e , at my recent mee t ing with h im, that they would l ike to send 
an armoured regiment to Cast lemart in in September , and I think I 
should now seek m y co l l eagues ' approval to the proposed a r r a n g e m e n t s . 

4. Some opposit ion to this proposa l has been e x p r e s s e d in the 
House and outs ide , main ly by certa in Labour Members and Trade 
Union r e p r e s e n t a t i v e s . I do not think that these v i e w s are shared by 
the major i ty of people in the country and, although there m a y be s o m e 
demonstrat ions if German units v i s i t Cas t l emart in , I doubt whether 
they wi l l be s e r i o u s . There i s no ev idence that the people who l ive in 
Cas t l emart in are opposed to German troops using the range. On 
the contrary there i s s o m e r e a s o n to hope that the money they wi l l 
bring wi l l help to maintain employment in the winter months . 

5. It i s c l ear that the Germans have an urgent need to use 
Cas t l emart in and I s e e no reason why we should not make the range 
avai lable to them at t i m e s when it i s not in use by Br i t i sh A r m y units 
or the Terr i tor ia l Army. We may , however , have to impose certa in 
r e s t r i c t i o n s on the amount and type of training so as to prevent 
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damage to the land by the e x c e s s i v e m o v e m e n t of tanks and to p r e s e r v e 
as far as pos s ib l e ex is t ing a r r a n g e m e n t s with loca l f a r m e r s for grazing 
sheep on parts of the range when it i s not in u s e . 

6. German r e p r e s e n t a t i v e s have a l s o inspec ted the var ious 
s torage fac i l i t i e s which we offered to them and we have now been 
informed that they cons ider t h e s e f a c i l i t i e s to be suitable for the ir 
needs and that they would l ike to arrange further d i s c u s s i o n s in order 
to conclude a definite a g r e e m e n t . 

7. D i s c u s s i o n s about the u s e of naval training fac i l i t i e s in the 
Cape Wrath area are s t i l l proceed ing . We have offered the u s e of 
this in the autumn but have not yet heard whether the Germans w i s h to 
take advantage of it. 

8. No definite r e q u i r e m e n t s for repa ir of ships or a ircraft 
have yet been stated. 

9. Before any German units can v i s i t this country for training, 
it wi l l be n e c e s s a r y to apply the Vis i t ing F o r c e s Act , 1952, to Germany, 
The Cabinet agreed on 14th March (C. C. (6l) 12th Conc lus ions , Minute 6) 
that the n e c e s s a r y Orders should be prepared and introduced in 
Par l iament be fore the beginning of the next s e s s i o n . The preparat ion 
of the Orders i s in hand, and it i s intended that they should be la id 
and debated in July. 

10. I sugges t that I should now inform Herr S trauss that:

(a)	 we a g r e e in pr inc ip le to an a r m o u r e d reg iment 
v is i t ing Cas t l emart in in September on a t r i a l 
b a s i s if they want to c o m e , and that we sha l l 
be wi l l ing , if the tr ia l i s s u c c e s s f u l , to accept 
additional r e g i m e n t s as m a y be mutually 
agreed; 

(b)	 we a g r e e in pr inc ip le to make avai lable the 
s torage f a c i l i t i e s which the German authori t ies 
have reques t ed . 

It wi l l be n e c e s s a r y to inform the House of Commons about t h e s e 
d e c i s i o n s , probably by m e a n s of an arranged Quest ion. 

11. I invite the Cabinet to approve t h e s e p r o p o s a l s . 

H. W, 

Minis try of Defence , S. W, 1. 

9th June, 1961. 
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CABINET 

KUWAIT: FUTURE RELATIONS WITH THE UNITED KINGDOM 

MEMORANDUM BY THE LORD PRIVY SEAL 

At the meeting of the Cabinet on 13th April (C.C. (61) 20th Conclusions, 
Minute 4) it was agreed that the Political Resident in the Persian Gulf should inform 
the Ruler of Kuwait that Her Majesty's Government accepted his wish to replace 
the Exclusive Agreement of .1899 by a new agreement, and should offer him a choice 
of the two types of Exchange of Notes described in paragraph 5 (a) and (b) of my 
memorandum of 6th April (C. (61) 49). The Political Agent has now reported that 
he has reached agreement with the Ruler on a draft (the text of the proposed 
Exchange of Notes is annexed). 

2. The Ruler showed a preference for the second type of Exchange of Notes, 
i.e., one which would both abrogate the 1899 Agreement and state that its abrogation 
did not affect our continuing obligation to assist in maintaining the independence 
of Kuwait. The exact wording of this statement, however, caused some difficulty. 
We proposed to the Ruler a clause: 

" Nothing in these conclusions shall affect Her Majesty's Government^ 
obligation to assist the Ruler of Kuwait in the maintenance of the independence 
of Kuwait." 

There was prolonged discussion about this wording. In the end the crucial definition 
in clause (d) of the Annex was arrived at: 

" Nothing in these conclusions shall affect the readiness of Her Majesty's 
Government to assist the Government of Kuwait if the latter request such 
assistance." 

3. The Ruler himself accepted the notion of continuity in our obligations 
but in reaching the definition now proposed he was thinking above all of its 
presentation in the eyes of the other Arab States. I consider that we should respect 
his judgment in the matter of presentation, particularly as our own concern, like 
that of the Ruler, is largely to avoid destructive criticism from the Arab nationalists. 
The notion of continuity is to some extent implied in the word " affect " as well as 
in clause (b). The crucial clause is less specific than is customary in instruments 
constituting a defence commitment, but it has proved impossible to secure Kuwaiti 
agreement in present circumstances to anything more precise. 

4. The Ruler has been careful to carry with him the Supreme Council (the 
Ruling Family in council), and this provides a useful insurance against changes 
which might otherwise be proposed after his reign. 

5. The Ruler has not shown any particular interest in the suggestion of a treaty 
of friendship and commerce (Recommendation (d) of my memorandum of 
6th April (C. (61) 49)); but this need not delay the conclusion of the Exchange of 
Notes. 
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6. The draft Exchange of Notes as now agreed achieves our purpose. It 
removes any remaining doubt about the full independence of Kuwait, by abolishing 
the restrictions imposed on her by the 1899 Agreement; it makes clear that Her 
Majesty's Government are ready to defend Kuwait if necessary; and it records the 
close friendship which will continue between the two countries. 

7. I therefore invite my colleagues to agree that the Political Resident may 
be instructed to exchange Notes with the Ruler in this form. The text would then 
be made public almost immediately. 

E. H. 

Foreign Office, S.W. 1, 

8th June, 1961. 
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ANNEX 

Note from Her Majesty's Political Resident to His Highness the Ruler 

Your Highness, 
I have the honour to refer to the discussions which have recently taken place 

between your Highness and my predecessor on behalf of Her Majesty's Government 
in the United Kingdom about the desirability of adapting the relationship of the 
United Kingdom of Great Britain and Northern Ireland and the State of Kuwait 
to take account of the fact that your Highness' Government has the sole 
responsibility for the conduct of Kuwaifs internal and external affairs. 

The following conclusions were reached in the course of these discussions: 
(a) The Agreement	 of the 23rd January, 1899, shall be terminated as being 

inconsistent with the sovereignty and independence of Kuwait. 
(b) The relations between the two countries shall continue to be governed by 

a spirit of close friendship. 
(c) When appropriate the two Governments shall consult together on matters 

which concern them both. 
(d)	 Nothing in these conclusions shall affect the readiness of Her Majesty's 

Government to assist the Government of Kuwait if the latter request 
such assistance. 

If the foregoing correctly represents the conclusions reached between your 
Highness and Sir George Middleton I have the honour to suggest, on the instructions 
of Her Majesty's Principal Secretary of State for Foreign Affairs, that the present 
Note together with your Highness' reply to that effect shall be regarded as 
constituting an Agreement between the United Kingdom and Kuwait in this 
matter which shall continue in force until either party gives the other at least three 
years' notice of their intention to terminate it, and that the Agreement of the 
23rd January, 1899, shall be regarded as terminated on this date. 

I have the honour to be, 
with the highest consideration, 

your Highness' obedient servant, 

(Her Majesty's Political Resident). 

Reply from His Highness the Ruler to Her Majesty's Political Resident 

His Excellency, 
Our Good Friend, 

Her Britannic Majesty's Political Resident in the Persian Gulf. 
Greetings, 

I have the honour to refer to your Excellency's Note of to-day's date which 
reads as follows: 

(text of Note above repeated) 
I confirm that your Excellency's Note correctly represents the conclusions 

reached by myself and Sir George Middleton and I agree that your Excellency's 
Note and my reply shall be regarded as constituting an Agreement between Kuwait 
and the United Kingdom in this matter. May God preserve you. 

(Ruler of Kuwait), 
The of , 1961. 

SECRET. 
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CABINET 

MACHINERY FOR THE SETTLEMENT OF TEACHERS' SALARIES 

MEMORANDUM BY THE MINISTER OF EDUCATION 

In connexion with the current negotiations on teachers' salaries, I have 
considered in consultation with the Chancellor of the Exchequer, the Secretary 
of State for Scotland, the Minister of Labour and the Minister of Housing and 
Local Government what steps should be taken to provide for more effective 
Government participation in these settlements. 

The Present Position 
2. Under Section 89 of the Education Act, 1944, the Minister of Education 

has to ensure that there are committees approved by him representing local 
education authorities and teachers respectively whose duty it is to submit to him 
such scales off salary as they consider suitable. They may do this whenever they 
think fit or whenever required by him. Any scales recommended by the Committee 
only come into force when approved by the Minister. He has no power to amend 
the proposals submitted to him. In Sootland, under the 1946 Act, the Secretary 
of State prescribes teachers' remuneration in regulations but is required to consult 
with a council, representing education authorities and teachers, and to have regard 
to any recommendations they make. He has, therefore, power to decide whether 
to accept such recommendations or to modify them. 

The Interests Involved 
3. The interest of the Minister of Education in these salary settlements is 

twofold: 
(i) On	 grounds of educational policy he may wish to influence the shape 

and structure of teachers' salaries, e.g., the relative pay of graduate 
and non-graduate teachers or of those carrying posts of special 
responsibility. 

(ii) In the light of the size of the total salary bill, the fact that	 over 50 per 
cent, of this has to be met through general grant, and the inter ̂ relation 
of teachers' with other public servants' pay the Government may need 
to control any revision of teachers' salaries. 

4. The local education authorities' interest is, as the employers off the teachers 
responsible for running the education service, finding a very substantial proportion 
of the money and very jealous of their independent status. The teachers' attitude 
is conditioned by their wish to negotiate direct with the power that has the final 
say. There is thus a school of thought which presses for the Government to pay 
the whole of teachers' salaries' cost and therefore for negotiations to take place 
direct with the Government, With that qualification the teachers resist Government 
interference with the negotiating machinery as stoutly as do the local education 
authorities. 
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The Working of the Present Arrangements 
5. The present arrangements are thus an uneasy combination of free 

negotiations between the employers (the local education authorities) and the teachers 
and final approval by the Minister. They have none the less certain advantages. 
Absence of any possibility of salary change unless agreement is reached is 
undoubtedly a powerful pressure on the teachers to agree and there is a sense of 
responsibility on both sides. The authorities take the first and main brunt of 
the negotiations; they are accustomed to wage a stiff battle in difficult arid expert 
negotiations, and the threats of strike action are directed against them rather thari 
the Government. It would be wrong too to ignore the very considerable influence 
exercised by means of contacts between officials in the course of day-to-day 
administration. In the period preceding the Burnham negotiations these contacts 
are important but very delicate owing to the sensitiveness of both sides to any 
suggestion of interference with free negotiation. They are none the less reasonably 
effective up to the point of the crunch of negotiations when the local education 
authorities are subject to the heavy pressure of the big battalions of the National 
Union of Teachers and have the final say (subject to the Ministers reserve powers) 
at the margin of negotiations. These arrangements, therefore, make a situation 
possible (as indeed they have on this occasion) where the only way of exercising 
a decisive Government control is to refuse to approve an agreement resulting 
from prolonged negotiations when the whole matter has become a major political 
issue. 

6. This situation is one which in my view cannot be allowed to continue. 
I recognise that it is only one part of the whole problem of pay settlements in 
the public sector and that in taking any action Which would diminish the powers 
and independence of the local authorities at a time when we have declared our 
intention to increase both we shall stir up strong and vigorous opposition. Indeed 
the whole trend of thought in the local authority world is towards a diminution 
rather than an increase of Government control in respect of teachers' salaries. 
Nevertheless the amount of money involved, the inevitable increase iri the future 
of the size of the teaching profession arid its importance in the community as the 
education service itself develops, make it essential that the Government should 
enter more directly into the decisions On teachers' salaries even though we might 
thereby be exposed to strong pressures at an earlier stage than we are now. 

7. Two separate requirements must be met. First the Ministers views, both 
on the educational aspects of salary policy and on the order of magnitude of the 
bill which could be contemplated, must be made known to and taken into 
consideration by both parties at an early stage of the negotiations, and second, 
the Minister should be in a position to ensure that his essential requirements under 
these heads are met. The Secretary of State for Scotland possesses sufficient 
powers for the latter purpose, but he is, I understand, considering whether recognised 
arrangements could be made for placing his views before the National Joint 
Council in the course of negotiations. The situation in Scotland is complicated 
by the procedure for " arbitration " between the two sides of the Council if they 
cannot otherwise reach agreement on the recommendation to the Secretary of 
State. He is not a party to this process and his power to accept or modify the 
recommendation is unaffected. 

8. It is riot easy to decide the precise form which amended machinery should 
take. There is much to be said for an amendment of the Education Act to give 
me powers, similar to those of the Secretary Of State, to amend recommendations 
reached by the Burriham Committee and I think that we should be prepared to 
contemplate legislation of this nature. I show in the Annex one possible way 
in which the 1944 Act might be amended to give me equivalent powers. I must 
point out however that any legislation on these lines would be bound to lead to 
demands that teachers should, like most other public servants, have the benefit 
of arbitration and there would be other contentious points. It would certainly 
be necessary to have discussions with representatives of the local education 
authorities and the teachers before reaching final decisions ori the best method to 
be adopted. 

, 9. I propose to discuss further with the Secretary of State how the English 
arid Scottish negotiations might best be timed in future so as to avoid leap-frogging. 



10. I therefore seek my colleagues' approval: 
(i) To my informing the local education	 authorities and the teachers at the 

appropriate time in relation to the current Burnham settlement that the 
Government have decided that there must be changes in the present 
arrangements which will enable the Governments views to be effectively 
and positively taken into account in the settlement of teachers' salaries, 
and that they are prepared, if necessary, to bring in legislation for that 
purpose. 

(ii) To my having discussions with the two sides to work out the most suitable 
proposals. 

D. E. 

Ministry of Education, W. 1, 
9th June, 1961. 

ANNEX 

Proposed Amendment to Section 89 of Education Act, 1944 
(New words underlined) 

" The Minister shall secure that for the purpose of considering the 
remuneration of teachers there shall be one or more committees approved by him 
consisting of persons appointed by bodies representing local education authorities 
and teachers respectively and it shall be the duty of any such committee to submit 
to the Minister, whenever they think fit or whenever they may be required by him 
to do so, such scales of remuneration for teachers as they consider suitable: and the 
Minister may approve any scale of remuneration so submitted after making such 
modifications therein, if any, as appear to him desirable; and he may then by order 
make provision for the purpose of securing that the remuneration paid by Local 
Education Authorities to teachers is in accordance with any scale of remuneration 
so approved or approved with modifications." 
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CABINET 

SOUTHERN CAMEROONS 

Memorandum by the P r i m e ^Minister 

Our Trus teesh ip respons ib i l i ty for the Southern Cameroons 
wi l l end on 1st October, when the Terr i tory b e c o m e s independent. In 
the recent p l eb i sc i t e i ts inhabitants (about 840 ,000) were only given the 
choice of voting to join Niger ia or of voting in favour of federat ion with 
the Cameroun Republ ic (the f o r m e r F r e n c h Cameroun, which i s s t i l l 
supported by the French Government - 3^ m i l l i o n people) . They chose 
the la t ter . -Cut d i s c u s s i o n s between Mr. Foncha, the P r i m e Minis ter 
of the Southern Cameroons , and Mr. Ahidjo, the P r e s i d e n t of the 
Cameroun Republic , are s t i l l in a re la t i ve ly ear ly s tage; and we cannot 
be sure whether they wil l s u c c e e d in es tabl i sh ing a genuinely F e d e r a l 
Government or what wil l be their persona l r e la t i ons . 

2. The administrat ion of the Southern Cameroons r e s t s in the 
hands of about 175 Br i t i sh o f f i cers , who const i tute the great major i ty of 
the sen ior adminis trat ive personne l . If t h e s e of f icers withdraw when 
the T e r r i t o r y ach ieves independence, there may be an adminis trat ive 
breakdown. This would be the m o r e s e r i o u s in that it i s known that 
Communis t trained f o r c e s are prepared to launch a campaign of 
t e r r o r i s m after 1st October. 

3 . In addition, a battalion of F r i t i s h troops (Grenadier Guards) 
i s s tat ioned in the Southern C a m e r o o n s . We have twice s tated in public 
that it wi l l be withdrawn when our t rus t ee sh ip c o m e s to an end. 

4 . It i s against this background that we have to cons ider proposa l s 
that:

(a)	 We should e s tab l i sh a Br i t i sh Aid M i s s i o n in the Southern 
Cameroons which would, in effect , c o n s i s t of the e x i s t 
ing adminis trat ive personne l , who would be invited to 
remain under the aeg i s of the new Department of 
Technical Co-operat ion (and, there fore , at the expense 
of the United Kingdom Exchequer) for a per iod of up to 
two y e a r s after independence. 

(b)	 We should a l low a B r i t i s h battal ion to remain for a further 
per iod , poss ib ly a y e a r , in order to maintain internal 
s e c u r i t y in the Southern Cameroons during the difficult 
trans i t ional per iod of i ts absorption in the proposed 
Federat ion . 



5. The argument in favour of these proposa l s runs brief ly 
thus: 

(a)	 A breakdown of adminis trat ion would provide the m o s t 

f er t i l e ground for Communist infi ltration; and a 

Communis t -dominated Government in this area would 

be both dangerous to Niger ia and damaging to our 

international reputation. 


(b)	 The Aid M i s s i o n offers the bes t prospec t of avoiding 

this s i tuation. 


(c)	 But the p e r s o n n e l constituting this Mis s ion and their 

f a m i l i e s are unlikely to be will ing to remain in the 

Southern Cameroons after independence, if the 

protect ion of Br i t i sh troops i s withdrawn. 


(d)	 In addition, if the battal ion i s withdrawn, a secur i ty 

"gap" wi l l develop. 


(e)	 There fore , the Br i t i sh battalion should remain , at 

l e a s t until a loca l ly recru i ted s ecur i ty force of 

battal ion strength has been a s s e m b l e d and trained. 


6. The arguments against the proposa l s a r e part ly economic and 
f inancial , part ly m i l i t a r y and part ly po l i t i ca l : 

( a ) Economic and Financia l 

(i) Although the United Kingdom has substantial i n t e r e s t s in the 
Southern Cameroons export trade in cocoa , t imber , pa lm oi l and sheet 
rubber and the Colonial Development Corporation have a cons iderable 
inves tment in the loca l Development Corporation, our c o m m e r c i a l 
i n t e r e s t s in the Terr i tory are not suff icient to warrant the continued 
deployment of B r i t i s h f o r c e s after independence if there are objections 
to this c o u r s e on other grounds . 

(ii) The cost of a s s i s t a n c e on the sca l e r e c o m m e n d e d for one 
y e a r might amount t o : -

Aid Mis s ion £ . 5 m i l l i o n 
United Kingdom Battalion £ . 4 m i l l i o n 
Budget deficit £ . 5 m i l l i o n 
Local Securi ty F o r c e £ . 5 mi l l i on 

Total £ 1 . 9 m i l l i o n s 

This a s s u m e s that, if we provided an Aid M i s s i o n , we should 
continue, as at p r e s e n t , to f inance the Budget deficit and that we should 
a l s o have to bear the cos t of maintaining the loca l ly recru i t ed secur i ty force 
(which would o therwise m e r e l y i n c r e a s e the Budget def ic i t ) . 

In p r e s e n t c i r c u m s t a n c e s , however , any addition to our o v e r s e a s 
expenditure in unwe lcome; and our efforts should be d irected to reducing, 
rather than i n c r e a s i n g , our outlay on mi l i tary and economic as s i s tant to 
fore ign countr ie s . M o r e o v e r , this expenditure could, in the c i rcumstances 
d e s c r i b e d in (b) be low, r i s e rapidly and s teep ly . 



Even if there were no outbreak of t e r r o r i s m , the pos i t ion of 
the Br i t i sh battal ion would be an invidious and potential ly e m b a r r a s s i n g one. 
There i s no r e a l precedent for putting B r i t i s h troops under the command 
of a foreign Government in t ime of peace ; and we could expect to be 
sharply c r i t i c i s e d by our e n e m i e s . M o r e o v e r , if re la t ions between 
Mr. Foncha and Mr. Ahidjo deter iorated , and our troops b e c a m e involved 
in a p e r s o n a l s truggle for power , our pos i t ion would b e c o m e untenable. 
It would be even w o r s e , however , if t e r r o r i s m broke out on a m o r e 
ex tens ive s c a l e than a s ingle battalion could contain. In those c i r c u m s t a n c e s 
it might be impract i cab le to withdraw the battalion; and there would 
then be no a l ternat ive to reinforcing it. But in the light of our other 
c o m m i t m e n t s it would be difficult enough to spare one battalion after 
1st October; to spare m o r e would be v ir tual ly i m p o s s i b l e . 

7. There are only two c o u r s e s open to u s : 

(a) The f i r s t would be to sanction the Aid Mis s ion and to al low 
the Br i t i sh bat ta l ion to remain for a short per iod (say s ix months) after 
1st October, provided that:

(i) We did so in r e s p o n s e to a formal reques t f rom both the 
Government of the Cameroun Republic and the Government of the 
Southern C a m e r o o n s . 

(ii) The re spons ib i l i t i e s of i ts Commanding Officer in re lat ion 
to both Governments w e r e defined c l ear ly and to our sat i s fact ion . 

(iii) During this interval the two Governments made a genuine and 
de termined attempt to r a i s e and train a l oca l ly recru i t ed secur i ty force . 
Even if we undertook to pay for this force for not m o r e than a year , i t s 
training should, f rom the outset , be accepted by the Government of the 
Republic (i . e. in effect by the French) as their re spons ib i l i ty . We could 
not spare the of f icers and men who would be required to constitute 
a Br i t i sh Training Miss ion; and it i s in any event right that, if the 
Southern Cameroons a r e to be m e r g e d in a French-type federat ion , 
mi l i tary training should a l so be on French l i n e s . 

(b) The a l ternat ive i s to st ick to our published dec larat ions and 
to withdraw from the Southern Cameroons on let October , confining 
our a s s i s t a n c e to such financial support as we can thereaf ter afford. 

H. M. 

Admiral ty House , S. W. 1. 

12th June, 1961 
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CABINET 

T O U R I S M : T H E G A R N E T S Y S T E M F O R M O T O R C A R S 

MEMORANDUM BY THE CHANCELLOR OF THE EXCHEQUER 

As requested by my colleagues at the Cabinet meeting on 4th May 
(C.C. (61) 26th Conclusions, Minute 7), I have given further consideration, in 
consultation with the Minister of Transport so far as mention is made of the vehicle 
registration and licensing system only (see paragraph 8 below), to the possibility of 
abolishing the carnet system for tourists' motor cars. In the result, I am satisfied 
that there is no sufficient ground for changing the views I expressed on 4th May. 
The main considerations which I have taken into account in reaching this conclusion 
are summarised in the following paragraphs of this memorandum. 

2. In general terms, the problem, as I see it, is one of weighing the possible 
advantages to be derived from the suggested abolition against the consequential 
risks to the revenue. 

3. It has been argued that the main advantage to be gained from the abolition 
of the carnet system is the removal of a deterrent to increased tourist traffic to this 
country, from Western Europe in particular, where the system has now been 
generally abandoned. But I find, it difficult to accept that the need for the tourist 
to obtain, as a rule with the help of a motoring club abroad, a simple form 
of triptyque, costing no more than ,6s. for a single visit, can be regarded as a deterrent 
of any substance to visiting this country, as compared with other factors, such as the 
difficulty for a visitor of obtaining transport bookings at reasonably short notice, 
the high cost of transporting a car to and fro across the Channel (which in itself 
would, instead, cover the cost of some 2,000 miles of continental motoring), and our 
uncertain climate. The main benefit said to have been derived from the abolition 
of this system by our Western European neighbours has been by way of increases 
in so-called " impulse travel ", particularly at weekends, across their land frontiers. 
But our insular situation rules out any significant increase in this form of traffic 
for us. 

4. It has also been argued that our failure to fall in line with the rest of 
Western Europe in this matter is liable to create the impression that we are 
unwilling to co-operate with our neighbours in getting rid of outmoded controls. 
But I consider that this suggestion rests on a misunderstanding of the motives 
which have prompted the Western European countries to dispense with carnets 
and triptyques for motor cars. They have not done this by mutual agreement, 
in order to substitute a less cumbersome but equally efficient system for one which 
has ceased to serve the purposes for which it was designed and introduced with 
the authority of a United Nations convention, but have, one by one, abandoned 
the carnet system, unilaterally, simply because the vast volume of traffic passing 
across their land frontiers had made it unmanageable for them. In Western 
Germany and Austria, for instance, I understand that something over 12 million 
arid 6 million cars respectively pass annually'to and fro across their frontiers, as 
compared with some 60,000 visiting this country from the Continent. The fact that 
the continental countries have been motivated by necessity, rather than by a mutual 
desire to simplify their controls, is to some extent evidenced by the fact that, contrary 
to the suggestion made at the Cabinet meeting on 4th May, they have not in general 
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abandoned the carnet system for aircraft, for which it continues to be manageable. 
Our special position so far as car traffic is concerned is, in fact, well understood, if 
not envied, at least so far as other Customs administrations are concerned. 

5. As to the risks to the revenue involved, it has been suggested that these 
have been exaggerated and that they are in fact almost negligible; but I cannot 
accept this contention. The report of the Committee on Tourism referred to 
information submitted by the Joint Committee of the British motoring organisations, 
to the effect that the abolition of the carnet system had led to no actual decline in 
the total revenue derived from imported cars in certain of the continental countries 
which have abolished the carnet system for cars. This may well be true, so far 
as it goes. But, apart from the fact that the information covers only four countries, 
none of which levy import dues on cars on a scale comparable with our import duty 
and Purchase Tax (which together amount to 95 per cent, of the value of the car), 
this proves very little in itself, since, for a number of reasons, such as the constantly 
increasing volume of traffic on the roads, the fact that there is no actual decline in 
the total revenue derived from commercially and privately imported cars together 
by no means proves that there has been no substantial evasion in respect of those 
imported by tourists. 

6. So far as most of the continental countries are concerned, the risks entailed 
in abolishing the carnet system were relatively insignificant, as there is plainly no 
incentive to smuggle cars from countries in which they bear high duties (and are 
therefore relatively expensive to buy) into countries in which they are less highly 
taxed, and therefore cheaper. It is, for all practical purposes, only the countries 
with the highest tariff barriers which have much to fear from this form of evasion. 
Of the Western European countries which have abandoned the carnet system only 
Denmark and Spain levy Customs charges comparable with ours on imported cars. 
Spain has abandoned the carnet system in the last few weeks only, and it is therefore 
too early to expect their Customs authorities to be able to gauge the results. So 
far as Denmark is concerned, however, our Customs have ascertained, on a 
confidential basis, that the Danish Customs have reason to believe that abuse on 
a substantial scale has resulted from the abolition. The Danes frankly avow that 
this step was in effect unavoidable for them, because the volume of traffic had 
made the carnet system unmanageable in Denmark, but that they take comfort in 
the fact that they have gained an increase in tourist traffic, particularly in the form 
of week-end " impulse travel "; but this benefit would not be open to us. 

7. Duty and tax amounting to some £135,000 are at present collected annually 
under the carnet system, in respect of motor cars which, having been imported on 
a temporary footing, are not duly re-exported, for one reason or another. Most 
of this sum is paid voluntarily by the owners, without its being necessary to invoke 
the guarantee given by the sponsoring motoring organisation; but it is impossible 
to estimate how much of this potential loss of revenue might still be collected if 
it were not generally known that the guarantee would be invoked in the last resort. 
Nor is this figure of £135,000 in any sense a measure of the annual loss of revenue 
which might be sustained, as a result of deliberate evasion, which the existing 
system prevents, if the cainet system were abolished. This risk cannot, in fact, 
be quantified, because, apart from other factors, it is impossible to forecast how 
many people would be tempted to take advantage of the easy and lucrative, though 
dishonest, gains which would then be open to them. It has been suggested that the 
profits from this form of evasion, after allowing for incidental expenses, would not 
be attractive; but when it is borne in mind that a Mercedes-Benz 190 Saloon can 
be bought in Germany for about £850 (or in many cases less, as substantial discounts 
can be obtained), against its United Kingdom list price of £1,838 and that a 
Volkswagen can be bought in Germany for about £391, against its United 
Kingdom list price of £739, it is apparent that the potential illicit gain could be 
very attractive. Perhaps the best example is the fact that popular cars, such as the 
Ford Anglia and the Morris Oxford, can be bought in Dublin for some £100 to 
£150 less than their price in Belfast. This means that the risks to the revenue are 
exceptionally high in Northern Ireland, because of the ease with which people 
living there could obtain and import cars from the Republic, with only trivial 
incidental expenses. It is indeed probable that, in the event of the abolition of the 
carnet system there, honest car dealers in Northern Ireland would before long find 
it very difficult indeed to compete with dealers in the Republic. Although it is 
impossible to estimate the extent of the evasion which might develop, the total 



revenue at risk in Northern Ireland alone is estimated at $2\ millions annually, 
to say nothing of the equally unpredictable proportion of the remaining £12 millions 
or so of duty and tax chargeable on the 60,000 or so cars at present imported by 
tourists from the Continent, which might be lost. 

8. Every possible effort has been made to devise an effective alternative 
system for limiting these revenue risks, e.g., by a link-up with the registration and 
licensing system. But, although it might be possible by these means for the Customs 
to discover the whereabouts of cars imported by tourists but irregularly disposed 
of or retained in this country, assuming that the offender made no effort to cover 
his tracks, this would at the best as a rule merely enable the Customs to confiscate 
the car, probably from an innocent purchaser, the real offender meanwhile having 
left the country undetected. Moreover, the registration and licensing system 
provides no defence against the deliberate evasion which would almost certainly 
develop, as it is admittedly all too easy for those who wish to do so to make detection 
difficult by using false names or addresses for registration purposes, or by using 
suitable bogus registration books, which would be bought on the black market, 
as is already done for stolen cars. 

9. The real danger is not that normally honest casual tourists would be 
tempted to dispose of their cars while here, but that a highly organised " racket" 
in uncustomed cars would be developed by the kind of " racketeers" who would 
be all too well aware of the need to cover their traces—and of the ease with which 
this could be done. After carefully considering the question in all its aspects, 
the Cabinet Committee came to the conclusion that the risks entailed could only 
be measured by means of an experimental abolition. As it would be virtually 
impossible to re-introduce the carnet system at the end of the proposed experimental 
period of two years, I can only regard this recommendation as a proposal that we 
should gamble on the chance that, contrary to the indications of the facts summarised 
above, there would be little or no serious evasion. I cannot agree that a gamble 
of this kind in a fiscal matter of this importance would be justified. I should, 
therefore, much prefer only to adopt a simpler form of document and review the 
matter again after a period, in the light of experience gained with it. 

S. L. 

Treasury Chambers, SWA, 

15th June, 1961. 
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CABINET 

CARNET / TRIPTYQUE 

MEMORANDUM BY THE MINISTER OF TRANSPORT 

The Chancellor has set out the case against suspension 
The Chancellor of the Exchequer has circulated a memorandum C. (61) 80 in 

response to the invitation of the Cabinet (C.C. (61) 26th Conclusions, Minute 7). 
He has consulted me on the particular question of the use of the registration and 
licensing system for the purpose of replacing carnet controls. His paper sets out 
his considered views on the temporary suspension of the carnet / triptyque system 
in the interests of tourism. 

2. The objections, from a revenue point of view, to such a course are given 
in detail. It is not possible to state the case for suspension with the same precision 
because the position has never been tested. But the issue remains, as it always has 
been, one of weighing the benefits of suspension against the possible loss of revenue. 

But the case for suspension is very strong 
3. There is no doubt that many foreign tourists regard the carnet as an 

irritation and an outmoded piece of control. This fact may well have a bearing on 
his decision whether or not to visit this country. Our Embassies in Scandinavia 
have raised the matter. The British Travel and Holidays Association tell us that 
their oversea offices take up the continued need for the carnet with them from 
time to time. Particularly, I understand that motorists abroad, understanding 
only imperfectly how the control works, are put off by the fact that to obtain a 
carnet they must join a motoring club and pay all the expenses thus involved. They 
do not know, or find out, that they can obtain the inexpensive triptyque more 
easily. I understand, too, that tourists complain to our motoring organisations, 
which handle the issue of triptyques for an increasing number of motorists who 
arrive without them because they are not accustomed to similar controls on the 
Continent. 

4. It is easy to understand these objections. The control is objectionable in 
that it requires every tourist to submit to a procedure which assumes at the outset 
that he may well, or even intends to, try to avoid Customs duty and purchase tax. 
Even though the trouble to which this procedure puts him is only a small feature 
among the many matters he must arrange and the cost is small in relation to the 
expenditure which he must incur, it is an item which seems very important to him. 
He sees it as a Government restriction on international movement which is out of 
step with the times and which he does not meet elsewhere. More particularly, he 
sees no return for the sum, admittedly small, which he pays for the privilege of 
obtaining a carnet/triptyque. He probably pays for much heavier items, e.g., his 
Channel crossing, with a lighter heart. 

I am not satisfied that the financial argument is overriding 
5. The amounts now collected through the guarantee are small. Without 

the actual figures it is impossible to say whether these amounts would be matched 
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by valuable foreign currency from additional tourism. But it would, perhaps, not 
be unreasonable to say that the whole of the £135,000 now collected (most of it 
without recourse to the carnet guarantee) could be matched by a 2 per cent, increase 
in visitors. 

The profitability of a racket is very much open to question 
6. The fear that the abolition of the carnet would lead to the development 

of a racket in untaxed cars is difficult to assess. The paper of 21st February, 1961, 
DyCthe Minister of State, Board of Trade, to the Committee on Tourism developed 
this point in some detail. He felt that the margin between continental and United 
Kingdom prices for many vehicles is not sufficient to make an organised racket 
worthwhile. The racketeer would in any case be faced with some considerable 
problems. The cost of transport to this country is probably an item he could accept. 
But he must, if he is to operate on anything but a very small scale, find drivers for 
the vehicles, possibly with companions to allay suspicion, and set up a disposal 
organisation through shady dealers. At each stage between purchase abroad and 
disposal in this country his profits will be eaten into substantially by the people he 
must use. The sale price of the car must be substantially below the list price if he 
is going to dispose of it quickly. He must run more than the average risk of 
detection, since every vehicle must enter through a Customs control. There must 
be limits to the number of drivers who will be prepared to face Customs scrutiny 
time after time. Presumably the enforcement authorities are not without their 
methods in following up suspicious cases. 

The gains from suspension should outweigh possible losses 
7. There will, no doubt, be some small loss of revenue. There will, equally, 

be some gain in tourist traffic. It is impossible to balance the two, but on the side 
of suspension of the carnet / triptyque we must take into account the intangible 
but nevertheless real benefits which would accrue. One important benefit would 
be that this would be evidence to rebut the traditional view on the Continent of 
British insularity. I believe this does us much harm abroad. We are continually 
moving slowly, in detailed matters of road transport, to a closer harmony with 
Europe, for example, in the standards of construction for our vehicles and in 
facilitating the movement of commercial vehicles. I feel sure that we ought to 
smooth the passage of the tourist, as virtually every other country in Western 
Europe has now done. 

E. M. 

Ministry of Transport, S.E. 1, 

14th June, 1961. 
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CABINET 


TOURISM: THE.GARNET SYSTEM FOR PRIVATE AIRCRAFT 


Memorandum by the Chancellor of the Exchequer 


On the question of documentation for private aircraft, 
which I was asked to consider in consultation with the Minister 
of Aviation, I find that, the carnet system has not been 
generally abolished for private aircraft, as for cars, in 
Western Europe. Only four Western European countries have, in 
fact, dispensed with carnets or triptycru.es for private aircraft, 
namely Sweden, Denmark, Finland and Western Germany. The 
first three have no import duty on aircraft, while in Western 
Germany the import duty ranges from nil on aircraft of over 
15,000 Kg., to 3o6 per cent only on those weighing no more 
than 2,000 Kg. 

2. As it happens, the Customs have already allowed substantial 

relaxations of the carnet system in regard to private aircraft, 

in recognition of the fact that, in .so far as they move only 

between Customs airports, they can reasonably easily be kept 

under effective surveillance. So long as they keep within 

these bounds, they have for some time needed no carnet or 

triptyque, provided they have remained in the United Kingdom 

for no longer than seven days at a timej and the Customs 

have recently agreed to extend this period to twenty-one'days. 


3 . Most Continental countries have similar concessions, but 
Italy and Spain still insist on a carnet or triptyque in all 
circumstances. 
b-o It seems to me, therefore, that we can already fairly claim 

to be as generous as most of our Western European neighbours 

with import duties of any significance on aircraft. As 

private fliers have access to some twenty-seven Customs airports 

spread throughout the country for periods of three weeks at a 

time, subject only to prior notification of times of arrival in 

a few cases, they can already fly within easy reach of any 

place in the country they might v/ish to visit, without special 

documentation of any kind. 


5 . The Minister of Aviation is concerned with the general 
issue of encouraging the free movement of private and executive 
aircraft, especially within Europe. Our aircraft industry is 
at last recognising the potential market, here and abroad, for 
business aircraft, and is rapidly developing new models in this 
field. It is in the national interest to support this 
movement, which is already being done in a variety of ways, and 
one in his view further practical way of doing so is to 
minimise the documentation required for business aircraft on 
trips to and from the Continent. For this reason the Minister 
of Aviation would like the United Kingdom to set an example 
by abolishing the carnet system here, so that pressure could 
be brought to bear on other countries, at an international 
conference to be held in July, to follow suit. 

http://triptycru.es


6. Much as I sympathise with the cause of simplifying travel 
formalities, generally, as well as for private aircraft in 
particular , I consider that the relaxations already allowed 
"by the Customs make provision for all the reasonable needs of 
visitors arriving from abroad in private aircraft. It would 
admittedly be very difficult actually to dispose of a foreign 
registered aircraft here without being detected, but other 
breaches of the conditions attached to.the duty exemption in 
favour of aircraft used here solely for personal touring 
purposes, the temporary use of such aircraft in the service of 
United Kingdom residents, could easily pass undetected. 
Therefore if visitors wish to take such aircraft to airfields, 
or other places where they would no longer be under Customs 
surveillance, I do xiot reg;ard it as unreasonable that they 
should be expected to produce a carnet or triptyque as security 
for the strict observance of those conditions,, Apart from the 
pure revenue risks, any relaxation of control in this field 
might increase somewhat the risk of private aircraft being used 
to evade our security controls. This being so, I find it 
difficult to accept the view that we should actually take the 
lead in accepting such risks in the hope that this would enable 
the Minister of Aviation to persuade other countries to simplify 
their controls over private aircraft. 

7 . The view of the Minister of Aviation is that the risks 
entailed are theoretical rather than practical. To test the 
position, therefore, he would like to see an experimental 
abolition of our requirements of carnets for aircraft for a 
period of two years. I accept that the risks involved in such 
an experiment are significantly less serious than is the case 
with cars. The Minister holds that the proposed experiment 
could in addition be very closely controlled by our two 
departments. I cannot accept this but agree that it could 
be more closely controlled, than is practicable with cars. 

8 , The Minister considers that the risk of abolition is 
negligible and that the advantages, both from the tourist 
point of view and from the point of view of encouraging our 
light aviation industry, are very considerable. I, for my 
part, cannot accept that the risks are negligible, or that the 
advantages would be as great as he suggests., This being so, 
I do not think that it would be wise to make any substantial 
further concessions in this field on a unilateral basis.. I 
suggest that the whole matter should be reconsidered, if and 
when it becomes clear that a substantial number of other 
countries with duties at a significant level on aircraft are 
willing to dispense with, carnets for private aircraft. 

S. L. 


Treasury Chambers, S.W.1. 


20th June, 1961 
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CABINET 

CARNET SYSTEM FOR AIRCRAFT 

Memorandum by the Minis ter of Aviat ion 

I understand that the Chancel lor of the Exchequer i s concerned 
at the suggest ion of d i spens ing with the aircraft carnet sys tem a l together , 
or even for an exper imenta l per iod of two y e a r s . I sugges t that during 
this per iod an a l ternat ive s impler control be tr i ed out. If this can be 
authorised it would be good for t o u r i s m here and it would give us a 
reasonable chance of negotiat ing comparable s y s t e m s on the Continent 
of Europe during a conference due to s tart in July. 

2. Under the carnet s y s t e m the vis i t ing pi lot i s required: 

(a) To obtain p o s s e s s i o n of his carnet . This is a voluminous 
document. I am arranging to have one copy avai lable at the Cabinet 
meet ing so that my co l l eagues can s e e it if they wish . It c o s t s h im s o m e 
thing between £ 5 and £25 to do th i s . I regard this as a substantial 
impediment to t rave l . 

(b) "Without a carnet he i s t ied to the 27 Cus toms a irport s in this 
country. This is a further impediment to t o u r i s m at a t i m e v/hen air 
t rave l in the United Kingdom i s being encouraged by m a n y municipal 
author i t ies . 

(c) Wherever he g o e s he i s ca l l ed upon to produce this m a s s i v e 
documentat ion for c l e a r a n c e . 

3. I sugges t that the i n t e r e s t s of the Customs and E x c i s e could 
reasonably be s e c u r e d by a much s i m p l e r s y s t e m . Instead of a carnet 
the incoming touris t would be given a not ice sett ing out the var ious 
condit ions of entry - that the a ircraf t must not be so ld , m u s t not engage in 
transport or other work for h ire or reward or be used by United Kingdom 
res ident s or f i r m s . The las t two of these points are oddly omitted f rom 
the documentation which he at p r e s e n t u s e s . At the foot of the not ice 
would be a cert i f i cate for h i s s ignature saying that he accepted the condi 
t ions and would l eave within a spec i f i ed t ime by a Customs airport . 
Customs would keep one copy and the pi lot another. 

4. To help enforce this s y s t e m at a l l a e r o d r o m e s , and not only 
Customs a i r p o r t s , I would be wil l ing to ask all a e r o d r o m e authori t ies 
to inform us of any apparent breach . To prevent an a ircraf t being so ld 
whi le h e r e , m y Department would check Customs c l earance before accept ing 
the transfer of any a ircraf t to the United Kingdom r e g i s t e r . The check 
on the t ime l imit for departure would work as it does for the carnet . 



SECRET 


5. I sugges t that I be invited to work out a s y s t e m on these l ines 
with the Chancel lor of the Exchequer as being s i m p l e r , cheaper and 
quite as effect ive as the present carnet s y s t e m . We could try it during 
the exper imenta l per iod and if it worked we could make it permanent . 
It would not include the Royal A e r o Club guarantee but I understand this 
has only in prac t i ce been used in a c a s e w h e r e , after the aircraft has 
crashed , the Customs wished to l evy duty on the sa lvagable r e m a i n s . 

P . T. 

Ministry of Aviat ion, W. C. 2. 

20th June, 1961 
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CABINET 

THE COMMONWEALTH AND EUROPE 

NOTE BY THE PRIME MINISTER 

At a meeting at Chequers last week-end, with a number of my colleagues, 
I discussed the line which should be followed by the Ministers who will be visiting 
Commonwealth countries Over the next two or three weeks. Our main conclusion 
was that the approach to the Commonwealth must be on the basis that it is not 
possible to make an assessment of the conditions which would meet our own 
requirements and those of the Commonwealth which we would need to secure if 
we were to accede to the Treaty of Rome, without entering into negotiations with 
the European Economic Community. Therefore, we should apply to accede, in 
order to find out what those conditions would be; and we would like the 
acquiescence of the Commonwealth in this. 

2. I attach as an annex the directive for these Ministers which has been 
prepared in the light of that discussion. 

3. There is also a meeting of the Ministerial Council of the European Free 
Trade Association in London on 27th and 28th June. In view of the impending 
discussions with the Commonwealth we shall have to be very guarded in what 
we say to our partners in the Association at this stage, and we shall propose a 
further Ministerial meeting with them in July when the Commonwealth talks have 
been completed. 

H. M . 

Admiralty House, S.W. 1, 


21st June, 1961. 




ANNEX 


DIRECTIVE - FOR UNITED KINGDOM MINISTERS FOR THEIR 

DISCUSSIONS WITH COMMONWEALTH GOVERNMENTS 


Background 
At the meeting of senior Commonwealth officials in London on 25th May 

the United Kingdom Delegation summed up the position in the following six 
points : 

(a) We have as yet had no talks with the Six collectively. We have had 
informal talks with individual members of the Six (and we may have 
more). These have been in no sense a negotiation. 

(b) We now have, on the basis of what we have learned in these talks, to make 
our own assessment of what terms and special arrangements we might 
reasonably expect to obtain if we were to decide to negotiate with the 
Six. 

(c) After that, we intend to put the practical possibilities as we see them before 
other members of the Commonwealth and to discuss fully with them, 
in relation to their essential interests, what policy should be followed. 

(d)	 Similarly we must consult our partners in the European Free Trade 
Association. 

(e) Only after these consultations have taken place will the British Cabinet 
decide whether or not to open negotiations with the Six. 

(/) If it is decided to negotiate, there will be the need for very close and 
continuous consultation—and I mean consultation, not merely liaison— 
with other Commonwealth countries. We should have to consider what 
special arrangements were needed. 

2. We do not now believe that we can make a realistic assessment of the 
" terms and special arrangements we might reasonably expect to obtain " (point (b)
above) without actually entering into negotiations with the Six. We now wish to 
discuss with the Commonwealth what are the essential interests which we should 
try to safeguard in a negotiation to accede to the Treaty of Rome. 

Purposes of the Visits 
(a) To explain the political case 

3. The first purpose will be to explain and discuss with Commonwealth 
Ministers the broad political considerations which point to the conclusion that the 
only effective way of securing our political objectives in the world, and of averting 
the dangers of continued division in Europe which we foresee, lies in full United 
Kingdom membership of the European Economic Community. Ministers would 



say that the United Kingdom Government-—on their own judgment of these broad 
political considerations as well as of the general economic arguments—are minded 
to join the Six, provided that special arrangements can be negotiated-with the 
Community on matters involving the essential interests of,the Commonwealth (and 
also of United Kingdom agriculture and of our partners in the European Free 
Trade Association). In order to discover what special arrangements can be made, 
it is the view of the United Kingdom Government that it will be necessary tO enter 
into negotiations for accession to the Community. It will also be. necessary to 
take into account the serious political implications of making no attempt to 
negotiate and letting the present state of uncertainty drag on. 

4. Commonwealth Ministers may in general accept the political case for our 
joining the Six, although Canada will have reservations and Australia (or at least 
the Prime Minister, Mr. Menzies) may see possible countervailing damage to the 
political cohesion of the Commonwealth. 

(b) To discuss what	 are the Commonwealth's essential interests which we should 
try to safeguard 

5. The second purpose of the visits will be to seek the Commonwealths 
views on what their essential interests are and to discuss the special arrangements 
which would be needed to safeguard them. 

6. Some Commonwealth Ministers (New Zealand and perhaps Canada) may 
argue that nothing less than the maintenance of unrestricted Commonwealth free 
entry into the United Kingdom for all commodities on a permanent basis will 
avoid damage to their economies, and that any special arrangements which limit 
their present right to free entry would, by definition be damaging and therefore 
unacceptable. 

7. Ministers would explain that we would be prepared,; in an otherwise 
satisfactory settlement, to accept the basic principles and objectives of the Treaty 
of Rome as set out in Articles 2 and 3. Ministers would say that acceptance of 
these basic principles could not be reconciled with the maintenance of the principle 
of Commonwealth free entry in full and for all time. We should certainly do our 
best to maintain as much as we can. In the case of manufactured goods we do not 
think our chances are high. In the case of the developed Commonwealth countries 
we should try, if this would be helpful, to secure reductions in the level of the 
common tariff on some items. In the case of the underdeveloped Commonwealth 
countries we should also try to secure more equitable treatment for-stheif products. 
Raw materials should not cause undue difficulty. As regards, temperate-foodstuffs 
we would seek to make special arrangements (not only for the transitional period, 
but for the common market period as well) which would safeguard the substance 
of the Commonwealth^ present position. Our aim would be to secure for 
Commonwealth Countries outlets for their essential products' in the Comthunity 
as a whole (i.e., including the United Kingdom) which would be broadly corhparable 
with the outlets which they have now. In the case of tropibal products from- the 



newly independent Commonwealth (and the Colonies), we should hope to negotiate 
arrangements similar or equivalent to those made by the Six for the benefit of their 
" associated overseas territories ".. 

8. Ministers would say that we should expect the Six to show understanding 
of the special relationship between the United Kingdom and the rest of the 
Commonwealth, and to recognise the importance of the Commonwealth to the 
free world, but we cannot expect them to let us have everything we should like. 
Whatever our opening position may be, we should have to be prepared in the 
course of negotiations to concentrate on securing special arrangements for those 
items which are really essential to Commonwealth interests, because the more 
widely we claimed exceptional treatment, the more difficult the negotiations would 
become. 

9. United Kingdom Ministers' purpose would be to explore, in the light of 
the considerations above, what are the essential interests of Commonwealth 
countries which they would wish us to try to safeguard in any negotiations. 

General 
10. Ministers would emphasise that, at this stage, Commonwealth 

Governments are not being asked to agree to our joining the Six. They would 
say that they recognised that Commonwealth Governments could not commit 
themselves to this until they knew the terms and conditions on which we might 
join the Community, and in particular the details of the special arrangements that 
it might be possible to secure in order to safeguard Commonwealth interests. 
These terms and conditions could not be clear until negotiations with the Six had 
taken place. It would therefore be the aim of United Kingdom Ministers to secure 
the acquiescence of the Commonwealth to our entering into negotiations with the 
Six in order to ascertain on what terms and conditions we might become full 
members of the Community. 

Further Consultation with the Commonwealth 
11. If the United Kingdom Government open negotiations, we shall need to 

prepare—as will the Six themselves—a comprehensive negotiating brief. United 
Kingdom Ministers would say that, in that event, we would like to discuss with 
particular Commonwealth Governments those parts of the brief which are of special 
concern to them (notably Australia, New Zealand and Canada). Ministers would 
suggest to these Governments that (always supposing such a decision had been 
taken) a very small number of senior officials might meet in London for this purpose 
at a date to be arranged later. 

.12. United Kingdom Ministers would also raise the question of setting up 
some special machinery for maintaining close and continuous consultation during 
the course of any negotiations which may take place. It seems desirable to 



supplement the normal machinery (which will, of course, be fully used) and the 
Commonwealth Governments with substantial interests at stake might like to 
consider having small teams conveniently situated for the negotiations with the 
function of maintaining day to day contact with the United Kingdom negotiating 
team. For other Commonwealth Governments the normal machinery should 
prove adequate. During this period United Kingdom Ministers would keep in 
touch with Commonwealth Departmental Ministers and it may be desirable to 
arrange Ministerial discussion of specific points arising out of the negotiations. 

13. At the end of any negotiations, when we have a clear idea of the terms 
on which membership of the European Economic Community is open to us, the 
United Kingdom Government will have to reach a final decision—looking at the 
" package " as a whole—on whether or not the terms are such as to justify our 
joining the Six. The Commonwealth will be fully in the picture and it may well 
be that at that point a full Commonwealth conference will be desirable. 

14. United Kingdom Ministers may be pressed to have a Commonwealth 
conference before that—indeed to call one in the immediate future. If they are, 
they would say that such a conference would have little value until there is a 
concrete proposition to be discussed (which there will not be until negotiations with 
the Six have gone some way), but they might undertake to find out the wishes of 
the other Commonwealth countries. In general United Kingdom Ministers would 
discourage any such suggestion as far as they can. 

Publicity 
15. United Kingdom Ministers (and Commonwealth Ministers) will have to 

give some account of the talks to the Press. United Kingdom officials are preparing 
a draft communique for this purpose. But the whole question of publicity—already 
difficult enough—will be made much more difficult if Commonwealth 
Governments volunteer independent statements on their own responsibility. 
United Kingdom Ministers would therefore stress the importance of the closest 
prior consultation before any statements are made in order to avoid weakening the 
negotiating position. 

Summary of Aims 
16. United Kingdom Ministers' aims can be summarised as follows: 
(a) To bring Commonwealth Governments to accept the broad political (and 

economic) case for our joining the Six. 
(b)	 To find out from Commonwealth Governments what are the essential 

interests which they would wish us to try to safeguard. 
(c) To secure their acquiescence in our entering into negotiations with the Six 

in order to ascertain on what terms we might become full members 
of the Community. 



(d) To encourage the Commonwealth to make the arrangements necessary for 
the closest possible consultation in the period ahead. 

(e)	 To avoid a Commonwealth conference until we have had negotiations with 
the Six and have formed a clear idea of the terms on which membership 
of the Community would be open to us, and before we take our final 
decision. 

21st June, 1961. 
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CABINET 

LOCAL GOVERNMENT IN GREATER LONDON 

MEMORANDUM BY THE MINISTER OF HOUSING AND LOCAL GOVERNMENT AND 


MINISTER FOR WELSH AFFAIRS 


The Royal Commission on Greater London reported (Cmnd. 1164) in October 
(Greater London includes for this purpose the whole of the counties of London 
and Middlesex, parts of Essex, Kent and Surrey and a very small part of 
Herts. It contains a population of over 8£ millions. Maps are attached to the 
Royal Commission^ Report.). Since then I have collected the views of all the local 
authorities affected, and there have been inter-departmental discussions to see how 
far Departments are agreed on the main recommendations. I now seek the views 
of the Cabinet on the principal issues involved. I would like to publish a White 
Paper setting out the Government^ conclusions and intentions as soon as may be. 

The Commission^ Recommendations 
2. The Commission, whose report was unanimous, found that " judged by 

the twin tests of administrative efficiency and the health of representative 
government, the present structure of local government in [Greater London] is 
inadequate and needs overhaul " (paragraph 696 of the Report). 

3. They had two main criticisms of the present system. One was that " a 
number of the vital functions of local government within the area require a 
broader treatment than can be given to them under the present system". These 
functions include town planning, traffic, roads and overspill, all of which need in 
their view to be dealt with on a Greater London basis, but which are at present 
the concern of many different authorities. 

4. Their second main criticism was the lack of scope which the present 
structure provides for the boroughs in the area. Some of these are among the 
largest in the country, but instead of being allowed to run their own affairs as 
county boroughs do, they play a subsidiary role in uneasy partnership with the 
county councils. Within the county of London the concentration of power in the 
hands of the London County Council leaves the metropolitan boroughs with 
functions more limited than those of the smallest urban district council. 

5. The Commission proposed that the whole area should be divided into 
52 boroughs, including the City as a borough, (in place of 95 existing boroughs 
and urban districts), and that these boroughs should be the primary units of local 
government. They should perform all functions, except those which can only 
be effectively performed over the wider area of Greater London. Functions which 
require the wider treatment should be performed by a directly elected Greater 
London Council. 

6. Some functions would, they thought, have to be exercised concurrently, 
but the broad division of main functions which they envisaged was that the 
boroughs would be responsible for housing: personal health, welfare and 
children's services: environmental health: roads (other than main roads): libraries. 
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They recommended that the Greater London Council should be the education 
and planning authority, with provision for some distribution of these functions 
between themselves and the boroughs; and also should be responsible for traffic, 
main roads, refuse disposal and the fire and ambulance services. Police and water 
were outside the Commissions terms of reference. 

Reactions 
7. The comments I have received show that almost every local authority 

agrees that things cannot be left as they are. About as many are prepared to 
accept the Commissions type of solution as oppose it. In London and Middlesex 
the opinion in the boroughs divides almost entirely on party lines, nearly every 
Conservative-controlled council being in favour, and most Labour-controlled 
councils being opposed. In the outer counties opinion is also divided, but not 
noticeably on party lines. 

8. Inter-departmental discussions show a general agreement that local 
government within Greater London needs radical reorganisation, and that the 
broad line proposed by the Commission is the right one. All are agreed in wanting 
stronger boroughs which can become the primary units of local government. My 
Department and the Ministry of Transport both want an authority which can 
exercise highway, traffic and the major planning functions over the whole of the 
built-up area. 

9. All Departments with a major concern in local government want, however, 
to see fewer and larger boroughs than the Commission proposed—the Ministry 
of Education much fewer and much larger. This is the most difficult point in the 
whole business, and I return to it below. 

The Main Issue 
10. I think we will probably all agree with the Commissions main conclusion 

that local government within the Greater London area needs to be radically 
reorganised. Their two main criticisms as set out in paragraphs 3 and 4 above are 
beyond dispute. The plain fact is that London has completely outgrown its system 
of local government. What we have to do now is to match it to the needs of a city 
vastly bigger than that for which it was devised, and a city facing problems, 
especially of traffic and of strangulation, undreamed of at the end of the last 
century when the present structure was devised. 

11. I expect we will also agree that the Commissions broad approach to the 
solution is the right one, though there is undoubtedly a very difficult point on the 
size of the boroughs. No satisfactory alternative to the Commissions plan has 
been suggested. The counties threatened with extinction or amputation now 
express their willingness to set up a joint board to co-ordinate and plan (though not 
to execute) some " Greater London " functions, and to give the boroughs more to 
do by delegation or conferment. I am certain this is no remedy for the ills of 
London government. The body charged with the general planning of land use, 
roads, traffic and the like, must have real and independent authority if it is to be 
effective. Nor would the joint body solution satisfy the reasonable aspirations of 
the boroughs. Unless we adopt a solution on the lines recommended by the 
Commission, some of the larger of these boroughs will certainly seek county 
borough status from Parliament, and will deserve it. 

12. The Commission^ concept of the borough as the primary unit, and 
particularly as the authority administering a whole range of personal services, is I 
am convinced the right one, and it is widely supported in our Party. A system 
which places housing, preventive and environmental health services, welfare and 
children's services in the hands of one authority, local enough in character to enable 
local knowledge of the area and of its living and working conditions to be brought 
to bear, will not only greatly enlarge the scope of the borough councillor, but will 
also make for more effective administration of these closely linked social services. 
This seems to me to be the key feature of the Commissions plan, and one well 
designed to further the broad purpose to which our efforts at local government 
reorganisation are directed—to attract into local government more men and women 
of real ability by making sure that there are worthwhile jobs for them to do. 



13. I believe we now have an opportunity to put through a really effective 
piece of reorganisation which will bring London government into harmony with 
the physical features of the metropolis, and will fit it to face the challenge presented 
by changing social conditions and the ubiquitous motor car. The need for changes 
is widely accepted, there is a remarkably good measure of support in local 
government itself for a radical solution, and we have the benefit of a unanimous 
report which has earned widespread praise. We should not be deterred by the 
magnitude of the operation and the upheaval which it will cause. If the diagnosis1 

is right, as I think it is, then major surgery is necessary. The Commission were 
satisfied that the operation was feasible. They were also satisfied that Essex, Kent 
and Surrey would remain viable counties after the severance of their metropolitan 
areas. They are plainly right on both points. If we were not to adopt the 
Commission^ broad plan, we would need to explain why we found it unacceptable, 
and what we proposed to do instead to meet the evident need for machinery for 
tackling problems common to Greater London, and for increasing the responsibility 
entrusted to the Greater London boroughs. 

Education 
14. The Commission^ proposals provide for a sharing of the administration 

of the education service between the Council for Greater London and the boroughs. 
The cost would be borne by the Council and charged on the whole area. Their 
proposals under this head have been widely criticised, and this two-tier system is 
not acceptable to the Ministry of Education. They consider that the borough should 
be the education authority, except in a central area with a population of some 
1,100,000 where there should be unified control—perhaps through a joint board. 
Elsewhere they consider that it would be necessary to have very large boroughs, 
preferably some 17 with a population averaging 430,000, and certainly not more 
than 23 with a population averaging 320,000. Their reasons for this are the 
importance they attach to a wide choice of schools, and the difficulties they foresee 
in filling the top posts in 50 or so boroughs, and in getting co-ordinated planning 
among them. 

The Size of the Boroughs 
15. The Commission^ provisional proposals for the constitution of boroughs 

provides for 51 (plus the City of London) with an average population of 165,000 
and a population range of 81,000 to 249,000. As explained above, all Departments 
feel that at the lower end these boroughs would be inconveniently small. For 
myself I believe that a borough of 100,000 can function efficiently, but I am prepared 
to accept that we should aim at reducing the number to about 40 with a population 
minimum around 200,000 (excluding the City of London, which we must leave as 
it is). In my view this would unquestionably make for authorities of sufficient size 
and resources to attract staff of the right quality, and would well fit the concept of 
the borough as the primary unit. 

16. To go even this far will, however, increase our difficulties. The 
boroughs will resist amalgamations, and the larger the amalgamations the greater 
the resistance. 

17. If we proposed boroughs over 300,000, not a single borough would 
survive in its present form. Under the Commission^ proposals 19 would survive 
intact (including 3 county boroughs, which would lose some powers). Once 
we have decided and announced our general line, we shall have to draw up a 
provisional plan for the new boroughs for discussion with the authorities. I am 
not persuaded that the pattern provisionally proposed by the Commission was 
necessarily right—quite apart from the question of size. They kept very closely 
to existing boundaries, simply proposing amalgamations, and I think it may well 
be right to alter these boundaries at points. But however that, may be, if we 
propose very large boroughs, such as the Ministry of Education desires, we shall 
certainly run into serious trouble. 

18. I am quite sure myself that very large boroughs (by which I mean 
boroughs of over £ million population) are not the best units of local government. 
They inevitably tend to become bureaucratic—and the larger they are, the more 
remote the councillor. There would too be great difficulty in arguing that the 



circumstances of Greater London were so different that it was necessary to have 
here boroughs far larger than county boroughs elsewhere. Outside Greater London 
we are accepting 100,000 as the population which qualifies a district for 
consideration as a county borough. The average size of the five county boroughs 
into which the Local Government Commission propose that the Black Country 
should be reconstituted is about 190,000. Of the 83 existing county boroughs 
in England and Wales, only 14 have populations over 250,000, only 6 over 320,000. 

19. Indeed I do not know how we would present the argument for a pattern 
based on relatively few and very large boroughs. We could not possibly say that 
this was best for local government. It would be obvious to all the authorities, and 
to a good many other people too, that the pattern had simply been devised to suit 
the education service, regardless of the broader issue of what produces the best kind 
of local government unit. 

20. I recognise that a pattern which provided for as many as 40 boroughs 
within the area of Greater London would present the Minister of Education with 
a difficult problem. But I do not believe that problem is insuperable. It does not 
seem to me impossible to insist on some measure of freedom of choice for pupils 
between neighbouring authorities or indeed throughout the area, even if there are 
40 education authorities. Nor can I believe that it is impossible to find sufficient 
good education officers for this number of authorities out of the whole great 
educational profession, or to devise means of planning the proper provision of the 
service over the whole of the area. Meanwhile it seems to me that the overriding 
consideration, for education as well as for the other local government services, is 
a healthy system of local government; and I am convinced that we shall achieve 
that better by going for boroughs of moderate size than for very large ones. 

Conclusions 
21.—(a) I ask the Cabinet to agree that we should propose the reorganisation 

of local government within Greater London on the broad lines recommended by 
the Royal Commission, making the borough the primary unit, but creating a 
Greater London Council (directly elected) to carry out certain functions. 

(b) If this is agreed, I need a decision on the size of the boroughs. My 
proposal is that we should aim at organising the whole area into about 40 boroughs, 
with a minimum population of about 200,000; the precise pattern must depend 
on how it works out on the ground, and on the reactions we get to detailed proposals 
when we publish them. 

(c) If both (a) and (b) are agreed, I suggest that I should now prepare, in 
consultation with those of my colleagues principally concerned, a draft White Paper 
for the consideration of the Cabinet. There are several other points both of 
substance and of procedure which the Cabinet will wish to consider, but this can 
probably best be done in the context of a Paper. 

Time-table 
22. It will not be practicable to legislate next session; but for the removal of 

uncertainty it is important that the White Paper should be published before the 
recess. The local authorities badly need to know what, if anything, the Government 
intend to do. It is exceedingly difficult for them to carry on in the present state of 
doubt. We should in my view aim to produce a Bill at the beginning of the 1962-63 
session. If we did that the new authorities might be elected in the autumn of 1964 
and take over from the existing authorities in April 1965. 

H. B. 

Ministry of Housing and Local Government, S.W. 1, 


23rd June, 1961. 




Printed for the Cabinet. June 1961 

C. (61) 86	 Copy No. 
26th June, 1961 ,	 " . . : . ' 

CABINET 

SOUTHERN CAMEROONS 

- MEMORANDUM BY THE LORD CHANCELLOR 

When the Cabinet discussed the situation in the Southern Cameroons on 
13th June (C.C. (61) 31st Conclusions, Minute 7) they agreed that the United 
Kingdom delegation to the talks to be held between Mr. Foncha and Mr. Ahidjo 
on 15th June should be given the following instructions:, ,. , . 

(a) They should conduct their	 discussions on the basis that we intended to 
withdraw the United Kingdom battalion after 1st October, 

(b) They should-seek to ascertain what measures were contemplated by the 
Prime Minister of the Southern Cameroons, Mr. Foncha, and the Prime 
Minister of the Cameroun Republic, Mr. Ahidjo, for the maintenance 
of the administration and of internal security, and how. far they were 
agreed about future arrangements for the Southern Cameroons and 
its associations with the Cameroun Republic. 

(c) They could indicate that we would be prepared to provide £\ million in 
.. assistance during the first year after independence, either to enable our 

expatriate officers to continue in the administration; or.to support the 
budget - r:; . 

The delegation have now returned and their report has been considered by the 
Afeiea- Committee. 

2. The "delegation found that there were serious differences between 
Mr. Ahidjo, and Mr..', Foncha about the transfer of sovereignty on 1st October. 
Mr. Foncha insisted that transfer of sovereignty could be effected only to a 
Federation and that it was therefore necessary to establish Federal arrangements 
before 1st October.. Mr. Ahidjo, on the other hand, insisted that, in accordance 
with the United Nations resolution of 21st April, the Southern Cameroons must 
first join the Cameroun Republic and that the Federation could not be set up until 
after it had done so. Because of this fundamental disagreement, no progress could 
be made on discussions about the possibility of a Southern Cameroon security 
force being trained by.forces of the Republic; the prospects of agreement on such 
an arrangement did not-appear in any case to be great, since Mr. Ahidjo is clearly 
suspicious of any suggestion that Mr. Foncha should establish, a private army. 

3. The delegation announced our intention of withdrawing the United 
Kingdom force from the Southern Cameroohs on 1st October. Mr. Foncha 
pressed stranglyjfor; Jts.iretention* -but-thougfr-Mr^Ahidjo- associated:himself with a 
formal request to -this effect, it was clear thatihis support was lukewarm and there 
have since been,further indications that he,is not, in favour, of the proposal. .; 

4. In the event our delegation didnot put.forward the offer of &\ million aid. 
5. The delegation further reported that neither the SouStribrh Cameroonians, 

nor the local British community, have so far taken literally the official 
announcements that the battalion will leaye;,on 1st October, As soon,as it became 
clear that it was to do so, officials, including; expatriate police officers, whose 
contracts were due to expire would begin to leave and it was' expected that most 
expatriate employees of British firms would follow suit. There could thus be no 
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question of an Aid Mission and it was highly probable that the Southern Cameroons 
Government would collapse, opening the way for the establishment of a Communist 
regime. On the other hand, they reported that there would be grave implications 
if the battalion were to remain. It would almost certainly require reinforcement 
and might well become involved in the internal squabbles between two parts of the 
future Federation. 

6. The delegation made four recommendations:	 .... 
(a) That military action should be taken before 1st October against one. camp 

of 200 terrorists which has been located in an isolated area. 1 ' - '-! 

(b) That a Consular post should be opened at Buea on 1st October. 
(c) That if the British battalion is to be withdrawn on 1st October an immediate 

announcement should be made so that those who wish to leave may 
have reasonable time in which to do so. 

(d) That an alternative to the withdrawing of the battalion might be to confine 
it to the Victoria district (the coastal area) for a period of 12 months. 

7. The Africa Committee have concluded that the first three of these 
recommendations should be accepted; they were advised that the risk that the 
limited anti-terrorist operation proposed might provoke a general outbreak of 
terrorism, which would require the reinforcement of our battalion, was small. 
They rejected the proposal to leave a battalion in the coastal area of the Southern 
Cameroons for a further 12 months. The Chiefs of Staff have reported that 
they see serious military objections to this course and, if it were adopted, the risk 
of involvement in the squabbles of Mr. Foncha and Mr. Ahidjo would remain. 

8. The Amea Committee also concluded that we should remain prepared 
to offer million aid to the Southern Cameroons and that we should proceed with 
transitional arrangements for the ending of Commonwealth Preferences after 
1st October. 

9. There is a possibility that Mr. Foncha, if he is unable to compose his 
differences with Mr. Ahidjo, may appeal to the United Nations to extend 
trusteeship beyond 1st October: if such an appeal were granted, our responsibility 
would of course remain. The suggestion has been made that it might be in our 
interests to encourage him to do so: on the one hand a further period in which to 
complete transitional arrangements might be instrumental in preventing conditions 
developing in a manner favourable for Communist exploitation; on the other hand, 
if the appeal were refused, we should perhaps have more justification for 
withdrawing the British battalion. Against the suggestion, it has been represented 
that there are in any case military and financial objections to leaving the battalion 
in the Southern Cameroons after 1st October, and that to raise the question in the 
Trusteeship Council would provide an opportunity for attacks on our policy. ;,\ 

10. I invite the Cabinet— . - n , * 
(a) To endorse the conclusions of the -Africa Committee, that: 

(i) An	 official announcement should be made in Buea at an early 
date of our intention to withdraw the British force from the 
Southern Cameroons when our trusteeship ends on 1st October. 

(ii) A consular post should he opened in Buea on 1st October. 
(iii) Military	 action should be taken against a terrorist camp as 

proposed by the delegation. 
(iv) We should remain prepared to offer £ I million aid in the first year 

after the end of trusteeship. 
,;n (v) We should proceed with transitional arrangements for the ending 

-^i, : v , of Commonwealth Preferences after 1st October. , - ^ : 

(b) To consider whether Mr. Foncha should be encouraged to ; seek' an 
-,!.!!,f . extension of the trusteeship status of the Southern Cameroons after 

1st October. .. 

Lord'CUd	 'y."' *;" V  . ' ;  \ " i r  :

,23,rd June, 1961. ' , ....., ., V ; i , J . \ \ . 
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CABINET 

THE COMMONWEALTH AND EUROPE 

NOTE BY THE PRIME MINISTER 

It was agreed at the meeting of the Cabinet held on 22nd June, 1961, that the 
draft directive for the three Ministers who are to visit Commonwealth countries, 
which was annexed to C. (61) 84, should be revised in the light of our discussion 
(C.C. (61) 35th Conclusions, Minute 4). 

The Home Secretary held a meeting of the Ministers principally concerned 
on 26th June, 1961, at which they agreed upon a revised directive. I now circulate 
this to the Cabinet. 

H. M. 

Admiralty House, S.W. 1, 

27th June, 1961. 




ANNEX 


DIRECTIVE FOR UNITED KINGDOM MINISTERS FOR THEIR 

DISCUSSIONS WITH COMMONWEALTH GOVERNMENTS 


Background 
At the meeting of senior Commonwealth officials in London on 25th May the 

United Kingdom Delegation summed up the position in the following six points: 
(a) We have as yet had no talks with the Six collectively. We have had 

informal talks with individual members of the Six (and we may have 
more). These have been in no sense a negotiation. 

(b) We now have, on the basis of what we have learned in these talks, to 
make our own assessment of what terms and special arrangements we 
might reasonably expect to obtain if we were to decide to negotiate with 
the Six. 

(c) After that, we intend to put the practical possibilities as we see them before 
other members of the Commonwealth and to discuss fully with them, 
in relation to their essential interests, what policy should be followed. 

(d)	 Similarly we must consult our partners in the European Free Trade 
Association. 

(e) Only after these consultations have taken place will the British Cabinet 
decide whether or not to open negotiations with the Six. 

(/) If it is	 decided to negotiate, there will be the need for very close and 
continuous consultation—and I mean consultation, not merely liaison 
—with other Commonwealth countries. We should have to consider 
what special arrangements were needed. 

2. We now feel that we have taken these informal talks as far as practicable. 
We cannot expect to obtain more details of the special arrangements that might 
be obtained without entering into negotiations with the Six. 

Purposes of the Visits 
(a) To explain the political case 

3. The first purpose will be to explain and discuss with Commonwealth 
Ministers the broad political considerations which point to the conclusion that 
the most effective way of securing our political objectives in the world, and of 
averting the dangers of continued division in Europe which we foresee, lies in full 
United Kingdom membership of the European Economic Community. Ministers 
would say that the United Kingdom Government—on their own judgment of 



these broad political considerations as well as of the general economic arguments 
—are minded to join the Six, provided that satisfactory arrangements can be 
negotiated with the Community to safeguard the essential interests of the 
Commonwealth (and also of United Kingdom agriculture and of our partners in 
the European Free Trade Association). If we are to discover what special 
arrangements can be made, it appears that it will be necessary to enter into formal 
negotiations. It will also be necessary to take into account the serious political 
implications of making no attempt to negotiate and letting the present state of 
uncertainty drag on. 

4. Commonwealth Ministers may in general accept the political case for our 
joining the Six, although Canada will have reservations and Australia (or at least 
the Prime Minister, Mr. Menzies) may see possible countervailing damage to the 
political cohesion of the Commonwealth. 

(b) To discuss what are the Commonwealth's	 essential interests which we should try 
to safeguard 

5. The second purpose of the visits will be to seek the Commonwealths views 
on what their essential interests are and to discuss the special arrangements which 
would be needed to safeguard them. 

6. Some Commonwealth Ministers (New Zealand and perhaps Canada) may 
argue that nothing less than the maintenance of unrestricted Commonwealth free 
entry into the United Kingdom for all commodities on a permanent basis will avoid 
damage to their economies, and that any special arrangements which limit their 
present right to free entry would by definition be damaging and therefore 
unacceptable. They should be warned that, even if we do not join the Six, it does 
not by any means follow that the existing access to the United Kingdom market 
which Commonwealth products enjoy can be preserved in full, in face of increased 
efficiency in production at home and growing pressure on a free food market from 
abroad. 

7. Thus it would be unrealistic to suppose, whether we join the Six or not, 
that with all the changes taking place in the world the Ottawa arrangements could 
continue indefinitely in their entirety, any more than our own access to 
Commonwealth markets has remained unaltered. Our aim would be to preserve 
as much as we could of the Commonwealth market in this country. We had on 
many occasions said that we could not accept the complete abolition of the system 
which would be involved if we accepted the basic principles and objectives of the 
Treaty of Rome as set out in Articles 2 and 3, without any special arrangements to 
safeguard the position of the Commonwealth. In any negotiations with the Six, 
therefore, the United Kingdom would seek special arrangements such as would 
preserve the pattern of Commonwealth trade to the maximum possible extent, both 
in the transitional period and in the Common Market period. 



8. Ministers would say that we should expect the Six to show understanding 
of the special relationship between the United Kingdom and the rest of the 
Commonwealth, and to recognise the importance of the Commonwealth to the free 
world, but we cannot expect them to let us have everything we should like. 
Whatever our opening position may be, we should have to be prepared in the course 
of negotiations to concentrate on securing special arrangements for those items 
which are really essential to Commonwealth interests, because the more widely we 
claimed exceptional treatment, the more difficult the negotiations would become. 

9. United Kingdom Ministers' purpose would be to explore, in the light of the 
considerations above, what are the essential interests of Commonwealth countries 
which they would wish us to try to safeguard in any negotiations. 

(c) To	 bring the Commonwealth to accept that we may decide to enter into 
negotiations with the Six in order to ascertain whether we can obtain terms 
which would meet our requirements, including those of the Commonwealth 

10. Ministers would emphasise that, at this stage, Commonwealth 
Governments are not being asked to express a view as to whether we should join 
the Six. They would say that neither the United Kingdom Government, nor the 
Governments of the other Commonwealth countries, could commit themselves to 
this until they knew the terms and conditions on which we might join the 
Community, and in particular the details of the special arrangements that it might 
be possible to secure in order to safeguard Commonwealth interests. Whether such 
terms and conditions could be obtained would not be clear until negotiations with 
the Six had taken place. It would therefore be the aim of United Kingdom 
Ministers to create a state of mind in which Commonwealth Governments would 
accept (although they might not be willing positively to say so) that we should 
enter into negotiations with the Six in order to ascertain what terms and conditions 
we might obtain. 

Further Consultation with the Commonwealth	 i 
11. If the United Kingdom Government open negotiations, we shall need to 

prepare—as will the Six themselves—a comprehensive negotiating brief. United 
Kingdom Ministers would say that, in that event, we would like to discuss with 
particular Commonwealth Governments those parts of the brief which are of 
special concern to them (notably Australia, New Zealand and Canada). Ministers 
would suggest to these Governments that (always supposing such a decision had 
been taken) a very small number of senior officials might meet in London for this 
purpose at a date to be arranged later. 

12. United Kingdom Ministers Would also raise the question of setting up 
some special machinery for maintaining close and continuous consultation during 
the course of any negotiations which may take place. It seems desirable to 
supplement the normal machinery (which will, of course, be fully used) and the 



Commonwealth Governments with substantial interests at stake might like to 
consider having small teams conveniently situated for the negotiations with the 
function of maintaining day-to-day contact with the United Kingdom negotiating 
team. For other Commonwealth Governments the normal machinery should 
prove adequate. During this period United Kingdom Ministers would keep in 
touch with Commonwealth Departmental Ministers and it may be desirable to 
arrange Ministerial discussion of specific points arising out of the negotiations. 

13. At the end of any negotiations, when we have a clear idea of the terms 
on which membership of the European Economic Community is open to us, the 
United Kingdom Government will have to reach a final decision—looking at the 
" package " as a whole—on whether or not the terms are such as to justify our 
joining the Six. The Commonwealth will be fully in the picture and it may well 
be that at that point a full Commonwealth conference will be desirable. 

14. United Kingdom Ministers may be pressed to have a Commonwealth 
conference before that—indeed to call one in the immediate future. If they are, 
they would say that such a conference would have little value until there is a concrete 
proposition to be discussed (which there will not be until negotiations with the 
Six have gone some way), but they might undertake to find out the wishes of the 
other Commonwealth countries. In general United Kingdom Ministers would 
discourage any such suggestion as far as they can. 

Publicity 
15. United Kingdom Ministers (and Commonwealth Ministers) will have to 

give some account of the talks to the Press. United Kingdom officials are preparing 
a draft communique for this purpose. It is essential that nothing should be said 
in one country which would prejudice subsequent discussion in the other countries. 
But the whole question of publicity—already difficult enough—will be made much 
more difficult if Commonwealth Governments volunteer independent statements 
on their own responsibility. United Kingdom Ministers would therefore stress 
the importance of the closest prior consultation before any statements are made 
in order to avoid weakening the negotiating position. 

-

Summary of Aims 
16. United Kingdom Ministers' aims can be summarised as follows: 
(a) To bring Commonwealth Governments to understand that the broad 

political (and economic) case for our joining the Six justifies an attempt 
to find out whether we can obtain terms and conditions which would 
meet our requirements, including those of the Commonwealth. 

(b) To find out from Commonwealth Governments what are the essential 
interests which they would wish us to try to safeguard. 



(c) To bring the Commonwealth to accept that we may decide to enter into 
negotiations with the Six in order to ascertain whether we can obtain 
terms which would meet our requirements, including those of the 
Commonwealth. 

(d) To encourage the Commonwealth to make the arrangements necessary for 
the closest possible consultation in the period ahead. 

(e) To avoid a Commonwealth conference until we have had negotiations with 
the Six and have formed a clear idea of the terms on which membership 
of the Community would be open to us, and before we take our final 
decision. 

26th June, 1961. 
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FIVE-YEAR PLAN FOR PUBLIC EXPENDITURE 

Memorandum by the Chancel lor of the Exchequer 

At the end of March, I was invited by the Cabinet to arrange for 
off ic ials to work out a plan for the deve lopment of the public s ec tor and i ts 
expenditure over the next four y e a r s , on the a s sumpt ion that the ratio of 
public expenditure to the g r o s s national product should r e m a i n at 
42 . 5 per cent, to examine methods of financing such expenditure, and to 
report on the impl icat ions for economic growth, taxation and the balance 
of payments (C. C.(6l ) 19th Conclusions^ Minute 4). 

2. The off ic ials have now made their f i r s t report , which i s annexed 
to this memorandum. For this purpose they have taken a wide definition 
of public expenditure, including spending from the Exchequer above and 
be low the l ine , the expenditure f rom the national insurance funds, the 
current and capital expenditure of loca l author i t i e s , and the capital 
expenditure of the nat ional i sed i n d u s t r i e s , and the Br i t i sh Transport 
C o m m i s s i o n (B. T. C, ) deficit . The report i s a Treasury report , but I 
gather that it has been fully worked over by a c o m m i t t e e represent ing 
24 Departments . The off ic ials have not comple ted their remi t , but they 
have taken it to the point at which they can make no further p r o g r e s s 
without dec i s ions from u s . Indeed, the pos i t ion that they p r e s e n t i s s o 
s e r i o u s , and i s so c l ear ly re levant to the i m m e d i a t e e c o n o m i c s ituation, 
that major d e c i s i o n s are obviously n e c e s s a r y . 

3. When- I or ig inal ly put in hand a r e v i e w of expenditure and r e s o u r c e s , 
I was thinking mainly about taxation - about what we might achieve in tax 
reduct ions during the l i fe t ime of this P a r l i a m e n t . The quest ion of 
taxation i s s t i l l v e r y much in the centre of the e x e r c i s e . But in my 
d i s c u s s i o n s with the Colonial S e c r e t a r y , the Minis ter of Housing and Local 
Government and the Minister of Labour, which led up to m y Cabinet 
paper , C. (6l) 43; the d i s c u s s i o n s in the Cabinet i tse l f ; and, I gather, in 
the d i s c u s s i o n s among the of f ic ia ls , i n c r e a s i n g weight has been p laced 
upon the role of public expenditure both as an obs tac le and as an 
instrument for bringing about c o m p e t i t i v e n e s s , growth and so lvency . 

Descr ip t ion of the Report 

4. The report there fore begins with a r e v i e w of the pros pec t ive 
growth of the national r e s o u r c e s (paragraphs 10-52) . This p r e s e n t s a 
pattern of development of the economy b a s e d upon three p o i n t s : 
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(i)	 5 per cent, per year increase in income per v/orker from 
wages and s a l a r i e s . 

(i i) 2,\	 per cent per year increase in g r o s s domest i c product 
( G . D. P. ) per worker , and \ per cent per y e a r i n c r e a s e 
in working population. 

( i i i )	 Fubl ic expenditure in 1965-66 at 4 2 . 5 per cent of g r o s s 
national product (G. N. P. ). 

5. There i s no doubt that this is an opt imist ic pattern. It i m p l i e s 
that: 

(i)	 The ba lance -o f -payments problem wil l be so lved during 
the four y e a r s to 1965-66, despite continuing i n c r e a s e s 
in p r i c e s and c o s t s , and by means which permit 
cons iderable expansion of G. D. P. This would cal l 
for a growth in the volume of exports at near ly 
6 per cent per year - or nearly double what has been 
achieved in recent y e a r s in favourable, conditions of 
world trade . 

( i i)	 The rate of i n c r e a s e of G. D. P. per v/orker wi l l be fas ter 
than in the las t decade. 

( i i i )	 The public wi l l be wil l ing to consume a s m a l l e r proportion 
of i t s extra income than it has done before . 

6. One can s e e the arguments in paragraphs 44 to 52 that have led to 
the adoption of this opt imis t i c b a s i s . Eut there i s no certainty about 
them. 

7. The report then turns to public expenditure; it shows the course 
of expenditure over the las t decade (paragraphs 55-62) ; it then develops 
important cons iderat ions about the effect of public expenditure upon the 
nation's e conomic growth and so lvency - the way in which the public 
s e c t o r i t se l f (which d irec t ly employs nearly 6 mi l l ion people and c a r r i e s 
out over 40 per cent of the nation 1 s investment) u s e s i t s r e s o u r c e s of 
labour and capital (paragraphs 63-68) ; and the impact on the private 
s e c t o r , both v ia taxation (paragraph 69) and via i t s effect upon the way 
in which it affects the private s e c t o r ' s deployment of labour and capital 
(paragraphs 71, 72) and e s p e c i a l l y the disproportionately adverse effects 
upon G. N. P. of part icu lar kinds of expenditure (paragraphs 73-77) . 

8. This i s al l in effect background for the "plan" i tself , which 
concentrates on a few large p r o g r a m m e s which represent nearly 
80 per cent of public expenditure (defence, aid, public inves tment , 
a s s i s t a n c e to industry, agr icul ture , education, health, pens ions and 
other benef i t s ) . In each c a s e a speci f ic quantitative proposa l or pol icy 
i s proposed ( l i s t ed in paragraph 139). 



9. The plan involves an i n c r e a s e of about £1,100 m i l l i o n s , at the 
p r i c e s of the f irs t quarter of 1961, in total public expenditure over the 
per iod 1961-62 to 1965-66 (paragraph 118). But in order to carry out our 
des ideratum of 42. 5 per cent of G. N. P . , the expenditure could be a l lowed 
to i n c r e a s e by only about £ 1 , 0 0 0 mi l l i ons (paragraph 122). Thus, although 
the b a s i s of future r e s o u r c e s i s highly opt imis t i c , the proposa l s have 
been unable to contain expenditure within the 42. 5 per cent. If of c o u r s e 
a l e s s opt imist ic bas i s was used , the; proportion of public expenditure to 
G. N. P . would r i s e sharply . 

10. Thus, the p r o p o s a l s , which are formidable in t h e m s e l v e s , are 
n e v e r t h e l e s s not enough to contain public expenditure within 42 . 5 per cent 
of G. N. P . even on opt imis t ic as sumpt ions about the future of G. N. P. and 
about the b a l a n c e - o f - p a y m e n t s . On l e s s favourable a s s u m p t i o n s , a 
rapid i n c r e a s e in the proportion of public expenditure to G, N. P . i s 
inevitable . 

Conclusions to be ,drawn 

11. The trend for i n c r e a s e d public expenditure i s very strong - and 
there are no declining p r o g r a m m e s . Defence , aid, soc ia l s e r v i c e s , 
economic support - a l l are going up. The public investment p r o g r a m m e s 
play an important (and probably prev ious ly under-es t imated) ro le in 
generating i n c r e a s e d current expenditure. 

12. Part icu lar importance i s attached to a number of expenditures 
which are disproport ionate ly m o r e damaging to the economy than are 
public expenditures genera l ly - o v e r s e a mi l i tary and po l i t i ca l 
expenditures; defence and other p r o g r a m m e s which occupy the r e s o u r c e s 
of management , technology and sk i l l ed labour of our m o s t advanced 
indus tr ie s ; subs id ies and loans which keep capital and labour in low
productivity industr ies and hinder its movement to h igh-product iv i ty 
industr ies . Of course these expenditures have their purpose - but we 
must not u n d e r - e s t i m a t e their effect upon our economic p e r f o r m a n c e . 

13. If we are going t o try s e r i o u s l y to put our affairs in order , there 
i s very l i t t le room for manoeuvre (paragraphs 124-128). The report 
deals with the big p r o g r a m m e s which account for the overwhelming 
majori ty of the expenditure and, although one can imagine switching the 
percentages round according to choice , it i s i m p o s s i b l e to avoid the 
conclusion that this i s the kind of thing that has to be done. We had 
better do it quickly, for it w i l l not b e c o m e any e a s i e r . 

14. If we do not take act ion on the l ines envisaged in the report , 
we rea l ly commit o u r s e l v e s to five y e a r s ' i n c r e a s e in the burden of 
taxation - on the m o s t opt imis t ic a s sumpt ions . On perhaps m o r e 
r e a l i s t i c a s sumpt ions , there wi l l have to be very unpleasant i n c r e a s e s 
in taxation, accompanied by what may wel l be w o r s e , a continuing 
fa i lure , because of our over loaded economy, to so lve the p r o b l e m s 
of inflation, growth and so lvency . 
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15. I would hope, therefore , that my co l l eagues would certainly 
authorise me ,to announce at once our intention of keeping the growth of 
public expenditure in step with that of G. N. P . But I mus t make it quite 
c lear that I could not proper ly make a statement of this kind, or indeed 
any other that was des igned to give the i m p r e s s i o n that we were going 
to take effective action to moderate the growth of public expenditure 
u n l e s s my co l l eagues were prepared to agree that this should be 
immediate ly a s s o c i a t e d with action on the s c a l e and general direct ion of 
that proposed in the report . 

S. L. 

T r e a s u r y Chambers , S. W. 1. 

28th June, 1961. 
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- PUBLIC EXPENDITURE AND RESOURCES, 1961-62 TO 1965-66 

Report by the Treasury to the Chancellor of the Exchequer 

1. On 28th March, 1961, the Cabinet (C.C. (61) 19th Conclusions) took note 
of the Chancellor of the Exchequer's papers C. (61) 43 and 44, and invited him: 

to arrange for officials to work out a plan for the development of the public 
sector and its expenditure over the next four years, on the assumption that the 
ratio of public expenditure to the gross national product should remain at 
42-5 per cent, to examine methods of financing such expenditure, and to 
report on the implications for economic growth, taxation and the balance of 
payments. 
2. In his Budget speech the Chancellor said (Hansard, 17th April, 1961, 

col. 793): 
" Nowadays, all political parties are committed to a high and rising level 

of expenditure on education, public health and numerous other public services. 
But although this is accepted, public expenditure must not be allowed to outrun 
the prospective growth of our resources. It should not take too much of our 
resources from other forms of economic activity where growth is most likely 
to come. We must, therefore, see that we get the priorities as nearly as right 
as we can, both within the public sector and between the public and the private 
sectors. 

This calls for new methods. We need increasingly to look at all public 
expenditure together instead of piecemeal, and to look at it for a period of years 
in relation to prospective resources. I have recently set,in hand a study of the 
whole problem of public expenditure in relation to the prospective future 
growth of our resources for a period of five years ahead . . . The object of 
carrying out the study which I have just mentioned is to see how we can best 
keep public expenditure in future years in proper relationship to the growth 
of our national product." 
3. The Plowden Committee on Control of Public Expenditure has 

recommended, as one of the basic principles of reconstruction of the system of 
decision-making in Government expenditure, that there should be regular 
Ministerial appraisals of public expenditure as a whole, over a period of years 
ahead, and in relation to prospective resources, and that decisions involving 
substantial future expenditure should be taken in the light of these appraisals 
(Second Interim Report, circulated as C. (61)44, paragraph 11). 

4. The present report has been prepared by the Treasury, but the Departments 
mainly concerned have participated fully in the work. The report has been 
extensively considered by the Public Expenditure Survey Committee, which is a 
Committee of Deputy Secretaries and Under-Secretaries of 24 Departments under 
Treasury chairmanship. The Committee has a sub-committee on investment, and 
special sub-groups dealing with defence, with civil operations overseas, with 
assistance to industry and agriculture, and with social services. The membership 
of the Committee, sub-committee and sub-groups is set out in Appendix I. The 
report can in no sense be regarded as being agreed between the Departments or as 
committing them in any respect, but it has been prepared with their full knowledge 
and co-operation. 

A "Plan" for the Development of the Public Sector 

5. In accordance with the Cabinet remit the objective of this report is to 
present the background for the formulation of a co-ordinated series of policies, 
covering the main public expenditures, designed over the period to 1965-66 to: 

(i) in the aggregate, keep within 42 - 5 per cent of the gross national product; 
(ii) make the best practical contribution	 to the growth and solvency of the 

national economy. 



For this purpose, we have taken a wide definition of public expenditure, including 
spending from the Exchequer above and below the line, the expenditure from the 
national insurance funds, the current and capital expenditure of local authorities, 
the capital expenditure of the nationalised industries, and the B.T.C. deficit. 
We take the period up to the financial year 1965-66; and base the work on the 
estimated public expenditure for 1961-62, within the framework of the accounts of 
national income and expenditure. 

6. The report covers a five-year period extending into the middle of the next 
Parliament, but it is concerned "entirely with immediate action. The decisions 
which the Government are taking now, and the developments which are now taking 
place in the public services, las a result of previous Government decisions, are in 
fact determining the level oil public expenditure five years ahead. Except in a few 
relatively unimportant areas, it takes some years to modify the course of public 
expenditure, except in conditions of political and economic crisis: in formal terms 
the Governmenfs commitments do not extend very far ahead, but in practical 
terms the freedom for manoeuvre is quite small. Thus, either the Government take 
decisions now which govern public expenditure for some years ahead, or the 
development follows implicitly from the momentum of what has gone before. 

7. The preparation of a " plan " for the development of the public sector is 
not an attempt to predict the future or to gaze into a crystal ball. It is meant to 
provide an appraisal which will help Ministers to take decisions which will control 
the future course of public expenditure rather than allowing it to be determined 
by its own momentum. It is a matter of making judgments on the best appraisal 
that can be provided of future resources and future risks. 

8. This work can be regarded as falling into two parts—on the one side the 
prospective resources and on the other the claims that the public sector will make 
on them. But this is perhaps unduly simplified, for the future development of 
resources will in fact affect the size and composition of public expenditure, and 
the future size and composition of public expenditure can substantially affect the 
growth of resources. About 25 per cent of the working population are working 
in the public sector, and public expenditure accounts for well over 40 per cent 
of the national product. So what happens in the public sector is of great 
importance for the national economy as a whole, and the public expenditure and 
the national resources act and inter-act upon each other. If the composition of 
the public expenditure is favourable for the growth and solvency of the national 
economy, then it may become possible to sustain a larger public expenditure than 
would otherwise be possible, and vice versa. 

9.	 The appraisal is made here in five sections: 

I.—The Prospective Growth of Economic Resources. 


II.—The Future Development of the Economy. 

III.—The Shape and Impact of Public Expenditure. 

IV.—The Framework of a " Plan " for the Public Sector. 

V.—Conclusions and further action. 


I.—THE PROSPECTIVE GROWTH OF ECONOMIC RESOURCES 

10. This section sets out the factors to be taken into account in any judgment 
of the future course of the gross national product. The G.N.P. is the total output 
of goods and services produced within the nation (gross domestic product, or 
G.D.P.) plus the net income from ownership of property abroad. The latter 
element is relatively small, so that the important question is the rate of growth of 
G.D.P. There are three measurements to be considered: 

(a) growth of the working population; 
(b) growth of G.D.P. per worker at constant prices (i.e., productivity); 
(c) future level of wage and salary incomes. 

We first set out the relevant quantitative considerations, and then make an 
assessment of the basis that should be adopted for the immediate work. 

59187 



Growth of Working Population 
11. In 1960 the Central Statistical Office made a forecast of the prospective 

growth of the working population. This took account of the changing age and sex 
composition: it provided for increased employment of married women and for 
the effects of later school-leaving and more university and other full-time higher 
education. It assumed that unemployment remained at a very low level. 

12. The 1960 forecast, which was made on the basis of 1959 data, showed an 
increase in the working population between mid-1959 and mid-1965 of 623,000, 
equivalent to an average rate of growth of 0-4 per cent per annum. This would 
be appreciably slower than the average rate achieved in the 1950s, which was about 
0-6 per cent per annum. In the first year of the period covered by the forecast, 
however, the actual rate of increase was about 1 - 2 per cent. A provisional analysis 
of the figures for 1960 shows that the rise resulted partly from the renewed influx 
of West Indian and Pakistani immigrants and partly from a more rapid rise than 
had been expected in the number of women at work. If these two factors persist, 
the average annual increase between 1960 and 1965 would be appreciably higher 
than 0-4 per cent, although neither the women, of whom many are married 
part-time workers, nor the immigrants, who are mostly unskilled, can be expected 
to contribute to output in full proportion to their numbers. For the calculations 
in this report we use the figure of 0 - 5 per cent, which would produce a prospective 
working population of some 25-6 million in 1965, compared with 25 million in 
1960. 

Growth of G.D.P. per worker 
3 3. The technique is to determine the rate of growth in the past, and then 

to consider how this may be modified in the next four years. It is technically very 
difficult to establish the facts, and the following two paragraphs sum up the results 
so far of the work of a special committee under Sir Harry Campion's chairmanship. 

14. There are two different methods of measuring the G.D.P.—one from the 
" output" side and one from the " expenditure " side. The " output" method is, 
broadly, the extension of the index of industrial production, which covers about 
half the total domestic product, to cover the whole economy. Physical indicators 
of the output of goods and services, industry by industry, are used as far as they are 
available, but for some of the " service" industries, in particular public 
administration, output can only be measured in terms of the number employed 
or of the wage and salary bill adjusted to constant rates of pay. The " expenditure " 
method consists of revaluing all the various elements of domestic expenditure at 
constant prices and adding them together with adjustment for imports and exports. 
The two methods are thus largely independent of each other, except for those 
services where the numbers employed or the wage and salary bill provide the only 
indication of either output or expenditure. 

15. Over long periods, the two methods of measurement can be expected to 
agree. For the period 1950-60, the "output" method gives an annual rate of 
increase per worker of 1 - 9 per cent; the " expenditure " method gives 2 per cent. 
In shorter periods, the two measurements may diverge quite considerably. To 
measure the rate of growth over a period, it is necessary to select pairs of years in 
which the pressure of demand in the economy was roughly the same; if a boom 
year is compared with a recession year, this gives a faulty picture of the trend. 

16. The following table shows, for the two methods, the average annual rates 
of growth of G.D.P. per worker (productivity) between three pairs of years which 
were roughly similar in pressure of demand: 

Measured from Measured from 
" output" data 

(per cent per annum) 
" expenditure " data 
(per cent per annum) 

1949-56 1-6 2-1 
1953-57 1-8 1-9 
1957-60 2-7 2-1 

The average rate of growth over the last decade has pretty certainly been about 
2 per cent per annum. It is also likely that there has been some acceleration since 
1957, which is more marked in the " output" than in the " expenditure " figures
(the large increase in the index of industrial production in 1959 accounts for the 
high figure shown by the " output " method in 1957-60). A period of three years 



is, however, too short for drawing deductions about long-term trends. On the 
evidence available all that can legitimately be said is that the annual rate of growth 
of G.D.P. per worker may have been slightly above 2 per cent in recent years. 

Experience in Other Countries 
17. The significance of the publicised international " league tables " is being 

examined by Sir Harry Campion's special committee: the figures are open to severe 
technical criticism. President Kennedy, in his February message on economic 
growth, gave a figure of 2 per cent for the United States; the Scandinavian and 
Benelux countries' figures may have been in the general neighbourhood of 3 per 
cent. The annual rates of growth of C D F  . per worker for France, Italy, West 
Germany and Japan are claimed to have ranged between 3f per cent and 5^ per 
cent during the last decade, and it would be generally accepted that their rate of 
growth had been much faster than ours or the Americans'. 

18. The reasons fori these differences of performance are not clearly 
understood. There are special considerations in every country which could 
account for the result attained. There may be some general significance 
in the fact that the countries with the highest standards of living, and 
with the heaviest efforts in defence, aid and welfare, have tended to fare the worst; 
and that the countries in the aftermath of the greatest national catastrophes have 
fared best. But this is conjecture, and for the present report the only useful 
conclusion that can be drawn is a negative one, viz., that there is no evidence that 
any country can rapidly change its performance in rate of growth, and that the 
forces that determine a country's rate of growth almost certainly lie very deeply 
in its social and economic structure and in the general attitudes of its people. The 
United Kingdom annual rate of 2 per cent, it must be noted, is a rapid one by 
previous standards. 

Investment 
19. It is relevant to the future course of productivity that in recent years 

there has been, in real terms, a continuous rapid increase of investment, public and 
private, from 16-7 per cent of G.D.P. in 1955 to 19-3 per cent in 1960, and an 
estimated 20-4 per cent of G.D.P. in 1961. There has been criticism of the 
investment/CDF. ratio as being low in comparison with other countries, but this 
is certainly not valid at the present time. It is believed that there is a relationship 
between the investment/G.D.P. ratio and the rate of growth, but it is certainly not 
a simple one. 

20. Much public and private investment has no clear bearing on productivity. 
The G.D.P. per worker relates to the whole working population—the half of the 
population who work in services as well as those who work in manufacturing 
industry. Investment in transport and distribution and clerical mechanisation 
affects the productivity of workers in services who contribute to G.D.P. in the same 
way as workers in industry. But there are large elements of investment—private 
and public housing and social investment, for example—which in a five-year period 
cannot materially affect C D F  . per worker. 

21. Nevertheless, it would seem reasonable to expect that the rapid growth 
of investment in the last five years should support a somewhat faster increase 
of G.D.P. per worker in the next five years. 

Scientific and Technological Progress 
22. The Report of the Scientific Manpower Committee of the Advisory 

Council on Scientific Policy shows that there has been an increase from 1956 to 
1959 at the annual rate of over 9 per cent in the number of qualified scientists 
and technologists employed in industry; and it is expected that this increase will 
continue during the next decade at about 7 per cent per year. There is some 
analogy with investment here. There is no evidence of the existence of a close 
correlation between the employment of scientists and technologists and the rate 
of economic growth: the Americans have more scientists and technologists 
proportionately in their industrial population than the United Kingdom, but no 
faster growth. There is nevertheless a general presumption that a fast increase 
in the former will over a long period have favourable results for the latter. The 
growth in their employment thus gives general support to the view that 
productivity may grow faster in the next decade than in the last. 



Working Hours 
23. The extent of future reduction in hours worked and lengthening of 

holidays is a difficult factor to assess, but it could be substantial. If, for example, 
another week's holiday became widespread practice in the next four years, unless 
offset by improved working effort resulting from the extra holiday this would 
be equivalent to a reduction in G.D.P. per worker of \ per cent per year over 
the period. 

24. At present, average hours worked in the United Kingdom are more than 
in the United States, West Germany or France; and less than in Switzerland or 
the Netherlands. As the standard of living rises we would certainly expect a 
reduction. Movementun "normal" (i.e., basic) weekly hours are not a reliable 
guide, for they may be offset to some extent by changes in overtime. Changes in 
hours actually worked and in holidays depend, rather, on the shift of preference 
between greater real income and greater leisure. After the post-war reductions 
both in hours worked and normal hours the former actually increased slightly up 
to 1955, but this increase appears to have been offset by an increase in paid 
holidays. The wave of reductions in normal hours which occurred in 1960 (and 
which was probably generated, as an alternative to wage claims, by the relative 
stability of prices in the preceding period) has led to some, but a much smaller, 
reduction in hours worked. 

25. It seems reasonable to expect at least some reduction in the working 
year, most probably through an increase in holidays, and perhaps also through 
some further decrease in hours worked weekly. This is a significant potential 
factor on the other side to the considerations in the preceding paragraphs. 

Balance of Payments 
26. The United Kingdom's external short-term position has been vulnerable 

ever since the war. The hazards have become manifest during the past few years 
with an apparent inadequacy of competitive power in export markets, a serious 
decline in net invisible earnings and an expansion in Government overseas 
expenditure. When the economy runs into balance of payments difficulties the 
Government is likely to have to take action which may impair economic growth. 
Whether this is likely to be more serious or less in the 1960s than it has been in 
the 1950s is a matter for conjecture; we examine this further in Section II of the 
Report. But there has been no change that could be adduced as a favourable 
factor in the next four years. 

Appraisal of Prospects 
27. To sum up, the evidence is that the average annual rate of growth of 

G.D.P. per worker has in recent years been slightly above 2 per cent. There has 
been an increasing rate of investment and of application of science to industry 
which should provide some basis for hope that the rate of growth will be faster 
in future. On the other hand, there is likely to be some reduction in the average 
total hours worked during the year. There is the ever-present limiting factor of 
the balance of payments. 

28. There are two relevant opinions that have been expressed. One concerns 
the United States, where performance has been much the same as the United 
Kingdom's; the Joint Congressional Economic Committee last year made a very 
full appraisal of the prospects of the United States, and settled upon a range of 
average annual growth of G.N.P. per worker of 2 to 2-7 per cent, with "the 
most probable assumption " of 2-3 per cent. The circumstances of the United 
States are of course different from those of the United Kingdom, but some of the 
differences, such as reserves of labour and a less vulnerable balance of payments, 
would perhaps lead one prima facie to expect the rate of growth to be faster in 
the United States than the United Kingdom. 

29. The other is the Iron and Steel Board's report of April 1961 on 
development in the iron and steel industry. In this report, the Board has 
calculated the demand for steel on the assumption of an average annual rate of 
growth of C D F  . per worker, from mid-1960 to 1965, of 2-8 per cent. This rate, 
which was chosen by the Board after far-ranging informal discussion with the 
Treasury, the Ministry of Power and the Board of Trade, with the steel industry 



represented too, is described in the report as "reasonably optimistic" and "not 
presented as a forecast" but as the " sort of development that the iron and steel 
industry ought to be prepared to meet ". The Board's choice was designed to 
support its policy of encouraging the industry to press ahead with an expanding
investment programme, with the main object of reducing to a minimum the risk 
of shortage in the future. 

30. For our present purposes, the fundamental policy considerations work in 
the opposite sense to those which actuated the Iron and Steel Board. The result 
of this report will be that the Government will become committed to certain levels 
of public expenditure far ahead. Once a forward " plan " has been made for 
public expenditure, it will be reversible only in conditions of great economic and 
financial trouble. We know that the economic future is highly vulnerable to 
balance of payments difficulties. There is great force in the argument that when 
the Government are deciding their forward expenditure commitments, they should 
take a cautious view of the prospective growth of resources. If ultimately it 
turned out that the nation could have afforded somewhat larger public expenditure,
because productivity had grown faster than postulated, we might regret having
foregone certain desirable public expenditures. But in the opposite case, if 
productivity did not grow as fast as postulated, the damage from being over
committed on public expenditure would be much more serious. 

31. The Chancellor's paper C. (61) 43 was based upon a rate of growth of 
G.D.P. per worker of 2-\- per cent per year. The statistical evidence about the 
trend in recent years is now less favourable than it appeared to be before the 
1960 figures were available and before the examination by Sir Harry Campion's 
committee, and we have had to give serious thought to changing to a lower figure. 
Indeed the considerations above would point to a figure of 2 per cent. However,
there is the generally growing realisation of the importance of economic growth,
which may be a relevant factor: and if changes were made in public expenditure 
policy in a manner which stimulated growth and helped the balance of payments,
this too would be a constructive factor. For the preparation of the " plan ", we 
therefore propose to retain the figure of 2\ per cent per year as the working basis. 
This would of course mean 3 per cent per year increase in G.D.P. and G.N.P.,
taking into account the prospective growth of working population. 

Income from Wages and Salaries 
32. It was assumed in the Chancellor^ paper that there would be an increase 

of 5 per cent annually in income per worker from wages and salaries. This follows 
the experience of the last decade. Between 1952 and 1960, income per worker 
from wages and salaries, i.e., the bill per worker for total earnings, increased by
54 per cent, i.e., at an average rate of 5- 6 per cent per year. The following are the 
increases year by year in the wages and salaries bill per head of the employed 
population: 

1953 ... .. . ...

Income from wages 
and salaries per worker 

(Index 1952=100) 
105-0 

Increase per cent 
overover previousprevious yearyear 

5 0 
1954 110-4 5 1 
1955 119-4 8-2 
1956 128-8 7-9' 
1957 135-7 5-4 
1958 140-8 3-8 
1959 146-6 . 4:1 
1960 154-5 5-4 

The past and projected trends are illustrated by the graph annexed to this report. 

Prices 
33. The main influences on price changes are the earnings and profits per 

unit of output and changes in import prices. With a 5 per cent annual increase in 
earnings per worker and only 2\ per cent annual increase in productivity, earnings 
per unit of output would rise by 2\ per cent. On the basis of past experience 
it is assumed that profits per unit of output would also rise by 2\ per cent. The 
terms of trade have been taken as remaining unchanged, i.e., it is assumed that 



import prices would rise by the same proportion as export prices. Prices in the 
aggregate would thus rise by some 2\ per cent per year or 13-8 per cent in the 
period from 1960 to the financial year 1965-66. Some prices would of course rise 
by more than the average and others by less. 

G.N.P. in 1965-66 
34. The G.N.P. in 1960 is provisionally estimated at £22,300 million. On 

the basis of assumptions of 5 per cent per year increase in income per worker from 
wages and salaries, 2\ per cent per year in G.D.P. per worker, and 0-5 per cent per 
year in working population, the G.N.P. in the financial year 1965-66 would be 
£29,600 million at 1965-J66 prices. 

II.—THE FUTURE DEVELOPMENT OF THE ECONOMY 

35. A pattern of development of the economy from 1960 to 1965-66 has been 
prepared on the following main bases discussed in Section I : 

(i) 5 per	 cent per year increase in income per worker from wages and 
salaries; 

(ii)	 2\ per cent per year increase in G.D.P. per worker, and 0 - 5 per cent per 
year increase in working population; 

(hi) public expenditure in 1965-66 at 42 - 5 per cent of G.N.P. 
36.	 The following table sets this out: 

Average annual per cent changes in real terms 
1952-60 1960-65166 

Public consumption 
Public fixed investment 

0-2 
2-7 

(financial)
3-3 
3-3 

Private consumption 
Private fixed investment 

3-3 
9-6 

2-6 
3-2 

Exports of goods 
Exports of services 
Total final expenditure at market prices
Imports of goods 
Imports of services 
G.D.P. at factor cost 

 ... 

3-1 
4-0 
3-5 
5-6 
5-4 
2-8 

5-8. 
3-3 
3  1 
3-6 
3-2 
3  0 

G.N.P. at factor cost 2-8 3-1 

Prices 2-2 2-5 

37. The essential consideration in this kind of table is that the pattern must 
be self -consistent; the aggregate money figures which are behind these percentage 
growths must add up—consumption (public and private) plus investment (public 
and private) plus exports of goods and services must be equal to the total final 
expenditure at market prices. This sum, minus imports of goods and services, and 
adjusted to factor cost, must be the same as gross domestic product. Thus, within 
a given rate of growth of G.D.P. no item can be increased without reducing another 
one correspondingly. A variety of patterns can be made by ringing the changes 
between these items. The reasons for choosing this particular pattern are set out 
below. 

38. Public Consumption and Investment.—The growth of expenditure on 
goods and services between 1960 and 1965-66 is consistent with total public 
expenditure of 42-5 per cent of G.N.P. in 1965-66, divided between investment, 
consumption and transfer payments in accordance with our knowledge earlier this 
year of the programmes and intentions of Departments. The rapid increase in 
public consumption, which consists predominantly of defence, education, and 
health, is to be noted. In 1952-60 there was virtually no increase in real terms— 
the growth in social services was offset by the decline in defence. This change to 
a rising trend of public consumption is perhaps the most important difference in 
the lay-out of economic resources in the 1960s from that in the 1950s. 

39. Private Consumption.—This represents about two-thirds of total domestic 
expenditure, and is not subject to control by the Government except to the extent 
that this can be done by general fiscal and monetary measures. It is therefore 
crucial to the balance of the economy. The rate of increase here postulated is 



import prices would rise by the same proportion as export prices. Prices in the 
aggregate would thus rise by some 2\ per cent per year or 13-8 per cent in the 
period from 1960 to the financial year 1965-66. Some prices would of course rise 
by more than the average and others by less. 

G.N.P. in 1965-66 
34. The G.N.P. in 1960 is provisionally estimated at £22,300 million. On 

the basis of assumptions of 5 per cent per year increase in income per worker from 
wages and salaries, 2\ per cent per year in G.D.P. per worker, and 0-5 per cent per 
year in working population, the G.N.P. in the financial year 1965-66 would be 
£29,600 million at 1965-66 prices. 

II.—THE FUTURE DEVELOPMENT OF THE ECONOMY 

35. A pattern of development of the economy from 1960 to 1965-66 has been 
prepared on the following main bases discussed in Section I: 

(i) 5 per	 cent per year increase in income per worker from wages and 
salaries; 

(ii)	 2\ per cent per year increase in G.D.P. per worker, and 0-5 per cent per 
year increase in working population; 

(iii) public expenditure in 1965-66 at 42 - 5 per cent of G.N.P. 

36.	 The following table sets this out : 

Average annual per cent changes in real terms 

Public consumption
Public fixed investment

1952-60

 0-2
 2-7

 1960-65/66
(financial) 

 3-3 
 3-3 

Private consumption
Private fixed investment

 3-3
 9-6

 2-6 
 3-2 

Exports of goods
Exports of services
Total final expenditure at market prices
Imports of goods
Imports of services
G.D.P. at factor cost

 ...

 3-1
 4-0

 3-5
 5-6

 5-4
 2-8

 5-8 
 3-3 
 3  1 
 3-6 
 3-2 
 3-0 

G.N.P. at factor cost 2-8 3-1 

Prices 2-2 2-5 

37. The essential consideration in this kind of table is that the pattern must 
be self-consistent; the aggregate money figures which are behind these percentage 
growths must add up—consumption (public and private) plus investment (public 
and private) plus exports of goods and services must be equal to the total final 
expenditure at market prices. This sum, minus imports of goods and services, and 
adjusted to factor cost, must be the same as gross domestic product. Thus, within 
a given rate of growth of G.D.P. no item can be increased without reducing another 
one correspondingly. A variety of patterns can be made by ringing the changes 
between these items. The reasons for choosing this particular pattern are set out 
below. 

38. Public Consumption and Investment.—The growth of expenditure on 
goods and services between 1960 and 1965-66 is consistent with total public 
expenditure of 42-5 per cent of G.N.P. in 1965-66, divided between investment, 
consumption and transfer payments in accordance with our knowledge earlier this 
year of the programmes and intentions of Departments. The rapid increase in 
public consumption, which consists predominantly of defence, education, and 
health, is to be noted. In 1952-60 there was virtually no increase in real terms— 
the growth in social services was offset by the decline in defence. This change to 
a rising trend of public consumption is perhaps the most important difference in 
the lay-out of economic resources in the 1960s from that in the 1950s. 

39. Private Consumption.—This represents about two-thirds of total domestic 
expenditure, and is not subject to control by the Government except to the extent 
that this can be done by general fiscal and monetary measures. It is therefore 
crucial to the balance of the economy. The rate of increase here postulated is 



equivalent to 2 -1 per cent per year per head of total population. This is a much 
lower rate of increase than the 2-8 per cent per year achieved between 1952 and 
1960, and there must be doubt whether the public will in fact be prepared to limit 
their consumption to this extent. The implied assumption is that people will in 
the aggregate save 16 per cent of their additional real income. This behaviour 
would be consistent with past trends. The expectation that people will be prepared 
to increase their consumption more slowly than before rests upon the view that 
as people's incomes rise, they consume a smaller proportion of their incomes and 
save more. It is assumed for purposes of this calculation that direct taxes take the 
same proportion of personal income as in 1960 (which would be consistent with 
lower rates of direct taxes), and indirect taxes the same proportion of consumption 
(which implies an increase in rates or in scope). The actual outcome of course 
cannot be foreseen so far ahead. 

40. Private Investment.—The pattern envisages a much slower rate of 
expansion than in the 1950s, but this is to be expected. The 1952-60 period began 
with private investment controlled down to a very low level. As controls were 
removed, there was a tremendous spurt in housing, shops, offices and road 
transport, in addition to the rapid growth of investment in industry, agriculture 
and shipping. It would not be reasonable to expect this fast rate of increase to 
continue. The rate of growth shown is in accordance with recent trends, taking 
account of the latest available information about private investment in 1960 and 
1961. It leaves room for a considerable continued increase in manufacturing 
investment, which represents less than 40 per cent of total private investment. 

41. Imports.—A slower rate of growth is also assumed for imports. Imports 
of industrial materials are assumed to grow at the same rate as industrial production 
(3-9 per cent per year): separate forecasts are made for other imports. If the 
United Kingdom's competitiveness was strong enough to get the export growth 
postulated in this pattern, this would also limit the growth of imports of 
manufactures. 

42. Exports.—The figure of 5-8 per cent for the average annual rate of 
expansion of exports of goods is not an estimate of what may be expected on the 
basis of past experience. It is a calculation of what would be required after allowing 
for a surplus on invisible account of about £90 million (which is substantially more 
than the present very low level). The postulate of the calculation is that the external 
monetary position, as measured by the change in short-term assets and liabilities, 
will be in balance in 1965-66, i.e., that the United Kingdom's net long-term 
investment abroad will be met without any call on the gold reserves or any further 
addition to the United Kingdom's short-term external liabilities. This implies a 
current surplus on the balance of payments of roughly £180 million (as accounted 
on the new statistical basis). This figure, together with a positive " balancing item " 
of £100 million, which may be regarded as a normal unidentifiable inflow on current 
or capital account, makes a prospective available total of £280 million (which may 
well prove too modest) for meeting external capital claims, including the loan 
element of an overseas aid programme (grants plus loans) of £190-200 million 
a year. 

Relations with the Six 
43. We have considered how this pattern might be affected if the United 

Kingdom were to enter a close relationship with the European Economic 
Community. The agricultural arrangements might well have a substantial effect 
upon public expenditure (but not on the table above, for the subsidies are a transfer 
payment); but these arrangements would hardly come fast enough to make a 
significant impact by 1965-66. The effect of the Common Market relationship as 
a whole would depend upon whether it improved or worsened the prospects of 
sustaining the postulated rate of economic growth. The ultimate effects could be 
large, but it would seem doubtful whether within the next four or five years they 
would be big enough to affect our present appraisal one way or the other. 

Balance of Payments 
44. The balance of payments is of course the vulnerable element in the whole 

pattern. In 1952 to 1960, in favourable conditions of expanding world trade, the 
volume of United Kingdom exports increased at an average annual rate of just 
over 3 per cent. The consequences of a faster growth of imports than of exports 
were mitigated by the change in our favour of the terms of trade. To support an 
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expanding economy in the period from 1960 to 1965-66, and the private and 
Governmental net overseas investment described above, at the present favourable 
terms of trade and an optimistic forecast of invisibles, the volume of exports of 
goods would need to increase by nearly 6 per cent per year. This upward surge 
would have to be achieved in conditions in which the United Kingdom price-level 
was rising at 2\ per cent per year. Whether this can be regarded as practicable 
depends upon the view taken of world trading conditions over the next four or 
five years, and of course of our chief competitors' costs and prices. But the validity 
of the pattern is clearly open to great doubt here. 

45. The Board of Trade consider that on the basis of past experience, the 
future long-term annual rate of expansion of exports of goods cannot be expected 
to be more than 3-J- per cent on average; as in the past it will inevitably fluctuate 
from year to year, which might make the average between 1960 and 1965 higher 
or lower than the longer-term expectation. The average rate of increase in the 
volume of exports of goods in the past 10 years has been about 3 per cent. There 
is no present reason to expect dramatic changes of trend. The Board of Trade's 
view of export prospects is set out in more detail in Appendix II. 

46. In view of the serious doubt about the export postulate we considered 
whether we should abandon this pattern altogether. There are two alternative 
courses for this Survey. The first would be to take a more " realistic " rate of 
growth of exports, say, 3£ per cent per year; adapt the rate of growth of imports 
and overseas investment to this; and moderate the prospective rate of growth of 
G.D.P. as necessary. The amount involved is something of the order of £550 million 
in 1965-66 at 1960 prices, or about 8 per cent less imports and overseas investment 
than is now seen as required. This would imply a rate of growth of imports about 
half that shown in the pattern in paragraph 36, and consequently a much lower 
rate of growth of G.N.P., producing frustration and unemployment; and the ratio 
of public expenditure to G.N.P. would inevitably rise, involving a substantial 
increase in the burden of taxation. 

47. Nor can we reasonably plan on the basis of a " solution " by cutting the 
overseas expenditure bill by import and exchange control, so returning to siege 
economy. The outcome would then be no better, for we could not expect to 
increase exports by even Z\ per cent per year if we had made such a reversal of 
commercial and external financial policy and abandoned our present international 
obligations. A further possibility might be to make really drastic reductions in 
direct overseas military expenditure and in the economic aid programme (both in 
grants and in loans) and try to bring the balance of payments into balance by 
operating on the " Government " side of the account. But this in its turn would 
be a reversal of military and international policy; and substantial reductions in 
overseas commitments could not be effected quickly. To " plan " deliberately for 
five years on the basis of this series of courses would seem to be less " realistic " 
than the pattern as it now stands. 

48. The second alternative course was to reckon that in order to increase our 
export income to the necessary extent, industrialists would have to compete more 
sharply in export markets and sell their goods more cheaply. This would imply 
increasing our exports in volume by much more than the 5-8 per cent per year 
postulated (or correspondingly substituting for imports). Room would have to be 
made in the economy for the extra resources needed to provide the increased 
exports or replacements for imports, at the expense of public and private 
consumption and investment. If it were decided that we ought to provide for extra 
resources of this kind, it would be necessary to provide for part of it at the expense 
of public expenditure, for it would manifestly be unacceptable to put the whole 
burden of adjustment upon private consumption and investment. This alternative 
also seems less realistic than the suggested pattern. 

Public Expenditure and the Pattern of the Economy 
49. In spite of the optimistic nature of this pattern in paragraph 36, therefore, 

it seems more reasonable to adopt it than to take any other course. For the purpose 
of making the " plan " for the development of public expenditure, we have to decide 
whether to accept the basis of 42-5 per cent of G.N.P. in 1965-66, or whether the 
" plan " should provide a lower figure of public expenditure, derived either from 
a lower rate of economic growth to take account of prospective balance of payments 
risks or from the need to provide now for a prospective reserve of uncommitted 
resources for reinforcing the balance of payments. 



50. Our judgment is that it would be wrong to make a " plan " on a lower 
rate of economic growth, for the right course must surely be to try to conquer 
the balance of payments limitation in the next four or five years rather than to 
try to limit the economy to conform with it. But the argument for having an 
uncommitted reserve—and thus for a lower public expenditure programme than 
the provision above—is a powerful one, especially in view of the considerations in 
paragraphs 30 and 31, i.e., that the 2\ per cent rate was in any event greater than 
has been achieved in recent years, and involves a risk of over-commitment in 
public expenditure in any case. 

51. The following conclusions would seem to emerge: 
(a) If public expenditure is to be planned on the basis of 2\ per cent annual 

average rate of growth of G.D.P. per worker, this would mean that 
all governmental policies would have to be directed to strengthen the 
competitiveness of the economy—the common essential condition for 
growth and solvency. 

(b)	 In particular, the development of public expenditure, both in size and in 
composition, should be such as to support this aim so far as 
practicable—the power of the purse may well be the most powerful 
weapon at the Governments disposal for this purpose. 

(c) The	 prospects of achieving this objective would be greatly improved if 
the average rate of increase of wages and salaries could be held to no 
more than the growth of G.D.P. per worker. 

52. We propose therefore to continue the work at this first stage on the 
basis of the pattern as it stands, bearing in mind that the development of public 
expenditure which this would indicate may well be appreciably more than will 
in the event turn out to be sustainable through the vicissitudes in our external 
financial situation in the coming years. 

III.—THE SHAPE AND IMPACT OF PUBLIC EXPENDITURE 

53. The scope of public expenditure for the purpose of the preparation of a 
" plan " is comprehensive, covering Government spending of all kinds, above and 
below the line, whether financed by taxation or borrowing; the national insurance 
funds; local authorities' current and capital expenditure; nationalised industries' 
capital expenditure and the B.T.C. deficit. It is necessary to take a wide definition 
for three reasons: 

(i) The Government have a measure of responsibility over the whole public 
sector. 

(ii) The Exchequer and other sources of finance for the various public services 
are so interlocked that these services cannot reasonably be considered 
in terms of Exchequer expenditure alone. Local rates and national 
insurance contributions may be regarded as part of the tax burden in 
the widest sense. 

(iii) In order to look forward, the Government must examine the expenditure 
at the point where it is incurred, not where it is ultimately financed: 
education expenditure, not the general grant; pensions, not the 
Exchequer contribution to the national insurance funds; nationalised 
industries' investment, not borrowing. 

54. The expenditure is divided for expository purposes into functional 
blocks. First are the big blocks of expenditure in support of security and external 
policy—defence (A) and civil operations overseas (B), including the aid programme, 
information, diplomatic expenditure, &c. These blocks A and B are self-contained; 
they include their own investment and their establishment expenditure, in the 
United Kingdom as well as overseas. The next group is civil investment (C), which 
is handled together in the annual investment review and in the White Paper on 
Public Investment in the autumn. Then follow eleven blocks of other civil 
expenditure (D to N): in (N), the costs of their central administration are grouped 
together. Finally, there are blocks for debt interest (O); miscellaneous services, 
including expenditure by the Northern Ireland central and local governments (P); 
allowance for increased costs (Q) and statistical adjustments (R). 

SECRET 
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The I ay-out of Public Expenditure 
55. The full table for the years 1959-60 (Actual) and 1961-62 (Estimate) is 

set out in Appendix III, showing both the total public expenditure and the 
expenditure on Votes in these years in terms of the 18 blocks and 83 sub-blocks. 
The following table gives the total public expenditure in blocks only, and in 
comparison with 1952-53. 

Total Public Expenditure 
£ million 

1961-62 
1952-53 1959-60 (Estimates as of 
Actual Actual 1st April, 1961: 

at prices of 
first quarter of 

1961) 

I.—Support of external policy

A.—Defence 1,671,6700 1,501,5066 1,681,6833 


(Defence budget, civil defence, strategic stocks) 

B.—Civil operations overseas 121 199 273 


(Diplomatic administration, information, aid 

programme, international subscriptions) 


II.—Civil investment 

C.—Civil public investment 1,040 1,589 1,691,6922 


(Corresponding to annual review) 


III.—Other civil expenditure 
D.—Industry and transport 57 118* 247 

(Assistance and loans to industry; B.T.C. and 
civil airports deficits, &c.)

E.—Agriculture 303011 ff 289 302 
(Including fisheries and forestry) 

F.—Civil science 32 115 127 
(A.E.A., research councils, &c.)

G . - A r t s 13 22 27 
Museums, libraries, &c.)

H.—General and rate deficiency grants to local 
authorities ... (Cancels out in tota expenditure)

I.—Education 361 730 867 
(Including universities) 

J.—Health and welfare 620 885 981 
(National Health Service, local services, child 

care, welfare foods, school meals and milk)
K.—Other local services 318 489 564 

(Housing subsidies, water and sewerage, road 
maintenance, parks, &c , local administration)

L.—Law and order 82 148 176 
(Parliament, justice, police, prisons) 

M.—Benefits and assistance 770 1,356 1,571,5755 
(National insurance and assistance, family

allowances, &c.)
N.—Central administration 250 318 .;: 331 

(All central administration, including accom
modation, stationery, &c.) 

IV.-Debt interest 
0 . - D e b  t interest 758 1,061 1,225 

V.—Miscellaneous 

P.—Miscellaneous services 183 290 199 


(Northern Ireland, post-war credits repayment 

of debt to overseas Governments, &c.)

Q.—Cost adjustment ... 
R.—Statistical adjustments 24 35 11 

Total public expenditure 6,600 9,150 10,280 

G.N.P. (£'000 million) 14-3 21-5 23-8 
Price index (G.N.P.) 100 124 132 

* This includes Exchequer advances to meet B.T.C. deficit, 


f This includes £64 million subsidies on imported food. 




56. During the period 1952-53 to 1961-62, G.N.P. in money terms increased 
by 66 per cent, and in real terms by 26 per cent. The increase in prices was 
32 per cent. 

Ten Years' Development 
57. The comparison with 1952-53 shows the extent to which the lay-out of 

public expenditure has changed in the decade. The total of public expenditure 
has increased by 56 per cent in money terms, i.e., somewhat more slowly than 
G.N.P. In the most recent period, public expenditure has been rising faster than 
the G.N.P. 

58. About one-fifth of the total expenditure is now in support of external 
policy (A and B): about one-sixth is civil public investment (C): about one-half 
is other civil expenditure (D to N). The proportion of public expenditure for 
defence has been reduced from 25-3 per cent of public expenditure in 1952-53 
to 16-4 per cent: the period 1952 to 1954 was one in which defence expenditure 
was increased to a particularly high level following the decisions of 1950-51 on 
the rearmament programme and strategic stock-piling. On the other hand, the 
proportion devoted to expenditure on civil operations overseas has increased from 
1 - 8 per cent to 2 - 7 per cent. 

59. Civil public investment still takes much the same proportion of public 
expenditure as it did in 1952-53, but this conceals a major switch from housing 
to roads, schools, universities, and other public building, and to nationalised 
industries' investment. 

60. In the most recent period there have been large additional expenditures 
on loans and other assistance to private industry, on nationalised transport and on 
science. Comparison of the expenditure on agricultural support in 1961-62 with 
that in 1952-53 is complicated by the consumer food subsidies in the earlier period. 
If these subsidies on home grown food are classified as a form of support for 
home agriculture, agricultural support now represents about the same proportion 
of public expenditure as in 1952-53. 

61. Education has increased between 1952-53 and 1961-62 from 5-5 per cent 
of total public expenditure to 8-4 per cent; health and welfare has changed little, 
and is about 9 - 5 per cent; benefits and assistance have increased substantially 
from 11-7 per cent to 15-3 per cent; debt interest is about the same (11-9 per cent 
in 1961-62). 

62. The main characteristics of the decade, in short, have been a substantial 
reorientation of public expenditure away from defence and housing and towards 
overseas aid, assistance to industry and science, transport (road and rail), 
education and pensions. 

Productivity in the Public Sector 
63. The next step is to consider how the public sector uses its labour and 

capital. Nearly 6 million people are in public employment; and over 40 per cent 
of the nation's investment is carried out by public authorities. In highly educated 
manpower, the public sector is even more important. About one-third of the 
nation's scientific and technological research and development work is done in 
Government establishments (including A.E.A.): and public employment (the 
calculation includes teaching and universities, but not medicine or dental surgery) 
takes about half of the men and women with good Honours degrees. When the 
public sector directly engages so large a part of the nation's labour and capital 
resources, the efficiency with which it uses them is of first-class importance to the 
total of G.N.P. The first element in any " plan " for the public sector and its 
expenditure is to build up the efficiency of the resources engaged in the public 
sector. 



64. First, we consider the nationalised industries including the Post Office. 
The following sets out their capital and labour force, in each case as at the closing 
date of the last published account: 

Net Number of Capital 
assets workers per worker 

£ million '000 £ 
British Transport Commission: 

Railways 1,621 520 3,120 
Other 362 215 1,700 

National Coal Board 894 640 1,400 
Electricity (including Scotland)... 2,317 205 11,300 
Post Office 867 339 2,550 
Gas 625 127 4,900 
Airways Corporations 175 31 5,650 

6,861 2,077 3,300 

65. Most of the nationalised industries, by the nature of their operations, 
are heavy users of capital. There are of course wide differences between them, 
but the average of £3,300 per worker may be roughly estimated as being more than 
twice the average for private industry. The efficiency with which they use these 
large amounts of the nation's capital is of major importance for the growth of the 
G.N.P. At present, as was explained in the White Paper on the Financial and 
Economic Obligations of the Nationalised Industries (Cmnd. 1337), the return 
on this capital is low (on average, less than 5 per cent after depreciation at historic 
cost, compared with about 15- per cent in private industry), although of course 
allowance has to be made for the fact that the industries have to carry 
non-commercial obligations. In many of them there is scope for increasing the 
productivity of the resources both of labour and of capital engaged in them, and, 
as the policy of the White Paper is put into effect, the G.N.P. would benefit both 
directly through improved productivity of the 2 million workers and £7,000 million 
capital, and indirectly through the effect on the economy generally of more 
efficient fuel and power and transport supply. 

66. Second, the rest of the public sector employs over 3\ million workers. 
Some of the main categories are as follows: 

Central Government (figures for January 1961, except armed 
forces, which is for May 1961) 

W0 
Defence (including appropriate proportion of Ministry of 

Aviation): 
Armed forces 479 
Industrial civil servants 232 
Non-industrial civil servants 126 

Civil Departments: 
Ministry of Pensions and National Insurance 3'8 
Ministry of Labour ... 21 
Ministry of Works 24 
Agriculture Departments 19 
Forestry Commission ... 14 
Ministry of Aviation (civil)* 13 
National Assistance Board 11 
Prisons 10 
Overseas Departments 9 
Other Departments 80 

Revenue Departments: 

Inland Revenue 59 

Customs and Excise 15 


Hospital Boards 550 

Doctors and dentists in general practice 30 

Atomic Energy Authority ... 40 

Northern Ireland 45 


* Proportion of staff corresponding to proportion of expenditure not included in the defence 
budget. 



15 SECRET 

Local Government, &c. (figures for June 1961) 
WO

Teachers 360 
Other educational staff 185 
Local health services 160 
Police 80 
Fire service 20 
Building 100 
Municipal transport 90 
Water supply 30 
Ports, harbour boards 15 
Other (including Northern Ireland) 685 

67. Central and local government, like the nationalised industries, have in 
their ownership substantial capital assets. Their annual investment on roads, 
defence installations, council houses, new towns, hospitals, schools, universities, 
water and sewerage systems, public offices and the like is about £850 million— 
nearly as much as the total of private manufacturing industry. Some of the same 
considerations in relation to the national economy as a whole apply in the field 
of central and local government as in the nationalised industries. The " output 
per worker " of staffs in public offices may be difficult to quantify but can be 
improved by O. & M., mechanisation and management efficiency. The " return 
on capital employed " in schools and hospitals cannot be expressed in financial 
terms, but the planning of these capital expenditures, and the efficient use and 
maintenance of the assets created, so as to yield the best result at low cost, is 
a definite objective. If by efficient management the public authorities can provide 
their services with less expenditure of resources of labour and capital, this releases 
resources for other purposes and so increases the national product. 

68. We emphasise the impact of all this direct public employment on the 
growth of G.N.P., for there is perhaps a tendency to under-estimate its size and 
importance, and to concentrate unduly heavily upon the role of private 
manufacturing industry, which represents only about 35 per cent of the total G.N.P. 

Impact on the Private Sector 
69. Public expenditure has an impact on the productivity and competitive 

power of the private sector in three main ways. First, the public sector provides 
a framework within which the private sector operates: it provides defence, law 
and order, and the Government administrative machine; it provides, e.g., through 
the nationalised industries, some of the essential economic infrastructure; and it 
provides social services, some of which, such as health and education, have a 
bearing on productivity (which cannot be quantified), the former by diminishing 
losses through sickness, the latter by developing skills and adaptability. Second, 
public expenditure has an impact by reason of the amount and nature of the 
resources which it pre-empts from the total national resources. The amount is 
reflected in the levelof taxation, which in very general terms, over a long period 
of time, is determined by the level of public spending. The amount of taxation 
and the structure of the tax system must have an important effect upon incentives 
and risk-taking, and in general on the way in which the private sector works. 
Third, there is the effect of the direction of public expenditure on the distribution 
of resources in the private sector, and in particular on the extent to which it 
encourages resources of labour and capital to go when they will yield the best return. 

70. For the " plan " for the development of the public sector in the next 
four or five years, the size of public expenditure (as defined in this Report) is 
postulated at 42-5 per cent of the G.N.P. Of this, a large part—amounting to 
rather more than 25 per cent of G.N.P.—will represent the purchase of goods and 
services, for investment or consumption, by public authorities, i.e., the direct 
employment of people and the purchase of goods and services from the private 
economy, and the investment expenditure of nationalised industries. Part of the 
rest represents overseas aid and overseas debt repayment, which give overseas 
Governments and organisations claims upon the United Kingdom national resources, 
which they take directly or indirectly either in exports of goods and services or in 
gold or its equivalent. The remainder of the 42-5 per cent consists of debt interest 
and " transfer " payments to individuals or private organisations inside the country— 
old age pensioners, farmers, universities, steel companies. These transfer payments 



give the recipients claims upon the national resources which emerge as private 
consumption or as private investment and consequently enlarge demand under 
these headings, for which provision must be made in the pattern in paragraph 36. 

71. When considering the impact of public expenditure upon the private 
sector, we start from the point that the rate of growth of G.N.P. and the improvement 
of competitive power depend upon the efficiency and productivity with which both 
the private sector and the public sector use resources of labour and capital. Any 
improvement in productivity of labour, or movement of workers from a low
productivity industry to a high one, benefits the economy; likewise with the return 
on capital. There are of course cases in which the economic return to the community 
is different from that to the individual (clean air and the Local Employment Act 
may be illustrations); or in which social or strategic considerations have to be 
weighed against economic and financial ones. But the basic principle is that the 
more the resources of labour and capital go where they will yield the best return, 
the better for national solvency and growth. 

72. The " plan " for development of the public sector should follow this 
principle. A primary aim should be to stimulate the most economic deployment 
of resources in the private sector. It is not to be expected that this aim can be 
directly applied in every field of public expenditure; but it should remain a guiding 
principle. Of course political and social considerations have to be taken into 
account, but if these are allowed to prevail over economic considerations in the 
widest sense, this is at the expense of the competitiveness of the economy. 

73. The present lay-out of public expenditure has certain features which 
have been contributory factors in the indifferent competitive power of the national 
economy in recent years. We direct attention to three such features—types of 
public expenditure which, by reason of the special demands which they make or 
by their particular effects upon the distribution of resources in the private sector, 
have an adverse effect disproportionate to the amount of the expenditure as such. 

74. Firstly, heavy direct overseas expenditure—-overseas military expenditure 
of about £215 million (net of local receipts), and overseas civil net expenditure 
of about £190 million in 1960. These expenditures strike the economy at its weakest 
point—the balance of payments. It has been argued in respect of some of the 
military expenditure that without it the countries concerned would have greater 
need for financial aid which we should unquestionably have to provide and so 
incur this expenditure in a different form. It has been argued also that some of 
the foreign exchange cost both of the military and of the aid expenditure is recovered 
later in the form of exports which would not otherwise be made to the recipient 
countries. But so long as we receive no payment for such exports, they bring no 
benefit to our balance of payments. The expenditure is then the same as any other 
kind of public expenditure: it uses industrial resources which could otherwise 
have been used for the benefit of the balance of payments. In any case there are 
large amounts of overseas expenditure to which these arguments about possible 
off-sets cannot be applied. There can be no doubt that the aggregate effect of the 
£400 million of direct overseas expenditures on the balance of payments is much 
greater than that of an equal amount of public expenditure at home. 

75. Secondly, use of a considerable part of the output of some of the most 
advanced industry in the country for defence and related purposes. Defence 
production and research expenditure is nearly £700 million a year; some of it 
occupies the best capacity—management, plant, scientists, skilled workers. About 
half of the total scientific and technological research and development for the 
whole country is for defence. Modern defence must inevitably involve high-grade 
resources and personnel; and it is true that some defence work has beneficial 
by-products for commercial business, and that defence research and development 
have contributed to industrial technology and to the growth of some of the most 
modern industries. It is also true that resources at present employed in defence 
could not necessarily be quickly switched to other purposes. But any adjustment 
of defence expenditure of a kind which enables resources of management and skill 
of all kinds to concentrate to a greater extent on commercial work, as do the 
Germans and most of our other European competitors, and the Japanese, and 
enables the resources and pattern of industry to be reorientated accordingly, would 
be a particularly effective means of improving our economic performance. The 
question here is not simply that of the implications for taxation of the public 
expenditure on defence: it is the specialised resources which are involved in it. 



76. Thirdly, the use of Government money to maintain labour and capital 
in employment of relatively low productivity. As the December White Paper 
(Cmnd. 1249) stated, agriculture has an important place in the economy, with about 
1 million people gaining their livelihood or part of it directly from the land. The 
industry ranges from farms which are very profitable indeed down to many which 
barely hold their own: but over the industry as a whole, the income per head of 
those employed in agriculture is some 20 per cent below the average of industry 
generally. As shown in the Annual Review White Paper (Cmnd. 1311), aggregate 
farm income in the United Kingdom in 1960-61 is estimated at £359 million, which 
included agricultural support amounting to £265-J million. As the industry is now 
organised the return on tenants' capital, apart from the subsidies, is at most trivial 
and may even perhaps be negative. Of course there are valid considerations in 
favour of agricultural protection, but if its effect is to retain in agriculture labour 
and capital which could be employed with higher productivity elsewhere, the G.N.P. 
must suffer. 

77. Similarly in regard to Government grants and loans to industry. 
Expenditures in this field have increased from £15 million in 1959-60 to £135 
million in 1961-62. If the result is to steer capital and labour into activities which 
yield less than the return they would obtain elsewhere—-and this is usually the 
reason why Government help is necessary—then again the G.N.P. must suffer. 

78. There are political, strategic or social arguments in favour of all these 
public expenditures, overseas, defence, agricultural support and assistance to 
industry. But the direct impact of some of these expenditures on the balance of 
payments, and the effect of others in distorting the industrial pattern away from 
that which would most contribute to the country's solvency, are heavy prices to 
pay. The analysis in earlier sections of this Report shows the great difficulty of 
finding a solution to the problems of the economy in the next five years on the 
existing basis. The size and composition of public expenditure has an important 
part in redressing this situation. 

IV.—THE FRAMEWORK OF A " P L A N " FOR THE PUBLIC SECTOR 

79. The first two sections of this Report were concerned with the future 
development of the resources of the national economy: the third was concerned 
with the pattern and impact of the public expenditure and with the way in which 
it affects the national economy. In this section is presented the framework of a 
" plan " for the development of the public sector and its expenditure for the 
five-year period from the present financial year to the financial year 1965-66. 

The Nature of the " Plan " 
80. In this Report, the word " plan " is taken as meaning a co-ordinated. 

series of Government policies, covering the main public expenditures. Decisions 
would need to be taken at once and put rapidly into effect. The " plan " is limited 
to the public sector, and does not purport to set out objectives or policies for the 
national economy as a whole. Much of it could provide a useful basis for 
Government policies in wider areas of general economy policy, but this is not 
the purpose, except to the extent that the development of the public sector bears 
on these wider matters. 

81. The process of long-term review of public expenditure in relation to 
prospective resources is envisaged as continuous and flexible. This " plan " deals 
with 1961 to 1965, but it is not meant to decide everything for the public sector 
for this period; to be followed in five years' time by a second " plan " for 1966 to 
1970. It is envisaged that there should be an annual report, which would roll the 
" plan " forward by one year, and so steadily adapt the size and composition of 
the public expenditure to the developing needs and resources of the community. 
The objective to be aimed at is not a periodic and dramatic reappraisal of spending 
policies, but a continuous process of adjustment. Important changes are necessary 
at the outset, for the various parts of the public sector are not in the aggregate 
aligned with prospective resources. But once a sustainable size and composition 
of the public sector expenditure has been achieved, it should be easier for 
adjustments to be made smoothly and over a period of years. 
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82. In this kind of " plan " it would be wrong to try to handle all public 
expenditures by the same technique. There are wide differences between them, in 
their content and purpose and in their administrative management, and there can 
be no question of applying universal treatment to all alike. No block of 
expenditure has a reasonable claim to a specific " share " of the national resources: 
nor is it reasonable to try to impose proportionate " cuts " (or " relaxations ") on 
all blocks of expenditure. What is important in the inevitable diversity of 
treatment of the different kinds of public expenditure is that there should be a 
general appreciation by all the Departments concerned of the situation and the 
reasons for the action proposed, and a general understanding that this action is in 
accordance with priorities which will make the best practical contribution to 
national objectives. 

83. One major difference between the blocks of expenditure is in the extent 
to which the policies which determine them can be expressed and controlled in 
quantitative terms over a five-year period. For some it is possible to lay down 
quantitative limits five years ahead, and for the Departments to mould their 
policies so that expenditure will remain within these limits. Pensions and similar 
expenditures are in a special category: the controlling decisions are those on rates 
and eligibility; given these, the expenditure follows automatically from the numbers 
involved and is predictable with accuracy. For other blocks of expenditure, where 
the expenditure is in fact determined by future events and contingencies which 
cannot be predicted five years ahead, it is impracticable to lay down such limits: 
in these cases, the long-term policy must be expressed not in terms of a quantitative 
limit but in terms of policy considerations and criteria. 

84. The " plan " includes all these kinds of long-term policy—the various 
types of long-term quantitative limit, and the long-term policy criteria: all are 
equally important ingredients of the " plan ". Figures are given in the " plan " 
for 1965-66 only for those items for which the long-term policies are expressed 
and effectively controlled in quantitative terms: the determination of limits, with 
varying degrees of firmness year by year ahead, gives the Departments the 
advantage of being able to plan ahead with a reasonable degree of assurance. 
For those items of expenditure which cannot be controlled ahead in this way, 
estimates are made for the purposes of the overall calculations. In short, figures 
are determined for 1965-66 only where they are administratively meaningful and 
can be used to express policy clearly and without ambiguity. 

The Large Expenditures 
85. For this first framework of a " plan " it has been decided to concentrate 

in the first instance upon a few large programmes: 
A. 1. Defence budget. 
B. 3. Overseas aid programme. 
C. Civil public investment. 
D. Assistance to industry (private and public). 
E. 1, 2. Agricultural support and services. 
1.1. Local Education Authority services. 
J. 1. National Health Service. 
J.2. Local health and welfare services. 
M. 1, 2. National Insurance and war pensions. 
M. 4. Family allowances. 

86. These represent in the aggregate about £7,000 million of the 1961-62 
public expenditure (other than debt interest) of just over £9,000 million. When 
the framework has been established, it should be possible to work out quantitative 
limits or long-term policy criteria for the remaining items of the total public 
expenditure, or at any rate for that part of.it which is subject to Government 
influence and control. 

87. The following paragraphs set out the Treasury's proposed basis for the 
" plan " in each of the specified areas. The quantitative limits are then aggregated, 
at constant pay and prices, and with allowances for the non-quantitative areas and 
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for the smaller programmes are then related to the desideratum of containing the 
expenditure within 42 - 5 per cent of gross national product. It was clear from the 
Chancellor of the Exchequer^ paper to the Cabinet that this desideratum would 
involve changes of policy: what is done in the following paragraphs is to suggest 
modifications of a broadly equivalent character, subject always to the considerations 
about growth and solvency in Section III. 

88. Defence Budget.—Quantitative Limit. For the last three years there has 
been an annual " forward look " at the course of expenditure for five years ahead 
implied in existing defence policy. Given the necessary decisions on policy and 
programmes, it is possible for the Ministry of Defence, with the Service 
Departments and the Ministry of Aviation, to adjust defence expenditure to 
whatever long-term limits are established for the defence budget. When a long
term limit has been fixed, it will be possible to determine Estimates with a declining 
level of firmness for each of the Service Departments for each of the next five years, 
on the lines described in the Third Interim Report of the Plowden Committee. 

89. The 1961 " forward look " envisages an increase of about £180 million 
in the defence budget for 1965-66 over the figure of £1,680 million for 1961-62 
shown in Appendix III. This increase is almost wholly in the field of production 
and research and is the consequence of the policy of ensuring that our smaller all
regular forces are properly equipped and highly mobile. This equipment needs 
to be increasingly complex to meet the growing sophistication of the threats which 
our forces must be prepared to counter, even though their tasks are not in 
themselves altered. 

90. The Treasury proposes that defence policy should be contained within an 
increase of £125 million for 1965-66, and that it should be assumed that after that 
time no more rapid rate of increase will be practicable. The reduction as far as 
possible of direct overseas military expenditure and the demands on high-quality 
research and industrial effort are of particular importance for growth and solvency. 
To contain expenditure in this way would involve difficult decisions, including 
almost certainly the withdrawal of some units from some overseas stations and a 
corresponding reduction in the total size of the forces. This would increase the 
difficulty of continuing to carry out our existing commitments and the risks which 
would have to be run in doing so, though it might not necessarily entail the 
immediate and complete abandonment of any of these commitments. But it is for 
consideration whether a thorough-going reappraisal of our overseas commitments 
in relation to our resources would not be preferable to running risks on existing 
commitments by an attempt at limited economies. 

91. Overseas Aid Programme.—The development of the aid programme is 
under continuous review by the Development Policy Committee, and Ministers 
have recently agreed (E.A. (61) 9th Meeting, Item 3) that every effort should be 
made to stabilise aid disbursements for the present within an annual range of 
£190-200 million. The claims on us are growing, and there is no sign of them 
diminishing for as far ahead as we can see, but their scale and urgency cannot be 
calculated five years ahead: what can then be afforded, moreover, will depend 
upon both the balance of payments and the national resources, and it is clear that 
the former will continue to be critical. 

92. Civil Public Investment.—Quantitative limit. Since 1957, five-year 
programmes have been considered together in an annual review. The review 
has tended to be concentrated upon the next two years, for which Ministers normally 
fix limits in July: the limits for the next year are now published in the White Paper 
on Public Investment in the autumn, and the corresponding Exchequer borrowing 
is published in the White Paper on Government Expenditure Below The Line in 
the spring. 

93. Our Investment Sub-Committee has considered the procedure for the 
annual investment review and for the management of public investment generally. 
This envisages that in July 1961, for example, Ministerial decisions would be 
taken as usual establishing for each programme or category a firm figure for 1962-63 
and a minimum (with possible margin) for 1963-64, together with aggregates for 
1964-65 and 1965-66 on the basis of which decisions could be taken on proposals 
by Departments involving substantial expenditure in these years. 
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94. The Annual Review will be put before Ministers at about the same time 
as this Report. The prospective growth of public expenditure on investment is 
as follows : 

£ million 
1959-60 (actual) 1,635 
1960-61 (near-actual estimate) 1,630 
1961-62 (estimate) 1,750* 
1962-63 (sum of Departments' estimates) 1,950 

2 ' 0 9  01963-64^
1964-65 ^(Departments' proposals) 2,110 
1965-66J 2,160 

* The figure in block C of Appendix III is £1,692 million. This was based on last year's Ministerial 
decisions. These decisions also envisaged increases of expenditure in 1962-63 over 1961-62 of £20 
million (minimum) and £80 million (maximum, not to be committed until after July 1961). 

95. It will be necessary first for Ministers to decide whether immediate 
action should be taken to check the growth of investment expenditure in the next 
two years, which is likely to run higher than was envisaged in last year's Ministerial 
decisions. The factors here are the growing pressure on the building and civil 
engineering industries and the inflationary pressure in the economy generally. If 
new work is allowed to proceed unchecked the consequence may be failure to 
complete work already begun, and an accumulation throughout the public sector 
of half-finished works in progress, with the accompanying increases in cost and 
inefficiency. 

96. When it has been decided how to deal with the prospective growth of 
public expenditure generally, the next step will be to consider the longer-term 
basis of the public investment programmes. These are the core of the expansion 
and improvement of most services, and in order to restrain the prospective growth 
of current expenditure it is likely to be necessary to begin by reducing the capital 
expenditure which generates it. There are exceptions to this, where the public 
investment is designed to replace existing buildings at lower maintenance cost; 
but this kind of investment is only a small part of the total. Investment in the 
nationalised industries presents different considerations: the level to be permitted 
in each case is bound to be influenced by the success of the undertaking in achieving 
the target proposed for it under the White Paper, and in relieving its claim upon 
the Exchequer. 

97. For the purpose of this paper, the Treasury proposes that provision be 
made for public investment in 1965-66 at £1,950 million, at the Annual Review 
price level. This represents an increase of £200 million above the foregoing 
estimate for 1961-62, and £258 million above the amount indicated in Appendix III. 
It will be impossible to proceed with the determination of programmes within this 
limit until the short-term decision has been taken and until Ministers have taken 
their decisions on the main framework of the " plan " for current expenditure. 

98. Assistance for Industry.—Great importance must be attached in the 
" plan " to the improvement of the productivity of the resources of labour and 
capital in the nationalised industries as indicated in paragraph 65 above. This will 
be reflected in the growth of C N R  . rather than in the aggregate of public 
expenditure, and it is in this as well as in the reduction in the demands which these 
industries make on the Exchequer that the benefit will be felt from the effective 
carrying out of the Governmenfs policy laid down in the April White Paper on the 
Economic and Financial Obligations of the Nationalised Industries (Cmnd. 1337). 
It would be self-defeating for the Government to try to prevent or postpone the 
increases in charges which this policy will require: such postponements would be 
bought at great expense to the Exchequer, and there is no reason to believe that 
they would sufficiently moderate the general increase in prices to have any 
significant effect upon the increase of wages and industrial costs generally. 

99. Within this heading of public expenditure is included the deficit of the 
British Transport Commission (present estimate £103 million in 1961-62). It is 
too early, yet, to fix a realistic quantitative target of reduction in the B.T.C. deficit: 
and no specific figures can be fixed at this stage for the degree of improvement to 
be expected by 1965-66. This heading also includes the trading deficit (about 
£7 million in 1961-62) on civil airports and navigational facilities. This deficit 
will diminish as a result of the growth of air transport and of the policy of making 
ground facilities for civil aviation pay their way. Proposals have recently been 



put to Ministers which include transferring the operation of the main airports to a 
new authority; if this is agreed it will no doubt involve setting a financial target 
for the authority, as has been done for other public enterprises. 

100. In the last three years there has been great expansion in Government 
financing of industry. The loans by the Ministry of Power for the expansion of 
steel strip mill capacity will be up to £70 million for the nationalised Richard 
Thomas and Baldwins and £50 million for Colvilles. The proposed loan to Cunard 
is likely to be of the order of £15 million and the grant over £3 million. The 
cotton industry reorganisation grants are expected to total £30 million over 
5 years: the Ministry of Aviation aid for the development and production of civil 
transport aircraft is some £10 million a year: grants and loans already offered to 
the motor industry under the Local Employment Act are expected to total 
£29 million—this apart from £17 million for provision of premises (for rent or 
sale): and there may perhaps be a further £30 million before this programme is 
completed. The aggregate of expenditures of this kind has risen from £15 million 
in 1959-60 to £135 million in 1961-62, of which £88 million is for steel. 

101. These loans and grants have become a formidable claim on public 
funds; and it is a new departure on this scale. If this policy of the Government 
continues, there will be increasing numbers of claimants. These claims arise for 
many reasons, but the most usual case is that large capital investment is required 
for reasons of national interest—prestige, local employment, or whatever it may 
be—but is not expected to yield a rate of return commensurate with the markefs 
assessment of the various risks involved. It is impossible to predict how these 
claims will come. The Board of Trade expects the claims under the Local 
Employment Act to run at a much lower level once the motor industry programme 
is out of the way; but this could be upset if a large but localised industry ran into 
circumstances causing heavy local unemployment. There may be further pressure 
for Exchequer finance for steel, though none is now in sight: the proposal for 
developing a supersonic airliner might cost about £100 million: in the next five 
years there may be proposals for Exchequer finance for shipping and/or 
shipbuilding and perhaps for ports (as well as the B.T.C. docks): other industries 
(e.g., jute, films) may call for Government-financed reorganisation in that time— 
we cannot hope to identify all possible claimants five years ahead. 

102. This is a field in which the " plan " cannot be expressed quantitatively 
but requires formulation in long-term policy. The basis of this policy on assistance 
to private industry might be : 

(i) The	 recognition that all proposals of this kind that involve capital 
investment which will yield a lower return than that which is normal 
for private industrial investment are an uneconomic use of resources, 
and except in special circumstances, will weaken the growth and 
competitiveness of the economy. They may cover the cost to the 
Exchequer, but this is not material to their economic justification. 

(ii) There may be special circumstances of national economic interest which 
support such a proposal—there may be incidental wider benefits which 
make the economic return to the community greater than that on the 
particular project. But such a claim requires searching examination. 

(iii) There	 may be circumstances of social, defence or other non-economic 
interest which justify a proposal, but the full cost of this must be brought 
into the account when the decision is taken. 

103. The experience in appraising and managing proposals of this kind is 
widely spread through the Departments, but it is a field in which the criteria for 
judgment are not clear or easy to establish. Moreover, the implications of any 
new departure are likely to spread well beyond the field of the Department directly 
concerned. The Treasury considers that it would be advantageous to have some 
regular machinery for pooling the available experience and for building up 
practical working criteria of general application: it is suggested, therefore, that 
proposals of this kind which involve some significant departure should be examined 
by the Sub-Group of this Committee which deals with industrial and agricultural 
expenditures—Treasury, Board of Trade, Ministries of Agriculture, Aviation, 
Labour, Power and Transport and Scottish Office—before submission for 
Ministerial decision. It is proposed to lay out resources on the assumption that 
there will be much less of this Exchequer financing in the next five years than 
there has been recently. 



104. Agricultural Support and Services.—This expenditure is not, at present, 
subject to quantitative limit. When the levels of guarantees have been fixed in the 
Annual Farm Price Review, the actual expenditure will follow automatically 
according to the course of production and market prices. The guarantees can be 
changed in the Annual Farm Price Review, but the extent of permissible change 
is limited by the legislation, and the practical possibilities have been further 
reduced by the White Paper of December I960. If the present system of support 
is maintained, it is impossible to be certain of being able to give effect to a 
quantitative limit for the Governments liabilities are by the nature of the support 
scheme open-ended. 

105. The expenditure has increased from £264 million in 1959-60 to an 
estimated £277 million in 1961-62. Unless there is a major change in the world 
price situation, it is expected that there will be a continuing increase in the support 
bill, for the present level of price guarantees and production grants, together with 
improvements in efficiency, stimulates the growth of production; and the supplies 
available are running beyond what the market can absorb at present prices. It is 
not practicable to forecast how the bill will grow, but it could increase by many 
scores of £ million. 

106. For a " plan " of public expenditure five years ahead, it cannot reasonably 
be assumed that the present open-ended system will continue, for it may well 
involve unmanageable increase in cost. The Treasury has assumed that the future 
cost of support and services will not exceed the 1961-62 estimated level, and that 
action will be taken by Ministers to contain the bill within this general area. If it 
is not possible to work on this assumption, it would be necessary to allow for a 
substantial addition to this bill by 1965. 

107. Local Education Authority Services.—Quantitative limit. The bulk of 
expenditure on education is undertaken by local authorities, and apart from school 
milk and school meals is treated as relevant expenditure for the purpose of 
calculating the general grant. This latter expenditure has increased from £665 
million in 1959-60 to an estimated £770 million in 1961-62. The Education 
Departments would expect it to increase to around £920 million by 1965-66 
assuming constant pay and prices. (This excludes, of course, the proposed teachers' 
pay settlements, which would involve an additional £65 million.) 

108. The increase of £150 million in annual expenditure represents an average 
of about  A \ per cent per annum, made up of increases of nearly 2f per cent per 
annum for primary and secondary schools, nearly 9 per cent per annum for further 
education, and 7 per cent per annum for other expenditure (including loan charges 
and capital expenditure from revenue). The increase for primary and secondary 
schools reflects improvement in standards and new schools coming into use; the 
number of pupils will increase by only -J- per cent per annum during the period. 
About £53 million of the additional expenditure is for this purpose. Another 
£30 million is in respect of local authorities' further education (almost all in England 
and Wales, including for this calculation the Colleges of Advanced Technology). 
Other big increases are for charges in respect of capital expenditure, expansion of 
teacher training, and increased university student awards arising both from the 
university expansion programme and from the improvements following the 
Anderson Report. Broadly speaking, the increases are mainly attributable to the 
expanding numbers of teachers and to the cost of maintaining and operating and 
financing the buildings which are being provided by the growing investment 
programme (equivalent to £750-800 million from 1961-62 to 1965-66). 

109. The Treasury proposes that this rate of growth should be moderated to 
£100 million (instead of £150 million) in the four-year period, i.e., to a rate of 
3 per cent per annum assuming constant pay and prices. (This would work out 
somewhat higher for England and Wales than for Scotland because of the 
differing structure of their programmes.) The Education Departments point out that 
this would involve the reversal of the present policy of encouraging the maximum 
addition to the supply of teachers and drastic reduction in the plans for starting 
buildings during the next two or three years. It would, in their view, be necessary to 
take action quickly on the building programme if it were decided to moderate the 
rate of growth as the Treasury proposes. 

110. The current expenditure of local authorities on education is not under 
the direct control of the Government. In order to moderate the rate of growth 



it would be necessary for the Government to announce the aim of containing local 
authorities' expenditure within the new limit; to call for forward estimates from 
them; and to work out with them the priorities and the action that should be taken 
both on the building programme and the supply of teachers, &c, in order to keep 
expenditure within these limits. This would of course result in a reduction in the 
rate of growth of relevant expenditure for computation of the general grant, but 
it would be better to tackle the problem directly than to try to achieve the result 
primarily by exerting indirect pressure through the general grant. 

111. National Health Service.—Hospitals. Quantitative limit. The Health 
Departments and the Treasury are developing a system of five-year " forward 
looks " for hospital running costs on similar lines to the system used for the defence 
budget, and there should be no difficulty in principle in administering a quantitative 
limit, with a firm allocation for a year ahead, and provisional and tentative 
allocations for the subsequent years. The difficulty is that there is no solid basis 
for judging what are the needs of the hospital service five years ahead. The next 
system of handling hospital estimates which, it is hoped, will begin to be introduced 
in the course of the next year will gradually build up a basis for appraisal of needs, 
both for the development of the service and for getting better value for money. 
Allowing for this, the Treasury propose a rate of growth of 2 per cent per annum 
for the four-year period, which would give an increase for hospitals of £40 million 
at constant pay and prices in 1965-66 over the figure of £508 million for 1961-62. 
This would provide for bringing into operation the capital developments now in 
progress and planned for this period, but all other extensions and improvements in 
the hospital service would have to be financed from economies and greater efficiency. 

112. The Executive Council services—the medical, pharmaceutical, dental, 
opthalmic services—are not susceptible to quantitative control (unlike the hospital 
service). It is assumed that there will be an increase of £27 million at constant pay 
and prices by 1965-66 over the figure of £234 million for 1961-62. 

113. In both the hospital service and the Executive Council services, savings 
could be made for the Exchequer by further increases of charges, i.e., by continuing 
the shift of part of the cost from the taxpayer to the consumer of the service; but 
the scope for this is limited by the recent measures which have already gone into 
operation. 

114. Local Health and Welfare Services.—Quantitative limit. The rate of 
growth of local health services can be controlled only indirectly. The Treasury 
proposes that a Government statement should be made (similar in nature to that 
for education) that the rate of growth should not exceed 2 per cent per annum, 
giving an increase of £6^ million by 1965-66 at constant pay and prices over 
£79^ million for 1961-62. The Ministry of Health say that this would mean a 
sharp reduction in the rate of growth of these services and a reversal of the existing 
policy to accelerate the expansion of community care, especially for the mentally 
ill and the old. 

115. The growth of expenditure on welfare services (predominantly old 
people's homes) depends primarily upon the rate of capital expenditure: the 
Ministry envisage an expansion from 88,000 places to 116,000 by 1965-66, which 
would increase current expenditure from £28^ million to £40 million a year. The 
Treasury proposes a halving of the rate of development, i.e., an increase of £61 
million to £35 million. 

116. National Insurance and War Pensions.—Quantitative limit. The 
outgoings of the national insurance funds, and the payments for war pensions are 
determined, at given benefit rates, by the numbers who will apply for the various 
pensions and benefits. The changes arising from changes in numbers are predictable 
with reasonable accuracy as follows, at present benefit rates: 

1961-62 1965-66 Increase 
£ million £ million £ million 

National Insurance and Industrial 
Injuries Funds

War Pensions
 1,161

 105
 1,264
 93

 4-103 
 - 1  2 

1,266 1,357 -i- 91 

There is in addition an estimated net increase of £16 million in national assistance 
after allowing for a reduction in non-contributory old age pensions. The Treasury 



proposes that there should be no widening of the scope of these benefits. (It is 
implied in this report that the rates of benefit would, in accordance with present 
Government policy, rise broadly in line with earnings.) 

117. Family Allowances.—Quantitative limit. The cost of family allowances, 
at the present benefit rate, is estimated to increase from £134 million to £141 million 
in 1965-66. If the two-child families—which number two million—were cut out 
of the scheme, and the help to the medium (three or four children) and large 
families (five children and above) raised to a rate of 10s. a week for the second,
third and fourth, and 15s. a week for the fifth and subsequent children, there 
would be a net saving of the order of £35 million on both the above figures. 

The Aggregate of Expenditure 
118. If the Treasury's proposals in the preceding paragraphs were accepted,

the increases for 1965-66 over 1961-62, at the rates of pay and prices of the first 
quarter of 1961, would be as in the table below. The expenditures in the upper 
half of the table are major items in respect of which quantitative limits are applied;
expenditures in the lower half are either items which are not susceptible to 
quantitative limits or are smaller expenditures not considered in detail in this report. 

Proposed 
1961-62 increase 

Quantitative limits (large items) £ million £ million 
A. 1 	 Defence budget 1,680 125 
C. 	 Civil investment 1,692 [258[258]] 
I. 1 	 Local education (expenditure for general 

grant) 770 100 
J. 1 (a) 	 Hospital services ... 508 40 
J. 2 (a) 	 Local health and welfare services 108 13 
M. 1 and 2 	National insurance and war pensions 1,266 91 
M. 4 	 Family allowances 134 7 

Total ... 	 6,158 634 

Other expenditures 
B. 3	 Overseas aid programme 188 
D.	 Assistance to industry (public and private)... 247 
E.  1, 2	 Agricultural support and services 277 ^2,687 85 
J. 1(6)	 Executive Council services, &c 234 
A. 2 to  N.	 Other smaller expenditures 1,741 
O.	 Debt interest 1 ,225 \ 135P. to R.	 Miscellaneous, adjustments, &c 2 1 0  / 

Contingency allowance ... 250 

TOTAL PUBLIC EXPENDITURE 10,280 1,104 

119. Most of the items in the above table are explained in the previous 
paragraphs. The " other smaller expenditures" include the Atomic Energy
Authority, the Research Councils, universities, housing subsidies, road maintenance,
police, national assistance, central and local government administration, and a 
large number of smaller services. Provision has been made for these on a basis of 
restraint, and when the time comes to consider them in detail, some policy changes 
may be necessary in accordance with the tone of decisions taken on the larger 
programmes. 

120. The contingency allowance is £250 million—a cumulative increase of 
about \ per cent of public expenditure every year. This is a smaller allowance than 
was made in the Chancellor of the Exchequer^ paper C. (61) 43. It is meant to 
accommodate unforseeable expenditures which will arise in the next four years. 
Such expenditures will certainly come forward: the Government cannot commit 
all its prospective resources up to the hilt, leaving no margins available for changes 
in the course of events. It is impossible to compress existing expenditures quickly
in order to make room for new claims. 

121. It is difficult to say how much is a proper allowance to make. It is 
perhaps worth mentioning, however, as giving some perspective in this matter,
that the Treasury made a long-term assessment of the national economy in the 
late spring of 1957. The estimates that were then made for the year 1961-62 have 
turned out much too low. Public consumption of goods and services will this year 
be about £150 million higher, at 1961 prices, than was forecast in 1957. Another 



area in which expenditure has grown fast, and on a scale which could not possibly 
have been predicted four years ago, is the extension of Government loans and 
grants both at home and overseas. The precedent, for what it is worth, certainly 
supports making a contingency allowance of £250 million in June 1961 for the 
development by 1965-66 of expenditures which are not yet in sight. 

122. The prospective increase in the aggregate of public expenditure, on the 
basis of the Treasury's proposals and at the prices of the first quarter of 1961, is 
around £1,100 million. In order to conform with the desideratum laid down by 
Ministers that the " plan " should be within 42 - 5 per cent of prospective G.N.P., 
the increase should not exceed £1,000 million* on the assumption of a 2\ per cent 
per annum growth in G.D.P. per worker (or 3 per cent per annum increase in 
G.D.P.). If the " plan " were based, as it well might be, on the rate of growth of 
G.D.P. per worker actually achieved in the last decade, the public expenditure 
would have to be contained within an increase of £800 million. These figures 
illustrate the momentum of expansion of public expenditure which is contained 
in the present policies of the Government. The Treasury's proposals for 
restraining this growth involve difficult policy changes, but they are nevertheless 
inadequate to bring expenditure by 1965-66 within the prescribed level of 
42-5 per cent. 

123. The expenditures are expressed in terms of the pay rates in the first 
quarter of 1961. If the pay in the public services increased at no faster rate than 
that of wage and salary incomes generally (and correspondingly for national 
insurance and other benefits), it would be possible to accommodate the public 
expenditure within the same proportion of G.N.P.: if public service wage and salary 
incomes went ahead faster than the general run, the expenditure policies would 
inevitably have to be re-examined. 

The Lay-out of Expenditure 
124. The proposals envisage an increase of nearly 11 per cent in public 

expenditure by 1965-66 over 1961-62, without allowing for the effect of higher pay 
and prices. (This is slightly less than the 3 per cent per annum increase in G.N.P., 
for this year's public expenditure may be at least 43 per cent of G.N.P.) In this 
four-year period, there would be a considerable change in the lay-out of expenditure. 
This would consist partly of changes in Government financial support for public 
and private industry and agriculture, designed both to increase efficiency in the 
use of the national resources of labour and capital and to reduce the demand upon 
the Exchequer; and partly of changes of policy to moderate the rate of growth of 
expenditure on defence and social services. 

125. The proposed measures for industry and agriculture are of particular 
importance because they would help both to improve the G.N.P. and to reduce 
public expenditure. They are: 

(i) a thoroughly effective implementation of the Governments policy for	 the 
economic and financial strengthening of the nationalised industries; 

(ii) the	 adoption of stringent criteria for the justification of Exchequer 
assistance to private industry; 

(iii) the adoption of whatever measures might be necessary to ensure that the 
bill for agricultural support and services did not rise substantially above 
the present money level. 

126. Within the public services proper, there would be some continuing shift 
from defence to social services. The limits suggested, at constant pay and prices, 
would be equivalent to an increase in four years of  1 \ per cent in defence, 13 per 
cent in education, 9 \ per cent in health, and 1 \ per cent in pensions (the latter 
arising entirely from the increased numbers). In these services, there is very little 
room for manoeuvre, even when we are looking four or five years ahead. In order 
to make quite small changes in the rate of growth of expenditure on defence and 
social services, it is necessary to make important changes in policy. Indeed to 
contain the growth within the limits indicated above, it would be necessary to take 
some steps which would give the appearance of reversing engines altogether. 

* This increase, at the prices of the first quarter of 1961, over the 1961-62 expenditure of £10,280 
million would be expected to lead to expenditure of some £12,600 million in 1965-66 at the prices 
then ruling, or 42 - 5 per cent of the G.N.P. estimated at £29,650 million in paragraph 34. 
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127. In much of this field, the prospective growth of public expenditure 
results to a significant extent from the large and increasing public investment 
programmes of the last five years. It is accepted as being wise and economical to 
plan capital expenditure two or three years ahead. But these decisions have carried 
with them implicit decisions to expand current expenditure five or six years ahead, 
when the new buildings and equipment are ready to be brought into operation. 
In most of the great public services, expenditure depends heavily upon the number 
and status of the people employed—soldiers, teachers, nurses. The forward 
estimates of current expenditure show the sequence—capital expenditure to expand 
facilities, more staff to man these facilities, improved pay and status to attract the 
extra staff, &c. It is likely, indeed, that over much of the field the most effective 
means of moderating the growth of current expenditure is to reduce and postpone 
the expansion of facilities by public investment. 

128. It would be possible to provide more room for manoeuvre by introducing 
specific economies. Possible fields for consideration are family allowances (a 
change providing a net saving of £35 million a year is mentioned in paragraph 117); 
removal of the subsidy on welfare milk (£27 million a year); increased charges in 
the health service or in school meals or in university education; and there are 
other possibilities among the " smaller" expenditures which have not been 
considered in detail in this paper. 

The Uncertain Economic Basis 
129. The economic framework of the " plan " is uncertain. First, it was 

shown in Section I that the grounds for expecting G.D.P. per worker to grow at 
2\ per cent per year instead of the last decade's 2 per cent are by no means sure— 
and at a 2 per cent rate, £200 million a year less public expenditure could be 
accommodated within a given percentage of the 1965-66 G.N.P. Second is the risk 
discussed in paragraph 39 that the public will be unwilling to reduce their rate of 
growth of consumption to the extent postulated—if they did not, there would be 
serious inflationary pressures. Third, a failure to achieve and maintain a sound 
balance of payments would undoubtedly enforce a major reappraisal of the " plan " 
sooner or later. 

130. In these circumstances, it is impossible to make any worthwhile 
statement about the prospects for taxation. If all went well, it would seem 
reasonable to suppose that the total weight of taxation—direct and indirect, local 
rates and national insurance contributions—would be not much different from the 
present level in relation to G.N.P. There would be some possibilities of reducing 
rates of direct taxation, for in a progressive taxation system, as incomes grow, 
reductions in rates of direct taxation can take place even though the same 
proportion of income has to be collected in taxes. On the other hand, the yield 
from indirect taxation, the local rates and the national insurance contributions 
does not rise in step with incomes. We cannot say at this stage what the balance 
would be likely to be. 

131. The upshot of all these considerations must be that the basis of this 
" plan " is optimistic. It is implied that the balance of payments problem will be 
solved, e.g., that the exports of goods will grow twice as fast as before; that the 
G.D.P. per worker will grow faster than before; that the public will choose a slower 
rate of growth of consumption than before. Even then, public expenditure would 
be greater in relation to G.N.P. than the desideratum laid down by Ministers. 

The Importance of Time ; 
132. It follows that if the Government were to plan public expenditure on the 

basis proposed, there would still be serious risks that the economy would turn 
out to be overloaded. The momentum of expenditure built into present policies 
is so strong, however, that it is impossible to formulate a realistic " plan " that can 
be reasonably certain of avoiding these risks. The adjustment of the rate of growth 
of expenditure takes a long time to carry out, and it will take many years to get the 
size and nature of public expenditure into a condition in which it can be regarded 
as being surely maintainable. 

133. The question of time is perhaps the most serious in the whole situation, 
for the process of expansion of public expenditure is a cumulative one, and the 
long-term position is becoming more vulnerable all the time. This suggests that 



it is beeoming urgent, both in the field of industry and agriculture and in the field 
of defence and social services, to begin to take the action required to bring the 
growth of public expenditure into line with the growth of G.N.P.: and to build up 
a public understanding of the long-term problems involved. 

134. The slowness with which public expenditure will respond to the most 
forthright action for containing its growth emphasises the need not only for taking 
this action quickly but for developing a policy to strengthen competitiveness and 
so to permit an expansion of the national product and thus its ability to sustain 
the required public expenditure. By increasing its efficiency in the use of labour 
and capital, the public sector can itself make a positive contribution towards this 
objective. 

V.-CONCLUSIONS AND FURTHER ACTION 

135. The main conclusion of the report is the formidable scale of the problems 
which face the Government in containing the growth of public expenditure in the 
next four years. A pattern for the growth of the economy has been selected which 
on any reckoning is optimistic. It implies that: 

(i) The balance-of-payments problem will be solved during these four years^ 
despite continuing increases in prices and costs, and by means which 

. . . ; permit rapid expansion of the C D F  . (in fact, no solution is in sight). 
(ii) The rate of increase of G.D.P.	 per worker will be. faster than in the last 

decade. 
(iii) The public will be willing to consume a smaller proportion	 of its extra 

income than it has done before. 
136. It is found that so powerful is the momentum of public expenditure that 

the Treasury has not been able to make a practical plan which conforms,to the 
Cabinefs desideratum that public expenditure should be contained within 42 - 5 per 
cent of the G.N.P. To do this, on the optimistic figure of growth of G.N.P., it 
would be necessary to contain the increase of public expenditure from 1961-62 
to 1965-66 within about £1,000 million at the prices of the first quarter of 1961. 
If the proposals below were adopted, the increases would be of the order of 
£1,100 million. 

137. It follows that the Treasury's proposals are a maximum programme for 
the growth of public expenditure. If they were adopted in full, it would still be 
likely that further adjustments would have to be made in the course of the next 
three or fOur years. 

138. If the Government decided to plan expenditure according to the 
Treasury proposals, therefore, it would be necessary to direct Governmental policy 
continuously to strengthen the competitiveness of the economy—the common 
essential condition for growth and solvency: in particular, the power of the purse 
is a powerful weapon at the Government^ disposal, and the development of public 
expenditure would have to be directed to support this aim as far as possible: and 
the prospects would be greatly improved if the average rate of increase of wages 
and salaries could be held to no more than the growth of G.D.P. per worker. 

139. The Treasury's detailed proposals for the main items of public 
expenditure may be summed up as follows: 

(i) The policy outlined in the White Paper	 on the Economic and Financial 
Obligations of the Nationalised Industries (Cmnd. 1337) should be 
energetically pursued. 

(ii) Stringent criteria should be required to justify proposals for	 Government 
assistance to private industry. Proposals of this kind involving some 
significant departure should be examined inter-departmentally before 
a decision is taken. 

(iii) Whatever measures are necessary should be taken to contain the annual 
bill for agricultural support and services within the general area of the 
estimated cost for 1961-62—namely, £277 million. 

(iv) The defence budget for	 1965-66 should not exceed the estimated level for 
1961-62 by more than £125 million at 1st quarter (say February) 1961 



prices, with special reference to reducing direct overseas military 
expenditure and demands on high-quality research and industrial effort. 

(v) The rate of growth of local authorities' current expenditure on education 
should be limited to 3 per cent per annum, which would permit an 
increase by 1965-66 of £100 million at February 1961 prices over the 
estimated level of expenditure in 1961-62. 

(vi) The rate of growth of hospital running costs should be limited to 2 per 
cent per annum, which would permit an increase by 1965-66 of £40 
million at February 1961 prices over the estimated level of expenditure 
in 1961-62. 

(vii) The rate of growth of expenditure on the local health services should not 
exceed 2 per cent per annum, giving an increase by 1965-66 of 
£6^ million at February 1961 prices over the estimated level of 
expenditure in 1961-62: expenditure on the local welfare services in 
1965-66 should not exceed by more than £6^ million at February 1961 
prices the estimated level of expenditure in 1961-62. 

(viii) There should be no widening of the scope of National Insurance and other 
benefits and assistance. 

140. The proposals referred to at (iv)-(viii) of the preceding paragraph have 
all been expressed in this report in terms of 1st quarter 1961 prices (see 
paragraph 123). 

141. It is proposed that consideration should also be given to the specific 
economies outlined in paragraph 128. 

142. The Annual Review of Public Investment will shortly be brought before 
Ministers. It will include proposals to moderate the rate of increase of public 
investment in the next two years. It will then be necessary to decide the longer-term 
basis of civil public investment programmes, in the light of Ministers' decisions on 
the permissible growth of current expenditure, and the policies needed to increase 
the G.N.P. 

143. If Ministers accepted the Treasury's proposals as the basis for the 
" plan", the next step would be to work these into specific policies for 
implementation and public announcement; and to consider what further action 
was required to build up a public understanding of the issues involved. It would 
also be necessary to review those expenditures which have not been considered at 
the first round, and to develop quantitative limits or long-term policies for them. 

144. It would be necessary also to make the arrangements for continuing 
work by the Public Expenditure Survey Committee on these lines. The structure 
would appropriately be the preparation of an annual report, not unlike the present 
report but increasing in firmness as the expenditure becomes adjusted to resources; 
it would be based upon five foundations: 

(i) Future Resources Review (not unlike Sections I and II of this Report). 
(ii) Defence	 " Forward Look "—which, it has been suggested in the Third 

Interim Report of the Plowden Committee, should be regularly 
examined alongside the Civil Operations Overseas. 

(iii) Annual Investment Review. 
(iv) Interdepartmental work on assistance to private industry (paragraph 103). 
(v)	 " Forward Looks " in alternate years, as proposed by the Chancellor of 

the Exchequer in C. (61) 43, for the social services and for local 
government services and finance. 

The timing of these various operations would require consideration. 
145. If Ministers approve this framework in principle, the particular policies 

would then be worked out by the departments concerned, as necessary with the 
Treasury, for announcement as appropriate. A further report should be prepared 
by the Public Expenditure Survey Committee, for submission to Ministers in the 
autumn, which would: 

(i) consider	 the other expenditures which have not been considered at the 
first round, and make analogous proposals for them; 

(ii) work out a time-table and organisational pattern for future operations of 
this kind. 



APPENDIX I 


MEMBERSHIP OF THE PUBLIC EXPENDITURE SURVEY COMMITTEE 

The following Departments are represented on the Committee: 


Treasury 

Central Statistical Office 

Ministry of Agriculture, Fisheries and Food 

Ministry of Aviation 

Colonial Office 

Commonwealth Relations Office 

Customs and Excise 

Ministry of Defence 

Ministry of Education 

Foreign Office 

Ministry of Health 

Home Office 

Ministry of Housing and Local Government 

Inland Revenue 

Ministry of Labour 

Ministry of Pensions and National Insurance 

Post Office 

Ministry of Power 

Office of the Minister for Science 

Board of Trade 

Ministry of Transport 

Ministry of Works 

Scottish Office 

Department of Health for Scotland 


The membership of the Sub-Committee and Sub-Groups is as follows: 
Sub-Committee on Investment 

Treasury 

Ministry of Agriculture, Fisheries and Food 

Ministry of Aviation 

Ministry of Education 

Ministry of Health 

Home Office 

Ministry of Housing and Local Government 

Post Office 

Ministry of Power 

Ministry of Transport 

Ministry of Works 

Scottish Office 


Sub-Group 1: Defence 
Treasury 
Ministry of Defence 

Sub-Group 2: Civil Operations Overseas 
Treasury 

Commonwealth Relations Office 

Colonial Office 

Foreign Office 




Sub-Group 3: Assistance to Industry and Agriculture 
Treasury 

Ministry of. Agriculture, Fisheries and Food 

Ministry of Aviation 

Ministry of Labour 

Ministry of Power 

Board of Trade 

Ministry of Transport -;- . , . . 

Scottish Office 


Sub-Group 4: Social Services 
Treasury 

Ministry of Education 

Ministry of Health 

Ministry of Pensions and National Insurance . 

Scottish Office 

Department of Health for Scotland 


APPENDIX II 

EXPORT PROSPECTS UP TO 1965 

Memorandum by the Board of Trade 

1. United Kingdom exports, by value and volume, are shown below, for each 
year since 1951, together with the percentage increase from year to year: 

TABLE 1 

VALUE AND VOLUME OF UNITED KINGDOM EXPORTS: 1 9 5 1 - 6 0 

Percentage Percentage 
Year Value increase on Volume increase on 

(£ million) previous year ( 1 9 5 4 = 1 0 0 ) previous year 

1 9 5 1 2 , 5 6 6 9 9 - 8 

1 9 5 2 2 , 5 6 7 0 9 3 - 6 6 

1 9 5 3 2 , 5 5 8 0 9 5 - 7 4-2 

1 9 5 4 2 , 6 5 0 -1-4 1 0 0 - 0 4-4 

1 9 5 5 2 , 8 7 7 4-9 1 0 7 - 4 4-7 

1 9 5 6 3 , 1 4 3 4-9 1 1 3 - 5 4-6 

1 9 5 7 3 , 2 9 5 ;.''-, 4-5- - 1 1 5 - 7 ' 4-2 


:1 9 5 8 3 , 1 7 6 i- - 4 ' - 1 1 1 - 4 - 4 

1 9 5 9 3 , 3 3 0 4-5 1 1 6 1 4-4 

1 9 6 0 3 , 5 5 5 4-7 1 2 2 - 1 4-5 


Calculations of the average rate of expansion of exports are much affected by the 
particular range of years selected. The average rate of increase in the volume 
of United Kingdom exports between 1953 and 1960, for example, was about 
3\ per cent. The performance in particular years has, however, been very different 
and, over successive periods of five years since 1951, the average annual percentage 
increase in the volume of exports has been: 

1951-56 2-7 
1952-57 4-3 
1953-58 3-2 
1954-59 3-1 
1955-60 2-7 

The average of the above rates is 3 - 2 per cent. 



, 2. Our exports go to a wide range of markets which have been expanding 
at very different rates. Developed countries have increased their total imports 
more rapidly than under-developed countries. There has been a particularly large 
expansion of imports into Western Europe. . , 

TABLE 2 

VOLUME OF W O R L D IMPORTS: 1 9 5 3 - 5 9 

( 1 9 5 3 = 1 0 0 ) 

(Figures in brackets show the percentage increase from year to year) 

Under- Non-
Year Developed developed European Western North World 

Areas Areas Sterling EuropEuropee America 
Area 

1 9 5  4 1 0  5 ( 4  - 5 ) 1 0  9  ( 4  9 ) 1 1 0  ( 4 - 1 0  ) 1 1 0  ( 4 1 0  ) 9 2  ( - 8 ) 1 0  6  ( 4  6 ) 
1 9 5  5 
1 9 5  6 
1 9 5  7 
1 9 5  8 . . . 
1 9 5  9 
Average 

1 1  9 ( + 1 3  ) 
1 2  8 (4- 8 ) 
1 3  5  ( 4  5 ) 
1 3  5 ( 4 - ) 
1 5 0  ( 4 1 1  ) 

1 1 7  (  4  7 ) 
1 2  4  ( 4  6 ) 
1 3  5  ( 4  9 ) 
1 3  0  ( - 4 ) 
1 2  9  ( - 1 ) 

1 2 4  ( 4 - 1 3  ) 
1 2  9 (4- 4 ) 
1 3  8  ( 4  7 ) 
1 3  4  ( - 3 ) 
1 3 6  (4 1 ) 

1 2  5 ( 4 1 4  ) 
1 3  4  ( 4  7 ) 
1 4  2  ( 4  6 ) 
1 4 3  (4 1 ) 
1 5  8 ( 4 1 0  ) 

1 0 4 ( 4 1 3  ) 
1 1 6 ( 4 1 2  ) 
1 1 7  (  4  1 ) 
1 1  7 (   ) 
1 3  6 (416) 

1 1  8 ( 4 1 1  ) 
1 2  7  ( 4  8 ) 
1 3  5  ( 4  6 ) 
1 3  3  ( - 1 ) 
1 4  4  ( 4  8 ) 

1 9 5 4 - 5  9 . .  . ( f  7 ) C+ 4 ) ( *  5 ) (4- 8 ) C+ 6 ) ^  6 ) 

Source: United Nations, 1 9 5 9 . 

Year-book of International Trade Statistics 

3. The following table shows the increase in the value of our exports to 
different markets (volume figures are not available for all markets): 

TABLE 3 

VALUE OF UNITED KINGDOM EXPORTS TO DIFFERENT MARKETS: 1 9 5 3 - 6  0 

£ million 
Exports to: Percentage increase 

1 9 5 3 1 9 6 0 

Sterling area 1,203 1 ,428 1 9 
Non-sterling area ... ... 1 ,355 2 , 1 2 7 5 7 
North America 3 1 6 5 4 3 7 2 
Western Europe ... ... 6 9 8 1 , 0 3 0 4 8 
Rest of the world 3 4 0 5 5 4 6 3 

The relatively low rate of increase in United Kingdom exports to the sterling area 
is striking. In fact in 1960 the volume of our exports to the sterling area was only
about the same as in 1954, whereas, as Table 1 shows, the total increase in the 
volume of our exports was over 20 per cent. The pattern of our exports has 
changed greatly. Whereas 10 years ago half our exports went to the sterling area,
only 40 per cent did so in 1960. Over the same period the proportion of our 
exports going to North America and Western Europe has increased from about 
40 to about 45 per cent. The commodity pattern of exports has also changed. 
About 45 per cent of our exports in 1960 consisted of engineering goods compared 
with less than 40 per cent 10 years ago (and only 20 per cent before the war). Over 
the last decade the proportion of our exports accounted for by textiles have 
decreased from about 15 to less than 10 per cent. These changes are relevant to 
forecasting the future volume of exports. 

Prospects to 1965 
4. Over the past decade, our exports have on the whole increased most in 

years when world trade was most buoyant and conversely have fallen when world 
trade has fallen. It must be assumed that in coming years world trade will generally
continue to expand but the prospects for expansion are not the same in all markets. 



5. Exports to the sterling area still accounts for 40 per cent of our exports 
and thus greatly affect the level of our total exports. It is probable that total 
imports into sterling area countries will not increase very rapidly though this will 
depend on whether the terms of trade move in their favour. It is also probable 
that our share of sterling area markets will continue to decline. Our share may, 
however, fall rather more slowly once the full effects of removal of discrimination 
in our favour have worked through. On this account a rather greater increase in 
our exports to the sterling area is possible in the coming years. 

6. We think it likely that our exports to Western Europe will continue to 
grow quickly. They might grow more quickly still by 1965 if, say, by 1963 there 
were to be a close association with the European Economic Community or, indeed, 
if it were evident by that time that there was a clear prospect of such association 
being achieved. Exports to North America should also continue to expand 
(though they seem likely to remain liable to more marked fluctuations in sympathy 
with the state of the United States economy than exports to Western Europe) but 
the ;rate of increase may not be so great as in recent years. Exports to North 
America have been greatly helped by a very rapid expansion in exports of cars. 
Car exports have now fallen sharply and it is unlikely that there will be any early 
recovery. 

7. There seems no reason why world trade should grow more rapidly in the 
period up to 1965 than it has over the past decade and the foregoing provides no 
obvious reason why the rate of expansion of our exports should be very different 
from what has been achieved in recent years. There are, however, certain reasons 
for suggesting that the rate of increase may be a little greater rather than a little 
less. First, the rate at which our share of sterling markets has fallen may decline 
and increased aid expenditure may help sterling countries and other primary 
producers to increase, their imports. Secondly, a greater proportion of our exports 
now goes into the expanding markets in industrial countries and consists of the 
kind of goods (e.g., machinery) in which world trade is likely to continue to be 
more buoyant. Thirdly, the export drive and assistance of various kinds to 
exporters should show some result in securing a wider participation by firms in 
exporting. For these reasons the average rate of expansion in the volume of our 
exports may be as much as 3^ per cent a year, compared with what seems to be 
an average rate of 3 per cent over recent years. 

8. There will inevitably continue to be fluctuations from year to year and it 
cannot be certain that over the comparatively short period up to 1965, the average 
will not in fact be higher or lower than the longer term expectation. It could turn 
out to be as high as 4 per cent or it could be as low as 2\ per cent. 

9. We think, therefore, that it would be rash to make any assumption that 
the average rate of increase in the volume of exports up to 1965 would exceed 
Z\ per cent. It will be realised that any forecast of exports inevitably involves 
implied assumptions about the state and conditions of the United Kingdom 
economy and about the rate of growth of world production and trade. Thus to 
adopt a figure for the rate of increase in our exports very different from what has 
been achieved over the past decade would imply that conditions in the United 
Kingdom or in the world, or both, would undergo a very rapid and substantial 
change from those which have prevailed up to now. Moreover, it should not be 
overlooked that imports and exports are not wholly independent. If, for example, 
it should turn out that our exports increase quickly rather than slowly our imports 
will be subject to similar influences. 



APPENDIX III 


PUBLIC EXPENDITURE SURVEY 1959-60 AND 1961-62 


N O T E . - A l  l figures are as at 1st April, 1961

Total public 
expenditure 

I . — S U P P O R T OF EXTERNAL POLICY 
A.—Defence 

1. Defence budget 
2 . Civil defence* 
3 . Strategic stocks* 

Total* 

B.—Civil operations overseas 
1. Administration* 
2 . Information 
3 . Aid programme 
4 .	 Subscriptions to civil international 

organisations 

Total* 

II .—CIVIL INVESTMENT 

C.—Civil public investment 


1 . Fixed investment of public enterprises ... 
2 . Other civil public investment 

Total 

I I I . - O T H E R CIVIL EXPENDITURE \ 
D.—Industry and transport 

1. Assistance to industry* 
2 . Loans to industry below-the-line 

£ million 

Expenditure on 

Votes 


1 9 5 9 - 6 0 1 9 6 1 - 6 2 


1 ,523 1 , 6 5 5 

9 1 4 

2 3 


1 , 5 3 4 1 ,672 

4 7 5 9 

1 7 2 0 

6 4 8 3 


7 8 


1 3 5 1 7 0 


2 8 3 2 

1 5 0 2 0 4 


1 7 8 2 3 6 


9 3 7 


1 0 3 


4 3 

1 1 

6 1 

8 8 


2 8 1 5 3 


2 5 0 2 6 6 

1 2 1 0 

1 2 1 0 


7 9 


2 8 1 2 9 5 


5 1 4 0 

7 1 4 

7 1 1 

8 1 2 

1 1 


7 4 7 8 


1 9 5 9 - 6 0 


1 ,523 

1 0 


- 2 7 


1 ,506 

4 4 

1 7 


1 3 1 


7 


1 9 9 


9 1 2 

6 7 7 


1 ,589 

8 


8 5 


1 1 

1 

6 

7 


1 1 8 


2 5 0 

1 4 

1 2 

1 3 


2 8 9 


9 1 

7 

8 

8 

1 


1 1 5 


1 9 6 1 - 6 2 


1 , 6 8 0 

1 5 


- 1 2 


1 , 6 8 3 

5 7 

2 0 


1 8 8 


8 


2 7 3 


9 0 2 

7 9 0 


1 , 6 9 2 

3 7 

8 8 


1 0 3 


9 

1 

1 

8 


2 4 7 


2 6 5 

1 2 

1 0 

1 5 


3 0 2 


8 9 

1 4 

1 2 

1 1 


1 


1 2 7 


3 . B.T.C. deficit 
4 .	 Civil airports, navigational

&c 
5. Assistance to transport 
6. Oil storage 
7 . Employment training services"" 

Total* 

E.'—Agriculture 
1. Agricultural support 
2 . Agricultural services* 
3 . Fisheries"" 
4 . Forestry"1 

Total"5 

F.—Civil science 
1. Atomic Energy Authority * 
2 . Ministry of Aviation 
3 . D.S.I.R.* 
4 . Other research councils"5 

5 . Grants-in-aid to science 

Total* ... 

 services, 

* Indicates that, as regards the columns for total public expenditure, fixed capital formation on 
N.I.B.B. definitions has been excluded and that, as regards the columns for expenditure on Votes, 
fixed investment on Investment Review definitions has been excluded. 



NOTE .—All figures are as at 1st April, 1961 £ million 

Total public 
expenditure 

Expenditure
Votes 

on 

1959-60 1961-62 1959-60 1961-62 

III .—III.—III.—OTHEOTHEOTHERRR CIVICIVICIVILLL EXPENDITUREXPENDITUREXPENDITUREEE (continued)(continued)(continued) 
rrr G.—ArtG.—ArtG.—Artsss 

111... Grants-in-aiGrants-in-aiGrants-in-aiddd tttooo artsartsarts,,, includinincludinincludinggg purchaspurchaspurchaseee 
grantgrantgrantsss 

222... AdministratioAdministratioAdministrationnn ooofff museumsmuseumsmuseums,,, historihistorihistoriccc 
buildingsbuildingsbuildings,,, librarielibrarielibrariesss anananddd galleriegalleriegalleriesss 

2 

20 

3 

24 

2 

4 

3 

5 

TotaTotaTotalll ......... 22 27 6 8 

H.—GeneraH.—GeneraH.—GeneraH.—GeneraH.—Generalllll anananananddddd ratratratratrateeeee
localocalocalocalocalllll authoritieauthoritieauthoritieauthoritieauthoritiesssss 

deficiencdeficiencdeficiencdeficiencdeficiencyyyyy grantgrantgrantgrantgrantsssss tttttooooo 
— — 512 633 

I.—EducatioI.—EducatioI.—EducatioI.—EducatioI.—Educationnnnn 
11111..... L.E.AL.E.AL.E.AL.E.AL.E.A..... servicesservicesservicesservicesservices,,,,, excludinexcludinexcludinexcludinexcludinggggg schoolschoolschoolschoolschoolsssss mealmealmealmealmealsssss 

anananananddddd milkmilkmilkmilkmilk***** ,,,,, ............... 
22222..... MiscellaneouMiscellaneouMiscellaneouMiscellaneouMiscellaneousssss centracentracentracentracentralllll grantsgrantsgrantsgrantsgrants,,,,, &c.&c.&c.&c.&c.***** 
33333..... UniversitieUniversitieUniversitieUniversitieUniversitiesssss anananananddddd colleges—currencolleges—currencolleges—currencolleges—currencolleges—currenttttt grantgrantgrantgrantgrantsssss 

665 
27 
38 

770 
39 
58 

22 
22 
38 

33 
58 

TotalTotalTotalTotalTotal***** 730 867 82 91 

J.—HealtJ.—HealtJ.—HealtJ.—HealtJ.—Healthhhhh anananananddddd welfarwelfarwelfarwelfarwelfareeeee 
11111..... NationaNationaNationaNationaNationalllll HealtHealtHealtHealtHealthhhhh ServicServicServicServicServiceeeee 

(a)(a)(a)(a)(a) HospitaHospitaHospitaHospitaHospitalllll servicesservicesservicesservicesservices***** 
(b)(b)(b)(b)(b) ExecutivExecutivExecutivExecutivExecutiveeeee CounciCounciCounciCounciCouncilllll servicesservicesservicesservicesservices,,,,, &c&c&c&c&c..... ............... 

22222..... L.H.AL.H.AL.H.AL.H.AL.H.A..... serviceserviceserviceserviceservicesssss 
(a)(a)(a)(a)(a) HealtHealtHealtHealtHealthhhhh anananananddddd welfarewelfarewelfarewelfarewelfare***** 
(b)(b)(b)(b)(b) OtheOtheOtheOtheOtherrrrr 

33333..... ChilChilChilChilChilddddd carecarecarecarecare***** 
44444..... WelfarWelfarWelfarWelfarWelfareeeee foodfoodfoodfoodfoodsssss 
55555..... SchooSchooSchooSchooSchoolllll mealmealmealmealmealsssss anananananddddd milmilmilmilmilkkkkk 

448 
214 

96 
9 

25 
27 
66 

508 
234 

108 
9 

26 
27 
69 

y
)

 528 

' 
3 

27 
66 

561 

4
26 
69 

i 

TotalTotalTotalTotalTotal***** 885 981 627 660 

K.—OtheK.—Otherr localocall serviceservicess 
11.. HousinHousingg subsidiesubsidiess 
22.. LoanLoanss foforr houshousee purchaspurchasee (below-the-line(below-the-line)) 
33.. TowTownn planningplanning** 
44.. ParkParkss anandd pleasurpleasuree gardensgardens** 
55.. LanLandd drainagdrainagee anandd conservationconservation"" 
66.. WateWaterr seweragseweragee anandd refusrefusee disposaldisposal** ...... 
77.. RoaRoadd maintenancmaintenancee anandd lightinglighting** 
88.. FireFire** 
99.. LocaLocall governmengovernmentt administratioadministrationn anandd 

ratratee collectioncollection** 

'
114 
13 
17 
29 

9 
78 

143 
28 

58 

121 
39 
15 
33 
10 
90 

160 
31 

65 

88 

11 
1 
4 
2 

41 
1 

95 

8 
1 
5 
3 

47 

TotalTotal** 489 564 148 159 

L.—LaL.—LaL.—Lawww anananddd ordeordeorderrr 
111... ParliamenParliamenParliamenttt 
222... AdministratioAdministratioAdministrationnn ooofff justicejusticejustice*** 
333... PolicPolicPoliceee*** 
444... PrisonsPrisonsPrisons*** 

4 
17 

114 
13 

. . 4 
22 

134 
16 

2 
7":" . , . . i 

56 
13 

2 
9 

71 
16 

TotalTotalTotal*** ......... ......... ......... ......... 148 176 78 98 

M.-—BenefitM.-—BenefitM.-—Benefitsss anananddd assistancassistancassistanceee 
111... NationaNationaNationalll insurancinsurancinsuranceee 
222... WaWaWarrr pensionpensionpensionsss 
333... Non-contributorNon-contributorNon-contributoryyy OlOlOlddd AgAgAgeee pensionpensionpensionsss
444... FamilFamilFamilyyy allowanceallowanceallowancesss 
555... NationaNationaNationalll assistancassistancassistanceee ......... 

......... 

966 
99 
12 

127 
147 

1,156 
105 

9 
134 
164 

181 
99 
12 

128 
147 

201 
105 

9 
134 
164 

TotaTotall ...... ...... ...... ...... ...... 1,351 1,568 567 613 

* Indicates that, as regards the columns for total public expenditure, fixed capital formation on 
N.I.B.B. definitions has been excluded and that, as regards the columns for expenditure on Votes, 
fixed investment on Investment Review definitions has been excluded. 



NOTE .—All figures are as at 1st April, 1961 £ million 

Total public 
expenditure 

Expenditure
Votes 

 on 

1959-60 1961-62 1959-60 1961-62 

III .—OTHER CIVIL EXPENDITURE (continued) 
N.—Central administration 

1. Tax collection* 	 62 70 61 70 
2. Ministry of Labour 	 15 15 15 15 
3. National insurance 	 44 47 — — 
4. National assistance 	 10 12 10 12 
5. Agricultural departments 	 22 24 22 24 
6. Central administration not elsewhere ... 49 60 44 51 
7. Superannuation 	 25 29 28 32 
8. Accommodation (Home)* 	 54 52 49 44 
9. Stationery Office (Home)* 	 12 10 12 12 

10. Information (Home)* 	 3 4 3 4 
11. Records, registrations and surveys* 7 11 4 7 
12.	 Post Office—-services supplied free less 

services received free 15 — — — 

Total* 	 318 334 248 271 

IV.—DEBT INTEREST 
O . - D e b  t interest 

1. Central Government—payments less 
receipts from local authorities and 
public corporations 

2. Local authorities 
518 
268 

582 
318 

— 
—. 

— 
— 

3. Nationalised industries, &c 275 325 — — 

Total ... 1,061 1,225 - -

V.—MISCELLANEOUS 
P.—Miscellaneous services 

1. Post-war credits 64 18 — — 
2. War damage 
3. Northern Ireland* 

11 
116 

5 
135 — 

— 
— 

4. Miscellaneous Consolidated Fund 
Services 3 2 — — 

5. BBC — 3 31 41 
6. State management 
7. Irish land purchase services 
8. Ministry of" Aviation and War Office 

purchasing (repayment) services and 

— 
— 

— 
— 1 

— 
1 

titanium receipts 
9. Net repayment of

Governments 
 debt to overseas 

— 

101 

— 

41 

- . 
— 

8 

— 

Total* 	 295 204 32 50 

Q.—Cost adjustment 
R.—Statistical adjustments 

1.	 Adjustment of public investment to 
national income basis 40 62 

2. Other 	 - 5 - 5 2 

Total 	 35 10 

G R A N D TOTAL 	 9,150 10,280 4,530 5,187 

* Indicates that, as regards the columns for total public expenditure, fixed capital formation on 
N.I.B.B. definitions has been excluded and that, as regards the columns for expenditure on Votes, 
fixed investment on Investment Review definitions has been excluded. 
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ECONOMIC SITUATION 

Meinoyandum by, the C h a n c e l l o r of the Exchequer 

The p r e s s u r e s on the economy, both from within, and without, 
are becoming increas ing ly dangerous . Home demand i s a lready high 
and i s expected to r i s e s trongly over the next twelve months; at the 
same t ime our external r e s e r v e s are decl ining rapidly - and the 
extent of that decl ine has been concea led by the a s s i s t a n c e r e c e i v e d 
from European central banks. The situation is m o r e s e r i o u s than at 
any t ime during the pas t ten y e a r s . 

2. On the domest i c front there i s a w idespread and growing shortage 
of labour. Unemployment has fal len to 1. 2 per cent and i s l ike ly to 
fall further. The number of v a c a n c i e s i s we l l in e x c e s s of the number 
of unemployed. The boom in industrial inves tment , which has been 
building up s ince late 1959 has not yet reached i t s peak and wi l l 
probably continue into 1962, with increas ing p r e s s u r e on the building 
industry (already over loaded) and the engineer ing industry. Even m o r e 
important and something which has b e c o m e much m o r e c l e ar l y marked 
s ince the budget, i s the uptrend in consumption; it i s now f o r e c a s t 
to r i s e by £600 mi l l i ons (annual rate) i n r e a l t e r m s between the f irs t 
half of 1961 and the f i r s t half of 1962, that i s by 4 per cent - an unusually 
high ra te . In the las t twelve months there has been only a s m a l l r i s e 
in production. The r i s e required to m e e t the i n c r e a s e d domes t i c 
demand now f o r e s e e n , wi l l e x c e e d the r i s e in product ive capacity; 
the p r e s s u r e of demand upon m a n - p o w e r capacity wi l l , there fore , 
i n c r e a s e s t i l l further. P r i c e s have risen, about 2^ per cent in the las t 
twelve months; with the next wage round p r o m i s i n g a 6-7 per cent 
i n c r e a s e in wage r a t e s , the r i s e in p r i c e s wi l l probably be 3 - 3 ^ per cent 
over the next tv/elve months . 

3. S imultaneously with the i n c r e a s e of p r e s s u r e on our d o m e s t i c 
r e s o u r c e s , we are faced with a cr i t i ca l external s i tuation. Since 
the middle of 1959 the balance of payments haa been heavi ly in deficit . 
On p r e s e n t expectat ions the deficit in 1961 wi l l r emain high and may 
wel l continue, even if world conditions are favourable , to the end of 
1962 and beyond. A s u c c e s s i o n of a d v e r s e ba lances of this duration 
i s unprecedented in our p o s t - w a r e x p e r i e n c e . This prospec t i s 
a larming , to put it mi ld ly . 

4 . We a l s o face the danger of l arge continuing withdrawals by 
s t er l ing	 and non-s ter l ing countr i e s . The magnitude of these withdrawals 
depends on the p o l i c i e s we pursue and the confidence that these p o l i c i e s 
insp ire in the future value of the pound as much as on the needs of 
other countr ies to r e a l i s e their external a s s e t s . On the b a s i s of our 
exper i ence in 1957, we m u s t expect that when the pound i s under 
susp ic ion , a large proport ion of s ter l ing holdings v/ill prove highly 
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volat i le and that withdrawals might reach a dangerous s c a l e . Converse 
as our past exper ience has a l s o shown, action that i s s e e n to be both 
de termined and adequate could have a marked effect in the opposite 
d irect ion . 

5. The weakness of our balance of payments i s a ref lect ion partly 
of the p r e s s u r e of domest ic demand and partly of the chronic 
tendency for wages and s a l a r i e s (and consequential ly other i n c o m e s ) 
to r i s e much fas ter than productivity. This tendency i s i t se l f to 
some extent caused by the over load of our economy and the shortage 
of labour resul t ing from it. Whatever e l s e we do, there fore , we 
must reduceth %- p r e s s u r e of home demand and get the trend of our 
cos t s under control . 

6. The s c a l e on which it wi l l be n e c e s s a r y to r e s t r i c t home 
demand i s substantial . We cannot hope to wipe out OTXX a d v e r s e 
o v e r s e a s ba lance without re l eas ing r e s o u r c e s on at l e a s t a 
co liviparable s c a l e and we mus t a l s o generate a surplus sufficient 
to a l low us to repay our debts and finance our normal outflow of 
l o n g - t e r m capital and aid. Simply to make room for these two 
objec t ives i m p l i e s a reduction of prospec t ive home demand that might 
be u l t imate ly of the order of an annual rate of £500 m i l l i o n s . 

7. Steps mus t therefore be taken both to a l lev iate the s h o r t e r 
t e r m p r e s s u r e on the balance of payments and to improve the trend 
over the l o n g e r - t e r m . The m e a s u r e s I propose are d irec ted towards 
t h e s e a i m s without arres t ing the growth of the economy. They imply 
a check in the growth of Government expenditure and in pr ivate spending 
on c o n s u m e r goods; they would l imit the growth of consumption over 
the next y e a r while permitt ing industrial inves tment to expand without 
the a d v e r s e consequences for the balance of payments that would 
o therwise fo l low. 

8. My proposa l s are as fo l lows: 

(a) M e a s u r e s to reduce o v e r s e a s Government expenditure. 

(b) M e a s u r e s to reduce private expenditure o v e r s e a s . 

(c) M e a s u r e s to reduce home demand in the public s e c t o r . 

(d) M e a s u r e s to reduce home demand in the private s e c t o r . 

(e) M e a s u r e s to re s t ra in the growth of wages and s a l a r i e s 
and so to improve our international compet i t ive pos i t ion . 

M e a s u r e s to Reduce Government Expenditure O v e r s e a s 

9. My object ive here i s to s ecure an aggregate saving of 
£100 m i l l i o n s for the year 1962 /63 . 

10. ence 

to maintain our troops on the Continent under N-* A..,T, 0 . Ccrr.ime.nd. 
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(b) Other O v e r s e a s Military Expenditure. I further p r o p o s e that 
the total of our o v e r s e a s mi l i tary expenditure should be reduced from 
the p r e s e n t l e v e l of about £235 mi l l i ons a year to about £200 m i l l i o n s 
a year (this saving to be in addition to the saving we s e c u r e on (a) 
above) . The p o s s i b l e m e a n s of doing this are a lready under e x a m i n a 

fcion, but it i s	 c l ear that it wi l l involve a reduction in our defence 
c o m m i t m e n t s . A s the sav ings cannot be achieved quickly, I cons ider 
that we must r e a c h dec i s ions as soon as p o s s i b l e . 

1L Aid to Under - dey eloped^Countrie s 

Our p r e s e n t po l icy is to s tab i l i s e expenditure under the aid 
p r o g r a m m e within the range of £190 -200 m i l l i o n s a y e a r (as compared 
with actual expenditure of £150 m i l l i o n s las t y e a r ) . I propose that 
a new l imi t of £180 m i l l i o n s a year be se t . But we can keep within 
this l imit only if we re fuse to undertake any new aid c o m m i t m e n t s 
whatever , and refra in f rom r e - a l l o c a t i n g any sav ings on expenditure 
under ex i s t ing c o m m i t m e n t s . On paper , ex i s t ing c o m m i t m e n t s wi l l 
resu l t in expenditure of over £180 m i l l i o n s both this y e a r and next; 
but I b e l i e v e that th is e x c e s s could be avoided by taking advantage 
of p o s s i b l e sav ings which may a r i s e . I r e a l i s e that th i s m e a n s that 
we shal l not be able to do as much as we should l ike , to help , 
i n t e r a l ia , the Colonial t e r r i t o r i e s emerg ing into independence . 

12. I propose that other c iv i l expenditure o v e r s e a s (e . g. diplomatic 
adminis trat ive and information) should be cut for 1962/63 by 
10 per cent below i t s p r e s e n t l e v e l of £43 m i l l i o n s . 

M e a s u r e s to Reduce Pr ivate £expenditure O v e r s e a s 

13. Import Controls 

A plan has been worked out which I wi l l ment ion ora l ly . 

14. F;rjyate  Tjravel r

At p r e s e n t £160 m i l l i o n s i s spent on t rave l ( including b u s i n e s s 
t rave l ) . The new "travel year" begins on 1st N o v e m b e r . It i s 
exceed ing ly difficult to make a change in the middle of the t rave l y e a r . 
It i s for cons iderat ion whether we make a cut for the next t rave l 
year . To l imi t the tour is t a l lowance to £100 would not save much but 
might be of p s y c h o l o g i c a l va lue . A l imi t of £50 might s a v e a sum 
of the order of £ 2 0 mi l l i ons . The announcement of a p r o s p e c t i v e 
l imitat ion would l ead to cons iderable fores ta l l ing . 

15. L e g a c i e s 

There are var ious other points to be looked at - e. g. l e g a c i e s , 
r e m i t t a n c e s , and the export of va luables . But I have no p r o p o s a l s 
for i m m e d i a t e act ion. 

16. D irec t Investment in the NonySterlint; A r e a 

This accounts for a growing part (£100 m i l l i o n s in I960) of our 
o v e r s e a s inves tment . At p r e s e n t such inves tment i s normal ly a l lowed, 
and for the m o s t part there i s no enforcement of the remi t tance 
of prof i ts to this country by the o v e r s e a s subs id iary . 



(a) I propose to g ive instruct ions that d irect investment in the 
Non-s t er l ing A r e a should be permit ted by the Treasury only in c a s e s 
which are of spec ia l benefit to the United Kingdom balance of payments 
and to the economy, with a warning that many worthwhile proposa l s 
wil l have to be re fused or deferred . 

(b) I am a l so cons ider ing whether anything can be done to improve 
remit tance of profits made o v e r s e a s . I am doubtful about r e 
introducing the f o r m e r control in this mat ter , s ince it was never 
real ly workable or ef fect ive . But there may be some case for 
exhortation to those concerned, not n e c e s s a r i l y to remit surplus 
profits back to this country, but at l ea s t to convert them into s ter l ing . 
In this connection I shal l need to recons ider before next year the 
effects on the r e s e r v e s of the O v e r s e a s Trading Corporation a r r a n g e 
m ents for income tax and profits tax. 

17. Direct investment, iaa t£a Sterl ing A r e a 

I have cons idered whether i n v e s t m e n t and indeed trave l and 
other expenditure by United Kingdom r e s i d e n t s in the Sterl ing A r e a 
shou ld be r e s t r i c t e d . In order to do this Exchange Control would 
have to be i m p o s e d on al l outward payments f rom the United Kingdom 
a step which we have never taken even during the War. Such a m e a s u r e 
at the p r e s e n t t ime would dras t i ca l ly reduce international confidence 
in s ter l ing . It would a l s o s e r i o u s l y damage the C o m m o n w alth 
relat ionship at a t ime when our co l l eagues are touring the Comrnon
wsalth to put the arguments for our joining Europe. I do not p r o p o s e 
therefore to take act ion on this except perhaps in the form of a genera l 
exhortation to companies to r e s t r i c t al l o v e r s e a s investment to 
projec t s of spec ia l importance . 

1"' Invis ibles 

General ly I have been cons ider ing whether there i s anything 
we can do quickly to r e v e r s e the decl ine of £ 2 0 0 mi l l ions in our net 
invis ible earnings over the past few y e a r s . Apart from Government 
o v e r s e a s expenditure (paragraph 9), and trave l (paragraph 14), I s e e 
no scope for d irect action which would have ear ly and helpful e f fec t s . 
But our payments abroad for s e r v i c e s , inc luding shipping, should fall 
as a re su l t of the m e a s u r e s I am taking to r e s t r a i n the p r e s s u r e of 
demand in the economy. 

Measures to^Reduce. Home..Demand in the Public Sector 

19. Publ ic Expenditure 

I m u s t certa in ly be in a pos i t ion to make a statement that 
wil l convince public opinion here and our cred i tors and others abroad 
that we intend to take effect ive action to deal with the growth of 
public expenditure. 

I have c i rcu la ted separate ly the report (C. (6l) 80), which the 
Cabinet commisiapecl on 28th March, on the "f ive -year plan" for 
public expenditure of a l l kinds - Government, l oca l authori t ies , 
national insurance , nat ional i sed indus tr i e s . 



To take ef fect ive act ion wi l l c l ear ly involve difficult 
d e c i s i o n s , which wi l l take s o m e t ime to work out in deta i l . 

But I mus t be enabled to announce at the very l e a s t our 
intention of keeping the growth of public expenditure in step with 
that of G. N. P . ( s e e the l a s t paragraph of my cover ing note for 
the "plan"); with s o m e s ta tements about what is invo lved: 

(i)	 Ful ly e f fec t ive implementat ion of the White Paper po l i cy on 
nat iona l i sed i n d u s t r i e s , with the f reedom on c h a r g e s which 
the Cabinet a g r e e d (C. C. (6l) 19th C onclus ions) we should 
announce at an appropriate moment . 

( i i)	 More s tr ingent c r i t e r i a for a s s i s t a n c e to industry - and, I 

would hope, s o m e spec i f i c example , e. g. abandonment of 

the s u p e r s o n i c a i r l iner project . 


( i i i )	 Inability to accept s ignif icant i n c r e a s e in the c o s t of 

agr icu l tura l support . 


(iv)	 A c c e p t a n c e of a s l o w e r rate of growth of s o c i a l s e r v i c e s 

than had p r e v i o u s l y been planned. 


Defence and o v e r s e a s aid would, for the purpose of th is s ta tement , 
be c o v e r e d by paragraphs 11 and 12 above. 

20. ^Public Investment 

A s r e g a r d s public inves tment , I shal l have to ask (subject 
of c o u r s e to (i) above , which mus t be regarded as fundamental) that 
my co l l eagues should take whatever s teps are requ ired ( including, 
perhaps , in s o m e c a s e s , modifying p r o m i s e s which h a v e a lready 
been made to l o c a l author i t ies and others) to ensure that the amount 
of inves tment work done in 1962-63 does not e x c e e d the m i n i m u m 
l e v e l s laid down by the Cabinet la s t December (C. C . (60 ) 62nd 
Conclus ions) . This wi l l s e r v e to keep public inves tment under control , 
and would a c c o r d with what we sa id in l a s t N o v e m b e r ' s White Paper 
on Publ ic Investment about s h o r t - t e r m adjustments in public inves tment . 

I m u s t , however , a l s o warn my co l l eagues that it m a y be 
n e c e s s a r y as the balance of payments s ituation deve lops to reduce 
inves tment expenditure in 1962/63 even be low the l e v e l la id down. 
This would requ ire a g e n e r a l withdrawal of author i sat ions a lready 
given to l o c a l authori t ies and other public bodies and a new control 
of building s tar t s at a much lower l eve l . 

It w i l l cer ta in ly be n e c e s s a r y , as part of the p r o c e s s of 
moderat ing the growth of public expenditure, to spread the inves tment 
plans that Departments at p r e s e n t have in mind over a longer 
per iod . 

There i s no doubt that the n e c e s s a r y dras t ic modi f icat ions of 
our major spending p o l i c i e s wi l l impose pres sure upon the re la t ions 
between the Government and the loca l author i t ies . To get acceptance 
and support for this act ion , and to promote res tra in t in al l public 
spending for the i m m e d i a t e future, the P r i m e Minis ter has agreed to 
send a m e s s a g e to Government Departments , l oca l authori t ies and other 
public b o d i e s . 



M e a s u r e s to.jl e i - : i ice Home Demand in the Pr ivate Sector 

21. Action in this f ield must naturally be concentrated p r i m a r i l y 
on checking the growth of private consumption. For this purpose 
there are the new f i s ca l regu la tors , which wi l l be avai lable when the 
Finance Bil l b e c o m e s law - i . e. on present expectat ions on 19th July. 
I shal l then be able , if I so decide , to i m p o s e the Customs and E x c i s e 
surchage either at the full rate of 10 per cent or at s o m e lower f igure; 
and to combine this with the imposi t ion of the e m p l o y e r s ' s u r c h a r S e 

e i ther at the full rate of 4 s . per employee per week, or at some lower 
rate . It i s worth remember ing that the two regulators us ed in con
junction, and at the full r a t e s , would reduce spending power at an 
annual rate of £400 m i l l i o n s . 

Growing private investment i s , of c o u r s e , w e l c o m e in so far 
as it i n c r e a s e s our product ive capacity, and I would not advocate the 
r e m o v a l or reduction of the investment a l lowances . At the s a m e t i m e , 
the investment boom i s imposing a s e v e r e strain on the building industry. 
In the long run we may have to cons ider s o m e m e a n s of controlling the 
demand on the building industry, iflnot by direct phys ica l controls then 
by control l ing the s o u r c e s of f inance. This however would require 
a great deal of study as we l l as l eg i s la t ion; in the meant ime we may 
have to cons ider re ly ing on the weapons-row avai lable t o us for r e s 
tr ict ing credit genera l ly . These a r e : 

(a) Credit re s tr i c t ion; Hire P r c h a s e regulat ions 

We could tighten the h i r e purchase regulat ions e i ther by 
increas ing the required deposit f rom the present 20 per cent to 
s o m e higher f igure, or by reducing the per iod of payment f rom the 
present three y e a r s to some shorter period. The objection to this i s 
that it would bear part icular ly heavi ly on certain industr ie s (motor 
c a r s , radio and t e l ev i s i on and other consumer durables) which do not 
appear general ly to be overloaded at present and which would a l s o be 
affected by the Customs and E x c i s e surcharge . 

(b) ^IlsML^iS3ilijS^i2Sl^^dSS!L^SZMi£MM 

The recent f igures have shown that advances a s s o c i a t e d with 
consumer spending which had been decl ining, have now turned upwards. 
Although the banks are now in a pret ty tight pos i t ion , I a m cons ider ing 
what it may be des i rab le to do in order to tighten the pos i t ion further. 
The main s teps which it may be n e c e s s a r y to take for th is purpose 
cons i s t of e i ther a further cal l for spec ia l depos i t s , or a request to 
the banks, or both. 

(c) Credit res tr ic t ion- dnterejst Rates 

An upward movement of Bank Rate i s an obvious pos s ib i l i t y 
which I shal l be cons ider ing with the Governor of the Bank of England. 

(d) Control of Capital I s s u e s 

I shall a l so be cons ider ing the rev iva l of Capital I s s u e s control 
which has been in abeyance s ince February , 1959. This would m e e t with 
public c r i t i c i s m b e c a u s e it was not a v e r y effect ive control and did not 
affect those with liquid r e s o u r c e s . On the other hand i ts re impos i t ion 
might have s o m e psycho log ica l value . The d irec t ive to the Capital 



I s s u e s Committee might require them to s cru t in i s e with part icular 
s e v e r i t y borrowing for property deve lopment and for p u r p o s e s 
a s s o c i a t e d with pr ivate consumption - e. g. , by h ire purchase finance 
h o u s e s . If this w e r e done, we should a l s o have to cons ider request ing 
the banks and the insurance companies to r e s t r i c t their lending for 
s i m i l a r p u r p o s e s . 

Mgasuj res , jtp Re strict the Growth of Wages and Sa lar i e s 

22 . This i s one of the m o s t important e l e m e n t s in the whole s i tua
t ion. In the long run we must try to link cons iderat ion of wages with 
the p r o b l e m of economic growth. Indeed, the e s s e n t i a l point i s that 
if i n c o m e s and spending power - of which wages and s a l a r i e s are 
the main but by no m e a n s the only const i tuent - r i s e fas ter than 
national productivity (or g r o s s national product per worker) , we are 
bound to remain in the sp ira l of r i s ing c o s t s and p r i c e s ; and that, 
u n l e s s this fact i s r e c o g n i s e d when i n c o m e s a r e being determined, 
we shal l go stumbling on from one c r i s i s to the next, until we are 
forced into devaluation and al l the c o n s e q u e n c e s both to Bri ta in 's 
l iv ing standards and to the s ter l ing area . 

The Government have no authority over wage negot iat ions . 
N e v e r t h e l e s s it i s b e c o m e increas ing ly urgent that we should 
e x e r c i s e as much influence as we can. Wage rates in the pr ivate 
s e c t o r are of the g r e a t e s t importance to u s , not only b e c a u s e of their 
effect on the- economy genera l ly , but a l s o b e c a u s e of the ir r e p e r c u s s i o n s 
on wages in the public s e c t o r and hence on Government expenditure. 
In the public sec tor for which we have re spons ib i l i t y , I a m , a s 
m y co l l eagues know, v e r y great ly dis turbed by the p r o p o s e d t e a c h e r s ' 
pay s e t t l e m e n t s , involving a total extra c o s t Gf £65 m i l l i o n s a year 
and for England and Wales a r i s e of I64 p e r cent. 

It i s for cons iderat ion whether the Government should give a 
- l e a r e r lead affecting the key wage s e t t l e m e n t s , both in the public 
s e c t o r and in private industry. 

Should we be prepared to say in e v e r y important dispute what 
would be the l imit in wage i n c r e a s e s which would, in our v iew, be 
compatible with the public i n t e r e s t ? Should we on the other hand 
adopt s o m e kind of "guiding light" p r o c e d u r e ? We should not be 
able to enforce any of t h i s , nor should we try to do s o , but a c l ear 
s ta tement of what the public i n t ere s t r e q u i r e s would g ive the e m p l o y e r s 
a standard, and would g i idepubl ic opinion. 

Economic Growth 

23. We mus t at the s a m e t ime make a construct ive and pos i t i ve 
s ta tement about the future development of the economy. It i s c lear 
that a solution to our p r o b l e m can l i e only in a m o r e rapid growth 
of output per worker (as i s indeed postu lated in the expenditure paper) 
and in g r e a t e r compet i t ive power throughout. 

We shal l not get compet i t iveness or growth or so lvency u n l e s s 
the authority of the Government and the power of the State are used to 
s t imulate c o m p e t i t i v e n e s s and to get an eff ic ient distr ibution of 



r e s o u r c e s of labour and capital - and not, as so often happens, for 
feather bedding. The m e a s u r e s to do this wil l take t ime to V/ork out 
and I shal l short ly be c irculat ing a paper to my colleagxies accordingly . 
It may wel l be des i rab le , m o r e o v e r , to develop such m e a s u r e s jointly 
with industry and labour (in s o m e ways not unlike the Monnet Plan) 
rather than try to carry them on our own, 

A s tatement of these l o n g e r - t e r m objec t ives , and an init iat ive 
to work out the impl icat ions jointly with industry and labour, i s an 
e s s e n t i a l part of any early announcement, which would o therwise 
s e e m both to public opinion here and o v e r s e a s , as p r o m i s i n g l i t t le 
hope for improved performance in the future. 

24. We should a l so cons ider whether our present powers to control 
the economy are sufficient. 

S. L. 

Treasury Chambers , S.W. 1. 

28th June, 1961 
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CABINET 

LOCAL GOVERNMENT IN GREATER LONDON 

MEMORANDUM BY THE MINISTER OF EDUCATION 

The pattern of local government in London recommended by the Royal 
Commission involves a two-tier system for the education service, with many 
functions divided between the Greater London Council and the boroughs. 

2. I am against a two-tier system for education. While the Commission 
themselves strongly, and quite rightly, criticise the way this system works in outer 
London, especially in Middlesex, they fail to see that their own scheme amounts to 
applying the same system to the whole of Greater London. This would cause 
constant friction and widespread inefficiency. 

3. Experience has shown that the best unit is a local education authority 
responsible for the planning and administration of all schools and technical colleges 
other than Colleges of Advanced Technology in its area. What sort of area is 
suitable depends on the local situation. Outside London a moderate-sized county 
borough is all right because it is usually a self-contained town whose schools must 
in any case be planned with no more than marginal concern for the surrounding area 
and which, as the geographical centre for a larger area., is the natural provider of 
a wide range of further education facilities. In. London, by contrast, any borough 
is bound to be a more or less arbitrary slice of a vast built-up area, and therefore is 
not by its nature self-contained for education purposes. 

4. Such a slice has to have a boundary and wherever this is drawn it is sure 
to get in -the way of some people's reasonable wish to send their children to school 
on the other side. It is a good thing, therefore, other things being equal, to have as 
few boundaries as possible and this becomes more and more desirable towards the 
centre of London. Here there is not only a highly developed transport system which 
enables children to go to school all over inner London wherever they live, and 
students to come in for further education courses of all kinds from the suburbs, but 
also a tradition of free movement of children and students which depends on a 
single local administration. 

5. Thus the first need of the education service is for a single local education 
authority for central London. Outside this central area most boundaries are just 
as arbitrary and parents are just as keen to have a good choice of schools within 
the limits imposed by travelling. This implies authorities of substantial size though 
they need not be as large as in the centre. 

6. A further reason to go for as few education authorities as possible is the 
difficulty of finding really good staff to plan and administer the service which 
becomes more exacting as it expands. Already enough competent and enterprising 
chief education officers, architects and other staff are not available, as we know 
from the experience of excepted districts. Every new local education authority we 
create makes this problem worse. 

7. In short I am concerned that there should be viable local education 
authorities—in the centre a single authority which I should prefer to have a 
population of 2 millions but which must have at least 1,100,000 as a bare 
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minimum; further out separate authorities for areas within the range of 
320,000-430,000 mentioned in paragraph 14 of C. (61) 85. I do not attempt to judge 
whether there should be 52 or 40 or any other number of boroughs in Greater 
London; what I do maintain is that if they are too small or too numerous in any 
part of Greater London to provide an education service as good as the present, 
arrangements should be made to combine them in joint boards for education 
purposes. Such boards would be composed of members nominated by each 
borough council, would draw their funds by precept on the boroughs, and would 
employ their own staff and exercise the full functions of local education authorities. 
I am quite sure the parents would welcome the wider choice of schools such a system 
would preserve. 

8. Subject to this I am happy to leave the decision on borough areas to the 
Minister of Housing and Local Government. 

D. E. 

Ministry of Education, W. 1, 

30th June, 1961. 
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CABINET 

NUCLEAR PROPULSION FOR MERCHANT SHIPS 

Memorandum by the P a y m a s t e r - G e n e r a l 

On 17th D e c e m b e r , 1959, the Cabinet dec ided that , without commit 
ment , the Governmentshould cal l for t enders from s e l e c t e d Br i t i sh f i r m s 
for a nuclear propuls ion unit suitable for ins ta l la t ion in a merchant shipj 
and that the Atomic Energy Authority should continue s tudies of a l ternat ive 
t y p e s of a tomic propuls ion units (C. C. (59) 64th Conc lus ions , Minute 5). 

2. F i v e B r i t i s h f i r m s were asked to tender for a comple te marine; 
nuclear propuls ion unit and tenders were r e c e i v e d in July, 1960. T h e s e 
t e n d e r s have been examined by an expert c o m m i t t e e which have a l so con
s idered report s by the Atomic Energy Authority on the ir independent s tud ie s . 
It e m e r g e s that it would be technica l ly feas ib le to build a nuclear powered 
ship now, but that with exist ing techniques such a ship could not be developed 
to operate as e c o n o m i c a l l y as sh ips powered by conventional m e a n s . 

3 . The r e s u l t s of t h e s e inves t igat ions w e r e cons idered on 26th June, 1961 
by a sub- c o m m i t t e e of the Economic P o l i c y Commit tee under my 
c h a i r m a n s h i p . The s u b - c o m m i t t e e concluded:

(i) We should not build a nuclear ship now. The cost of a nuclear 
6 5 , 0 0 0 deadweight ton tanker (which would be the right choice for a f irst 
ship) would be £13-£15 m i l l i o n s , including spec ia l supporting fac i l i t i e s 
and t r i a l s . The cost of a s i m i l a r conventional tanker would be about 
£4 m i l l i o n s . Running c o s t s would a l so be g r e a t e r so that the return on 
capital inves t ed would be much l e s s than that of a c o r r e s p o n d i n g 
convent ional sh ips . 

(ii) Instead, a v igorous r e s e a r c h and development p r o g r a m m e should 
be undertaken with the object ive of producing an e c o n o m i c mar ine nuclear 
propuls ion unit a s soon as p o s s i b l e . The cost might be s o m e £25 mi l l i ons 
over s ix y e a r s on a r i s ing s c a l e . But it would not be n e c e s s a r y in i t ia l ly 
t o c o m m i t o u r s e l v e s to m o r e than £ 3 - £ 4 m i l l i o n s on the deve lopment of 
b a s i c t echno log i e s to see whether nuclear propuls ion would be l ike ly to 
be worthwhi le . 

( i i i) We should at the same t ime c o - o p e r a t e in the s tudies of the European 
Nuc lear Energy A g e n c y , without commitment . The Agency are at present 
looking at the pos s ib i l i t y of a European r e s e a r c h and deve lopment p r o 
g r a m m e and a European nuclear ship . 

4. T h e s e conc lus ions have the support of the F i r s t Lord of the 
admiral ty . , When the matter l a s t came before the Cabinet in D e c e m b e r , 
1959, he urged that a nuclear merchant ship should be built if the tenders 
showed that it would be feas ib le to do so . However , having cons idered the 
e v i d e n c e which has s ince b e c o m e avai lable he now supports the v iew of 



of the s u b - c o m m i t t e e that our best i n t e r e s t s would be s e r v e d by embarking 
on a further r e s e a r c h and development programme before committ ing 
o u r s e l v e s to the construct ion of a nuclear ship . 

5. There are strong compet i t ive r e a s o n s for pres s ing ahead with the 
at tempt to deve lop a nuclear merchant ship of independent Br i t i sh des ign 
w h i c h would be at l e a s t a s e conomic as a s imi lar conventional ship. 
The United States , the Soviet Union and the Federa l German Republic are 
al l ac t ive in this f ie ld, and, although there i s a s yet no ev idence that they 
have so lved the p r o b l e m s of producing an economic nuclear ship we cannot 
afford to fall behind them in the race to deve lop and acquire exper ience of 
operating such a ship. 

6. The r e s e a r c h and development programme for a m a r i n e nuclear 
propuls ion unit would be carr ied out by the Atomic Energy Authori ty in 
conjunction with industry , but would be d i s t inct from the Author i ty ' s 
ex is t ing r e s e a r c h and development p r o g r a m m e in other f i e lds . 

7. I understand that the Chancel lor of the Exchequer c o n s i d e r s that 
the case on economic grounds for doing anything m o r e than we are at 
present s e e m s doubtful, and that, in any event , this should not be cons idered 
in i so la t ion from a r e v i e w now beginning of the Author i ty ' s present prog
g r a m m e , The sub - c o m m i t t e e w e r e not competent to take a dec i s ion on 
the f inancial a s p e c t s , but they hoped it would be p o s s i b l e to authorise the 
in i t i a l expenditure of £ 3 - £ 4 mi l l i ons on the mar ine programme without 
cutt ing down on the Authori ty 's exist ing r e s e a r c h p r o g r a m m e . 

8. A s it i s near ly a year s ince t enders for a mar ine nuclear propuls ion 
unit w e r e r e c e i v e d from industry , the Min i s ter of Transport i s under 
p r e s s u r e to announce the G o v e r n m e n f s pol icy about nuclear merchant 
s h i p s . He therefore w i s h e s to make an announcement , e i ther as a 
prepared P a r l i a m e n t a r y Statement or as an Answer to a Par l iamentary 
Quest ion , before the House r i s e s for the Summer R e c e s s . A draft 
announcement i s annexed to this m e m o r a n d u m . 

9. I invited my c o l l e a g u e s to 

(a) Endorse the po l icy outlined in paragraph 3 of this memorandum that 
a nuclear powered ship should not be built now but that a r e s e a r c h and 
deve lopment p r o g r a m m e should be undertaken at an init ial cost of 
£ 3 - £ 4 m i l l i o n s . D e c i s i o n s on further expenditure would be taken later in 

the light of p r o g r e s s . 

(b) Consider whether it would be poss ib le to author ise the proposed 

r e s e a r c h and deve lopment p r o g r a m m e for a mar ine nuclear propuls ion unit 

independently and in advance of d e c i s i o n s on the Atomic Energy Authority's 

exist ing r e s e a r c h and development p r o g r a m m e in other f i e lds . 


(c) Approve the t e r m s of the announcement annexed to this memorandum 
t o be made as soon as p o s s i b l e and in any case before the Summer R e c e s s . 

M. 

Office of the P a y m a s t e r - G e n e r a l , 
S. W. R 

4th July, 1961 



ANNEX 

DRAFT ANNOUNCEMENT PROPOSED BY THE 
MINISTER OF TRANSPORT 

The t enders r e c e i v e d by m y Department from industry for a nuc lear 
reactor suitable for insta l la t ion in a merchant ship have been examined in 

detail by the Commit tee on the Appl icat ion of Nuclear Power for Marine 
P u r p o s e s and by i t s Technica l Commit t ee , and the Government have c a r e 
fully cons idered the mat ter in the l ight of the advice r e c e i v e d from the 
Commit tee . 

This advice shows that whi le it would certa in ly be technica l ly 
f eas ib le to build a nuclear powered ship now, nuclear propuls ion for m a r i n e 
purposes d o e s not offer sufficient economic promise to justify building a 
ship at the present t i m e . The Government have there fore decided that the 
r ight course in present c i r c u m s t a n c e s i s to authorise a v igorous p r o g r a m m e 
of r e s e a r c h and deve lopment a imed at producing a s qu ick ly as pos s ib l e a 
r e a c t o r s y s t e m which i s e c o n o m i c a l l y at tract ive to a wide range of shipping. 
The p r o g r a m m e wil l be / drawn up and kept under r e v i e w by a smal l working 
group of high cal ibre and wi l l b e / carr ied out by the Atomic Energy Authority 
in conjunction with industry . / The group wi l l report jointly to the Minis ter 
for Sc i ence and to m e . / 
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CABINET 

GERMAN ASSETS IN THE UNITED KINGDOM 

MEMORANDUM BY THE PRESIDENT OF THE BOARD OF TRADE 

A Note by the Minister of State for Foreign Affairs on German assets in the 
United Kingdom was considered by the Cabinet in September 1959 (CG. (59) 51st 
Conclusions, Minute 2). The Cabinet decided to defer a decision on the disposal 
of these assets. I think that the time has now come when we ought to look at the 
question again, with a view to taking a decision. 

Background 
2. The Distribution of German Enemy Property Act, 1949, required the 

proceeds of German assets in the United Kingdom to be distributed as dividends 
fto certain classes of United Kingdom creditors of Germany, unless it was not 
practicable to distribute the sums in the hands of the Administrator. (It would 
not, for example, be practicable to distribute a sum which by itself would yield a 
dividend of less than Id. in the £.) By 1957 proceeds amounting to £15^ millions 
had been distributed, giving a total dividend of 2s. lOJd. in the £. 

3. At that time it appeared that the residue of assets would not be large enough 
to be worth distributing. The Distribution of Enemy Property (No. 3) Order was 
therefore issued in August 1957. Under this a sum of £250,000 was assigned to 
the Nazi Victims Relief Trust and further moneys accruing from German assets 
were to be paid to the Exchequer. 

4. In the event the unexpectedly large sum of £1 -07 millions has been realised 
(over and above the £250,000 for the Trust). This amount is certainly sufficient to 
be worth distributing to United Kingdom creditors. Over the years further assets 
will fall in, mainly from interests in wills and settlements. The amount can only 
be guessed, but it is not thought likely to exceed £100,000 and could be very much 
less. These assets are referred to as " future interests ". 

Questions for Decision 
(a) Disposal of Liquid Assets 

5. With the agreement of my colleagues, I propose to make from the money 
now available to the German Administrator a further distribution to United 
Kingdom creditors, in accordance with the terms of the 1949 Act. The amount 
(£1-07 millions) will be sufficient to pay a dividend of 2£d. in the £, bringing the 
total dividend to 3s. 0^d. 

6. A residue of about £70,000 will then be left in the hands of the 
Administrator. (As this represents less than ^d. in the £, it would not be practicable 
to include it in the distribution.) The normal course would be to pay this money 
into the Exchequer. I propose, however, that it should be made available for the 
benefit of certain victims of Nazi persecution—the so-called " out-of-time victims " 
—for whom the Prime Minister has suggested that something should be done. 

59263 



7. My colleagues may remember that the assets in this country of nationals 
of certain States with which we had been at war (Roumania, Hungary, Bulgaria), 
though liable to be taken by the Administrator concerned, were released ex gratia if 
their owners had been victims of Nazi persecution, provided that they had left the 
country in question. It was, however, impossible to keep this concession open 
indefinitely if the Administrators were to make their statutory distribution to 
United Kingdom creditors, and it was therefore necessary to apply cut-off dates 
(ifti 1:956 and 1957) for each country after which no application for ex gratia release 
of assets could be considered whatever its merits. I am sure that we had no 
alternative but to refuse all applications after the cut-off dates; there have 
nevertheless been a number of cases of genuine hardship and it has been difficult 
to satisfy the applicants that they were not unfairly treated because they were 
" out-of-time ". 

8. There is also available for the relief of the " out-of-time victims " some 
£40,000 which the Roumanian and Bulgarian Administrators now have in hand 
(after paying all expenses and allowing for any possible deficit in the Hungarian 
Administrator^ accounts). Together with this, the £70,000 residue from the 
distribution should be sufficient to meet the known " out-of-time " applications 
which could qualify for relief, as well as to make provision for new applications. 

9. There is, however, one point which I should like to emphasise. We must 
confine the distribution of this money to persons who qualify as victims of Nazi 
persecution according to the tests we adopted—and strictly adhered to—in the past. 
There may well be pressure to admit as persecution any kind of ill-treatment or 
detention. We have taken as the qualifying condition imprisonment or detention 
in a concentration camp or forced labour camp or confinement to a " closed " 
ghetto. I am satisfied that any other test would be administratively impracticable, 
since there is no other point at which a clear line can be drawn. Moreover, if we 
were now to modify this test, we should as a matter of equity, have to re-open all 
the old cases. It is unlikely that there would then be enough money to go round. 

10. A Bill would not be required to bring into operation my proposals for 
the disposal of the liquid assets. This would be done by a new Order in Council 
under the 1949 Act; it would be subject to negative resolution. It is possible that 
the whole of the £70,000 residue from the distribution might not be required for 
victims, but the Order in Council would contain provision for any moneys not 
required for this purpose to be paid to the Exchequer. 

(b) Disposal of "Future Interests" 
11. The question for consideration is whether the "future interests" (see 

paragraph 4) should be given to the Germans. (This is a subject which has been 
raised with the Prime Minister by the Federal German Prime Minister.) It has 
hitherto been felt that it would not be possible to justify to public opinion in the 
United Kingdom the return of any assets to the Germans while certain victims of 
Nazi persecution, in particular those who are stateless, remained uncompensated. 
In an agreement of 5th October, 1960, with the United Nations High Commissioner 
for Refugees, the Germans have, however, gone a considerable way towards 
fulfilling their obligations on compensation to stateless victims. The negotiations 
on a settlement for British victims are still not concluded (because their future 
course depends on German-Austrian negotiations still in progress) but this subject 
does not arouse such strong feelings as did the question of stateless victims. In any 
event, the release to German ownership of " future interests " would create goodwill 
on the German side which could be turned to good account in the compensation 
negotiations. Reference could be made to this when a decision on " future 
interests " is communicated to the Germans. 

12. Return of these assets to the Germans would be a technical breach of 
the 1946 Paris Agreement on Reparations from Germany, but in defence we could 
justifiably say that the time had now come when we must rid ourselves of this 
trickle of assets. 

13. The Foreign Secretary considers, and I concur, that we should agree now 
to the return of " future interests " to the Germans. (There may have to be some 
minor exceptions to return to enable the Board of Trade to implement agreements 
already entered into with other Governments regarding the disposal of German 
enemy assets.) 



Conclusions 
14. I seek the agreement of my colleagues to the following proposals for the 

disposal of the remaining proceeds of German assets in the United Kingdom: 
(i) a further, and final, distribution to United Kingdom creditors of Germany 

of a dividend of 2^d. in the £; 
(ii) making available	 the residue from the distribution (about £70,000) for 

the relief of certain victims of Nazi persecution; 
(iii) the return	 of " future interests" to the Germans (subject to the proviso 

above). 
R. M. 

Board of Trade, S.W.1, 

5th July, 1961. 
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CABINET 

PQST OFFICE TARIFFS 

M^^2 r .S i i^HSi. iy-^^?.-P2SiSl% st e r . General. 

The f inancial performance of the P o s t 0:.fice in recent y e a r s 
has been good. For the three y e a r s 1958-9 to 1960-61 we earned 8 per cent 
or m o r e on capital . Wage rates and p r i c e i n c r e a s e s in that period were 
moderate enough to be absorbed without putting up charges . 

2. The p o s i t i o n i s , however , changing, mainly because of m o r e 
rapid wage i n c r e a s e s . Moreover , our total capital investment - and 
therefore the surplus required to achieve a given return - r i s e s con
s iderably e v e r y y e a r . Unless substantial i n c r e a s e s in charges are 
introduced my return threatens to fall this year and next to s o m e 
5-6 per cent - a reduction of £ 2 0 - 3 0 m i l l i o n s . 

3. I have d i s c u s s e d with the Chancel lor of the Exchequer my 
inves tment n e e d s , which t h e m s e l v e s a r e increas ing because of the 
growing demand for P o s t Office s e r v i c e s , e s p e c i a l l y on the telephone s ide . 
Plainly , our financial per formance b e c o m e s all the m o r e important 
when we cons ider the need to finance a growing p r o g r a m m e , and I mus t 
therefore r a i s e t a r i f f s by an amount which wi l l r e s t o r e the return to 
about 8 per cent next year . All this fits in with Government pol icy for 
nat ional i sed industr ie s announced las t March. 

4. I attach as an Annex a s tatement which I propose to make 
to the House on 18th July. The changes I a m then proposing in P e s t 
Office tariffs wi l l y ie ld £l6jr mi l l i ons f r o m t e l e - c o m m u n i c a t i o n s and 
£ 8 5 m i l l i o n s f rom pos t s in a full year . They include an addition of 
£2 per annum to telephone r e n t a l s - a doubling (to a m a x i m u m of £10) 
of the connection charge payable when a te lephone i s put in; a 3d. on 
the m i n i m u m charge for printed papers and newspapers ; and 6d. on 
inland p a r c e l s . The changes proposed wi l l be made by Regvdations subject 
to Negat ive Resolut ion. 

5. I s e e k the Cabinet's approval to the s ta tement . 

J. R. B. 

General P o s t Office, S . C. 1. 

10th July, 1961 

- 1 



ANNEX 

DRAFT STATEMENT 

Mr. Speaker , with your p e r m i s s i o n and that of the House , I 

should l ike to make a Statement on P o s t Office tar i f fs . 


The las t genera l i n c r e a s e in Pos t Office tariffs took p lace in 
1957. Since then wage and p r i c e i n c r e a s e s have added about £55 m i l l i o n s 
to our annual expenditure, despi te which we have been able to earn a 
return on capital of about 8 per cent . In the l a s t s ix months , however , 
t h e s e cos t i n c r e a s e s have been part icu lar ly heavy: our wage l e v e l i s 
now about £20 mi l l i ons a y e a r h igher than it was a year ago and this i s 
bound to change the p ic ture . 

For two principal r e a s o n s I have now decided on certa in tariff 
i n c r e a s e s . The f i r s t i s t h i s . The demand for te lephones and the p r e s s u r e 
on the s y s t e m i s such that our inves tment m u s t be augmented if eff ic ient 
s e r v i c e i s to be g iven. I expec t to spend about £ 6 mi l l i ons m o r e this year 
and £12 m i l l i o n s m o r e next year than was p r e v i o u s l y contemplated. A s 
the Government made c l e a r in the White Faper on "The Financia l and 
Economic Obligations of the Nat ional i sed Industr ies" (Cmnd. 1337) this 
inves tment can be just i f ied only if it produces an adequate return. I 
am s u r e it i s right to r e s t o r e the return on our a s s e t s in 1962-63 to 
the l e v e l of the past three y e a r s . I a m equally sure that it i s sound 
pol icy for the P o s t Office p r o g r e s s i v e l y to s e l f - f i n a n c e their own 
development . 

The second r e a s o n i s that too many P o s t Office s e r v i c e s are 
run at a l o s s and should be put on a m o r e economic b a s i s , part ly 
b e c a u s e this i s right in i t s e l f but mainly b e c a u s e it i s l ike ly to l ead 
to improved s e r v i c e . 

The p r i c e i n c r e a s e s on which I have decided apply e i ther to 

s e r v i c e s running at a l o s s or to s e r v i c e s which produce an inadequate 

return on capital and where there i s a high inves tment demand. 


The principal i n c r e a s e s a r e : -

Te lephones 

(a) Rentals for te lephone exchange l ine s wi l l be i n c r e a s e d by 

£2 per annum. 


(b) Connection charges for exchange l ines wi l l be doubled. 

(c) Rentals for pr ivate swi tchboards , ex tens ions and pr ivate 

c i rcu i t s wi l l be i n c r e a s e d . 


I propose a l s o to change the b a s i s of charging for te lephones 
m o r e than three m i l e s f r o m the exchange . The e x c e s s m i l e a g e rental 

w i l l be abol i shed , but for new s u b s c r i b e r s there wi l l be an i n c r e a s e d 
init ial connection charge r e l a t e d to dis tance and new construct ion . 



Inland Pos tage 

(a) The b a s i c printed paper rate wil l be i n c r e a s e d from 2d. 
to 2Id. , but at the same t ime I am proposing to introduce rebates 
for large u s e r s . 

(b) The b a s i c charge for newspapers wi l l be increased from 2jd. 
to 3d. 

(c) The charges for p a r c e l s wil l be i n c r e a s e d by 6d. at al l po int s . 

Detai ls of the changes wi l l be c irculated in the Official Report . 

Increase s in connection c h a r g e s , the abolit ion of the e x c e s s 
m i l e a g e charge , and two other minor changes wi l l take effect 
as from tomorrow. The remaining te lephone changes wi l l b e c o m e 
operat ive on 1st N o v e m b e r . The Pos ta l changes wi l l take effect on 
1st October. 

The heart of these proposa l s i s that the P o s t Office should 
a i m to finance development from their own r e s o u r c e s and to sat is fy 
public demand on an economic b a s i s . 

July, 1961 
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10th July, 1961 

CABINET 

ECONOMIC GROWTH AND NATIONAL EFFICIENCY 

Memorandum by the Chancel lor of the Exchequer 

I c ircu late for the cons iderat ion of my co l l eagues the attached 
report by off ic ials on e c o n o m i c growth and national e f f ic iency. 

S. L. 

T r e a s u r y Chambers , S . W . 1 . 

10th July, 1961. 
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E C O N O M I C G R O W T H A N D N A T I O N A L 


E F F I C I E N C Y 


P A R T I 


GENERAL DISCUSSION 

Introduction 

In the past year public interest in the rate of economic growth in this country 
has been intensified and it is necessary to consider more fully the questions to which 
this gives rise. Of particular significance is the effect of economic growth on other 
major aspects of policy, notably the level of public expenditure and the imperative 
need to restore the external financial position. Can our rate of growth support 
public expenditure on the present scale? How far is growth compatible with a 
sound balance of payments, and if it is not, how can it be made to be so? These 
are the great questions in this sphere. 

2. As we see it, the " question " of economic growth comprises the perennial 
questions of productivity, investment, wages and salaries, restrictive practices, 
competitiveness—all of which contribute in one way or another to the final rate 
of growth of the economy. In that sense there is little that is new on the " growth 
question "; nevertheless, the surge of public interest gives an excellent opening for 
taking up these matters again in a new atmosphere with more hope of gaining 
acceptance of changes which may be needed; it may also be that more definite 
emphasis on economic growth could act as a catalyst in other difficult issues of 
policy. 

3. We have surveyed the issues involved and present this report which deals 
with them under the following heads: 

(1) What is economic growth? 
(2) What	 are the facts of the British record in the 1950s and how does it 

compare with other countries' performances? 
(3) What aspects have recent discussions been concerned with? 
(4) Does economic expansion matter? 
(5) How does economic expansion fit in with the growth of demand	 and the 

balance of payments? 
(6) What can the Government do about it? 

The Meaning of Economic Growth 
4. The " economic growth " or " economic expansion " of a nation, or the 

growth of its economic " resources ", is generally taken to mean the increase over 
a period of several years of its gross national product (G.N.P.)—the total output 
of goods and services (gross domestic product or G.D.P.) plus its net receipts of 
property income from abroad—calculated at a constant value of money. For the 
most economic decisions—for example, on public expenditure, or employment 
policy, or taxation—it is the aggregate G.N.P. that is relevant. Comparisons of 
G.N.P. between countries, and over periods of time, are important as indicating in 
a general way the changes in relative economic, political and military power. But 
when we are considering long-term qualitative changes, or are comparing countries 
of different sizes, we must adjust for changes in population. For considering the 
standard of living, it is G.N.P. per head of the population that is relevant: for 
considering productive efficiency, the criterion is the output of goods and services 
per worker. This may appear to be too simple to be worth emphasising, but many 
of the published international comparisons ignore it altogether. 

5. In the United Kingdom the working population is growing by only about 
\ per cent, per year; so our growth of G.N.P. will depend mainly upon the growth 
of output per worker. When we are considering economic growth or economic 
expansion in this country, our attention must therefore be focused upon the output 
per worker. It must be considered in a broad context, embracing not only the 



familiar idea of productivity (or output per worker) in each manufacturing industry, 
but also that of productivity in transport, distribution, public administration and 
services of all kinds; the movement of labour and capital from low-productivity 
industries, such as agriculture and cotton textiles, to high-productivity industries, 
such as engineering and chemicals; the yield on the total resources—capital and 
labour—employed in production, and not simply that of labour; above all (and 
decisive for this country) the deployment of the resources of labour and capital so 
that they compete effectively both in world markets and in the United Kingdom 
market itself—producing the goods and services that the world wants at the prices at 
which it will buy them. Over a period of several years all these concepts are 
statistically comprehended in the one figure of G.D.P. (or sometimes G.N.P.) per 
worker; and where we want a statistical measure this is the right one to use. But the 
broad idea is that of " national efficiency " in the widest sense, and this is the term that 
is used here except where the technical statistical phrase—G.D.P. per worker—is 
appropriate. 

The British Record 
6. In the last decade the economic growth record of the United Kingdom 

has been better than before the war; G.D.P. per worker employed grew at about 
2 per cent, per annum during the fifties, while in the inter-war period the figure was 
certainly less, possibly about \  \ per cent. 

7. A second improvement, as compared with the inter-war period, is that 
capacity has been more fully utilised. The unemployment percentage since the 
war has consistently been much lower and more stable than it was then, so that 
resources have not been wasted by lying idle, and the human problems arising from 
mass unemployment are a thing of the past. "The pre-war problem of mass 
unemployment has gone and the problems of this country to-day are primarily 
those of expansion and price stability" (White Paper on Public Investment, 
November 1960, Cmnd. 1203). Furthermore, this is not the only respect in which 
the economy has been operating more efficiently. It has shown itself to be 
reasonably flexible in adapting to changes in the pattern of demand and of 
production possibilities, as is demonstrated by the considerable redistribution of 
the labour force; but there is doubt whether it has in fact been adapting itself 
quickly enough. 

Comparison of British and Other Countries' Performance 
8. The reason for concern about the recent rate of growth of the United 

Kingdom is not that it is slower than in the past but that some other major countries 
have grown significantly faster, as the following table based on O.E.E.C. estimates 
shows: 

Average Growth of G.N.P. per head of Employed Labour Force—1950-60 

(Per cent, per annum) 
5-1 

Germany -
Netherlands 
Italy (1955-60) 
Norway 
France (1955-60) 
Belgium ' 
United States - 1 

United Kingdom ... 
Canada 1 

9. These comparisons must be interpreted with caution. Methods of 
estimating G.N.P. vary between countries. The relative position of the United 
Kingdom may have been improving during the fifties. In 1955-60 the rate of 
growth of G.N.P. per worker in Germany was slower than in 1950-55, while in 
the United Kingdom it has remained constant or even risen; nevertheless, the rate 
of growth of G.N.P. per worker is still much lower in the United Kingdom than 
in Germany. 



10. The fact that G.N.P. per worker has been growing faster in other 
countries does not necessarily imply that the United Kingdom could achieve the 
same rate. The United Kingdom started with a higher level of G.N.P. per worker 
than most of the fast-growing countries. Other countries in a similar position, such 
as the United States and Canada, have also had a relatively low rate of growth. 

11. This is one instance of the general point that the underlying economic 
factors differ from one country to another. This point is worth making in more 
detail for Germany and France. In the case of the former, where the contrast is 
most marked, the following factors appear to be relevant: 

(a) In Germany there was still some under-employed capital and much 
unemployed labour in the early fifties. 

(b)	 Germany had a relatively larger agricultural and handicraft sector (to 
release resources for more productive use elsewhere) and a relatively 
smaller services sector (where productivity growth is limited). 

(c) The heavy immigration from East Germany constituted an extremely 
valuable addition to the labour force as it consisted largely of the most 
mobile and productive groups in the population. 

(d) Defence expenditure and overseas aid, and the resulting overstrain on the 
economy, have been less in Germany than in the United Kingdom. 

12. In France, too, there were special circumstances. The French economy 
was largely stagnant in the thirties and even by 1950 industrial production was 
scarcely higher than in 1929. In the last decade the technique of French industry 
has leaped forward; since there was so much ground to make up, it has been possible 
to exploit latent potentialities in productivity. 

13. In general, therefore, a survey of the past record of growth here and 
abroad should not in itself necessarily be taken as an occasion for gloom. But 
it does seem likely that we are not doing as well as we could, and certainly we are 
not growing as fast as some of our major competitors. This has clear implications 
for the long-term political position of this country. 

Recent Discussions of Economic Growth 
14. The heightened anxiety about British performance has been manifest not 

only in Parliament but also, for example, in the F.B.I. Conference at Brighton in 
November 1960 on the next five years and in the reactions to the P.E.P. Report on 
". Growth in the British Economy " and the National Instituted Conference on 
French Planning in April. 

15. More detailed discussion of economic growth took place between January 
and March at three meetings of the Economic Planning Board and a meeting of 
the Interim Committee of the National Production Advisory Council for Industry. 
Throughout, these discussions concentrated on general topics, often indeed of much 
importance, but shied away from specific matters and individual cases affecting 
costs and management. This was partly, perhaps, because of the federal nature of 
the F.B.I., B.E.C. and T.U.C., which speak on behalf of their constituents but are 
in no position to enter into binding commitments in their name; indeed, on more 
than one occasion F.B.I. representatives specifically said that they spoke as 
individuals. Nevertheless, real concern was evident about the future development 
of the economy, and it was accompanied by a willingness to seek a constructive 
approach to general issues of economic policy. 

16. Among particular points of significance made by industrial representatives 
during these discussions were the following: 

(a) The employers laid much stress on the shortage of manpower, the only 
realistic remedy being to increase productivity; a real drive was needed 
in order to achieve this, supported by increases in labour-saving 
investment and more backing from the trade unions. Employers also 
showed a good deal of frustration with " stop-and-go " policies; and 
stressed the need for assurances that would enable investment to go 
ahead uninterrupted, e.g., by stating that investment allowances would 
not be withdrawn for a given period. 
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(b) The trade unions' representatives were keen to secure increases in 
productivity, but when it was achieved in particular industries 
redundancies often followed; hence, they considered that some 
programming of economic growth, including central planning of capital 
investment, was needed to ensure that new investment was properly 
utilised. They were aware that some industries would have to contract, 
and that the consequent transfers of skill must be attended to. Increased 
co-operation to secure greater productivity would mean instilling a 
greater feeling of security of employment than operatives had to-day. 
While on the whole they were less apprehensive about the risks of 
unemployment than in the past, their confidence was shaken from time 
to time. More emphasis on economic growth, with a positive policy 
to support it, should be accompanied by firm assurances about 
employment. 

(c) On both sides there were some who wished to see an overall plan established 
with a higher rate of growth than had been achieved in recent years. 
Targets should be laid down and steps taken to see that they were 
implemented. (The T.U.C. side specifically asked for a programme.) 
If necessary, some were prepared to see some inflation in order to 
stimulate economic growth; on this view the Government should have 
a programme, and calculated risks should be taken in order to achieve 
it since a rise in prices might be prevented by the rise in productivity. 

17. From (a) and (b) it is plain that there is a good deal of genuine concern 
and appreciation of at least some of the issues, though the partial interest in 
proposals outlined in (c) suggest that no extensive thought has been given to what 
is involved. 

Reasons for Considering " National Efficiency " Important 
18. We now address ourselves to the substance behind these international 

comparisons and the recent discussions at the Economic Planning Board and the 
Interim Committee. Of themselves they are not very good reasons for devoting 
attention to the subject; there is now no obvious hardship arising from any 
inadequacy in the rate of increase of G.D.P. per worker and it can be argued—not 
without some justification—that the present agitation about growth would not be 
nearly so noisy had it not been for the activities on an international scale of 
economic statisticians. It would, however, be unwise in our view to dismiss the 
matter as lightly as this. 

19. Other things being equal, a faster rate of economic growth is clearly more 
desirable since it means that Britain would move more rapidly into a state of having 
an increased flow of goods and services available for all purposes. Although 
economic growth sets up stresses in the economy, it is also true that many major 
political and social issues are more easily solved in a fairly rapidly growing 
economy: the edge is taken off strife over " shares " if the total is growing and 
there is confidence that it will go on growing. 

20. Under certain conditions a slow rate of growth of " national efficiency " 
may weaken Britain's international competitive position and thus produce constant 
strain in the balance of payments and a threat to the maintenance of the sterling 
system. The advantages which Germany and France had in their growth record 
in the 1950s sprang partly, and perhaps largely, from the greater adaptability of 
their economies to economic change: moreover, although the increase in output 
per worker in the United States was no greater than in Britain, the United States 
enjoys the great advantage of a steadily growing population which enables workers 
to be drawn more readily into growing sections of the economy. 

21. Faster growth elsewhere suggests prima facie that the British economy 
could grow faster if we had the knowledge and the will to set the right way about 
it. A high or a rising rate of increase of " national efficiency " has never yet been 
an explicit aim of policy in the same way as full employment or price stability: 
growth has been left to emerge from the economic environment by natural processes. 
The high level of demand has been part of employment policy but there may be 
other ways of promoting economic growth which have not yet been fully exploited. 
Whichever way is tried—and these we discuss later in this report- i t would be 
optimistic to suppose that " national efficiency " could be improved substantially 
without some sacrifices: for example, an increase in investment would mean 



reducing consumption. Again, the increase in exports needed to strengthen the 
balance of payments—without which economic expansion will be impossible—will 
call for sacrifices in the domestic economy. 

22. For these reasons we conclude that the problem of economic growth 
should be taken seriously, even though some of the more flesh-creeping arguments 
for doing so may be readily discounted. The issue is important in its own right: 
and the public interest in the matter shows that they would be responsive to a 
lead on the right lines. We think, therefore, that the least we should do is to look 
carefully into the nature and conditions of economic growth as they apply to Britain, 
so as to discover whether by moderate or reasonable measures the rate of expansion 
could be speeded up. Even though these measures might involve some damage to 
existing practices and interests, the development of the economic situation and of 
informed opinion may make acceptable sacrifices or changes of policy which would 
not have been considered in the past. 

" National Efficiency ", Demand and the Balance of Payments 
23. Experience of the 1950s has shown conclusively that merely to increase 

demand in the short-run in relation to the resources available does not increase 
" national efficiency ". Throughout these years resources were very fully employed 
by international standards, with unemployment in Britain never rising above 2 per 
cent., except for very short periods. When the existing resources are fully used, 
the rate of growth of G.D.P. must slow down to the rate of growth of capacity to 
produce—including here both the capacity of factories and the capacity to provide 
services like transport and distribution. 

24. As the degree of utilisation nears the physical limit of output, stresses 
appear, cost and prices rise faster and imports rise sharply relative to production. 
The increase in the level of activity and income brings greater imports, while the 
development of shortages both of final products and of intermediate goods may 
cause a large increase in imports in order to cover marginal requirements. Delivery 
delays increase, competition is reduced and wages and salaries rise owing to the 
diminished willingness of employers to refuse wage increases. At the same time, 
the great ease of selling in the home market removes both the incentives on 
producers to seek export outlets for their products and their ability to do so owing 
to the rise in domestic costs. The domestic boom brought about by increasing 
demand worsens the balance of payments and builds into the economy a strong 
tendency to cost inflation. The strength of home demand, coupled with the 
increasing difficulty of selling abroad, have combined to create a climate of opinion 
in which moderation of claims by trade unions and a firm response to them by 
employers have been increasingly at a discount. As the process gathers momentum, 
leap-frogging and relativities become the main criteria, and the conception of 
wages and salaries having any relationship to the increase in the national average 
of G.D.P. per worker becomes submerged. 

25. The effect of maintaining demand at the levels experienced in the 1950s 
has been shown primarily through the chronic difficulties in the balance of payments. 
Whatever the merits or demerits of particular policies, or the effect of outside 
circumstances like the Korean War or United States fluctuations, we have to start 
from the fact that the balance of payments is critically weak with inadequate 
reserves and very large short-term claims resting upon this country. This weak 
external position limits greatly the field for manoeuvre, and the attainment of 
external solvency must be kept in the forefront in policy formulation in the next 
few years. We must emphasise that the weakness is fundamental, and even if 
there is a considerable improvement in the next year, the effort would have to 
continue for several years successively before we could feel reasonably safe in 
respect of the balance of payments. 

26. In order to restore the balance of payments a sustained effort over a 
period will be required to consume fewer resources at home, leaving more available 
for exports. This does not mean cutting down the absolute amount used at home 
so much as checking the rate of increase of private and public consumption and 
correspondingly making sure that a rising proportion of the national product goes 
into exports. These exports can only be sold if they have a competitive advantage 
or edge as compared with the exports of other countries. No one can forecast 
precisely what goods will be sold—this can only be learned from sales in answer 
to demands of the market. The Government cannot direct resources to exports, 
and even if it could, this would not necessarily mean that the goods would be sold. 
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The only way in which this result can be brought about is by increasing our 
" national efficiency ".' 

27. If however by more efficient direction and use of resources we could 
speed up the growth of G.D.P. per worker without permitting an excessive level 
of demand, this would be favourable to the balance of payments. It is true that 
imports would probably grow faster: but at the same time, improvements in 
" national efficiency ", the expansion of capacity and the development of new 
products would assist the growth of exports. It seems likely that the greater the pace 
of such developments the stronger will be these effects on the balance of payments, 
always provided that they are accompanied by appropriate financial policies. One 
reason is that the faster G.D.P. per worker grows, the more favourable will be the 
development of the United Kingdom price level relative to that of the rest of the 
world. This will both strengthen Britain's position in markets abroad and make 
imported products less competitive. A second reason is that an economy which 
is growing rapidly and producing a steady stream of innovations can adjust more 
flexibly to meet changes in trade opportunities and seize the lead in new kinds of 
trade. Competitiveness, in other words, depends upon adaptability and 
technological advance as well as upon the general price level. Thirdly, rapid 
growth breeds confidence and enterprise in industry, which should make for a 
bold attack upon overseas markets. 

28. To sum up: consideration of raising the long-term rate of growth of 
" national efficiency " must start from the fact that the external position is weak 
and the immediate prospect for it poor. Increased production by itself is not likely 
to solve this critical balance of payments situation; to try to hasten it by increasing 
the pressure of demand would soon be frustrated by a foreign exchange crisis. But 
if growth is fostered by increasing " national efficiency " the same measures which 
would assist economic growth would also help to right the balance of payments. 

The Government^ Role 
29. The scope for action is wide. As we pointed out in paragraph 4, future 

economic expansion in the United Kingdom will depend primarily on the rate of 
growth of G.D.P. per worker over the economy as a whole, i.e., " national 
efficiency ". There are often misconceptions about this arising from the mistaken 
idea that output-per-worker matters only in the production of goods. This is 
indeed the clearest and simplest case, but it is by no means the whole picture because 
the output of goods contributes only about half of the gross national product, and 
employs only half of the total working population. The activities of services like 
transport and distribution are also of great significance to national efficiency; they 
form an integral part of the economic process without which the goods produced 
could not be sold and used. Although output per worker is more difficult to measure 
in this sphere than in production, in principle the concept applies just the same. If 
the efficiency of transporting and distributing goods can be raised in relation to the 
numbers employed " national efficiency " is improved. Similar considerations apply 
to the activities of public authorities; here, of course, the measurement of output per 
worker is exceedingly difficult, but it is equally true that the way in which they are 
operated greatly influences " national efficiency ". 

30. The relative importance of each of these groups at the present time may 
be seen by the output which each contributed to the gross domestic product in 1959: 

Group A £ million Percent. 
Manufacturing ...
Agriculture, forestry,
Mining and quarrying
Gas, electricity, water
Construction

 fishing ...
 7,492 

 874 
 664 
 553 

 1,190 

Group B 
Total production 10,773 52 

Transport and communications
Distributive trades ...

 1,640 
 2,585 

Insurance, banking, finance and other services
Total

 ... 2,840 
 7,065 34 

Group C 
Administration, defence, education, health 2,057 
Other activities ... 987 

Total 2,818 14 

Gross domestic product 20,656 100 



31. From this it is clear that while improved use of labour and capacity in 
Group A may be the largest source of increases in " national efficiency ", the 
efficient performance of Groups B and C in their use of resources will also be very 
important. In so far as more labour and capital are used in B and C there will be 
less for A. This does not mean that there is something wrong about using resources 
in Groups B and C: but it does mean that efficient and economical use of resources 
in them is just as important as in Group A. This is of particular significance in an 
economy like Britain's where the advance in the standard of living calls for 
increasing use of resources in Groups B and C. (This grouping of A, B and C is, of 
course, a functional economic grouping. The division between the public sector and 
the private sector is not precisely the same. The public sector appears in A, in gas, 
electricity and mining; it appears in B in roads and railways; and of course in C in 
defence, education, health, &c.) 

32. In formulating a policy, the central fact from which we start is that the 
achievement of full employment in the post-war period and of numerous social 
changes, e.g., the development of education and health services, has not been 
matched by nearly so rapid a change in the attitudes of people and institutions 
towards habits of work, business practices and management. Some progress has 
indeed been made, but there are still many branches of economic activity where the 
effective use of both labour and capital is severely hampered. This limits their rapid 
adaptability to change and checks the advance of " national efficiency ". 

33. This is damaging. If this country is to improve its position against 
competitors, the modernisation of our market economy needs to be accelerated by 
a revolution of attitudes parallel to the revolutionary achievement of full 
employment and social services. In this revolution the Government has a part to 
play by striving to remove obstacles to the effective operations of a market economy 
in the production of goods and services. This does not imply re-examining the 
ideas which have come to be generally accepted in the last 10 years about the proper 
role of Government in education, health and national insurance; nor need it involve 
such politically contentious questions as the scope of the nationalised enterprises, 
although it would mean the firm prosecution of the policy indicated in the recent 
White Paper on " The Financial and Economic Obligations of the Nationalised 
Industries " (Cmnd. 1337) for giving the industries commercial freedom and setting 
them the objective of earning a higher return on their investment. 

34. What is required is a much more thorough and far-reaching 
re-examination of impediments to efficiency than has been undertaken in the past. 
Some progress has been made (e.g., with the Restrictive Practices Act), but it has 
been piecemeal and has never formed part of a comprehensive attempt to remove 
obstacles to efficiency over the economy as a whole. The need is for the 
Government to balance to a much greater extent than in the past the benefits and 
costs of particular policies, including not only those affecting public expenditure, 
but also all other action which affects incentives and the adaptability and pattern of 
the economy. At every stage the cost to the economy as a whole of existing 
arrangements or of a particular course of action needs to be brought out more clearly 
and brought into focus when the final decisions are reached. 

The Example of Germany and France 
35. The methods adopted in Germany and France are sometimes proposed 

as models which Britain should consider. They differ considerably as is well known, 
the former going in for a very free market economy and the latter for a large 
element of dirigisme. Both have consistently achieved increases in " national 
efficiency" very much greater than Britain. As we have already noted 
(paragraphs 11 and 12) the circumstances in each country differ considerably from 
Britain's, so they do not necessarily provide good guidance for policy here. In 
Germany the main reliance of policy has been on monetary and fiscal measures, 
leaving the industrial initiative to private enterprise. Aided by an ample labour 
supply until recently, comparatively weak trade union pressure, strong business 
organisation, a slightly under-valued currency and favourable depreciation 
allowances, industry has maintained a high rate of investment. Exports rose faster 
than internal demand and the Germans have attained a fast rise in " national 
efficiency " and big increases in output, which have kept ahead, of the rise in wages 
and general consumer demand. The role of Government has been limited, and 
primarily aimed in later years at checking the domestic pressure of demand and 



(under constant pressure of demand) in reversing the constant tendency for the 
external reserves to rise. 

36. In France the essence of the plan is a series of discussions, industry by 
industry, about output, capacity and investment, taking in other aspects such as 
finance and manpower which are relevant to these main themes. The nature of 
the discussions varies from industry to industry, but common to all is the 
participation of Government officials, representatives of management and workers 
as well as a fringe of experts and academics. The object is to arrive at an agreed 
forward view to which can be related the decisions, both in the public and private 
sector which will determine the subsequent outcome. (The Governments control 
over sources of credit at favourable rates has been an important lever to get 
agreement.) The starting point in the discussions is a view of the prospects for the 
economy as a whole prepared by the Ministry of Finance and the Plan 
Commissariat; one of the purposes of the discussions is to ensure that sections of 
the plan are mutually consistent and with the projection for the whole economy. 
The final result is an agreed plan-—the name used is economie concertee— 
representing not merely a Government but a joint view. The process of joint 
working out is of psychological value in developing community of outlook and 
mutual sympathy, which adds to business confidence: the official work on general 
prospects provides a basis in which others have a good deal of confidence, and this 
confidence is also increased by the knowledge in each industrial sector that other 
important sectors are also working on the plan. 

37. There are certain objections to the French approach: it gives official 
blessing to cartels; setting targets for industry may in the long run make the 
industrial structure more rigid, especially where declining industries are concerned; 
it is also doubtful whether the planning mechanism will be able to go on working 
in the same way as the barriers with other Common Market countries are reduced; 
and the planning machine does little in itself to remove obstacles to national 
efficiency-it is significant that, for example, M. Rueff (one of the architects of 
General de Gaulle's stabilisation programme) has had to undertake a separate 
study of the numerous obstacles to efficient production arising from outdated 
restrictions on the French economy. 

38. Further study of German and French experience will be needed in order 
to see how far such methods and experience furnishes examples which it would be 
useful to follow up in Britain. This is not something to be done hurriedly: the 
common argument " they have grown much faster, follow their example " is much 
too simple; not only have the circumstances of both countries differed from 
Britain's, but so have their policies. There is no obvious example to copy. 

Conclusions 
39. Our conclusions on the policy which should be followed may be 

summarised as follows: 
(a) The first task is to eliminate or curtail obstacles to the growth of " national 

efficiency " and hence to the strengthening of the balance of payments. 
It is, in this sense, that we think economic growth matters. There is 
much improvement to be done. 

(b) In the rest of this report we'put forward matters which we think should 
be studied by Ministers with a view to action. The matters so identified 
all influence " national efficiency ". It is only in this way that Britain 
can hope to make faster progress in the future. 

(c) We would not recommend taking the German or the French examples as 
a pattern, but there are aspects of both which are worth considering. 

(d)	 An important feature of the very diverse German and French experience 
has been their success in instilling an attitude of mind in business which 
has confidence in future growth and development of the economy. We 
certainly do not go so far as to say that this is lacking here in Britain, 
but the constant preoccupation with maintaining demand, and the 
frustration at stop-and-go policies in the last three or four years, 
indicates that there is some lack of confidence which needs to be 
remedied. Similarly, labour shows a lack of confidence in growth by 
its retention of out-moded attitudes of mind towards change and the 



need for rapid adaptability. Here, too, it would be wrong to be too 
sweeping, but the fact remains that there is suspicion and doubt which 
inhibits the ready adaptation to changing demands which the situation 
required. 

(e) All or most of the fields which we identify for possible action in this report 
would call for " difficult " battles with vested interests. Many attitudes 
and customs inimical to " national efficiency " have been sanctified by 
long acquiescence. In general, gains from restrictions are concentrated 
while the losses are diffused and less noticeable, though nonetheless 
damaging for that. If, therefore, a serious attack is to be made on 
inefficiency in the economy, it will be important that it should be 
mounted on a wide front, so that it can be seen to be a part of coherent 
policy designed to achieve a definite end, with no group being able to 
feel that it was being specially picked on; again, where incentives were 
given they would have to be seen to be part of a coherent whole. 

P A R T I I 

MATTERS FOR EXAMINATION 

40. In the following paragraphs we identify a number of matters which we 
think should be studied by Ministers with a view to action. These matters are: 

Investment: savings and investment (paragraph 47) and distribution of 
investments (paragraph 54). 

Labour: labour reserves (paragraph 58) and training (paragraph 70). 
Wages and salaries (paragraph 73). 
Aid to industry (paragraph 79). 
Restrictive practices: business restrictive practices (including monopolies) 

(paragraph 84), re-sale price maintenance (paragraph 87), restrictive labour 
practices (paragraph 93), restrictive practices created by the Government 
(paragraph 95). 

Tariffs (paragraph 98). 

Taxation (paragraph 101). 

Public expenditure (paragraph 103). 

Administration (paragraph 109). 


INVESTMENT 
41. We consider three aspects of investment—its relation to growth; the level 

of investment and particularly its financing; .and factors affecting its distribution. 

The Relation between Investment and Growth 
42. It is commonly argued that one factor which causes a high rate of growth 

in total output is a high ratio of gross investment to the G.D.P. There is something 
in this belief, but the matter is more complicated. Some investment, though well 
worthwhile for other reasons, adds little or nothing to the G.D.P. as it is normally 
measured: the building of a new school is an example. Secondly, the relation of 
capital and output varies from one part of the economy to another: thus, a house 
costing £3,000 to build may add less annually to the G.D.P. than an additional 
machine costing the same amount, but this does not mean that the house constitutes 
the poorer investment, for the life of the house is longer so that it contributes to 
the G.D.P. for far longer. Thirdly, G.D.P. per worker will be raised not only by 
an increase in the stock of capital per worker but also by a fall in the average age 
of the stock of capital. The newer capital equipment is, the more it will incorporate 
up-to-date techniques and generally be apt for its purpose. To raise the stock 
of capital per worker, it must grow faster than the labour force; to reduce the 



average age of the capital stock, the increase of new capital must outweigh the 
scrapping of the old, i.e., the capital stock must he growing. Part of the explanation 
of differences in the rates of growth of G.D.P. per worker in different countries lies 
in differences between the rates of growth of capital stock, both in relation to changes 
in the labour force and absolutely. Unfortunately these changes are difficult to 
measure and the ratio of investment to G.D.P. is a poor substitute. 

43. We do not accept, therefore, the view that the ratio of investment to 
G.D.P. is an adequate basis for comparing one country with another; still less 
is it in itself an adequate guide to policy. What is true is that a suitable increase in 
investment, by accelerating the growth of capital stock, will contribute to the growth 
of G.D.P. per worker. 

The Level of Investment 
44. During the 1950's fixed investment did, in fact, increase both absolutely 

and in proportion to the G.D.P. At constant prices the total rose from £2,140 
million (15-3 per cent, of the G.D.P.) in 1950 to £3,490 million (19-3 per cent, of 
the G.D.P.) in 1960. While the G.D.P. rose (in real terms) by 3 per cent, a year, 
fixed investment rose by 6^ per cent, a year. Of total fixed investment in Britain 
in 1960, 70 per cent, was in agriculture, fuel and power, manufacturing, transport 
distributive and service industries, the remaining 30 per cent, being in dwellings 
and services such as roads, schools, hospitals, &c. 

45. Before considering the level of investment further we must draw attention 
to an important limitation on our freedom of action. In the next few years there 
is almost certain to be a sharp conflict between the rising demand for engineering 
goods and the requirements of exports. Recently, for example, the orders on hand 
for engineering capital goods have risen by 30 per cent, and order books are 
lengthening considerably. It would, therefore, be damaging to one of our main 
lines of exports to take any steps which aggravated the conflict. In the long run, 
of course, expansion of our engineering capacity will solve the problem. 

46. The maintenance of a high level of investment means that it will be 
necessary to take positive steps to ensure that an adequate level of savings is 
forthcoming if inflationary pressure is to be avoided. Public authorities are already 
committed to heavy investment in roads, schools and hospitals, &c, and any 
further increases either which the Government wishes to bring about to further 
growth and efficiency or which private industry initiates if it is in the mood to push 
ahead faster, will make this all the more imperative. This would mean that the 
Government would have to be readier than in the past to supplement a shortage 
of personal or company savings by raising bigger surpluses on revenue account in 
order to restrict consumption and at the same time to foster savings by every 
possible means. 

47. Such a policy would hardly be popular, but it is an essential corollary 
of a high (and still more of an increasing) level of investment and must be recognised 
as such; it would be necessary to bring home to the public that a large volume of 
social investment together with big investment to foster growth and efficiency 
means that sacrifices must be made. Personal consumption would not actually 
have to be reduced, but for a while it would grow less fast than in recent years in 
order to grow faster thereafter. (A reduction in the rate of increase of personal 
consumption from 3 per cent, a year—the rate achieved between 1952 and 1959 
—to 2 per cent, a year would make possible a rise of fixed investment 5 per cent, 
greater each year.) We identify the relationship of savings and investment as a 
matter requiring continuing attention. 

Distribution of Investment 
48. Experience in the .1950's is not wholly reassuring about the ability of 

either the public or private sector to avoid wasteful investment: in the former, the 
lack of effective policy for a period on road and rail investment and the 
over-commitment of resources to nuclear energy are examples of what have turned 
out to be misdirection of resources. Similarly, in the private sector, though the 
evidence is necessarily less clear, a study by the Board of Trade of the accounts 
of several public companies indicates that investment can also be misdirected there, 
judging by the profit record, and that this has probably resulted from indiscriminate 
ploughing back. 



49. There is no sovereign remedy for these failings. Mistakes there will 
inevitably be: the question is whether there are any changes in policy affecting 
enterprises, and habits and outlook on investment, which might set the bias in the 
right direction,; i.e., towards ensuring that investment by enterprises is adequately 
tested by its earning capabilities in the market.; , 

50. We have considered whether the wider use of discriminatory investment 
allowances might provide a remedy, as is sometimes suggested, but we do hot 
think that it would. Apart from other difficulties, the central Government; is 
unlikely to be able to make consistently sound judgments that one sort of 
investment is better for economic growth than another. 

51. The exploitation of the most rewarding investments by private industry 
is better secured through the operation of the market. But in present conditions 
most private sector investment is self-financed, and does not pass through the 
market. In the years 1954-58 about 70 per cent, of the additional funds accruing 
to quoted companies as a whole came from reserve retentions and depreciation 
provisions. If some firms over-invest in less profitable processes, it is 
correspondingly more difficult for other firms with more profitable processes to 
expand fast owing to the difficulty of obtaining new outside money. Ploughing 
back as a means of financing thus influences the pattern of investment (as well as 
the behaviour of the Stock Exchange), promoting an increase in the size of 
companies, in some cases biassing investment in existing known activities, whether 
at home or abroad, and in other cases making possible diversification and the 
growth of the investment trust type of company. 

52. The scanty evidence available suggests a widely varying degree of success 
in self-financed investment. It cannot be satisfactory that the important means 
to growth offered by these funds should be at the easy disposal of managements 
sheltered from the competition of the capital market, and by accounting procedures 
and related conventions from the scrutiny of proprietors and experts. 

53. How to remedy this is a difficult question. One method of encouraging 
companies to distribute more of their profits, so that their investment was put to 
the test of the market, would be to tax retained profits more heavily. A more 
modest proposal to secure more open decisions on the use of profits and closer 
scrutiny of investment plans would be to require companies to issue scrip against 
retained profits over the average of a number of years. But any movement towards 
more distribution of profits runs the risk that some of the funds distributed may 
not remain in the capital market but go to consumption, and the psychological 
effect on wage claims of larger dividend payments would need to be borne in mind: 

54. We identify the question of best securing that investment flows to the most 
profitable place as a matter calling for attention; it may perhaps be best dealt with 
among the taxation questions discussed in paragraphs 98-101. 

LABOUR 
Future Working Population 

55. The working population will increase by only a small amount in the next 
decade. The Government Actuary's forecasts of the total population of the 
United Kingdom show a growth from 52,157,000 in 1959 to 53,236,000 in 1964 and 
54,324,000 in 1969, continuing thereafter at about one million every five years to 
the end of the century. Out of the growth of 2,167,000 between 1959 and 1969, 
325,000 are expected to be children under 15, and 1,188,000 men over 65 and 
women over 60. 

56. Projections of the working population, taking account of recent trends 
in the age of school leaving, and the proportion of married women at work, show 
a growth in the working population of 750,000 between 1959 and 1969, but of this 
600,000 is expected to occur by 1964, as a result of the 1947 bulge in the birth rate, 
and only 150,000 in the second five years. If the statutory school leaving age is 
increased to 16 as recommended in the Crowther Report, the working population 
will actually fall between 1964 and 1969. It follows that part of any growth in 
productivity per head of the working population in the late 1960s will have to be 
devoted to meeting the needs of an expanding population rather than to raising 
the standard of living or improving the overseas position. 



57. After taking account of the totally disabled, widows with young children 
and single women with elderly dependants, there is little reserve of unoccupied 
labour among men under 60 or single women under 45. Any increase in the 
working population beyond that already projected must therefore come mainly from 
men over 60, single women over 45 and married women. The other main source 
which could be tapped to increase the working population consists of those just 
beyond normal retiring age. Many of them are still fit and willing to continue work, 
but are prevented from doing so by rigid rules in their employers' retirement 
schemes. 

58. If these groups are to be brought into the labour force, many factors would 
have to be considered, including not only the impact of taxation, the national 
insurance system and of private pension schemes, but also the conditions of 
employment affecting them (e.g., arrangements for part-time work by married 
women). Some of these issues have been examined on several occasions in the past 
decade, without much effect. We identify the problem of bringing in these labour 
reserves as a matter requiring renewed attention. But while we think this is 
important, it should not be allowed to be a substitute for the more important 
question of making the best use of the existing labour force, which we discuss in the 
following paragraphs. 

Mobility of Labour 
59. The mobility of labour between geographical regions and between 

different industries is already considerable: every year 450,000 workers are recorded 
as having moved from one region to another, and many more move unrecorded 
within regions. In the 1950s the industrial pattern of employment changed 
considerably; employment rose by 22 per cent, in metal and metal-using industries, 
19 per cent, in distribution (starting from a low level), and by 15 per cent, in food, 
drink and tobacco; it declined in agriculture (15 per cent.), textiles and clothing 
(12 per cent.) and mining (11 per cent.). 

60. It is not easy to judge whether this amount of movement, both 
geographically or industrially, is in fact adequate to the country's needs. On the 
one hand, labour turnover in industrial plants may be such as to raise management 
costs and cause a wasteful use of labour; for example in 1960 there were 3-1 million 
engagements out of the 9 million employed in manufacturing industry. On the other 
hand, the persistence of marked differences in unemployment rates between 
different areas (e.g., 3 - 2 per cent, in Scotland and 1 per cent, in London and the 
South-East in April 1960) suggests that geographical, mobility is still somewhat 
limited. There are many factors influencing mobility of labour, some of which are 
referred to in paragraph 76; among others may be mentioned rent control which 
tends to keep some workers in their present houses and discourages the building of 
houses for renting. 

Training of Labour 
61. With continued changes in the industrial structure and the emphasis on 

he need for more change, there must be adequate opportunity for those whose skills 
are less needed to have opportunities for re-training, and for the unskilled and semi
skilled to have opportunities for acquiring skills. This in turn leads on to the 
wider question of industrial training arrangements and how far they are adequate 
to ensure the supply of skilled manpower which is needed to maintain a proper rate 
of economic growth. We now turn to this subject. 

62. Except for brief periods of recession, shortages of most types of skilled 
labour have persisted throughout the post-war period and they are now to be found 
even in areas where general unemployment is comparatively high. The main 
shortages (though by no means the only ones) are in the skilled engineering and 
building occupations which are, of course, of basic importance to the economy. 
There is little doubt that these shortages have impeded economic growth and they 
are likely, unless remedied, to do so increasingly in the future. The experience of 
industry in the United States suggests that technological progress requires an 
increasing proportion of trained and technically qualified manpower in the working 
population, with a correspondingly smaller demand for unskilled and semi-skilled 
labour. As it is, the Ministry of Labour's figures show that the great majority of 
unfilled vacancies require some degree of skill, while a high proportion of the 
unemployed are labourers. 



Apprentices 
63. Industrial training is traditionally regarded as the responsibility of 

employers: the Governments role is supplementary and in practice has mainly 
served social rather than economic purposes. The normal method of training is 
through recognised apprenticeship, of which the Carr Committee Report (" Training 
for Skill ") said in 1957: " At its best the British apprenticeship system is at present 
turning out skilled workers who are the equal of any in the world. Unfortunately, 
there are not enough of them. The number of apprentices needs to be increased... ." 
(p. 6). One reason for this is the necessity of providing worth while employment 
opportunities for the abnormally large number of school-leavers now entering the 
labour market as a result of the post-war " bulge " in the birth rate. At the same 
time, industry has a unique opportunity of augmenting its skilled labour force; in 
some industries the intake of apprentices has been insufficient even to maintain this. 
The number of boys getting apprenticeships rose from 93,000 in 1958 to 103,000 in 
1960, but further substantial increases are needed this year and next to keep pace 
with the " bulge". Strenuous efforts are being made by the Government, in 
co-operation with both sides of industry, to achieve this, but it is proving an uphill 
task. 

64. Merely to increase the number of apprentices is not enough. The quality 
of their training must be improved and adapted to modern conditions; the 
traditional five-year apprenticeship is not necessarily the right pattern for to-day. 
There is a need to move towards more broadly based training which will enable 
the worker to practice a range of related skills rather than one narrowly specialised 
craft. This is important not only from the point of view of occupational mobility, 
but as a means of weaning skilled workers away from a restrictionist attitude on 
entry into the skilled occupations. 

65. Release of young people for further education depends upon the 
willingness of the employer. At present one in three of the boys aged between 15 
and 18 at work and one in fourteen of the girls get such releases with pay for one 
day a week, mostly in connexion with their industrial training. A few follow block 
release courses in which the days on which they would usually get release for further 
education are bulked into one continuous period; this arrangement clearly has 
educational advantages, but it calls for more rearrangement of work than day 
release. So far as these arrangements relate to general education, the benefits to the 
economy are long-term, but the extension of release for vocational purposes would 
be of direct help in improving industrial training. 

Training of Adults 
66. An increased intake of apprentices will, however, have little effect on 

the supply of skilled labour for some years and the question arises whether more 
effort should be made to retrain adult skilled workers no longer required in 
declining industries, or unskilled workers. To some extent this goes on now and 
it will be desirable to continue and even develop this in areas like Tyneside and 
Clydeside with a declining shipbuilding industry. During the bulge years, while 
so much effort has to be made to induce industry to increase its intake of 
apprentices, it will be necessary to consider how far it would be possible to run a 
campaign which might be felt to be inconsistent with it for simultaneously 
increasing adult training. As against this, it is likely to be necessary, and as it would 
call for a complete review of existing attitudes to training by Government, 
employers and workers, an early start might have to be made. (One of the reasons 
why some skilled crafts in declining industries are so tenacious of their accustomed 
practices is that there is now little opportunity for a skilled worker to change his 
craft, and even if he can, he suffers a big loss of wages in the meantime. It is hardly 
surprising that change is sometimes resisted.) 

67. The Carr Committee reaffirmed the traditional attitudes towards 
responsibility for training: " We consider that, as a general principle for the future, 
the existing division of responsibility between Government and industry for the 
education and training of apprentices should be maintained. The efforts of 
Government should be directed to the expansion and improvement of the facilities 
for technical education, while due responsibility for the industrial training of 
apprentices should rest firmly with the industry " (p. 6). Although this refers to 
apprentices, the same attitude applies to training adults. There is a marked 



contrast here between the large sums spent on general technical education 
together with the improved facilities freely available and the haphazard facilities, 
often hedged about with restrictions, for training of labour. 

68. We are by no means sure that the division of responsibility approved by 
the Carr Committee provides sound guidance for the future. While clearly it 
would be both impracticable and undesirable for training to be taken entirely out 
of the hands of industry and carried out solely in technical colleges and Government 
Training Centres, the present system seems inadequate under modern conditions 
and there is a strong case for saying that the Government ought to play a more 
positive role than it has done hitherto. This principle has recently been endorsed 
by Ministers; so far as apprentices are concerned, a particular proposal which is 
now being examined is the idea of a levy on employers on the French pattern which 
would be remitted for those who provided adequate training. 

69. There would still remain, however, the need for additional arrangements 
to cover retraining of adults whose skills had become obsolete or who had missed 
the chance of an apprenticeship. Apart from the question of timing mentioned in 
paragraph 66 there are at present three limitations on Government action here: 

(i) The	 Ministry of Labour's direct training facilities are small and cater 
almost exclusively for the disabled, the unemployed and ex-Regulars. 
The courses normally last six months and at present cover trades in 
engineering, building, radio and television servicing, and miscellaneous 
occupations such as typewriter repair and hairdressing. The capacity 
of all the centres is only 5,000 trainees a year, in contrast to a capacity 
of some 25,000-30,000 for similar centres which cater mostly for 
younger fit workers in France. The total cost in 1959-60 was £1,857,000, 
giving a cost of £536 (of which £172 represents allowances) for each 
trainee successfully completing a course. 

(ii) Trainees are paid allowances ranging from £5 10s. to £8 a week; this rate is 
a positive disincentive to training, since it is below the rate of pay of 
many unskilled workers (currently about £8 5s. in the engineering 
industry) and even further below their earnings. If arrangements could 
be made for employers to send workers already in their employment 
and in receipt of wages to the centres for training, it would be possible 
to attract men of higher quality and at the same time economise on the 
payment of allowances. A very small amount of such training is already 
undertaken, and the possibility is being considered of expanding it on 
the basis of charging a fee to the employers. 

(iii) Present training is very much subject to limitations by the trade unions. 
In building it is confined to the disabled; in draughtsmanship the union 
keeps a jealous eye on it; in engineering the attitude varies from one area 
to another. There are some signs of change, but they need to be 
developed. 

70. We identify this whole field of training for examination and action. In 
particular, we think the following are of importance: the examination of the levy 
system; the division of responsibility for training; consideration of the expansion 
of Government centres and increase of allowances in the period of retraining, 
especially in connexion with the training of persons already in employment. In 
the immediate future priority must be given to increasing the number of apprentices, 
but means of improving the retraining of adults should also be considered now, so 
that action can be taken at the appropriate time. 

WAGES AND SALARIES 

71. During the 1950s output per man rose by about 2 per cent, a year on 
average. Between 1948 and 1958 the average annual increase in wages and salaries 
per head of the civilian labour force was 6J per cent. During 1958 and 1959 the 
rate of increase fell to 2\ and 4f per cent, respectively, but during 1960 the rise 
in earnings per head accelerated again, and in the second half of the year earnings 
were 5\ per cent, higher than in the second half of 1959. This carries with it serious 
consequences for the immediate future, for it means that considerable increases 
in prices are in the pipeline now, and we appear to be facing a further series of 
wage claims before the consequences of the 1960 increase have been fully felt. 



72. The disparity between the rate of increase of average earnings and of 
G.D.P. per worker is the biggest single danger to healthy growth in the future. The 
rise in prices in the United Kingdom has been greater than in most other countries 
and has gradually eroded the benefits of the 1949 devaluation. If British costs go 
on rising at the present rate, not only will this country be unable to sell enough 
exports to pay for the rising volume of imports required by the potential rate of 
growth, but even in the home market British goods will become less competitive, 
so that imports will rise still further. The deterioration of the balance of payments 
shows the need to prevent this continuing. Looking ahead, there can be no doubt 
that a continuation of past experience will carry with it a very real possibility of 
devaluation being forced upon this country. 

73. Although past efforts have produced no acceptable alternative to present 
arrangements, it is now exceedingly urgent to find a way through these problems. 
The essential need is to find a means whereby the national interest is brought to 
bear on wage negotiations. Under present arrangements this does not happen. 
Profound changes of opinion and practice will be required to bring it about, and 
they will not occur overnight. An unremitting effort is needed. Opportunities for 
influencing public opinion must be seized as they occur. Until some specific 
progress has been made, public statements of a general character are likely to do 
more harm than good. 

74. The problem is not peculiar to this country, as the recent study by the 
experts convened by the O.E.E.C. to examine the problem of rising prices has 
shown. Experience elsewhere may well be instructive, but the problem is peculiarly 
urgent for Britain because of the weakness of the balance of payments. The change 
of attitude needed may be more easily brought about if the solution of the wages 
problem is linked to the other matters discussed in this report as part of a wide 
policy for increasing efficiency and growth. The experts' report put the matter 
well: " There is . .  . no one fault of the past to be corrected, no single new gadget 
to be added to the armoury of stabilisation instruments. None the less it is idle 
to think that the problem of rising prices will solve itself". 

AID TO INDUSTRY 

75. Changes in demand and technology have the inevitable consequence that 
some industries expand quickly while, at the other end of the scale, others will be 
declining. There is nothing new in this but the pace of these changes is likely to 
increase in the future and will make it important to develop a conscious policy 
for dealing with these industrial changes and particularly the problems of declining 
industries. 

76. The most important continuing Government action in this sphere has 
been the distribution of industry policy followed since 1945; as a result factories 
built by the Board of Trade have provided 200,000 jobs, mostly in areas of declining 
industries, since 1945. Complementing this has been the check to the rate of 
expansion in over-employed areas in the Midlands and South-East by limitations 
on the issue of Industrial Development Certificates. There have been strong 
positive arguments for pursuing this policy with its combination of inducements 
and deterrents. Besides the social reasons, the economic arguments have been 
strong, especially the desire to use existing social capital (" taking the work to the 
workers"), and on the other hand the need to reduce congestion elsewhere, with 
its unforeseen effect on many costs and the stimulus which it gives to rising wages 
through extreme competition for skilled labour, e.g., in the Midlands. 

77. This policy has generally been accepted as sound, but it has proved hard 
to determine where the balance should be struck between the advantages described 
above and the disadvantage of steering industry (usually with Government financial 
support) to areas where the return on the capital and labour is iess than would have 
been obtained elsewhere. This merges with the more general problem of industrial 
change and of declining industries. The cost of Government assistance to private 
industry is large—£135 million in 1961-62 without including the subsidies of £270 
million to agriculture, where somewhat different questions arise. Examples of the 
conflict between social considerations and the principle, fundamental to growth, 
that resources of capital and labour should go where they will yield the best return 



include the large part of the National Coal Board's total loss in recent years which 
is accounted for by the substantial deficits incurred on keeping coal mines open in 
Scotland, subsidies to hill farmers, and the siting of the new steel strip mills, which 
was ultimately settled primarily for soical-geographical reasons with the result that 
Britain is likely to have three new strip mills with perhaps inadequate total capacity 
at higher cost than would otherwise have been the case. 

78. In dealing with declining industries it seems desirable that a sharp 
distinction should be made between assistance (whether by subsidy or protection) 
which is given for a transitional period (e.g., for the reorganisation of the cotton 
industry) and assistance which is likely to go on indefinitely, for instance, on grounds 
of social policy. In some instances there may well be a case on economic grounds 
for positive steps to contract an industry in order to make it more efficient; and 
in suitable places the distribution of industry policy may be able to help by 
diversifying employment. But where assistance is not temporary and there is no 
prospect that the industry will be more efficient after a period of protection, 
consideration should be given to finding ways of achieving the social and political 
objects at lower economic cost. It would seem desirable therefore to avoid 
commitments to keep an industry alive when it cannot survive on its own feet; 
where abrupt change is not practical, it may well be that consideration should be 
given mainly to cushioning the effect on the individual rather than the effect on 
the industry itself. In suitable instances one way of avoiding continuing 
commitments would be to buy out or pension off those concerned in the declining 
industry as a once-and-for-all transaction. This should make it possible to reduce 
not only the spread of subsidy in the future but also the amounts paid to the 
relatively efficient firms which may survive. 

79. There have been important advances of policy in this sphere since the 
end of the war, but we think there is a real danger that excessive resources may 
be put into industries whose future is doubtful or whose geographical location is 
economically more costly. The difficulties are likely to increase in the future, 
particularly with the growing habit of industries to appeal to Government for 
assistance. There is a complex series of issues here which requires further attention 
and we identify this as a matter of importance. 

RESTRICTIVE PRACTICES 

80. In the following paragraphs we identify as worthy of further study certain 
groups of problems where we suspect that there are impediments to national 
efficiency. These are business restrictive practices and monopoly, restrictions on 
competition in retailing and restrictive practices by labour. 

Business Restrictive Practices 
81. These are at present dealt with in two ways. First, restrictive collective 

agreements are compulsorily registrable and the Restrictive Practices Court has the 
task of deciding whether they are in the public interest. (The impact of this system 
is far greater than the number of cases taken by the Court would suggest, since 
many agreements have been abandoned as their originators realised how low were 
their chances of approval by the Court.) The question arises whether the existing 
powers are adequate. There is some evidence that collective registrable agreements 
which have been either prohibited by the Court or abandoned have been superseded 
by informal agreements which are not registrable and which have a similar effect. 
Open price agreements (where firms exchange information about the prices) are an 
example. Again, since the multi-partite agrements between the Austin Motor 
Company and its agents were abandoned, the coimpany has concluded a series of 
bipartite agreements with them. Some informal agreements may fall technically 
within the present scope of the Monopolies Commission, although for reasons 
explained below no cases of this kind have been referred to them. 

82. The second instrument of policy is the Monopolies Commission which 
has the function of examining cases of monopoly, as defined in the Act, which are 
referred to it by the Board of Trade. At present the available powers are not 



fully used. Although the board can refer cases on its own initiative, in practice 
references have generally been made only as a result of complaints. This means 
that some prima facie evidence is necessary before a reference is made; and it also 
has had the consequence that although the Board of Trade have powers to refer 
to the Commission two kinds of cases (those in which more than one-third of the 
supply of goods is provided or bought either by a single firm, or by several firms 
which, without agreement, all act in the same way), in practice the powers have 
been used only in respect of the first class of cases. Two questions arise: first,
whether the Board of Trade should embark on some kind of detective work in 
order to obtain evidence, instead of waiting for complaints to be made; and second, 
whether, under the present powers, the Government have sufficiently actively 
followed up recommendations of the Monopolies Commission. It must, however, 
be recognised that in many cases the Monopolies Commission^ findings have been 
divided and in others they have not found grounds for major objections. 

83. For both the Restrictive Practices Court and the Monopolies Commission 
there may be a case for changing the whole approach to this subject and adopting 
a policy more like that of the United States anti-trust policies. But public opinion 
in this country tends to be quite different from that in the United States. A radical 
alteration of our policies would need to be made acceptable to public opinion. 

84. We understand that the Board of Trade have embarked on a study of 
these broad questions and we therefore simply identify them as relevant to growth. 

85. A further question which we suggest the Board of Trade might bear in 
mind in these studies is whether there should be some control over mergers. While 
many mergers have sound market or technological justification, others may have 
their main effect in lessening competition. It might be that, for instance, a special 
division of the Monopolies Commission should be set up with powers to investigate 
and report on the desirability in the national interest of proposed mergers (possibly 
in the manner of the newspaper enquiry). 

Restriction in Retailing 
86. Competition between shops is limited both by individual price 

maintenance (since restrictive resale price maintenance became illegal and individual 
price maintenance became easier to enforce under Section 25 of the Restrictive 
Trade Practices Act, 1956) and by the regulation of shop hours. In consequence, 
the rise of new forms and methods of retailing and the expansion of the efficient 
retailer (who can afford to sell at lower prices or is ready to sell at hours more 
convenient to customers than his competitors) are impeded. Resale price 
maintenance tends to attract a superfluity of resources into retailing by protecting 
the less efficient retailer; and, by affecting the prices of some 20 per cent, of all 
goods and services entering into personal expenditure, it raises the general level 
of prices. Many Western countries now have legislation restricting this practice. 

87. We identify as a significant issue resale price maintenance, which is a 
restrictive practice attracting a good deal of public attention. It is already being 
investigated by the Board of Trade, at the request of the Economic Policy 
Committee. 

88. A less important but also relevant matter in this context is shop hours 
legislation. Apart from Sunday closing, the main restrictions on shop hours are 
the imposition of an early closing day and the prescription of the time in the 
evening by which all shops must be shut. 

89. Historically the Shops Act was introduced for the protection of 
shopkeepers; in the course of time its retention was justified for the protection of 
workers. The second purpose is now unnecessary, or can be achieved in other ways; 
the first now seems inimical to economic growth and efficiency. More flexible 
hours would benefit many consumers, possibly enabling some of them to work 
part-time jobs; and by increasing competition between shops it might help to 
drive out inefficiency, releasing some labour to other parts of the economy. For 
these reasons we believe that there is a prima facie case for repealing the Act. 
It is understood that Home Office officials have proposed abolition and that the 
Home Secretary may shortly be consulting his colleagues. It will be important to 
bear in mind the effect not only of the Shops Act itself but of local regulations 
which are believed in some cases to be more restrictive than the Act in practice. . 



Restrictive Labour Practices 
90. In origin, most restrictive labour practices had a reasonable basis in the 

interest either of the standard of work performed or of the safety and health of 
the workers concerned. Often they were in the interests of the employers, who may 
have introduced them. But it is no longer by any means true that all restrictive 
labour practices serve generally defensible and socially useful ends. Many owe their 
origin to a state of affairs which no longer exists, and apart from the direct effects 
of particular practices, they foster an attitude of mind which is inimical to efficiency 
and economic growth. There are practices which: 

(a) prevent efficient use of manpower, e.g., by insisting that particular work 
should be reserved exclusively for a particular craft; they also give rise 
to demarcation disputes, which are a frequent source of loss of working 
time; 

(b) lead to uneconomic working, e.g., by requiring manning scales for the 
operation of particular plant which are not justified; in particular, the 
introduction of new machinery and new methods of working may be 
hindered or prevented by stipulations concerning the numbers of 
workers to be employed and the rates of pay; 

(c) hinder the creation of an adequate skilled labour force in particular trades, 
by unnecessary restrictions on entry to skilled occupations or on the 
age at which persons can be admitted to apprenticeship; 

(d) restrict output, e.g., by placing a ceiling on earnings or output; 
(e) prevent the introduction of work study and method study. 

91. Restrictive labour practices have in many cases come to be accepted 
over the years by trade unions and employers as customs and practice. Generally 
therefore they come to public notice only when there is industrial trouble or 
difficulty either between employers and workpeople or between the workpeople 
themselves. In addition, they are difficult to isolate in the structure of an industry, 
being inter-related with other terms and conditions of employment. 

92. From time to time efforts have been made to tackle the problem of 
restrictive practices, either generally or in particular aspects. Some of these 
developments have been recent: 

(a) In 1959 the report was published of an inquiry undertaken by the Ministry 
of Labour's National Joint Advisory Council on practices which impede 
the full and efficient use of manpower. The Council recognised that 
there remained unsolved problems in a number of industries and 
appealed to the industries concerned " to make yet further efforts to 
get to grips with their problems ". The Council also said that it was 
prepared to ask for further reports on the progress made. 

(b)	 In February 1961 the terms of reference announced for the Royal 
Commission on the newspaper and magazine industry included 
efficiency of production. 

(c) Part of the terms of reference of the Rochdale Committee of Inquiry into 
docks and harbours, set up at the end of March 1961, are to consider 
" whether the methods of working can be improved ". 

(d)	 In April 1961 in its Report on the prospects for the shipbuilding industry 
the Dunnett Committee commented on labour relations in the industry 
and more particularly on the utilisation of labour. 

(e) In the motor industry, resistance to the introduction of work study, which 
the employers felt to be essential to ensure efficiency and to maintain the 
industry's competitive position, and demarcation difficulties were 
discussed at recent talks, chaired by the Minister of Labour, between 
the leading employers in the industry and the members of the Executive 
Council of the Confederation of Shipbuilding and Engineering Unions. 

93. Because many restrictive labour practices do not come to public notice, 
it is impossible to form any complete estimate of the loss of productive efficiency 
arising from them. But it continues to be large and we identify this as a field for 
further action. The essence of the matter is to create a public opinion which will 
enable the public interest to be injected into these arrangements. Previous action 
suggests possible methods through an approach to industry in general and by 



inquiries into specific industries where damaging practices are thought to exist. 
The suggestion has also been made of establishing new machinery, perhaps of a 
quasi-judicial character, for examining complaints concerning restrictive labour 
practices. This question has recently been brought before Ministers by the Minister 
of Labour, and is to be considered further by the Cabinet. 

94. In any action that is taken the general point should be borne in mind that 
restrictive labour practices are not limited to industry. They exist in other spheres 
of employment, including the professions (thus, when discussing restrictive practices, 
Trade Unions point to the fact that a Queen's Counsel must always have his Junior 
paid at a fixed proportion of his leader's fee). In many cases the professions justify 
their requirements for entry by the need to safeguard a proper standard of work. 
The craft unions also use this as one of their main arguments for keeping certain 
restrictive labour practices. Any general action in regard to such practices should 
recognise their widespread nature and the need to probe the reasons in justification 
of them wherever they occur. In this way the industrial worker will be less inclined 
to think he is being singled out for special consideration. 

Restrictive Practices created by Government 
95. Certain practices of restrictive effect the Government has itself brought 

about. The Shops Act has already been mentioned; three further examples are 
the price discrimination practised by the Milk Marketing Board ever since their 
foundation in the thirties, restriction on access to cheap imported fuel, reinforced 
by the new duty on imported oils, and restriction on entry to the road haulage 
business resulting from the need to obtain A licences. (The value of an lA licence 
is currently rated in parts of the trade as £350 per ton unladen weight.) As current 
discussion shows, there are other important aspects of these questions; there are 
good reasons for these particular practices; nevertheless they have, as they were 
intended to, important effects, and we identify the danger that measures of this kind 
may be introduced without due regard being paid to their impact on efficiency and 
growth. We discuss this in more general terms in paragraphs 105--109. 

TARIFFS 

96. Closely related to the restrictive practices discussed above is the question 
of tariffs. Moreover, changes in the tariffs are one means for combating restrictive 
practices. Britain now has, on the whole, higher tariffs on industrial goods than 
her main competitors. Manufactures and semi-manufactures are assessed at 
rates ranging from 10 per cent, and upwards, and many goods, notably electrical 
articles, fur, glassware and motor vehicles, run up as high as 33^ per cent, and 
some to 50 per cent. (Where purchase tax is levied, further protection is afforded 
since it is charged on the price after payment of duty.) The whole system has a 
large adventitious element in present-day circumstances, since it is often a product 
of situations long past when new industries were being started up or there was 
high unemployment and tariffs were imposed because particular imports were on 
too high a level. As the President of the Board of Trade recently said about the 
tariff system: 

" . .  . it bears the marks of history rather than of scientific design . .  . on an 
important range of industrial goods, except for Commonwealth imports, we 
are a high-tariff country, with an average level of duties substantially higher 
than that for comparable classes of goods in the United States and the 
European Economic Community. Our industrial tariff is also higher than 
most of our E.F.T.A. partners." 

97. In the general pursuit of efficiency and the stimulation of competition, 
tariff reductions could have an important part, particularly where restrictive 
practices are concerned. The height of the tariff and the efficiency of the industry 
concerned are by no means necessarily closely related; indeed, some of the more 
highly protected industries are among the most efficient; nevertheless, the haphazard 
development of our tariff system means that it works in a manner far too protective 
for the health of many industries: it reduces the spur of competition to those which 



might be more efficient, and it hampers the process of decline in others. In short, 
the tariff system tends to be an impediment to adaptability and change. We think, 
therefore, that there should generally be a bias in favour of reducing tariffs. 

98. When the balance of payments is as weak as it is at present, it is difficult 
to con template drastic unilateral tariff reductions because of the increase in imports 
which must be expected to follow in the short term. Moreover, we shall wish to 
bargain tariff reductions in the discussions about the relationship of Britain and 
other members of E.F.T.A. to the European Economic Community which are now 
in train. If successful, these negotiations will lead to large reductions in, and 
eventually elimination of, tariffs. If, however, the negotiations are not successful, 
the unilateral modification of tariffs in the interests of national economic efficiency 
should, we suggest, be considered on its merits. The forthcoming discussions on 
further tariff reductions at GATT and in connexion with the E.E.C. have put the 
Board of Trade in a position to know a great deal more about the impact of 
particular tariffs on a wide variety of industries. This would provide a basis for 
the necessary investigations. We identify this as an issue which may require 
examination in due course. 

TAXATION 

99. Public authorities take about 33 per cent, of the gross national product 
in taxation, local rates or national insurance contributions, so that the effect on 
the economy must be significant. Apart from stabilisation policy or tariffs, other 
questions are relevant, e.g., the relation of direct and indirect taxation, the 
narrowing base of the latter, the operation of initial and investment allowances, 
the difference between average and marginal rates of tax, and the dependence of 
local taxation on property values. 

100. As it stands to-day, the system for financing public expenditure is a 
product of history. It is not necessarily the most suitable for an efficient 
full-employment economy capable of sustained growth. Central Government 
taxes are designed mainly from the viewpoint of raising revenue and achieving 
individual equity, and their pattern has been greatly influenced by the methods 
of war finance, e.g., purchase tax. To these aims has been added more recently 
the aim of stabilising the economy. The result is that we have a system of public 
financing of great complexity, but remarkably little is known about the general 
economic effects on efficiency and growth either of the system as a whole or of 
particular taxes, rates or contributions. Past enquiries have concentrated on the 
effect of direct taxation on particular groups or individuals, principally from the 
standpoint of accountants and tax lawyers; the Final Report of the Royal 
Commission on taxation of profits and income had hardly anything to say about 
the economic effects of taxation with which we are concerned here, and there has 
been no enquiry into the incidence of indirect taxation as a whole, though there has 
been some study of purchase tax. Another disadvantage of the present system is 
that its size and complexity is itself a burden to industry on account of the efforts 
made to fit each enterprise^ activities most advantageously into the system. 

101. We identify this as a matter which needs thorough examination. The 
kind of enquiry we have in mind would be wide-ranging and have as its main aim 
the building up of a body of fact and analysis on the economic effects of taxation 
from the point of view of efficiency and adaptability. This should include the 
undertaking or commissioning of research in order to elucidate the facts. 

102. This would be a long-term job. It may be that in the interim there 
would have to be a good deal of study of possible reforms of the tax structure on 
fiscal, political or administrative grounds; Sir Denis Ricketfs Working Party is, 
for example, examining the effects of direct taxation on overseas investment and 
remittances. But whatever changes may be made in particular parts of one field 
we think that they should still not be allowed to obscure the need for a more 
fundamental study, so that in later years the effects of the financing operations of 
public authorities on efficiency and growth may be more clearly understood than 
they are to-day. 



. PUBLIC EXPENDITURE 


103. Similar considerations to those relating to taxation apply to public 
expenditure. The Central Government, local authorities, national insurance funds 
and nationalised industries and publicly-owned trading services absorb between 
them over 25 per cent, of the gross national product in their purchases of goods 
and services, and redistribute, through transfer and debt interest payments, over 
15 per cent, more; within this total public investment makes up 40 per cent, of all 
fixed investment. When the total of public expenditure is so large a proportion 
of the G.N.P. its pattern must have important effects on economic growth. For 
example, Government operations overseas, including representation, aid and 
defence, now cost (net) over £400 million a year, and this has a clear and pressing 
effect on the balance of payments. Again, Government research and development 
absorbs a great deal of highly-skilled manpower. But the effects of public 
expenditure on national efficiency have been little studied, and in the past little 
considered in reaching decisions on proposals for new expenditure. We identify
this as an important question. 

104. The report on Public Expenditure and Resources, 1961-62 to 1965-66, 
which was submitted by the Chancellor of the Exchequer under cover of C. (61) 88, 
made the beginnings of such an approach to the problems of expenditure. But we 
think there is much more to be done in that direction, not only (as that report 
recommended) on working out more stringent criteria for assistance to industry 
and other related expenditures, but also in applying the idea of " national 
efficiency " to social services and other expenditures which have not previously 
been considered in this way. 

ADMINISTRATION 

105. We have laid much emphasis in this report on the need for a constant 
watch on the economic aspects of policy proposals coming before Government and 
of the costs and benefits of alternative courses of action. The balance is by no means 
easy to strike. Not all costs and benefits are expressible in pecuniary terms. The 
preservation of scenery is important although its value is not quantifiable. There 
are costs and benefits which can be valued but are frequently different from the 
expense and revenue which they may involve for Government; for example, the 
loss of revenue from a reduced yield from fuel taxes as a result of improvements in 
fuel efficiency does not represent a cost to the economy. Again, there may be an 
economic cost in protecting an uncompetitive industry by raising the tariff for which 
the financial result may be an increase in Customs revenue against which has to be 
set an economic loss of keeping scarce manpower in a relatively unprofitable 
industry. 

106. The problems are indeed complex and are likely to get more so in a 
country like ours with a large sense of public social duties. Economic costs and 
benefits should not always override other factors, but as increased efficiency must 
be the base for faster economic growth, it is important that the balance be struck as 
clearly as possible. 

107. At present no one is charged with the task of advising Departments on 
the implications for overall economic efficiency and growth of any proposals for 
action by the Government. Yet it is a function which those responsible for putting 
forward individual proposals cannot always be in a position effectively to discharge: 
they may not be technically equipped to form a view of what may be difficult issues 
calling for expert knowledge, and they are unlikely to be able to see the effect of 
an individual proposal in relation to the trend of Government policy and national 
requirements as a whole. In the sphere of public expenditure the Plowden 
Committee has drawn attention to a somewhat similar issue arising from the 
consideration of proposals for expenditure separately from questions of financing. 

108. Similar problems have arisen in the past when Government has found 
it necessary to create means for receiving advice on new questions of importance to 
the economy. There is a precedent in the arrangements for dealing with proposals 



which may affect the balance of payments. Since the end of the war it has been 
recognised that the protection of the balance of payments is crucial to United 
Kingdom policy, and it has become automatic for any proposals which might affect 
the balance of payments to be referred to the Overseas Finance Division of the 
Treasury for advice. As a result, Departments and Ministers have available to 
them expert advice, both on the immediate implications of an individual proposal 
and on the way in which it fits into the whole body of policy and decisions affecting 
the balance of payments. Somewhat similarly, the views of the Ministry of Labour 
would be sought on any proposals which might affect the level of employment. 

109. There seems to be a case for designating a branch of Government 
organisation to consider proposals which are likely to affect economic efficiency and 
growth. This step would, in effect, indicate that the use of our resources in such a 
way as to give maximum encouragement to efficiency and growth is now of such 
overwhelming importance that Ministers should never be asked to reach decisions 
without having advice on this specific aspect. We identify this whole matter for 
further consideration. 
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CABINET 

TRADE UNION ELECTIONS 

MEMORANDUM BY THE MINISTER OF LABOUR 

Before the High Court judgment in the action against officials of the Electrical 
Trades Union the union had admitted irregularities in the conduct of the election 
of the general secretary. The primary effect of the judgment, from which there may, 
of course, be an appeal, has been to focus attention on the malpractices of certain 
individuals against whom damages and costs were awarded. An appeal would 
raise again the question of the culpability of the individual defendants but not the 
fact that there have been admitted irregularities in the conduct of the election. 

2. The judgment showed that the Court can deal effectively with abuses and 
provide appropriate remedies. To this extent it could be argued that the outcome 
justifies leaving matters as they are. But it required great determination on the 
part of the plaintiffs to bring the case and the procedure was costly and slow. This 
might discourage other similar actions, and malpractices might therefore continue 
without being exposed. This is the problem we have to consider. 

3. Our aim must be to strengthen the rights of members to ensure that union 
affairs are run in accordance with the rules. It would accord with our acceptance 
of the right of trade unions to run their own affairs if we could rely on them to put 
their own house in order; and International Labour Convention No. 87 (Freedom 
of Association and Protection of Right to Organise), which has been ratified by the 
United Kingdom, also points in that direction. (Article 2 of the International 
Labour Convention No. 87 provides: " Workers and employers . . . shall have 
the right to establish and, subject only to the rules of the organisation concerned, 
to join organisations of their own choosing . . .". Article 3 provides: 
" (1) Workers' and employers' associations shall have the right to draw up their 
constitution and rules, to elect their representatives in full freedom, to organise 
their administration and activities and to formulate their programmes. (2) The 
public authorities shall refrain from any interference which would restrict this right 
or impede the lawful exercise thereof ".) If the Trades Union Congress could get 
all unions to adopt model rules for the conduct of elections, including the running 
of elections by an independent body (as some are at present) malpractices could 
be prevented. 

4. But if all the trade unions are not prepared to take action on these lines— 
and it is unlikely that the Trades Union Congress could persuade them all to do 
so—we must recognise that the Trades Union Congress itself is not able to expose 
malpractices or to give redress against them. 

5. If therefore the unions will not act themselves, we should, in my view, 
deal with the matter by legislation. We could give the Registrar of Friendly 
Societies powers to deal with infringements of election rules like those he has 
already in respect of political funds. Under the Trade Union Act, 1913, the 
Registrar must approve rules governing the political fund, can hear complaints, 
and if he finds that a breach has been committed he may then " make such order 
for the remedying of the breach as he thinks just in the circumstances". The 
order is enforceable in the County Court. (The powers of the Registrar over 
trade unions are set out in the Annex.) 
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6. I would give the Registrar the same powers to hear complaints about 
breaches of election rules and to make orders remedying the breaches. I would 
still leave a High Court action as an alternative remedy. But I very much doubt 
whether we should empower the Registrar to approve election rules, since this 
would be held seriously to infringe the independence of the unions, and to be 
contrary to International Labour Convention No. 87. 

7. If my colleagues agree I shall in the first instance discuss the problem with 
the Trades Union Congress. I should also talk with the British Employers' 
Confederation, since legally employers' organisations are trade unions. I should 
not rule out the possibility that the trade unions themselves might take effective 
action on the lines indicated in paragraph 3 above. I should make it plain, 
however, that we cannot leave the matter as it is, and if the trade unions cannot 
act in this way the Government must then legislate on the lines indicated in 
paragraphs 5 and 6. I shall talk with Mr. Woodcock, General Secretary of the 
Trades Union Congress, informally in the next few days, but I cannot conceivably 
get a firm answer from the Trades Union Congress before the next meeting of the 
General Council on 26th July. I should, however, make it clear to the Trades 
Union Congress that some announcement of the Governments intention must be 
made before the summer recess. 

8. There is a Motion on the Order Paper signed by 68 Members and there 
are potentially many more who support it. If the action I am taking is explained 
to them I think they would be prepared to wait until we know what decision, if 
any, the Trades Union Congress take on 26th July. But they will certainly expect 
a definite statement from the Government before the summer recess. 

Ministry of Labour, S.W. 1, 

10th July, 1961. 
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ANNEX 

POWERS OF THE REGISTRAR OF FRIENDLY SOCIETIES* 
OVER.TRADE UNIONS 

1. Registration of trade unions is voluntary. Registration 
carries some privileges and obligations, but the legal status of trade 
union can be enjoyed without it. Registered employees' unions 
comprise about 90 per cent, of trade union membership, but even a 
large union can Operate satisfactorily without being registered, e.g.,
The Union of Post Office Workers. The Registrar has no powers of 
control over unregistered unions except in regard to their political 
funds (paragraphs 12-16 below). 

Registration of Rules 
2. Registered unions must send their rules and any alterations T.U. Act, 1871, 

for registration. The Act says merely that the rules must " contain s. 14 and 1st 
provisions in respect of " certain basic matters, which are in short schedule. 

name and meeting place; objects, purposes for which funds 
may be applied, conditions of any assured benefits, and any 
fines or forfeitures; manner of altering rules; appointment 
and removal of general officers; investment of funds and 
periodical audit; inspection of the books and names o f  T T  J A c  t 1 8 7  6 

members of the union by persons " having an interest in " ' s  i 4 

the funds; and manner of dissolution. 
3. On an application to register rules or alterations, if t h e  T U  A t 1 8 7 1 

Registrar is satisfied that the rules make provision for these matters ' 1 3 (2).' s 

he is bound to register them. The kind of provision made—e.g., the f.u, Reg., 1876, 
procedure for appointing or removing officers—rests entirely with the . 6. 
union. 

r 

4. The form of application to register rules includes a sworn 
declaration by an officer of the union to the effect that in making the 
rules or alterations the union's rules have been duly complied with. 
Occasionally the application is challenged by members who say that 
the rules have not been properly passed. The Registrar cannot decide 
this issue. If the objection seems bona fide, his practice (extra
statutory) has been to offer to defer registration for a short period to 
enable the objectors to start proceedings in the Courts. If they take 
up the offer he defers registration pendente lite. 

Annual Returns 
5. A registered union must send the Registrar an annual return, T.U. Act, 1871, 

comprising accounts and a balance sheet, in a form prescribed by him s. 16. 
(the form appears in the Appendix to his Report on Trade Unions for 
1959). The return must be audited. Most of the large unions employ 
professional auditors, but no qualifications are required by law. 

Powers of Prosecution 
6. The Registrar can prosecute in the Magistrates Courts for 

any offence under the Trade Union Acts. The principal offences are 
(a) Failing to send the annual return, or to supply copies of the T.U. Act, 1871, 

rules or annual return. Maximum penalty £5. (A ss. 16, 14(2), 
registered union is bound to supply on demand by any 
person a copy of its rules for a charge not exceeding Is. Od., 
and on demand by a member or " depositor " a free copy 
of its annual return.) 

* In the Trade Union Acts " the Registrar" means for England and Wales, 
the Chief Registrar of Friendly Societies, and for Scotland, the Assistant Registrar 
for Scotland (T.U. Act, 1913, s. 7). 
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T.U. Act, 1871, (b) Wilful falsification of the annual return or rules. Maximum 
s- 1 6  -	 penalty £50. 
s. 18. (c) Issuing false copies of rules. Misdemeanour, no penalty 

prescribed. 
s- 12 (d) Obtaining possession of union property by false 

representation, or having the same in one's. possession 
wilfully withholding or misapplying it. Maximum 
penalty £20 and an order for restitution, with up to three 
months' imprisonment in default. 

7. With regard to sub-paragraph (d) above, cases where union 
property has apparently been misappropriated come to the 
Registrar^ notice from time to time, usually through the annual 
return. No count has been kept of these cases, but the Registrar^ 
practice is to ask the union to give particulars and say what action 
has been taken to recover the property. If the union has taken no 
appropriate action and is unwilling to do so, he considers proceedings 
under Section 12. As he has no compulsory powers of investigation, 
his ability to prosecute under Section 12 normally depends on 
co-operation by the union's head office. In the only case where he 
proposed to prosecute in recent years this co-operation was refused 
(Report for 1958 paragraphs 4-5), though it would be unsafe to 
draw general conclusions, from this one case. 

Section 12 aims at the recovery of the missing property, and 
carries only a minor penalty. A summons under that Section would 
obviously be inappropriate by way of criminal prosecution in a 
serious case of fraud. 

Cancellation of Registry 
8. The Registrar can cancel a union's registration: 

T.U. Act, 1876, (a) At the request of the union. 
s- 8(1)- (b) If registration was obtained by fraud or mistake. 

(c) If the union has an unlawful purpose. 
(d)	 If it wilfully and after notice violates any provision of the 

Trade Union Acts. 
(e) If it has ceased to exist. 

T.U. Act, 1913, '(/) If it has ceased to be a trade union as defined in Section 2(1) 
s. 2(2).	 of the Trade Union Act, 1913. 

9. The only cancellations in recent years have been on grounds 
(a), (e) and (/). The threat of cancellation would in any case have 
only a limited value as a deterrent to misconduct by a union. 

Other	 Powers 
10. The Registrar has miscellaneous.powers which are of little 

relevance in the present context, e.g., 
T.U. Act, 1876,  ( ) His approval is required for a union's change of name, 
s. 11. 	

a 

(b) A	 union wishing to transfer its engagements to another union 
m u s  t  ^ e t  c o n s e n t*"M?scenaneous	  ^ e  G^ two-thirds of its members unless 
t r i eProvisions)	  Registrar dispenses with this requirement. He has 

1Act, 1940, s. 6.  power to dispense after hearing interested parties. 
T.U. Act, 1876, (c) He can direct transfers of certain stocks where a trustee is 
S. 4. ' ' missing or incapacitated. 

11. Except in relation to. the political fund, he has no power to 
deal with complaints by members; to interpret rules; to take action on 
alleged breaches of rule (unless a breach of the Act is also involved, 
e.g., a misapplication of funds contrary to Section 12); or to decide 
disputes within the Union. And no power in any circumstances to 
investigate a union's affairs or to control its elections or other 
constitutional procedures. 



The Political Fund 
12. Before a union (registered or unregistered) can spend money T . U  . Act, 1 9 1 3 , 

on political objects, the furtherance of those objects must be, approved s s - 3 0-X 4 ( 1 ) . 
by a ballot vote of the members. The ballot must be taken under rules 
approved for the purpose by the Registrar, who cannot approve them 
unless satisfied " that every member has an equal right, and, if 
reasonably possible, a fair opportunity of voting, and that the secrecy 
of the ballot is properly secured ". 

13. If the resolution is passed, the union must also adopt rules T.U . Act, 1 9 1 3 , 
approved by the Registrar providing for a separate political fund; for s. 3 ( 1 ) . 
the right to contract out of contributing to the fund; that a contracted
out member is not to be victimised; and that contribution to the fund 
is not to be a condition of admission to the union. 

14. Model rules for the purposes of paragraphs 12 and 13 are 
issued by the Registrar, and these have been adopted by unions with 
only minor variations. 

15. A member who alleges that he is aggrieved by a breach of T.U. Act, 1 9 1 3 , 
any of these rules may complain to the Registrar, who after hearing s. 3 ( 2 ) . 
the complainant and the union may, if he thinks a breach has been 
committed, " make such order for remedying the breach as he thinks 
just in the circumstances ". The order is enforceable in the County 
Court. 

16. Complaints necessitating a formal hearing and order do not 
average more than one or two in a year. On a rough estimate, some 
30-40 letters of complaint are received each year. Of these, some are 
obviously misconceived and the great majority of the rest are 
satisfactorily settled by correspondence. Often the trouble has been 
due to muddle or misunderstanding at branch level. The unions 
generally have shown readiness, when the Registrar informs them of 
a member's political fund complaint, to investigate the complaint 
promptly and if at fault to put it right. 

July 1961 
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CABINET 

VISIT TO COMMONWEALTH CAPITALS IN AFRICA, JUNE-JULY, 1961 

MEMORANDUM BY THE MINISTER OF LABOUR 

General 
I found all the Governments with whom I had discussions warmly appreciative 

of the decision that members of the British Cabinet should visit Commonwealth 
capitals in this way. The Commonwealth Governments were pleased that the 
British Government were taking considerable trouble to make the process of 
consultation a reality and that this was being done at so early a stage. I did, 
however, find on my arrival at each capital a pretty strong belief that we had in 
fact decided to seek negotiations with the Six. One of my first tasks was to convince 
each Government in turn that this was not so. Coupled with this belief went some 
surprise that we were not yet in a position to put more precise proposals forward 
for discussion. 

2. All the discussions I had with Commonwealth Ministers, and those my 
advisers had with Commonwealth officials, were friendly and frank. This did not, 
however, mean that the issues were not regarded as potentially capable of creating 
serious difficulties between our countries. In Ghana particularly—as President 
Nkrumah's public statements before and since have shown—these issues were very 
delicate. 

Publicity 
3. During my tour I adhered to the procedure, agreed to before I set out, 

for keeping communiques, Press interviews and so on as formal as possible and as 
empty of details about the talks I had had with Commonwealth Ministers. 
Commonwealth Governments accepted the argument that the discussions should 
be regarded as confidential between our two Governments. This was satisfactory 
as far as it went, but it did leave a vacuum which some reporters were inclined to 
fill with their own inventions, such as the utterly groundless Reuters canard from 
Lagos that I had had a " rude shock " from my reception by Nigerian Ministers. 

Results 
4. The aims of my visits were summarised in paragraph 16 of the agreed 

Directive (C. (61) 87). Broadly, these aims were attained in all four capitals.
attach copies of documents setting out the general course of the discussions (a 
letter I wrote to President Nkrumah, which he told me was entirely acceptable to 
him, and notes of my discussions with the other three Governments which were 
agreed with them before I left their capitals). All four Governments: 

(a) showed understanding of the reasons that might lead us to decide to start 
negotiations with the European Economic Community (E.E.C.); 

(b) recognised that the British Government had the right to take their own 
decisions; 
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(c) agreed that it would be pointless to hold a Prime Ministers' Meeting until 
there was something concrete to discuss; and 

(d) agreed that there must be close consultation between the United Kingdom 
and the rest of the Commonwealth at all stages. 

I was also able to ascertain the interests, political and economic, which these four 
countries would wish us to have in mind. They varied between countries, and I 
outline them below. 

Ghana 
5. Far and away the most important thing in the Ghanaians' eyes is their 

political objection to the whole Common Market set-up and especially to the 
Associated Overseas Territory (A.O.T.) relationship as it now exists. Admittedly 
President Nkrumah recognised that commercial discrimination against Ghana was 
undesirable. But he made it clear that political considerations meant more to 
him than the avoidance of this discrimination. He accepted that the present shape 
of A.O.T. status was evolved before the French-speaking African countries were 
independent and that it was now being reviewed. He acknowledged that there 
were pressures from the A.O.T. countries, from among the Six themselves, and 
from outside (especially the United States), for changes both in the A.O.T. 
arrangements under the Treaty of Rome and in the quite separate French financial 
and currency tie-up with the ex-French territories. But he clearly doubted whether 
anything that he would regard as tolerable would emerge from the process of 
review. Accordingly he is not in fact keeping an open mind while that process 
goes on, although he told me he would do so. 

6. We have to remember that his whole approach is bedevilled by his 
aspirations to be the African leader. However reasonable the revised A.O.T. 
status might turn out to be he would not hesitate to use our joining the E.E.C. as 
a pretext for leaving the Commonwealth if at the time this furthered his pan-African 
ambitions. Meanwhile, he seems to regard attacks upon the Common Market, and 
his African rivals' relationships to it, partly as a means of forwarding these 
ambitions. 

7. He has greatly increased the authoritarian element in Ghanaian political 
life, as exampled by his recent action in taking over the Treasury in addition to the 
Armed Services and police. I do not think that his Ministers really count for 
anything now. During our talks he was throughout full of his usual charm, but 
as ever he was not so reliable the moment one's back was turned. 

Nigeria 
8. Unfortunately neither the Finance Minister nor the Minister of Commerce 

and Industry was in Nigeria at the time of my visit, so that the Ministers I met in 
Lagos were rather a scratch lot. This gave especial value to my private talks with 
the Prime Minister at his home in Bauchi, which confirmed some of the impressions 
I had received in Lagos and put others in a better perspective. 

9. The Nigerians attach more weight to the economic factors than the 
Ghanaians do, but the political factors are nevertheless very important to them 
also. These political factors are not quite the same as those which motivate 
President Nkrumah. But like him the Nigerians are anxious that there should 
be nothing in the relationship of African countries to Europe which involves any 
kind or appearance of subordination or colonialism, or which might impede political 
or economic co-operation between the African countries. The Nigerians, are, 
however, ready and indeed anxious, to join the French-speaking African countries 
in a purified form of A.O.T. States. Thus at one and the same time they would 
avoid economic discrimination against Nigerian exports and advance their aim of 
political as well as economic co-operation between the Monrovia Powers. Where 
Ghana, because of the doubts which I have mentioned, might be prepared to smash 
the relationship between the Associated Overseas Territories and Europe, I think 
Nigeria wants to see it reformed and extended. 

10. This strongly " African" attitude is perhaps still rather a recent 
development in Nigeria. I am sure that it would be a serious mistake to 
underestimate it, and I think it is likely to become an increasingly important factor 



in Nigerian thinking. I would add that the Nigerians told us that they would be 
consulting Ghana and Sierra Leone, and their Monrovia associates, about my 
discussions with them. 

Sierra Leone 
11. The Sierra Leone Government take much the same line as the Nigerian 

Government. Their views are not so deeply-considered, nor perhaps so 
strongly-held, as those of the Nigerians, but they had evidently given the whole 
question more thought than I had expected. They clearly look to Nigeria for a 
lead. I was rather amused to be assured privately by the Prime Minister of Sierra 
Leone, Sir Milton Margai, that the account of my talks in Nigeria which I had 
given to him and his Ministers tallied closely with the account the Nigerians had 
provided themselves. 

12. The Sierra Leone Government were clearly very favourably impressed 
by the evidence of the reality of Commonwealth consultation which my visit, 
coming so soon after independence, afforded them. In return they welcomed my 
suggestion that they should keep us informed of the progress of the Monrovia 
Powers' discussions of these matters. These discussions will begin with a meeting 
of experts in Dakar this month. 

Federation of Rhodesia and Nyasaland 
13. Federal Ministers started in a rather suspicious frame of mind. They 

believed our decision had already been taken. Our discouraging response in 
March to their proposal that they should seek some kind of A.O.T. relationship 
with the Six inclined them to doubt whether we would seriously try to secure that 
status for them. The constitutional controversies of the last year or so had also 
left in their minds some resentment and doubt of our good faith. I think I was 
able in our discussions to do something to dispel the doubts expressed to me. 

14. Federal Ministers were throughout resolutely insistent that if we joined 
the Six the only adequate safeguard for the Federation lay in obtaining A.O.T. 
status. I assured them that we would do our level best to obtain this for them, 
though I could clearly make no promise that we would succeed. They were 
reluctant to agree to consider any fall-back position, and even when persuaded 
to do so they continued to insist that only A.O.T. status could meet their needs. 
They have considerable justification for this view if—as they must—they are to 
expand and diversify their economy. For their main existing exports some form 
of protection might be manageable short of A.O.T. status. 

Conclusion 
15. I have already said that the aims of my visits were broadly achieved. 

So far as concerns the four Governments with whom I had discussions, I see 
nothing that need stop us seeking negotiations with the Six in order to ascertain 
on what terms and conditions we could join the E.E.C. 

16. We must, however, recognise that we should have serious trouble on 
our hands if we eventually joined the E.E.C. without having secured arrangements 
such as these Governments regard as essential. These are: 

(a) a relationship between Europe and the African countries which does not 
discriminate against the trade of the formerly British countries in 
West Africa, or impede their political and economic co-operation with 
their neighbours, and which cannot be described as " neo-Colonial "; 

(b) A.O.T. status for the Federation of Rhodesia and Nyasaland. 

J . H . 

Ministry of Labour, S.W. 1, 

10th July, 1961. 
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ANNEX A 


GHANA 


Text of Letter dated 29th June, 1961 from Mr. John Hare to Dr. Kwama Nkrumah, 
President of the Republic of Ghana 

I am most grateful to you for giving me the opportunity to discuss with you 
and your Ministers the problem of the European Common Market. 

I explained to you the strong arguments which have led us to think that we 
should consider entering into formal negotiations with the Six. 

As I emphasised to you, the British Government themselves have not yet 
reached a decision on this question, and we shall not do so until we have completed 
our consultations with all Commonwealth Governments, and have considered 
their views. Should we decide to negotiate, I know you will appreciate the reasons 
why. 

You explained very clearly to me the points that are of special importance 
to you. As I explained, it would only be through the process of negotiation 
that we would be able to discover ways in which we could endeavour to safeguard 
the points to which we both attach importance. If these negotiations take place 
we shall certainly bear your points in mind. 

Meanwhile I can, of course, assure you that in any such negotiations we would 
throughout keep in the closest touch with you, and that before any final decision 
was taken there would be the fullest consultation between us. 

ANNEX B 

NIGERIA 

Agreed Note of Meetings between Ministers of the Federal Government of Nigeria 
and Mr. John Hare, on behalf of the British Government, held in Lagos on 
30th June, 1961 

1. The United Kingdom delegation explained the reasons why the British 
Government were considering seeking negotiations for membership of the 
European Economic Community. 

2. The Nigerian delegation took note of this explanation. While recognising 
that it was for the British Government to decide whether to seek such negotiations 
they set out certain relevant objectives of their own policies as follows: 

(a) Economic Considerations 
(1) Discrimination	 against Nigerian trade with the European Economic 

Community should be abolished. 
(2) As	 stated in the speech from the Throne on 29th March. 1961, 

the Nigerian Government would " examine the possibility of closer 
economic co-operation with African States and association between 
Nigeria and the European Economic Community"; the Nigerian 
Government would discuss this whole matter with the other 
Monrovia Powers beginning with the meeting of officials to be held 
at Dakar in July 1961. 

(3) The Nigerian Government considered that if the British Government 
joined the E E  C Nigeria should be fully eligible for assistance from 
the Development Fund. They noted the British delegation^ view 
that nothing in the Treaty of Rome precluded the giving of bilateral 
aid in addition to that given by the Development Fund. 



(b) Political Considerations 
(1) The Nigerian Government regard it as being of equal importance that 

at all stages careful consideration should be given to the effect of 
any closer association with the E.E.C. upon the Commonwealth 
relationship as a whole. 

(2)	 They likewise attached great importance to ensuring that the 
relationship between the various African States should be borne 
fully in mind throughout. 

(3) Similarly they considered that relations with countries other than those 
in Africa or the Commonwealth must be given full weight. 

3. The United Kingdom delegation said that these considerations would be 
kept well in mind both while a decision was being considered on whether to negotiate 
with the Six and during any such negotiations. They also undertook that the 
Nigerian Government would be kept closely in touch throughout the course of any 
negotiations. In addition they noted the views of the Nigerian Government on the 
subject of Commonwealth preferences on individual commodities of importance to 
Nigeria. 

ANNEX C 

SIERRA LEONE 

Agreed Summary Record of Discussions between Ministers of the Sierra Leone 
Government and Mr. John Hare on behalf of the British Government,
held at Freetown on 3rd June, 1961 

1. On behalf of the British Government Mr. Hare explained that, both 
because of the desirability of achieving greater unity in Europe and because of 
the opportunity for increased economic growth and activity which membership 
of the E.E.C. would offer, the British Government were considering the 
implications of seeking negotiations for membership of the community. The 
question at present before them was whether to seek such negotiations, in order 
to ascertain whether suitable arrangements could be secured to safeguard the 
essential interests of the Commonwealth, the other E.F.T.A. countries and British 
home agriculture. No decision had yet been reached on this question. They 
were anxious to acquaint themselves more fully with the views of the other 
Commonwealth Governments before reaching a decision. 

2. Sierra Leone Ministers recognised that the decision whether to seek 
negotiations was one for the British Government to take. In response to the 
United Kingdom request for information on the Sierra Leone Governmenfs views, 
they said that they hoped that the British Government would bear the following 
points in mind while considering whether to seek negotiations and during any 
negotiations which might be entered into: 

(i) The	 importance attached by Sierra Leone to maintaining the 
Commonwealth connexion, and at the same time to ensuring that any 
eventual form of association between African countries and the 
European Economic Community would be consistent with the aim of 
closer co-operation among the countries of Africa, and with the 
advancement of their political and economic development. 

(ii) The need to avoid discrimination by the European Economic Community 
against the exports (actual or potential) of Sierra Leone. Sierra Leone 
Ministers also expressed interest in the operation of the Community's 
Development Fund, and in the possibility of access to it by Sierra 
Leone. 

3. Mr. Hare said that the British Government would keep these considerations 
well in mind both while considering whether to negotiate with the Six and during 
any such negotiations. He also undertook that the British Government would 
continue to keep in close consultation with the Sierra Leone Government. He 
said that the British Government would be grateful if they could be kept informed 
of any views expressed on these questions at the forthcoming meeting at Dakar. 



ANNEX D 


FEDERATION OF RHODESIA AND NY AS ALAND 


Agreed Summary of Points Discussed at Meetings of Federal Ministers and 
Mr. John Hare on behalf of the British Government at Salisbury on 
4th and 5th July, 1961 

1. Mr. Hare explained that both because of the desirability of achieving 
greater political and economic unity in Europe and because of the opportunity for 
increased economic growth and activity which British entry to the European 
Economic Community would offer the United Kingdom, the British Government 
were at present considering the implications of seeking negotiations for membership 
of the Community. The question at present before them was whether or not to 
seek such negotiations in order to ascertain whether suitable arrangements could 
be secured to safeguard the essential interests of the Commonwealth, the other 
E.F.T.A. countries and British home agriculture. No decision had yet been reached 
on this question. They were anxious to acquaint themselves more fully with the 
views of the other Commonwealth Governments before coming to a decision. 

2. The Federal Ministers expressed the view that the entry of the United 
Kingdom into the European Economic Community would be damaging to the 
Federation. They recognised, however, that there were wider considerations which 
might lead the United Kingdom Government to decide to seek negotiations. They 
hoped that while considering this question and throughout the course of any 
negotiations the British Government would give full weight to the following points 
in addition to the Federal Government^ fear that damage would be done to the 
Federation: 

(i) The Federal Government were much concerned about the possible	 effect 
of United Kingdom entry into the E.E.C. upon the Commonwealth 
connexion as a whole. 

(ii) The Federal Government considered that if the United Kingdom	 entered 
the E.E.C. it was essential, in the interests of the Federation, that 
Associated Overseas Territory status should be secured for the 
Federation. 

3. Mr. Hare said that the British Government would certainly have the views 
of the Federal Government, as expressed above, fully in mind and that in particular 
the British Government would do everything they Could to secure A.O.T. status 
for the Federation if they decided to enter into negotiations with the Six. 

4. Mr. Hare went on to explain that it could not be regarded as certain that 
A.O.T. status would be obtainable. He asked, therefore, if he could be informed 
of the specific products of importance to the Federation^ economy in respect of 
which special arrangements to protect the Federation^ exports would have to be 
sought if A.O.T. status did not, in the end, turn out to be obtainable. In response 
to this request, but without retracting any of their emphasis on the essentiality of 
obtaining A.O.T. status, the Federal officials discussed this aspect of the matter 
with United Kingdom officials and gave them the attached list of individual 
products of this nature. The Federal officials emphasised that, in addition to 
maintaining access to the British Market for existing exports like tobacco and tea, 
there was also a need for free or preferential entry into that market for increased 
exports of agricultural and industrial products so as to make possible the 
development of the Federation^ economy. These discussions were subsequently 
reported to the Ministers and Mr. Hare took note of the views that had been 
expressed. 

5. Mr. Hare said that the British Government would give full weight to all 
the views expressed by the Federal Ministers both while considering whether to 
negotiate with the Six and during any such negotiations. He undertook that the 
British Government would continue to keep in close consultation with the Federal 
Government. The Federal Ministers raised the question of a Commonwealth 
meeting to consider all aspects of this whole question. Mr. Hare said that he 
thought it likely that the United Kingdom Prime Minister and the Prime Ministers 



of other Commonwealth countries would wish to arrange for collective 
consideration of the whole matter at a Commonwealth meeting before any final 
decisions were taken by the British Government on whether to join the Community. 

6. Mr. Hare undertook to inform the Ministers concerned that 
Sir Donald Macintyre would wish to discuss with them, during his forthcoming 
visit to London, and subsequently, if necessary, the question whether the British 
Government would support the Federal Government in an application for separate 
membership of the International Monetary Fund and the International Bank. 

APPENDIX 

AGREED LIST OF ITEMS REFERRED TO IN PARAGRAPH 4 

Tobacco 
Maize 
Beef and products of beef 
Groundnuts 
Tea 
Citrus and products of citrus 
Iron and Steel (especially Pig Iron and High Grade Steels) 
Ferro-chrome and other Ferro-alloys 
Lead and Zinc 
Wrought Copper 
Wattle Extract 
Leather. 
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CABINET 

EAST-WEST RELATIONS 

MEMORANDUM BY THE SECRETARY OF STATE FOR FOREIGN AFFAIRS 

It is clear that we are entering a period of increased tension in our relations with 
the Soviet Union. I think my colleagues will find it useful to have the texts of five 
recent public statements of Soviet policy namely (a) the aide-memoire on nuclear 
tests and disarmament given to President Kennedy on Germany and Berlin, (b) the 
parallel aide-memoire on Germany and Berlin, (c) Mr. Khrushchev's radio and 
television speech of 15th June, (d) his speech to a mass meeting at the Kremlin on 
21st June, and (e) his speech at a Soviet-North Vietnamese friendship gathering on 
28th June, of which the second half is entirely about Germany and Berlin. I am also 
circulating (/) an account by Her Majesty's Ambassador in Moscow, Sir Frank 
Roberts, of a private conversation with Mr. Khrushchev about Berlin and the 
German question. 

2. These texts are attached at Annexes B, C, D, E, F and G. There are minor 
variations between them, but the general line, especially on Berlin, is consistent. The 
texts are covered by a Memorandum at Annex A giving a general outline of current 
Soviet policy as I see it. Briefly the Soviet leaders seem to have arrived at the belief 
that no important world problem can any longer be settled without their agreement, 
and that in some cases they can now impose their own solutions. This belief derives 
from reasonable confidence in their own strength, and a more doctrinaire 
assessment of Western weakness. It results in a militant conception of peaceful 
co-existence reinforced by the knowledge that the Chinese and other communists 
within and outside the Soviet Union have considered their policy up to date too 
soft. (Paragraphs 1-10.) 

Germany and Berlin 
3. The latest Soviet proposals suggest that they are ready to take unilateral 

action, but have not discounted the possibility of achieving results by negotiation 
in conditions favourable to themselves. Mr. Khrushchev intends in any case to 
sign his peace treaty with East Germany by the end of the year. His minimum 
objectives in so doing are: 

(a) To establish the East German frontier. 
(b) To force the West into some de facto recognition of the Deutsche 

Demokratische Republik (D.D.R.). 
In the longer term, he wants: 

(c) To stop the flow of refugees. 
(d) To get the Western troops out of Berlin. 
(e) To integrate Berlin with the D.D.R. 

(Paragraphs 11-19.) 
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Disarmament 
4. Mr. Khrushchev appears to have lost any faith in the desirability of 

negotiating a disarmament agreement with the West. He must be expected to break 
off serious negotiations and launch a new propaganda campaign with the object of 
forcing Western Governments to accept Soviet proposals or discrediting us in the 
eyes of world opinion. (Paragraphs 20-22.) 

Nuclear Tests 
,,v  5. Mr. Khrushchev has also lost interest in the possibility of a ban for its own t

- sake. He will now try to manoeuvre the United States into resuming tests and will 
then do the same himself. (Paragraph 23.) 

Laos 
6. Mr. Khrushchev will try to give us enough encouragement to deter the 

United States or the South-East Asia Treaty Organisation from intervening, while 
at the same time doing nothing to prejudice the possibility of an eventual take-over 
of the country by the communists. (Paragraph 24.) 

Foreign Office, S.W. 1, 

12th July, 1961. 




ANNEX A 

EAST-WEST RELATIONS 

introduction 
Over the whole spectrum of international affairs, the Soviet leaders seem to 

have arrived at the belief that no important world problem can any longer be 
settled without their agreement. This belief is reflected in their toughness of 
attitude on individual problems such as Laos and disarmament; it is institutionalised 
in the troika proposal, involving a built-in veto on any executive action, which they 
have now put forward in relation to nuclear tests as well as to the United Nations 
Secretariat. 

2. On Germany and Berlin the Russians go further; they seem to believe that 
they are now strong enough in this particular context to impose or negotiate a 
settlement which would involve at the very least an important consolidation of 
their position in Eastern Europe. The following are some of the causes of their 
determination to pursue a forward policy. 

Soviet Strength 
3. Militarily, Mr. Khrushchev has said, even the most inveterate enemies of 

the Soviet Union now concede that she is the strongest Power in the world. 
Economically, Russia expects to overtake the United States in total production by 
1970 and in per capita production soon afterwards. Mr. Khrushchev may not 
entirely believe these claims, and he certainly does not want to put the first to the 
test of war, but they colour his whole thinking. 

4. Internally, the Soviet Union is on the eve of the XXIInd Party Congress. 
The chief item on the agenda is expected to be the transition from socialism 
(characterised in Soviet thinking by the slogan " to each according to his work ", 
and involving strict controls) to communism (a state of comparative economic 
plenty—" to each according to his need "). It is possible that a definite schedule will 
be laid down for the progress of the Soviet Union towards communism. Against 
the background of severe agricultural shortcomings, and a good deal of openly 
acknowledged and criticised apathy and spivvery, it seems doubtful whether there 
will in fact be any spectacular transition in the near future. Nevertheless some new 
formula is likely to be produced, the effect of which will be to bring the vision of 
communism appreciably closer. The significance of such a step should not be 
underestimated. For the true believer, communism represents the final stage of 
mankind's achievement in the political, economic and social spheres. The prospect 
of its establishment in the Soviet Union will be of millenary significance for the 
party, and the general public will certainly be infected by their enthusiasm since it 
will minister to their national pride. 

5. The Russians also take comfort from what appears to them as the spread 
of their sphere of influence abroad. As they are fond of saying, one-third of the 
world's population now live under socialism. And although it is 10 years since 
communists came to power in any country, their power and prestige has much 
increased their capacity to win friends and influence people (if only by frightening 
them). 

Capitalist Weakness 
6. The counterpart of the advancement of socialism is the decay of 

capitalism. Here again, to Russian eyes, events have only confirmed the predictions 
of Marx and Lenin. In " the decisive sphere of human endeavour, the sphere of 
material production ", the West is falling behind in rate of growth. In the Soviet 
Union industrial production is increasing by 10 per cent, a year, compared with 
3 per cent, in the United States. In addition, the Russians see evidence of our 
decadence in our economic difficulties and social problems. Mr. Khrushchev's 
" worn-out mare of capitalism " is much more than a figure of speech for him and 
for his audiences. Indeed many of the latter are probably more confident of our 
decline than they are of their own progress. The idea of a gradual transformation 
of capitalism,' undetermined by Marxist influence, is quite foreign to Marxist or 
Russian logic. 
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7. The apparent weakening of Western influence abroad is also attributed to 
decadence. Our colonies are melting away, and Marxist economists do not expect 
us to survive for long without the raw materials and the markets which they are 
alleged to have provided. In Africa, Latin America and the Middle East, Western 
influence is no longer paramount. Cuba is only the latest example of a process 
which the Russians regard as continuous and inevitable. The Commonwealth, 
like the Welfare State, is a phenomenon which does not fit into their scheme of 
history, and is therefore usually ignored. The idea that a newly or genuinely 
independent country could for long be seriously opposed to communist or attached 
to democratic principles is probably beyond the grasp of the Soviet leaders. 
Mr. Khrushchev may genuinely think, as he sometimes says, that in dividing the 
world into three classes, communist, capitalist and neutral, he is displaying a 
moderation for which we should be thankful. 

Peaceful Co-existence 
8. Mr. Khrushchev has given us no excuse for misunderstanding this famous 

slogan, which has only the slightest restraining influence on his policies. " Peaceful 
co-existence " is " a form of class struggle between socialism and capitalism ", 
fought by every means short of full-scale war. Most recently, in his speech of 
15th June, Mr. Khrushchev has made it clear that peaceful co-existence, so far from 
containing the spread of communism, in fact presupposes it. 

The Sino-Soviet Dispute 
9. Conviction of strength and of moving with the tide of history inclines the 

Soviet leaders to a tough policy. The knowledge that the Chinese regard Soviet 
policy towards the West as far too soft must now also be a sizeable factor in Soviet 
thinking. It gives them another reason to be chary of making concessions and 
eager for quick results. 

The Points at Issue 
10. This is the spirit in which the Soviet leaders approach the current points 

of disagreement with the West. Even granted that their public statements often go 
beyond their real convictions, it seems clear that the general mood of the leaders is 
one of self-confidence and vigour. The following paragraphs deal successively 
with the Soviet attitude on Germany and Berlin, Disarmament and Nuclear Tests, 
and finally Laos. 

Germany and Berlin 
11. The problem of Germany and Berlin must irritate Mr. Khrushchev in 

several ways: 
(a) The absence of a settlement is a failure which contrasts with Soviet success 

elsewhere. 
(b) It is also out of keeping with the new balance of power as the Russians 

see it. 
(c) Mr. Khrushchev's personal prestige (not least vis-a-vis the Chinese) has 

been engaged since his first ultimatum of November 1958. 
(d) The present situation prevents the consolidation of the East German State, 

whose present weakness discredits and debilitates the whole satellite 
system, and even makes its whole future questionable. 

(e) The growth of the power of the Federal German Republic must be 
genuinely alarming to any Russian. Mr. Khrushchev cannot crush the 
Federal German Chancellor, Dr. Adenauer, but Berlin provides an 
opportunity to clip his wings. 

12. This problem is treated at length in the aide-memoire, handed by 
Mr. Khrushchev to President Kennedy, and is again referred to in three of his 
recent speeches. There are some ambiguities, but the general argument is the 
same. The continued absence of a peace treaty between Germany and her 
conquerors is an anomaly and a source of danger. It is time to " draw a line under 
the Second World War ", to " put a seal on the position which actually exists ". 
The starting point must be " the de facto and de jure situation now existing ". East 
Germany is a sovereign State, having East Berlin as its capital. West Berlin is 
economically and culturally linked with West Germany, but does not form part of 
it. The obvious solution is that the victorious Powers should sign a single peace 



treaty with the two German States. Alternatively, there could be separate treaties 
with each of the two German States. In any case, West Berlin must be given a 
definite international status, which Mr. Khrushchev suggests should be that of 
a free city. But whether or not the Western Allies and the Federal Republic 
agree with these plans, the Soviet Union intends, together with other " peaceloving " 
States, to sign a treaty with East Germany " at the end of the year ". After that, 
" countries wishing to maintain ties with West Berlin will have to reach agreement 
with the German Democratic Republic on ways of access to West Berlin and 
communications with the city ". And " if any country . . . crosses the frontiers 
—land, air or water—of another, that country will assume full responsibility for 
the consequences of the aggression and will receive a proper rebuff "; in other 
words, an Allied airlift no less than a land probe would be likely to evoke a Soviet 
response. 

13. An alternative plan is elaborated in the aide-memoire. The Four Powers 
should give the two German States six months to reach agreement on reunification 
and a peace settlement, and should declare in advance that they will accept any 
agreement that may be reached. At the end of this time the Powers will sign a 
single German Peace Treaty, if the Germans have reached agreement among 
themselves, or two separate treaties or a treaty with one half only, if they have 
not. In his speech of 28th June Mr. Khrushchev said that he was ready to discuss 
with the West the problem of Germany as a whole, but only on the understanding 
that the Federal Republic and the D.D.R should have an equal voice in deciding 
their own future. 

14. All these Soviet proposals are flatly contrary to the position hitherto 
adopted by the West. There are indications that the Russians do not discount 
and might indeed prefer the possibility of negotiating a solution suitable to them 
(see paragraph 18) before signature of a peace treaty. But if that is not possible 
before the end of the year, they seem to be prepared to go ahead and sign a separate 
peace treaty. 

15. They know that this method of proceeding may bring about a major crisis, 
but believe that (a) while it lasts, they are better able to withstand it than we are, 
and (b) it can be solved with some substantial gains to themselves, given the 
vulnerability of the Western position in Berlin to pressure short of nuclear war, 
and the unwillingness of the West to take any nuclear initiative. 

16. They are preparing for a crisis in various ways. The 20th anniversary 
of Hitler's attack on the Soviet Union was made the occasion for warning their 
own people that the " imperialist", who started the last war, are busy trying to 
start another, and that the Soviet Union is strong enough and well enough prepared 
to knock these attempts on the head—or, if another war comes, to win it. At the 
same time, the world in general and the Western Powers are being assured that the 
Russian position on Germany as a whole is very reasonable. Fear of German 
" revanchism " and the desire to fix the German frontiers are sentiments likely 
to arouse wide sympathy. Refusal to allow all-German elections is parallel to 
a similar Western refusal in Vietnam. Signature of a separate peace treaty with 
East Germany is parallel to the Western signature of a peace treaty with Japan in 
1951 against Soviet wishes. The Allied position in West Berlin will be secured, 
and there is no propaganda from Mr. Khrushchev (as there was in 1958) about 
intolerable espionage activities, or about the flow of refugees. 

17. Failing any dramatic developments (e.g., a substantial United Nations 
resolution on Berlin) before then, we must expect Mr. Khrushchev to maintain 
these propaganda lines up to the XXIInd Party Congress in October, and to use 
this Congress as a platform to rally patriotic feeling and endorse his Berlin policy. 
Thereafter he will feel freer and even more committed to carry out his plan and 
to sign a treaty with East Germany at the end of the year. 

18. The peace treaty with East Germany is obviously not an end in itself, 
though it will confer some extra prestige on the D.D.R. Mr. Khrushchev's 
minimum objectives in this whole operation are no doubt to: 

(a) Force the Western Allies into some de facto recognition of the D.D.R. in 
order to secure access to Berlin (he himself said that de jure recognition 
would not be necessary for this purpose). 

(b) Achieve a firmer and more widely recognised definition of the East German 
frontier (the emphasis on this point in Mr. Khrushchev's speech of 
15th June was considerable). 



19. It is possible that in return for satisfaction on these points in advance he 
would give some limited guarantee of the Western position in Berlin. After the 
minimum objectives were achieved, there would remain the major tasks of stopping 
the flow of refugees to West Germany via West Berlin, in order to consolidate the 
D.D.R., and (if there were no agreement to the contrary) of squeezing out the troops 
of the Western Powers, in order to absorb West Berlin into the D.D.R. The 
Chairman of the East German Council of State, Herr Ulbricht, will be quite as much 
concerned with the first as with the second (indeed he has indicated quite clearly in 
a Press conference that the flow of refugees would be stopped after a peace treaty). 
Obviously there would be greater opportunities for applying the screw; but the 
tempo at which it would be done might well be gradual. This is a question on 
which Mr. Khrushchev himself may not have made up his mind. There are many 
imponderables for both sides. Mr. Khrushchev must be as uncertain of our 
intentions as we are of his. At least so far as Western troops are concerned, he 
will not wish to put responsibility for decisions entirely into the hands of Herr 
Ulbricht; nor will he want the signature of the treaty in itself to appear to be the 
cause of a crisis. Thus it will be only prudent for him to retain some grip on events 
after the treaty has been signed, and moreover to ensure that acute needling does not 
begin at once. The Chinese might be dissatisfied with the extent of Mr. Khrushchev's 
triumph in such a case; but the Russian public, which has been warned of the 
possibility of commercial and diplomatic blockade, and of all-out war if a peace 
treaty were signed, might be very happy at the results. 

Disarmament and Nuclear Tests 
20. Six months ago, on the evidence of the line which Mr. Khrushchev had 

taken with the Chinese at the Moscow Conference in December, the Soviet leaders 
appeared to be genuinely convinced that a negotiated disarmament agreement was 
both a desirable and a feasible objective, though over-optimistic about their ability 
to force on the Western Powers an agreement favourable to themselves. The same 
appeared to be true of their attitude on the banning of nuclear tests, if only because 
without this they were obviously unlikely to get an agreement on disarmament. The 
latest evidence, however, points the other way on both subjects. 

21. On disarmament, Mr. Khrushchev has expressed the belief that the 
Western Powers " did not and, to be frank, do not want disarmament to this day ". 
In the bilateral talks in Washington the Soviet delegate has argued that further 
negotiations are useless unless the Soviet Union and the United States can reach 
basic agreement at the outset on the substance of the problem which must in 
practice be on their terms. Simultaneously, an article in the Soviet foreign affairs 
journal " International Life " seems designed to prepare the ground for the failure 
of the Washington talks and to throw the blame on the Americans in advance. 

22. All this suggests that Mr. Khrushchev for the present has given up hope 
of reaching, or sees no need to reach, agreement with the West on disarmament by 
means of negotiations. There is a passage in his speech of 21st June which reveals 
how his mind is moving. (In effect, it does no more than echo the " Appeal to the 
Peoples of all the World " issued after the Moscow Conference of Communist Parties 
in December 1960.) " All peoples ", Mr. Khrushchev says, " must realise the serious 
nature of the present situation and bring pressure to bear on those Governments 
which obstruct the solution of the disarmament problem . . . All people who want 
peace can and must compel the Governments of the capitalist countries to accept 
disarmament". In the light of these words we must expect the Soviet Government 
to break off the Washington talks at some convenient moment, and then to mobilise 
a propaganda campaign against the Western Governments through all the available 
media, including the United Nations, the front organisations and national groups 
such as C.N.D., the Campaign for Nuclear Disarmament, with the object of 
compelling us to accept their proposals for " general and complete disarmament" 
first and control afterwards, or at least of exposing us to international censure as 
frustrating an agreement. 

23. A similar calculation seems to lie behind the Soviet volte-face on nuclear 
tests. From being ready to negotiate a ban on the basis of a control system whose 
day-to-day work would be supervised by a single neutral Administrator, they 
have switched to insistence on the Administrator^ replacement by a three-man 
board, on the standard troika pattern, and a suggestion that nuclear tests and 
disarmament be discussed " in their interdependence ", i.e., simultaneously. This 
suggests that the Soviet Government have lost interest in the possibility of a ban 



for its own sake or as a necessary precondition for a wider agreement. The 
explanation is probably complex. Mr. Khrushchev spoke on 21st June of new 
Soviet nuclear devices which he said need practical testing. He may think that 
the price in terms of control is too heavy for the gain involved in formalising a 
de facto ban. He may well also believe that the Chinese are not going to be deterred 
from making and testing their own nuclear weapons, whatever the Soviet Union 
may agree to. He has therefore sidetracked the negotiations in Geneva, and is trying 
to merge them into the general problem of disarmament, on which his public position 
is better, and the risk (from the point of view of his relations with the Chinese) of a 
solution to which he would have to subscribe more remote. If the United States 
responds by resuming testing, he will gladly do the same, of course proclaiming that 
his hand has been forced. 

Laos 
24. Laos was the only subject on which President Kennedy was able to derive 

any comfort from his meeting with Mr. Khrushchev at Vienna, though this has not 
been borne out by subsequent events. Since then, Mr. Khrushchev has reiterated 
that he too wants an independent and neutral Laos. With the Berlin problem 
coming to the boil, Laos cannot be occupying much of his attention. It will be 
enough for him if he can keep things moving in the same general direction as at 
present, i.e. 

(a) Giving us enough encouragement to deter the United States or South-East 
Asia Treaty Organisation from intervening. 

(b)	 Keeping the cards in his own hands so far as possible to discourage any 
independent intervention by China. 

(c) Working for a settlement at Geneva which would remove the United States 
military presence from Laos, but erect no serious obstacles to the 
absorption of the country into the Sino-Soviet bloc at a convenient time. 

Foreign Office, S.W. 1. 



ANNEX B 


SOVIET MEMORANDUM ON ENDING NUCLEAR WEAPON TESTS 

The Soviet Government considers it necessary to present its considerations 
on the question of ending atomic and hydrogen weapon tests. It is known that 
negotiations between representatives of the USSR, the United States and Great 
Britain at Geneva have been going on for more than two and a half years. However, 
there are still great difficulties in the road to the conclusion of an agreement. 

The Soviet Union has done and is continuing to do everything it can to come 
to terms with the United States and Great Britain on a treaty to end nuclear weapon 
tests. It is known that in order to remove obstacles to agreement it has made 
substantial concessions to the Western partners in the talks, having accepted a 
number of proposals submitted by them. 

The position of the Soviet Government at the Geneva talks is simple and clear. 
The Soviet Union wants nuclear weapon tests of all kinds to be ended everywhere 
and for all time. But the Soviet Government cannot agree and will never agree to 
the test-ban treaty becoming an empty scrap of paper which could be used as a 
cover for further experiments with nuclear weapons for the purpose of improving 
them and developing new means of mass destruction. There can be no exemptions 
from the treaty: all kinds of nuclear weapon tests must be banned—in the air, 
underwater, underground and in outer space. 

In view of the present unsatisfactory position at the Geneva Conference, the 
Soviet Government should like to state once more its position on fundamental issues 
which remain unresolved to this day. 

Question of a Moratorium 
It is known that the Soviet Government agreed to the American proposal that 

the treaty should temporarily exclude from the ban underground tests of nuclear 
weapons below a definite threshold value. Now we must reach agreement on a 
moratorium on underground nuclear explosions temporarily not covered by the 
treaty. 

It goes without saying that the agreement on a moratorium must be of such a 
nature that no State could violate it arbitrarily and resume test explosions of 
nuclear bombs. In view of this, the Soviet Government is firmly convinced that 
the expiration of the moratorium, an agreement on which would be reached by the 
parties concerned, should not absolve States of their commitment not to hold 
underground nuclear explosions. 

Question of Control 
The Soviet Union, just as the United States, considers that strict international 

control must be established over the cessation of the tests. However, it is quite 
obvious that this control can be effective only if it rests on the mutual consent of 
the sides and not on the desire to take advantage of the control machinery to 
impose the will of one group of States upon another group. 

The Soviet Government has examined all aspects of the question how to 
safeguard equal rights of the sides in the implementation of control, and has drawn 
the firm conclusion that the staffing of the control agencies must be based on equal 
representation of the sides. It is precisely in conformity with this principle that 
the Soviet Union proposes that an understanding should be reached on the 
composition of the chief executive agency-the administrative council. 

The refusal to accept the proposal on instituting an administrative council of 
three equal representatives, one each from the principal groups of States—the 
socialist States, the countries belonging to Western military blocs, and the 
neutralist States—is being justified by allegations that the Soviet Union seeks to 
obtain some special rights in the control organisation. This assertion, of course, 
has no foundation whatsoever. 



What is the real meaning of the Soviet proposal? It is precisely to preclude 
the possibility of one side obtaining any special advantages or prejudicing the 
security of one or another group of States. We want to safeguard, not formal, but 
real equality of the sides while putting into effect the treaty on a ban on nuclear 
weapon tests. 

The control commission, on which all the principal groups of States will be 
represented, can adopt sound, just decisions, taking into consideration the interests 
of all States. However, it is not enough to take such decisions. It is imperative to 
guarantee their impartial implementation. Impartiality cannot be guaranteed if 
the implementation of the decisions is entrusted to one man alone. 

The history of contemporary international relations knows many instances 
when one man, being under the influence of some grouping of States or acting 
for its benefit, has carried out already agreed decisions in an incorrect way. Of 
course, this benefited only one group of States, whose interests this man furthered, 
but harmed other States. For it is well known that while there are neutral States 
there are not—nor can there be—neutral men. 

Agreement on the cessation of nuclear weapon tests directly affects the interests 
of the safety of States, and the Government of the United States will undoubtedly 
agree that maximum caution must be observed in solving this kind of problem. In 
present conditions, when the world is divided into military blocs, when large armies 
are maintained, when the threat of a nuclear conflict continues to hang over the 
world, it is impermissible that questions affecting the interests of the security of 
States and the destinies of peoples should depend on the decisions of one man. 

Furthermore, the appointment of one man for implementing decisions adopted 
on control can be regarded as dictatorship, a desire to impose one's will. Indeed, 
it can hardly be expected that the Western Powers would consent to the appointment 
of this man from some socialist country. They would rather suggest for this post 
a man from a neutral country. 

But is there any guarantee that such a man would take a neutral, impartial 
stand with regard to the socialist countries? We cannot agree to such an approach. 
The Soviet Union cannot tolerate dictatorship from any side. We want to have 
equal conditions for all and we shall never consent to being placed in an unequal 
position. 

We are confident that the Government of the United States subscribes to the 
opinion that any international agreement must contain guarantees precluding ill
intentioned and unjustified actions against a State, party to the agreement. This 
is the inalienable and lawful right of each State, each Government. In proposing 
that a collegial executive body of representatives of the three groups of States 
should be instituted, the Soviet Union proceeds from the desire to guarantee to 
the States the implementation of precisely this right. 

Objecting to the Soviet proposal on the composition of the administrative 
council, the representatives of the United States and the United Kingdom at the 
Geneva Conference have alleged that it is tantamount to establishing a right of 
" veto " with regard to inspections. But such allegations cannot be assessed in any 
other way than as a continuation of the old line of distorting the position of the 
USSR on control questions. 

One might recall in this connexion that the Soviet Government, as early as 
May 1959 explaining its proposal on the establishment of quotas of inspections, 
emphasised that on-the-spot inspections within the limit of the agreed quotas must 
be effected at the request of the side interested in the inspection without any voting 
in the control commission or any other agency. 

All that is needed are objective readings of instruments at control posts 
indicating that a phenomenon has taken place in some part of a given country 
which might be suspected of being a nuclear explosion. If there is such an objective 
reading, the Soviet proposal envisages that neither the control commission nor any 
other body of the control organisation can interfere with the satisfaction of the 
demand of the side for an inspection. ' Hence, no obstacles to inspection, to which 
the United States representatives refer in speaking of the so-called " veto ", can 
be created by the administrative council. 

Of course, there are other questions too, and many of them are bound to arise 
in the course of carrying out the treaty on the discontinuance of nuclear weapon 
tests, on which the executive agency will have to take decisions. A situation cannot 
be tolerated in which unilateral decisions would be taken and conditions for 



arbitrariness created. The danger of arbitrariness increases several times over if 
there is a single administrator. The possibility of arbitrariness and unilateral 
decisions is completely precluded if the structure of the executive agency proposed 
by the Soviet Government is adopted. It follows that the question of a " veto " is 
artificially conceived. 

The Soviet Government is convinced that the adoption of the Soviet Union's 
proposal on the composition of the administrative council would remove one of 
the big obstacles to agreement on the treaty. 

There is still another question on which there are divergencies. This is the 
question of the size of the quota of inspections. The Soviet Government hopes 
that the Government of the United States will also adopt a realistic approach to 
the question of the number of on-the-spot inspections. Our proposal for three 
inspections a year each on the territory of the USSR, the United States and the 
United Kingdom provides quite adequate guarantees against violations of the 
treaty on the discontinuance of nuclear weapon tests. 

The demand for an excessive number of inspections, on which the United 
States and the United Kingdom insist, cannot but suggest the idea that in this case 
concern is by no means being shown for the establishment of effective control. 

In assessing the position of States on questions of inspection, one cannot, of 
course, disregard the circumstance that while there are military groupings of States 
in the world, inspections can be used for intelligence purposes. 

Such is the position with regard to the talks on the cessation of nuclear tests. 
We have set forth with the utmost frankness our considerations on the ways 

to overcome the difficulties that have arisen. Our approach provides a sound 
foundation for the conclusion in the near future of a treaty on the discontinuance 
of nuclear weapon tests. 

At the same time, objectively assessing the situation existing around the 
problem of banning nuclear tests, one should, evidently, acknowledge that it appears 
that the parties to the Geneva talks now find it difficult to agree on the cessation of 
nuclear tests. 

Would it then not be better for our countries to take up the main, cardinal 
question—the question of general and complete disarmament? In this Connexion 
we welcome President Kennedy's statement in his latest message to Congress to the 
effect that the conclusion of a treaty on an effective ban on nuclear tests would 
be the first major step towards disarmament. Indeed, let us solve both problems 
in their interdependence, then the main obstacle will be eliminated which the 
Western Powers now see in the Soviet proposal for setting up a three-member 
administrative council. 

The Soviet Government, as is well known, has already more than once 
emphasised that the Soviet Government, for its part, is willing unconditionally to 
accept any Western control proposals, if the Western Powers accept the proposal 
for general and complete disarmament. 

The Soviet Government reaffirms its readiness and in that case agrees to sign 
a document which will include the Western proposals on the cessation of nuclear 
tests. 

We can take this step because the question of the security of States would be 
on a different level in conditions of general and complete disarmament: there 
would be no armies, nor would there be threats of attack by one State on another. 

When all States disarm and have no means of attack on other countries, then 
conditions will indeed be created under which each country will have proper 
guarantees of its security. No State will have the possibility of secretly setting up 
armed forces which will threaten any other State or group of States. In these 
conditions we are ready to accept any control proposed by the Western Powers. 

Now, when an arms race is under way in the world and antagonistic military 
groupings exist, we must preserve our armed forces in the interests of the security 
of our country and our allies. If the armed forces of States are maintained, no 
control can be separated from intelligence. Control will not be associated with 
intelligence only when armed forces are abolished and armaments destroyed. 
Then, indeed, universal control will be necessary to see to it that no State or group 
of States could secretly manufacture arms or arm themselves to prepare aggression 
against other States. Strict and effective control against the arming of States 
cannot be avoided. 



At the same time it must be acknowledged that in present conditions control 
is by no means a guarantee against some country attacking another, because arms 
and armed forces are not only being maintained but also strengthened, strengthened 
especially in the field of nuclear weapons, which the United States President has 
himself admitted. Cessation of nuclear weapon tests does not mean discontinuance 
of their manufacture and stockpiling, and the risk of war is not reduced. In these 
conditions, each State has the right to suspect that intelligence agencies might be 
set up on the plea of control. 

If general and complete disarmament is effected, the States will maintain only 
agreed, restricted contingents of militia or police necessary for maintaining internal 
order and protecting the personal safety of citizens. These forces cannot create a 
threat of attack on other countries. 

In the case of necessity these contingents can be used by the Security Council 
if some State nevertheless takes aggressive actions. Of course, all main groups of 
States must be equally represented in the leadership of such international forces, 
i.e., it must be really an international leadership. 

The Soviet Government is profoundly convinced that in our time the most 
realistic way of solving the disarmament problem is general and complete 
disarmament under effective international control. This has been acknowledged 
by the majority of the world's States, as is borne out both by the resolution of 
the 14th Session of the General Assembly and the discussion of disarmament 
problems at the 15th Session of the United Nations General Assembly. 

The Soviet Government expresses the hope that the Government of the United 
States will take into consideration the ideas set forth in this memorandum and, for 
its part, will facilitate a solution of the problem of general and complete 
disarmament, including the tasks of discontinuing for good all nuclear weapon 
tests. 



ANNEX C 


SOVIET MEMORANDUM ON PEACE TREATY WITH GERMANY AND 

SETTLEMENT OF WEST BERLIN QUESTION 


1. The peace settlement with Germany, dragged out for many years, has largely 
predetermined the dangerous development of events in Europe in the post-war 
period. Very important Allied decisions on rooting out militarism in Germany, 
which the Governments of the United States and the USSR regarded at the time 
as a " guarantee of lasting peace ", were implemented only in part and are now 
virtually not observed on the greater part of German territory. Of the Governments 
of the two German States that have taken shape since the war, only the Government 
of the German Democratic Republic recognises these agreements and adheres to 
them. The Government of the Federal Republic of Germany openly expresses its 
negative attitude to them, fosters sabre-rattling militarism and comes out in favour 
of revision of the German frontiers, revision of the results of the Second World War. 
It seeks to build up a strong military base for its aggressive plans, to foster a 
dangerous hotbed of conflicts on German soil and to set at loggerheads the former 
allies in the anti-nazi coalition. 

The Western Powers permitted the Federal Republic of Germany to set about 
stockpiling weapons and building up an army obviously exceeding defence 
requirements. Other dangerous steps by the NIATO Powers were their permission 
for the Federal Republic of Germany to build warships with a displacement of up 
to 6,000 tons, and also to use British, French and Italian territory for military bases 
of the Federal Republic of Germany. 

2. The Soviet Government sincerely strives for the elimination of the causes 
engendering tension between the USSR and the United States and for a change-over 
to constructive friendly co-operation. The conclusion of a German peace treaty 
would bring both countries much closer to this aim. 

The USSR and the United States fought shoulder to shoulder against nazi 
Germany. 

It is their common duty to conclude a German peace treaty and thus create 
a firm guarantee that forces which could plunge the world into another still more 
devastating war will never rise on German soil. If the Soviet Union's desire to 
strengthen peace and to prevent the unleashing of another world war in Europe 
does not differ from the intentions of the United States Government it will not be 
difficult to reach agreement. 

3. Proceeding on the basis of a realistic assessment of the situation, the Soviet 
Government advocates the immediate conclusion of a peace treaty with Germany. 
The question of a peace treaty is a question of the national security of the USSR 
and many other States. It is no longer possible to leave the situation in Germany 
without changes. All conditions for the conclusion of a peace treaty have long 
since matured and such a treaty must be concluded. The essence of the matter is 
by whom and how it will be concluded and whether there will be unnecessary delays 
involved. 

4. The Soviet Government does not aim at prejudicing the interests of the 
United States or other Powers in Europe. It does not propose any changes in 
Germany or in West Berlin which would benefit only one State or one group of 
States. The USSR considers it necessary for the sake of strengthening peace to 
record the situation that took shape in Europe after the war, to formulate and 
consolidate de jure the immutability of the existing German frontiers and to 
normalise the situation in West Berlin on the basis of reasonable consideration for 
the interests of all sides. 

For the sake of reaching agreement on a peace treaty the Soviet Union does 
not insist on the immediate withdrawal of the Federal Republic of Germany from 
NATO. After the conclusion of a peace treaty both German States could for a 
certain period remain members of those military groupings to which they now belong. 



The Soviet proposal does not tie up the conclusion of the peace treaty with 
recognition of the German Democratic Republic or the Federal Republic of 
Germany by all parties to this treaty. To recognise or not to recognise this or that 
State is a matter for each Government. 

If the United States is not ready to sign a single peace treaty with both German 
States, a peace settlement could be effected on the basis of two treaties. In this 
case the member States of the anti-nazi coalition would sign a peace treaty with 
both or with one German State at their discretion. These treaties need not have 
identical texts but they must contain the same provisions on the major questions 
of a peace settlement. 

5. The conclusion of a German peace treaty would also solve the problem of 
normalising the situation in West Berlin. West Berlin, deprived of a firm 
international status, is now a place where Bonn's revenge-seeking elements constantly 
maintain extreme tension and stage all kinds of provocations very dangerous to 
the cause of peace. We must prevent a development under which the strengthening 
of West German militarism might lead to irreparable consequences due to the 
unsettled situation in West Berlin. 

At present the Soviet Government sees no better solution to the problem of 
West Berlin than its conversion into a de-militarised free city. The implementation 
of the proposal for a free city would normalise the situation in West Berlin, taking 
due account of the interests of all sides. The occupation regime preserved there 
has long since outlived its day; it has lost any connexion with the aims for the sake 
of which it was created, and with the Allied agreements on Germany on the basis 
of which it has existed. 

The occupation rights, of course, would discontinue with the conclusion of a 
German peace treaty, no matter whether it were signed with both German States 
or only with the German Democratic Republic, inside whose territory West 
Berlin lies. 

The Soviet Government advocates that the free city of West Berlin should freely 
effect its communications with the outside world and that its domestic system 
should be determined by the free expression of the will of its population. Of 
course, the United States, like all other countries, would have every opportunity 
to maintain and develop its relations with the free city. In general, West Berlin, as 
the Soviet Government sees it, must be strictly neutral. It must not be tolerated, 
of course, that West Berlin should be further used as a base for provocative hostile 
activity against the USSR, the German Democratic Republic or any other State 
and continue to remain a dangerous centre of tension and international conflicts. 

The USSR proposes that the most reliable guarantees should be established 
against intervention in the affairs of the free city by any State. As a guarantor of 
the free city, token contingents of troops of the United States, the United Kingdom, 
France and the Soviet Union could be stationed in West Berlin. Nor would the 
USSR object to the stationing in West Berlin of troops of neutral countries under 
United Nations auspices for the same purpose. The status of the free city could 
be appropriately registered at the United Nations and sealed with the authority of 
that international organisation. The Soviet side agrees to discuss any other 
measures which could guarantee the freedom and independence of West Berlin 
as a free demilitarised city. 

The West Berlin settlement must, of course, take into consideration in every 
way the necessity for respect for, and strict observance of, the sovereign rights of 
the German Democratic Republic, which is known to have expressed its readiness 
to adhere to an appropriate agreement and to respect it. 

6. The Soviet Government proposes that a peace conference be called already 
at the present time without any delay, a German treaty concluded and the question 
of West Berlin as a free city settled on this basis. If, for one reason or another, the 
Governments of the United States and other Western Powers are at present not 
yet ready for this, an interim solution could be adopted for a definite period. 

The four Powers will urge the German States to agree in any way acceptable 
to them on the questions pertaining to a peace settlement with Germany and 
reunification. The four Powers will declare in advance that they will recognise any 
agreement which the Germans may reach. 

In the event of a positive outcome to the talks between the German Democratic 
Republic and the Federal Republic of Germany, a single peace treaty would then 



be agreed and signed. If the German States are not able to agree on the 
aforementioned questions, measures will be taken for the conclusion of a peace 
treaty with both German States or with one of them at the discretion of the 
countries concerned. 

In order not to drag out the peace settlement it is necessary to establish deadlines 
within which the Germans must explore the possibilities of agreements on questions 
falling within their internal competence. The Soviet Government regards a period 
not exceeding six months as adequate for such talks. This period is fully adequate 
for contact between the Federal Republic of Germany and the Democratic Republic 
of Germany and for talks between them, since in the 16 years since the war 
understanding has matured of the necessity for liquidating the remnants of the 
Second World War in Europe. 

7. The Soviet Government is ready to examine any constructive proposals 
by the United States Government on a German peace treaty and the normalisation 
of the situation in West Berlin. The Soviet Government will show the maximum 
of good will in order to solve the problem of a German peace treaty by mutual 
agreement between the USSR, the United States and other States concerned. The 
signing of a German peace treaty by all parties to the anti-nazi coalition and a 
settlement on this basis of the question of the neutral status of West Berlin would 
create the best conditions for confidence between States and the solution of such 
major international problems as disarmament and others. If the United States 
does not show an understanding of the necessity for concluding a peace treaty, we 
shall regret this, since we would have to sign a peace treaty, which it would be 
impossible and dangerous to delay further, not with all States, but only with those 
that want to sign it. 

The peace treaty will specifically record the status of West Berlin as a free city, 
and the Soviet Union, like the other parties to the treaty, will, of course, strictly 
observe it and measures will also be taken to see to it that this status is also respected 
by the other countries. At the same time this will also mean the liquidation of the 
occupation regime in West Berlin with all the consequences arising from this. In 
particular, the questions of using land, water and air communications across the 
territory of the German Democratic Republic will have to be settled not otherwise 
than through appropriate agreements with the German Democratic Republic. 
This is only natural, since control over such communications is an inalienable right 
of any sovereign State. 

8. The conclusion of the German treaty will be a major step towards a final 
post-war settlement in Europe which the Soviet Union has invariably been 
striving for. 

* * * * * * 

The Soviet Ambassador to the German Democratic Republic, M. G. Pervukhin, 
on 7th June visited Walter Ulbricht, Chairman of the G.D.R. Government Council, 
and handed him, on the instructions of the Soviet Government, a copy of the 
aide-memoire on the conclusion of a peace treaty with Germany and the settlement 
on this basis of the West Berlin issue, which was handed to the United States 
Government during the meeting between Nikita Khrushchev and Mr. Kennedy 
in Vienna. 

On behalf of the G.D.R. Government, Walter Ulbricht expressed cordial 
gratitude to the Soviet Government for its consistent peaceloving policy on the 
settlement of the German problem in the interests of safeguarding and consolidating 
peace. 



ANNEX D 


MR. KHRUSHCHEVS TELEVISION SPEECH IN MOSCOW ON 15TH JUNE 

Dear Comrades, Friends, as you know, I recently returned from Vienna where 
for two days I met and had comprehensive talks with John F. Kennedy, the 
President of the United States. 

Much has been published in our Press, and also in the entire world Press, 
on this subject. Many of you have already read the memorandums which were 
handed to President Kennedy. The first memorandum dealt with the question 
of ending nuclear weapon tests, and the other with the conclusion of a peace 
treaty with Germany, and a solution of the West Berlin problem on that basis. 

Obviously many of you have also read President Kennedy's radio and 
television speech which was published in full in our newspapers. Thus, Soviet 
public opinion is well informed about the views which the United States President 
expounded and his appraisal of our meeting. 

To-day I should like to express some thoughts, some considerations of my 
own about the meeting and talks with President Kennedy in Vienna. 

As you already know, this meeting was preceded by an exchange of views 
through diplomatic channels and also by an exchange of messages between the 
President of the United States and myself. We agreed on such a meeting as took 
place in Vienna on June 3 and 4. This meeting was a good opportunity for the 
first personal contact and exchange of views on basic problems between myself, 
as Chairman of the USSR Council of Ministers, and the new President of the 
United States. 

On the way to Vienna we spent a few days with our Czechoslovak friends 
and, of course, had very thorough talks with Comrade Antonin Novotny, President 
of the Czechoslovak Socialist Republic and first secretary of the Communist 
Party of Czechoslovakia, and other Czechoslovak leaders. 

I have had occasion to visit fraternal Czechoslovakia several times and I have 
always been conscious there of an exceptionally warm and cordial attitude. That 
was also the case on this occasion. We were welcomed everywhere as dear 
friends, as brothers, linked by a community of vital interests and aims. 

I avail myself of the opportunity to thank once again the Government of 
the Czechoslovak Socialist Republic and all our dear friends, Czechs and Slovaks, 
who gave us such a cordial and hospitable welcome during our stay in their 
wonderful country, which is confidently advancing along the road of building 
communism. 

This is how things are in the relations between our socialist countries—the 
great common cause of building a new, socialist world has created a bond of 
kinship between us, has united us in one closely knit family. In upholding and 
defending the interests of their peoples, the leaders of our countries are at the 
same time upholding and defending the interests of all the peoples of the socialist 
countries, the great cause of socialism and lasting peace on earth. 

In going to Vienna for our meeting with the President of the United States, 
we, of course, considered in the first place how this meeting would affect, not 
only the relations between our two countries, but also the relations between the 
countries of the new socialist world and the capitalist countries. 

We consider that such meetings are indispensable because, in present 
conditions, questions which defy solution through conventional diplomatic 
channels insistently require meetings between Heads of Government. 

Such meetings are indispensable, on condition, of course, that these Heads 
of Government strive towards safeguarding peace between States. For our part, 
we are doing everything in our power to ease international tension and solve the 
major problems in the relations between States. 

Before taking up specific questions which were discussed in my talks with 
the President of the United States, I should like to thank cordially the Federal 
President of Austria, Dr. Scharf, Federal Chancellor Dr. Gorbach, and Vice-
Chancellor Dr. Pittermann for all they did to ensure that the Vienna meeting 
took place in most favourable conditions for both sides, and we are grateful to the 



citizens of beautiful Vienna for their kind and cordial attitude towards us, 
representatives of the Soviet Union. 

And now, dear comrades, allow me to state our point of view on questions 
discussed between myself and President Kennedy. I should like to state some 
considerations as to what, in our opinion, is the best way of solving those disputed 
or outstanding problems in the relations between States—problems which have 
become ripe for settlement or even over-ripe, and which insistently call for a 
solution. 

One of those fundamental, paramount questions is that of general and 
complete disarmament. 

It is well known that the Soviet Union has been working persistently and 
steadily for a solution of the disarmament problem. For decades the Soviet State 
has been raising this problem before the entire world. 

It will be recalled that as long ago as 1922, at the Genoa Conference, the 
Soviet Union, on the initiative of the great Lenin, proposed general and complete 
disarmament. In 1927 we raised this question before the League of Nations. 
At that time we were not able to ensure the solution of this problem and the 
imperialists subsequently started a world war. 

Since the Second World War, which brought so much suffering and such 
disasters to the peoples, we have redoubled our efforts for a solution of the 
disarmament problem at the earliest possible moment. Both within the United 
Nations and outside it we miss no opportunity for pressing for a positive solution 
of the disarmament problem and removing the danger of a new world war. 

The Soviet Union has taken part in the work of the United Nations Atomic 
Energy Commission which has been entrusted with the task of working out an 
agreement to ban nuclear weapons. 

We have also conducted negotiations with the Commission on Conventional 
Armaments. Starting with 1950, when the Joint Disarmament Commission was 
set up, the Soviet Union took an active part in its work. For four years our 
representatives sat on the sub-committee of this Commission in London and New 
York. Many were the proposals submitted, many were the speeches heard, without 
a single step forward being taken towards the solution of the disarmament problem. 

A Ten-Power Disarmament Committee met in Geneva last year, this time 
composed differently from the bodies that preceded it. Represented on it were 
five socialist and five Western States. However, this committee likewise failed 
to achieve any positive results in view of the unwillingness of the Western Powers 
to accept disarmament. 

It is said that if the mounds of paper written on at the commissions and 
sub-committees on disarmament had been dumped into Lake Geneva, it would 
have overflowed its shores. A lot of paper has been wasted without even coming 
near to a realistic solution of the disarmament problem. 

The question is, why is it that all these commissions and sub-committees have 
failed to achieve any success? For the simple reason that the Western Powers 
were plainly not prepared for serious negotiations, did not want and, to be frank, 
do not want disarmament to this day. It is clear that no Government can afford 
to appear openly before the peoples with such an attitude! The Western Powers 
are afraid to tell public opinion directly and squarely that they do not want to 
negotiate disarmament with the Soviet Union in a businesslike way. 

The capitalist monopolies are making big profits out of the arms race and 
have a stake in it continuing. But in order to conceal all this, they, it seems, 
need at least a pretence at negotiations. And so they have chosen the diplomatic 
approach: without refusing to negotiate outright, at the same time they do not 
accept concrete proposals on disarmament. 

They keep dragging their feet, as the saying goes. A whole system has been 
worked out for preventing the objective from being reached, for definitely leading 
disarmament to a dead end. 

The proposals on general and complete disarmament which, on the 
instructions of the Soviet Government, I submitted to the United Nations General 
Assembly for consideration constitute a good basis for the solution of the 
disarmament problem. These proposals of ours, if accepted, would forever relieve 
the peoples of the grave burden of the arms race and of the threat of a nuclear
rocket war of extermination. 



We said then, and I emphatically repeat it now, that if the Western Powers 
agree to general and complete disarmament, the Soviet Union is ready to accept 
any system of control they may conceive. 

But in spite of this, the Western Powers claim that it is the attitude of the 
Soviet Union on control that is hindering agreement on disarmament and that they 
cannot come to terms with us on these questions. 

I repeat once again: the Soviet Union stands for strict and effective 
international control. We are prepared to accept your proposals on control, Mr. 
President of the United States, provided you accept our proposals on general and 
complete disarmament. And then there will be no deadlock in the disarmament 
talks. 

We want honest disarmament: we want to ensure equal terms for all nations 
during disarmament, so that no one may ever take advantage of disarmament to 
gain benefits for himself, to the detriment of the security of other nations. Our 
proposals envisage strict control at every phase in the implementation of the 
disarmament agreement. We consider that if complete disarmament is carried 
out, the most thorough control will be needed. Control agencies should have 
access everywhere without the so-called veto, without any bans, without any 
restrictions. Access should be open at any time and to any place, and we are 
prepared to provide this to the control agencies. 

Only on the condition of general and complete disarmament with the strictest 
control is it possible to achieve trust and create real conditions for the peaceful 
co-existence of States in which no country or group of countries could arm 
secretly for the purpose of attacking other countries. 

That is our point of view. What clearer statement need be made to prevent 
the Western representatives from reiterating that the Soviet Union does not accept 
control! 

All the fabrications to the effect that the Soviet Union does not want control 
show only one thing-how freely the people are deceived in the so-called " free 
world ". Our world, the world of the socialist countries, is, however, excellently 
informed and knows that we stand for effective control. But in the " free world ", 
with its " freedom of information ", they are free to dupe society, to reiterate 
definitely false contentions in order to mislead people. 

Talks between the USSR and the United States on problems of disarmament 
will begin in Washington on June 19. I should like to believe that on this occasion, 
at last, we shall meet with a constructive approach on the part of the United States. 

Now I should like to dwell on another question on which we exchanged 
opinions with President Kennedy—the question of the talks on banning tests of 
nuclear weapons. 

For nearly three years we have been negotiating with the United States and 
Britain on this question. At the very outset of the discussions we submitted a 
draft treaty to the Western Powers for their consideration. Although this draft 
meets the interests of all those taking part in the talks and although during the 
negotiations we have met half way a number of the wishes expressed by the 
Western Powers,.the talks have failed to produce any concrete results. 

Now new difficulties have arisen. The Western Powers resolutely refuse to 
accept our proposal on the forms of control. 

What is the essence of our proposal? Allow me to state it briefly. At first 
we thought it possible to accept the proposal of the Western Powers that the 
executive body of the system controlling the observance of the test ban should 
be headed by one man, appointed by agreement between the sides. But the events 
in the Congo made us wary and taught us, it might be said, a lesson. The 
Government of the Republic of the Congo appealed to the United Nations for 
assistance in the struggle against the Belgian colonialists who were seeking to 
restore their colonial domination over that country. The Security Council and 
the General Assembly passed a number of good resolutions in this connexion. 
But what happened after that? 

Mr. Hammarskjold, who poses as a neutral person, taking advantage of his 
position as Secretary-General of the United Nations, interpreted and inplemented 
these decisions of the Security Council and the General Assembly in such a way 
as to please the colonialists. Is this not attested to by the foul assassination of 
the Prime Minister of the Congo Republic, Patrice Lumumba—the head of the 



very same Government which requested assistance from the armed forces of the 
United Nations against the outrages of the colonialists? 

The tragedy of the Congolese people has clearly shown the consequences 
which may result from arbitrary actions of the executive body of the United 
Nations in the person of a single Secretary-General. We must do our utmost to 
prevent a repetition of such actions. That is what the interests of the peoples, the 
interests of the preservation of peace demand. 

Precisely because of that the Soviet Government has arrived at the firm 
conviction that control over the observance of a nuclear weapon test-ban treaty 
must be exercised with the participation of representatives of the three existing 
groups of States—the socialist countries, the member countries of Western military 
groupings, and States following a neutral policy—and at that, the representatives 
of these three groups of States may adopt only agreed decisions. 

The Soviet Union has never demanded, nor does it demand, any special status 
for itself. We do not seek to dominate the control commission, but neither shall 
we allow anyone to dominate us. We demand for ourselves precisely the same 
rights as the other parties to the treaty will have. What we want is that there 
should be no abuses on the part of the control organisation. 

And what do the Western Powers want? They want to impose upon us a 
" neutral" person of some kind as the sole interpreter and executor of the treaty. 
In other words, they want to foist upon us in this post some new Hammarskjold, 
so that he would supervise control over all the territory of our country. Frankly 
speaking, they want such a man to allow them to conduct espionage within our 
territory in the interests of the West. To this, of course, we cannot agree and will 
never agree, because this concerns the security of our country. 

It is clear to everyone, of course, that the ending of nuclear weapon tests 
would not be enough to prevent a nuclear-rocket war. We can ban nuclear weapon 
tests, but the existing stocks would remain, the production of these arms could 
continue and, consequently, the stockpiling of them would go on. Thus the 
danger of a nuclear-rocket war would keep mounting. It is quite obvious that 
the ending of nuclear weapon tests alone would not be some kind of a dam to 
bar the way to the arms race. 

Judging by everything, it is difficult to reach agreement on the ending of 
nuclear weapon tests at the Geneva talks due to the position taken by the Western 
Powers. 

The main thing at present is to solve without delay the problem of general 
and complete disarmament. We told the United States President: Let us solve 
both problems jointly—the problem of tests and the problem of general and 
complete disarmament. Then it will be easier to reach agreement on the setting 
up of an executive control body. 

In conditions of general and complete disarmament the question of 
international security will appear in a new light: there will be no armies and no 
danger of one State attacking another. Under these conditions the Soviet 
Government will be ready to accept the Western Powers' control proposals. 

We shall agree that provisions should be made for a control system without 
any restrictions by any side whatsoever, including the country in whose territory 
it is carried out. This will remove any danger of control being used for spying 
against some State. And this is perfectly logical, because if there are no armies, 
no arms race, States will have no military secrets, and then the Western 
representatives will be able to enter any door, any plant or institute in our country, 
just as our representatives will in their countries. 

In assessing the possibilities of an agreement to end nuclear weapon tests in 
conditions when there is no agreement on general and complete disarmament, 
we must not ignore this important circumstance either: 

At a time when negotiations to end nuclear tests are under way between the 
three Powers—the Soviet Union, the United States and Britain—France is 
staging tests in defiance of the protests of world public opinion and Governments 
and ignoring repeated decisions passed by the United Nations, decisions urging 
States to refrain from such tests. 

Thus a peculiar situation exists: while we seek agreement with the Western 
Powers in Geneva, an ally of these Powers—France—continues testing nuclear 
arms and declares that the Geneva talks do not put her under any obligation. 



Consequently, France, a member of NATO—that aggressive military bloc which 
does not conceal that it is directed against the Soviet Union—is able to perfect 
nuclear weapons in the interests of her Western Allies. 

Moreover, we must reckon with the fact that France's example may be 
followed by other countries, when they have the appropriate scientific and technical 
prerequisites. 

Of course, we understand the peculiar logics of the Western Powers, which, 
apparently, have no confidence in their allies in military blocs and wish to ensure 
their independence by relying on their own nuclear weapons. The President of 
France, General de Gaulle, says, for instance, that he wants to have his own nuclear 
arms so as to enable France to conduct an independent policy. 

But other countries ensnared in the Western blocs may state that they do not 
want to place reliance on the nuclear test-ban treaty in conditions when the States 
possessing nuclear weapons will retain them after the signing of such an agreement. 
Obviously, they can also repeat the arguments now used by France in order to 
justify the holding of tests, can strive to develop their own nuclear weapons and 
join the so-called " nuclear club." 

These, of course, are logics injurious to the cause of peace. They can be used 
and are already being employed by those circles in the West which do not want 
to renounce nuclear arms, continuing to bank on these weapons of mass 
annihilation. 

All this brings us to the conclusion that we must link the solution of the 
problem of ending nuclear weapon tests with the problem of general and complete 
disarmament. In the existing conditions, it seems, no other way out can be found. 

In the course of the exchange of views with the President, we set forth in 
detail our viewpoint concerning the interdependence of the solution of the problem 
of general and complete disarmament and the ending of nuclear weapon tests. 
We should like the United States Government to understand our views correctly. 
This would help to find a basis for agreement. 

The peoples expect the Governments to expedite the solution of the problem 
of general and complete disarmament in order to safeguard peace. This is why 
entire world public opinion raises its voice demanding that the Governments which 
do not show interest in the solution of this problem should stop sabotaging and 
dragging out the talks. It is high time to take the disarmament problem out of 
the labyrinth of empty talk, where it has remained for many years already. 

Permit me to turn now to the German question, which occupied an important 
place in our talks with President Kennedy. 

The Soviet Government has repeatedly stated its position on this question. 
And the Western Powers cannot complain that they have an insufficient knowledge 
of our proposals. We have done and are doing everything to convince the 
Governments of Britain, the United States, France, and other States which took 
part together with us in the war against Hitler Germany that the absence of a peace 
treaty with Germany has created a profoundly abnormal and dangerous situation 
in Europe. 

It has always been recognised that peace treaties should be concluded after 
the end of wars between States. This has already become a custom and, if you 
wish, a standard of international law. Instances of this can also be found in 
international practice after the end of the Second World War. Peace treaties 
with Italy and the other States that fought on the side of Hitler Germany were 
signed more than 14 years ago. The United States, Britain and the other countries 
concluded a peace treaty with Japan in 1951. But the Governments of the 
selfsame countries won't hear of the conclusion of a peace treaty with Germany! 

Can such a situation continue in the future? After all, the peoples of Europe 
are vitally interested in the conclusion of a peace treaty with Germany. It has been 
long awaited by the peoples of Poland, Czechoslovakia and all the other States 
bordering on Germany. This treaty is essential to both German States: the 
German Democratic Republic and the Federal Republic of Germany. 

The population of these countries live in hope that a line will be drawn, at 
long last, under the Second World War and the German people will maintain 
relations with neighbouring States on the basis of mutual confidence. 

The question seems to be clear. A peace treaty with Germany is indispensable. 
Moreover, of course, there can be no question of any new changes of frontiers. 



We proceed from the premise that the peace treaty with Germany will put a seal 
on what has already been established by the Potsdam Agreement. The Government 
of the German Democratic Republic has repeatedly stated that it recognises as 
final the eastern frontier of Germany along the Oder-Neisse line, established by 
this agreement, and regards it as a frontier of peace between the German and the 
Polish peoples. 

Indeed, the Governments of the Western Powers obviously understand, too, 
how senseless it would be to raise now the question of revising Germany's frontiers. 
Their representatives have often told us this during our conversations. 

The President of France, General de Gaulle, for instance, has publicly stated 
that the German people " must not question the present frontiers in the west, east, 
north and south." Even Chancellor Adenauer, that champion of the cold war and 
specialist in stirring up passions among States, has come out with a statement 
to the effect that the Federal Republic of Germany does not strive to alter the 
frontiers through war, through the use of force. 

Then why not sign the peace treaty, if everyone realises clearly that the present 
frontiers of Germany cannot be altered without war, and that war, as the Western 
Governments declare, is not wanted by them? 

A simple operation, it would seem—to put a seal on what actually exists 
already and what has long been demanded by the peoples! What is it then that 
keeps the Western Governments from this step? 

The reason obviously lies in the fact that certain people pay lip-service to 
peace while actually wishing to keep alive the smouldering embers of the Second 
World War, so as to choose a suitable moment to kindle the conflagration of a new 
war. For this purpose more and more new divisions are being formed in Western 
Germany and Chancellor Adenauer is demanding atomic weapons for his army. 

What is the purpose of all this? After all, neither a big army nor atomic 
weapons are needed to retain what Western Germany possesses to-day. However, 
there are forces there which still covet what does not belong to them and which 
cannot resign themselves to the existing frontiers. What would an attempt to 
change the frontiers at present mean? It would mean war, and a thermonuclear 
war at that. 

This is why the position of the enemies of a peace settlement with Germany 
cannot fail to put the peoples on their guard. They have the right to say: If you 
are for peace, prove this by deeds—sign a peace treaty and pursue a policy in 
conformity with it. 

In his conversations with me, President Kennedy—and as a matter of fact, 
other Western representatives too—referred to the fact that the Western Powers 
have some kind of obligations to the residents of West Berlin and that these 
obligations cannot be affected even by the conclusion of a German peace treaty. 

It is natural to ask, however, what obligations they feel must be maintained 
if all of them follow from the surrender of Hitler Germany and from the provisional 
Allied agreements and, consequently, can be valid only until the peace treaty is 
signed? What is more, there are in general no special Allied commitments with 
regard to West Berlin. 

The Allied obligations applied to the entire territory of Germany and it was 
precisely these agreements that were grossly violated by the Western Powers. They 
turned Western Germany into a militarist State, founded a military bloc directed 
against us, and in this bloc Federal Germany plays a primary part. The generals 
who commanded Hitler's troops, who committed atrocities in the Soviet Union, 
Poland, Czechoslovakia, Albania, Yugoslavia, France, Greece, Belgium, Norway 
and other countries now hold a commanding position in NATO. 

It has always been the case that after the signing of a peace treaty the conditions 
of surrender lose their force on the entire territory which the treaty covers, and 
throughout this territory the occupation terms are lifted. 

Consequently West Berlin, which is situated on the territory of the German 
Democratic Republic, will after the signing of the peace treaty be free of all the 
conditions established as a result of the surrender of Hitler Germany and the 
introduction of the occupation regime there. 

It should be said that when the question of a peace treaty with Germany, and 
consequently of the normalisation of the situation in West Berlin, arises the 
representatives of the Western Powers in many cases depart from legal grounds 



and start appealing to questions of prestige. ,But these attempts are beneath 
criticism. I should like to mention a fairly recent case. 

We fought together with the United States against Japan. Our peoples shed 
their blood together. The Soviet army routed the main nucleus of the Japanese 
army—the Kwantung army in Manchuria. The Soviet Union together with the 
other countries that fought against Japan, took part in drafting the measures for 
controlling Japan's post-war development. A Far Eastern Commission was set 
up in Washington and also an Allied Council for Japan with headquarters in Tokyo. 
In these bodies Soviet representatives took a most active part on an equal footing. 
Then it came to the conclusion of a peace treaty with Japan. Our allies disregarded 
the views of the Soviet Union and signed a separate peace treaty with Japan. 

I shall not dwell on the reasons which at that time determined the position of 
the Soviet Union on the question of a peace treaty with Japan, since now we are 
speaking of a different matter—of the way the United States treated its ally in 
that case. It unilaterally abolished the Allied Council for Japan and deprived 
the Soviet representatives of all rights. Our representatives were left virtually in 
mid-air—they were being pushed out of Tokyo by every means, yet we had certain 
rights and obligations which stemmed from the surrender of Japan and were 
stipulated in the corresponding agreements. 

So you see that at that time the Americans disregarded both the rights of the 
Soviet Union and the international agreements. Relying on its superiority in 
atomic weapons, it sought to dictate conditions not only to conquered Japan but 
also to its allies in the war against Japan. 

More than two years ago we published our draft of a peace treaty with 
Germany. It contains nothing detrimental to the interests of our former allies, 
or, incidentally, to the Germans themselves. 

The Soviet Union, which suffered greater losses than all the rest of the allies 
in the anti-Hitler coalition taken together, proposes the conclusion of a peace 
treaty in order to normalise the situation in Europe, to normalise relations with both 
German States. Meanwhile the United States, Britain and France, together with 
Federal Germany, do not want to sign a peace treaty; they seek to preserve an 
uncertain and dangerous situation. They refuse to eliminate the remnants of the 
last war through the conclusion of a peace treaty and insist on retaining the 
occupation regime and their troops in West Berlin. 

Every person, if not deprived of common sense, understands that the signing 
of a peace treaty is the way to improve relations between States. The refusal 
to sign a peace treaty and the perpetuation of the occupation regime in West 
Berlin are directed at continuing the cold war, and who can say where the 
border-line lies between a cold war and a war in the full sense of the word? Surely 
it is clear that a cold war is a period of preparation, of gathering forces for war? 

I speak of all this so that everyone should understand the gravity of the danger 
incurred by any further delay in the conclusion of a German peace treaty. 

When we suggest signing a peace treaty with Germany and turning West Berlin 
into a free city we are accused of wanting to deprive the Western Powers of access 
to this city. But that is an incorrect and unworthy argument. Granting West 
Berlin the status of a free city would mean that all countries of the world wishing 
to maintain economic and cultural ties with that city would have the right and 
possibility to do so freely. 

Of course, agreement would have to be reached with the country across whose 
territory the communications pass that link West Berlin with the outside world. 

This is normal. Otherwise the sovereignty of the State inside which West 
Berlin is situated would be jeopardised. 

The Governments of the Western Powers claim that they have pledged 
themselves to defend the freedom and well-being of the population of West Berlin. 
In the Four-Power Agreements on Berlin, however, nothing is said of these 
obligations of the United States, Britain and France. 

The idea of ensuring freedom for the population of West Berlin can in itself 
arouse no objections from anyone. None other than the Soviet Union suggests 
that the political and social regime in West Berlin should be the one which its 
population wants. 

That means that no hand is lifted against the freedom of West Berlin, nor 
are there any obstacles to access to the city. We have repeated in the past and 



we repeat again, a peace treaty will create all the necessary conditions for ensuring 
the liberty of the free city of West Berlin and its unhampered ties with the outside 
world. Naturally, in solving the problem of access to West Berlin it is essential 
to abide by the generally-accepted international standards, that is, to use the 
territory of the country through which the roads of access pass only by agreement 
with its Government. 

Such a situation is recognised as normal by everyone. So why should it be 
considered abnormal to ask the consent of the German Democratic Republic to 
pass through its territory to West Berlin? After all, the land routes to West Berlin 
pass through its territory, the waterways also run through its territory, and so, 
too, do the air routes. 

Consequently, after the conclusion of a peace treaty countries wishing to 
maintain ties with West Berlin will have to reach agreement with the German 
Democratic Republic on ways of access to West. Berlin and communications with 
that city. 

We are not suggesting anything unusual. That is the way it has been in 
relations between equal States for hundreds of years, perhaps even many hundreds 
of years. We did not invent this, it exists not only de facto but also de jure, and 
has long ago become the general rule. 

When the Soviet Government suggests concluding a peace treaty and 
normalising on this basis the situation in West Berlin, it wants only peace, it wants 
to. remove from relations between States everything that causes friction and could 
cause a dangerous conflict. 

It is not the socialist countries but the Western Powers that are throwing 
down a challenge to the world, when, contrary to common sense, they declare 
that they will not recognise the conclusion of a peace treaty and will seek to preserve 
the occupation regime in West Berlin, which-if you please—they conquered! 
That is not a policy of peace, it is trampling on the most elementary standards in 
relations between States, it is a desire to preserve a state of extreme tension in 
international relations, and moreover, it is a threat of war. 

The Soviet Union and our friends do not want war and we will not start a 
war. But we will defend our sovereignty, will fulfil our sacred duty to defend 
our freedom and independence. If any country violates peace and crosses the 
frontiers—land, air or water—of another that country will assume full responsibility 
for the consequences of the aggression and will receive a proper rebuff. 

The world Press has published many comments on our meetings and talks 
with President Kennedy. Among these comments there are many sensible 
statements made in the United States, in Britain, in France and in Western 
Germany—not to mention the German Democratic Republic and the other socialist 
countries. 

But there are also hate-ridden persons, deprived of common sense, who oppose 
negotiations with the Soviet Union and call for a crusade against communism. 
They are organising new provocations all the time. And it was by no means 
accidental that numerous gatherings of revenge-seekers, at which belligerent 
speeches were made by Adenauer and other leaders of the Bonn Government, were 
timed in Federal Germany to coincide with the Vienna meeting. 

The opponents of a normalisation of the international situation have now 
launched another big provocation in West Berlin, where from the beginning of June 
committees of the West German parliament have been meeting and where a session 
of the Bundesrat is scheduled for June 16, although West Berlin never has been and 
is not now a part of Federal Germany. Evidently in Western Germany itself a 
shortage of lebensraum for provocation is being felt. 

To what lengths of folly persons blinded by their hatred for socialism can go 
is revealed by a statement of the Canadian-American inter-parliamentary group 
published a few days ago. These parliamentarians howl like hyenas and threaten 
nuclear war. They have not seen war on their territory. I do not know whether 
they have personally taken part in a war or not, but it is absolutely clear that they 
have no idea what a modern thermonuclear war is like, if they can try to push their 
countries, and others with them, into a conflict. To-day, any war, even if it begins 
as a conventional, non-nuclear war, can develop into a devastating nuclear-rocket 
war. The peoples should put straitjackets on the madmen who are pressing for 
war. 



The peoples of Europe know what war is. We have had to take part in- two 
world wars. Twenty years ago a war was forced on the Soviet people, the most 
sanguinary and hard war in our history. The enemy reached the threshold of 
Moscow, he reached the Volga and occupied and devastated a considerable part 
of Soviet territory. But the Soviet Union withstood the drive of the enemy and 
won that war. We went to Berlin and punished those who unleashed the war. 

We do not want another world war—we want peace. The Soviet people have 
achieved good mutual understanding with the Germans of the German Democratic 
Republic. The best relations have developed between the Soviet Union and the 
German Democratic Republic, and the conviction has grown that we should be 
friends, not enemies, and that this friendship is beneficial and advantageous to 
both peoples. The Soviet people wish to have good relations also with the 
Germans of Western Germany. 

Our people want to be friends with the French. We fought together with 
them against Hitler Germany, and each of us has learned from his own experience 
what fascism means, what war means. 

We want friendship with the British, the Americans, the Norwegians and other 
peoples of the anti-Hitler coalition, together with whom we fought for peace on 
earth. We have no reason to quarrel with any people; we want to live in friendship 
and concord with all peoples. 

To that end the Soviet Union is proposing to sign, jointly with other countries, 
a peace treaty with Germany. And this peaceful step is called a threat or even 
an act of aggression! Such talk can come only from those who seek to slander 
us or distort our intentions, to poison the minds of the peoples with lies. 

We ask everyone to understand us correctly: the conclusion of a peace treaty 
with Germany cannot be postponed any longer, a peace settlement in Europe must 
be attained this year. 

We call on all countries that fought against Germany to take part in the 
peace conference when agreement is reached on convening it. The question that 
remains now is not whether to sign a peace treaty or not, but whether the peace 
treaty will be signed with the two existing German States-the German Democratic 
Republic and the Federal Republic of Germany—or with one of the German States, 
whether all countries that fought against Germany will take part in the peace 
settlement or only a part of them. 

The Governments of certain countries have announced in advance that they 
will not take part in a peace conference. The Soviet Union will, of course, regret 
it if some countries evade signing a German peace treaty. We have always wanted 
and still want all countries of the anti-Hitler coalition to take part in the peaceful 
settlement of the German question. 

But even should certain countries refuse to take part in the negotiations 
on the conclusion of a peace treaty, this will not stop us, and together with other 
countries which desire it, we shall sign a peace treaty with the two German States. 
Should Federal Germany not agree to sign a peace treaty, we shall sign it with the 
German Democratic Republic alone, which has long declared its desire to conclude 
a peace treaty and has agreed to the formation on her territory of a free city of 
West Berlin. 

There are some in the West who threaten us, saying that if we sign a peace 
treaty it will not be recognised and that even arms will he brought into play to 
prevent its implementation. Evidently they forget that times are different now. 
Even in the past the " positions of strength " policy was useless against the Soviet 
Union, but now it is more than ever doomed to' failure. 

The Soviet Union is against the use of force in relations between States. We 
stand for a peaceful settlement of controversial questions between States. However, 
we are capable of giving a proper rebuff to any use of force and we have what is 
needed to defend our interests. 

During the meetings in Vienna there was also an exchange of views on the 
situation in Laos and on a peaceful settlement of the Laotian question. 

The communique says on this matter that the President of the United States 
and the Prime Minister of the USSR " reaffirmed their support of a neutral and 
independent Laos under a Government chosen by the Laotians themselves, and 
of international agreements for ensuring that neutrality and independence, and in 
this connexion they have recogised the importance of an effective cease-fire ". 



The Laotians are a peace-loving people. Having taken the road of independent 
development, that country threatened no one and was not a source of tension. 
That lasted until the imperialists decided to turn Laos into their military 
springboard into a base for preparing aggression. 

An uprising was organised against the legitimate Government of Prince 
Souvanna Phouma. The rebels received arms and military advisers from the 
United States. Peace in the country was disrupted, a war started—a war which, 
because of outside interference, threatened to develop into a big conflagration. 
An extremely dangerous situation for peace developed in South-East Asia. 

Now the American side does not hide the fact that the responsibility for the 
dangerous events in Laos lies with the previous United States Administration 
and that its policy in that part of the world was not always wise. In March 
of this year Mr. Kennedy stated that the Government he heads would seek 
to create a neutral and independent Laos. As far as the Soviet Union is concerned, 
we have stood in the past, and we stand to-day, for Laos being an independent 
and neutral State, not a tool in the hands of military blocs, and for no one 
interfering in the internal affairs of that country. 

Thus, before the meeting in Vienna there existed sufficient grounds for finding
a basis for agreement on a peaceful settlement in Laos. 

During the discussions with President Kennedy on the Laotian question it 
appeared that our approach was similar. 

I declared that in order to settle this question it was essential to ensure the 
formation of an independent and neutral Laos. At the same time it was necessary 
to make a clear distinction between external problems and internal ones. The 
domestic policy of Laos cannot and must not be determined either by the USSR 
or the United States, or by other countries. If any countries were to establish 
how Laos should live and what government it should have, then it would not 
be an independent neutral Laos, but a Laos governed from outside. And that is 
impermissible. The three political forces acting in Laos must themselves form 
a government which will uphold the principles of independence and neutrality. 
The Soviet Union will welcome such a policy and will do everything in its power 
for it. 

I told President Kennedy all this. And it seemed to me that the President 
received with understanding what I told him. He declared that our two countries 
should influence the corresponding political groupings in Laos in order to achieve 
agreement between them on the formation of a single government 'and its 
programme on the basis of recognition of independence and neutrality. We 
consider such an approach sensible. 

We are firmly convinced that no one should interfere in the internal affairs 
of Laos, because the interference of any one side could be fraught with very 
dangerous consequences. It is essential to approach the settlement of the Laotian 
problem carefully and cautiously and not permit anything which might complicate 
the possibility of a peaceful settlement in Laos. 

In this connexion we drew attention to the fact that the use of American officers 
and military advisers in the rebel forces meant interference in internal affairs 
on the side of a definite political grouping. Such an approach is contrary to 
recognition of the policy of the neutrality of Laos and constitutes open interference 
in that country's domestic affairs. The sooner the American side renounces such 
interference the better. If the present policy of connivance with the rebels 
continues, then the course of events could lead to bad consequences. 

It is all the more impermissible that certain persons in the United States have 
not abandoned their plans for bringing marines into Laos and waging war there 
with the help of special military units. In the United States these units are, for some 
reason or other, called guerrilla units. 

In reality they are nothing but forces for the purposes of wrecking and 
sabotage, intended for action against the peoples of those countries whose regimes 
do not suit the ruling circles of the United States. It can be said in advance that 
those who seek to try such methods have not weighed all the consequences for 
themselves. 

If the United States Government really seeks peace in Laos it should promote 
the speedy success of the talks in Geneva. No one should delay these talks under 
invented pretexts of various kinds, claims that in Laos there has been a breach 
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of the cease-fire agreement. If there have been such instances, then it has not 
been the national patriotic forces that have been responsible. The American 
side and its military advisers in Laos are well aware of this. 

We shall continue our efforts to ensure a peaceful settlement in Laos. And 
we urge all the other States taking part in the talks in Geneva to do the same. 

We are proceeding on the basis of the concept that if one really seeks, not war, 
but peace, then relations between States with different social systems should be 
built on the basis of peaceful co-existence. 

It emerged from our talks with President Kennedy that we understand the 
peaceful co-existence of States differently. The Presidents idea is to build up 
something like a dam against the peoples' movement to establish in their countries 
social systems which the ruling circles of the Western Powers consider unsuitable. 

If one takes such a view of them one must conclude an agreement and assume 
obligations to control other States, to prevent any changes of the existing systems 
in those States, even if the peoples rebel against those systems. It turns out that 
if the people of a country want to change their social and political system, this 
should not be allowed. 

Naturally this is an absolutely wrong concept and we, of course, cannot agree 
with it. It is not in anyone's power to halt the peoples' striving for freedom. 
All regimes which are built on the oppression and exploitation of peoples are 
unstable and cannot exist forever. And no matter how cunningly a system of 
exploitation and oppression is built up, the peoples will still win freedom and 
overthrow the oppressors. The changing of the social and political life of society 
is an inevitable process. It does not depend on agreement between statesmen. 
If anyone were to display such folly and seek to get agreement on this question, 
he would thereby be displaying his own worthlessness and lack of understanding 
of the events and the changes taking place in the world. 

It is impossible to bar the peoples' advance to progress, to a better life. This 
has been proved by the entire course of human development. At one time slavery 
existed; it was replaced by feudalism, and then the place of feudalism was taken 
by capitalism. One system replaced another, because the new system was the 
more progressive. 

One could cite the example of the United States itself, which emerged in the 
struggle against the colonial yoke of Britain. The American people waged a 
bitter liberation struggle and won independence by force of arms. At one time 
the United States considered such a course of events to be normal. Yet now, when 
peoples rise to struggle against reactionary regimes, against their oppressors, the 
United States tries to interfere in the affairs of those countries in order to preserve 
the old regimes. 

The representatives of imperialist States want to find a way to prevent 
liberation ideas, the ideas of Marxism-Leninism, from spreading further. When 
the people of a capitalist or colonial country, showing their discontent with the 
existing system, seek to change it, to establish a new system corresponding to their 
interests, then the Governments of the imperialist countries immediately announce 
that this is a communist intrigue, the hand of Moscow, and SO' on. They are not 
averse to using such inventions as a pretext for interfering in the internal affairs 
of other countries. 

The assistance of imperialist States to reactionary forces in other countries is 
fraught with great danger and could lead to great complications. The Soviet 
people and other freedom-loving peoples firmly stand for non-interference in the 
domestic affairs of any country. This is an essential condition for ensuring peace. 
Every people has the right to independence and a free national existence and no 
State should interfere in the internal affairs of other countries. A class struggle 
is under way in the capitalist countries. The peoples are fighting against their 
oppressors, against reactionary regimes. It is impossible to regulate these processes 
by agreement. Anyone who might want to reach an agreement on this question, 
would only be showing that he did not understand history, did not understand 
the laws of development of society. 

We believe that the most important thing that the Western Powers, and 
particularly the United States, should recognise is that socialism is now firmly
established in the world and it is not in anyone's power to change this fact. It 
is common knowledge that the ruling circles of the Western Powers have in the 



past harboured plans for abolishing the socialist system and do so at the present 
time. But these attempts failed in the past and will fail again. It is essential 
to proceed on the basis of the fact that two social systems exist in the world and 
to build relations between the socialist and capitalist systems in such a way as 
to ensure peaceful co-operation between them. This is the only sensible path to 
be taken in the relations between States in order to ensure peace. 

That is what I wanted to say, comrades, about our talks with the President 
of the United States. I must point out that on the whole I am pleased with these 
talks. If you were to ask me whether it was worth while negotiating this meeting, 
whether it was worth holding it, I would reply without hesitation: this meeting 
was worth while and, moreover, it was necessary. 

In our talks with the President of the United States neither side evaded 
bringing up and discussing the most acute questions. It can be said that we had 
frank talks. We listened with attention to the position of the United States 
Government and set out in detail the position of the Soviet Government on a 
number of major international problems. That in itself is quite important. Of 
course, no one thought that we would reach complete agreement-after all, the 
paths followed by our two countries are too widely divergent to expect that. But 
I have the impression that President Kennedy understands the great responsibility 
that rests with the Governments of two such powerful States. I should like 
to hope that the awareness of this responsibility will remain in the future, so that 
outstanding international problems may be solved, so that the rocks that bar the 
way to a lasting peace, to better relations between the Soviet Union and the United 
States, may be removed. 

At the present time the relations between our countries leave much to be 
desired, and this situation has not developed through the fault of the Soviet Union. 
But we would like to believe that there will come a time when Soviet-American 
relations will improve, and this will have a favourable influence on the entire 
international situation. 

In Vienna we worked to what might be called a crowded timetable. The 
realisation that we represented the great Soviet Union gave us energy and made 
our task easier. We knew that our Leninist foreign policy enjoys the wholehearted 
support of the Soviet people, of the peoples of the socialist countries. 

The sympathies of hundreds of millions of people all over the world are 
on our side. 

The Soviet Government will continue to carry out in all consistency the 
Leninist policy of peaceful co-existence, the policy of strengthening peace and 
friendship between peoples. , 

Thank you, dear comrades. 
Good-bye, Goodnight. 
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SPEECH BY Mr. KHRUSHCHEV AT A KREMLIN MEETING 

ON 21st JUNE 


Dear Comrades, 
Twenty years have passed since the day when fascist Germany perfidiously, 

without a declaration of war, attacked the Soviet Union, interrupted the peaceful 
work of the Soviet people and thrust a hard and devastating war upon us. 

The entire Soviet people rose in defence of their great homeland, in defence of 
the achievements of socialism. A sacred people's war against the nazi invasion 
began. The gigantic forces, the unbending will of the Soviet people, closely rallied 
behind their own Communist Party, became manifest in all their greatness during 
this war. 

In his report the Minister of Defence, Marshal of the Soviet Union Comrade 
Rodion Yakovlevich Malinovsky, and other comrades who have spoken here found 
fine words to describe the immortal exploit of the Soviet people, of our gallant 
armed forces in the Patriotic War. We again and again turn to the events of the 
Second World War because from the war itself and the period preceding it the 
peoples can derive highly instructive lessons. 

Long ago, at the time when Hitler, the German fascist, was striving to seize 
power, our party and the Soviet Government resolutely exposed the predatory 
nature of fascism and warned the peoples of the danger threatening them. The 
Soviet Union was the only State which tirelessly called for fascism to be curbed, 
for it to be prevented from unleashing another world war. The voice of Soviet 
representatives rang out loudly in the League of Nations, and at anti-war congresses, 
persistently urging that fascism be rebuffed and calling for unity in the struggle 
against the approaching disaster of war. 

The Soviet Government suggested concrete measures for safeguarding the 
security of the peoples. It submitted to the League of Nations a proposal for general 
and complete disarmament, offered a collective security system which, if accepted, 
would have tied the hands of the fascist aggressors. 

When the direct danger of war confronted the world, the Soviet Government 
addressed France with a proposal to come out jointly against Hitler Germany in 
defence of Czechoslovakia. We also tried to reach agreement for the bourgeois 
Governments of Poland and Roumania to let our troops cross their territories to 
help Czechoslovakia. 

But the ruling circles of the bourgeois States, blinded by hatred for our socialist 
country and afraid of the world revolutionary movement, did not accept a single 
one of the Soviet Governmenfs proposals, though the advisability of accepting 
them was obvious to all. 

The entire pre-history of the Second World War is a disgraceful chapter in the 
policy of the so-called Western democracies. The ruling circles of Britain, France, 
Poland and other States did not shrink from betraying the national interests of 
their peoples. Mankind will never forget the disgraceful Munich collusion of 1938 
when the rulers of Britain and France threw the Czechoslovak republic at the feet 
of the fascist invaders. 

The peoples had to pay for this treacherous policy with the lives of millions 
of their sons and daughters and with terrible privations. 

Remember the story of the despatch of the British and French military missions 
to Moscow in the summer of 1939. The Soviet Government then suggested 
absolutely concrete plans for joint actions by the armed forces of the three Powers 
in the event of Germany provoking a war in Europe. At that, time it would not 
yet have been too late to halt the aggressor. Had the ruling circles of Britain and 
France at that time expressed the desire and the will to rebuff the aggressor, 
Hitler would have thought twice before unleashing the war. History might have 
taken quite a different course. There might have been no world war. Mankind 
would not have suffered such tremendous sacrifices and losses. 



The Soviet Government then saw through the perfidy of the imperialast circles 
which, conniving with the aggressor, wanted to crush the Soviet Union by means 
of Hitler's war machine. We understood that by their policy of flirting with Hitler 
the Western Powers pursued only one aim—to direct German aggression against 
the Soviet Union. It was clear to us that German fascism was acting as the mailed 
fist of world reaction, which was dreaming of crushing our country—the stronghold 
of the international revolutionary movement. 

The Western Powers had a far-reaching scheme—to destroy the Soviet Union 
and at the same time to weaken Germany in order to have undivided domination 
over the world and to dictate their own terms to everyone. This scheme was 
expressed most cynically by Harry Truman, a former Senator and later President 
of the United States. He said: " If we see that Germany is winning we ought to 
help Russia and if Russia is winning we ought to help Germany, and that way let 
them kill as many as possible . . ." 

Such a policy, the essence of which was so bluntly set forth by Truman, was 
carried through by the Western Powers. These ideas are still alive in the minds 
of the aggressive imperialist circles of the West. 

They are not averse to trying this once again if they could find a force they 
could push against the Soviet Union. 

But now there is no such force. The might of the Soviet Union and the entire 
socialist camp has grown so much that if the Western Powers mobilised all their 
forces in an attempt to liquidate the achievement of the peoples of the socialist 
countries, even then they would fail utterly. 

Even the representatives of the imperialist Powers themselves now say that a 
balance of power between the Western States and the socialist countries has now 
been established in the world. Realisation of this represents progress on their 
part. 

But this progress would be even greater if those who understand the situation 
in this way would actually conduct a policy in keeping with the present balance 
of power, that is to say, a policy of peace and peaceful co-existence. 

On the eve of the Second World War, the so-called Western democracies 
conducted a two-faced policy and the Soviet Government became convinced that 
they did not want to join efforts with the Soviet Union against the fascist countries 
—Germany and Italy—that they were seeking to prod nazi Germany against our 
country. Then the Soviet Government had no other recourse but to enter into 
negotiations with Hitler, although it realised that it was making a deal with the 
devil incarnate. 

It was the perfidious policy of the ruling circles of Britain and France that 
impelled us to conclude a non-aggression pact with Germany in August 1939. We 
could not act otherwise. We had to prevent the establishment of a united anti-
Soviet front of the- imperialist Powers and to give our people a peaceful breathing 
space. 

Later events showed the short-sightedness of the policy of the Western 
Governments and the soundness of the position of the Soviet Union. 

The first blow of Hitler Germany fell upon the Western countries. But they 
put up such weak resistance that Hitler, after routing them one by one without 
exhausting his forces, returned to his main aim—-the attack on the Soviet Union. 
In the war against the Soviet Union the German imperialists pursued not only 
predatory but also class objectives—to destroy the first socialist State in the world. 
They expected to attain their oim in a brief space of time and with little loss of 
blood. This is precisely how the well-known Barbarossa plan was drawn up, under 
which the nazis expected to overrun our country even before the end of the autumn 
of 1941. 

But the calculations of the German militarists were one thing and reality was 
quite another. Our armed forces, the whole Soviet people, gave a heroic rebuff 
to the invaders. The war assumed a protracted nature; it became the most bloody 
of all wars in history. It took a toll of many millions of lives and brought 
unbelievable sufferings to the peoples. Enormous material values created by the 
work of many generations perished in the flames of the war. But the people stood 
the test of this war and routed fascist Germany. Hitler had to shoot himself and 
other fascist ringleaders who did not commit suicide were put on trial. 



But many war criminals—as, for instance, Heusinger, Speidel and Fortsch— 
succeeded in escaping punishment. Now, far from having any qualms of conscience 
for their black deeds, they have succeeded in getting recognition of their " services." 
from our former allies and occupy top commanding posts in NATO. Apparently, 
the ruling circles of the Western Powers have profited little from the lessons of 
the past. 

Sixteen years have already passed since the end of the war, but no peace treaty 
has been concluded with Germany so far. Every sober-minded man or woman 
knows that people striving for peace end a war by signing a peace treaty and create 
all the conditions for ending the state of war at the earliest possible date. 

The Western Powers do not want to end the war by signing a peace treaty, 
which is the normal thing to do. They strive to preserve the state of war with 
Germany. What for? For peace? Certainly not! When a peace settlement is 
artificially delayed, and on top of that, when those who offer to conclude a peace 
treaty are threatened with war, the peoples must take a serious view of such a 
situation. They must block the way to those who push matters towards the 
unleashing of a third world war in which, not scores of millions, but hundreds of 
millions of people may die, 

Who is interested in the absence of a German peace treaty? What forces are 
preventing its conclusion? 

Certainly not the German people or the peoples of Europe who have 
experienced the horrors of two world wars within the last few decades. The 
conclusion of a peace treaty is opposed by those forces in Western Germany which 
think of revenge and are hatching plans for new military gambles. But it is clear 
to everyone that what matters is not only the Bonn militarists and the surviving 
Hitlerites. The schemes of the revenge-seekers are encouraged and supported by 
the ruling circles of the Western Powers. 

Having ended the war, the peoples of the countries of the anti-Hitler coalition 
hoped and believed that Germany, who had been the initiator of the two world 
wars, would never again become a centre of militarism and aggression. 

And what has happened, in fact? Western Germany has now become an 
influential member of the aggressive military NATO bloc. Hitler's generals not 
only command the Bundeswehr but also hold key posts in the NATO forces; they 
are in command of those French and British soldiers whose fathers fought and died 
in battles against the nazi invaders. In France and Britain, with the consent of 
the Governments of -these countries, units of West German troops are being 
instructed and trained for new campaigns. Militarists of the Federal Republic of 
Germany have already got hold of rocket weapons and are insistently demanding 
atomic weapons for the Bundeswehr. 

Recently we discussed all these questions in detail with the United States 
President, Mr. Kennedy, in Vienna. 

We explained to him in detail why the conclusion of a German peace treaty 
can no longer be delayed indefinitely. This treaty must set the seal to the situation 
which has arisen since the Second World War. Essentially we want nothing else. 
The position of the Soviet Government on this question is known to the whole 
world. It was stated comprehensively in the memorandum which was handed to 
the United States President and published later in the Press. 

I dwelt in detail on the German question in my recent radio and television 
speech and I believe there is no need to expound our proposals again in every 
detail. 

What is the Western reaction to our position? 
The proposals of the Soviet Government have attracted great interest and 

evoked a wide response in all countries. All people who are interested in 
strengthening peace recognise the need for solving the problem of a peace treaty 
with Germany, realise that this problem is not only ripe for solution but even over
ripe. They support our proposals, which are aimed at a peaceful settlement of the 
German problem and offer a good basis for this. 

At the same time, it must be said that the ruling circles of the Western Powers 
still oppose the conclusion of a German peace treaty and would like to turn the 
German question into a touchstone for a test of strength. 



To-day I should like to warn those who, like Chancellor Adenauer, in reply 
to the peaceful proposals of the Soviet Union call for " standing firm " or even 
threaten to " administer a rebuff ". 

On more than one occasion we have reminded the leaders of the Federal 
Republic of Germany about the merits of reason. Is it possible, gentlemen, that 
you have forgotten the inglorious experience of your predecessors and would like 
to repeat it? You may try to repeat it, of course. 

But that would be the beginning of the end for you. Now times are not what 
they were 20 years ago. Now, not only German revenge-seekers, but all those who 
might try to support them in a new adventure against us would share the fate of 
Hitler. 

These words should not be taken as a threat. This is an appeal to reason. 
It is high time to understand at last that the Soviet Union is different now, that 
the world is different, and that the balance of forces and armaments is also different. 

Therefore, Mr. Chancellor, do not try to frighten us with your " firmness ". 
You say that if we conclude a peace treaty with the German Democratic Republic 
you will stop at nothing. This indicates only the weakness of your positions. 

Everyone knows that we do not want war. But if you really threaten us with 
war, we are not afraid of such a threat. If you do unleash a war, that will be your 
suicide. 

It goes without saying that some unreasonable person might commit suicide. 
His relatives would weep over him but mankind would not suffer from that. But 
when statesmen invested with high authority play with fire and threaten to plunge 
their country into the maelstrom of war, they are staking not only their own lives 
but also the destiny of the peoples. By dragging Western Germany into an 
adventure, you are pushing the people of your country to suicide. 

The Soviet people do not want war, and for this very reason we are striving to 
remove what can cause an outbreak of war. For the sake of this, at the end of 
this year, we, together with other peace-loving States, will sign a peace treaty with 
the German Democratic Republic. 

It is not war, not an alliance of some countries against others for the purpose 
of building up forces for war, that the Soviet Union is offering. We want one 
thing only—lasting peace. It is to strengthen peace that it is essential to conclude 
a peace treaty, and thus eliminate the remnants of the Second World War. This 
we openly proclaim and we want one and all to understand us correctly. The 
Soviet Union wants to sign a peace treaty with Germany together with our 
former allies. 

Contrary to the noisy allegations of those who would like to keep up 
international tension, we do not threaten West Berlin at all when we urge the 
conclusion of a peace treaty. We should sincerely like to come to terms on this 
question, too, with those countries with which we fought together against Hitler 
Germany and have common commitments with regard to Germany. 

We propose for West Berlin the status of a free city. We have no intention 
of changing the social and political system in West Berlin. That is the internal 
affair of its population. Neither the Soviet Union nor the German Democratic 
Republic intend to restrict the links between West Berlin and all countries of 
the world. 

In accordance with international law, however, there must be respect for the 
sovereign rights of the German Democratic Republic, across whose territory run 
the communications connecting West Berlin with the outer world. 

On the question of West Berlin the Governments of the United States, Britain 
and France adhere to the positions of yesterday. Even Western political leaders 
have to admit this. Mansfield, leader of the Democratic majority in the United 
States Senate, declared in his speech of 14th June, this year, that he could not 
agree with the position of the Kennedy Administration which failed to recognise 
the enormous changes that had occurred since the war in both parts of Germany 
and in Europe and which was fraught with the danger of a nuclear war. 

He emphasised that courage does not mean taking one's stand stubbornly on 
untenable positions, but seeking agreement with the other parties concerned on a 
businesslike basis. This is a correct approach and we can only welcome it. 

Senator Mansfield does not deny that, with appropriate international 
guarantees, the free city idea is the most suitable in the present conditions. He 



has suggested that the Federal Republic of Germany and the German Democratic 
Republic should sign such a decision and make their contribution to its realisation. 

It is true that Mansfield then loses his sense of reality-he demands that the 
free city status should be applied, not only to West Berlin, but also to Democratic 
Berlin, which is known to be an integral part of the sovereign German Democratic 
Republic—its capital. Why complicate still further the task of normalising the 
situation in West Berlin, difficult as it is? 

The Soviet Union proposes that in the search for a solution the de facto and 
de jure situation now existing be taken as the point of departure. No one is 
demanding that the existing way of life of the population of West Berlin be 
disrupted and no one is going to intervene in its affairs. 

The Soviet Union, however, cannot be expected to agree to infringement of 
the territorial integrity of the German Democratic Republic or of its sovereignty. 

We propose that a peace treaty be concluded with Germany which will not 
infringe the rights and interests of any of the parties and will not give some States 
an advantage over others. The Soviet Union only proposes that what has long 
since taken shape and exists in reality be recorded. We propose de jure
consolidation of the existing frontiers of Germany. 

It is possible that the present frontiers do not please the West German 
revenge-seekers, but they have only themselves to blame. It was not we who 
began the war for the revision of frontiers. The present frontiers of Germany 
took shape as a result of the defeat of nazi Germany, as a result of the defeat of 
those who unleashed a predatory war. 

The new frontiers restored historic justice which had been violated by the 
ancestors of the present-day German militarists. 

We are told that the peace treaty we are going to conclude with the German 
Democratic Republic will be a separate treaty. In my radio and television speech 
I have already said that the United States in signing a peace treaty with Japan, did 
not take us into consideration, although we had been its allies in the war against 
Japan. Thus it showed that it regarded itself as being entitled to sign a treaty 
without us, although our rights, as one of the victorious countries, were irrefutable. 

Now we, in our turn, want to exercise on the German question the same 
rights which the United States and its friends exercised on the Japanese question. 
We are following suit—no more. 

As regards those who try to threaten us with war if we sign a peace treaty 
with the German Democratic Republic, they will bear the entire responsibility for 
their actions. 

I should like to repeat that all sober-minded people, no matter how embittered 
they may be against communism, against the Soviet Union, must realise that we 
are living now in 1961 and not in 1941. We have all necessary means of defence. 
And we shall use these means not for attack but only in order to defend our 
country, the peaceful life of the Soviet people, the peoples of all socialist countries, 
who together with us take their stand on positions of peace and uphold peace 
against the machinations of the German revenge-seekers and their patrons. 

Comrades, the indomitable might of socialism was fully manifested in the 
Great Patriotic War. The Soviet Union bore the brunt of the struggle against 
Hitler Germany, which by the time it attacked our country, had conquered most 
of the European countries. 

We have always said that we achieved victory over fascism jointly with our 
allies in the anti-Hitler coalition. The Soviet people duly appreciate the assistance 
rendered them in the course of the war by the United States, Britain, France and 
other countries. I believe, however, that our former allies themselves realise that 
the decisive contribution to victory was made by the Soviet people and we in no 
way belittle their merits and efforts when we recall the selfless heroism of the 
Soviet people. 

All the decisive battles of the Second World War were fought on the eastern 
front. Whereas the United States lost in the Second World War approximately 
300,000 men and Britain approximately 250,000, on our front such losses were 
sustained in individual battles. There is hardly a single family in our country 
which did not suffer from the war. Our people lost the lives of many millions of 
their finest sons and daughters. 



Yes, it was a very hard struggle but the Soviet Union stood the test. Not 
only did it stand the test but it emerged from the ordeal of the Second World War 
even stronger than it was. 

Within a brief space of time the Soviet people repaired all the war damage. 
Now even our sworn enemies admit that the Soviet Union is one of the strongest 
Powers from a military standpoint. Besides, the Soviet Union is not alone now. 
We are living and working within a great community of socialist countries whose 
population exceeds 1,000 million. 

In unleashing the Second World War the imperialists hoped to bury socialism. 
But actually it was the fascism of Hitler and Mussolini that was buried under the 
ruins of war, while socialism has become even more firmly rooted in the world. 

We communists believe in the triumph of the great ideas of Marxism and-
Leninism in the name of which the Soviet people fought during the years of the 
Second World War, not sparing any efforts or even life itself. 

And it is because we believe in our ideas that, now as in the past, we stand 
for peace and international friendship, and fight for general disarmament. 

As long ago as 1922, on Vladimir Ilyich Lenin's instructions, the Soviet 
delegation came forward with a disarmament proposal at the Genoa Conference. 
In 1927 the Soviet Union submitted its disarmament proposals to the League of 
Nations. Since the Second World War the Soviet Union has been pressing for 
the solution of the disarmament problem with even greater persistence. 

In 1959, on behalf of the Soviet Government, I submitted to the United 
Nations a full-scale plan for general and complete disarmament under strict 
international control. We firmly stand by this position because we sincerely want 
disarmament, which is essential for ensuring peace for all people. 

In our plea for disarmament, for the peace and security of the peoples, for 
the peaceful co-existence of States with different social systems, we proceed from 
the idea that the government and social system of any country is the internal affair 
of each people and that no one may impose some particular social system upon it. 

The bosses of monopoly capital who determine the policy of the Western 
Powers, naturally have a conception of the state and the social and political system 
which is diametrically opposite to ours. They want to perpetuate the capitalist 
system at all costs, to preserve the system existing in their countries under which 
the strong plunder the weak and the rich exploit the poor and appropriate the 
fruits of their labour. The socialist countries are developing on a different 
foundation. In socialist society all people are really equal because we have no 
capitalists and no proletarians; every member of society discharges his definite 
social function, working for the good of the whole people and therefore for his 
own good. 

The higher production rises the richer becomes our country, the richer becomes 
our entire society and every member of this society enjoys the benefits of social 
labour. In the socialist society all are equal and this equality in our country 
is real and not formal, as is the case in the so-called " free world ", where the 
strong are free to plunder and oppress the weak. 

Such are the opposing conceptions of the two worlds—the capitalist world 
and the socialist world. There will never be a reconciliation between them and it 
is our firm conviction that the socialist conception, as the most progressive one, 
will prevail over the capitalist conception. But we stress again and again: the 
social system is the affair of the people of each country and this question must be 
decided by the people itself without external interference. 

The Soviet Government is doing everything in its power to ensure the peaceful 
co-existence of States with different social systems, to see to it that they not only 
co-exist without war, but also closely co-operate, maintaining brisk business-like 
trade, cultural, scientific and other contacts. 

It is to ensure lasting peace that we wage the struggle for disarmament. 
Although the Western Powers, and the United States in the first place, stubbornly 
reject disarmament under some pretext or other, we shall insist on our proposals 
again and again and shall strive persistently to make all people understand the 
need for solving the disarmament problem, because this is in the interests of the 
peoples. 

The ruling circles of capitalist countries lack the courage to say openly that 
they are against disarmament. They pretend that they are ready to negotiate 
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and express their readiness to sit endlessly on various committees and 
sub-committees. 

How many meetings of various kinds on disarmament have been held in the 
16 years since the end of the Second World War, without a single step forward 
being taken in this matter! 

Representatives of countries of monopoly capital go to disarmament talks 
with the sole purpose of misleading their peoples, to lure them with the hope of 
agreement but in reality to sabotage disarmament, to continue the furious arms 
race. And they would like to do this so ingeniously that the blame for sabotaging 
agreement can be laid upon the socialist countries. 

For this purpose bourgeois diplomacy and propaganda are hard at work 
spreading the fabrication that we propose disarmament without control and thus 
prevent agreement on disarmament. 

We have exposed this machination. We have declared in the United Nations : 
Gentlemen, if you want agreement not merely in words but in deeds, accept our 
proposals for universal disarmament, and then we shall accept any of your proposals 
on control. 

The enemies of disarmament have nothing to say to that. They have only 
one path open to them: to mislead the peoples and to repeat endlessly the fable 
that we stand for disarmament without control. But, as the saying goes, lies have, 
short legs and one cannot get far on them! 

In conditions in which the Governments of the Western Powers stubbornly 
sabotage disarmament, the solution of this vital problem entirely depends upon 
the peoples. All peoples must realise the serious nature of the present situation and 
bring pressure to bear on those Governments which obstruct the solution of the 
disarmament problem—the most important problem of our time. 

The working people, intellectuals, all people who want peace, can and must 
compel the Governments of capitalist countries to accept disarmament. If this 
is not done, the imperialist circles may bring the peoples to a war, and then it will 
be too late to look for the culprits. Modern war has its own inexorable law-—the 
mass extermination of people, the destruction of all material values. 

I speak about this in all seriousness in order to make plain to all the importance 
of an active struggle for disarmament, on the outcome of which the future of 
mankind will depend in many respects. As for the Soviet Union, the people of 
all countries may rest assured that it will not be found wanting. 

We are ready to sign, even tomorrow, an agreement on general and complete 
disarmament with any, the most strict, international control. But we shall not 
accept control without disarmament, because such control would in effect be 
espionage. 

In this connexion I should like to say a few words on the question of a nuclear 
weapon test ban. At the Geneva talks the Western Powers have adopted an attitude 
which does not make it possible to reach agreement to end these tests. 

In its recent memorandum the Soviet Government has proposed an 
interdependent solution of the problems of ending nuclear weapon tests and of 
general and complete disarmament. The other day the United States Government 
sent us a memorandum rejecting our proposal. We shall reply to the White House 
memorandum. But already now I am in a position to say that we firmly stand 
by the views we have stated. 

For close on three years already the Soviet Union has been making no nuclear 
weapon tests, although we have no treaty with the Western Powers on this matter. 
We can continue refraining from nuclear tests and propose to the Western Powers 
that agreement be reached on the disarmament problem as a whole and on its 
component parts, including the question of nuclear weapon tests. 

Some American leaders are urging the United States Government to resume 
nuclear weapon tests, if the Soviet Union does not accept the Western Powers' 
demands. . 

What can be said about such threats? They will frighten no one but will 
merely expose the unreasonableness of those who resort to them. We must warn 
these gentlemen: as soon as the United States resumes nuclear explosions, the 



Soviet Union will start testing its nuclear weapons. Quite a few devices which 
need practical testing have been developed in the Soviet Union. This testing, of 
course, will increase the fighting power of our armed forces and enable us to 
develop even better atomic and hydrogen bombs, will enable us to improve the 
technology of their manufacture. 

If in reply to the resumption of nuclear tests by the Western Powers we did 
not start testing our weapons, we would be harming the defence potential of our 
country and of the entire socialist community. 

Thus, the entire responsibility for the resumption of nuclear weapon tests will 
rest with the Governments of the Western Powers. 

The Soviet Union is persistently pursuing a policy of peace, of the peaceful 
co-existence of States with different social systems, a policy of non-interference by 
States in the internal affairs of others. 

In negotiations with its partners, the Soviet Union is pressing for the conclusion 
of an agreement on general and complete disarmament under the strictest control, 
an agreement banning nuclear weapons. 

Steadily pursuing our peace-loving foreign policy, we have always maintained 
that questions concerning the social and political system of a State, questions of 
the class struggle and of changing the system within a country, are the business of 
the people of each State. 

The Soviet foreign policy has earned the recognition and trust of the peoples 
and we are proud of this. The Soviet Union, the"countries of socialism, are making 
tremendous efforts to preserve world peace, are seeking the peaceful solution of 
disputed and unsettled problems in international relations. 

The Soviet Union, possessing tremendous economic and military might, has 
never used and will not use its strength for aggressive purposes. On the contrary, 
it directs all its efforts towards ensuring peace. 

Comrades, I am proud of a high award bestowed upon me—the Lenin Prize 
for the Consolidation of Peace among the Peoples. I have already said that I regard 
this prize, not only as recognition of my personal efforts as the Head of the 
Government of the Soviet Union, but also as recognition of the efforts of all peoples 
of our country in their persistent struggle for the strengthening of peace. 

It is often said in our Press that Khrushchev is a peace champion, that he will 
ensure world peace and so on. This is flattering, of course. 

But to pin hopes on one country, on one person, even if he stands at the head 
of the Government of such a country as the Soviet Union, and to expect that they 
alone can ensure peace while others remain inactive, means to do a service, not to 
peace, but to the forces of aggression, the forces of war. 

Life shows that to win world peace it is not enough to rely on the efforts of 
some single country. It is not enough to find " heroes " of some sort and rely on 
them to ensure peace. 

In order to ensure lasting peace on earth it is essential for the peoples of our 
entire planet to make an all-out effort to strengthen peace. The peoples, and the 
peoples alone, can force the Governments which resist disarmament, which are 
building up stocks of arms in order to unleash war, to desist from such a dangerous 
and unreasonable policy. 

Peace can be ensured only when the peoples of each country do not rely on 
other countries but launch within their own country an irreconcilable struggle 
against the forces which stand for war, when they make an all-out effort to ensure 
peace. 

All the peoples want peace, want peaceful co-existence. Only a handful of 
imperialists, of representatives of monopoly capital and a handful of aggressive 
revenge-seekers in Western Germany are of a different opinion. But the trouble 
is that representatives of these circles hold the commanding positions in the Western 
countries, occupy the majority of key posts in the Governments and determine the 
policy of the Western countries. 

This is why any people who really want the terrible conflagration of the most 
devastating war never to break out on earth cannot remain aloof from the common 
struggle for peace. 

The peoples must realise that only they can and must compel their 
Governments to renounce the dangerous policy aimed at stirring up war passions 
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and intensifying the arms race, only they can and must render harmless those 
people who conduct a policy of building up aggressive forces, a policy of preparing 
war. 

The Soviet Government and our people must closely follow the trends in the 
international situation. It is well known that the Soviet Union has made great 
efforts to achieve a relaxation of international tension. 

Our Government has submitted a proposal on general and complete 
disarmament which has met with an enthusiastic response and support in all 
countries of the world. We have withdrawn all our military bases abroad. The 
Soviet Union has repeatedly reduced its armed forces on a unilateral basis. 

However, the Western Powers with which we are negotiating on disarmament 
have not reciprocated, have not adopted the path of reducing their armed forces. 
Far from that, the United States this year is increasing appropriations for 
armaments by close on $2,500 million as compared with last year. 

At present in the United States they are discussing the question of increasing 
the numerical strength of the armed forces. They are busy there establishing 
so-called guerilla detachments which are to be dispatched to other countries to 
suppress liberation movements, to fight against Government and State systems 
which do not suit the imperialist Western circles. These detachments are being 
trained for murder, sabotage, subversion. 

Chancellor Adenauer is demanding nuclear weapons for the Bundeswehr. It 
goes without saying that it is not for play that the West German militarists want to 
have nuclear weapons, but for the revengeful adventures they are planning against 
the Soviet Union, the socialist countries and Other States. 

Naturally, such measures of the Western Powers are not designed to improve 
the international climate or to reach agreement on disarmament, but to worsen 
relations between States, to whip up the cold war. We must take a sober view 
of the situation, be vigilant, so that the enemies of socialism, the aggressive 
militarist circles may not catch us unawares. 

We must make every effort to strengthen still more the might of our homeland, 
to raise still higher the level of our economy, science and technology, to raise the 
living and cultural standards of the peoples. 

Now, as hitherto, we must be tireless in our concern for the armed forces of 
our country, which stand guard over the gains of the October Revolution, the 
gains of socialism. Our armed forces must always be ready to ensure reliably 
the security of the Soviet Union, must have all that is needed to smash immediately 
any enemy who encroaches on the freedom of our homeland. Let those who 
harbour aggressive designs against the Soviet Union and other socialist countries 
know what their fate will be if they unleash a war and attack! 

The Soviet Government is doing everything in its power to end the arms race, 
to relieve the people of the grave burden of war expenditures. 

Unfortunately, to our appeal to compete in the production of material and 
spiritual values, the imperialist Powers respond by increasing military 
appropriations, by increasing the numerical strength of their armed forces. This 
might make it imperative for the Soviet Union to increase likewise appropriations 
for armaments, to strengthen and improve our defences, and, if need be, to increase 
also the numerical strength of our armed forces, so as to ensure peace and peaceful 
co-existence, relying on our might. 

Dear Comrades, allow me, on behalf of the central committee of our party 
and the Soviet Government, to greet our valiant armed forces, which stand guard 
over the constructive labour of the Soviet people. 

We warmly greet the men of the army and navy, N.C.Os. and petty officers, 
the officers, generals and admirals, and wish them great success in their noble 
military duty. 

The strengthening of the defences of the Soviet Union depends on the 
perfection of all the services of our armed forces—the infantry and artillery, the 
engineers and communications troops, the armoured tank units and the navy, 
the air and rocket forces. 

In our time exceptionally great responsibility devolves upon the rocket forces, 
especially the units which service ballistic rockets of various ranges, from tactical 
to intercontinental. Their combat readiness and training must be on the highest 
level because very much depends on the rocket forces. 



It is their crushing power that is the prime deterrent that keeps any potential 
aggressor from attacking us and our allies. Their capability of striking in 
retaliation is the force which will inexorably punish the aggressor if. after all, 
he dares to commit an act of madness and unleashes a new war. 

To-day on the 20th anniversary of the treacherous attack of Hitler Germany 
on the Soviet Union, we think of those who gave their lives for the freedom and 
independence of the great Soviet homeland. Never will there be erased from the 
memory of the people the great exploit of the glorious soldiers of the Soviet army, 
of the navy men, of the valiant partisans, both men and women, who died the 
death of the brave in battles against the fascist invaders. 

We shall always remember the millions of peaceful Soviet people who perished 
in that terrible war. There is no family in our country which did not lose a 
husband or a son, a brother or a father, a daughter or a sister. 

The sacrifices made by our people in defending the freedom and independence 
of our country were tremendous. They were sacrifices for the sake of a great 
and noble cause. And now, 20 years after the outbreak of the Great Patriotic 
War, 16 years after it ended, our country has reached unparalleled heights in the 
development of its economy, culture, science and technology and is firmly marching 
onward to new victories. 

We are proud that the Soviet people led by the Communist Party, under the 
banner of Marxism-Leninism, was the first to carry out a socialist revolution and 
usher in a new era in the history of mankind. 

The great founders of scientific communism opened up the first paths to a 
better life. And now these paths have turned into the main highway of all 
mankind, along which the peoples of many countries are victoriously advancing. 

The Soviet people, having built socialism, are confidently marching along 
the road of building communism. 

The draft programme of our party approved the other day at a plenary 
session of the party's central committee—a programme which will be published 
for universal discussion—outlines a broad front of extended struggle for the 
construction of communism, for the realisation of the age-old dream of all 
mankind. It has been our great good fortune to participate in this noble cause. 

Long live the Soviet people—the victor people! 
Long live the valiant armed forces of the Soviet Union! 
Long live the Communist Party of the Soviet Union—the organiser and 

inspirer of all our victories! 
Long live world peace! 



ANNEX F 


Mr. KHRUSHCHEVS SPEECH AT A MEETING OF SOVIET-VIETNAMESE 
FRIENDSHIP AT THE KREMLIN ON 28th JUNE 

Dear Comrade Pham Van Dong, Dear Comrades, Friends, to-day 
representatives of the Moscow public are meeting the Government delegation of 
the Democratic Republic of Vietnam which has come to our country on a visit of 
friendship. 

Permit me, on behalf of the Central Committee of the Communist Party of 
the Soviet Union, the Presidium of the Supreme Soviet and the Soviet Government, 
on behalf of all our people, to greet you cordially and through you the fraternal 
Vietnamese people. 

The Soviet people have the most friendly and warm feelings for the Democratic 
Republic of Vietnam and its heroic and industrious people. They always 
sympathised with the selfless struggle the Vietnamese people waged for many years 
against colonial oppression, for their freedom and independence. 

Vietnam is an ancient country. It has a history going back over three thousand 
years. The Vietnamese land is rich. This wealth, however, was not being used 
for the benefit of the people but served as a source of enrichment for colonialists. 
Through the fault of the imperialists Vietnam was very backward as regards its 
economic development. For nearly a hundred years colonialists plundered your 
country, mercilessly exploiting its people. Poverty and hunger were the lot of the 
Vietnamese working people. 

The freedom-loving Vietnamese' people never accepted this; they fought 
against imperialist and feudal domination. But this struggle became successful 
only when the Communist Party of Indo-China gave the lead to the revolutionary 
masses. 

Glorious pages of your heroic struggle will remain forever in the annals of the 
struggle of the peoples for national liberation. They were the 1930 battles for 
people's power in Ngean and Hatin, the August uprising in 1945, and then the grim 
years of the resistance movement against colonial domination and imperialist 
aggression. 

The Soviet people, who know full well what a war for the independence of 
the homeland means, greatly appreciate the exploit of the heroes of the storming 
of Dien Bien Phou. In that battle the brave sons of the Vietnamese people broke 
the enemy's resistance, routed the colonialists' troops and put an end to the 
imperialists' domination in North Vietnam. 

After the victory of the revolution the Vietnamese people succeeded, in spite 
of serious difficulties, in quickly healing the wounds and laying firm foundations 
for a new socialist economy. 

Under the leadership of the glorious Party of Labour of Vietnam and its 
central committee, headed by the loyal son of the Vietnamese people and prominent 
leader of the international communist movement, our great friend Ho Chi-minh, 
the working people of North Vietnam have successfully fulfilled the Three-year 
Plan for laying the foundations of socialism. 

Now the Vietnamese people are selflessly working to fulfil their First Five-year 
Plan for the development of their national economy. The fulfilment of this plan 
will be an important step in creating the material and technical foundations of 
socialism, in improving the well-being of the people. 

We wholeheartedly welcome your remarkable achievements, which vividly 
show to the whole world what people are capable of when they throw off the 
shackles of colonial slavery and rise to their full stature, when they bring the 
national democratic revolution to a victorious conclusion. 

The building of a new life in the conditions of a formerly colonial country 
ravaged by war is not a simple task. We know that you are encountering great 
difficulties. But these difficulties are temporary. They are difficulties of growth 
and can be overcome. 



We are firmly confident that the industrious and gifted Vietnamese people 
will achieve new and remarkable successes in further advancing and consolidating 
their economy and culture. This is guaranteed by the socialist economic system, 
the unity and enthusiasm of the people and the correct leadership of the Marxist-
Leninist Party of Labour of Vietnam. 

In building socialism the Vietnamese people are receiving all-round and 
disinterested assistance from the fraternal countries of the socialist camp which 
have been helping the Vietnamese people to build a new life on their native soil 
and are continuing to do so. 

The remarkable successes of the Democratic Republic of Vietnam, the Chinese 
People's Republic, the Korean Democratic People's Republic and the Mongolian 
People's Republic have confirmed the correctness of Lenin's ideas, have shown 
that it is precisely the socialist system that opens up boundless opportunities for 
the peoples who have rid themselves of colonial and imperialist oppression. The 
experience of the Vietnamese people and the peoples of the other socialist States 
assumes great importance for the oppressed peoples fighting for the implementation 
of their most cherished aspirations and hopes. 

The assertions of the advocates of colonialism that the ideas of Marx and 
Lenin are not applicable in solving the social problems of colonial States, that 
these ideas cannot be near and dear to the peoples of the East, appear 
contemptible and ludicrous. 

To-day only the politically blind can fail to see the processes taking place in the 
world—processes of the revival of peoples who were formerly oppressed and whose 
road of development is illumined, as if by a searchlight, by Marxism-Leninism. 

Comrades, we note with satisfaction that the Democratic Republic of Vietnam, 
an equal member of the fraternal family of the socialist States, is advancing in the 
vanguard of the fighters for lasting world peace. 

We rejoice that our Vietnamese friends share and support the peace-loving 
attitude of the Soviet Union, the countries of the socialist camp, on all the basic 
questions of international policy. In its turn, the Soviet Government fully supports 
the policy of the Government of the Democratic Republic of Vietnam aimed at 
consolidating peace in South-East Asia and throughout the world. We resolutely 
come out, together with the Government of the Democratic Republic of Vietnam, 
for the speediest solution of the problem of Vietnam's peaceful reunification. The 
imperialists are striving to keep alive in South-East Asia the sparks that may bring 
about a conflagration. 

In their time the 1954 Geneva agreements on Indo-China provided for the 
peaceful unification of Vietnam and the holding for this purpose of free general 
elections both in the north and in the south. But this did not suit certain imperialist 
circles and, having installed in South Vietnam their lackey Ngo Dinh Diem, they 
did everything possible to perpetuate the division of the country, to prevent the 
unification of brothers in the south and the north in one united family. 

In violation of the Geneva agreements the United States is delivering to South 
Vietnam thousands of tons of military equipment and materials. It is continuing 
to equip and train the South Vietnamese army, sending numerous military advisers 
there. It has actually drawn the South Vietnamese authorities into the SEATO 
military ventures. 

Does this create conditions for the peaceful unification of Vietnam? Of 
course not. All this is directed against the Democratic Republic of Vietnam, 
against the Chinese People's Republic and against the other peace-loving States 
of South-East Asia. 

American officers are training South Vietnamese soldiers, preparing them for 
war against their brothers in the north. The imperialists do not like the peopled 
democratic system, they would like to restore the colonial regime in the north of 
the country. But this, you see, is beyond their power. The Vietnamese people 
will never relinquish their gains and are vigilantly standing guard over them. 

The policy of the puppet authorities, alien to the people, arouses the just 
indignation of the Vietnamese people. The people are fighting in South Vietnam 
for their freedom and independence, fighting against the betrayal of the national 
interests. 

Even the official Western representatives recognise that South Vietnam is not 
controlled by the puppet Government and that its capital, Saigon, is in fact 



surrounded by seething popular wrath. There are people, however, who say that 
the struggle of the Vietnamese people against the puppet Ngo Dinh Diem is the 
" doing of Moscow," communist intrigues. These people either really do not 
understand the events that are taking place or are deliberately, with evil intentions, 
misrepresenting the actual state of affairs. The struggle of the South Vietnamese 
people is not the doing of Moscow, not the intrigues of the communists. It is an 
expression of the people's anger, of the people's passionate determination to do 
away with poverty and lack of rights, a struggle against the colonialist robbers, 
against their henchmen, who are pursuing a policy even crueller than the colonialists 
themselves. After all, a lackey who does the bidding of his master is always more 
ruthless than that master. But no terror, no repressions are able to suppress the 
people's movement. 

The Soviet Government gives all-out support to the Vietnamese people's 
demand for the discontinuance of imperialist interference in the affairs of South 
Vietnam. The Soviet people are deeply convinced that the just struggle of the 
Vietnamese people for their country's unification will end in complete victory. 
All the attempts of the imperialists to prevent the implementation of the Vietnamese 
people's lawful aspirations will inevitably fail. 

The imperialists are trying hard to expand their influence and domination in 
South-East Asia. But their aggressive intentions are coming up against the 
opposition of the peoples. The policy of the imperialists has been especially 
manifest in relation to Laos. 

The course of events in Laos has confirmed with ample clarity the point of 
view of the Governments of our countries that the deepening of the Laotian crisis 
is fraught with dangerous consequences for the cause of peace. There would have 
been no Laotian issue if the United States and its SEATO allies had not meddled 
with the internal affairs of that country or tried to turn Laos into a base for their 
aggressive policy in South-East Asia. 

For this purpose the imperialists organised an uprising against the lawful 
Government of Souvanna Phouma. However, neither direct military aid to the 
rebels nor the dispatch of military advisers broke the fighting spirit of the Laotian 
people or extinguished their desire to see their country an independent neutral 
State. 

The firm unity and resolution of the national patriotic forces of Laos in the 
struggle for their country's freedom and the support given to this just struggle 
by the peace-loving peoples of Europe and Asia have compelled the imperialists 
to agree with the need for settling the Laotian question. To-day efforts are being 
made to solve the Laotian problem by peaceful means. It must be said that there 
are favourable prerequisites for this following the achievement of a cease-fire 
in Laos. 

A 14-Power conference on Laos is now meeting in Geneva. The Soviet 
delegation has put forward a proposal that the conference should approve a 
declaration on the neutrality of Laos and also sign an agreement on the withdrawal 
of foreign troops and military personnel from Laotian territory and on the powers 
of the International Commission. 

These proposals are wholeheartedly supported by the representatives of the 
lawful Government and the national democratic forces of Laos and the 
Governments of the Democratic Republic of Vietnam, the Chinese People's 
Republic, the Polish People's Republic and other peace-loving countries. 

The Geneva conference has already been in session for a month and a half. 
But the proceedings of the conference show that the representatives of the United 
States of America and its allies are putting a brake on its work, evading a discussion 
on the Soviet Union's proposals and resorting to the tactics of delays and 
procrastination. 

The Soviet Government has already declared and now confirms its resolve, 
together with other countries interested in a peaceful settlement of the Laotian 
problem, to take all measures for ensuring a peaceful settlement in Laos on the 
basis of recognition of the Laotian people's lawful rights. 

It is to be hoped that the Geneva conference will at last arrive at a reasonable 
solution acceptable to the Laotian people. 

We believe that the Laotian people themselves will settle their internal affairs 
without any interference from outside. They will themselves decide on the form 



of their State organisation and outline the ways for their social, economic and 
cultural development, &c. Laotian leaders are now negotiating in Laos and in 
Switzerland with a view to settling these internal questions. 

Agreement on a cease-fire has been reached by the three basic political forces 
of Laos and now concrete questions stemming from the discontinuation of military 
operations are under discussion. 

A top-level meeting of representatives of these three forces—Princes Souvanna 
Phouma, Souphanouvong and Boun Oum—recently ended in Zurich. 

An agreement was reached at this conference on the questions of ensuring 
national concord; a political programme of a Government of national unity was 
adopted and the immediate tasks of this government were defined. 

The representatives of the three political forces agreed that Laos will pursue 
a policy of peace and neutrality in accordance with the interests and aspirations of 
the Laotian people, and the 1954 Geneva agreements, with a view to establishing a 
peaceful, neutral, independent, democratic, united and prosperous Laos. 

We regard this as a good basis for the further development of the country 
and for the establishment of good relations with Laos by all States which sincerely 
support this policy. 

The line mapped out by the representatives of the three forces and set forth 
in their joint declaration is, in our opinion, a correct one. 

This is a good beginning and it can be hoped that the Laotians themselves 
will soon settle their other internal problems, and that, in particular, a Government 
will be formed which will firmly follow this line. 

The experience of the talks between the Laotians proves that, given the desire, 
it is possible to agree and not only to agree but also to start taking practical steps 
which will lead to the restoration of peace in Laos. This is necessary for the 
Laotian people in the first place; this is necessary for the cause of peace. 

Comrades, all peoples strive for lasting peace. They want neither a cold nor 
a hot war. The Soviet Government is doing everything possible to strengthen 
peace on earth. We have proposed a fundamental solution to the disarmament 
problem—the disbanding of all national armies, the destruction of all existing 
stockpiles of weapons, the discontinuance of armaments production everywhere, 
that is to say, the carrying out of general and complete disarmament under 
international control. 

The discontinuance of atomic and hydrogen weapon tests, on which the 
Western countries are now centring their attention, does not in itself solve the 
problem. The Soviet Union is against any nuclear explosions. Our Government 
has always been and continues to be in favour of an international agreement 
banning nuclear tests under strict and equal international control. The conclusion 
of such an agreement is obstructed by the refusal of our American and British 
partners in the negotiations to take the Soviet interests into account. 

I would like to say once again that the discontinuance of nuclear weapon tests 
will not in itself rid the peoples of the threat of a devastating war. General and 
complete disarmament would be a fundamental solution. 

The Soviet Union is prepared at any time to start the practical implementation 
of complete disarmament. We suggest that disarmament be carried out under the 
strictest international control, which would guarantee strict fulfilment of the 
disarmament programme by all States. We have no use for control over armaments 
without disarmament. The Soviet Government will not accept such control. We 
are in favour of general and complete disarmament under all-embracing and 
comprehensive control. The Soviet Government is prepared to accept any system 
of control over disarmament which the Western Powers may suggest—only let 
them agree to genuine disarmament. 

Thus, the Western Powers' allegations that we are against control hold no 
water. Our partners in the negotiations realise that we want control. Furthermore 
the Soviet Government will not agree to disarmament without control. 

They know this, but misrepresent our position because they have not thought 
up any other arguments as yet. As a matter of fact everything boils down to the 
unwillingness of certain Western circles to abandon the policy of the arms race 
and the preparation of new military ventures. Only this can explain, too, the 
unwillingness of the Western Powers to promote a peaceful settlement with 
Germany, which would reliably ensure stability and security in Europe. 



The Soviet Union is proposing that all the countries of the anti-Hitler coalition, 
on the one hand, and the two German States, on the other, should sign a peace 
treaty, thereby drawing a line under the Second World War. The past must not 
be allowed to interfere with the present-day life of the peoples, to hang like a heavy 
weight on the legs of the people who wish to go forward. The militarist and 
revenge-seeking forces must not be allowed to stir up the vestiges of the 
conflagrations of the Second World War, exposing Europe and all the world to the 
danger of a new and still more destructive war. 

The Soviet Government proposes that the postwar frontiers in Europe be 
safeguarded from the encroachments of revenge-seekers and that the situation in 
West Berlin be improved. We propose that the obligation of the Germans never 
to encroach upon the independence, freedom and sovereignty of other nations and 
to live with them in peace and friendship, without resorting to force or to the threat 
of force, be recorded in an international document. The peace treaty will not place 
any country in a privileged position with regard to another country. It will conform 
in equal measure to the interests of all States. 

There are some hotheads in the West who obviously fly off the handle at the 
prospects of peace being consolidated in Europe. The Western Press makes a 
great deal of noise about the proposal that a peace treaty be concluded and that 
the West Berlin issue be solved on this basis. 

Some people are suggesting that economic sanctions be used if a peace treaty 
is concluded, that is to say, that trade with us be discontinued. 

Trade is a purely voluntary matter. Everyone trades if it is beneficial for him. 
If it is disadvantageous for the West, then the West is free to take any decision. 
Threats to discontinue trade cannot, of course, prevent us from signing a German 
peace treaty. 

Others even speak of breaking off diplomatic relations with us. There is 
nothing new in that either. The West has already tried to live without diplomatic 
relations with us and even not to recognise the Soviet State. That venture fell 
through then. It is not difficult to see that an even more scandalous failure awaits 
the authors of such a venture in our own day. 

The greatest hotheads urge that mobilisation be carried out and that other 
measures of a military nature be adopted. Gentlemen, such measures have also 
been taken against us. We were not only threatened, but attempts were even made 
to break us by force. Our Red Army was steeled in battle against the imperialist 
States. More than 40 years ago we did not flinch either before threats or intervention 
and we defeated the military ventures of the imperialists. 

The Soviet Union defeated Hitler's Germany, which was the mailed fist of 
world reaction. We have defended our freedom and independence in struggle 
against many enemies. It would be absolutely senseless to expect that a policy of 
threats and force with regard to the Soviet Union could yield some kind of fruits 
for the imperialists. 

Sabre-rattling, of course, is not a new thing and does not require much brains. 
The Soviet people will not be frightened by it and will not be halted in their 

striving to do away with the vestiges of the last war and to conclude a German 
peace treaty. The Soviet Union speaks with all nations in the language of reason 
and friendship. The argument of threats has long become outmoded and must 
be filed in the archives. It is high time that this lesson was learned. But if a 
" positions-of-strength " language is imposed on us, we shall have the wherewithal 
with which to answer. If the enemies of peace and peaceful co-existence carry out 
mobilisation just the same, we shall not allow them to catch us unawares. We are 
taking the necessary measures and, if need be, shall take additional steps to 
strengthen our security. 

We tell the lovers of military ventures: You are raising your hand against 
the peoples' right to live in peace—a right which they have won at the cost of many 
millions of lives in the struggle against fascism and which they wish to legalise in 
a German peace treaty. But you, gentlemen, will not be able to intimidate us— 
the peace treaty will be signed! 

On the road to the easing of tension we shall, apparently, have to go through 
some stage of " cooling " in Europe. It will be artificial cooling, because there are 
no weighty reasons for it. But it is, apparently, wanted by international reaction 
and the revenge-seeking forces in Western Germany. The Western Powers cannot 



get out of the quicksands of brinkmanship, into which Dulles and Eisenhower led 
them. They are stubbornly striving to pursue that fruitless policy to-day, contrary 
to logic and common sense, contrary to their own interests. 

The Western statesmen declare that the military strength of the capitalist and 
socialist camps is now balanced. But in that case a balanced international policy 
should now be pursued, that is to say, relations should not be worsened and no 
threats should be made. Unfortunately, there are no signs of common sense in the 
Western policy-common sense which should stem from recognition of the existing 
correlation of forces in the world. 

What is more, the forces are not equal. We consider that the forces of socialism 
and peace are much stronger than the forces of imperialism and war. We are not 
only relying on our economic and military might; we are also backed by the 
righteous cause of our people, the truth of all the peoples and all States that abide 
by positions of peaceful co-existence and the peaceful solution of all disputed 
international questions. The conclusion of a German peace treaty is the most 
peaceful of all peaceful decisions. 

It would seem that the Foreign Minister of Western Germany, von Brentano, 
should also realise that to-day is 1961 and not 1941. Yet he calls for the use of 
force and lives and is guided by the warlike ideas of his predecessor von Ribbentrop, 
who was a " von " under Hitler. I shall not remind you of the sad end of that 
" von ". But isn't it too early for the " von " under Adenauer to forget the end of 
his predecessor von Ribbentrop? 

Herr von Brentano is making unwise, incendiary speeches. He is courting 
disaster for the German people and the other peoples of Europe and Asia, who 
are sick of war. Brentano is striving to intimidate us, but he is achieving quite 
the opposite. The calls of Bonn revenge-seekers for force further strengthen our 
determination to uphold the just cause of peace. The ruling circles of the Federal 
Republic of Germany would like to perpetuate the postwar disaccommodation, 
not, of course, for the sake of peace but for the sake of building up forces and 
choosing the moment for unleashing a new military venture. In order to do away 
with a dangerous seat of war, the peace-loving nations are stubbornly striving for 
a German peace treaty. 

The Western Powers are making great propaganda efforts to misrepresent the 
essence of the Soviet proposals for a peace settlement in Germany. They are 
speculating with particular frequency on the so-called right of Germans to self
determination. Against the peace treaty they set the right to self-determination, 
striving to pose as champions of the national rights of the Germans. 

Let us not stop to show how unconvincing such words are when they come 
from persons who have done practically everything to undermine Germany's unity 
and then deepen the division of the country. 

It is well known that the imperialist Powers interpret the peoples' right to self
determination and the question of reunifying divided nations as they see fit. When 
it is a question of Germany, they refer to the right of peoples to self-determination, 
demanding the reunification of Germany, although two States with different social 
and economic systems exist there. But in spite of this they are raising the question 
of reunification just the same, because they hope that their ideas will triumph in a 
reunified Germany, inasmuch as the population of Western Germany is much 
larger than that of the German Democratic Republic. 

But what happens with their " abiding by principle " in upholding the right of 
peoples to self-determination and reunification when it comes to other countries? 
We can refer, for instance, to the question of the reunification of Vietnam. I have 
already said that under the 1954 international agreement general elections were to 
be held in Vietnam within a two-year period with a view to determining the further 
course of that nation's development. 

But the Western Powers, and above all the United States, have done everything 
possible to prevent those talks. They have been successful in this and Vietnam is 
still divided into two parts. Why did the imperialists do this? Because they know 
that the people of South Vietnam have preserved their loyalty to democratic 
principles and, if given the right to express their will, they would undoubtedly 
come out in favour of reunification with their brothers in North Vietnam on the 
same social and political basis as that existing in the Democratic Republic of 
Vietnam. What, after that, is the value of the Western approach of principle to 
the question of national unification? 



The right of nations to self-determination is a national question. Germany's 
unification in the present conditions, however, is above all a social and class 
problem. 

The Germans have been divided owing to the different development of the 
separate parts of the former German empire and the establishment of two States 
with different social and economic systems. A capitalist system exists in one State— 
the Federal Republic of Germany—and a socialist system exists in the German 
Democratic Republic. Unification of two States, even when those States have a 
similar system, is far from being an easy task. In any case that task cannot be 
solved from outside. A prerequisite for such unification must be the desire of the 
population to live in a single State, a definite unanimity of views and interests on 
basic internal and external problems. 

What can be said, then, about the unification of States with different social 
systems? Isn't it clear that their unification is a much more difficult matter in 
which dictation and attempts by one State to subjugate the other are intolerable. 

The unification of the German Democratic Republic and the Federal Republic 
of Germany into a single State can be achieved only through talks and co-operation 
between the Governments of these States themselves. The other nations must not 
interfere in this internal affair of the Germans. 

The Government of the German Democratic Republic has proposed more 
than once to the Government of the Federal Republic of Germany that they should 
meet and negotiate ways for overcoming the division of Germany. The German 
Democratic Republic has put forward the well-known proposal that a German 
confederation be set up, which would make it possible to pool the efforts of both 
German States on major questions common to all Germans. 

But Western Germany has refused, through Chancellor Adenauer, to conduct 
talks with the East Germans. It demands that the Great Powers should reunify 
Germany, that they should throw the German Democratic Republic back from 
positions of building socialism. This means swallowing up and not reunifying. 
Do the militarist and revenge-seeking forces of Western Germany really think that 
it is possible to achieve this with our help, that is to say, with the help of the socialist 
States? They themselves can hardly believe such calculations to be practicable. 

Socialist Germany exists and is developing. She is our ally and can always 
rely on our aid and support. 

We are threatening nobody by proposing that a German peace treaty be 
concluded and that the question of West Berlin be solved on this basis. I want 
to say once again that the social and economic system in West Berlin will remain 
such as its population wishes. We propose that reliable international guarantees 
of non-interference in the affairs of West Berlin be established. Let the four Great 
Powers be the guarantors and keep some contingent of their armed forces in the 
free city, or such guarantees could be provided by the armed forces of neutral 
nations, or the United Nations organisation. 

There will be no blockade of West Berlin and no obstacles will be put up on 
the routes of access to this city. West Berlin will be able to maintain free contacts 
with all States at its own discretion. 

Since the communication lanes to West Berlin pass through the territory of the 
German Democratic Republic, agreement with the Government of that State should 
be reached, consequently, on their use, as the existing international traditions and 
laws require. No one is allowed to violate the ground, air or water frontiers of a 
sovereign State. All attempts to disregard the generally accepted standards of 
international relations have always met with a due rebuff and will continue to do so. 

We are entitled to ask: What encroachments on freedom and what defence 
of liberty is in question, then? No one is encroaching upon this freedom. We are 
being threatened only because a peace treaty will be signed and the German 
Democratic Republic will exercise its sovereign rights in the same way as any 
other State. 

If certain Western Powers do not want to respect the sovereignty of the 
German Democratic Republic and if, on this basis, they believe they have the right 
to resort to threats, that is the right of a highwayman, and prayers will not save 
anyone from him. A highwayman can be beaten off only with a stick. 

We are told that the conclusion of a peace treaty with the German Democratic 
Republic is a unilateral act. But it is common knowledge that the Western Powers 



have resorted more than once to unilateral decisions and then demanded that others 
should recognise those decisions as binding on them, too. 

I have already had occasion to say that the United States set an example when 
it concluded a peace treaty with Japan, disregarding the position of the Soviet 
Union. I cannot say that this is a good example, but it is a historical one. 

If the United States believed it had the right to sign a peace treaty with Japan 
without the Soviet Union, it must realise that the Soviet Union and the other 
peace-loving States have the right to conclude a peace treaty with Germany. 

We are not guided by the motives that were behind the United States' signing 
of the separate peace treaty with Japan. We are speaking about the possibility of 
concluding a German peace treaty without the Western Powers, not because of 
spite and not because we wish to harm in any way our allies in the war against 
Hitler Germany. We would have rejoiced much more at the prospect of concluding 
a peace treaty with both German States, jointly with all the participants in the anti-
Hitler coalition. 

To-day, as in the past, we say that we are ready for talks. The memorandum 
handed to President Kennedy in Vienna also says that we want to achieve a solution 
of the German question in agreement with the Western Powers. This would be the 
best thing to do—to achieve the consolidation of peace in Europe, not through the 
straining of our relations, but through the joint conclusion of a peace treaty. 

I repeat: We are for talks with the Western Powers on the question of a peace 
settlement with Germany. We are ready to start talks in order to strive honestly 
and sincerely for an agreement and the conclusion of a peace treaty. But if anyone 
counts on involving us in endless talks with a view to freezing the question of the 
German peace treaty, those gentlemen are deceiving themselves. We shall not be 
involved. . 

There are not a few sober voices in the West, voices coming out in favour of 
a peaceful solution to the German problem with due regard for the situation that 
actually exists in Europe. 

I have read with great attention the article by the British Field-Marshal 
Montgomery. No one, I think, will suspect the Field-Marshal of being a communist 
mouthpiece—his anti-communist reputation is solid and is recognised by everyone. 
But many of the things said by Lord Montgomery do not conflict with our 
arguments. 

We, of course, cannot agree with certain theses of his article, but what he writes 
is in the main sensible. He proposes that all foreign troops be withdrawn from 
Europe to within their own national frontiers, that foreign military bases be 
dismantled, that foreign troops be evacuated from Berlin, and so on. This coincides 
with our proposals. 

Our position is not contradicted either by Lord Montgomery's statement that 
the Federal Republic of Germany should have access to West Berlin. We believe 
that the Federal Republic of Germany, like all other States, can have diplomatic, 
economic and other relations with West Berlin. But we have never recognised 
and shall not recognise the claims of the ruling circles of the Federal Republic of 
Germany, who assert, without any grounds for so doing, that West Berlin is a part 
of their republic. 

Field-Marshal Montgomery has in his time been Deputy Supreme Commander 
of the NATO armed forces in Europe. He has therefore been one of the champions 
and executors of the policy of strength. To-day, like many other people who are 
able to judge and think soberly, he realises where the policy of strength leads. 

It would be a good thing if this was realised also by those who are now 
shaping Western policy. That would be a big step forward and would make it 
possible to reach agreement among all the interested nations on a just and equitable 
basis. 

Certain organs of the Western Press claim that by its proposals on the German 
question the Soviet Union wishes to upset the existing equilibrium in Europe. It 
suffices to so much as glance at the Soviet proposals in order to see that these 
assertions hold no water. We propose precisely to legalise what has taken shape 
as a result of the war—to recognise the actual state of affairs in Europe and to 
conclude a peace treaty with the two German States. 



Let Western Germany, which is now a member of the NATO military grouping, 
remain in that bloc. Let the German Democratic Republic remain a member of 
the Warsaw Treaty organisation, which the socialist States were compelled to 
conclude as a counterbalance to the North Atlantic bloc. Let the situation remain 
as it is until the sides reach agreement on the liquidation of military blocs. 

The Soviet Union and its friends want only one thing—to consolidate peace 
and improve the atmosphere in Europe. We want nothing else—no acquisitions, 
no conquests. But no threats will stop us in our striving for peace. It is best that 
the Western gentlemen should learn this once and for all. 

We want peace and friendship with all nations, regardless of the social system 
which exists in this or that State. We want peace and friendship with the United 
States, though the way many questions are understood in our two countries is 
diametrically opposite. 

I have already said that my meeting and talks with the United States President, 
Mr. Kennedy, in Vienna were useful inasmuch as they helped to obtain better 
understanding of several important international questions. Such meetings will 
be useful in the future too, because the problems arising in international relations 
cannot be solved without meetings of Government leaders. This can be achieved, 
of course, only when the statesmen strive to find mutually acceptable decisions for 
disputed questions through talks and not through the pursuance of a policy of 
strength, a policy of military threats. 

We have declared and continue to declare ourselves in favour of the expansion 
of contacts in different spheres between the Soviet Union and the Western Powers. 
We regard as useful the reciprocal visits of scientists, business men, cultural figures 
and artists. We are ready to expand such contacts because they help people of 
different countries to get to know each other better. A useful discussion between 
Soviet journalists and representatives of the American Press took place on the 
American television a few days ago, for instance. Our journalists were afterwards 
received by President Kennedy. We greatly value the fact that President Kennedy 
has received our journalists and talked to them, just as somewhat earlier he talked 
with a big group of other Soviet journalists. 

All these contacts contribute to better understanding and the improvement of 
relations between our two countries and we want this line to continue in the future. 

Comrades, the visit to the Soviet Union of the Government delegation of the 
Democratic Republic of Vietnam, led by Comrade Pham Van Dong and the 
exchange of views we have had on basic international questions, are an important 
contribution to the consolidation of fraternal friendship and co-operation between 
our two countries, to the further cohesion of the entire socialist camp, to the 
consolidation of world peace. 

The Soviet people greatly value the fraternal relations existing between our 
two peoples and we are convinced that these relations will develop and grow 
stronger every day for the good of the peoples of our two countries. 

Moscow and Hanoi are separated by huge distances; yet in spite of this we 
are close to each other. The interests of the Vietnamese people are near and dear 
to the Soviet people, because they are the interests of comrades and brothers in the 
common struggle. That is why the Soviet people are welcoming with such cordiality 
and warmth your delegation of representatives of the Vietnamese people, who are 
close to us owing to our common goals in the struggle for socialism, for communism, 
for a peaceful life on earth. 

Unanimity of views and goals and the community of our interests are an 
inexhaustible source for the strengthening and development of our friendship. 

We wholeheartedly wish the fraternal Vietnamese people further successes 
on the road to the building of socialism, on the road to the peaceful unification of 
their homeland. 

Long live the unbreakable and eternal friendship between the Soviet and the 
Vietnamese peoples! 

May the mighty community of socialist States grow and develop! 
Long live world peace! 



ANNEX G 


REPORT BY HER MAJESTY'S AMBASSADOR IN MOSCOW OF HIS 
PRIVATE CONVERSATION WITH Mr. KHRUSHCHEV ON 2nd JULY 

Mr. Khrushchev attended the Royal Ballet first night yesterday with Messrs. 
Brezhnev, Mikoyan, Kosygin, Furtseva, Gromyko and Mrs. Khrushchev. He 
invited me and my wife to his box and over supper, during both the long intervals 
and for an hour after the performance, he spoke to me on the German question. 
It was clear that this had been his main object in attending last nighfs performance, 
although he also spoke warmly of the company. His manner was friendly 
throughout as befitted the occasion, but he did not mince words and his obvious 
intention was that I should convey a very serious, solemn and personal warning 
to Her Majesty's Government and personally to the Prime Minister, who he 
thought really understood the dangers in the German problem, as perhaps did 
President Kennedy. He said he owed the Prime Minister a hunting expedition. 
He still hoped he would be able to invite him to one this winter, but this would 
not be possible if we had broken over Berlin and were perhaps shooting each 
other instead of elk. 

2. Mr. Khrushchev began by taking up a remark of mine about the Soviet 
Trade Fair, which I said I should be seeing this week. The Soviet Government 
wanted the best trade, cultural and other relations with the United Kingdom as 
with other Western countries, including former enemies like Germany, Italy and 
Japan, but the West was now threatening to cut off trade and even go to war 
if the Soviet Government signed a peace treaty. The balance of forces in the 
world had changed and the Soviet Union, which was threatening no one, would 
not bow to Western threats. He was very caustic then and later about General 
de Gaulle's withdrawal of one division from Algeria when the Soviet Union could 
mobilise 300 divisions. (" It might however help the Algerian people to win 
their freedom sooner.") If other countries strengthened their military forces in 
Germany, the Soviet Union would do the same and could always move forces 
to be in position to protect the territory of its ally, the D.D.R. But in any case 
modern wars would be fought with nuclear weapons, 10 of which could destroy 
France or for that matter the United Kingdom. The Soviet Union (and also the 
United States) would no doubt lose tens of millions, but the Soviet Union would 
certainly go to war if the Western Allies tried to force their way through to West 
Berlin after the Soviet Union had signed a peace treaty with the D.D.R. It 
would, however, be ridiculous for 200 million people to die over 2 million Berliners. 

3. Mr. Khrushchev had referred to the Prime Minister^ recent statement 
(presumably that of 27th June) as a threat, but argued that it had probably been 
made under pressure and in order to make a show of Western unity. I told him 
he was much mistaken. The Prime Ministers statement had represented the 
views of the overwhelming majority of the British people. We were threatening 
no one (indeed the boot was on the other foot) but we were firmly determined to 
carry out our obligations to defend the freedom of the West Berliners (I added 
in reply to Mr. Mikoyan a First Vice-Chairman of the Soviet Council of Ministers 
that we had no other aims or interests in Berlin) and to resist any attempt to 
deprive us of our rights in Berlin. However, the Prime Minister had laid equal 
emphasis upon our readiness to negotiate. Since President Kennedy and Mr. 
Khrushchev had also spoken of negotiation, should we not concentrate upon 
finding a mutually acceptable basis for this instead of interpreting each others 
positions as threats? For example, the Foreign Ministers had made some progress 
in 1959, but subsequent events had halted us. Could we not, as the Prime Minister 
had suggested, see whether we could not take matters up again from that point? 
I added that I myself and many people in the United Kingdom could not understand 
why the Soviet Union should insist at such admitted risks upon raising these 
issues now, although we and the Soviet Union had lived with the present German 
and Berlin situations not unsuccessfully for many years and incidentally, all 
increased our prosperity and living standards throughout this period. What was 
so wrong now from the Soviet point of view? We all wanted a real German 
settlement, covering reunification, but Mr. Khrushchev himself had volunteered 
that this was not now possible. Why then not avoid all threats and the danger 
of war by leaving things as they were? 
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4. Mr. Khrushchev at once agreed that negotiation was desirable, but not 
on the 1959 basis, which he dismissed categorically as no longer applicable to the 
present situation. As regards my other questions; 16 years was too long a period 
to maintain a provisional post-war arrangement. The world must settle down. 
Only the German question really divided the Soviet Union from the Western 
Powers. Of course we had different social systems but these were ideological 
issues which need not lead to inter-State quarrels. He maintained that only the 
absence of a German settlement prevented a stable peace, which would lead to 
increased trade and the improvement of relations between East and West. German 
reunification was out of the question (here Mr. Khrushchev spoke very 
contemptuously of Dr. Gerstenmeier's recent Bundestag statement). The West 
would never accept the communisation of the Federal Republic. Nor would the 
Soviet Union allow the D.D.R. to be absorbed in a capitalist Federal Republic. 
It was also obvious that neither the United Kingdom nor France nor even President 
Kennedy wanted a reunified Germany, which would mean war sooner or later. 
As to the Oder-Neisse frontier, General de Gaulle had accepted it publicly and 
Mr. Khrushchev was sure that neither we nor the Americans (nor for that matter 
Dr. Adenauer himself) really wanted to change it. What was therefore holding 
the West back from the reasonable course of signing peace treaties with both 
German States, excepting the fact that our ally Dr. Adenauer " that evil man " 
now decided Western policy and was working to poison relations still further 
between the West and the Soviet Union? I intervened in defence of Dr. Adenauer, 
and Mr. Khrushchev modified his attack to the extent of admitting that he would 
rather have Dr. Adenauer in power than Herr Brandt, the Governing Mayor of 
Berlin, and that he had the authority to enable him to negotiate if he chose to do so. 

5. Mr. Khrushchev continued that what really divided us over Germany 
was not so much the issues themselves, on which we were at heart agreed, as 
questions of prestige and in our case the fact that we were allowing Dr. Adenauer 
to dictate Western policies. The Soviet Government (and here Mr. Khrushchev 
appealed to his colleagues for confirmation) having decided definitely that peace 
treaties or a peace treaty must be signed this year, had given most careful thought 
to safeguarding Western prestige. Hence their proposal, which was sincerely 
meant, that West Berlin (not, he was careful to add, the whole of Berlin) should be 
a free city, preserving its social and economic system and its ties with the West 
(" after all why should the Warsaw Pact countries with nearly 300 million 
inhabitants, want another 2 million unwilling citizens ") and with guarantees through 
the presence of troops of the three Western Powers and of the Soviet Union. They 
had decided not to press for the inclusion of all Berlin within the D.D.R. but the 
Soviet Union had its own prestige problems. Since its strength and general position 
were at least equal to those of the West, the Soviet Union could not tolerate that 
the Western Powers (or rather Dr. Adenauer, through them) should, in effect, 
prohibit her on pain of military counter-measures from regularising her relations 
with her ally, the D.D.R., 16 years after the war had ended, as the Western Powers 
had done long ago with Japan and with the Federal Republic, regardless of Soviet 
interest. Of course it would be preferable that the position should be regularised 
by general peace treaties. But since the West still seemed reluctant, the Soviet 
Government would sign their own treaty with the D.D.R. and no Western threats 
would hold them back from this. 

6. I said that no one could stop the Soviet Government from signing such 
a treaty and therefore there was no question of threats in this context. But we 
were concerned with the possible consequences to us of such action we were in 
Berlin as of right and to fulfil certain obligations (I reminded Mr. Khrushchev of 
the European Advisory Commission agreements and of the withdrawal of Western 
troops from what was now the D.D.R. to the Elbe when we entered Berlin) and we 
must also retain our rights of access to Berlin. A Soviet treaty with the D.D.R. 
could not extinguish those rights, nor make them dependent upon the D.D.R.
did not wish to question Mr. Khrushchev's sincerity over his Berlin free city 
proposal, but neither we nor the West Berliners wanted any change in the present 
position. The freedom of Berlin depended upon freedom of access and under the 
Soviet proposals, we were left to arrange this not even under a Soviet guarantee, 
but with the D.D.R., with whom we had had no dealings hitherto. I did not think 
that, were the roles reversed, Mr. Khrushchev would put his own troops in such 
an uncertain position. Nor would such an arrangement give confidence to public 
opinion in West Berlin or elsewhere, and without such confidence Mr. Khrushchev 
could hardly achieve his objective of regularising and stabilising the situation. 

 I 



7. Mr. Khrushchev said I had not fully grasped the Soviet position. They 
did not question our rights stemming from the war and post-war agreements of 
occupation and access under present circumstances. But these rights were only 
valid until the signature of a peace treaty. Once the Soviet Union had signed a 
peace treaty with the D.D.R., as she fully intended to do, this would terminate the 
state of war throughout the whole territory of the D.D.R., including of course the 
land and air corridors to Berlin and indeed, strictly speaking, in Berlin itself, since 
this was within the territory of the D.D.R. The Soviet Union would not impose 
any blockade upon West Berlin, including Western forces there, nor would she 
attack them. But in the absence of any Western signature of a peace treaty or of 
some other agreed arrangement, access to West Berlin through what would then 
be the territory and air-space of the D.D.R. could only be permitted under normal 
international law, i.e., by arrangement with the D.D.R. Any Western attempt to 
push troops or aircraft through without D.D.R. agreement would be regarded by 
the Soviet Union as an act of war, and she would support the D.D.R. in resisting 
any such acts by force. The Western Powers were so preoccupied with their own 
so-called obligations and prestige that they failed to see the obvious fact that any 
other attitude would constitute an intolerable blow to Soviet prestige. 

8. There were fortunately some sensible voices in the West—Senator 
Fulbright, Mr. Lippman, Field Marshal Montgomery and Mme. Tafhouis were 
commended—in looking for another name Mr. Khrushchev sent for his briefcase 
and revealed that he had personally read and annotated a very large number of 
recent important and less important Western statements reported by Tass. 

9. It was then getting very late and I said that while I was sure we cannot 
accept many of Mr. Khrushchev's assertions, more especially as regards our rights 
and obligations, I welcomed his frankness and would convey his views as faithfully 
as I could to the Prime Minister, whom I hoped to see shortly in London. 
Meanwhile, it seemed to me that there was a real and potentially very dangerous 
misunderstanding on who was threatening whom; I was reminded of the French 
saying that" This animal is very dangerous because it defends itself when attacked ", 
Mr. Khrushchev asked me to assure the Prime Minister that he had not intended 
to make any threats, but only to remove any possible misunderstandings. The 
Soviet Government would prefer a settlement by agreement and were convinced 
that their proposals did not infringe the interests or prestige of the Western Powers 
nor the freedom of West Berlin. It was only if, under West German pressure, we 
refused to join in a peace treaty and then resorted to force to maintain ourselves 
in Berlin, that the Soviet Union would meet force with force. However, he 
remained confident that the Prime Minister and President Kennedy and 
General de Gaulle, all of whom were wise and reasonable men, would join in an 
effort to find a solution " by the way of reason ". But threats and military measures 
such as the return of United States bombers to French bases, of which he had 
read, would only make a difficult situation worse. 

10. At one point I had said that I assumed Mr. Khrushchev still considered 
that nothing much could or should be done until after the German elections and 
his own Congress. I did not get a very clear reply, since we had to return to the 
ballet after he had complained, but not apparently in all seriousness, about always 
having to wait for Western elections. 

11. Our conversation, to which Mr. Mikoyan and Mr. Gromyko, the Soviet 
Minister for Foreign Affairs, only had occasionally made minor contributions and 
at which Mrs. Khrushchev and my wife had also been present throughout, 
concluded rather incongruously with good wishes not only to the Prime Minister, 
but also to the members of the Royal Ballet. After making every allowance for 
the impression Mr. Khrushchev no doubt intended to make upon me, I came away 
with the very definite feeling that he has made up his mind and will not easily be 
deterred by any action open to us from the particular course he has chosen, which 
in his eyes combines at least an appearance of reasonableness with forcing the 
West to make the first overt military move. The issue on which he seemed to feel 
most strongly was that the Soviet Union (with her allies) was now at least on an 
equality with the West and that the situation in Germany and Berlin must be 
modified to reflect this fact, although not to such an extent as to destroy Western 
prestige and so make war inevitable. 

Mr. Gromyko has since drawn my attention, on Mr. Khrushchev's instructions, 
to the main recent articles Mr. Khrushchev had in mind and with which he was in 
such strong agreement. They are Captain Liddell Harfs letter on the North 



Atlantic Alliance and Berlin in the Sunday Times of 25th June and Mr. Wayland 
Young's article in the Guardian of 30th June. I can well understand 
Mr. Khrushchev's agreement with the former, despite its reference to his own 
" insecure position ", which incidentally was included in the Russian translation 
sent me by the Ministry of Foreign Affairs. 

I omitted to report that Mr. Khrushchev also referred to stories of the 
withdrawal of United States military dependants from Europe as attempts to 
frighten the Soviet Union. He said it would take much more than this to frighten 
revolutionaries who had fought without any arms and now had the most modern 
military weapons. 

Mr. Khrushchev also referred at some length to the 1955 Geneva meeting. 
Although he was not very clear, the main points he seemed to be making were: 

(a) That Western positions on the priority and inter-connexion of such issues 
as Germany, disarmament and European security seemed to change 
very frequently. 

(b) That the 1955 communique had not really committed the Soviet Union 
to German reunification by free elections, as had been made clear by 
subsequent Soviet statements. 

On (a), Mr. Khrushchev suggested that European security was a very important 
issue tied up with the German problem, but one which the West seemed to have 
been ignoring recently. 

July 1961. 
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CABINET 

POST OFFICE TARIFFS 

Memorandum by the Chancel lor of the Exchequer 

I have cons idered further with the P o s t m a s t e r - G e n e r a l in 
the l ight of the d i s c u s s i o n at Thursday's meet ing of the Cabinet 
(C. C. (6l) 40th Conclus ions , Minute 3). 

2. I can s e e no advantage in delaying the announcment of 
higher charges . If we delay until October, we l o s e s o m e mi l l ions 
in rece ip t s from the extra c h a r g e s ; we l o s e the deterrent effect on 
the demand for te lephones . The operation i s a xiseful anti- inf lat ionary 
inf luence, which I need as quickly as p o s s i b l e . The P o s t m a s t e r -
G e n e r a l s proposa l s are in complete a g r e e m e n t with, and are indeed 
e s s e n t i a l to my genera l plan. 

3. It would s e e m best for the P s t m a s t e r - G e n e r a l to make his 
s ta tement as ear ly as p o s s i b l e , for I would l ike to get this out of 
the way before my statement . He would put the case on i ts m e r i t s , 
with part icular re f erence to : 

( i )	 Increased charges arising from h-savy i n c r e a s e s in 
w a g e s , only part of which can be absorbed by greater 
ef f ic iency, e tc . 

(ii)	 That it i s part of our pol icy for keeping the 
nat ional ised industr ies in proper f inancial 
shape and reducing their c la ims on the Exchequer . 

3 . L. 

T r e a s u r y Chambers , S . W . 1 . 

14th July, 1961 
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CABINET 

TRADE UNION ELECTIONS 

Memorandum by the At torney-Genera l 

On 13th July, the Cabinet invited m e , in consultat ion with the 
Minister of Labour, to c irculate a m e m o r a n d u m on p o s s i b l e l eg i s la t ion 
on trade union e l ec t ions (C. C. (61) 40th Conc lus ions , Minute 4) . 

2. I start with the as sumpt ion that any changes in the law relat ing 
to trade unions to m e e t the s i tuation r e v e a l e d by the E l e c t r i c a l Trades 
Union (E. T. U. ) c a s e mus t be acceptable to the Trades Union C o n g r e s s 
(T. U. C. ) or , if they are not acceptable to the T. U. C. , so obvious ly fair 
and reasonable and for the protec t ion of the rank and f i le of the unions 
that if the T. U. C. do re j ec t them there wi l l be overwhe lming public 
support for the l eg i s la t ion . 

3. One c r i t i c i s m made by the Judge in the E. T. U. c a s e was that 
many of the ru le s of the union were unintel l ig ible and s o gave r i s e to 
dispute about whether or not they had been compl ied with. Another 
was of the fraudulent manner in which a rule had been a l t ered . I do not 
think we should s e e k to i m p o s e any r u l e s on the unions , nor do I think 
that there i s any m a c h i n e r y we can dev i se which wi l l prevent fraud in 
secur ing an a l terat ion to the r u l e s . The m o s t that we could do i s to 
provide for independent examinat ion of the r u l e s to s e c u r e that they 
are inte l l ig ib le . The object of this examinat ion would not be to s e c u r e 
the adoption of a mode l set of r u l e s . The unions would r e m a i n f r e e 
to make what r u l e s they l iked. The examinat ion would r e v e a l drafting 
defec t s , unintel l ig ibi l i ty , unworkabil i ty and it m a y be points not 
provided for . 

I do not think that it would be a good thing for such an e x a m i n a 
tion to be conducted by a Judge. That would savour too much of an 
impos i t ion on the unions . 

I would pre fer the duty of examining the r u l e s to be p laced on 
the R e g i s t r a r , with whom the unions a r e not unaccus tomed to deal ing. 
I think that he should in the f i r s t p lace report the r e s u l t s of his e x a m i n a 
tion to the unions and that h i s report should only be m a d e public if the 
union re fused to a l ter ru les which w e r e so uninte l l ig ib le , unworkable 
or contradictory as to impede "the lawful e x e r c i s e " by the w o r k e r s 
and e m p l o y e r s of their right "to e l ec t their r e p r e s e n t a t i v e s in full 
f reedom". 

4 . If the r u l e s for e l ec t ions a r e made in te l l ig ib le , that wi l l 
faci l i tate detect ion of b r e a c h e s of them and I think this m u s t be the 
f i r s t step to s e c u r e fair e l e c t i o n s . 

SECHET 



5. Now I come to the actual conduct of the e l e c t i o n s . The recent 
c a s e has shown the extent of the invest igat ion required when there i s 
conspiracy between the l e a d e r s of the union to rig the e lect ion . 
Whether the case c o m e s before the Courts or before the R e g i s t r a r , the 
s a m e invest igat ion wi l l be required. I doubt m y s e l f whether there 
would have been much saving in cos t or t ime if the E. T. U. c a s e had 
been heard by the Reg i s t rar and I doubt whether the powers of the 
Reg i s t rar to enforce d i s c o v e r y would compare with those of the Courts . 
But the bringing of proceed ings whether before the Courts or the 
Reg i s t rar in r e s p e c t of an e lect ion wi l l not s e c u r e that e l ec t ions are 
proper ly conducted. 

6. Some Unions go so far as to employ outside bodies to s u p e r v i s e 
the ir e l ec t ions . I sugges t that the powers of the Reg i s t rar should be 
extended so that he could provide this s e r v i c e for the unions if they 
wanted it. I do not suppose that superv i s ion by the Reg i s t rar or an 
outside body wil l be a complete check against fraud. Unles s pol l ing 
stat ions are e s tab l i shed , I can see no mach inery which would be 
effect ive to stop fraud by branch s e c r e t a r i e s . But if the Reg i s t rar 
ran the e lec t ions for the unions it would at l e a s t go some way to s e c u r e 
fa ir e lec t ions and to r e l i e v e the unions of the r i s k of a l legat ions of 
fraud by their m e m b e r s . 

7. If this proposa l i s accepted, I would not g ive the R e g i s t r a r any 
judicial functions for that would not fit in wel l with his respons ib i l i ty 
for e l ec t ions . It would be for the unions to contract in and to pay for 
the work done on their behalf. If they did not contract in and did not 
provide for adequate superv i s ion by some outside body, they would 
remain open to a l legat ions of r igging e lec t ions and to act ions in the 
Courts both of which m a y be m o r e frequent as a re su l t of the E. T. U. 
c a s e . 

8. Both these sugges t ions can be p r e s e n t e d as intended to 
faci l i tate the task of the unions . If they are re jec ted by the T. U. C. , 
then I fee l there i s a fa ir chance of securing widespread public support 
for them. 

9. I do not fee l that the. proposa l to g ive the Reg i s t rar p o w e r s 
s i m i l a r to those p o s s e s s e d by the Courts wil l suffice to m e e t the public 
demand for s teps to be taken to s e c u r e honest e l ec t ions . I hope - I 
m a y be far too opt imis t i c - that m y proposa l s would appear so 
reasonable that the T. U. C. would find it difficult to re jec t them. 

R. E. M . - B . 

Law Off icers ' Department , W. C. 2. 

14th July, 1961. 
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( t h i s d o c u m e n t i s t h e p r o p e r t y o f h e r b r i t a n n i c m a j e s t y ' s g o v e r n m e n t ) 

c o p  y n o  . ^0 

17th July, 1961 

CABINET 

LOCAL GOVERNMENT IN GREATER LONDON 

Memorandum by the S e c r e t a r y of State for the 
Home Department 

Greater London Council 

The Cabinet have already recorded their genera l v i e w that, 
except as r e g a r d s education, the Government should accept the m a i n pattern 
for loca l government in Greater London r e c o m m e n d e d by the Royal C o m m i s s i o n 
that i s , a d irec t ly e l e c t e d Greater London Council r e spons ib le for such functions 
notably planning, traffic and main roads - as need to be planned and operated 
over the a r e a as a whole , together with boroughs f o r m e d by the amalgamat ion 
of ex i s t ing a r e a s , which would be the p r i m a r y units of loca l government 
(C. C. (61) 39th Conc lus ions , Minute 6). There i s no doubt that the a l ternat ive 
plan put forward by the f ive counties affected, for an indirec t ly e l e c t e d joint 
body with main ly adv i sory funct ions , would not beg in to m e e t the r e a l n e e d s 
of today. 

S ize .ofJ:he^ Boroughs 

2. The M i n i s t e r s re spons ib l e for the pr inc ipa l loca l s e r v i c e s were 
i n v i t e d to cons ider further the s i z e and number of the new boroughs and the 
whole quest ion how b e s t to organ i se the education s e r v i c e in Greater London. 
We b e l i e v e that in a conurbated a r e a of this kind - to which we are just i f ied 
in applying c r i t e r i a different f r o m , perhaps , any other part of the country 
l o c a l government a r e a s with a population as s m a l l aslOO, 000, as r e c o m m e n d e d 

b y the Royal C o m m i s s i o n , would not be big enough. V/e doubt whether it 
would be p o s s i b l e to r e c r u i t enough chief o f f i cers of the right ca l ibre or to 
find enough suitable people to s e r v e as m e m b e r s of s o m e fifty borough counci l s 

and the ir numerous	 s p e c i a l i s t c o m m i t t e e s . And we think that admin i s tra t ive 
e f f ic iency and the need to prov ide adequate r e s o u r c e s a l s o ca l l , in Greater 
London, for b igger units of government . 

3. We there fore r e c o m m e n d that the new boroughs should each have 
a population of not l e s s than about 200, 000 and that a fa ir proport ion of them 
should be subs tant ia l l y b igger . This m e a n s in a l m o s t every c a s e amalgamat ing 
ex i s t ing uni t s , a p r o c e s s which i s bound to provoke much r e s i s t a n c e with a 
definite po l i t i ca l f lavour. We have taken account of the v iew e x p r e s s e d in 
Cabinet that we should be in a better pos i t ion if, in this r e s p e c t , we accepted 
the pattern put forward by the Royal C o m m i s s i o n as it stood. But even that 
involved a gr eat deal of amalgamat ion and it i s not cer ta in that re s i s tance , 
to our proposa l s would be s ignif icantly m o r e v io lent than to those of the 
Royal C o m m i s s i o n . We think, at all e v e n t s , that we should be ready to go 
for the pattern which s e e m s to us best on i ts own m e r i t s . 
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The Education Service 

4. The -Royal C o m m i s s i o n r e c o m m e n d e d that, whi le the boroughs 
should be respons ib le for the day- to -day operation of the education s e r v i c e , 
respons ib i l i ty for pol icy and planning at the loca l l e v e l should r e s t with 
the Greater London Council. This proposal h a s , on the face of it , cons iderable 
at tract ions , but after careful thought we have accepted the v iew of the 
Minister of Education that a two- t i er s y s t e m of the kind proposed cannot hope 
to produce a rea l ly sa t i s fac tory s e r v i c e . Clear ly the Greater London Council 
cannot be made the so l e education authority for an area containing near ly 
one - s ix th of the whole population and we are there fore led to the conclus ion 
that the Council should have no education functions at al l . This i s l ike ly to 
make the plan as a whole m o r e acceptable to the ex is t ing local authorit ies 
and we have l i t t le doubt that the remaining functions a s s i g n e d to the Council 
would provide them with interest ing and important work enough to maintain 

the ir vital i ty. 

5. We a l s o accept the Minister of E d u c a t i o n s v i ew that individual 
boroughs even of the s i z e we now propose - that i s , with a m i n i m u m population 
of 200, 000 - would, in this a r e a , be too s m a l l for the purposes of education. 
This i s part ly a mat ter of the recru i tment of h igh-grade adminis trat ive 
staff but m o r e e s p e c i a l l y of the maintenance and, indeed, deve lopment of 
f reedom of choice between s c h o o l s , which we do not b e l i e v e could in pract i ce 
be s ecured by adminis trat ive arrangements between independent author i t i es . 
We therefore invite the Cabinet to approve the M i n i s t e r ' s proposa l that 
throughout Greater London education should be the respons ib i l i ty of joint 
boards constituted by grouping (for this purpose alone) the new borough counci ls 
into units with a population, in m o s t c a s e s , of the order of 400 , 000. 

6. There are two main object ions to this proposa l . F i r s t , that 
it means d i smember ing the London County Council education s e r v i c e , which 
i s widely acknowledged to be a good one. But if we a r e to r e - o r g a n i s e London 
loca l government at a l l , that d i s m e m b e r m e n t i s inevitable on any pattern. 
The effect could, however , be great ly mi t igated if we were to prov ide a 
s ing le joint board for a large central area , straddling the R i v e r , with a 
population up to, say , 2 m i l l i o n s . This would be near ly two- th irds of the 
London County C o u n c i l s population and a very substantial nuc leus of their 
s e r v i c e could be so p r e s e r v e d . That i s what we r e c o m m e n d . We have cons ider 
a suggest ion put forward in the Cabinet's e a r l i e r d i s c u s s i o n that the education 
authority for the central area should be the Greater London Council i t se l f j 
but we do not think that this would be prac t i cab le , part ly b e c a u s e at l ea s t 
half the m e m b e r s	 of the Council would be drawn from outside the centra l area 
and partly b e c a u s e the powerful loca l authori t ies concerned would be unwilling 
to be refused respons ib i l i ty for education when it was being given to those 
on the per iphery . 

7. The second objection i s the probable re luctance of the loca l 

authori t ies , and e s p e c i a l l y the three county boroughs in the a r e a , to be 

grouped into joint boards . Apart, however , f rom these three , the authorit ies 

wil l be acquiring for the f irs t t ime a share in re spons ib i l i ty for what i s 
perhaps the m o s t important of al l loca l government s e r v i c e s and this g ives 
reason to hope that any init ial r e s i s t a n c e to our proposa l s would not be long 
maintained. 

- 2 -
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Publ icat ion ^Jfche^Gpvernment.' s , yiews r 

8. There would be e v e r y advantage, both prac t i ca l and po l i t i ca l , 
in making known our genera l v i e w s on the Royal C o m m i s s i o n ^ report a s 
scon as we can. The a tmosphere Of uncertainty i s a lready making it a l m o s t 
i m p o s s i b l e to f i l l s en ior p o s t s except by promot ion and, if it i s not soon 
d i s s ipated , could e a s i l y lead to sugges t ions that we w e r e shirking a difficult 
dec i s ion . We therefore sugges t that a White Paper should be publ ished 
sett ing out our v i e w s on the report , the pattern we o u r s e l v e s propose and our 
intention to l e g i s l a t e in the S e s s i o n a.fter next . Our proposa l s would be e x 
p r e s s e d in fa ir ly broad t e r m s * and indeed the actual borough boundaries 
and the const i tut ion of the joint boards for education would not be de termined 
even in the Bi l l i tself . But we m a y not be able to get this ready before the 
House r i s e s and the p r e s e n t month i s not the happiest moment for publishing 
dec i s ions of this magnitude. We there fore sugges t that the White Paper 
should be prepared at once and submitted to the Cabinet. 

Sjmimajry 

9. We invite the Cabinet to agree that 

(a) There should be a d irec t ly e l e c t e d Greater1 London Council 
r e spons ib l e for planning, traf f ic , main roads and, broadly, the other, 
functions a s s i g n e d to it by the Royal C o m m i s s i o n , except education. 

(b) The a r e a should be divided into boroughs with a m i n i m u m 
population of about 200, 000, but with a fair proport ion substantial ly b igger . 

(c) The new borough counc i l s should be re spons ib l e for al l 
loca l government s e r v i c e s other than education and those a s s i g n e d to the 
Greater London Council . 

(d) F o r the education s e r v i c e , joint boards should be crea ted 
with populations of the order of 400, 000 but with a s ingle board r e s p o n s i b l e 
for a central a r e a having a population of up to 2 m i l l i o n s . 

R. A. B. 

Home Office, S. W. 1. 

17th July, 1961 


