
(c) crown copyright

Catalogue Reference:CAB/128/43 Image Reference:0001



THIS D O C U M E N T IS T H E P R O P E R T Y OF 

H E R B R I T A N N I C MAJESTY'S G O V E R N M E N T 


Printed for the Cabinet. March 1968 

CC(68) Copy No . 33 
1st Conclusions 

CABINET 

CONCLUSIONS of a Meeting of the Cabinet held at 

10 Downing Street, S.W.1, on Thursday, 4th January, 1968, 


at 3.00 p.m. 


Present: 

The Right Hon. H A R O L D W I L S O N , M P , Prime Minister 

The Right Hon. G E O R G E B R O W N , M P , The Right Hon. M I C H A E L STEWART, 

Secretary of State for Foreign Affairs M P , First Secretary of State 

The Right Hon. J A M E S CALLAGHAN, M P , The Right Hon. L O R D GARDINER, Lord 
Secretary of State for the Home Chancellor 
Department 

The Right Hon. R O Y J E N K I N S , M P , The Right Hon. R I C H A R D C R O S S M A N , 

Chancellor of the Exchequer M P , Lord President of the Council 

The Right Hon. D E N I S H E A L E Y , M P , The Right Hon . W I L L I A M R O S S , M P , 

Secretary of State for Defence Secretary of State for Scotland 

The Right Hon. PATRICK GORDON The Right Hon. ANTHONY C R O S L A N D , 
WALKER, M P , Secretary of State for M P . President of the Board of Trade 
Education and Science 

The Right Hon. G E O R G E T H O M S O N , The Right Hon . PETER S H O R E , M P , 
M P , Secretary of State for Common- Secretary of State for Economic 
wealth Affairs Affairs 

The Right Hon. ANTHONY G R E E N W O O D , The Right Hon. T H E E A R L O F 
M P, Minister of Housing and Local LONGFORD, Lord Privy Seal 
Government 

The Right Hon. R. J. G U N T E R , M P  , The Right Hon. F R E D PEART, M P , 

Minister of Labour Minister of Agriculture, Fisheries 
and Food 

The Right Hon. BARBARA C A S T L E , M P , The Right Hon. C L E D W Y N H U G H E S , 

Minister of Transpor t M p, Secretary of State for Wales 

The Right Hon. RICHARD M A R S H , M P, The Right Lion. ANTHONY W E D G W O O D 
Minister of Power BENN, M P , Minister of Technology 

The following were also present: 

The Right Hon. R E G I N A L D PRENTICE, The Right Hon. K E N N E T H R O B I N S O N , 
M p, Minister of Overseas Develop- M p, Minister of Health 
ment 

The Right Hon. J U D I T H H A R T , M P , The Right Hon. E D W A R D S H O R T , M P  , 
Minister of Social Security Postmaster-General 

The Right Hon. R O B E R T M E L L I S H , M P , The Right Hon. JOHN D I A M O N D , M P  , 
Minister of Public Building and Chief Secretary, Treasury 
Works 

The Right Hon. J O H N SILKIN, M P  , 

Parl iamentary Secretary, Treasury 



Secretariat : 
Sir BURKE T R E N D 

Mr. W. A. N I E L D 

Miss J. J. N U N N 

Mr. E. M. R O S E 

Mr. K. BARNES 

Mr. P. E. THORNTON 

C O N T E N T S 

Item

1 OVERSEA A F F A I R S

Approach to Europe 

Subject Page 

3 

2 P U B L I C E X P E N D I T U R E :

Procedure 
 POST-DEVALUATION M E A S U R E S . . . 3 

3 PUBLIC E X P E N D I T U R E : POST-DEVALUATION M E A S U R E S

Review and effect on Balance of Payments 
Defence Commitments 
Equipment of the Forces ( F - l l l ) 

 . . . 4 



Oversea 
Affairs 
Approach to 
Europe 

(Previous 
Reference: 
CC (67) 73rd 
Conclusions, 
Minute 3) 

Public 
Expenditure: 
Post-
Devaluation 
Measures 

Procedure 

CC 1 (68) 

SECRET 
1. The Foreign Secretary said that he was pursuing the 

consultations with the five member countries of the European 
Economic Community (EEC) other than France on the lines approved 
by the Cabinet following their consideration of his memorandum 
C (67) 187 on 20th December. He would report further to the 
Cabinet when the consultations had proceeded sufficiently far to 
warrant this. 

The C a b i n e t -
Took note, with approval, of the Foreign Secretary's 
statement. 

SECRET 
2. The Prime Minister said that the memoranda on post

devaluation measures to restrain public expenditure (C (68) 1, 2, 4, 5, 
6, 7, 8, 9, 10 and 11) which had been circulated to members of the 
Cabinet and to the other Ministers present were for their personal 
use only and should not be disclosed more widely, save for the limited 
number of senior officials who might need to be brought into 
consultation. It was essential that the strictest security should be 
observed about the Cabinet discussions on this subject. The Foreign 
Secretary and the Commonwealth Secretary would shortly be 
undertaking difficult consultations overseas with a number of 
countries who would be markedly affected by the measures under 
consideration, and any premature disclosure of information about 
the Cabinefs consideration of these measures would make their task 
the more difficult and perhaps prejudice its success. Moreover, it 
was essential that the measures to be announced by the Government 
should be justifiable not only on their individual merits but also 
collectively as constituting a well balanced policy to take advantage 
of the opportunity afforded by devaluation to achieve economic 
recovery; and this objective would be prejudiced if there were 
leakages of information about individual measures before the group 
could be announced as a whole. 

It was unlikely that it would be possible for the Cabinet to 
complete their consideration of the measures at a single meeting. 
He therefore proposed that the Cabinet should meet again on the 
following day to bring to a conclusion their initial consideration of the 
broad scope and balance of the proposals. He had also, together 
with the Foreign Secretary, the Chancellor of the Exchequer and the 
Leader of the House of Commons, given some consideration to the 
Parliamentary procedure to be followed in respect of the 
announcement and discussion of the measures. As matters stood, 
the first substantive business of the House of Commons on 
Wednesday, 17th January, after the Recess, would be a two-day 
debate on foreign affairs; and this would inevitably pre-empt 
discussion of the overseas aspects of the Government^ measures in 
isolation from their domestic aspects. The best course would, 
therefore, appear to be to recall Parliament a day early, on Tuesday, 
16th January; to announce the Governmenfs measures on that day ; 
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and to arrange for a debate on them on the two following days, 
postponing the foreign affairs debate until the following week. 

In discussion there was general agreement that the Prime 
Minister^ proposals represented the best solution of the procedural 
problems. Although the Foreign Secretary and the Commonwealth 
Secretary would not have returned from their consultations overseas 
until 14th and 15th January and would need to be in a position to tell 
the Governments whom they would be consulting that their views 
would be reported to the Cabinet, it would not be practicable or 
desirable to announce the Governmenfs measures to Parliament any 
later than was now proposed. If the Cabinet reached broad 
agreement that day and the following day on the scope and balance 
of the measures to be announced, it would be possible to keep the 
Foreign Secretary and the Commonwealth Secretary informed of any 
significant developments whilst they were overseas and to take 
account of the views of the Governments whom they would be 
consulting on the basis of telegraphed reports. It would also be 
necessary to arrange a meeting of the Cabinet after the Foreign 
Secretary and the Commonwealth Secretary had returned and before 
the Governmenfs measures were announced. 

The Prime Minister, summing up the Cabinefs discussion on 
procedure, said that the Cabinet were agreed that they should meet 
the following day to complete their consideration of the scope and 
balance of the post-devaluation measures. They were also agreed in 
principle that Parliament should be recalled a day early, i.e., to meet 
on Tuesday, 16th January, and that the Governments measures 
should be announced on that date and should be followed by a debate 
on Wednesday and Thursday, 17th and 18th January. It would not, 
however, be necessary to give effect to this decision until the following 
week, and this would afford an opportunity for further consideration 
should developments so require. 

The Foreign Secretary and the Commonwealth Secretary should 
expedite so far as possible their consultations with other countries in 
order to be present at the Cabinet's final meetings before the measures , 
were announced. 

The Cabinet— 
Took note with approval of the Prime Ministers summing 
up of their discussion. 

SECRET 
3. The Cabinet had before them a memorandum and a note by 

the Chancellor of the Exchequer on public expenditure (C (68) 5 
and 6). 

The Chancellor of the Exchequer said that the covering note to 
his memorandum (C (68) 5) demonstrated that, in order to make a 
success of devaluation by establishing our balance of payments 
beyond doubt, the Government should now take further action to 
reduce demand by an annual rate of something of the order of £1,000 
million in terms of increases in taxes or reductions in public 
expenditure and to achieve as much as possible of this shift of 
resources by means of reductions in public expenditure programmes. 
Three main reasons for this were as follows. 



C C  1 (68) 

First, our external financial position made it essential for us to 
transform a substantial deficit on our external payments in 1967 to 
a large surplus in 1969. 1967 would be the fifth successive year in 
which our external payments had been adverse. The accumulated 
deficit of that period would amount to some £2,000 million and would 
bring us nearly to the end of the borrowing rights available on 
tolerable terms. Because the disadvantages of devaluation took 
effect earlier than the advantages, 1968 would be a neutral year from 
the point of view of the balance of payments, with a continuing deficit 
in the first half and a compensating improvement in the second. In 
1969, however, the competitive advantages afforded by devaluation 
should be at their peak. If, therefore, we were to restore our balance 
of payments position over the next two financial years, it would be 
necessary to aim at an external surplus of some £500 million in the 
second year. This was not an excessive target: it amounted to only 
a quarter of the accumulated deficit of the last five years, and 
improvement in the balance of payments of the order proposed— 
from a deficit of £300 million in the current year to a surplus of £500 
million in 1969—was not an unreasonable aim either in itself or in the 
light of the recent success of Federal Germany and of Italy in this 
respect. But in order to achieve this target it would be necessary to 
make room for a shift in resources to exports and to import-saving 
at an annual rate of the order of £1,000 million. 

Second, it would clearly be impossible to achieve so large a shift 
in demand and resources by means of taxation alone. To attempt 
this would involve such substantial increases in taxation, both direct 
and indirect, that a consequential and counter-productive spiral effect 
on wages and prices would be unavoidable. Moreover, with 
employment increasing, such a course would involve a significant fall 
in the standard of living in 1968, and no increase in that standard in 
1969. It was therefore essential that as much as possible of the 
necessary shift of resources should be achieved by means of 
reductions in public expenditure programmes. 

Third, the factor of confidence in sterling would be of the utmost 
importance during the first half of 1968 when, for the reasons which 
he had stated, our external trade balance was likely to continue to 
be adverse. There was substantial expectation in countries overseas, 
on whose confidence we were dependent, that our public expenditure 
would be restrained, if not indeed reduced; and the rise in public 
expenditure foreshadowed in the current departmental estimates 
would, if it were not sharply held back, have a very damaging'effect 
on external confidence. 

For these reasons it was imperative that the measures to restrain 
public expenditure should be, and should be seen to be, both adequate 
in the aggregate to achieve their purpose and properly balanced in 
their composition, embodying substantial reductions in our 
programmes of expenditure both at home and overseas, including 
defence expenditure. He could not accept the argument that, because 
public expenditure for civil purposes had greatly increased in the last 
few years whilst defence expenditure had been held relatively steady, 



the later should not also make a substantial contribution to the 
necessary economies. It had been a major part of the mandate upon 
which the Government were elected that they would take steps to 
remedy the disproportion between spending on defence and on civil 
purposes. It had to be recognised, however, that it would not be 
possible to make significant defence savings in the financial year 
1968-69 and that there were limits to the economies which could be 
achieved in 1969-70. It was therefore the more important, if defence 
expenditure was to make a contribution sufficient to give an 
appropriate balance to the Government^ economy measures as a 
whole, that the exigencies of our present economic situation, and the 
public realisation of them, should be made the occasion for firm 
long-term decisions on defence policy of such a character as to 
demonstrate clearly that we were now prepared in this respect to cut 
our coat according to our cloth. He therefore proposed that the 
Government should now decide and announce to Parliament on 16th 
January two groups of measures to these ends. First, that the 
Government had decided that the United Kingdom should now 
withdraw from its political and defence responsibilities in the area 
East of Suez by the end of the financial year 1970-71, instead of by 
the mid-70's as provided for by previous policy decisions in this field. 
On this proposal he differed from the Ministers responsible for 
external policy and defence, who accepted the proposed withdrawal 
in principle but felt that it should not be completed until the end of 
the financial year 1971-72. In his view the difference of date was a 
significant one, since the earlier date would mean that the withdrawal 
could be completed within the lifetime of the present Parliament, and 
almost within the present decade, whereas the latter date would for 
these reasons achieve less impact as a decisive change from present 
policy. The earlier date would afford some 3£ years in which the 
Governments affected by our withdrawal could rearrange their 
affairs; and in his view deferment of our withdrawal for a further 
year would not significantly assist them in this respect. Second, it 
was essential that these reductions in our commitments should be 
seen to be reflected in corresponding reductions in our expenditure 
on defence equipment and personnel and consequential structural 
readjustments in our forces. In particular, it was important that 
there should be a significant reduction in our very substantial 
purchases of foreign aircraft. The argument that the cost of these 
was largely neutralised by offset arrangements was not valid, 
especially in present circumstances when the resources used for 
production and sales for offset purposes were needed to reinforce the 
drive for more exports and for import-saving. In our changed 
national circumstances these proposals were right in themselves and 
should be given priority among the measures which the Government 
must take in the present situation. 

Only on that basis could adequate reductions be made in the 
growth of civil expenditure. The scope of the reductions proposed 
in his memorandum was such that he could now comment only upon 
those which, for political, economic, or social reasons were of 
particular importance. In the savings in civil expenditure there 
should be a balance between those achieved by additional charges 



and those achieved by reductions in services. Under the former head, 
he proposed to re-impose charges for prescriptions made under the 
National Health Service. Such charges were essential to any realistic 
set of economies in expenditure and would be less harmful to the 
National Health Service than any of the alternative means of 
economy which had been suggested, including an increase in 
contributions. He proposed that there should also be increases in 
the charges for dental services and for school meals and that 
economies should be made in local health and welfare services. As 
regards education, he proposed a three-year deferment of the raising 
of the school-leaving age. This would be an unpalatable decision; 
but its effects would be mitigated by important concessions to avoid 
undue delay in the implementation of the Governments policies for 
the formation of comprehensive schools and for the elimination of 
the worst school buildings. The improvement in the housing 
situation justified the savings on the housing programme which he 
had put forward in his memorandum. Family allowances had 
presented an important but very difficult problem. The 7s. Od. 
increase in allowances planned for April 1968 could not be increased; 
and he was considering whether it could be made more selective 
without resort to an individual means test. Administrative difficulties 
and tax consideration prevented him at this stage from putting 
forward more definite proposals; but he was considering with great 
urgency how far it might be possible to introduce the principle of 
selectivity immediately; and he hoped that before 1969 it would be 
possible to apply this principle comprehensively on an acceptable 
basis. He proposed that civil defence should now in effect be put on 
a " care and maintenance " basis, so as to achieve a saving of some 
two-thirds of present expenditure by 1969-70. The increase in the 
numbers of employees of central and local government was giving 
rise to much public criticism; and he proposed that every effort should 
be made to avoid any increase in such employment in 1968-69. 
Expenditure on road construction, improvement and maintenance 
was growing so quickly that it was essential that economies should 
be made, the main burden of which should fall upon minor roads, 
with particular application to road maintenance by local authorities. 
It was similarly essential that expenditure by local authorities should 
make an adequate contribution to the economy programme. Much 
of this expenditure arose in respect of the implementation by local 
authorities of central government policies, and the main means of 
control of the remainder was the Exchequer rate support grant. This 
grant was fixed for two years at a time, i.e., currently until the end of 
1968, with provision for interim increases as justified by rising prices. 
It would therefore be difficult to change the rate of grants before the 
end of 1968. But he proposed to serve notice as part of the current 
measures that he would not be able to approve any increases in the 
,grant in respect of 1968 and that for the next two-year period, 1969 
and 1970, he would not be prepared to allow any increase in the rate 
of grant in excess of three per cent in real terms. In so far as his other 
proposals for economies in local authority expenditure were 
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unacceptable, e.g., in respect of education it would be necessary to 
make the three per cent restriction more severe. 

The Cabinet would understand that, while the proposals in his 
memorandum represented a formidable and unpalatable programme 
of economies, it was essential for the economy and for the financial 
standing of the country that effect should be given to it ; when 
circumstances improved, mitigations could be introduced accordingly. 
But the Cabinet should be clear that it was his view that the proposals 
as they stood could not be regarded as too severe but indeed that, 
having regard to the proportion of the necessary shift in resources 
still remaining to be made by increases in taxation, a considerable 
case could be made for restrictions on public expenditure of still 
greater severity. 

The Cabinet then turned to consider a memorandum by the 
Foreign Secretary and the Commonwealth Secretary (C (68) 7) on 
reductions in defence commitments. 

The Prime Minister informed the Cabinet that there had been 
some preliminary discussion of cuts in the defence programme by a 
smaller group of Ministers earlier that day. The discussion had 
centred on two main issues—our future defence commitments and 
the equipment of the forces. These issues might be considered 
separately. As regards commitments opinion had been divided on 
two points : first, whether our final withdrawal from Singapore and 
Malaysia should be completed by 31st March, 1971 or by 31st March, 
1972; and secondly, given that we could not remain in the Persian 
Gulf after we had withdrawn from the Far East, whether we should 
aim to withdraw from the Gulf earlier and whether we should 
announce our decision publicly. 

The Foreign Secretary said that it would be wrong to suppose 
that any new major change of policy was now in question. That 
change had been made as a result of the last Defence Review in July 
1967 when the decision had been taken to withdraw our forces from 
East of Suez and, although it had not been announced at the time 
from the Persian Gulf. We had secured the acquiescence of our 
allies in the decision to withdraw from the Far East by not giving 
a precise date for our withdrawal but by stating that it would be in 
the " middle 1970s " and by promising a continued military capability 
for use in the .'-.rea after our withdrawal. The issue was now whether 
our withdrawal should be accelerated. Given the cuts which would 
be necessary in domestic expenditure, the overseas departments did 
not oppose an accelerated withdrawal. But it must be recognised 
that it would entail serious risks for the stability of the area. He and 
the Commonwealth Secretary were firmly of the view, and it was also 
the unanimous opinion of their advisers, that the earliest date which 
would be tolerable for the completion of the rundown would be 
31st March, 1972. In Singapore we should be throwing on the labour 
market about 60,000 people now directly deriving their employment 
from the British forces. This could provoke widespread labour 
unrest, possibly leading to the overthrow of Mr. Lee Kuan Yew's 
Government and the assumption of power by a Communist regime. 
These risks would be greatly increased if we had to complete our 



withdrawal by 31st March, 1971. One year's delay could make a 
very considerable difference. Our withdrawal would in any case lead 
to a serious diminution of British influence in an area where we 
should still retain important economic and other interests even after 
withdrawal. Once our forces had gone we should depend more than 
ever for the protection of those interests on the good will of the local 
administrations. If we aroused their distrust they had it in their 
power to organise against us. Even if we ceased to be a world power, 
we should continue to retain world interests and to need friends and 
allies to defend them. We could not afford to flout international 
opinion in the way the French did. 

In the Persian Gulf direct British interests were involved. Forty 
per cent of our oil supplies (and over 50 per cent of Western Europe's) 
came from the Gulf; and the 40 per cent of Gulf oil which was in 
^British ownership made a significant contribution to our foreign 
exchange earnings. He recognised that our forces could not defend 
our oil supplies and that the oil producing states needed us as 
customers for their oil. But there was a real risk of intervention by 
other Powers; and this risk would increase with the speed of our 
withdrawal. The Soviet Union was already buying Iraq oil which 
she did not need, in order to establish her political influence in the 
area. If there were disorders in the Gulf States, our oil installations 
would be in danger. The Middle East crisis in the summer of 1967 
had shown that no Arab State could stand out against popular 
demand not to supply us with oil. For these reasons he would prefer 
to make no announcement of our plans for withdrawal from the Gulf. 
Once it was known we were going, we might well be faced with the 
same situation as we had faced in Aden and be forced to leave sooner 
than we intended. 

The Commonwealth Secretary said that the decision to withdraw 
from the Far East had already been taken. The issue now was the 
date of withdrawal. To advance withdrawal to 1970-71 from 
1971-72 would produce no savings in 1968-69 and only £5 million in 
1969-70. The difference of a year might not be important for us ; 
,but it could be vital for our Far Eastern allies and especially for 
Singapore. Our withdrawal would create widespread unemployment 
in Singapore; and it would make a very great difference if this were 
phased over three years instead of four. There was a real danger 
of this unemployment leading to the overthrow of the regime. The 
extra year would also be important for our relations with Malaysia, 
Australia and New Zealand. Fie was leaving for the Far East on 
the 5th January and would have to explain to our Commonwealth 
allies why we had been obliged to change our minds about the rate 
of our withdrawal only a few months after we had assured them that 
the Defence Review of July, 1967 would be the last in the life of this 
Parliament. He needed guidance from his colleagues on what to say. 
He would like to tell the Governments concerned that we should not 
withdraw before 1971-72; that this earlier date would involve an 
increase in mitigatory aid; and that he was ready to listen to their 
views and to report back to his colleagues. 

B 



In the course of discussion on the date of our withdrawal from 
the Far East it was argued in favour of withdrawal by 1971-72 that, 
given that the principle of withdrawal had already been decided and 
-that the only issue was its timing, the extra year proposed by the 
Foreign Secretary and the Commonwealth Secretary was important 
for the countries concerned, especially Singapore, and would extend 
by one-third the time available for them to adjust themselves to the 
impact of our withdrawal. We had to set the minimal savings which 
would result from bringing forward our withdrawal to 1970-71 
against the political and economic risks involved in the area. It was 
in our own interests to withdraw in circumstances which would 
enable us to maintain the maximum of good will in the countries 
concerned, with whom we should still need to trade and do business 
after our withdrawal. We should also still retain our moral 
obligations to Australia cind New Zealand. Another consideration 
pointing to a later rather than an earlier withdrawal was the fact that 
we had 35,000 servicemen and 12,000 dependants in Singapore and 
Malaysia: and, if there were disorders, their withdrawal might 
become dangerous and expensive. The later date would also reduce 
the formidable administrative problems of organising their return 
to this country. 

In favour of the earlier date of 1970-71 it was argued that it 
would still allow 3£ years for the rundown; and that an extra year 
was unlikely in practice to make a critical difference or appreciably 
to reduce the dangers of disorder in the area. We must expect that 
our decision would be unwelcome to the United States, Australia 
and New Zealand; but their reaction would not be materially 
influenced by the margin of a year. Even in Singapore it was far 
from certain that unemployment would be as massive as was feared 
or would necessarily lead to disorder. The Prime Minister of 
Singapore had not appeared to be greatly concerned with the 
possibility of an accelerated withdrawal when the Prime Minister had 
met him in Melbourne in December 1967. He had been more 
preoccupied' with the political situation in Malaysia and with the 
anticipated economic boom in Singapore. 

Moreover, the question at issue was more than one of mere 
timing; our credibility as a nation was involved. So far our 
reductions in defence expenditure had always been too little and 
come too late. This was our opportunity to make radical final 
decisions and to make clear that our future defence role would be 
concentrated in Europe. Our experience in Aden had proved the 
advantages of fixing an early date for withdrawal and adhering to it. 
Our standing in the world depended on the soundness of our economy 
and not on a world-wide military presence. We must get our 
commitments and resources into a sensible long-term balance as soon 
as possible. We should be increasingly on our own in the world for 
the next few years ; and we must therefore concentrate on 
safeguarding our own interests. Against the background of our 
present economic situation there was a strong case for a withdrawal 
by 1970-71. 

In discussion of our withdrawal from the Persian Gulf it was 
pointed out that it would be essential to announce a date for 



withdrawal soon. Unless this was done, it would not be possible to 
announce or plan the phasing out of our aircraft carriers (which 
would yield substantial savings in expenditure), since the carriers 
would be needed to cover withdrawal from the Gulf. An early 
announcement was also necessary to remove uncertainty in the area. 
Some concern was expressed at the consequences of withdrawal for 
the security of oil supplies which were vital for our industry and also 
for Western Europe. On the other hand it was argued that we could 
not stay in the Gulf after we had withdrawn from the Far East. 
Indeed, once it was known that we were withdrawing from the Far 
East earlier than planned, our position in the Gulf was likely to 
become more and more difficult. The area would become 
increasingly unstable and we could not expect to maintain stability 
by the presence of our forces. As regards oil, our primary interest 
was in the oil installations with their considerable earnings of foreign 
exchange. But it had been noticeable that during the Nigerian civil 
war and the Middle East crisis in the summer of 1967 action had been 
taken by the local administrations concerned to protect foreign oil 
installations. They might not therefore be in such danger as was 
feared. The risk to oil supplies might also not be so serious: the 
Soviet Government could not afford to buy unlimited quantities of 
oil from the Middle East for purely political reasons. 

In subsequent discussion there was general agreement that the 
proposed statement on defence reductions should contain no 
reference to Hong Kong; that we should plan to withdraw very soon 
some of our aircraft from Cyprus; but that it would not be practicable 
to withdraw from the sovereign base areas in 1968 or 1969. In any 
case Cyprus would be required as a staging post until the withdrawal 
from the Far East was complete. 

The Prime Minister, summing up this part of the discussion, said 
that the decision of the Cabinet was that our withdrawal from the 
Far East should be completed by the end of the financial year 
1970-71 and that we should withdraw from the Persian Gulf by the 
same time. Both decisions should be announced, the reference to 
the Gulf being so expressed as to imply that withdrawal would 
certainly not be later, and might be sooner, than withdrawal from 
the Far East. The Foreign Secretary should inform the United 
States Secretary of State, Mr. Dean Rusk, of our decision when he 
met him in San Francisco on 13th January ; and the Commonwealth 
Secretary should inform the Governments of Australia, New 
Zealand, Malaysia and Singapore during his forthcoming visit to the 
Far East. If, in their consultations with these/Governments, the 
Foreign Secretary or the Commonwealth Secretary encountered a 
strong reaction, they would be free to undertake to invite the Cabinet 
on their return to consider these representations. The possibility of 
increasing our offer of mitigatory aid to Malaysia and Singapore in 
the light of the decision to accelerate our withdrawal should be 
considered separately; and no commitment in this respect should be 
incurred meanwhile. But there would be no objection to the 
Commonwealth Secretary's informing the Malaysian and Singapore 
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Governments that we should be willing to discuss with them, at a later 
stage, the aid implications of our accelerated withdrawal. The 
Cabinet agreed that we should not abrogate unilaterally the Anglo/ 
Malaysian Defence Agreement; but we should need to negotiate with 
the Malaysian Government a re-interpretation of it, in order to bring 
it into conformity with our new policy. We should not retain a 
special capability for use in the Far East after our withdrawal. But 
the general capability which we retained in Europe would be 
available to be deployed overseas; and we could assure our 
Commonwealth partners and allies that in this way we should retain 
the ability to help them if circumstances in our own judgment 
demanded it. It must be clearly understood, however, that we could 
not give any advance undertaking to implement that capability. As 
regards our membership of the South East Asia Treaty Organisation 
the view of the Cabinet was that, since our only Treaty commitment 
was to consult and there was no obligation to provide forces, we need 
not necessarily withdraw from the Treaty, provided that there was 
no question of additional military equipment specifically related to 
this commitment (e.g., transport aircraft). The Foreign Secretary 
should, if he thought advisable, arrange for a Minister to visit those 
States whose interests were involved in our withdrawal from the 
Persian Gulf, in order to give them advance warning of the 
announcement we proposed to make. It would also be necessary 
for the forthcoming statement of the Governmenfs economic 
measures to include some reference to the offset arrangement for 
financing the costs of our forces in Germany; and further 
consideration should be given to this question. 

The Cabinet— 

(1) Agreed	 that the process of withdrawing our forces from 
Malaysia and Singapore should be completed by the end 
of the financial year 1970-71. 

(2) Agreed that we should withdraw our forces from the Persian 
Gulf not later than the same time. 

(3) Agreed	 that their decisions under Conclusions (1) and (2) 
above should be announced in due course, subject to any 
further discussion which might be required in the light 
of the results of the forthcoming visits by the Foreign 
Secretary to the United States and the Commonwealth 
Secretary to the Far East. 

(4) Invited	 the Foreign Secretary, the Chancellor of the 
Exchequer and the Secretary of State for Defence to 
consider what reference should be made, in the 
forthcoming statement on reductions in expenditure, to 
the arrangements for financing the costs of British troops 
in Germany. 

The Defence Secretary said that public comment had 
concentrated on cancellation of the order for F - l l l aircraft as a 
prime candidate for inclusion in the Governmenfs measures to 
reduce public expenditure. This was perhaps understandable; but 



in his view cancellation of this order was the last step which the 
Government should contemplate if they were to pay proper regard 
to defence needs. The decision in this matter should turn on whether 
we needed the capability which the F - l l l would provide since, if we 
did, there was no doubt that the F - l l l was the cheapest, most 
efficient and most expeditious way of providing it. The requirement 
for this capability had been accepted by his colleagues on a number 
of occasions in the past; and they had continued to accept it despite 
the decision to withdraw from our commitments in the Far East by 
the mid-1970s. In addition to its strike capability, the aircraft was 
important for reconnaissance purposes; and there was no other 
aircraft available which could take its place in this respect. The 
requirement for an aircraft of this type in the European theatre was 
now greater than in the past, since N A T O had recently revised its 
strategy in a direction which Her Majesty's Government had 
advocated consistently over recent years. N A T O strategy had 
previously been based on the concept of response by massive 
conventional forces to any conventional at tack; there had, however, 
never been a prospect of the N A T O partners being able to provide 
conventional forces on the scale required, so that effectively the 
previous strategy had implied an immediate nuclear response to any 
major attack and all available strike aircraft had been accordingly 
allocated to the nuclear role. A more realistic strategy had now been 
accepted, based on the concept of providing sufficient conventional 
forces to hold any attack for at least long enough to allow time for a 
rational decision to be taken on the employment of nuclear weapons. 
As a result of this change of strategy, 90 per cent of strike aircraft 
had now been released for the support of conventional forces. Recent 
events in the Middle East had confirmed that in modern conditions 
it was impossible to win battles without air superiority. Large 
numbers of tactical, aircraft were now deployed in Eastern Europe 
with the role of supporting ground forces; and, in the event of a war, 
it would be crucial to destroy these aircraft on the ground. To do so, 
however, would require an attacking aircraft which could penetrate 
sophisticated air defences and could operate at low level, in all 
weathers and at night. Only the F - l l l could meet these 
requirements. The Phantom aircraft was too limited in range; and 
to equip the Buccaneer for this role would take seven years and cost 
as much on development as would purchase of the F - l l l . 

It might be asked why the United Kingdom should be the only 
European partner to provide this capability. First, only British 
airfields were out of range of a surprise attack. Second, without 
the F - l l l , our contribution to N A T O would be wholly inadequate. 
Even with the F - l l l , our defence budget in the early 1970s would 
still be less than that of France and Germany. We were at present 
providing only one-fifth of the number of ground troOps that 
Germany provided and only one-quarter of the number of support 
aircraft and fighters. This disproportion would be made good by 
provision of F - l l l s , though we would be providing only 50 of these 
in place of the present 150 Canberra bombers. An important 



advantage of making our N A T O contribution in this form was that it 
did not involve us in overseas stationing costs. 

The United States were planning to maintain F - l l l aircraft in 
Europe; but our own contribution of F - l l l s would constitute a 
significant increase in the total strike capability. If we were to cancel 
the F - l l l , our troops would be entirely dependent for air cover on 
American or French aircraft. It was not acceptable that these Powers 
should be the only ones with an advanced air strike capability, 
bearing in mind that it was always possible that the United States 
might decide to reduce their capability in Europe, particularly at a 
time when our own military presence in the Far East was being 
withdrawn. 

While the decision on whether to cancel the order should turn 
on our need for the capability which the F - l l l would provide, the 
damaging consequences of losing the offset agreement should not be 
ignored. If we were to lose the prospect of sales under the offset 
agreement, the whole future of some important firms, notably 
Handley Page and Fairfields, would be put at risk. 

If his colleagues were to take the view that it was imperative to 
secure further defence savings equivalent to those which would be 
produced by cancelling the order for F - l l l s , it would be preferable 
to look for them elsewhere in the defence field. If we cancelled the 
F - l l l order, we should be putting at risk the lives of British troops 
in any future conflict; and there should be no question of the 
Governmenfs accepting this risk simply in order to meet public 
pressure for a symbolic gesture. 

The Chancellor of the Exchequer said that the total cost of the 
F - l l l aircraft over the period up to April 1976 would be £400 
million. If the order were cancelled, we should incur nugatory 
expenditure of some £54 million, mostly in dollars though part would 
be covered by the offset agreement. We should, however, secure a 
total saving over a ten-year period of £350 million. The saving in 
1969-70 would be £10 million, and in 1970-71 would be £20 million, 
with larger savings in later years. Thus, the ratio of cancellation 
costs to savings was much more favourable in respect of the F - l l l 
than it would be if we were to cancel the order for Phantom aircraft 
or to withdraw from the Concorde project. We had embarked on 
a very large programme of purchase of American aircraft, which 
would cost us £800 million in total. This was more than we could 
afford; but the F - l l l was the only item which it would pay us to 
cancel. The offset agreement had recently been extended to cover 
further sales to the value of $100 million, making a total of 
$825 million. If we cancelled the F - l l l , we should certainly lose the 
$100 million additional sales. The credit for the third-party sale to 
Saudi Arabia of $265 million would not be affected. We had already 
secured offset sales of $180 million. In all, cancellation would mean 
that total sales under the offset agreement might be reduced to some 
$200-260 million. But the advantages of the offset agreement should 
,be kept in perspective. Export earnings under the agreement did not 
bring any net benefit to the balance of payments; they simply 
prevented the deterioration which would otherwise result from 



purchase of the aircraft. It was also claimed that the offset 
arrangements were valuable in that they enabled British firms to gain 
a foothold in the United States market ; but this was of limited 
advantage, since it was certain that, once the target for offset sales 
had been reached, the barriers to sales in the United States would 
immediately reappear. 

When the Government had originally agreed to the purchase 
of F - l l l s , the case for this had been presented primarily in terms of 
our role in the Far East; but, in the light of the decision which the 
Cabinet had just taken about the contraction of our commitments 
in this area the purchase could no longer be justified on that ground. 
In Europe, the British F - l l l s would simply be an extension to the 
main United States force. None of our European partners had 
thought it necessary to provide such aircraft themselves; and it was 
unacceptable for us, in a weaker economic position, to do so. While 
there was no ideal substitute for the F - l l l , it should be possible to 
use Phantom aircraft in the same role; they would be less effective 
but would represent a standard of equipment comparable with that 
of our European partners. The order should therefore be cancelled. 

In discussion there was considerable support for proceeding 
with the purchase of F - l l l s . It was urged that, if the order were 
cancelled, we should then have no means under our own control of 
ensuring air superiority over the battlefield in any conflict in which 
British troops might be involved. It would be unwise to rely on the 
United States for this; we could not safely assume that they would 
be prepared to maintain a force of F - l l l s indefinitely in Europe. The 
nature of the N A T O Alliance might change over t ime; and the 
United States might not always be ready to use their aircraft to meet 
our commitments. Our own force of F - l l l s would in no sense be a 
duplication of the United States capability; it would represent a 
significant extension of that capability. 

While one of the objects in acquiring the F - l l l had been to 
support our role in the Far East, it had always been intended that 
the aircraft should also play a vital part in the European theatre; 
and we had never planned to deploy many of them in the Far East. 
When the purchase was originally agreed, it had been envisaged that 
we should buy 150 aircraft: the reduction to 50, reflected the present 
intention that they should be used primarily in a European role. It 
was possible, however, that they might also need to be used in the 
Far East in the period before we withdrew from that area. Even 
after that time, the Cabinet had agreed on assurances to our allies 
in the Far East that we would be ready to use our general capability 
in Europe to assist them if need arose. This would be an empty 
assurance if we did not retain the means of helping them; and the 
-F- l l l was the only aircraft which could be deployed from Europe 
-to the Far East with the necessary speed. 

Without the F - l l l , our contribution to N A T O would be 
regarded as completely inadequate by our partners in the alliance, 
since we contributed proportionately far less than they did in other 
,types of aircraft and in ground troops. It was to our advantage to 



make our contribution in the form of an advanced aircraft: this was 
a field where we had a natural lead because of our long and 
continuous experience; and an increase in our contribution in ground 
troops, which we should probably be pressed to provide if the F - l l l 
were cancelled, would be far more expensive. 

The benefits of the offset agreement could not be ignored. They 
represented actual export earnings, while the earnings which the 
same resources might secure elsewhere must necessarily be 
hypothetical. Moreover, the immediate effect of cancellation would 
be that in the critical year 1968-69 we should have to pay out 
£38 million in cancellation charges, mostly in the form of dollars. 

It could not be argued that the defence budget would be 
excessive if we proceeded with purchase of the F - l l l . On this basis, 
it would still fall to some £1,650 million by 1972. This would 
represent a level of defence expenditure lower than that of France 
and Germany, while in terms of manpower we should by that time 
be only a little stronger than Holland. This was the lowest level of 
defence spending consistent with our retaining any worthwhile 
influence in Europe and in the world. If, however, the view 
were taken that it was imperative in our present economic 
circumstances to secure savings of the order of those that would 
result from cancelling the F - l l l , it would be preferable to seek them 
in other parts of the defence budget; and in that event cancellation of 
the Harrier aircraft would be one possibility that should be considered. 

On the other hand it was strongly urged that cancellation of the 
F - l l l order was justified. It was inevitable that we should rely on 
the United States force of F - l l l s as the main instrument for fulfilling 
the strike role in Europe : and, if circumstances ever arose where 
that force were not available, a force of 50 British F - l l l s would be 
inadequate. Our N A T O partners were content to rely on the United 
States capability; and we should do likewise. The original 
justification for purchase of the F - l l l s was primarily to support our 
role in the Far East ; and it was unlikely that the Government would 
have agreed to the purchase solely for the European role. If we were 
to liquidate our commitments in the Far East, it was essential that 
the implications of this should be followed through, and be seen to be 
followed through, in the field of weapons and equipment. While we 
should be giving assurances to our allies in the Far East that we would 
be prepared, if necessary, to use our general capability to assist them, 
there could be no question of our maintaining a special capability 
for this purpose. 

. In assessing the relative size of our contribution to NATO, it 
was necessary to bring the Polaris missile into the balance: we could 
not afford to provide both Polaris and the F - l l l for N A T O when 
our partners were providing neither of these. If it was thought 
desirable that our N A T O contribution should primarily take the form 
of advanced equipment, it should be equipment made in this country 
and not bought abroad. 

The economic case for cancellation was also very strong. The 
cancellation charges would be inconsiderable in relation to future 
savings. There was a good prospect that the industrial resources now 



devoted to securing sales under the offset agreement could be diverted 
to exports which would bring a positive balance of payments benefit; 
and this was more true of these resources than of those which would 
be released by the reductions in the social services which were under 
consideration. 

It was difficult to see how defence savings equivalent to those 
which would flow from cancelling the F - l l l could be secured by any 
alternative means. Any attempt to secure them by a series of minor 
economies would carry no conviction and have no impact on 
confidence. It would be a serious matter to contemplate cancellation 
of the Harrier aircraft as a substitute for cancelling the F - l l l . The 
Harrier had reasonable export prospects; and to abandon it would 
gravely damage the military capacity of the British aircraft industry. 

The Defence Secretary said that if, despite the considerations he 
had advanced, the Cabinet were to favour cancellation of the F - l l l , 
he would like the opportunity to put before them proposals for 
alternative measures to secure equivalent savings on defence. He 
would have to take account of the effect of cancellation of the F - l l l 
on the cost of the defence programme generally. The balance of 
the Forces must be preserved, and cancellation of the F - l l l would 
inevitably entail some increased expenditure in other parts of the 
programme. 

The Prime Minister, summing up this part of the discussion, 
said that, while the Cabinet recognised the force of the arguments in 
favour of the F - l l l , they were no less impressed by the ease for 
cancelling the order and were disposed, on balance, to feel that it 
should be cancelled. But it would be open to the Defence Secretary, 
if he wished to press for reconsideration of this issue, to bring before 
the Cabinet in the following week proposals for alternative measures 
to secure equivalent savings in the defence field. 

The Cabinet— 
(5) Invited the	 Defence Secretary, if he so wished, to propose 

alternative economies with a view to securing defence 
savings no less than would be secured by cancelling the 
order for F - l l l aircraft. 

(6) Subject to further	 consideration of the alternative proposals 
under Conclusion (5) above, favoured cancellation of 
the order. 

Cabinet Office, S.W.1, 


6th January, 1968. 





