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The
Government

CONFIDENTIAL
1. The Prime Minister said that the prospect in the months
d was a troubled one, especially in the light of the increasing
evidence of widespread industrial unrest. In these circumstances
it was important that the Government should be seen to adhere to
the objectives of policy which they had proposed in their Election
Manifesto. But it was clear that, if they were to satisfy the public
demand for evidence of the change in the management of public
affairs which they had undertaken to effect, they might have less
time than they had originally hoped in which to come to grips with
the main economic issues which confronted them, especially prices
and incomes policy and industrial relations. It was particularly
important that the Industrial Relations Bill should be introduced
at the earliest possible moment after the reassembly of Parliament,
since, until the climate of industrial relations could be radically
altered, the Government would be perpetually at risk of becoming
trapped in the type of sterile confrontation with organised labour
which had frustrated the efforts of their predecessors to deal
effectively with industrial problems.

a n e a

In other respects the major projects to which the Cabinet had
initially set their hands had been carried forward during the holiday
period—particularly the reorganisation of the machinery of
Government and the review of public expenditure. But once these
initial inquiries had been completed it would be necessary to institute
a more radical scrutiny of the policies and activities of Departments
with a view to eliminating or curtailing those which were redundant
or could be conducted by other means; and arrangements for this
purpose would shortly be put in hand.
It would be important in the months ahead to give more
attention to the presentation of the Governmenfs decisions from a
specifically political point of view. This would be particularly
relevant in relation to the review of public expenditure. Ministers
should be concerned to discourage any premature speculation about
the probable outcome of this review and should be careful to consult
the Chancellor of the Exchequer before making any public statements
on economic policy as a whole.

Oversea
Affairs
1

Relations 'The GermanRussian Treaty
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SECRET
2. The Foreign and Commonwealth Secretary said that the
Chancellor of the Federal Republic of Germany, Herr Brandt, had
signed a treaty with the Soviet Union in Moscow on 12 August.
The German Government intended to follow this up by further
discussions with the Polish Government and, in due course, with
A

2

the Administration of the " German Democratic Republic " (GDR).
The German policy of seeking a detente with the Soviet Union and
the countries of Eastern Europe had certain advantages for
Germany's allies; but it also entailed risks which we must bear well
in mind. The Soviet Government would not have engaged in a
dialogue with the Federal Republic of Germany or have permitted
the Eastern European Governments to do so unless they, too,
expected to derive advantages for themselves. As the German
dialogue with the East gained momentum, an increasing number of
States would be tempted to accord a measure of recognition to the
Government of the GDR; there would be a tendency to regard the
status of the Western sectors in Berlin as an enclave in East German
territory which would appear increasingly anomalous: and the Allied
position in Berlin might be progressively eroded as a result. Herr
Brandt did not share this view; and he had assured us that the
Federal Government would not ratify the treaty with the Soviet
Union unless satisfactory arrangements could be made in relation
to Berlin. But it remained to be seen whether he would be able
to maintain this position. The Soviet Government were likely to
be slow to make any significant concessions on Berlin, the more
so since they probably calculated that time was on their side, that
there would be an increasing tendency to accept the GDR as a
fait accompli and that this would assist them to achieve their basic
objective of perpetuating the division of Germany and Europe. The
Federal Governmenfs Ostpolitik had to some extent loosened the
deadlock; but its long-term consequences could not yet be foreseen.
From the point of view of Germany's allies it was perhaps fortunate
that the initiative towards a detente had come from the Federal
Government themselves. Since it was they who had initiated the
dialogue with the Soviet Union, they would not be able subsequently
to reproach us for any unwelcome consequences in regard to Berlin
or Germany as a whole which might result.
The Prime Minister said that in a message of 7 August the
German Chancellor had informed us of his intention to sign the
German-Soviet Treaty and had proposed a meeting during the
autumn of the Heads of States or Governments of the United
Kingdom, the United States, France and the Federal Republic of
Germany. In a further message of 14 August, despatched on his
return from Moscow, he had reverted to this proposal, adding that
the meeting could be at Foreign Minister level if this was preferred.
We had agreed in principle to this suggestion. Close relationships
between Germany and the Soviet Union had seldom been to our
advantage in the past; and it was important to ensure—and to
demonstrate publicly—that the Federal Government^ Ostpolitik was
not weakening Germany's links with the West or her commitment to
the North Atlantic Alliance. There was already a tendency in

Germany itself to question the necessity of military expenditure on
the present scale in view of the trend towards detente with the Soviet
Union; and it was important, therefore, that a meeting on the lines
proposed by Herr Brandt should be arranged if possible.
In discussion it was suggested that a general detente with the
East might open up considerable opportunities for trade with Eastern
Europe. The German authorities, for their part, were fully alive
to this possibility; and the Federal Government probably hoped
that the economic advantages which would result from a policy
of detente would outweigh the criticisms which were being levelled
at their Ostpolitik by their internal political opponents. Although
we ourselves should similarly seek to exploit to the full any
opportunities for increased trade which might present themselves,
foreign trade in Eastern Europe was under strict political control;
and our commercial prospects would therefore depend largely on
the manner in which the political situation developed. It was
unrealistic to expect that we should be able to achieve a major
expansion of our exports by normal commercial methods; and
discussions would continue to have to be conducted mainly on a
Government-to-Government basis.
The C a b i n e t CD Took note of the statements by the Foreign and
Commonwealth Secretary and the Prime Minister and of
the points made in the discussion.
Middle East
(Previous
Reference:
CM (70) 4th
Conclusions,
Minute 2)

The Foreign and Commonwealth Secretary said that it was only
with considerable reluctance that the Israeli Government had
accepted, during August, the cease-fire proposed by the United States
Government; and the position of the Prime Minister, Mrs. Golda
Meir, had been weakened by the resultant resignation of six Cabinet
members belonging to the Right-wing Gahal party. There was no
doubt that the United Arab Republic (UAR) had subsequently
violated the cease-fire by installing new surface-to-air missile (SAM)
sites in the cease-fire zone. The Israeli Government, for their part,
had also breached the cease-fire by conducting photographic
reconnaissance flights over the cease-fire zone. The Governments
of the UAR and the Soviet Union must be well aware that the
Governments of the United States and Israel knew that they had
been breaching the cease-fire; and, if they were allowed to persist
in this course with impunity, a dangerous situation might develop—
not least in view of the risk that the Soviet Government might be
tempted to adopt a similar policy elsewhere, for example in and
around Berlin. For the present, the United States Government

appeared to be reluctant to prejudice the chances of mediation by
the United Nations Secretary-General's special representative,
Dr. Jarring, by protesting against the breaches of the cease-fire
agreement. But these breaches were now so evident and extensive
that it was for consideration whether they should attract some public
condemnation and, if so, what form it should take. We ourselves
could hardly do more than continue to emphasise that, if there
were substantial and continuing breaches of the cease-fire, this would
destroy the mutual confidence which was the prerequisite of any
further progress towards a settlement. But during his forthcoming
visit to the United Nations he would seek to ascertain whether the
United States Government would be prepared to make a more
forthright statement on the subject. Meanwhile, the outlook for
Dr. Jarring's mission remained necessarily uncertain; and the
respective positions of the Arab Governments and Israel were so far
apart that there seemed little hope that Dr. Jarring would be able
to reconcile them. But the four Power meetings between the
representatives at the United Nations of the United Kingdom, the
United States, France and the Soviet Union would continue; and
we would be ready to make any contribution we could to the support
of Dr. Jarring's enterprise.
In discussion it was suggested that the United States Government
seemed inclined to place too much reliance on the good intentions
of the President of the United Arab Republic, Colonel Nasser. They
appeared to believe that concessions to him at this stage might
improve the prospects of an eventual settlement, although past
experience suggested that he would merely regard them as evidence
of weakness and would use them as a point of departure for further
demands and renewed acts of aggression. On the other hand the
United States were deeply committed to the success of their pea:ce
initiative and were naturally reluctant to prejudice this by bringing
undue pressure to bear on Colonel Nasser. So far as the latter's
intentions were concerned, he must surely recognise, whatever his
wishes might be, that his forces would be incapable of undertaking
large-scale offensive action for a long time to come.
The Cabinet—
(2) Took note of the statement by the Foreign and
Commonwealth Secretary and of the points made in the
discussion.
Arms Supplies
for South
Africa
(Previous
Reference:
CM (70) 8th
Conclusions,
Minute 3)

The Foreign and Commonwealth Secretary said that there had
been little change since the Cabinet had last considered the situation.
The opposition of certain other members of the Commonwealth
to the sale of arms to South Africa by Britain was being led by the
President of Tanzania, Mr. Nyerere. To him, and to those who
supported him, the issue had become an essentially symbolic one,

since they regarded any sale of arms to South Africa as a declaration
of support for white supremacy in and of opposition to African
aspirations. It seemed useless, therefore, to argue that we did not
intend to supply equipment which could be used for internal
repression or for aggression against South Africa's African
neighbours; or that the quantities involved were in fact likely to be
small. Not all African countries, however, took quite such an
uncompromising view; Kenya, in particular, had shown some
understanding of the considerations of defence policy by which we
were influenced. Further discussions with Commonwealth countries
were now in progress. They would continue during the autumn
months, in which it was likely that President Nyerere would visit
London on his way to the General Assembly of the United Nations.
As a result it might be possible to induce at least some of the countries
concerned to accept that we must be free to act as we judged best
in a matter where our defence interests were involved and that this
was not an issue justifying action which might result in the virtual
destruction of the Commonwealth. But the attitude of a number
of countries, including India and Ceylon, was unpredictable; and
it was possible that those countries who took a more balanced view
might be reluctant to resist pressure from the advocates of more
extreme courses.
Officials would shortly be completing a
comprehensive review of the balance of British interests in South
Africa on the one hand and in the independent African countries
on the other hand; and this review, together with a study of the
strategic importance of the Cape route and of the extent to which
arms sales could be represented as an integral element in the effective
working of the Simonstown Agreement, would be submitted in the
near future to the Defence and Oversea Policy Committee in
preparation for further consideration by the Cabinet of the issues
involved.
The Prime Minister, summing up a brief discussion, said that
the Cabinet would wish to resume discussion of this question after
the studies by officials had been considered by the Defence and
Oversea Policy Committee.
The C a b i n e t 
(3) Agreed to resume their discussion after the studies by
officials had been considered by the Defence and Oversea
Policy Committee.
Northern
Ireland
(Previous
Reference:
CM (70) 7th
Conclusions,
Minute 4 )

The Home Secretary said that the past few weeks had been
relatively uneventful and the main season for political demonstrations
and processions had come to an end comparatively quietly. The
re-establishment of police authority in the Bogside area of

Londonderry and the Catholic areas of Belfast had been accomplished
successfully; and a number of the recent searches for arms there
had in fact been carried out by the Royal Ulster Constabulary
(RUC). One problem likely to arise in connection with the police
in the near future would be the replacement as Chief Constable of
the RUC of Sir Arthur Young, who would shortly return to his
duties as Commissioner of Police for the City of London; and this
would raise the question whether he should be relieved by an
Ulsterman or by another police officer from Great Britain.
But, while there had been a modest improvement in the security
situation, political developments continued to give cause for anxiety;
and the risk of violent action by extreme Nationalists remained.
Right-wing elements in the Ulster Unionist Party had succeeded in
achieving a significant erosion of support for the Northern Ireland
Prime Minister, Major Chichester-Clark; and there were rumours
that the Ulster Unionist Council would shortly be convened in order
to pass a vote of no confidence in him. In sum, the general outlook
seemed a little more promising; but there was no doubt that a large
British military presence in Northern Ireland would be required for
a considerable time to come.
The Prime Minister, summing up a brief discussion, said that
the need to maintain a substantial security force in Northern Ireland
was having a serious effect on Army training and in the longer term
might also have adverse repercussions on efficiency and morale. In
present circumstances, however, there was no alternative. The
difficult summer months had on the whole passed off reasonably
calmly; and the Cabinet would wish to congratulate the Home
Secretary on the skill with which he had handled the situation over
a potentially dangerous period.
The C a b i n e t 
(4) Took note, with approval, of the Prime Ministers summing
up of their discussion.

SECRET
3. The Secretary of State for Employment and Productivity
^ j
f j igjQ fa number of strikes and of days' work
Affairs
lost through strikes had been very much greater than in previous
years, and there was no prospect of an early improvement. There
also appeared to be a disquieting trend towards strikes of greater
duration. Militancy was also continuing to be rewarded with
v , s u c c e s s , as for example in the unofficial strike at the works of Guest,
Keen, Nettlefold-Sankey Limited (GKN-Sankey) at Wellington,
Shropshire. The new offer made by the employers in joint talks
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on 2 September would give workers increases at once of from £2
to £4 10s. a week, becoming £3 to £7 a week when incentive schemes
were introduced; this would represent an average increase in pay
of about 25 per cent. The current theme for those seeking pay
increases was comparability, which could lead to a rapid spread of
substantial pay claims; and since very different pay levels for the
same work in the same industry was indeed inequitable, the claims
could not be dismissed as wholly unreasonable. However, the
disparities in pay in different factories in the same company were often
in practice accompanied by substantial disparities in productivity
and, in any event, the country simply could not afford the increases
involved in conceding immediate parity. Against the pressure for
excessive pay increases, it would be necessary for employers,
including the Government, to offer strong resistance repeatedly—a
single successful test case would not be enough. The next important
pay claim coming to a head in the public sector was, unfortunately,
that of the local authority manual workers, where the Government
did not control the Local Authority Associations and these in turn
could not control all their individual members. There was a risk
that individual local authorities might break ranks and yield to the
trade unions' excessive demands in the face of selective strike action.
At that day's meeting with the trade unions, the local authority
employers as a body would not be making any significant advance
on their last offer of a 13 per cent increase in pay and the trade
unions would probably not accept this offer; accordingly a
breakdown in negotiations must be expected. In order to show that
the Government still adhered to its declared policy of holding out
against unreasonable pay demands, he proposed that, once the talks
had broken down, the Government should make it plain that it
supported the local authority employers' determination not to go
beyond the generous terms already offered to their manual workers.
For the longer term, he was continuing the preparation of an
Industrial Relations Bill on lines previously approved by Cabinet.
He was also producing the draft of a consultative document for
publication at the end of September or early in October and, since
the draft Bill would necessarily take some time to produce, this
document would give evidence of the Governmenfs firm intention
to carry through its previously declared proposals. The Bill was
not being delayed by the need for formal consultation, but it required
a great deal of detailed work and might not be ready for introduction
into Parliament until early December. This however should make
no difference to the date at which it would come into effect provided
that its second reading in the House of Commons took place before
the Christmas recess.
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The effects of the Industrial Relations Act were likely to be
felt only in the medium term. There would be a greater immediate
impact on industrial relations if the Government were to take early
action to reduce substantially payments to strikers in the form of
income tax repayments and social security benefits. He recommended
an urgent re-examination of this subject.
Local
Authority
Manual
Workers

The Minister of Housing and Local Government said that,
although the nature of the industrial action likely to be taken by
local authority manual workers was not yet known, it was reasonable
to assume that, given the trade unions' limited financial resources,
strikes would be localised and concentrated on services where the
withdrawal of labour v/ould have the greatest effect. One possibility
was a disruption of the burial and cremation services, where strong
public emotion was likely to be roused; this however could be
expected to lose the trade unions public support. Sewage disposal
could also be readily disrupted, in particular where installations
depended upon continuous pumping. The pollution of rivers and
the flooding of towns with undiluted sewage might be very early
results of such strike action. One special problem would be the
possible unreliability of the salaried staff of local authorities, who
in previous unofficial strikes had assisted the management but might
not do so in face of an official strike. Another service at risk was
refuse disposal, but although there might be inconvenience if the
service were interrupted, it would be some time before a health risk
developed. His Department was offering advice to local authorities
and preparations should be made for the use of Servicemen for work
on sewage disposal, as and when that was required. But apart from
this, very little further contingency planning could be underaken
until particular strikes were threatened, and this would probably not
happen until after the annual conference of the Trades Union
Congress in the following week.
In discussion it was argued on the one hand that the Government
should make a public declaration, possibly by way of guidance to
the Press, as soon as it was clear that negotiations had broken down.
Such a statement would make it clear that the Government was
ready to support the local authorities in standing firm on their present
pay offer and would assist them in maintaining essential services.
It would also point out that pay increases for local authority workers
necessarily meant increases in local rates and in taxation. An early
statement on these lines would show the Governmenfs determination
to maintain the policy which they had announced at the end of
July and would serve as a warning to the trade union leaders when
they were concerting their line on strike action over the local
authority pay claim in the course of the next week. It was also
important to reassure the local authorities that the Government
would remain opposed to a higher pay settlement even if strikes

led to a serious disruption of local authority services and if there
were an extension of the strike to the hospital service also. On
the other hand, it was argued that the local authority employers
would themselves be presenting their case to the public as soon as
negotiations broke down, including the likely cost to the ratepayers,
of which local authorities were fully conscious. An immediate
Government statement would probably be misrepresented as an
attack on the local authority workers, at a time when the GKNSankey settlement in the private sector was going through without
any Government objection. The time for a Government statement
would be when specific strike action was threatened. Meanwhile,
however, the Government should be prepared to answer enquiries
from the Press on their attitude.
The Prime Minister, summing up this part of the discussion,
said that if after a breakdown in negotiations between the local
authority employers and the trade unions there were Press enquiries
about the Governments attitude, the response should be that the
issue was one for the local authorities, who were engaged in the pay
negotiations and the Government would certainly not be pressing
the local authorities to improve on their existing reasonable offer.
The response would also indicate that pay increases would, of course,
have to be met by increased rates and taxation, and that if industrial
action led to a demand for emergency services, Government
assistance would be made available to the local authorities. The
Ministerial Committee on Emergencies should ensure that all
necessary preparations were made to provide assistance to local
authorities if industrial action was likely to lead to the disruption
of essential services.
The C a b i n e t 
(1) Invited the Secretary of State for Employment and
Productivity, in consultation with the Lord President and
other Ministers principally concerned, to arrange for the
issuing of guidance in response to Press questions, on the
lines indicated in the summing up by the Prime Minister.
(2) Invited the Secretary of State for the Home Department to
arrange for the Ministerial Committee on Emergencies
to consider what preparations were required and, as
necessary, what assistance should be offered to local
authorities in maintaining essential services during any
industrial action by their manual workers.
In discussion, it was suggested that publication of the proposed
consultative document might not completely reassure the public of
the Governments firm intention to legislate on industrial relations.

At a meeting with the Prime Minister on 1 September, the General
Secretary of the Trades Union Congress (TUC) had made it clear
that the TUC would oppose proposals on the lines of those approved
by the Cabinet, but since the cause of a number of major strikes
had been the rejection by trade union members of their leaders'
recommendations for a settlement, a number of trade union leaders
might not privately be averse to legislation which would help to
maintain agreed procedures for negotiation.
The Cabinet—
(3) Invited the Secretary of State for Employment and
Productivity to circulate as early as possible his proposals
for a consultative document and the draft of a Bill on
industrial relations.
Tax Refunds
and
Supplementary
Benefit for
Strikers

In discussion it was argued that public opinion was coming
round to the view that payments from public funds were helping
to create and prolong strikes and that this should not continue. The
most effective change would be an alteration in the present Pay as
You Earn (PAYE) income tax arrangements so that strikers did not
immediately receive tax refunds. There were, however, objections
to a general change in the PA YE system in this direction and it
would be difficult to make a discriminatory change affecting strikers
only. Reductions in social security benefits, on the other hand,
might be less acceptable to the public than changes in the tax system
for this purpose because the benefits were intended to maintain the
wives and children of strikers.
The Prime Minister, summing up this part of the discussion,
said that action which would produce an early impact on those
contemplating strike action was urgently needed. The Ministers
concerned should reconsider the possibility of reducing payments to
strikers from public funds.
The C a b i n e t 
(4) Invited the Secretary of State for the Home Department to
arrange for the Ministerial Committee on Social Services
to reconsider at an early date the possibility of reducing
payments to strikers from public funds.

Economic
Affairs

SECRET
4.* The Chancellor of the Exchequer said that the economic
situation was particularly difficult, since a high level of
unemployment, which might normally be dealt with by measures of
economic expansion was being experienced concurrently with the
* Previously recorded in a Confidential Annex.

SECRET

most severe bout of cost inflation since at least 1951. In June
earnings were running at a level 12 per cent higher than a year
earlier; wage rates in July were running 10 per cent higher; and
wage settlements in that month had yielded average increases of
14 per cent. While the Trades Union Congress (TUC) claimed that
the increases in wages stemmed from increases in the cost of living,
prices had in fact risen by only 6^ per cent over the past year;
and there had therefore been a substantial increase in net disposable
real incomes. Over the same period, however, the economy had
been growing only at some 2-3 per cent a year; and no practicable
increase in the rate of growth could, as the TUC had argued, enable
wage increases of the current order to be absorbed without serious
inflation. In addition to urging measures to stimulate growth, the
representatives of the TUC whom he had recently met had expressed
concern that the Government were attempting to enforce a harsh
and discriminatory incomes policy in the public sector. It was
important, therefore, to make it clear, as he had done to the TUC,
that the Government were equally concerned to avoid inflationary
wage increases in both the public and private sectors, although in
the former case they had the responsibility as employers—directly
or indirectly—to act accordingly. The TUC had also been concerned
about suggestions in the Press that we were heading for economic
disaster; and he had therefore made it clear to them, as the Secretary
of State for Employment and Productivity had previously done in
a public statement, that economic disaster was not in prospect but
might become so if the present rate of wage increases and cost
inflation continued for much longer. Demand was reviving,
particularly in terms of personal consumption; retail sales had
increased substantially in the second quarter of the year. This rise
in consumption was expected to continue. Unemployment, however,
was high; and although this was partly due to the number of students
registering at this time of the year and to the availability of
redundancy payments, some increase in the underlying trend had
been inevitable in the light of the sluggish growth of the economy
over the last year. The Treasury, unlike the National Institute for
Economic and Social Research, did not expect any substantial further
rise in unemployment on a seasonally corrected basis. Export orders
in the engineering industries in the first half of 1970 were 17 per
cent higher than a year earlier; but, in view of the distortion of the
trade returns caused by the dock strike, it would not be easy to
ascertain for some months how the balance of visible trade was
moving. There had been a £53 million surplus on the balance of
payments in the second quarter of the year, compared with £150
million in the first quarter. There had been some recent pressure

on sterling; but this was not serious and had not entailed significant
losses to the reserves. For the future the Government must base
their economic policy on resistance to excessive wage claims and
on reductions in public expenditure which would enable them to
fulfil their commitments to reduce direct taxation and eventually
to remove the Selective Employment Tax (SET). Savings from
abolition of investment grants would largely have to be channelled
back to companies in order to maintain their liquidity. Savings
required for tax reductions in the personal sector would, therefore,
have to be found elsewhere. Public expenditure now absorbed
nearly 50-9 per cent of the gross domestic product compared with
about 43 per cent in 1963-64.
In these circumstances it would be premature to institute any
immediate reflationary action. But, if it did prove necessary to do
so, it would be possible to reflate at any time by, for example, relaxing
the existing hire purchase regulations or using the Regulator to reduce
indirect taxation. Any move to reflate the economy in advance of
the publication of the results of the present public expenditure review,
however, could well affect international confidence adversely.
Moreover, present indications suggested that there would in any
event be a moderate expansion between the present time and the
middle of the following year without the introduction of any special
measures; and the use of the Regulator at this juncture to reduce
indirect taxation would, of course, limit the scope for the reductions
in direct taxation to which the Government were committed.
The Prime Minister, summing up a brief discussion, said that
the Cabinet would wish to resume their discussion of the economic
prospects in the context of the forthcoming review of public
expenditure. It would be necessary to consider carefully the total
impact on individuals and families of the complex of changes
proposed. It would also be important to ensure that the
Governmenfs priorities were maintained; reductions must be
concentrated on expenditure which the Government considered to
be unnecessary or less essential. Further consideration might be
given to the suggestion made in discussion that in future the statistics
of our overseas trade and reserve position should be published
quarterly rather than monthly.
The CabinetTook note, with approval, of the summing up of their
discussion by the Prime Minister.
Cabinet Office, S.W.1,
4 September, 1970.

