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P U B L I C E X P E N D I T U R E : P O S T - D E V A L U A T I O N MEASURES 

D E F E N C E CUTS 

Memorandum by the Secretary of State for Fore ign Af fa i rs 
and the Secretary of State for Commonwealth Af fa i rs 

General 

Given the present situation, we accept that the Government 1 s 
defence expenditure has to be cut, in line with home c iv i l expenditure, 
if the new economy measures as a v/hole are to be regarded as fair and 
sufficient, 

2. We accept also that the stage has been reached where there can 
be no further cuts in defence expenditure unless the overseas commit ­
rnents on which much of it is based are themselves reduced, We agree 
with the Secretary of State for Defence that to attempt to cut defence 
expenditure any further without reducing our overseas commitments 
v/ould be to endanger the mora le of the armed f o r ces . 

3, But after four Defence Rev i ews , the last of them announced only 
six months ago, the pr ice is heavy. The cuts we make wil l inevitably 
damage our interests . We must r emember that there is an important 
and inherent distinction between domestic cuts and overseas cuts. C iv i l 
cuts can be res tored once our economic situation is eas ier ; but our 
position and influence ove rseas , once lost, w i l l be i r r e t r i e vab l e . We 
need to weigh the pol i t ical and economic r i sks with the greatest c a r e . 

4. We are involved overseas in many ways and have bonds with many 
countr ies . These bonds include our mora l obligation to respond to 
Austral ia and New Zealand should they be in danger, as they did to 
us in two world wars ; our obligations to a number of other countries 
and our international legal responsibi l i ty , which we cannot divest our ­
se lves of unilateral ly, for our dependent t e r r i t o r i e s . What is now 
suggested is not just a reassessment and r e interpretation of those 
obligations; it is a question of breaking our obligations and our pledged 
word, Unilateral action could cause us in the long run economic as wel l 
as pol i t ical harm, on a scale that v/ould great ly outweigh any economies 
we should make, by damaging that confidence in us and our intentions 
which we must sustain. As a trading nation we cannot afford to have 
our word and our intentions doubted. If we are given adequate t ime 
for consultation, we may be able to achieve the necessary changes 
we seek and set some l imit to the damage. But we must remind our 
col leagues that Bri t ish economic interests a re c lose ly involved in the 
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areas f r om which withdrawals are proposed. These interests can suffer 
in two ways . F i r s t , precipitate withdrawal can occasion instability 
leading to revolution or pol i t ical real ignment in which Bri t ish investments 
are lost and trading opportunities ser iously diminished. Second, we must 
beware lest die wor ld is led to conclude that if we are fo rced to such 
measures as the breaking of agreements reached only six months ago 
and rea f f i rmed in Par l iament as recent ly as November , our position 
since devaluation must indeed have become desperate . There is a 
real danger they w i l l f ee l that in fact this time Britain must beyond 
al l question and at last be f inished. If that belief eve r became general 
the consequences pol i t ical ly , economica l ly , and for the posit ion of 
ster l ing, would be exceedingly g r a v e . The consequences of the action 
now proposed could therefore prove to have a cost to our balance of 
payments far outweighing the savings which these measures could 
produce, 

5, We and our off icials have taken a long hard look at al l our 
commitments , wor ldwide . This is what we have found. 

Europe 

6, N A T O is the core of our security, and any unilateral breach 
of our undertakings could have the gravest consequences, both for our 
pol i t ical a ims in Europe and for our national security. T o make reduce 
tions without agreement with our a l l i es would r isk a genera l reaction 
and the unravel l ing of the A l l i ance . Had we attempted to behave in this 
way we would not have retained the goodwil l as we did so successfully 
in our recent negotiations over the re-deployment of a brigade f r om 
BAOR. But the A l l iance wi l l not stand st i l l . Changes w i l l come. 
F o r example , under the new fo rce planning procedure N A T O is 
r e -assess ing , and wi l l continue on a year to year basis to r e - a s s e s s , the 
force l eve l s it r equ i r es . Quite apart f r om this it might prove 
possible to make progress towards mutual East -West reductions. 
Equally if our A l l i e s refuse to maintain their fa i r share we would have 
to rev iew our posit ion. Any or al l of these could provide an 
atmosphere for negotiating further reductions, but what we cannot do 
is to make unilateral reductions on our own. Meanwhile, we should 
seek, in conjunction with the United States, to settle the offset question 
and the numbers of our forces on the Continent with the Germans and 
other members of the Al l iance on a proper l ong - t e rm basis . A l l this 
wi l l take t ime . We accept that, if we are to keep Europe as our main 
centre of e f fort , the principal cuts must come f r om other a r ea s . 

Malaysia and Singapore 

7. Our F a r East Defence pol icy has been under continuous rev i ew 
and adjustment over the last two or three yea rs . A drast ic reappraisal 
of defence expenditure was made ea r l i e r this year and major reductions 
announced as recent ly as last July. There was great diff iculty in 
securing the acquiescence of our Commonwealth partners and a l l i es in 
these reductions. Our Commonwealth partners and the United States 
were strongly opposed to our dec lar ing a date for our final withdrawal 
and they a l l pressed for a continued Brit ish presence as a guarantee of 
stability in an area where h is tor ica l ly we had a unique contribution to 
make. We were only able to secure their agreement to our proposed 
reductions by not giving a prec ise date for our withdrawal but stating 
that it would be in the "middle 1970s"; by reaf f i rming our intentions 
to honour our obligations; and by promising a continued mi l i ta ry 
capability f o r use in the area if required. We a lso said we we re 
determined that our reductions would take place in an order ly manner 
and of fered significant aid to ass ist Malaysia and Singapore in effecting 
the necessary economic transition as smoothly as poss ib le , 
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8. We recognise that if we are to achieve significant defence savings 
we must secure an accelerat ion of the pattern of the rundov/n in Malaysia 
and Singapore which has so far been agreed . But given the undertakings 
which we reaf f i rmed only last July it. is c lear that this can only be achieved 
at a pol i t ical p r i ce and at the r isk of economic retal iat ion. The extent of 
this damage wi l l depend crucial ly on ­

(a) The date of completion of the rundown. 

(b)	 A reassurance of our intention to maintain a continuing general 

capability which could be used in the area if required. 


(c )	 Adequate consultation with our Commonwealth partners and al l ies 
before a public announcement. 

9, We are f i rm ly of the v i ew that the ear l i es t date for the completion 
of the rundown that would be tolerable -would be 31st March, 1972. In 
Singapore we shall be throwing on to the labour market something l ike 
60,000 people now direct ly deriving their employment f r om the Br i t ish 
f o r c e s , and if for example the rundov/n were to be completed by 31st March, 
1970, this would lead to an unemployment rate of 26 per cent. In Malaysia 
about 19,000 persons would be put out of work. In Singapore, this could 
provoke widespread labour unrest possibly leading to the overthrow of 
Mr. Lee Kuan Yew and the assumption of power by a Communist r e g i m e . 
In that event, so far f r om our being able to achieve an order ly withdrawal, 
we might have to fight our way out. In Malaysia the announcement of our 
ear ly withdrawal would give great encouragement to Communist subversion 
in a country with built-in communal prob lems. Moreover if instability 
developed in Singapore, Malaysia might be tempted to intervene with 
possible further international repercuss ions. 

10. While we accept that there would be no special capability for use 
in the Far East after our withdrawal it w i l l be important that the general 
capabil ity we retain in Europe should be usable overseas when required. 
We must be able to assure our Commonwealth partners and a l l ies that in 
this way we shall retain a capability to help them if circumstances in our 
own judgment demanded it . This would not be anything special to the 
Far East but simply an expression of the fact that our strategic r e s e r v e 
would be available to be used anywhere in the world where we thought i t 
in our interests to do so, 

11, If the above were agreed we should be quite frank and make c lear 
to the Commonwealth countries in the area and to the Amer icans the 
l imitations which cur general capability would place on the nature of 
any mi l i tary assistance which we could prov ide . In effect we should 
be tel l ing Singapore and Malaysia that how we help them wi l l have to be 
determined by the circumstances at the t ime, including the size and shape 
of the armed forces which we then had. The Anglo-Malaysian Defence 
Agreement has great psychological value in maintaining confidence in the 
area . There is in fact no provision for its termination and for ng to 
abrogate it unilaterally would create a profound shock. We 3hould 
negotiate w i & t the Malaysian Governments so as to make- it fit the new 
conditions. 



12. We are glad to know that the Chancellor recogn ises that the 
Bi l l for mit igatory aid to Malaysia and Singapore is l ikely to be higher. 
Pre l iminary calculations indicate that - depending on the date by which 
the rundown is completed - the aid requirements of Singapore and 
Malaysia for the three y ea r s up to 31st March , 1971 would have to be 
rev ised upwards as f o l l ows : -

Singapore Malaysia 

£ m. £m. 
A , Rundown completed by 

31st March , 1971 70 28 

B.	 Rundewn completed by 
31st March , 1972 43 25 

Substantial aid wi l l a lso be required after 31st M a r c h , 1971, of the order 
of £40-£5Q mi l l i on per annum for Singapore and Malays ia together, for 
a period of severa l years . We must be able to te l l the Malays ian and 
Singapore Governments, when we disclose our rev i sed t imetab le , that 
we shall be wil l ing to discuss the aid implications with them. Min is te rs 
should accept now that aid commitments of the order of magnitude 
mentioned above wi l l be required. A request for negotiating instructions 
wil l be submitted later this mo3?.th. 

Hong Kong 

13. Hong Kong wi l l become increasingly isolated and the size of our 
garr ison there (7. 2/3rds major units), even al lowing for the Hong Kong 
financial contribution, wi l l become m o r e and m o r e out of scale with the 
overa l l pattern of our f o r ces . We are engaged on a study of our policy 
towards Hong Kong in the longer term but, at the present stage of our 
relations with China, any immediate reduction in the garr ison would 
cause loss of economic and polit ical confidence in Heng Kong, with its 
attendant r i sks . The Communists appear to have recognised that they 
cannot attain their ends by v io lence ; but they would probably be 
encouraged to try again, making it necessary for us to reinfoce the 
garr ison once more . Even m o r e , the announcement now of a date for 
total withdrawal would result in a rapid total col lapse of confidence, 
leading to pol i t ica l , administrat ive and economic chaos, and with rea l 
r isk of a grave international c r i s i s . 

14. The problems here are paral le l to , and c lose ly connected with, 
Far Eastern prob lems, except that in the Fa r East there is no direct 
and immediate Br i t ish economic interest comparable to Middle East oi l . 
We have a duty to leave our colleagues in no doubt about the nature of the 
risks to Br i t ish interests that a r e involved here . 40 per cent of Br i ta in r s 
(and over 50 per cent of Western Europe 's ) o i l supplies come f r om the 
Gulf and 40 per cent of Gulf oil is in Brit ish ownership and make a 
significant contribution to our fore ign exchange earnings. Apart f rom 
the Kuwait commitment our position in the Gulf is indivisible. There 
can be no half measures . A phased withdrawal over two years could 
lead to an Aden-type situation. An immediate withdrawal would carry 
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with it the certainty- of f r ic t ion and the probabil ity ef host i l i t ies , 
part icularly between Iran and Saudi-Arabia. Repercussions over this 
could put at r i sk not only our own, but a l l Western oil interests in the 
area. There would be domestic pressure on the Shah to occupy Bahrain. 
Res istance to such pressures could destroy the stability of his reg ime 
and jeopardise the Western connection. But if Iran occupied Bahrain 
Her Ma jes ty ! s Government could find themselves ranged against her at 
the United Nations and general ly , and our oi l and other interests would 
be again endangered. Meanwhi le , the Russians would take advantage 
of the situation (as they are already doing in Iraq, by arranging a 
pol i t ical purchase of e i l they do not economical ly need). If their 
initiative were successful our oil supplies could be ultimately under 
indirect but ef fect ive Russian control. 

15. In order to guard as much as possible against the foregoing 

our action in the Gulf should b e ; ­

(a )	 T o give up the Kuwait commitment at a v e ry ear ly date to be 
determined in discussion with the A m i r . 

(b)	 T o withdraw wholly f rom the Gulf by the same date ae the 

Far East withdrawal, i. e. 31st March , 1972. 


Publ ic i ty : The Fa r East and the Gulf 

16. The problem is the same we faced last July; but now it is in a 
heightened f o rm. Our best chance for a successful consultation with 
our a l l ies (who wi l l be fearful of the effects of publicity upon stability 
in South East As ia and the Gulf) would be if we announced on 16th-17th 
January no more than that eur defence plans are under stringent r ev i ew ; 
that the dec is ions published last July have had to be re -examined ; that 
to produce meaningful savings substantial changes are needed involving 
consultations; and that these are proceeding urgently. 

17. This would keep dov/n to the minimum the r isk of doing 
i r r e ve r s ib l e pol i t ical and economic damage to ourselves and others 
abroad. But v/e recognise that to continue to make no announcement of 
oversea and defence cuts would not be understood at home and could cast 
doubt on the f i rmness of our intention to set our economic house in order . 

18. In the last r eso r t , there fore , and provided the date of final 

departure is accepted as 31st March, 1972, we would be will ing to put 

to our Commonwealth partners and a l l i es a f o r m of announcement which 

made specif ic re ference to this date for the F a r East whi le , because of 

the high stakes and grave r isks , preserv ing secrecy on the Pers ian Gulf 

other than Kuwait. 


The Gulf. Consultation 

19. We shall need to consult the Shah, King Fa isa l and the A m i r of 
Kuwait in advance of any statement we may make, and we shall a lso 
need to reassure the Rulers of the Gulf States. In the l ight of the personal 
assurances given by the Minister of State on his recent v is i t to the area, 
and of the post-devaluation messages sent to a number of Governments, 
we are considering whether a Minister ia l v i s i t would be des i rab le . 
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20. The Fo re i gn Secretary , who leaves London on Saturday, 
6th January, for a v is i t to Japan, wi l l return via the United States. 
He wi l l have consultations with M r . Rusk, the United States Secretary 
of State, in San Franc isco on Saturday, 13th January. He wi l l be back 
in London bn Monday, 15th January. 

21. The Commonwealth Secretary has arranged to v is i t Kuala Lumpur, 
Singapore, Well ington and Canberra between 5th and 14th January. 

22. The purpose of the Commonwealth Secre tary ' s v is i t would be to 
explain in general t e rms the background of the economic reasons for the 
dec is ions, making it c lear why there have to be cuts both in the domest ic 
and in the external f ie ld. If this course were approved, he would go en 
to state that the Government have decided that the rundown in the Fa r 
East must be acce lerated and would inform Cemmonwealth Governments 
ef eur intentions, including our readiness to discuss a r ev i sed aid 
p rog ramme, our continuing general capability ( located in Europe) 
a f t e r withdrawal and our new approach to the Ang lo-Malays ian Defence 
Agreement . He would explain that we envisage our membersh ip ef 
SEATO continuing, on a restr ic ted basis . He would make it c lear that 
the f inal decis ion would be taken at a Cabinet meet ing on 16th January 
with a v i ew to an immediate public announcement thereaf ter , and that 
he would be returning for that meeting in order to convey any v iews 
which Commonwealth Governments wished to express , 

23. We should inform the Tha is , Fi l ip inos and Pakistanis (as our 
partners in SEATO and Pak i s t an i case C E N T O a lso ) before the 
announcement is made. We should a lso inform Canada and our other 
N A T O partners. 

Other A r eas 

24. ( i ) Medi terranean 

(a ) Cyprus 

Assuming we shed the Kuwait commitment we should reduce the 
number of our a i rcra f t in Cyprus. Ea r l i e r in 1967 we took pre l iminary 
soundings with our CENTO partners about a possible reduction, and they 
appeared to accept it. 

It would not be practicable to withdraw f rom Cyprus in 1968 or 
1969 since ­

( i )	 It is needed as a staging post until withdrawal f r om the 
F a r East is complete. 

( i i )	 This could lead to the col lapse of C E N T O with grave 
e f f ec ts on our relations with Iran and unforeseeable 
consequences for the stability of the reg ions. 

( i i i )	 It would decrease the chances of a settlement -sf the 
Cyprus problem where we are playing the kind of 
r e l e in co l lect ive peace-keeping which it is 
general ly agreed we should continue to sustain. 
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(b) L ibya 

We should try to re-shape our treaty commitment so as to 
ensure a longer warning per iod. But if we go back on the commitment 
we should imper i l a rms orders estimated at up to £250 mil l ion over the 
next f ive years and a highly important source of oil supplies West of 
Suez. 

( c ) Malta 

We have a defence agreement v/ith Malta until 1974 and have 
a lready negotiated the fastest possible rundown of Brit ish fo rces there . 

(d) Gibraltar 

In the present polit ical cl imate it would not be possible to 
withdraw the garr ison f r om Gibral tar , although it cannot be justif ied 
mi l i tar i l y . 

Other A r e a s 

25. ( i i ) E lsewhere 

A thorough study has been made of all our l e sse r commitments . 
These mainly affect our dependent t e r r i t o r i e s . We are will ing to 
discuss possible savings with the Chancel lor, but these may not be 
substantial, and do not raise questions of major po l icy , with the possible 
exception of discontinuing the Beira patrol . These commitments include 
responsibi l i ty for mi l i tary protection and evacuation of Brit ish nationals 
in A f r i ca and the Middle East : the defence and internal security of 
Mauritius after independence: protection and defence of the Falkland 
Islands: the garr ison in Brit ish Honduras; our obligations to Brunei; 
and F i j i which in the worst case requires a brigade group to be 
committed. But we must r emember that we are l ega l ly and mora l l y 
responsible for the defence of our dependent t e r r i t o r i e s . This w i l l 
continue to be an essential part of our peacekeeping role in the wor ld 
and wi l l make it necessary for us to maintain a genera l capability. 

Conclusions 

26. The effect of cuts on the foregoing scale w i l l be severe ly to 
dimmish Brit ish influence overseas , and their consequences w i l l be 
unpalatable. In the worst case we might see a Communist Singapore, 
and a Pe rs ian Gulf whose oil supplies were either in chaos or under 
Russian control . The reactions of the United States which were made 
last July, w i l l be even stronger, part icular ly since their problems in 
Vietnam wi l l make it hard for thern to take remedia l action e lsewhere 
in South East As i a ; and, since our own position in the Gulf is unique, 
they cannot replace us there. Given our economic situation, heavy 
cuts seem inevitable, and the pr ice is bound to be s eve r e . But the 
more successful our consultations, and the smoother the transition, 
the less damaging the consequences w i l l be. 
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27. K our recommendations on oversea pol icy are accepted we are 
advised by the Secretary of State fo r Defence that he could see his way 
to making further substantial savings. Leaving out of account transitional 
payments the Defence Secre tary I s p re l im inary , broad est imate is that 
budgetary savings of between £50 mi l l ion and £80 mil l ion should be 
achieved in 1969-70, thereby reducing the defence budget in that year 
to, or a l i tt le below, the l eve l achieved in 1968-69 after the £110 mi l l ion 
devaluation cut had been made, and of about £150 mil l ion by 1972-73 
which would result in a Defence Budget total of about £1650 mi l l ion 
in 1972-73 at 1964 p r i c e s . 

28. Against this background, our recommendations for cuts in 
commitments are that we should;­

( i )	 decide to withdraw altogether f r o m our bases in Singapore and 
Malaysia by 31st March, 1972, and announce this decis ion to 
Par l iament in the third week of January, 1968. There would 
have to be consultations beforehand with our Commonwealth 
partners and the United States; 

( i i )	 decide to withdraw whol ly f r om the Gulf by the same date as 

the F a r East withdrawal, i . e. 31st March, 1972, but not 

announce this decis ion; 


( i i i )	 decide to g ive up the Kuwait commitment at a v e ry ear ly date 

co be decided in discussion with the A m i r ; 

( i v )	 subject to ( i i i ) , reduce the number of our a ircraf t in Cyprus; 

( v ) reshape our treaty commitment in L ibya ; 

We should a l so : ­

( v i )	 examine the possibi l i ty of shedding 

(a) 	 responsibi l i ty for mi l i ta ry protection and evacuation 
in the Middle East and A f r i c a ; 

(b) 	 the commitment for defence and internal security of 
Mauritius after independence; 

(c ) 	 the Brit ish Honduras gar r i son ; 

(a) 	 the protection and. defence of the Falkland Islands; 

(e ) 	 our obligations to Brunei; 

the Be i ra patrol . ( f ) 
i 


We should a l so : ­

( v i i )	 examine the scale of our mi l i tary support for internal 

security in F i j i . 


G. B. 
G . T . 

Fo re i gn Off ice, G .W . I . 

3rd January, 1968 




