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MEMORANDUM FOR THE PRESIDENT

Subject: A Study Regarding Prepared in Response
to NSC Directive No. 58 of June 30, 1961

The Interdepartmental Coordinating Group on Germany and
has prepared & report in response to the NSC Directive of June 30,
1961 (National Security Action Memorandum #58). This report is not
an attempt to evaluate the merits of the courses of action described
in the varicus attached papers. It is rather an effort to describe
the courses of action in sufficient detail to permit judgments to be
made concerning them, A discussion of the decisions required to carry
out these courses of action follows immediately.

The report itself is organized into a summary of the development
of the courses of action through the projected crisis psriod, which
summarizes the integrated timetable, followed by these annexes:

Annex A - Integrated timetable of actions.

Annex(B - A detailed examination of military preparations.

Annex C - Permanent increase in U.S. military strength (not
yet available).

Annex D - OCDM submission.
Annax E - A detailed axamination of the covert actions.

Annex F - A detailed description of the economic counter-
mesasures,

Annex G - An analysis of the effect of the courses of action
on the United States pconomy and balance of payments.

Annex H - A detailed lxlnination of the public information
aspects,

Annex 1 - Preliminary considerations on the timing and nature
of negotiations on Berlin.

Annex J - Considerations affecting Western attitude toward
Yast German psrsonnel on access routes (checkpoint
procedures).

&
i

| N




SECRET
ENT DEC] SIONS

This section deals with the dacisions that will need to be tsken
soon, in order to launch the courses of action described {n this
report,

Undarlying thass specific decisions, of course, is a more funda-
mental ane: whather tha broad courses of action indicated in thias
paper should be accepted -as & basis for our approach to the
prablen.

1. Military Preoparations, A dacision will be nsedsd as to vhether,
and in what degres, a progressive mobilization of US rescurces and
manpover ahould now ba undartaksn.

The sargumsnts in fgvor of early large-acale mobilization are:
(1) 1t might dater the Comsunists from blocking our access. (i1) It
would make it poasible to carry out the proposed military ground
responss to the blocking of allied access promptly aftsr blocking;
the four months needed to call up, train, and deploy units from the
reserve components could ba completed by 15 Dacamber, if they were
started now, ({i1) It could result in an impravament of the free
world's military posture, which would be valuable regardless of how
_the erisis turned out. (iv) It would give us a head start in
sesking to gain a more favorable ratio of forces in the avent that the
Soviets, with greater ready reserves but lesser over-all capacity,
tried to out-mobilize us,

The arguments ggaingt early large-scale mobilization are:
(1) It might engage the Soviets' prestige and thus make it more dif-
ficult for them to absndon their threats to block our access. (ii) It
could frighten off US allies, who might consider that it would prevent
a strategy of diplomatic maneuver; resulting allied disunity might
encourage the Soviets to proceed with pressire against Barlin. (1ii)
It might not be necessary, since the Berlinm stockpile, supplemented by
an airlift, could keep Barlin going for a sufficient period to inaugur-
ate preparations for ground combat after our access had baen blocked,
(even though the resulting capability would, of course, bs less than
if preparations were started now and continued for four months after
access was blocked), (iv) It might trigger psychological faars of
war and shortages in the US which could lead to inflation and thus
require controls on the economy,

The choice need not, of course, be between black and white
alternatives; it might be ons of degree. Some kinds of early pre-
parations will be necessary and may be helpful as a deterrent, even
if it is decided to have a period of several months' final prepatations

after
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after blocking of our access befors proceeding to ground action, and
avan 1if it is concluded that larga-scale and dramatic preparations
would be counter-productive in their effect on Soviet intentions,

In any event, the choice should be based on a systamatic analysis
of the political and military implications of alternative levels of
early mobilization and of the concomitant actions which we would
like our Allies to undertaks and their probable rsactions. The

attached together so quickl 1-
able far the Departments of State and Defansa to prepare such an
analysis, )
anal)

One specific point to be coverad in any decision on militery
preparations is whether nov to. = ion
for the DOD FY 62 - ttee
4888 On t budget. It might weil be desirable to do this, even
i is decided not to initiate immediate large-scale mobilization.

This increase could be presented to the public as our response to

the over-all world situation, rather than to an acute erisis -
both to winimize the psychological impact on the US economy referraed
to in the Treasury-CEA submission and to avoid seeming to dramatize an
ostensible challenga to the Soviets over Herlim.

2., The DOD Budget, The NSC Juna 30 Directive called on the
Secretary of Defense to submit recommendations concerning the magnitude
and character of a psrmanent long-term increase in the size of the
US defense astablishwent (1) which might be planned now in addition
to any praparations to enhance specific Western capabilities for
fighting over Baxlin; and (ii) which dight be gxecuted, if and whan
Soviet actions regarding (e.g., blocking of access and rasist-
ing Allied forcaes) seemed to foreshadow a long period of greatly
heightened world tensions. The Secretary of Defense and the Saecratary
of State were also asked to submit recommendations concerning actions

that might be taken to bring the prospect of this planned increase to
the Soviets' attention .

The object of this coursa of action would be to deter Soviet
preasures on Berlin, by convincing the USSR that such pressures could
lead to a lasting step-up in US defense expenditures, such as followad
the Korean War, (Since that step-up would not be begun until late in
the crisis, it would probably not take effect in tims to improva our
fighting capabilities for dealing with that crisis.)

The DOD vesponse to this part of the Directive was still in
preparation when this report was asssmbled. Defense representatives
at the 13 July meeting hope to be able to present proposals.

The concept
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The concept of planning a post-Berlin permanent increase in the
DOD budget is belisved sound, The magnitude and character of that
increase can be resolved as soon as the DOD submission is at hand;
further questions of Congressional consultation can then be considered.

3

In principle, this seems sound, The real questions arise in
connection with scale and timing.

It is suggested that the basic course of action be approved,
subject to continuing decisions by the Secretary of State as to scale
and timing.

ization and Civil Defense Measures. An Annex to
this report includes recommendations on defense mobilization and
civil defense. These recommendations will need to ba coordinated
with the Department of Defense before decisions on_ them can be taken.

5. Bconomje Countermegsyres. No new decisions are now required.
Inter-Allied planning for economic pres e Bloc is va er-

way. I1f and as this planning generates nced for Presidential decisions,
thesa decisions will be sought,

6. US Economic Dislocatjons. If early, large-scale and dramatic

military preparations are to be undertaken, fears of war and prospective
shortages could lead to hogrding, scare buying, and price increases in
the absence of controls, 1If the program {s .a gradual and modest build-up
not specifically keyed to the crisis, on the other hand, no

sevare inflationary problem may arise. Decisfons about economic controls

should thus be postponed until it has been decided on what scale military
praparations are to go forward.

7. Bublic Information., An Annax to this report outlines a proposed
public information program. One specific component of this program
calls for decision: the proposal for an early Presidential speach, to
be made shortly after publication of the US reply to the Sovist aide-
mamoire. No further decision seems needed to launch this {nformation
program; the USIA and the Department of State should do so immedistely.

8. Negotiatjons. An Annex to this report outlinas possible
alternative U,S, negotiating positions, Decisions _on these altexrnatives

can be
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can be postponed until serious negotiations seem more imminent than
they do now. Indeed, it would be undesirable to fresze our negotiating

position this uw.

9, Wegtern Attitude Towsrd East German Personnel Along the Access
Routes. The issue here is whether the Western Powers should allow

the fast Germans to carry out the same procedures regarding access

as the Soviets now do, as recommanded by Mr. Acheson, or whether the
existing contingency plans should be maintained providing for the
introduction of a naw procedure, when the Soviets leave the check-points,
which is less favorable to the East Germans. The arguments pro and

con are summarized in Annex J. Further staff work would not seem to

be useful; an early decision is required, since the British are press-
ing for clarification of our position on this point.

10, Other Issues. Three iasues are not dealt with in this
report: .
(a) The Alljed Reaction. This can more usefully be considered
as part of our attempt to resolve the specific issues
indicated above than as a separate subject in itself.

(b) UN. The timing and manner of possible UN involvement
in the crisis will need to be studied furthar by
the Departmant of State.

(¢) Congressional Consultation. This should be considered
after decisions have been made on the specific items
outlined abova.
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SUMMARY OF DEVELOPMENT OF THE COURSES OF ACTION

A. For purposes of planning, the course of action has been projected
from July 17 until January 1. This period has been divided into three
phases, Each phase corrasponds to s predicted development in pursuit by
the Soviet Union of its present policy. Needless to say, rigid schemata
of this kind seldom if ever work cut with great precision in practice, re-
gardless of how necessary they may be for the planning of a complex and
inter-related program of action; the intrusion of unpredictable events is
always a certainty. (In the present case, for exsmple, it is quite likely
that the issue will be taken to tha UN by one nation or another if the
crisis develops very far,) Moreover, if Wastern policy is successful the
crisis will not develop through all thres phases but will be arreated be-
fore that occurs. On the other hand, early stages may last longer than
the schedule indicates and subsequant stages would accordingly occur later
than now scheduled, For planning purposes, the dates marking transitions
from phase to phase are the earlisst dates on which it can be assumed the
transition would ever occur,

B. The three phases are as follows:

Phase 1 - From now until the period during which we would anticipate
a8 call for a "peace conference” on the part of the Soviet Union. This
might come any time after the German elections on September 17, though it
is probably more likely to be related in timing to the Communist Party
Congress in mid-October., For purposes of planning, however, we should
consider September 17 as the end of Phase I,

During this period the Wast must demonatrate clearly its determination
to defend its vital interests at all costs, It must also set in motion a
program of military and civil defense preparedness which will put it in
position to undertake military action shortly after the end of Phase III
if the crisis should develop through all phases and military action should

- prove necassary, Simultaneously it must prepare the way for use in later

stages of severe measures of economic warfare on a NATO-wide basis. Initial
measures should be taken, and plans laid, for psychological warfare,

At the same time the West must make every effort to obtain the support
of world opinion for its basic position on Barlin and Germany and to pre-
pare the ground for whatever negotiating stance it wmight wish later to
adopt, The point at which negotiations with the Soviets might occur, or
the manner in which they would be brought about, {s impossible to state with
certainty., It is assumed the West would not wish to negotiate until its pre-
parednass had reached sufficient proportions to alter Soviet estimates of

our determination.
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our determination. On the other hand, Lf negotiations are to occur and
prove fruitful the positions of the two sides should not have hardened
irreparably. Thus Phase I must be & period of flexibility, Military and
propaganda measurss should not be such as to challenge and provoke the
Soviets. They should be principally desipgned to induce Soviet willingness
to compromise.

Toward the end of this period the Vest shauld be in somewhat better
position to negotiate, if that appeared necessary or desirable at that
time, although negotiations coming in this phase would likely be princi-
pally of public relations significance. In addition, we should be in a
position to move rapidly forward with more vigorous measures of military
preparedness and with various forms of non-military pressure if the crigis
moves into Phase IIL,

Phase II - From Septembar 17 until the 'peace treaty" would be
signed. The final date is difficult to establish beyond the fact that
it would likely be this year, December 1 would be & useful date for
planning purposes.

We should be prepared tor move into .this phase by September 17 but we
would probably not wish to do so until the Soviet Union actually made an
additional move in the direction of a "peace conference", The phase would
be characterized by increased pace and scope of overt preparation, The
need for retention of flexibility would be somewhat reduced, but it would
still be present since negotiations, if they have not yet occurred, are
likely to take place in this phase. Toward the end of the phase, if wa
have reason to believe the Soviet estimate of our seriocusness of purpose
has altered, it might prove desirable to encourage by indirection the
initiation of negotiations. While large-scale economic counter-measures
would hot be ingtituted in this phase, overt indications of our intention
to take them at a later stage should be given. Meanwhile, economic counter-
measures of lecser scale and intensity would gradually be introduced.

Phase II1 - From the signing of the '"'peace treaty", assumed to be
December 1, until the Soviet Union actually turned over control of Herlin
access to the GDR. Here again there can be precision in the assignment

of dates. However, the period could not be expected to be longer than a
month,

If the crisis develops as far as this phase, the USSR will have signed
a "peace treaty'. Our assumptions concerning Soviet intentions will have to
be weighted more heavily on the side of their pursuing their policies to the
point of a showdown on access to Barlin. Our military preparations will
have to be pressed rapidly to completion, including evacuation of dependents,

etc. Our




etc, Our propaganda will have to concentrate more directly on the ques-
tion of access so that military action on our part, if it should prove
necessary, would to the sxtent possible appear logical end justified.
Psychological warfare should be stepped up to the point that this factor
becomes of real concern to the Soviets in determining their maxt wmoves.
Preparations for large-scale economic counter-measures should be made so
evident that their implementation upon any interference with our access
can be sssumed by the Soviet Bloc to be virtually automatic,
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JNTROPUCTION

. Tho niutcry actions to. inplmnnt Mr. Achesan's .preliminary
Teport. an # might invalva, through successive.stages, the.full
capnbiur.in ot the nation'a military forcex, . Tha pzopoud meAguUTas
. ascend. through force improvament, force craation, .deplayment, actians

. of harassmant.and. raprisal and, if needed, progressiva levels.of armed

.gombat, .Implicit in the use of ths pxpanded military force ia s

.aignificant risk that general nuclear war may result. As US action

passes through. the successive stagas .propossd, the.riaks of nuclear
.var (1) may. incrasase {f the Soviets and GDR choose to pursue tactics
denying access to Berlin, or (2) may.decrease if the Soviets, being

. convinced by our actions that we intend to fight. over Barlinm, if

..necessary,.choose to accapt a face-saving political sccommpdation..
It is a matter for political assessment whethsr. grester risks of
general mudlear war would bs invalved.in any alternativa to thas

. .proposed program of actions.. .. . .. . . .

. 2. The diotinc:ion which the. .report. makas batwesn military actions

. aimed toward a  solution and.the. use .of. m.u:lur. .veapans in .aqy.

. laxger confnct which might. grow aut of. the B il prablenm .is.. ucognued

. as an appropriate form of political. guida.nco.. But in terms of practical

actions, the national readiness for that largsr and nuclear conflict must
be a concurrent concern, because of the uncertainties of how any conflict
might begin and develop.

3. The timing and pace of military preparations are crucially
important to the US ability to execute the proposals, as well as
to the prospects of success, Mr, Acheson's preliminary report on
Barlin contains a potentially serious conflict between its stress on
a gradual, initially low-key build-up and its implicit requirement for
substantially stronger non-nuclear forces in Burope., If the creation
of new forces does not besgin early enough, the power will not exist
for carrying out the proposed responsa to the blocking of allfed access,
A period of three to four months is needed to call up, £ill up, equip,
train, and deploy units from the reserve components,

4, If no units are called up until October, for example, and

. allied access is blocked in. December, only aftar aeversl.gmontha of.
blockage would our usable strength be effectively above present levels,
The range.of non-nuclear choicaa sounld bg substantially as narrow as ...
now,euntilesevaral.amonths of blockage bean.andured, Furthermore,

the chances of compating successfully with a simultanecus Soviet butld-ui
would be.lawered. by the delay.

(5} The earlier
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v . .Sa_.The. sarlier. a .partisl mobilizarion hagins, .the wider will he the

. rangs of.non-nuclear choics when. the crisis occurs, Mate.foréss will be
available, and.tha farces will. be bettar. y far their tasks. ..The aarlier
"the US acts to improvs.its military. poa . tha_grester the poser it can
bring to bear.. The first purposs of military build-up is.to.foreatall a
Barlin crieis by showing our. datermination to defand Allied rights. The
earlier a partial mobilizatian is hnaun tha mors such deterrent effect is
_x;tncd. .. - - — .

o 6. The militayy measureas wlich can bs taken prior to dsclarstion.of
. & limited national emergenty iand the baginping «f @artial wohilisstion are
relatively fevw. Thetr effacts on Soviat decisions.and on US. raudlnnl. are

..not apt to be of much resl.gignificancd.. .. e ! -

7. The military portion of the over-all US tinatahla contained
herein shows one possible program of action. Many others are .possible,.
and several have been lnslyzed in equal detail, The principal.
variables are the time that partial wmobilization begins, and its
scale, The actions listed in the timetable represent major. military
actions, Thess, togethar with other. actions, are discussed in following
sections., Additional detsil concerning these actions has been
developad by the Joint Chiefs of Staff and is available.

8. As Mr, Acheson's preliminary report on points out,
much more military planning would be needed to prepare .forces to .
execute the proposals. Iwo prior requirements exist, however., There
must be some basis for expectations about the size and timing . of
additional forces, and there must be { further formulation of the
purposes and objectives to be militarily pursued, Within exiating .. .
force levels and existing atrategic policy guidance, not much more
planning can usefully be done, nor is there much capsbility to

exacute the sort of expanding non-nuclear action contemplated in Mr.
Acheson's report.
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MEASURES PRIOR TO DECLARATION OF A NATIONAL EMERGENCY

1. A national emergancy must be de¢larad before that measure
can be undertaksn which would result in an early,. substantial .incraase
in pon~miclear capability, i.e.,.the partial mobiltzation af.forces and.
wenpowes from the ressrve componsnts. (Ses Lagal Considerations.saction
below,) However, a number of military pmparations cculd.be made in ths
sbeence of a declaration of national emergency. These preparationa
would both give svidencs of our serious purpose and apprecisbly increasa.
the pace st vhich substantial increases in capabilities could be achiaved.
following such a declaration., For full effectivensss, these measures
miet be wholly authenti¢ and carried oyt in an orderly and progressive
wanner without fanfare or public alavm,

2, In general, military preparations of the following typas
could be carried out:

8. Measures requiring little lead time,

(1) Imsplementation of increasad operational readiness
measures by US forces worldwide but particulsrly in Europe,
&8 appropriate,

(2) Incraased draft calls,

(3) 1Intensified training of US and allied forces ear-
marked for a probe of Soviet and GDR intentions along the
Autobahn and those earmarked for the restoration of ground
access to Barlip.

) (4) Deployment of a US or trtpcriitc reinforced division
from present locations in Garmany to the Halmetedt ares, (i.s.,
pos{ioned for movement toward Bariin.)

'(5) Increased readiness to cx.cuti existing demolition
-and mining plans in Central Hyrope,

(6) Alert naval and air forces for possible early execu-
tion of a variety of world-wide harsssment, reprisal, and
increassd surveillance msasures, particularly in Esstern
Atlantic, the Mediterransan and the Baltic.

(7) Conduct air

TOP SECRET
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(7)) Conduct air operations through the corridors to Barlin
at altitudes abova 10,000 feet, with fighter ascorts i{f necessary,
and increase reconnaissance flights. .

(8) Extend enlistmants and terms of obligatory service
-of personnel now in active service. (Enabling legislation
would be required,)

b. Measures requiring longer lead time,

(1) Bring US forces in Europe to full wartime strength
(requiring in excess of 14,000 personnel), This would neces-
sitate a substantial increase in salective service quotas
in order to replace personnel withdrawn from units in the
United States. In addition, the US should persuade our
Allies to bring their forces in Europe to full wartime
strength, and to provide the necessary combat support unites.

(2) Step up the pace of pracurement and materiel modern«
ization. This would involve a nacessary degree of industrial
mobilization and establishment of priorities.

(3) Move selected units of the Strategic Atﬁy Corps
(STRAC) and USAF to Europe, identifying this move, if
appropriate, as an air mobility training exercise.

(4) Take steps to insure an improved ability to rapidly
deploy troops to Europe by mmans of tha Military Air Trans-
port Service (MATS), the Civil Reserve Air Fleet (CRAF), and
the Military Sea Transport Service (MSYS),

(5) Increnlé US war reaprve stockpiles of arms, ammuni-
tion, equipment, food, POL, and othar supplies in Europe.

(6) Move additional nuclear wenponi forwvard in closer
proximity to Army and Air Force forces which may require them,

(7) Increasss the state of readiness of the Strategic
Air Command (SAC).

(8) Make logistic preparations for call-up of several
resarve component divisions, This would include steps to
raactivate appropriate camps and training arsas.as well as
steps to provide for the stocks of arms, equipment, &nd other
materiel required,

9) Incr.ase.
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(9) Increase manning and equipment levels 1n.tv6 Strategic
Army Force (STRAF) division forces, to bring thamnnp £o the

current readiness level of STRAC unita,

(10) Initiste action to return .dependents and non-
esnential civilians from Europse. o .

(11) Activate a portion of the naval and uerchange
vessel mothball fleet.

3, Concurrently with measures indicated in peragraph 2 above, a
progressive balanced increase in the permanent US military establishment
could be initiated.

TOP_SECRET
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TEMPORARY REINFORCEMENT OF EUROPE

1. Tha t.npornry.rainforccmcnt of US military forces could
be.accamplisghed .by:.

a. Conducting a two battle group air mobility
exercise. from.the US ta Garmany, .

b, Deploying an entire. STRAC division to Germany for a 30
to 60 day period, or for the duration of the crisis, and
replacing it in ths strategic reserve by calling ona National
Guard or Reserve division to active duty for a 30 to 60 day
period. .

c¢. Conducting other similar ground, naval, and air
exercises and deployments directed toward Europe.

2, The STRAC force and airlift sircraft required to accomplish
either of the first two activities could in an emergency commanca
deployment on one hour's notics, .

3. The STRAC two battle group foree could deploy in an emergency
from a condition of full slert and complete its movement to Germany
in ‘..5 dlyl. .

&, Strength: 4216
b, Airlift required: 224 sorties

c. Estimated cost of movement to Europe:

(1) Army ] 650,000
(2) Air Force 12,100,000
TOTAL $ 12,750,000

%, The STRAC division could deploy in an emergency from a condi-
tion of full alert and complete {ts movement to Germany in nine days:

4, Strength: 11,585
b, Airlift required: 560 sorties

c, Estimated cost

TOP SECRET
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c.. Estimated coat of movement to Europe:

(1) Army $ 4,000,000
(2) Air Farce ) 30,600,000
TOTAL $34,600,000

5.. The. STRAC divi-ion could deploy two battle groups by air and
remaindar of the division by sea as followa:

a. Two battle groups by atrlift (4216 personnel, 224 aircraft
sorties) completing movement to Germany in 4.5 daya,

.b, Sealifted vremainder of diviaion (7339 personnel, three
troop transports, three cargo ships) completing movament to Germany
in 17 days.

¢. Estimated cost:

(1) Army $4,000,000
(2) Navy 428,500
(3) Air Force 12,600,000

TOTAL. . $17,028,3500

6. a. One Reserve or National Guard Division could be called to
active duty to replace the deployed division for a period of 30.to
60 daye at an estimated cost of:

(1) Thirty days $ 5,142,827
(2) Sixty days $ 9,068,305

b, The divisions involved ars currently not at full strength, and
the corps headquarters concerned would require & minimum of 30 days prior
notice to provide approximately 4,900 USAR fillers to bring one division
up to full strength,

c. To call one raserve component division to active duty for this
period would requirs Presidential declaration of an emergency as
required by Section 673, Title 10, US Code, though thers is the lagal
possibility that a National Guard division might ba called up for this
pericd by a State governor, if he can be persuaded to do so, without
such Presidential declaration.

7. Possible
TOP SECRET
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7. Possible naval and air exercises and deployments could include:

a. Deployment of elements of the Second Fleet to war atatipns,
exercising from Britigh ports and in the Norwegian Sea. 1f this
movement were carried out during July or August, and compensating
adjustments made in normal movements of other fleet units, no
significant additional costs are foreseen,

b, Deployment of n toctical fighter force of five squadrons to
Europe, at an estimated post of $2,078,000 for a 21-day exercise.

8. 1t should be noted that the above described activities are
" ' possible actions which might be employed in an sffort short of war .
to deter the Soviets from initinting a crisis. These actions
along would not materially improve the US capability to engage either the
GDR or Soviet Bloc forces in & non-nuyclear war, but in conjunction with
other military and non-military measures world-wide could have some
deterrent effect. ‘
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PARTIAL US MOBILIZATION FOR A ACCESS OPERATION

1. The US Militeary: #ervices have, or can creats, a capability
for:

a, A unﬂ'ltlmi.:ltruft to support the garrison at
any time,

b. The US portion of a quadripartite airlift to support the
civilian population of Berlin, starting at any time gnd building up
to full planned capacity -in 90 days.

¢. - Naval hesrawament actions at any time, and pacific or
naval blockade within two months.of the time necessary force augmen-
tations are ordered.

d. Large-scale momnuclear ground action, with tactical air
support, as necessary, within four months after necessary mobiliza-
tion is orderad, assuming appropriate use of forces in Europe and
assuming reinforcement from the US necassary.

e. Keeping SAC in a state of maximum readiness for flexible
use over a prolonged period of crisis without degrading its sffective-
ness. (1/8th of the B-52 force on airborne alert)

2, 1In deploying forces to create an increased nonnuclear capa-
bility to carry out the contemplated actions in Europe, (1) forces
now in Europs should remain on their presant missions, and (2) forces
to cope with world-wide contingencies should ba c¢reated snd main-
tained to replace forces deployed to Europe. Additionally, because
of the serious military situation and increased world tensions which
will result from military actions around Berlin, it is advisable to
plan for measures to increase our ganeral war readiness, such as those
outlined below under "Improvement of General War Posture',

3. The question of whether adequate security for nuclear weapons
in Europe now exists and can be maintained without taking steps that
would degrade the ganeral war capebility of our nuclear forces 1is
8till under consideration by the Defense Department,

4. The actions and resulting posture for each military purpose
can be summarized as follows, but partial mobilization would be re-
quired for the major capabilities requiring substantial personnel
increases.

a. Alirlift plans
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.a. .Airlift plans are in existance and can be .implemanted
to commence provision of airlift support for Berlin. For the quadri-
partite civilian airlift, 4 transport units must be retsinad and
certain civil airlift caontracts wust bs applied to replace diverted
MATS aircraft, The garrison airlift can be sccomplished within exist-
ing capabilities. Fighter escort as required will bs provided.

b. For initial naval harassaant of Soviet and GDR shipping
and for air harassment, current capabilities will suffice. Intensi-
fied action leading to naval blockads msasures would make it manda-
tory to. prepare for escalation of the war. at sea, .and sinilar consi-
derations apply with respect to soms of the proposed air harassments.
Since’denial of the right to navigate fraely on the high seas would
unquestionably be viewed as a hostile act of war, decision to vieit
and search, divert and delay ships. should be accompanied, as a
minimum, by preparations for war at gsea. Personnel.asugmentation and
reactivation of reserve ships will be required for this purpose.

¢. To prepare a six-division force for large-scale, non-
nuclear ground action, mobilization of six reserve component divi-
sions would be required. With the deployment of six divisions
to Europe, there would be remaining in the CONUS an Army strategic
ground reserve of six divisions. As an alternative, only four
reserve component divisions could he mobilized and & force of six
divisions still deployed{to Europe. Howaver, in this case there .
would be only four divisions remaining in the Aramy strategic gtourdd
reserve, a situation which would limit our capability.to respond’
effectively to crises in areas other than Europe.

d. For any scale of ground action considered, basis aug-
mentation of tactical air strength in Europe should be: 6 USAF and
18 ANG tactical fighter squadrons, and 6 air transport squadrons.
This is considered to be the maximum USAF tactical force which can
be made available within the time period and still retain a minimum
reserve in tha CONUS, For air action for operations considered in
this study, 21 tactical fighter squadrons and 6 transport squadrons
must be mobilized and Franch bases must be activated. Actions also
include reassignment of Air Force Reserve C-134 aircraft to MATS,
federalizing six Air National Guard C-97 squadrons, mobilizing the
Civil Reserve Air Fleet, and activating necessary supporting eslements.

e. To provifle increased SAC readiness, 6 B-47 Wings and
6 KC-97 squadrons would be retained and ground alert would be in-
creased to 507, including 54 additional B-47's for the Overseas
Alert (REFLEX) Forces. The posture achieved would provide s capa-
bility for increased airborne alert to a leval of 1/8th of the

B-Si force
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B-52 force without degrading the total alert posture.

5. Summary of Personnel Augmentation and Costs
a. A garrison eand civilian siriift:

(1) The capability for a garrison airlift exists now,
Increassd Air Force costs: $2 M for fighter aircraft dgploy-
ment to Europe.

(2) The US unilateral share (50%) of the quadripartitp
(QBAL) civilian atrlift as planned, for a perfod of 90 days:

Augmentation Costs
Alt Force 2,946 (plus 219 c1iv) $64 M

b. Naval harassment and blockade of Bloc shipping:

Augmentation Costs FY 62
Navy:

For harassment None None
 For pacific)
blockade )

121,900 $2,014,4M

For full )
blockade )

¢. A_six-division ground action {n Europe:

Augmentation Costs FY 62«
Army 483,000
Air Force | 60,345 (plus 6,149 civ)
Navy 3,100

546,445 (plus 6,149 civ)
*Over-all cost estimates being refined,

d._ Maximum

o
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d. Maxisuw readiness for SAC:

Augmeutation Costs FY 62
Alir Porce 19,142 (plus 3,868 $106 Mir*
' civ)

**Does not include increased aircraft procurement or production.
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LITAR X IDE CENT! .

1. There is a wide vatiety of wilitary mssaures availahls .to ths US
and its Allies which could be implementsd in ascending ardar.of ssveritry..
These mesasures consist primarily of attions by deployed naval and air
forces, primarily of the three occupying powers and perhaps VWeat Germany. . .

a. Neva] Blocksdes and Hsrassments

(1) Paseive surveillence asd photographic documantation of
the passags of Soviat and GDR shipping through selected .restrictad
wvaters and narrow focal passages. . -

(2) Delay of passage of Soviet and GDR shipping on the high.
seas for e wide range of reasons such as inspection of documents,
cargo and health conditions or search for fllegally carried
psesonnel, Lengthy defays can ‘be interposed while documentation
is being obtained. .

(3) Full control on tha high seas, including international
waters leading to selected narrow focal passages, and raturn of
Soviet and GDR shipping to ports of departuffj.. Soviet and GDR
ships subsequently apprehended attempting to evade the naval
blockade would be subject to detention,

(4) While harassment can be carried out in many aress
as vwell as on the high seas, the following geogrlphical loca~
tions merit consideration: .

(a) Danish Belts and Kiel Cﬁndl»

(b) Turkish Straits.

(e) Tushims, Teugaru and La Percuse Straits.

(d) Straits of Gibraltar,

(e) Aegean appton&ﬂoa to Greek and Turkish ports.
(£) Cuban ports,

(5) Before
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(5) Befors such action could.ba fully affactive. in the shove
sreas, understendings shaild be. raachad with tha non-Bloa .natiouns
contiguous to the individual . areas. that. thigy will not hinder. cux
efforts to harses Sovist/GDR shipping.. .Area. (a), Danish Bct'l

and Xiel Umnal, for example, would e.at. lnnnt passive
approval o tho Oporatton by Norwmy, 3v¢don. Denmatrk and Vclt
Seyuany. .

(6) Attempt to persuadé Allied or othar nonwBlo¢ nations.
controlling the waterways referred.to in subparagraph (4) to
vefuse rights of passaga to, or to interfare Dy adainistrativs
delays snd requivements vi:h the passage. of, Sor {et and GDR
shipping. . .

{7) As @ form of legal harsssment, considerstion might be
given to the following courses of action with respect to the
aforsmentioned ships: o

(a) As a test case, undertake the repossession of a
Soviet~held Liberty ship.

(b) With the cooperation of certain forsign govern-
,ments satablish a date for the seizure and detention of
all out-of-area US-titled Soviet merchanly ships (emphasin
to be placed on seiging and detaining the Jmaximum number
of Liberty's) on grounda that efforts to effect the return
of thase ships by negotiation have been exhaustated.

(8) Deny Soviet and GDR shipping access for repairs,
rafuelling or cowfierce to ports controlled by US, Britath,
France or West Germany, and encourage other notionl to harass
such shipping by denial of access or by adainistrative delays
and roquir-ndn:o.

(9) The question of whether one or all of the above areas
and measures would be undertaken should be resolved at the
tims in the light of the nature of the actiaon against
and the United States and Allted forces gvailsble,

b. ALir Hergssments. As in the case of nn&al harassmsents, sir
harassmente and reprisals also provide a broad spectrum of poc.ﬁble
alternatives such as the following:

(1) lssue orders
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(1) Isaus orders to appropriate do-nlidnil_:nnsnizn oY
destroy Soviat and GDR craft injruding on US territory, airspace
or waters, _ ’ - 4

(2) As & wsingle action.in diregt.reprisal, ardsr approe- .
priate commanders; ¢.g., Commander-in-Chief Alaska, to ssize .
or destroy a Soviet or GDR military aircraft over international .
waters within 50 miles of US territory, territorial waters or
territorial airspace and outside Bloc territory .or airxspace.

3) Sncruu surveillance of Soviet and GDR fishing.
fleets and other shipping operating {n North Atlantic and
Pacific Oceans, saeking rationale far possible further actions
&t s later stage. Close "buzzing" may bs required.

(4) Deny entry of all Soviet and GDR aviation to arsas
controllad by the United States, Britain, France and West
Germany.

(5) Conduct depth bombing exercises from the air or sur-
flace ships in areas where Soviet or GDR submarines, which are
not openly exercising innocent passsge aight be maneuvering.

(6) Seek common Allied and other non-Bloc nctionolto
deny entry or delay transit to all Soviet sand GDR aviation
either by diract prohibition or through sdministrative re-
qui rements, )

(7) Harass Soviet and GDR international air traffic
through the application of air defense and air traffic con-
trol measures.

(8) As & wsingle action in direct reprisal, instruct
US unified commanders to flash Joint Chiefs of Staff
directly at every opportunity to seize or destroy Soviet
snd GDR military aircraft or Soviet and GDR surface craft
over or in international waters within 50 miles of US
territory, territorial waters or sirspace and be prepsred
to execute on Joint Chiefs of Staff command, Similsr
arrangements might be undertsken by Britain and France
and, possibly;>West Germany.

2, Cepabilities for
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2. Cacabtlities for Implepenting Reprisal Actioos
&. Forces available initially for.effecting raprisals would
consiwt of US forces already deployed in tha.genersl arsas wan-
tioned, such further US forces as might ba deployed .to these aress
in cave of Soviat or GDR counteractian, and such forces and faeil]
ities as Britain and France (and passibly West G.rnnny) might make
available. .

bu Random veprisal actionas could be accomplished with cur--

rently deployed forcess. As the scope and severity of reprisal .

asctions increase, additional units from the CONUS wauld have to be
doploycd, theradby f{n all probability creating.an {mbalance in. over-
" all deployments of nsval and air units. The magnitude of the im-

balance would be dependent on the extent of participationfiof British

and French units. For full control of the high seas and inter-

national sirspace, mobilization measurijs involving activafion of
~naua1 and air reserves would be raquired.

c. US effort applied in reprisals asgainst Sovigt and GDR mer-
<bant. shipping and air activities could become disproportionate
to the real pffects obtainable. A considerable pdrtion of US ses
and air forcés could become involved, thus advarsely affccting
over-all US defense posturs unless additional forces w&tc
nobilised,

d. It is necessary that clear, specific and thorough guidance
ba. provided to military officers at all echelons who may be ex-
.pacted to executs acts of harassment or reprisal, When the acts
to be consummatsd are astablished, specific instructions must be
promilgated by appropriate guthority, All officears must act
under explicit orders and be authorized to use force, to tha
spacified degree, where necessary to carry out instructions.

e. In carrying out reprisals 4t sea and in the sair involving
the forceful stopping of Soviet or GDR shipping or aircraft it
must be recognized that the United States would probably be placed
in the position of firing the first shot and perhaps of sinking
ons Or more vessels,

£. Planning for such operations would be the responsibility
of the Joint Chiefs of Staff under the direction of the Secretary
of Defanse,
’ 3. Actions comparable to those listed above could also be spplied....
to other Bloc nations, if end vhen they overtly supported Soviet-GDR action
with vespect to Berlinm.
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IMPROVEMENT OF GENERAL WAR POSTURE

1. -Arthough all the military measures praviously listed for improve-
mant of mon-puclear posture alfo contribute.to the {mprovement of.general
war posture, there are a number of specific measures which could be tagen
to further ¥§nbanca US and Allied capability for general war. In this
regard it is emphasized that these preparations should ba made concur-
rently with preparations for the use of substantisl nfn-nuclear forces
in Centrai Europs. This is neceasary to derive from all preparations a
full and affective deterrent déffect by convincing the Soviets of US
determination and commitment to uss whatever degrse of force may be
required to resct successfully to any attempt at interfarence with accass
to West Barlin, .

2, The specific measures, some of which have been previously ¥1ltld,
which ehoudd be taken are as follows: .
6. Place SAC {n an increased state of readiness which could
be maintained over a prolonged period of crisis vi‘pout degrading
' tte S¥ategic’ capability. :

b. Intensify civil defense measures including the conltgﬁe-
tion of fallout shelters and the placing of substantial contracts
for the manufacture of radiation detection meters.

¢. Place all US forces world-wide in an incressed state of
raadiness.

d. Discontinue the inactivation and/or retirement of opera-
tional forces, such as B-47 wings and amphiblous ships.

@. Resume nuclesr testing,

f, Resume U-2 flights and reconnaissance flights over
Sibaria and the Soviet Arctic,

8- Step up the ICBM program and the program for "hardening”
missile sites.

h. Accelerate current action to improve command and control
capabilities to include placing the Joint Action Control Staff in
& completely operational status,

i. Increase air defense measures.
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THE USE OP PORCE AFTER ALLIED ACCESS TO BERLINIS BLOCKED

1. ‘While it is correctly recognized in.the Acheson.Report.of

.27 June 1961, that additional militaxy analysis and planding would ba
needed in order to give effect to its principles on the use of foree,

& political framework is also naeded before the planning. can.bs carried
further, A part of this would ba provided by a.clear sis temant.of ths
purpcses and objectives of forcible action. Anogher part wsould bs
delireation of the scale on which increased military forces waild be
svailable, and the timing,

2. The Report calls for brosder freedom of military action
should access be blocked., This wider availability of ways to
use force can in fact exist only if partial mobilization some months
beforehand has led to subistantial veinforcement of US forces in Europe.

3. If partiel US mobiflization and some deployment to Europe are
begurn soon enough, the United States can have & capability to apply
against a Soviet/GDR blockade an amount of non-nuclear power well bayond
what {8 now planned. The amount, and hence the raesults, will depsiad on
how much force 18 mobilized from the reserve components and when that
mobilizstion is bagun. 1If allied access to is blockad before
US mobilization is under way, the initial capability to carty out the
non-nuclear: ground operations described in the Report will bh vary
limited. During the first week after blockage, only by weakening the
ganaral war deployment in Europe could more than one US division be
used to restors ground access. Within about three weaks, & capability
to use three US divisions for that purpose without interfering with wer
plan deployments could be created by moving two STRAC divisions to
Europe, But without prior mobilization, it would require about three
to four months before that capability could be significantly increased
without major risks elsewhere,

4, Prior US politicaldscisions and actions sre also necessary
in order to obtain maximum Allied force contributions. The range of
non-nuc lear options can be broadened extensively by Allied particpa-
tion, but to get whatever Allied contributions are obtainable will
require convincing evidence before hand that the United States really
vegards expanded non-nuclear ground action as worthwhile.
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CONSIDERATIONS

L. To augment the prasont American forces availeble for deploy-
ment in Burops, the following possibilities are legally available:

a. The present active duty strength of tha armed forces is
approximately 2.5 million. Until July 1, 1963, the authoriged active
duty strength of the armed forces is 5 million. The present active
duty strength may be increased under laws now {n effect by voluntary
appointments and enlistments, by inductions under the Universal Mili-
tary Training and Service Act, and by involuntary rscall to ective
duty of members of the reserve components of the armed forces.

b, Presidential action would bc needed to recall members of
the reserve components of the armed forces {nvoluntarily to active
duty. The reserve components are the Aray Reserve, Arny National
Guard of the United States, Naval Reserve, Marine CePps Reserve, Air
National Guard of the United States, Air Force Reserva, snd the Codst
Guard Regerve, The President of the United States 4ia -authorized by
10 USC, section 673, upon his declaretion of s national emergency, to
order not more than one million members of the Ready Reserve to active
duty without their consent. He may order these one million members
"for not more than 24 consecutive months of duty.™

¢. The Ready Reserve includes both the Army and Air
National Guard of the United States as well as the other reserve
components. The President would have to declare & natioual emergency
to call them to duty in spite of the fact that we are still operating
under the national emergency declsred in 1950 preceding the Korean war,
for 10 USC, saction 673(a), reads in pertinent part, "In time of ,
national emergency declared by the President after January 1, 1953 . .»
The General Counsel's office of the Defanse Department has prepared
a draft of the Presidential Proclamation to accomplish this purposs.
The promulgation of such an order would in effect be a proclamation

of a limited national emergency for it would be geared to activate the

authority of the President to order th. Ready Ressrve into active duty.

d. .Should the situation require action supplementing that
sat forth above, the Prestdent could request the Congress to extend
all appointments, enlistments and inductions of persomnel already on
active duty for an indefinite period. Such action wust be taken by
Congress. The General Counsel's office has prepared a draft of much
& proposed Joint Resolution which would be submitted to the Congress
if this action 18 necessary and desirsble,

2. Augaentation
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2. Augmentation of our Berlin aircraft capacity by mupplement-
-ing wmilitary sircraft c-pccity vith civilian aircraft, could be '
accomplished;

a. By the s.crcury of Dofonu, in. coopcn,tion with the
Director of OCIM, sctivating the Civil Rcugvo Air Fleet (CRAF).
This would provide a designated number of passenger and cargo air-
craft (epproxisately 212). This, howsver, might have & significant
impact upon the civilian. economy.as sll over-ocsan suitable four-
engine. cargd aircraft in the U.S. Inventory are{ centsined, within
this program., The “CRAF capacity" ie only gvailable on sp all-or-
nothing basis--thers can be mo nrtul activation. -

b. By the Secretary of Defenss d.clcriug an. urnft "ere
.gency, and requiring some or all of the current contuctou provid-
ing airlift service to the Military Air Transport Service to provide ‘
the expanded capacity they have committed{for emergency purposes.
This would provide a lesser number of aireraft than contained in the
"CRAF Progrm.“ Current contracts cover opevations in the Pacific
and in the Atlantic. Hevever, in time of an airlift emsTgency, as
declared by the Secretary of Défense, contractors may be ordorcd to
divert to opocific areas and opcﬁtfic routes,

¢. Using civil sircraft in the opcration can raise

special legal and operational problems, Hmver. no obstacle exists

to the use of civil eircraft to replace military ca,n& and passenger
aircraft 1n lnl sensitive areas, thus freeing military sircraft for
use in the d operstions. This tpchnique would also avoid the
legal and opcutioml problams tnhcropl: in using civil sircraft in
sensitive areas generally, »

d. The President could not peize or take control of civil-
ian sivcraft short of the arising of puch a situation as might
justify a declaration of war (see joimt opinion of Department of
State lagal advisor and DOD Genaral Counsel, dated 12 January 1960,
regarding relesse of atomic weapons to the United Kingdoh).

10 USC, section 9742, providu.

"In time of war, the President, through the Secretary
of the Air Force, may take pqssession and assume control: of
slitor part of any system of transportation to transport
troops, wur material, and equipment, or for other purposes
Telatad to the emergency. Sq far as necessary, he may use
the system to the exclusion qof other traffic.”

3. International
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3. International Law has recognized tuo“kindl_oﬁ navel block-
ades--belligarent and pacific. o

a. - A belligevent Slo‘c\u’dc-, which cvpud to all shipping to
and from the.blockaded country,.including nsutrals, is universsily -

. recognized &s an sct of wer ageinst the blockaded. country, even though

the blockade is ewployed. simply. to deprive that country df intercourse
with the outside world without military operstions ashore. - ‘Absent a
state of war between the United States and the Soviets or GDR, there
can legally be no right to sssert g belligerent blockade. Further,

‘any sttempt to do so would itself constitute in International Law an

act of war thereby involving the United States in all the consequences
of armed aggression.

b. Traditionally, a-pacific blockade is undertsken for
purposss of obtaining reparations or to put an end.to some disturb-
ance. As summarized by Hackworth, this type of blockade for. reprisal
is "regarded as an gct short of war by which one State undertakes to
blockade the ports of another State for the purpose of compelling the
latter to make awends or veparation for some u‘uttco claimed to have
been caused by the blockaded Stste.” An importgut incident of such a
blockade is that the State i{mposing the blockade may lawfully seisze
only vessels of the blockaded State and may not interfere with vesssls

~of third countries except for the purpose of identification. Histori-

cally, only the great European powers have resorted to pacific block-
ades (Britain and France thivteen times esch) and in esch case this
device was used against weak countries which did not possess fleets of
consequencs.

¢. Any attempt to imposs & pacific blockade upon the Soviet
Unfon * would undoubtedly provoke retaliation of sowe kind which might
well lead to general war, But gpart from this practical consideration,
the legality of the use of pacific blockades is now subject to seriocus

“doubt in view of our post-World War Il commitments under the United

Nations Charter, Article 2 requires all members to settle their f{nter-
national disputes by means which do not .endangsr peace and security.
Paragraph 4 of Arricle 2 provides spscifically that "All members shall
refrain in their internatiopal relations from the threat or use of
force against the territorisl integrity or political independence of
any state." It cannot authoritstively be stated that pacific blockades
would be .construed to be within the prohibition of Article 2 of the
United Nations Charter, but it would seem that resort to this device

is now proscribed on the ground that it more properly partakes of the
nature of "force!" rather than "peaceful means",

d. 1If {t
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d, If it should be determinad by the .Sacurity Council qf
the United. Nations that the prospsctive events of the Berlin crisis
constituts a threat to.the peace, a breach of tha peace or en sct of

_pggression on the part 0f the Sovist Union, than a blockade could in
‘theory at. lsast be guthbuiged under the provisions of Articlies 39,41
and 42 of the United Natiohs Charter. As a practical matter, however,
such @ proposal would undégbtcdly be vetoed by tlie Soviet represen- o
tative.
Cay e w Y. e

B A blockndo light potuibly be 1npolcd under Article 31 of
the United Nations Charter ou the Basis of individual or collective
"self-defense to repsl armed attack but even this action could probably -
be continued only until the Security Council met to deal with the
situation.

£, In sum, the lagality of a blockade by the United States,

wvhether belligerent or pacific, is subject to very grave doubts for
the veasons outlined abova.
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TIM
PER[OD.
PHASE |
v 15 - 31 July 1961

4.

5.

6.

7.

8.

9.

10,

11,

or ] AR 0

-2 -

2/

6-DIVISION PLAN™

Increave draft calls,

Expand militavy and industriel production
base. '

Incresse production ratas of non-nuclear
ammunitiaon and selected supplies and equip-
nent,

Commence prestocking essential non-nuclear
weapons and supplies in Burope.

Prapare to conduct naval and air harassment
REASUTES, '

Reviev readiness stacus.of all STRAC

upits and supporting units, together with
appropriate sea sud sir support, and insure
capability for esrly deploysent,

Take wieps to insure an {mproved ability to
rapidly deploy troops to Europe by weans of
MATS, CRAF, and MSTS.

Prepare for utilization of sircraft at war-
time rates, :

Initiate measures tp increase readiness of
US and allfed forces in Europe tq include
continued efforts to compjjyte tripsrtite
allied planning tasks.

Increase combat veadiness of selactive
Taserves prsparatory to call-up,

Initiste massurss to increase readiness
for general war.

12, Begip filling




~ 25 »

1 « 15 August 1961

12,

Begin filling up.STRAF division. foxces to
extent possible without calling up reserves.

16 - 31 August 1961

13,

14,
15.
16,

17,
18,
19,

A LIMITED NATIONAL EMERGENCY HAVING BEEN

EEEZARED ABOUT I AUGUST BEGIN PARTIAL
MDBILL ON.

il up 6 division forces.
hpgin calling up 21 ANG fighter squadrons,

Begin naval sugmentation of 121,900 wen,
89 ships, and 23 ASW squadrons,
N

Increass SAC ground alert to 50%.
Pbtain SAC overflight rights from Spain,

Arrange for using nuclear weapons from
french bases,

1«17 s.ptonbcr.
1961

20,

21,

22,

23,

- 24,

Complets £illing up of STRAF division forces.

ploy 6. ANG tactical fighter squadrons,
6° TAC squadrons, to Europe.

Retain Donaldson, MacDill, Chennault airfields.

Begin withdrawal of dependentz and none
essential peksonnel from Europe,

Desploy 2 STRAC divisions to Europe,

PHASE 11
(17 Sept - 1 Dec)

25,
26,
27.

28,

Call up 6 ANG C-97 squadrons,

Deploy 4 divisions to Europe.

Deploy 12 fighter squadrons to Europe.
Mobilize CRAP,

PHASE III
(4] RE
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BHASY 111

(1 Dee - 1 Jan) 29.

' 300

3.

32.'

Deploy 6 transport squadronma to Rurope.

Institute pacific blockade or naval blockads,
&8 ‘necyueAry.

laplement §-division plan in Burope, &8
nacessary. . '

Expand mobilization and taka ather military. .
actions, &8 necessary. ' '

3/

&

Contains repressntative -Aﬁog actions. Depending on situation

~ and political guidance, nuierous supplementary actions or

changes would be undartaken, For example, & permanent incresse
in the US military estsblishment could be wndertaken in lieu
of pertial mobiiization; in addition, involuntary extension

of current enlistments could be considered.

It is impoxtant to note that mobilixation and deployment
scheduled:-gre dependent on basic decistion to declare national
amergancy, Lead-time of necessary preparatory actions before
and after M-day vill govern timing of ultimste operations,

If basic decision on declarstion of national emergency is
deferred, corresponding deférrals of most events would result.

!
Deployment of TAC squsdrons could come earlier, in commectfon
with implementation of airlift.

Could be executed at any time after 15 November.
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PERMANENT INCRRASE IN

UNITED STATES MILITARY STRENGIH

This problew Is the subject
of further study by'the
Joint Chiets of Svaft,

and was not available for

inclusion {n tnis study.
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ANNEX D
FEDERAL EMERGENCY PLAN
BERLIN
OCDM SUBMIQSION

ASSUMPTIONS

This plan is designed to meet increased international tensions,
which could lead to war, resulting from the situation, It is
based on the following assumptions:

1'

2.

An increased state of national emergency will be proclaimed,
The public will be informed of all elements of the

foreign and domestic situation to the extent permitted

by seecurity tonsiderations.

United States military forces will be augmented,

Overt civil defense measures will be taken toreach
the maximum feasible state of readiness by December 1961.

Emergency legislation will be submitted to Congress.
All mobilization actions snd controls neceesary to support

increased military forces and civil defense readiness
measures will be instituted.

PHASED TRANSITION TO MOBILIZATION

A gerfes of interrelated actions must be taken: by the Federal
Government to attain industrial mobilization, military expansion, and
an increased readiness in civil defense. Because of the lead time
‘required for certein of these key actions, such as legislation and fund-
ing, this plan has been prepared to meet a proposed time table as

follows:

Phase I, July through Seggember 17

Decieion and-action on those organizational and preparatory

measures

SECRET
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measures, including emergency legislation required to meet
the situation.

Phase II, September 17 through November

Initiation.of selected mobilization actions and controls,
and civil defense measures,
Phase 1II, Degember

Completion of mobilization buildup to maximum readiness
to support either (1) a limited war in Burope, or (2) a general
war with nuclear attack.

SECRET
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PRESIDENTIAL ACTIONS

Phase I, July through September 17

1. 1Issue a Proclamation of an increased state of national
emeargency announcing a decision toaugment the Armed Forces,
including the calling up of selected Reserve and National Guard units,

2, 1Issue & Memorandum to the Secretary of Defense authorizing
increase in strength of the Armed Forces tonew strength goals, and
granting authority to order up to one million Ready Reservists to
active duty involuntarily. '

3. Submit to Congress standby emergency legislation (War
Resources Act) providing for (1) priorities and allocations, (2) author-
ity to requisition, (3) expansion of productive capacity and supply,
(4) acquisition and disposition of real property, (5) emergency contract-
ing authority, (6) plant seizure, (7) emergency foreign assistance,
(8) price, wage and rent stabilization, (9) control of consumer and real
estate credit, (10) employment control, (11) settlement of labor disputes,
(12) censorship of communications, and (13) general provision,

4, Direct preparation of Executive Ovrders implementing the
emergency authority contained in the War Resources Act,

5. [1lssue Executive Order providing for step-up of civil defense
training and readiness measures and prescribing Departments and
Agencies responsible for these functions,

6, 1Issue Executive QOrder providing for mobilization of the
Nation's resources and prescribing Departments and Agencies
responsible for these functions,

7. Submit to Congress a bill for the immediate augmentation of
the Armed Forces providing for authority "for (1) ordering all Ready
Reservists to active duty involuntarily, (2) increasing the period of
training and service for inductees from 24 to 36 months, (3) removing
restrictions upon the territorial use of members and units of the
Armed Forces, (4) extending for a period of one year all appointments,
enlistments, periods of obligated service, or other military status of
members of the Armed Forces in active service at the time of the
enactment of .the legislation,

8. Submit to Congress a bill (1) suspending existing statutory

strength ceilings
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strength ceilings of the active Armed Forces, and (2) authorizing the
ordering to active duty involuntarily of all units and members of the
Reserve,

9., Submit to Congress a bill to authorize the transfer of atomic
weapons to selected allies,

10, Submit to Congress a bill appropriating funds for the con-
struction of shelters, to be allocated at the discretion of the President.

11, ZEstablish an organization to direct and coordinate all economic
warfare and psychological (both domestic and international) operations.
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DEFENSE MOBILIZATION ACTIONS

Phase I, July through September 17

1, Obtain from Department of Defense phased strength require-
ments, including category of personnel.

2, Obtain from Department of Defense estimate of their total
requirements, including those for (1) military hard goads, (2)
petroleum, including aviation gasoline and jet fuel, (3) food,

(4) medical supplies, (5) transportation, (6) military soft goods,
and (7) foreign military eid,

3. Obtain from State Department Information on requirements
for foreign econonmic’'aid. .

4, Obtain from Council of Economic Advisers, Department of
the Treasury and the Fdderal Reaerve Board their recommendations
for indirect economic controls and taxation policy that should be
proposed to meet the requirements for the mobilization period.

5. Initiate preparation for establishment and staffing of the
following emergency agencies: Stabilization, Transpottation, Com-
munications, and Censorship.

6. Notify selected Executive Reservists as to possible call-up
to duty on @ selective basis as required to meet the phased mobilization
program.

7. Initiate Executive Order authorizing withdrawals from strategic
and critical material stockpile,.

8, Establish mechanism and procedure for determining require-
ments for the civilian population.

9. Establish mechanism and procedure for the purpose of
(1) reviewing the overall programs of Federal Agencies developed to
meet the situation for feasibility of completion within allowable time
limits and (2) determining relative urgency of programs totestablish
program priorities, as necessary.

10, Establish programs for the immediate relocation of Fedetally-
owned tools, equipment, materials, and food.

SECRET
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11, Prepare to suspend or modify import controls on petroleum
products.,

12, 1Initiate measures to increase output of avdatipn gasoline
and jet fuel, including components and additives.

13. Direct Department of the Interior to estimate tanker
demands by area; review need to adjust petroleum product trade
patterns,

14, Alert Maritime Administration to possible need for
activating reserve tanker fleet.

SECRET
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CIVIL DEFENSE READINESS MEASURES
Phasge July throygh September 1

1, Initiate a public information program stressing messures of
family protection, family fallout shelters, food and water reserves,
first aid, warning, emergency.information, etc.

2. Initiate program for financing new shelter construction
program.

3. ZExpedite program of identifying and marking shelters and
shelter areas in public and private buildings,

‘ 4, Increase procurement and distribution of radiological
defense equipment, including reserves and partial sets.

S. Increase all fields of civil defense training with special
emphasis on radiological defense monitoring.

6. 1Issue directive to Federal Agencies regarding civil defense
goals time-phased for the next six months ofi (1) shelter, (2) radio-
logical instruments, (3) medical supplies, and (4) essential survival
ftems.

7. Expedite completion of assignment of emergency planning
responsibilities to delegate agencies; direct such agencies to be
prepared to carry out all assigned emergency functions.

B, Accelerate installation of NACOM 1I radio back-up to OCDM
Regional Offices on an operational basis,

9. Expedite the extension of NACOM II radio back-up from
OCDM Regional Offices to State emergency operating centers.

10. Increase frequency of unscheduled tests of the National
Attack Warning System (NAWAS) and the Command Communications Network
(NACOH;I).

11, Direct GSA to direct all CBR equipment manufacturers with
current contracts to accslerate production of selected detectién
instruments,

S
5
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PRESIDENTIAL ACTIONS

Phase 11, September 17 through November

1. Submit to Congress bill providing for the stockpiling of
selected essential survival items and authorizing appropriations
therefor,

2, Submit to Congress bill providing for additional emergency
funds for use by the President.

3. Submit to Congress bill authorizing installation of the NEAR
system nationally,

4, Submit to Congress bill to amend the Internal Revenue Cade
to provide for accelerated tax amortization,

5. Submit to Congress bill to authorize revisions in tax rate.

6. Submit to Congress bill to authorize an increase in the
statutory public debt liamit.

7. 1lssye Proclamation urging improvisation and construction
of fallout shelters and other related essential preparations by
state and local governments, industry, commerce, and individuals,

8. 1Issue Executive Order establishing priorities on all con-
struction of new Federal Buildings and diverting materials and labor
to construction of fallout shelters in appropriate existing Federal
buildings,

9. 1lssue Executive Order suspending or modifying the Presidential
Proclamation adjusting imports of petroleum and petroleum products into
the United States,

10, Issue Exscutive Order transferring the Coast Guard from the
Department of the Treasury to the Department of Defense,

11. Issue Executive Order declaring the Commissioned Corps of
the Public Health Service to be a military service and prescribing
regulations therefor.

:
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12. Submit to Congress bill to adjust the Federal Civilian
Personnel System for operation in an emergency.

13, Submit to Comgreas bill to authorize interception, and
utilization of all communtcations crossing the borders qf the United
States, except official communications which by international law or
agreement are immune from interception,

14. Submit to Congress bill providing for control over com-
munications with respact to position and movement of ships.

15. Submit to Congress bill to exclude known subversives from
defense plants and key facilities,

16, Submit to Congress bill to provide criminal penalties for the
wilful disruption or sabotage of non-military defeénse communications.

17. Submit to Congress bill providing for control over tele-
communications with respect to the movements of aircraft,

18. 1Issue Executive Order providing for the establishment of an
alternate system for filing and publishing executive agency documents,

19. Submit to Congress bill to authorize the suspension of
laws relating to the administration of civilian officers and employees
of the United States in areas outside the territorial jurisdiction of
the United States affected by actions of a hostile force or person,
and for other purposes,

20. Submit to Congress bill to extend the benefits of the Missing
Persons Act to all civilian officers and employees in the Executive,
Legislative and Judicial branches of the Federal Government and the
government of the District of Columbia.

SECRET
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DEFENSE MOBILIZATION ACTIONS
[ Septembex thro ember
1. Issue OCDM Emergency Documents (Part ILL, Plan C), as

appropriate. (Attachment A)

2.J Obtain and process quarterly requirements (civilian, military
and foreign.) ’

3. Coordinate and direct the carrying out of all approved -
emergency goals to meet the stated objectives of the mobilization.

4, Anelyzo geographical locations of all essentia)l civilian
survival stocks and end items for relocating for distribution or
control in a D-Minus situatfon.

$. Review all OCDM D-Minus actions, Declassify and publish in
the Federal Register on a standby basis .those directives that would
be issued, .
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CIVIL DEFENSE READINESS MEASURES

Phase 1I, September 17 through November

1., Recommend to the Governors particularly review of plans
for continuity of governmental operations: Lines of succession,
essential records, protected smergency operating centers, and
full use of government resources.

2, Advise Governors to issue similar continuity of govern-
ment i{nstructions to at least their principal political subdivisions.

3. 1ssue inatructions on & nationwide basis for improvisation
of shelters in homes and other buildings, including industrial and
commercial facilities,

4. Arrange for emergency appropriations and logistical
support with such agencies as Bureau of the Budget, Civil Service
Commission, and General Services Administration in connection with
creation and operation of emergency agencies and emergency fungtionss

5. Accelerate public information program so as to condition
public reaction to requirements of the situation with emphasis on
shelter program, including the stockpiling of a two-week supply of
food, water and other essentials.

6. Request Department of Health, Education and Welfare to
submit for review plans for the dispersal of medical supplies and
material currently held in the civil defense stockpile and those
recomnended for procurement,

7. Notify State Governors of the need for increased preparedness
and recommend to them actions supporting or paralleling those taken
by the Federal Government, :

8. Direct Federal Agencies to increase physical security
measures for non-military Federal facilities and stockpiles (e.g.,
dams, power plants, machine too}s, agricultural and civil defense
stockpiles), '
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PRESIDENTIAL ACTIONS

Phase I1I, December

1, Ilssue Executive Order creating the Tmergency Stabilization
Agency and prescribing its functbns.

2, 1Issue Executive Order creating the Emergency Tramsport
Agency and prescribing its functions. '

3. 1Issue Executive Order creating the Emergency Communications
Agency and prescribing its functions,

4, 1lssue Proclamation on censorship.

- 5. 1ssue Executive Order establishing the Office o« Censorship
. and prescribing its functions,

6. Issue Executive Order to provide for increased control of
vessels in territorial waters of the United States and Canal Zone,

7. 1Issue Executive Order to provide for increased control of
foreign sircraft in United States air space or airports,

8. 1Issue Proclamation providing for documentary requirements
applicable to persons seeking to enter or leave the United States,

9. 1Ilesue Executive Qrder authorizing the Director, Bureau of the
Budget, to suspend the exercise of any functions not necessary to the
national defense and transfer funds, personnel, material and facilities
for performance of functions nece sary to the national defense,

10, Issue Executive Order directing the Secretary of Commerce to
control weather reports and coardinate civil meteorological facilities
to meet requirements of the Secretary of Defense, and 6f the Director,
OCDM,

11. Submit to Congress bill to bar legal cause of action against the
United States arising out of certain combatant or warlike activities
of U.S. Naval vessels,

SECRET
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12, lssue Executive Order .amending Executive Order 10501 by
authorising additional Federal agencies to classify defense information.
13,  Review all Presidential Emergency Documents of Plan D-Minus

and declessify those that would still be required to be issuaed and publish
on a standby basis in the Federal Register,
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DEFENSE MOBILIZATION ACTIONS

Phase 111, December

1. Coordinate and direct the implementation of the mobilization
program as initiated in Phases I and 1I.

2. Be prepared to take all actions as required under an attack
situation (Plan D-Minus), .

3. Establish programs for the purpose of preserving formulas,
designs, dies, blueprints, etc. which would be necessary for the
rehabilitation and reconstruction of the Nation's economy following
an attack situation.

SECRET
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CIVIL DEFENSE READINESS MEASURES

Phase 111, Dacember

1. Initiate intensified public fnforwation progrim covering:

Warning signals
Community plans for emergency action
Protection from radioactive fallout

First aid and home emergency preparedness
Use of CONELRAD

2. Aggment staffing of the OCDM Classified Location to an
appropriate level,

3. Notify Federal Departments and Agencies to augment
appropriately the staffing of their relocation sites.

4, Call Executive Reservists to report for duty on a selected
basis, as required,

SECRET
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SECRE? ANNEL P

Outline of Possible Econopic Sanctions against USSR and its Satellites

This is a general study of types of economic sanctions which might be
applied, selectively or totally, by the United S8tates and its allies against
the USSR and its satellites, in partioculsr the Soviet Zone of Gerwiny., The
US agency or agencies having specific respensibllity for applying the sanction
indicated sire identified, and, where availabls, the feasibility of application
from a standpoint of Frence and the United Kingdom is noted, thess countries
having partimipated in the essence of this study. The measurss which must
be undertaken by our allies to apply all of the senctions are multifarious
and are dealt with here only in terms of noting the need for preparation of

wachinexry,

Promises - The application of economic sanctions, in conjunction with other
Weasuyres, is intended to convey to the USSR and its satellites an impression
of oonstantly mounting pressures which prepare the political groundwork for,
and will culminate in, the spplication of military force, 1f necessary.
MriMd bast achieve this purpose if applied in ascending order of
severity.

Initially it may be desirable to apply economic sanctions only agsinat
the Soviet Zone of Germany as envisaged by the Four Power Working Groyy
studies, or against the SBoviet Zome and the USSR, Certain of the ecenomic
sanctions in Phase IT would, of course,have little or no actual economic
impact if applied only to the Soviet Zone of Germany.

Participation « To be effective, most of the measures listed would require
mﬁ'c!p_-um of at least the US, UK, France and the Federal Republic end,
preforably, all other NMATO countries as well. It would be desirable to

enlist the support of other friendly countries, e.g. Japan and member countries
of CAS, CENTO, SEATO, if this proves prectibabdle.

Schedule of Application of Sanctions - In order to mesh with the general
PlanTng proJostion Tor{he TerTin $ituation, implensntation of this phase
would proceed about u follows:

Phase 1 ('l'he present - September 19)

Consultation within NATO and subsequent planning end
initial preparation by MATO countries, to establish necessary
authority and administrative capability. Designation of
'a Btate~Commerce~Treasury working group to draw up detailed
Plans, including requirements, necessary for sccelersted US
implementation.

¢
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Phase II (Beptember 17 - December 1)

Intnduct!.on.or econonic sanctions of woderete intensity,
as desoribed in Phase II listing.

Phase ITT ( December - Jamuary)

fMna) preparaticn for, and possidle subsequent introduction
of major sconomic sanctions, as described in Phase III listing.

Problems of 1ication - The United States is in a position legally (Trading
Wik the E%'I %, Bxport Control Act of 1949, Emergency Powers of the

President) to uplelmt the sanctions 1isted in the attactments to this
paper. A new Presidential emergency proclamation may nevertheless be desirable.

Other RATO cowntries, the United Kingdom in particular, may, or in
fact do have legal or precedent problems associated with the implementation
of various, but not all, of these proposed sanctions.

te (US, X, France) considerstion of economic sanctions has
been in terms of thelr application against the Soviet bloc not including
Commmnist China. While this has no practical significance Insofar as the
U8 is concorned, it could invoive important suppcgu md loakages else-
where over a sustained period.

In view of the specis) situstion affecting US economic relations with
Poland, this study does not contemplate the extension of economic sanctions
against Poland until Phase III is reached.

Poasible ﬁt ~ A measure of the possible impact of econowic sanctions
et bloc may be inferred from the Rast (iermen reaction to the

age
West German statenent of September 30 abrogating the in“ersonai trade
agreement as of the end of 1960, Although the trade pact was reinstated
on December 30, the State Planning Commission, presumably acting om the
findings of special economic commissions appointed ir the interim period,
chlrgod industrial and foreign trade planners with the task of “achieving
e¥ from Western supplies by 1962. The importance to East Germany
or Western (particularly West Gerwan) imperts of certain steel and machinery
products to hasten the achisvement of this "independence" is indicated by
US intelligence studies and pointed up by East German efforts on a major
scale.to obtain altemate Western suppliers when the intersonal trade agree-
ment was abrogated.

Within the -framework of selective sanctions limited to the Soviet Zome,
provicus studies indicate 8oviet Zone sensitivity in particular to sanctions
applied only to key industries or comodities, which wouid also be indirectly
disruptive to the USSR due to interrelationship of Soviet bloc plamning.
Sanctions limited in acope would offer advantages in terms of their greater
political feasibility to the Allies.

Ogl_gintion
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%miuﬁon of “l:.g = The Eoonomic Sanctions and their Possible Phases of
atlon Are ved in Yabular Torm under two time calegories - Phase 1l
e + To supplement the general comments made on the proposed
sanotions there are four appendices, as follows:

Appendix A Air Travel and Transit Items

Appendix B Treasury Appendix on Hlocking Controls
Appendix C  Cormerce Appendix on Export Controls
Appendix .D Legal Nemorandum
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2,
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mmcgnﬁmwmwmmamua

Nature of Allied Earsssment, Comtyries

Cowntermsasures or other Taking
Action Action

Restrict economic negotiations l. M1 Powers
with 40 most essential
matters.

Cancel arrangemsnts for Soviet 2, KATO Powers
participation in exhibitious,

trade fairs, scientific confer-

ences, and othsr intermetional

meetings scheduled in Western

countxries (ML10). '

Cancel arrsngements for Western 3, NAT0 Fowers
(MAT0) participation in exhi-

bitions, trade fairs, sciemtific

conferences, and other inter-

national mestings scbeduled in

Soviet bloc cowmntries.

PHASE I1

2. State
Commercd

3. State

1.

2.

3.

General Cosment

In UK view, chances are there would be mo practical prodlm
over financial negotiations, but it would «ll depend wpon

. what sgresmsnts sxisted or were being negotiated. I% might

be that nsgotiations in train concerned debts to Whet om

wiich we might wish to press Soviet bloc. In the cese of
trads negotiations; this item refers o a situation short
of Imposition of a trade embargo snd rupture of diplomatic
relations in which there is little action opsn to UK. Some
delays could be imposed, but would inflict no seriouws hamm
o bloc comtries. Trade with Zast Germany is in differeat
category and action could be taken more eesily.

It Yy prove necessary to denounce U5 cultwral agreemsut
with USSR-—and possibly Rumsnia~in order to implement this
step. .

It may prove necessary to deuounce US cultural agreement
with WSR—and possibly Rumaniseein order to implement this
lw.
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PEASE II {(cont'd)

Mature of Allied M, Countries

Oour tarmeaswres or otlm.' aking US Action -

Actiom : Action _Agencies
Undertiks discussions at ke XAT0 Fowers L. Stete

highest levels of goverzmeat
vith AT Fowers re posaibdlity
of instituting total embérge’
{(exports, imports, financisl
controls, etc.) against Soviet -
bloc v

Interrupt official discwussions S. NATO Powers 5. State
of new credits for UBSR end

satellites, or termimate of-

ficial credits and export

credit gwarsntees, s appropri-

ate, and other similar actions

of such a nature as to con-

vinoe 8Soviets MAI0 has every

intention introduce economic

counterwsasures,

Arrange -for slowdown in issusnce 6. WA Fowers 6. Commsrce:

of export licensss for shipments
to0 Soviet bloc.

k.

Se

6a

‘Generel Comment

In consideration of spproach to this problem, dangers of

mmw'othmummﬁmbmhnm-
mubt be wmwmum-m-

bh&d.nbinvam.h&.

Should be time-phased with action takem in intersonal trade
fis14d, :

wwnldcpoﬂmonohylpnbl-l;inparttbn
mMpmﬁMforbymlu.

runch would experience no legal problems.

UK would have no legal problem in stopping new busizess
tirough Exports Credit Qusrantse Dspartment. British
Oovernment is mot at present extending gevermment-toe
government credits to Soviet bloc comntries. Existing UK
1igbilities could not be terminated. Emergency legislative
action would have to be taken to control credits by private
Lirms,

U8 would experience no legal problems.




2.

Mature of Allied NHarsssment,
Countarmeasures or other

changes in which Soviets are
most interested and ban export
of published and wnpublished
technical and .dnu.ﬁc
information.

Implement countermessures
against USSR and "GDR® in form
of tripartite controls over
transport oa basis equivalent
to Soviet harassments.

SECERT .

II Puge l

ECONMIC SANCTIONS AND WEIR POSSIBLE PEASES OF APPLICATION

Countries.
Teking
Astion

1. AT Powers

PEASE II1

U8 Action
Agencies

1. State 1.
Commearce
AXC

2. State 2,

¥

‘miciens to UK.

mmmmcmmmnm—nuu.

UK could at oacs stop organised through govern-
mental machinery, and also ts by Soviet bloc tech-
Visits by UK astiosals to bloc could only
be prohbivited by new legislation. A ben couwld be imposed
onnportotpods e.g., magasines, but it is difficult
t0 see bow 3 be made effective without total embargo

thepe messures betwesn USSR, "GIR", and other bloc
comtries in order avoid cemsating relstions in bloe.
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- Wature of Allied Harsssment,
Sowatarmeasures or other

cal
shipping at Allied ports.

y Bgval
stores) to chiot bloe
shipping. ‘

© PHASE ITI (conttd)
Countries X

. 8 Action
Action: Agencies -
S.a. B, UK, C.2. Commerce
France Treasury

b. 08, UK, b. State
France Commerce

aiilrd Comment

Se.8e Freich con implement these under terms of Dnter-
deparimentsl Instruction of Jwme 1, 1957,

- U8 cant implement tightening of shipe Muﬁn -
requirements, inspections, etc, by administrative
action without recowrse to any new or special legis~

lation, :

UK wuld be hespared by cosmitmsnts undar the Inter-
- natiomal Convention on Safely of Iife at Bes, Dut such
neasures as ware feasibls could be introduced almost

7 immedlately. However, implementation of this msasiure
would probably lead to retelistion against UK and MATO
shipping which would be 1ikely to be of for greater
tounage than Soviet slipping affected.

be France balioves these measures would require ocomsest of
private fims, which wuld tend to oppose measuzres in

. L |
" 0 has necessary Iegxl stdority.

r

wﬂdhuﬁuu

- (lh-ﬁ.e-h ocould be carrisd out by Goverment officisls.
- Tt would steilerly have repercussions on UK sud other
“~HAT0- Sdpping.




Eature of Allied Harassment,
Countermsasures or other

5, ©. Diguiate movemert of Seviet '

bloc wesels in Allted .

d. Befuss to euter into new
contracts to charter
shipping to Soviet bloc
“m. .

¢. Mafuse ship's servicing to
-Soviet bloc skipping.

o}

II Page b

ZCOROMIC SANCTIONS AMD THEIR POSSIBIE PHASES OF APPLICATION

d. A0 Powers
Plus Jspan,

Panama, and

e, W3, UK,
Sy

Repwblic

PMSE TII (cont'd)

W8 pction

Agencics

Seco Trossury

d. Commerce

0. Cosmerce
Treaswy

Sec

de

General Comment

Myzumtpmedmo,mmutamxdcm:cﬂuct
‘or exclude any UB port to Soviet hloc ships. Hirassment
potential by regulation ¢f ship movments within U8
waters and ports is mlimited,

It wuld bs contrary to statutory and treaty obld-
gatians for UK to regulate shipping movements in a dis-
crimimatory fashion. These difficulties would unppur
if war spmed lmminect .

US has so Iegal problems, Can, wiﬂoﬁmm
lationa, prevent US nmationals from entering iuto charter
contamets with Soviet bloc countries.

UK las no powers to control employment of Eritiah ships

in pescetine, Something might be done by perswmsion,
but it would stand 1little chance of bLeing
vnless einilar sction were taken by all SAI0 Powers.

Necenpary U8 legal authority sxtends to offshore servicing
'1’{.'.’5”).” and subsidiaries (see Tremsury Appendix B,

In UX vies, implicatioms of such s measure would be
sinflawr %o implications of (b), but action takenm wouwld
ummcmwmmw
gresbaws

-




6.

7.

9.

Nature of gllied Harassment,
‘Counternoasures or other
Act_lar- )

Iritiste harsssaents similsr
to those in 5 directly above for
Soviet 2one of Germany and/or
bhcraﬂmdinlnduww
traffic. _

Expand uporteonmlw
agginat bloc, including selec-
tive embargo. o

Harass Soviet trade missions,
including Amtorg offices.

Inplement coumtermeasurecs
against USSR and *GDR* in form

Fowrs, plus addiﬁonll powers
vhere 4ppropriste, es nesded:

ECOROMIC SANCTIONS AND

7« I Powers

8. ‘D Powers -

9. I FPowers,
plus others

PRASE TIT (cointd)’

W Action
Agsncies -

6, Stats
Desfense-

7. State-

8. State
Justice

9. Stats

IT Page 5

‘Gsneral Comment

»6.‘uxtmm mhcﬁmwﬂ.donlybomfﬂinhoo:m

of actual Sovist-interfersmoe xith civilian access
Berlin, snd not: necessarily then.

7. US, UK, and France lave 00 legal prodblems.
Re US, see Commerce Appesdix C.

8. U8 has no lsgal problem,

9.




Mature of Allied Harsssment,
Countermeasures or other
Aoﬁm

9« 2. Suspend existing contrscts
to charter shipping to Soviet

bloc countries,

b, Close Allied ports to Soviet

bloc shipping. ‘

ce Forbid the calling at Soviet
bloc ports of Allied vessels
and planes.

-dction

Fete I!O, plu

Japan,
Panana,
Iiberia

b, U8, UK,
France,
Federsl
Republic

ce BRI, plus

SECRET

" PRSE TIT (comt'd)

TS Action

Agencies

F.2. State
Commerce

 c. State
. - Commerce
Treaswry

II Pege 6

. BCONUIIC SANCTIONS £ND m FOSSIBLE ‘PRASES OF APPLICATION

Gsneral Comment

9.2+ From U5 point of view, econmde factors would maie
such chartsrs impossible. Existing regulations pro-
hibit such charters under genersl orders Mos. 58 and
-S9, and, therefore, “suspsusion® 1s ecademic.

b. France can implement this on basis of Article X of
. . Decred of October 10, 1934. :

Mhmlonlprpblqtomandhlaindw
largely been implemented.

Fowers to control entry of ships into UK ports wonld i
be assumed only if war seemsd imminent. Soviets could
be sxpected to retaliste, and a greatsr tonnage of
m:l..am Soviet shipping wonld thus be effected.

é. '1:.;-:" necessary legal sutherity (wee Appendir B,




‘Natare of Allied Haressment,
Counternsasures or other
Aotion

‘Yuxingts trade
involving Soviet bloc
comtries,

«2¢ Denty all exports %o Soviet
bloe

comiries.

Comtxries

Taking
Action

10. KA Powers

.. AR Powers

PIASE LI (cont'd)

08 Action
Agencies

10. State.

1ll.a.State
Commercs

m.wmmwmﬁ&mthmmm
0o trede agresmants with ft. ‘Isgal and other problems
w.u&muoﬁumwﬂm-mw
larly Poland and Caechoslovakis

‘b m‘mnmummforemlnuw
for imports inta UK, but some trade is carried on cut-
side the agrewmemts. Existing import licenses (vslid
-for thres months) would have to be honored, .

1ll.a. U3 could encounter some lsgal problems relating to
agricul’

ﬂnuwﬁum orca, b other U8 legal
problem, System of internetiomal control would be
rc::n:; for effective implemsntation (ses Appsadices -
B c .

.b.&)_- necessary legrl authority (see Appendices B .




Nature of Allied Hyrassment,
Countormessures or other
. Action

1l. c. Freese or seize, as ap-
propriate, all bloc assets
under jurisdiction of MA20
Powers.

II hcos

ECONOC mmmmmssm;marmunor

. PHASE ITI (conttd)
Countries

Taking . U8 Action
N.c. I.!_) Povers 1l.c. State

Treasnry

Genexrsl Comment

1l.c. In freesing Soviet bloc assets, US licht bave legal

problems wnder claims setllement agrements with

Foland sd Bmanis. Otheruiss it wowld

experisnce
no legal problems in freesing. There is basis for
seisure under existing UB law, but cowrts might find
sction ipvalid, It would not sppesr, however, that
-dsmwddhmlwmdldmw
muuu-n-meounumbd
freesing without seisure (see Appendtix.B).

' By freesing Soviet bloc assets, UK will bave gons s -.

Zar »s it can. Existing UK legislation gi¥es powers,.
sibject in certain instinces to Parlismentary sp- .
proval, to control payments and securities, but new ,

- 1@ on might be required to make action fully

tive in UX. It is worth moting that present .
Mnuhlmu -of bloc countries are imsufficiemt
0 wover their owrrent lishilities. Consequently
tis messure would probebly result in a ast ldes,
to sy nothing of swspension of payment wnder bloc
debt agreemants which would certainly follow.




Nature .ot 41lied Harsssment,
Countermessures or other

sction

11, d. Instituts total M

12,

western financial facilities
to (prohibit current trane-
actions with) USSR and other
bloc members and their
- nationals.

-

Expel Soviet techmical experts
and foreign trade officials
without diplomatic Llmwumdty
from T countries, .

Close Soviet trade missions,
including Amtorg officea,

SECRET I Pege 9

ECONOMIC SANCTIONS AND THEYR POSSIBIE PHASES OF APPLICATION

PRASE. TII (coat'd) -

Countries
Taking 0 Action
Action Agencies Gensral Cosment
11,d, AT Powers 1ll.d. State ° u.d. 18 would experience no lsgal problems in doing this
Commerce v (see AM.:.B).
UK could curtail or sﬁopnuuﬁ.-otmlteon-
trolled banks in UK. MNew legislation would be re-
quired for placing ban on socounts of Soviet bloc
nationals wsing ordimary bamking facilities. Same
would opply in all Sterling Area countries. DBecawse
of large nwber of countries using sterling, it would
be very difficult to arrange for its total demial
froa all sources to Soviet bloc.
12, FAX Fowers 12, State 12, UK would have no legal or adwinistretive problem.
13. BT Fowers 13. State 13, U8 wuld bhave .no legal problem.
o Commerce
Justice
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AIR TRAVEL AND TRANSIT ITEMS
“(Ivem III - 3)

At the present time Soviet and/or satellite airlinss, on scheduled
mms, overfly four NATO oountriss and make traffic stope in eight HATO
ocountries, Opportunity thus exists for harsssment of Soviet bloo civil
airlines by NATD countries as & countermeasure to bloc hareasssent of
access to Barlin, whether civilimn or illled military. :

It s true that NATO countries have generally rsosived air routes
into the bloc in return Zor those which they have granted to bloc lines.
It is to be expected that retaliation for harassment of bloc lines would
be visited upon the lines of NATO countries in the bloc, However, bloc
routes to the West are undoubtedly more important to the Communist
Governwnts than Western routss into the bloc ars to Western Govermments.
Hence an exchange of harassments would bring greater net pressure upon the
bloc than upon the West.

Care must be exercised, however, to avoid glving the Soviets a pretext
for harassing traffic in the corridors.

In general, the countermsasures should be used with discrimination
against either the Soviet Union, certain or all of the satellites, or both,
as sppropriate. Since the Soviet Union is not a signatory of the Chicago
Convention, while the satellites most active in the civil air field
—Csachoslovakia and Poland--are, there exists & natural basis for dis-
tinstion should this be desired.

Thers are many ways in which harassment oan be carried out. Those
that will be selected Ly a partioular country will depend upon the nature
of the ocontractual relationship between the country and the respective bloc
governments as well as upon the internsl legal and administrative organi-
sation of the comtry itself. This paper simply lists a nunber of possible
measures from which there can be selected those which best suit particular
circumstances. They are grouped according to the organization of ths civil
air items in BERCON-TRI D-18a, :

Item 3a

SECRET
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Iten Phase III _

Initiate measures to pﬂﬂt Soviet snd satellite ajrcraft from
making overflights and techmical stops or, aligrmetively, to meke ovey-
flying and teohnical stops difficult. .

1) Refuse overflight clsarsnce for specisl flights.
Comment s '

: This would be more diffieult in conneotion with Csech and Polish
airoraft than with.the others, The Chicago Convention obliges signatory
states to pamit overflighta and techaiocal stops by other signatories,
(However, means exist for delaying overZlights, and charges by Csechs
and Poles.that this was being done oould be strung out for a oo
period of time in ICAO.) In addition, the bilateral air agreements

of the (hicago Convention or the bilatersls for abrogating them, and im
ay oase the bilatarals normally contain clauses. for sbrogation with a
fixed pariod of motice (for the IX snd France, ons year in the case of
the satallites and six ionths for the USSR).

w 2) Refuse to permit regularly scheduled overflights and technical
stops. ‘ .
Comment s

-

' (Bm' a8 paragraph 1 Commeut under this Item.)

3) Strietly -p:g' NATO air defense ideatifioation prodadures,

btloc airoraft fail to hold to0 ocontrol times, altitudes and oomses
within allowable liamiis, make {demtification intercepts, file violsiions
through' ICAO and protest. through diplomatic channels. As a mre qxirems
measure, require offending bhloc airoraft to land at the nearest airport
for imspection snd identifiocatien. A record of continuous vioclatiome
m be used as grounds for future denial of clearmoss to ths offending

X .. N !

Comment ' e

o p———

The Osech airline in particular is a frequent violator in this respest.

b)
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L) Prevent overflights on amrgency grouads provided by Article 9
of the Chicago Convention, '

Itew Phase IIT »

Tl tisbe msasures % goevent Soviet mnd satellite airaraft from
laniting or exsrcising comercial rights at Western ot or, alierngs-
tively, to make such landipgs: or axarcise of rights diffiomkt.

Soments

‘Traffic landings end exeroise of comssrcial rights are normally

governed by bilastersl sir agreements. Thus the commsnts wundsr the
previous Item on this subject would spply.

;




Seoree
(n- III - 5-. $c, u)

s»tmscn)ormmnnguummmnmmmm
suthority, seug other s %0 regulate or prohibdt transactions
involving any propexty in ohuvum“ .ma;cumud&th;;;tt
has 4aterest, by any person, or T any property, subjeo
to the tion af the United Btates. This suthority has been delegated
to the .of. Treasury. iy Rxecutive Order 9193, Under these leoad
powers, all wansactiond or any specified category of transsctions by
Anericans with foreign oountiriss or their natlonals may be contarniled
pmmwmm:mmﬁtm»mm. Set forth balow

mwammhmhn'bmmidoudmdmuﬁch
mpﬁwummumua -4:‘—" T

mommﬂb)o:m'mmutammmnmmnu-
in time of wir. or declared natfonal emiegency, the axisting natiomel

eierpgency. deglarad in.1990, vhan the Commmnist Chiness entered ihe Somess
m,uamn-n:n:mmmmmmmm-muaw
Birlin situsiion. :

1. Haesking Contrals g

+1

"~ Blocking controls might bs n.-t»d or geteral. Limited Wocking
uith respect 40 ome or morve Soviet Bloo countries would involve the
freesing a3 of a giwen date.af the assets in thé United States of the
Affected Sovies. soontriss. Limited blocking would involve no
restrictiona aon. current.transsetions detween .the United States and the
countries blocked, but, of. course, their blochod asseis here pould nod
be used for such cmt transactions. :

' Qeneral blockin( would involve & ibition subject to licensing
of -all current fipancial and ocomme: trmmtiouhvtlmUmud
ftates snd U, S. yationala with ouch. countrien as are included in the
genewrsl hlodking reatrictions. and netionals thereof in addition to a
AMoth.S.m‘hdnc}\mMuudew

The
i1 SECREY |
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: The sconomic impact of limited blocking would be governed primarily
by the amount of asseta affected by the blooking. The following are
reported Soviet Bloc assets here as of December 31, 15601

Coun Ehort-tern U. 8. Government
Sountry Bonds and Notes

(other long-ternm
Assets not known

Albania 177,8381
Bulgaria 166,
Csechoslovakia 1,042,000
:'u'b ngomnyh 1,295,000 A
tonia tvia
and Lithuania  2,608;000 7,357,000%
Hungary ,000*
Poland 6,38 ,000
Rumania 1,081,000 1,150,000% '
U.s-s.oR- n.mlw .
TOTAL $25, 788,000 $5,507,000

If we were to institute general blocking, all imports from the affect-
ed countries could be stopped. The following are U. S, imports from the
various Soviet Bloc countries during 1960:

Sountry .
Albania 65,000
Bulgaria .719,000
Csecheslovakia 11,546,000
East Cermany © 3,043,000
Estonia, Latwia, and Lithusnia . 15,000
Hungary - 1,701,000
P dl‘nd 38.650,@
Rumania 1,386,000
US.5.R., including Outer Mongolia 25.018.&)0
TOTAL $82,543,000

1 Believed to consist largely of sssets now blocked by the OAF.
2 Roportad at only 5 to 6 1 n during nrctnwxnth' of 1961,

SECRET
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Cutting off this import tradewuld obviously be the most hporunt.
sconomic result of Treasury blocking action. The aotusl foreign sxchange
loss to Soviet Rloo countries of thess import restrictions would depsnd
on their eMlity to dispose of the products formerly exported to the Unitad
States in other foraign narkets.

2. U. 8. Subli.diu'iu Abroad

Amsrican subsidiaries atroad hawe in the past been subjected to the
sane prohibitions on trade and financial transactions with blooked
countries as Amerioan firms in the United States. It is assumed that, .
if general Wlocking oontyols wers instituted, U, 5. subsidiaries abroad
would be treated the same s American firms in ths Unitad States and not
be permitited to on;m i.n trads or. financial mn@m:uom with the a.tt.ctld
Soviet Eloo eounu-iu .

v

Moreover, if it 10 duidnd to tighten export controls before W‘
blocking action, -Tressury could supplement the U. 8. export controls by
prohibiting. American firms abroad from sailing to the Hlooc any product
which oould nat. ba.exported to, the Hloc froa the United States if such
action were .considered desirable.

3. Mgonma :

Commeroe . transportation orders do not apply to forsign flag ships
and regiatared plates which are owned or controlled by persons subject
to. tha Jurisdiction. of.the Inited States tut only apply to American flag
ships and. U, B, registersd planes. However, if Treasury imposed blocking
regulationa .applicabls. 1o American subsidiaries abroad, such regulations
would prohibit foreign. and planes owned or controlled by Americans
from making trips to Soviet Bloc countries affected bty the Tressury blook-
ing mt.rseuonl 1; the abeence of & Tressury liocense, .

Bven in the Ahnnoo of blooking controls, Tressury could supplement
commerce transportation orders by prohibiting Americans from permitting
foreign flag ships end registered planes which are ounod or oout.rollod
by them to make.trips to Sovht B:boc countries, :

' M Oontnolc Poro:l‘g Subsidiaries Owned by American Companies

Treasury could elther independently or in comnection with gomhl
blooking, prohibit American oil companies abroad from supplying ship’ °
‘' bunkers oy ‘lubes. to any: wessel on;apd in Soviet Bloc trade regardless of
‘whether the commodity carried was ltﬂugic or non-strateglc, We could
also advise. the cil companies that similar restrictions applied to their
furnishing fusl. or lubes to phnu eugaged in the Soviet Hloc trade.

SECRET
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Validated lioenses are required for all other exports snd sych
licenses: are not issusd.

Eastern Burope exoept Foland

Genaral.licenses svailahle for shipmenta to these destinations
oover personal bagg umotu-mm«m-mm,m
atores, crevs! pcuani effects, trade fair exhibits, published
techniocal data, wmolsssdfied seientifio and odnuumal technical
data, motion pioture films and non-technical publications, gift paroels,
and a list of about 1000 groups of industrial and personal lrtd.clea.

Validated licenses are required for all other exports and such
licenses are issued only whap the shipmenta would not maka n.-lgni.ﬁm;
contribution to the Bloo'l wili tary-industrial potentisl,

Poland

General licenses avallabls for shipments % Poland are, in gener
the same as those available foy Monﬂrcq:triu. 'rbo\linm’l'
mpuwuuuuotamtotméoomwmw m
in addition to the validaked lipemse requiremsuts for friandly cowh

vhich consist of goods of primsyy strategic importance.

Possible Revisions in the cutml 8tmm or gg_l_i_.n.
{a) Withdrawal of general licenses~-some or all,
(b) Expansion of ares .ot export denials,

() ca-phuuhnrp-tormormMmMpom
“'mmﬂ".

(d) Brpansion of cm of transportation onders,

Items (a) and (4) above would reqiire publication of nviud
regilations.. Thia could.be. acoosplished within a period of time ot
axoeeding. one week. Itall £b) ud (e} omi be put into effect immédiately
apon the deciaion to do so,
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Subject: Berlin. Contingency Planning - Legal snalj¥is
hy the. Dnited States of contewplated shipping
and trade countermeasures.

This memorandun deals with the domestic and international legal
aspects, from the standpoint of the United States, of those non sary
countermeasures relsting to shipping and to genersl trade and oo-m!hl
relations which are being considered in connection with Herlin cont:

planning by the United Btates-United Kingdom-Fremch Tripartite Planning
Oroup in Washington. The countermeasures, together with the legal
eoncluicu of the United States, are as followses

4_- Shipping

1.

2.

3.

1.

2,

" 3.

L.

B - Gmnl trede nnd ©

Bring actim to. TeDossssy Bovidt: land-Tesse ships in

‘Allied ports -;Legally possible bat .ulikely to be
" successful.

Refuse to charter. ommu to.Soviet bloc comntries -
Presents no. -problems of Tegality.

Close United States ports to Soviet bloc shipping -

Presants no problens and hu slready besn largely
{mplenented. -

’hIn _tim

rmuum mcm.- to U.8,8.R, and satellites - Preventd
problems of lagality, md is in part alrveady previded
ror by TUnited States law,

Freese Bovist bloc assets in the United Btates - Only
problews of legality relate to United States obligs-
tions under claius setilsment sgreements with Poland
add Rumenia,

Cut off all United States finmncial facilities to Séviet
bloc countries - Presents no problems of legality.

lxpmd export control measures against Sbwiet bloc, in~

- cluding dol.outive embargo - Pressnts no prodblems of

legality.

S, Tastivufe
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5, Institute total trade embargo against Soviet bloc - Only
problems of legality relate to agriculturs] sales to
Poland.

6, Beise Soviet bloc assets in United States - May be
possible under existing United States law. From mn
international standpoint, perwissidle as a reprissl
against Soviet Union but not against other Soviet
bloc members,

7. Temminate trade agreements with Soviet bloc countries -
Ko problems of legality with respect to Soviet Union,
but Unitod States has no trade agresments with it.
Legal and practical problems exist with respect to
other bloc countries, particularly Poland.
There follows a detailed discussion of each of the above conclusions.
A « Countermeasuros relating to shipping

1. Bring action to repossess Soviet lend-lease ships in Allied ports.

Discusoion. It is assumed that the repossession which is contemplated

ogal, pacific meana rather than by forcible seisure, This
question has been examined in the Departaent of State at various tinmes
in the past, and the opinion has bsen consistently expressed that suits
to repossces those ships in the courts of countries where they might
be found would fail before the defense of /sovereign immmnity. It is
our view that thiz defense is not impaired by the obligation of the
Soviet Union under Article V of the Lend Lease Agreement to return the
vessels if the United States so requests after a determination by the
President that they ere of use to this oountry. The following oonclu-
sion is quoted from a 195) memorandum by tha Legal jdviser:

"eeo it 18 believed unlikely that successful suits
could be maintained for the return of ths werchant vessels,
It might be poseibls to hinder the movement of merchant
vepsels by thc institution of such suits, but it would not
be for substantial periods, in view of the fact that wost
Jurisdictions have summary procedures which can be invoked
which would result in the quick release of the veseel on
the application of the defense of sovereign immumity."

2. Refuse to charter shipping to Soviet bloc countries,
Dilouui.on. There is adequate authority under Section 5(b) of the

th the Enemy Act and under Sectism 101(-) of the Defense
Production Act of 1950 to take this action,

Section

SECRET
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Section S(b) of the Trading with the Enemy Aot provides in part
as follows:

9(1) During the time of war or during any other psriod
of national ewergency declared by the President, the President
may, through any agency that he may designate, or otheruiss,
snd under such rules and regulations as he may prescribe, by
means of instructions, licenses, or otherwise-

»(4) investigste, regulate, or prohibit, any transactions
in foreign exchange, transfers of credit or payments between,
by, through,.or to any banking institution, and the importing,
exporting, hoarding, melting, or earwarking of gold or silver
ocoin or bullion, currency or securities, and

"(B) investigate, regulate, direct and compel, mullify,
void, prevent or prohibit, any acquisition holding, withholding,
use, transfer, withdrawml, trensportation, importation or
axportation of, or dealing in, or exercising any right, power,

+ or privilege with respect to, or transactions involving, sny
property in which any foreign country or & national theredf has
any interest,

by any person, or with respect to any property, subject to the
Jurisdiotion of the United Btates;...".

*  The Presidential declaration of national emergency of December 16,
1950 is still in effect, and consequently the above-quoted provisions
of Beotion 5(b) could be utilised to prohibit any ships being chartered
from the United States to Boviet bloo countries in the svent of &
crisis, Under the authority of Section 5(b) and of Executive Order 9193
of July 6, 19L2 delegating to the Beocrstary of the Treasury the
President's powers under that Section, the Treasury Department bas pro-
hibited all transsctions involving persons or property subject to the

urisdiction of the United States with Commnist China and North Korea,

31 o.r.R. 86500.201 - 500.20L).

Section 101(a) of the Defense Production Act of 1950, as amended
{50 App. U,8.C, 2071) forms the legal basis for Departwent of Commerce
Trapsportation Orders presently in effect which comtyol in certain
reapects the movement of and carriage of cargo by United States regis-
tered vessels or aircraft to Sino-Soviet bloc countries. Bection 101(a)
suthorises. the President ®... (2) to allocate materials and facilitiss
ii such manner, upon such conditions, and to such extent ss he shall
déen necessary or sppropriate to promote the Natiomal Defense.* The
Transportation Orders prohidit United States registered vessels and
siroraft from carrying ocertain enumersted items to any Soviet bloo
dedtination without a license, and they also prohibtit them from trens-
porting any commodities to Communist China or North Korea and from
calling at any point in these countries.

D-3
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On the basis of the foregoing, it can be concluded that refusal
to charter shipping to Soviet bloc countries oould be accomplished Ly
the issuance of appropriate Treamury Department regulations and Com-
nerce Departaent Trunsportation Orders. This action would net involve
sny violation by the United States of legal obligations owed to thowe
countries.

3. Close United States ports to Soviet dloc shipping.
Discussion., This counterweasure presents no problems of legality and

Bas, In fact, already been put into effect in large part. Under the

authority of the Act of August 9, 1950 relating to the regulation of
the anchorage and sovemant of vessels in United States territorial
waters during periods when the security of the United States is en-
dangered (50 U.S.C. 191), the President on May 21, 1958, approved a
program for the protection of ports. Although providing somewhat dif-
fernt procedures for different ports, depending princfpally on their
importance, the basic provisions of this program provide for the denial
of entry to 8ino-Boviet bloc vessels with specific exceptions.

The first exception authorises the Seoretary of the Treasury to
permit the entry of such vessels after cousultation with the Secretary
of State, Secretary of Defense, and Director of the Centrsl Intelligmce
Agenocy, if be then dotermines that the oircumstances justify such entry,
In such cases the Secretary of the Treasury is required to prescribe
appropriate safeguards. The second exception gives limited rights to
Polish passenger ships and to Polish vessels coming to pick up Public
Law 480 cargo under the surplus agricultural commodities agreements
with that country. .

B - Countermeasures relating to genersl trade and commercial relations.
1. Terminate credits to U.8,S.R, and satellites.

Discussion. Bection 5(b) of the Trading with the Enemy Act, discussed
supre 1n ocnnection with countermeasure A.2, provides adequate legal
auEEr:l.ty for the prohibition of sny extensions of credit by persons or
fimms in the United States to Soviet bloc countries, This prohibition
could bs effected by the issuance of appropriate regulations by the
Department of the Treasury. At the present time, private credits {other
than nommsl short term credits, i.e., up to six months duration) to
certain of the Soviet bloc govermments are prohibited by the provisions
of the Johnson Aot (18 U.S.C. 8955). That statute makes it a crime
inter alia to extend s loan to any foreign goverrment (not a wember of
The World Bank snd International Monetary Fund) or political subdivisicn
thereof or any organization or associstion scting for or on behalf of a
foreign government while it is in default in the payment of its obliga-
tions to the United States. Consequently, those Soviet bloc countries

which
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which defanlted on World War I dabts owsd to the United States camnot
be the reciplents of private credits today, wince no bloc country is a
merber of the Bank or the Fund. .

Furthermore, the Mutual Defense Assistance Control Act of 1951
(65 Stat, 6LL) in effect precludes any {insncia) aswistence by the
United States Goverrment to Soviet bloc oguntiries.

2. Treese Soviet bioc sssets in the United States,

Discussion. The provizions of SBaction 5(b) of the Trading with the
Enewy Act, together with the pational emergency declaration of
December 16, 1950 givo the Executive the necessary domestic authority
to impose controls blocking all Soviet bloc assets in the United States.
On the basis of this authority, blooking controls have been instituted
with respect to (&) Commmist China and North Kores in 1950, (b) com=~
ent parts of a steel mill belonging to Csechoslovakis in 1952, and
f:)i the Sues Canal Coupany and the Bgyptiay Government in 1956,

With the excaptions discussed below regarding the Polish and
Rumsnisn claims settlements, nelther customary nor conventional inter-
national law seens 1o impose any restrictions on the United States in
frees.i.g Soviel bloc assets wnder its jurisdioticn as a nationsl secarity
measure in the event of s BerliNl orisis initiated by the Soviets.

Parsuants to the claimy asttlement agreemeats recently comcluded
with Poland snd Rameniu (TIAS LiiSl, LSL5), the United Ststes bas relsased
all its dlocking controls imposed during World War II agsinst Polish snd
Rumanisn properties in the United States, To the extent that implementa-
tion of this countermeasure applied to any of these properties, there
would be violations by the United States of the claims settlement agres-
wents, And as 8 practiocsl matter, the freszing of any Polish and
Rumanisn assets by the United States wuld bs likely to bring about the
cessation of the anmual payments duo as under tle above agreements.

3. Cut off all Unlted States finatcisl fucilities to Soviet bloc countries.

Discussion. Section S(b) of the Trading with the Bnemy Act provides
necessary domesstic legal authority for thds countermeasure, which
could be implemented by Treavury Department regulstions similar to those
resently in effect with respect to Communist China and North Korea

31 CJF.R. 500.201), C

From an-international atundpoint, mo prodlems of legality are
presented by this countermeasure.

L. and export contru) measures sgnirst Soviet bloc, including
selective embergo.

5. Institute
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5. Institute total trade embarge againat Soviet bloe,

Discussion. The domestic legal shthority for the export controls
ynunﬁ'i spplicabie to Soviet bloc countriea 1s sufficiemt for the
of such controls, including a prohititien of all sxports to
those countries, to he undertaken, That authority is contained in the
Control Act of 1919 (S0 App. U.8.C. 2021-2032), which provides
in part as folliowss

#§2022, Congressional declarstion of policy.

"Tue Congrsss declares thut it is the policy of thé United
States to use export comtrols to the extent necessary (a) to
protect the domestic economy from Lho excessive drain of scarce
uaterials and to reduce the inflationary impact of atmorwal
foreign demand; (b) to further the foreign policy of the United
States and to aid 1n fulfilling Sta international responsibilities;
and (¢) to exercise the necessery vizilance over exports from the
standpoint of thely significancs to the national security.

»§2023, Authority to effectuate policies; delegation; limitations.

w(a) To effectuste the policiew set forth in section 2032 .
hereof, the President may prohibit or curtail the exportation
from the Tnited Stetes, fts Yerritories, and possessions, of axy
articlss, materials, or supplies, including technical data, exospt
under such rules and regulations ss hie shall preacribe. To the
extent, necessary to achisve sffecztive en{orosment of this ACt,
guch rules and regulations may apply to the financing, ¢
ing, and other servioing of exports and the participation therein
by any person,

*(1) The Prosident may dslegate the power, authority, and
dlgoretin oconferred upon him by this Act to such departments,
agencies, or vfficials of the Governuent ss he way demm appropriate.”

‘Purseant tc Section 2023(h), Lhe President has delegated his powers
under the Aot 1o ths Becrwtary of Cowmerce, whe hes issued appropriate
regulations, Presssnt export contyoleg incldds a tots]l embargo on exporis
to Communist Ching and North Korea snd broad controls on exports to
other Soviet bloc countries, In this regard, theDeptriment of Commerce
has established the "Positive Liat »f Controlled Commodities™, the items
on which require a validated export liocevse for shipment to certain
destinations, Those commodities represent selective strategic categories
of significance tc the Boviet bioc war potential.

In addition, with the exception of a specified list of clesrly non-
strategic items on a general license list for the Soviet bloc comtries,

all commodities, whether or not on the "Positive List®, requirs valideted
licenses for expurt to thoss countries,

Poland
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Poland receives special treatment under the present Departaent of
Commerce regulations. All items not on the "Positive List" may be
sxported to Poland under gsueral license, exoept for certain emumerated
itena, '

The expansion of export controls against the Boviet bloc including
a total embargo on exports.could be accomplished by the Department of
Commerce within the above~described frsmework., In addition, all imports
from bloc coumtries ocould be embargoed by the issuance by the Treasury
Department, under Sectiom 5(b) of the Trading with the Enemy det, of
regulations similar to those presently in effect which prohibit all taede.
with Commanist China and North Korea,

4 total trade ewbargo would not violate any legal obligations owed
by the United States to the 8oviet bloc countries other than Poland,
By prohibiting all exports to the latter country, however, the United.
States could be in violation of its comitments to sell certain farm
products to the Polish Govermment under any surplus agricultural ocow-
modities agreements then in force. With respect to our obligations under
the GATT, Csechoslovakia is the only bdloc country which is a GAYT msmber,
and the United States seversd all relations with that Government under
the Agreement in 1951. On Nowewber 16, 1960, & Declaration on relations
between Polmd and the oontrscting parties to GATT entered into forve,
btat it j in geners] an expression of hope of future expansion of trade
md does not impose sny obligations om the United States vis-a-vis Poland.

6. Beise Soviet bloc assets in the United States.

Discussion. Bection 5(b) of the Treding with the Enemy Act provides in
- &8 Iollowss

*During the time of wer or during any other period of -
national emsrgency declared by the President, ... -

[ X X X X X

s o8Ny property or interest of any foreign country or national
thereof shall vest, when, as, and upcn the terms, directed by
the President, in such agency or perwon as may be designated
from time to time by the President, and upon such terma and cone
ditions as the Pregident may prescribe such interest or property
shall be held, uwed, administered, liquidated, sold, or other-
wighe deglt with in the interest of and for the benefit of the
United States, and such designated agency or person may perform
any and all acts incident to the accomplistment or furtherapoe
of these purposes; ..." '

As pointed out in the discussicn of countermeasure A-2, the national
energency declaraticn of Decesber 16, 1950 is still in effect.

It
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It would appear from the above-quoted provisicos thet sdequate
domestic legal authority exists for the seisure by the Executive of
Soviet blooc assets in the United States, HNowever, under Ssction 9 of
4he Trading with the Eneuy Aot, which gives non-enemies a right to ste
for the return of their property, a oourt in the Unitid States might

' ile this matter has not been heretofore tested,
1t 49 possible that 1n any such actian for retum, the eourt wuld allew

ted Btates Govermment based upon the fact that
Section 5(b) suthorises the President to deal with vested

‘oould be argued that the "interest® of the United States relates to
e desirability of taking reprissl actiom against the Soviet dloc in
a erisis.

The acticns by the United Otates with respsct to certain steel
will equipment belonging to the Goveriment of Caechoslovakia are
analogous to, tut distinguishable from,the proposed ocomtermegsure.

In 1954 the Secretary of the Treasury, purgmant to the above-quoted
provicions of Section 5(b) and to Ixecutive Order 9193 of July 6, 19l2
delegating to him the President's powers under that Section, s0ld kpe
Osech stesl mill equipment located in the United States. The property
bad previously been blooksd in 1952 ky order of the Secretary of the
Tressury. After the sale, the Tyeasury held the procesds thereof in

& blocked acoount until legislstion was passed in 1958 anthorising
their use to pay certain usstiafied olaime of United States nationals
against Cseehoslovakia (P.L. 85-60L, 22 U.8.C. 16k2 et seq.). It should
be noted that the actual talkdng of title by the United States to the
‘Csech preperty took place under P.L, 85-60L and not under Sectimn 5(b)
of the Treding with the Enemy Act.

Under international law, the taking Ly a govermment of property
within its Jurisdiction belonging to 3 foreign government or nationals
thereof is 1llegal wmless acoompenied by prompt and adequate compensa-
3ion, Consequantly, the contesplated seisure of Soviet bloc assets in
the United States without compsnsstion being paid therefor would be »
violation of international law unlesh Justified as an act of reprisal.
Reprissl is an unlawful act which international lavw perwits as retalia-
Hion for an internationsl wrong., ‘It mat be preceded by an unsucpsagfnl
.effort to obtain redress from the offending state end while it need not
-be the same type of act whish occastoned the -retaliation, it must be in
propertion to the wrong done. Tt ¥may be performed against anything asnd
everything that belongs to, or is doe to, the delinquent State or its
citisens®, (II Oppenheim, Imternational Law, 6th Bd., Bec. 37). Since
a voprisal is by definition"a justif3able act, otherwise illegal under
inbernatisnal law, in retalistion for an international wmopg, it is not
in any way limited by the doctrine of sovereign immnity of property
belonging to & foreign goverment.

In the event the rights of free mocess of the Western occoupying
powers o Barlill are impaired by some act of the SBoviet Union, the

ssisure
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ssisure of Sovist assets in the United Btates would be permissidle
under international law as an act of reprissl. As pointed out above,

a necessary prerequisite to this reprissl would be an unsuccessful
demand by the United States for the Soviet Union to cease its wrong-
ful acts. Although it may be considered advisable to submit the
dispute to the United Nations or to the Internationsl Court of
Justice prior to the implementation of this countermeasure, this oourse
of action would not appear to be a prerequisite from a legal standpoint
since the seisure of Soviet assets in the United States could not by
itsslf be deewed a threat to intexmational peace and seourity within
the meaning of the United Nations Charter,

The seisure of the assets of bloc countries other than the Soviet
Union could not be essily justified as acts of reprissl under inter-
national law since the unlawful acts glving rise to the retaliatory
measures would be those of the Soviet Union alome, Although the bloe
governments are under the domination of the Soviet Union to varying

. degrees, it does not follow that each is chargeadble with the inter-
national consecuences of every wrongful act perpetrated by Soviet
Uaion, It is our opinicn, thsrefore, that seisure of assets belouging
to those governments or their nationals, in alleged retaliation for the
violation by the Soviet Union of its obligations with respect to
access, would not be permissible under international law.

7. Terminate trade agreewents with Sovist bloc countries,

Discussion. The unilateral terminstion of an international agreement

. by ots of the parties thereto, unless such termination 1s permitted by
and is effected in accordance with the provisions of the agresment, is
normally a violation of international law. It is permitted by inter-
national law, hawever, as an act of reprisal in retaliation for an
international wrong commited upon the terminating State Ly the other
party to the agreement, Consequently, the United States would be legally
Justified in terminating agreements with the Soviet Union in retaliation
for a violation by the latter of its obligations with respect to the
rights of frwe access of the Western ocoupying powers to Berlin. As
pointed out in the discussion of seisure of Soviet bloc asssts as an
a0t of reprisal (countermeasure B-6, supra), the United States would
not, however, be justified under international law in illegally
teruinating trade agreements with members of the Soviet bloc other than
the Soviet Union.

dpart from the legel aspects of this countermeagure, it should be
pointed out that the only Soviet bloc couptries with which trade agree-
ments are presently in force for the United States are Poland and
Csechoslovakia, and that for the reasons hereafter outlined, it would
not seem advissble to terminate any of them. Although the United States,
after securing a wmiver from the other GATT members, severed all QUTT
relations with Osechoslovakia in 1951, there is still bechmically in
foroe a commercial policy agreement with that country effected by an

exchange
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exchange of notes dated November 1l, 19b6 (TIAS 1569). -A similar agree-
ment effected by an exchange of notes dated April 2k, 19L5 (TIAS 1516) is
in force betwesn the United States and Poland. Most of the provisions in
sach agreement are of & general and hortatory nature and do not commit
the parties t0 any specific course of action. The few firm obligations
contained therein are, with one exception, mnilatersl in nature and apply
to Csechoslovakis and Poland rather than to the United States. The one
eaxception 19 2 bilstersl comitment in sach agresment to make adequate
and effective compensation for properties which may be requisitioned or
nationalized, It would then appear that more advantages would acorue to
the United Btates, at least in theory, by sllowing the two agreements to
remain in effect than by terminating them.

The United States has also entered into a mumber of agreements with
Poland over the past four years regarding the sale of surplus agriculturel
commodities to that country, With the possible sxception of the most
recent one dated July 21, 1960, those agresments have heen fully performed
on both sides. It is cur understanding that performsnce of the July 21
agreement will be completed in the mear future if it has not already been
oompleted. With regard to consideration by the United States, in commeotion
with countermessures, of termination of any future agricultural
comnodities agreements withPoland, certain factors whioh are beyond the
scope of this memorandum should be kept in mind. These factors pertain
to the efforts of the United States to reestablish wore normal economic
relaticns with Poland, as evidenced by the ammouncewent by the President
on November 17, 1960 that the United States is terminating the 1952
wuspension-of most favored naticn treatment with respect to duties on
- Polish imports. In this regard, it is our understanding that certain
wmamounced uderstandings were reached with the Poles during the couree
of the negotiations for the claims settlement agreement of July 16, 1960
vegarding restoration of most favored nation treatment and future sales
of surplus agricultural commodities. :
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SUBJECT: PLANNING: ACTIONS TO MINIMIZE DISLOCATIONS TO THE
U.S. ECONOMY AND THE BALANCE OF PAYMENTS

.. .Attached 19 our memorahdum undar the above heading carrying
out the assignment from the President that: !The Secretary of the
Treasury snd the Chairman of.the Council of Economic Advisers should
submit very preliminary recommendstions as to the timing and nature
of the preparations to be taken to ensure that executfon of the above
actions /destigned to provide g capability for dealing with the
problem in advance of hostilities/ would cause minimum dislocationdof
the United States economy and palance of payments. A fuller report
will be expected later."

The attached material includes 3 copies of each of the
following:

1. A thres-page sumary of the basic memorandum
2. The menorandum {tself
3, Two appendices
A. The State of the Economy and the Impact of
Military Crisis, 1950 and 1961
B. Impact on U.S. Balance of Payments of
Preparations

The following supplementary papers, not submittad herewith,
are available at the offices of the Council, and will be utilized in
connection with the fuller report to be submitted at a later date:

1. Price, Wage, and Production Controls in 1950-51

2. Monetery-Fiscal Actions in 1950-51

3. The Voluntery Credit Restraint Program, 1951

4. The Supply of Manpowsr in 1950 and 1961

5. The lupact by Econowic Sectors of the Korean Conflict

Douglas Dillon’
Secretary of the Treasury -

Walter W. Heller
‘Chairman
Council of Economic Advisers
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PLANNING: ACTIONS TO MINIMIZE DISLOCATIONS TO ‘

uSs oMY AND ALANCE OF PAYMENTS

‘SUMMARY

1, E i o aradn Program

Provision of a capability may impose severe strains on
the domestic economy and: on the balance of payments. It is only prudent
to prapars to meat these contingencies. If, however, the program is &
3radua1 and uodclt build-up of military potential, not specifically keyed
to the (3 crisis, no severe problem of destabilisation may arise.

_ In the domestic economy, the principal initfal threat of dis-
location and inflation arises from the pasychological impact of fears of
war and prospective shortages. As in 1950, these fears could lead to
hoarding, scare buying, and price increases, out of proportion to the actual
increase in Fédaral purchases. Current unemployment and excess capacity
provide considerabls economic room--much more than in 1950--for an ex-
pansion of the Federal defenge budget. But, if additional expenditures
for the capability mount to an annual rate approaching $13 Btluon '
within a year, these demands superimposed on the general economic recovery
will give rise to bottlenscks, specific shortages, and possibly general
excess demand, Upward pressures on wages and prices would be strong, and
evan atronger if the psychological impact of the crises crested abnornal
consumar and business lponding.

The United Statnl balance of payments could deteriorate (a)
bacause of the increass in imports accompanying an accelerated upswing
in economic activity; (b) because of U.S. cost and price increases; (c)
because of a flight of capital reflecting loss of confidence in the
dollar for political or aconomic reasons.

2. The Need for Dixect ‘and Indirect Controls

To deal with these unfavorabla contingencies, the government
needs both ind{rect controls--taxation and genaral monetary policy--and
direct controls over wages, salaries, rents, and prices and over the
allocation of materials, labor, scarce capacity, and consumer goods, Neither
kind of controls can by itself stabilize an economy dislocated by crisis
psychology and a sharp increase in defense spanding..

3. State
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3. $tete of Existing Povers

The direct and indirect control powers at the disposal of the
governmerit without new legislation are inadequate to deal with the threat
of psychological inflation in the face of increased international tension
and a military build-up. These powers cover only: general monetary and
credit policy through the Federal Resarve System; rudimentary allocation
of materials and facilities under the Defense Production Act of 1950;
power to sell out of Defense Production Act stockpiles to counteract
speculation in rav materials; controls over exports and external financial
transactions; and the ability to reduce or defer other Federal expenditures.
The force of these powera is dubious, and in any case they do not extend to
direct control over prices, wages, salaries and rents, or to selective '
restraint of credit.

However inadequate they may be, it is important that these
present powers be prepared for rapid uss. The reason is that s request
for additional legislation, whenever made, may be expectad .to set off in-
flationary reactions of the type experienced in 1950: scare buying by con~
sumers, anticipatery increases infprices, and the hoarding of invantories.

‘Further P Neede

A package of new economic control legislation capable of handling
the destabilizing effects of a crisis should include:

(a) Authorizatiom for the President to impose & temporary freese
on all prices and wages if required in the interval between .the roqucot
itself and the passage of more comprshensive legislation,

(b) Enabling legislation for comprehensive controls over prices,
. wages, salaries, rents and selected forms of credit, for the settlement of
labor disputes,and for requisitioning.

(e) Diucrotionary authority for the President to sell sxcess ..
.natcriall from strategic ltOckpllea.

(d) Discretionary authority for the President to meet needs for
revenue and the demands of economic stabilization by varying the first-
bracket rates of the personal income tax within specifiad limits.

The timing of the President's request to Congress for this package
of legislation is & major problem to be solved. The options are toc make the
request as soon ag the military preparedness msasures themselves become

publicly
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publicly known, or to defer ths requoot until visible inflationary nani-
festations appear in the economy, The esrlier date might have a desirable
effect on the public's consciousness of the gravity of the situation, uwight
permit the probable inflationary reactions to be absorlied by a greatfc degree
of sconomic slack, and might aveid the necesulty of a speciel sessivn of
Congress. 7The later date might avold premature dnflationary sffects shoutd the
crisis be short-lived, might avoid sidatracking of "the Iresident's general
legislative program, and might lead to quicker Congressiwumal action.

Huvever the final timing decision is made, immediate action shntd
take the form of the establishment of task forces tadrait the required stand-
by legislation, to review emergency plans for the uss of exlsling powers,
to draft rugulatlions and orders for wventual iesue under present or additiomal
legislation, snd to plan.for setting up a new Qcmmic stabilization agency
to administer such programs 8s became neccssary. The task forces’ shoyld,
of course, vpurate as secretly as possible to avoid prematuve disclosure
of plana.

5, lnternationgl Arrangementg to be Considered.

Conwultation and negotiation should be held at an early date ton-
cerning potential movemsnts of capital from ons nationsl currency to another
or some currencies.to gold that may arise from anxieties growing out of
developmants in the E situation, Simllar consultation and arrangemsntw
should be directed tawnrdl the rav material situation so that shortages,
speculative atock building, scare buying and unnecessary price imcregses can
be preventad or minimizad through international mechinery or cumperting
common policles over imports and use of stocks. There should be especial
consultations and negotiations with the West Garman Federal Republic designed
to sscure action on {ts part to relieve the additional strain on U.S. balance
of paymants that would result from large scale deployment of addittonal U,S.
forcep in Westarn Europe.
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N CAPABILITY PLANNING: ACTibNS TO MINIMIZE
DISLOCATIONS TO THE U, S, ECONOMY
AND THE BALANCE OF PAYMENTS

1, Intz on

This preliminary report is in responas to a direction by the
President that: "The Seacretary of the Treasury and the Chailrman of
the Council of Econemic Advisers should submit very preliminary
recommendations as to ‘the timing and nature of the preparations to
be taken to ensure that execution of the above actions /designed to
provide a capability for dealing with the problem in advence
of hostilitieg? would cause minimum dislocation of the United States
aconomy and balcncl of pay-ontl. A fuller report will bs expected
later.*

Because . this .ubiillgon is limited to the precise focus of the

- Preasidential vequest, it will not deal with (a) the production cantrols
and rolatod m.a.urcl nesded to facilitate the military supply build-up
for the | caquuir.y; or (b) preparedness action needed to minimize
dtllocation of the domestic economy in event of the outbreak of limited
or gonoral war, or in cvcnt of a crash civil defense program,

Howovcr, ve iug;olt that the Pronidont ask the OCDM, working to-

- -gather with the various departments and agencies concerned, for a report
on the praparedness measures outlined in Mobiligation Plans C and D, or
- their gurrent equivalents, in view of thas potentialitiey for limited or
full-scale war that are inherant in thc present situation.

We have assumed that the preparations for fitming up the Berlin
‘capability to the levels contemplated would: (1) add between 35 billion
and- $15 billion to the budget for the fiscal year 1962; (2) require the
military call-up of about 500,000 men; (3) necessitate not only increased
procursment of military material on existing production lines but the
reactivation of additionsl production lines; (4) require the overseas
‘deplayment of batween two to twelve additional divisions and supporting
aiz ahd naval forces, togcthcr with the hausing and supplies necessary
to maintain them from some time in the fall until the end of the fiscal
year. :

"We have made no assumption concerning the cost or chavacter of
material or supply assistance to our NATO allies in connection with any
etfortl thoy may make to expand their forcas.

Ve
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We have made no underlying assumptions as to the nature and character
of the public_disclosure of these preparations except to take for granted
‘that their scale and character will become matters of general knowledge
during the next two months as the call-upe, contracts, and possibly requests
for supplemental appropriationg, become known.

We should not rule out thé possibility that an sconomic stabllization
crisis may not materialize out of a E;;ﬁﬂ build-up under eertain relatively
favorable conditions:

~ Given a'progru at or pothé.pl even below the /
lower end of the $5 - $15 billion range --

Given a "conventional build-up" rather than a
“EatIinl crisis” send-off for such 2 program --

Given the greater glack in our economy in 1961
than in 1950 «-

Given today's dtniur memories of shortagss,
speculation, and direct controls --

Given the readier availability of Federal
Reserve monietary restraints in 1961 than in 19350
(wvhen the "pegging" policy still prevailed) --

Under these conditions, it might well be premature to raquest sweep-
ing direct control powerp, since such a request will itself tend to have a
‘substantial destabilizing impact.

1I, P n Con ons

1. Preparadness measures for the capability will not, at
least initially, result in general shortages of materials, facilities or
manpower available to the civilian economy, An analysie of the over-all
economy in 1961-62, without additfonal stress from the crisis, dis-
clc;su substantial unused resources and capacity to produce. (See Appendix
A, .

There are very subp:ahtial stockpiles of materials which could, within
limits, be used to ralieve shortages of the types of strategic and critical
materials that are heavily ralied upon in a wmilitary build-up.

Spot
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_ Spot shortages of apecialized products, tools or types of materifl
could occur as a result of a crash mynitions production program, Civilien
transportation could be strained for liwited pariods of time bgcause of

the magnitude of troop deployments contemplated. These prospectivs supply
dislocations do not seam to be of such a magnitude, chsracter and duration
as to threaten serious dislocation of the domestic sconomy, insofar as a
very preliminary reading without a table of requirements permits. a judgment.

2. The principal threat of dislocation to the domestic economy
resulting from the provision of the capability is a destabilizs-
tion of prices, wages and rents resulting from the psychological impact.
of the fear of war and prospective shortages. The preparsdnesy
measures and public reaction thersto might engender hoarding, scare buying,
advance stocking, speculative buying, and artificial price increases.

3.. An analysis of.the history of the sconomy during the early stagas
of the Korean conflict from June 1950 to January 1951 shows that a serious
inflation was experienced as a result of a psychological responss tq the
crisis, out of proportion to the actual strain on the economy. (For a-
‘detailed analysis of the 1950-51 record see Appendix A.)

4, Many similarities between the present aconomic situation and
that of June 1950 suggest the serious possibility that similar responses
may well occur during the course of this crisis. There to be sure
are some significent and reassuring dissimilarities: (s) excegs groductive
capacity is much larger in mid-1961 than in wid-1950; and (b) the gpesponsas
in the -summer and fall of 1950 followed upon the actual outbreak of hostilities.
(See Appendix A.) However, in our view, they are offget by the facts that
(a) in the forthcoming contest of will and power the Soviet Union is directly
involved as an opponent and (b) the new factor of Soviet nuclear capa{ility
for attack on the Continental United States is present in the national mind.

It is true that no adverse domestic economic reaction occurred at the
time of the 1959 Barlin erisis. But this is not reassuring now bscause by
the time the crisis became widely recognized by the public, the Soviat position
sassy, the foreign ministers' conference was scheduled, and no large military
build-up occurred.

"5+ In eddition to the purely payeholoﬂcal factors that might destabilize
the U.S, economy, the preparation of a d capability may involve an in-
crease of between $5 and $15 billion in govornmont expenditures in a relatively
short perfod of time. An increase in Federal expenditures approaching $15
billion on an annual basis within the next ysar could begin to produce excess

demand
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demand pressures on the economy. - Even apart from p‘ychological factors and
the possible. davelopment of 3enera1 excess demand, a substantial build-up of
military sxpenditures could be expectad to generate cost:push pressures and
sectoral price increases resulting from lharp changes in the pattern of
demand.

6. 1If the preparations for a Barlint capability are accompanied by
inflation, the ¢onsequences will be damaging to the national intereat in
four. ways:

Aa) Speculative inventory accumulation during the crisis
is likely to causes an economic recession fueled by inventory
disinvestmant when and {f the crisis is peacefully settled.

(b) The rise in the domastic price level could imperil
the international position of the dollar and impose straim on
the U. S, gold position. The U. S. is particularly vulnerable
in this respect because the dollar is an international reserve
currency,

(¢) Hoarding, speculation and excsaive inventory accumu-
lation, {f allowed to snowball, could create a degrea of
sconomic disorganization sufficient to weaken the capabiligy
of the U, S, for any rapidly increasing production of military
goods associated with limited or general war,

(d) Should the situation develop into limited or
total war, the failure to deal effectively with ianflationary
" developuants before the outbreak of hostilities would make the
institution of adequats emergency stabiligation mesasures sub-
‘stantially mors difficult and lass effective,

7. The refarence to the danger to the international position of
the dollar and ths U, 8. gold position inherent in any inflationary
‘rise in the domestic price level requires amplification,

The U. S, is currently running an over-all balence of payments
deficit at an annual rate of about $1.2 billion as compared to $3.8 bil-
lion during 1960, Much of the change is dus to the conjunction of high
levels of aconoaic activity in other advanced countries with recession
in the United States. The progress of recovery will bring an increase
in U, S. imports during the second half of the calendar yaar. The
over-all deficit (axcluding special debt prepayments) is estimated at
approximately $1.5 - $2.0 billion for calendar 1961, without taking
into account the effect of preparations.

Factors
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Factors othar than the effect of an inflatignary rise in domestic

price levels due to domestit reactlons need be teken into account, i.e.:

of a
plan

(a) 1t is conservatively eatlmacted that the cost to the .
balance of payments of statloning one additional Army division
in Europe, together with supporting air and naval force is
$250 - $300 million per year. (See Appendix B.) For the four
alternatives the estimates of additional annual balance of pay~
ments impact would be:

Alternative T « 2 divisions  $500-600 millions

: Alternativ; I1 - 4 divisgionn 1,000 -~ 1,200 millions
Alternative II1 - 6 dlvisions 1,500 - 1,800 millions
Alternative IV - 12 divisions 3,000 - 3,600 milliénj

{b) Our balance of payments in a period of recovery or greatly
increased economic activity could be vulnerablé-to- {ncT¥mses in
prices of imported raw materials. Here the experience in 1950
during the sarly months of the <ovean outbreak should be noted.

From .june 19350 to January 195] uhe prices of imported raw materials
increased 66 percent. Duvirg Jnuly and August 1950 prices of

imported raw materialg vowa 10.2 and 14.7 percent, respactively,

while the Wholesale Price ‘ndex rose 2.8 and 2,1 percent. The general
supply situation in many cummodities is more favorable today than in
1950, but it could change quinkly.

(e) Tha wmovement of short narm capital funds from the United
States to other uvurrencies v:ich added to our balance of payments
deficit in 1960 and the eorrmrsion of dollar claims into gold, which
marked the lags part of 190, could be revived by fears of U, S. "y
inflation, unfavorable de'n iopments in out balance of trade and X,
payments accountsg, or Y. 5. wilitary involvement, '

8, It is durficult to forncas? the consequences for the U, S. economy
devaioplng crisis psvchology, However, it is only prudent to
in advance to deal with tha unrovorable contingencies described above.

9. Preparation for actlon t; prevent or minimize dislocation of the

domestic economy at a result of establishing the Berlin capability leads

to a

consideration of control mathinkry., Controis over the econoty in &

period
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period of military emerganqy have three functions:

(a) To direct scarce resources from the civilian sconomy
to the defense effort;

_ (b) -To -channel resources, evan within the civilian
sconomy, from unssgential to egsantial uses; .

(e) To prevent the general price-wage level from rising.

, Unlul and until the size of the additional defense burden, to-
gethor with private spending induced by the rise incomes, bacomes
large enough to encroach upan the sgonowy's capagity to preduce,. oup
., main concern will be with the third of these functions. Moreover, -
the major immadiate source of #nflationary presaure is iikely to be s
.surge of consumer and business buying motivated by uncertainty and panic
lor by expsctations of the imminent imposition of pricc control and
rationing.

10, Economic controls are classified ss indirect and direct.

(a) - Indirect controls work through income and the supply
- of credit to siphon general purchasing power away from the
civilian ecoribmy. On the side of taxation the polliblc ipgtru-
- mants range from personal income and corporate profits taxes, -
through gensral sxpenditure taxes, to selective excise taxes
which verge on being direct comtrols, On the side of wonstaty
and credit policy, the Federal Raserve Board has the general
. power ta limit the supply of bank credit te households and firms.

(b) Direct controls include those that reatriet tho nove-
went of specific prices and forms of income--ceilings on prices,
rants, wages, and salaries--and those that restrict and digect
the use of specific materials, facilities, and kinds of manpower--
allocation of materials, priority systems, consumer rationing.

11. ' Turning to the problem of containment of inflationary pressures

priurily pcychologieal in origtn, e ltatc the ilporl:ant principlo
that oy in trol ation {ob

4lens.

‘Iﬁdircct
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Indirac:'EOncrols are nqt sufficiant beeaﬁlo:

L (a) In an - econoyy - poseessing a conttdorab%o-shl;l.aﬂ 1iquid
agsats leld by households”and firms, it is difficult or im-
pasasible to preveant by indirect means surges of buying financed
by such assets.

(b) Indirect and general controls, primarily becauss thay.
~ are indirect, can not deal with bottlenecks and spot shortages.

Direct controls are thus a necessary part of an effective stahiliza-
tion program. Until generalized shortages begin to appear, we do not
think that further allocation or priority machinery is needed beyond
what is now available under Title I of the Defense Production Act, It
is ‘to be anticipated that the burden on those regulations will increase.
We do belisve that Exacutiva authority to imposs diract contrals over
prices, wegas, rents and certain forns of credit is nesded as & standby
defense against panic buying. 3ut a major lesson of all previous ex-
perience in this field is that direct controls by themselves can not
bear the burden of a prolonged stabilization program. Monetary and
credit policy must be brought to bear against surges of purchases
financed by liquid assets aad credit as sgon as they occur. Angd g% a
later.date it may be nhecessary to use the tax systeam to absorb general
excass purchasing power.

12. The foregoing analysis suggests the desirability of dctailcd
‘contihgency planning eddressed to the following subjects:

" {a)  The state of existing powers of the President to deal
with the type of destsbilizatiun of the domestic economy that
might accompany the preparation of a capability.

: (b) The advisability of requesting the Congrass to pro-
vide the President with additional authority needed and the
preparation and timing of such a requast.

(¢) The state of Executive planning for utilization of
the powers the Eresident may now possess or acquire.

**Thé-foltowing section will include rqconunndationn deaﬁing with
the foregoing points.
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111, _Recommendations

A, Substantive
1. Stare of Existing Powers - Inadequate but Useful

The powirl hu:ronzly available to rhe President without further
legislation to minimize dislocation to the domestic economy that may
result from the capability program are us followa:

(a) The Federal Reserve Board can act guickly aud strongly to
contract credit generally at the flrst signs of a wave of panic buying
like those in the summer and winter of 1950;

- (b) Thers is no discretionary suthority available on the tax
side, but {t should be remembered that present tax rates will auto-

- matically extract mors raverua as incomes vise under the pressure of

increased military expenditures. Tax ptlicy Is in any case ill-suited
to deal with waves of buying financed by iiquid savings and bank credit.

Awong direct measures currently available are:

(a) Those surviving in Titles [ and [il of the Dafense Production
Act of 1950, as amended, under which there could be instituted a system
of priorities and allocations of maturials ard facilities to aid defense
production and protect the essencial clvilian ecoromy from shortages.
These provisions extend to the xatloning of consumer goods. There is
also a vague but sweeping prohibltion of excews accumulation of fnven-
tories of materials desigrated by the President as scarce. (Title I,
sec. 102). To make this prohibit.on vperativea. the President may
prescribe explicit regulatiors, Iir. additior,, the Prasident may curb
domestic price increases for eseertial lmportud metals, minerals and
other materials by tha device of buying at rising world market prices
and reselling to American users st a lower domestic market price.
(Title 111, sec. 303), This process would require an appropriation or
additicnal borrowing authority,

(b) The President also has authority to sell cut of Defenme
Production Act stockpiles, (as distinct from those accumulated under
the Strategic and Critical Stockpiling Act) and could use this suthority
to counter speculative shortages and price increases of materials
contained in thess stockpiles. Tnis {s a potentially important power,
since it relates to the highly volatile basic raw material prices which
are usually the firet to react in any speculative flurry. However, it
is of spotty and limited usefulness becauss many of the materiala in
which inflationary price rises might be axpected are not contained in
large quantities in those stockpiles. (See below the recommendations
ou sales of excess materials from the much larger strategic stockpiles.)

(c) The
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) The President alse has avthority to contral exports. 'i‘hin
could be used to.prevent domestic muppiies frow being drained off by
spaculativa or panic buying frawm abruad.

(d). Ths Praaident thxough Lis couirul sver. .the expenditurss of
tha Faderal establistmeant could radice ur dafer Federal outlaye s¢ as to
offset in. part inflationary aspects of additional defense eNpenditures.

. (@) The President and the Sscyeiar, ni the Treasury have broad
powers, undsr the Irading With the Enmmy Acl aud the Cold RaservejAct, .
over extarnal financial transactious, Thel:s applicability to effgct
exchange or.capital controls is cawtrained by international arrange-
ments to which the U.S, 18 a parcty wdch as the Internmational Monetary
Fund Agreement, b

. (£) With rsfarance to any control of importes that might ‘prevy
desirable to implament interwatinsual arsingemenis deaigned to dampe
spaqulative buying, there Is some cpizfon that the national sescurity
“ZTlhuse of the Trade Agresments Extaution Act of 1958 (Section 8),|and
section 5 (b) of the Trading With the 4ramy Act, and Title 1 of the
Defanse Production Act of 1950 ray provide some basis for action.:

These and other imnediataly avallable control powars not
listed ars clearly inadeguate to cope with the threat of psychological
inflation of the 1950 type. Neveriheless, ft is fmportant that plans
for uss of thess available powers ba devised forthwith to the ux;mn
degree practicable and that existing iepgislation be analyzed carsfully
for further Presidertial powsrs that might bs used to mast t:hthtlil
contingency. The importance of &uc Lonuvely,howevar waak, i that
they may be uesed upor need givei ados ales adnivistrative preparation.
The disadvantage of controls hassd on logfslation still to be uc\tnd'
1s the danger that the very regquest for such legislation may touch
off precisely the inflaticnary reactlu [t {= designed to avoid. :The
announcement sffects are known to bhe grest and the fnevitable llgi
between request and aoperation is larg widugh for cornsi{derable
to be dona, 1t is clear, hewaver, tihul 4 requast to Cougress for!
further enabling legislation wust b2 wacCe. What [s now available;
could handle neither a prolonged milltary build-up bringing the country
near the limits of its productive capacily nor a short but powerful '
expenditure spree motivated by panic on the anticipation of lhoi't'pgol.

2., New Powers Nauded - addftioral lgaldlative Proposals

A request to Congress for new la2ztelation giving the Presigent
stand-by authority to deal with tbe veoromle consequances of new hational

bscurity
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sacurity smergencies delcared by him should include the following:

(a) A separate, aimple and short suthorization for the President
to institute a tamporary freeze on all wages, salaries, pricen. and
rents, .pending passage of more datailed legizlation for smergency.
economic stabilization by direct controls. This ig necessary because
the anticipatfon of & coming system of direct controls may lead to
substantial price increases in the hope of establishing a favorable
bass, and to excessive accumulation of inventories in the expectation
of later shortages.

{b) Enabling legislation for comprehensive price, rent,.wage
and salary controls, for controls over consumer and real astates credit,
for the settlement of .lsbor disputss, for requisitioning and for
general voluntary credit restraints., All these ware contained in the
sections of the Defense Ptoduction Act which ware allowed to lpplo in
1953.

. {c) Discretionary authority to the Prasident to ssll extess
materials from stratagic stockpilss for counterspeculative purposes,
The present authorization for the Sectetary of Agriculture to sell from
Commodity Credit Corporation stockpiles at 105 pesrcent of parity should
be changed to permit seles at LO0 percent of parity.’

(d) Authority for the Prasident to meet lﬁifting revenus and
economic stabilization needs by ralsing or logering the first-bdracket
psrsonal income tax rate within five percentage polntl of its statutory
level,

B. Procedurs}
..}s. The Problem of Timing of the Reguext for Statutory Autherity
to Inetitute glrcct Contrg;g

A major decision will have to be made with respect to the timing
of the announcement that the President yill seek from Congress enabling
legislation for price, wage, and rent controls, Once the announcement
is made, it {s agreed that the Presfdent should immediately submit the
necessary “draft legislation to Congress.

One view is that the apnouncemant should be made as soon as the
public bacomes aware, through a Presidaptial messags or ot erwise, of
the military preparedness measures whicﬁ are to ba taken. The -other
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viav is that .the announcement should be defzrred until there are
viaible aigns of tha baginning of hoarding, sxcessive speculation,
price, and xage increasas,. and other inflationary manifestations.
The.likelihood .ie that. ths "latar® date will come closs on the heels
of.the "sarly" dats--for .public knowladgs of the projected military
mesaures gy wvell sat off an inflationary reaction--but it is at
least possible that a period of weeks oif .months may intervens
between ths two dates. Whether or not tha ancouncament of the
military . build-up triggers inflationary reaponsses on the part of

the public, it is assumed that the aonouncemant of the Administra-
tiqne. aconomic stabilization intentions will do so whensver it occurs;
it is for this resson that the Erssident should ask for quick
authority to impose & temporary price-wags freeze while the Congrass
is considering the enabling legislation.

The advantages of acting on the “early” date are as followa:

(1) Coupling the announcement of the economic stabilization
program with ths announcemsant of the military build-up would make
clear to the pubdlic how the President proposed to deal with the
possible econvmic consequences of the military measures.

(2) Barly announcemsnt of the stabilization program would
drive home to the public the gravity of the situation (if thes .
is a desirabla objective).

} ;'(3) The earlier the announcement, the greater the liknlibood
that slack in the economy will absorb a substantial part of the
inflationary pressure.

(4) If the announcement were deferred until the later date
thie might necessitate reconvening Congress in a special session to
act on the proposed legislation, and this might appear to be such a
foreboding atep as to evoke a panicky reaction frem the public.

Inlfavor~q‘ the "later" date are the following considerations:

(1) In the event that the crisia is short-lived and emargency
stabilization measurss prove to bs unnecessary, “early" anuounceament
way give rise to inflationary reactions which might have besn avoided
sntirely;

{2) Amouncement at the "early” date wight lead Conggess to
side-track the President's gensral legidlative program;
' (3) Congress
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£3) Congress {s mors likely to grant strong stahbilizagion
powers to the President, unimpaired by special exemptions and loop-
holes for this group and that, 1f the forces of inflation are already
visible. . . .

2. Brepgrations Relating to Iuternational Gold Flows.

. The international position of the dollar .is weaker taday than it
was in June 1950. The effacus of un lnternational crisis and of U, S.
military and econamic praparations on incernational capital movemants
and {n particular on confidence in the dollar are difficult po.asseas,
.. hut.they.cauld be axtremely serious, 1he psycholagical reactions of
psople who can move funds from one country to another may be gquite
irrational and volatile. The U.S, aay veceive some funds now in
Gerjuany. On the other hand, fears of 1.5, wilitary involvement or
simply revived fears of U.S. inflatlon because of the economic strains
of a build-up might 1sad to very large tlows of private funds out of
the United States, in favor of other currancies or of gold. Many of
the central banks which would acquire dollar balances, either from
the U.S, .or from Germany would even under normal circumstances convert
these balances into gold. We must be prepared to prevent, so far as
posaible, and to counter a new "rur' on our gold, which could well be
more serious than the problem of 1960. These preparations will need
to {nclude: - '

(a) Consultation with other governments concerning movpmsnts
of capital from one national currency to another or from currencies’
to gold that may arise from anxieties about the international political
situation, with a viaw sither to preventing such movements or to off-
- setting their effects on the foreign exchanges.

(b) Review of existing emergency powers to control outward
movements of funds, and to protect the United States monetary gold
stock.

3. Conpultations Relating to Raw Materials Supplies

Although world supplies of most basic raw materials are
relatively abundant tocay, and prices are low, we must be prepared for
rav material shortages, speculative stock-building, and price increases.
This will create problems not only for the U.S. but for the industrial
eaconomies of our allies. We should consult with our allies concerning
international machivery for assuring flows of basic materisls -to
their most important uses here and abroad and for counteracting
spaculativa influences. :
4, Task
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4. Task Force for New Legislation

.JThere shauld be sstablished and operated as sacretly as possible
a special.lagislative Task Force chaired by a Prasidential designes
charged with the responsibility for drafting the stand-by lagislation
prescribed above. It should consult with the Attornsy Gansral, tha
Secratary of Agriculture, the Secratary of labor, the Secratary of °
Commerce, the .Secretary of the Treasury, the Chairman of the Faderal"-
Rserve. Board, the Chairman of the Council of Economic Advisers, the
Buglget Director, and the Diractor of the Office of Civil and Defensg
Mohiiization or successor agency. Urafts of proposed lagislation
dealing with direct price, wage, and rent controls axist in the
files of the OCDM, and a draft dealing with consumer and veal estaty
credit controls is available at the Federal Reserve Board. Thege
.should be reviewed and updated, New drafts are necessary for
discretionary authority over labor disputes, use of stockpiles for
counterapsculative purposes, and atand-by tax authority.

5. Task Force for Emsrgency Economic Stabiligation

4 A second task force should be corstituted to sharpen and perfstt
datailed preparation for an emergercy economic stabilizaetion program to
be fnstituged coincident with the development of capablility.
This general task force should include representatives of the OCDM or
succeasor agency, the Council of Economic Advisers, the Federsl
Rasarve Board, the Bureau of the Budget, and the Dcpartmontor¢f
Treasury, Commerce, Interiqr, and Agriculture. The function of this
task force would be to review and update smergency planning in each
department or agency for the use of existing statutory powars; to
prapave drafts of regulations, orders, plans, and programs under
existing powers and under any additional legislation that may be re-
quired.

6. Plans for New Stabjlization Agency

The Bureau of the Budget, in consultation with the OCIM or its
successor agency and other departments or agencies, should develop
plans for the establishment of a new agency in the Executive Qffice of
the President to direct and coordinate any economic stabilization
program that bscomes necessary. In this connection, the Bureau should
assess the degree to which the Executive Reserve, organized under the
Defense Production Act would meet the psrsonnel neads of the new agency
and the extent to which it would have to be gupplemented by transferring
personnel from exiating agenciss.

7. Additional
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* 7. Additional Preparedness Planning

The OCDM or its successor agency should accelerate preparsdnass
to take emsrgency etabilizzti - ceti~n for limitaed or general
along the lines outlined i . ex 27 of the National Plan for

Civil and Defense Mobilization wi:h particular emphasis on the
reddiness of depsrtments and agencies mentioned therein to undettake
the particular tasks that would be assigned to them.

At the same time intensive studies of more comptehtnsi?. fiseal
meagures should be undertaken with emphasis on such alternatives as
a genera]l expenditure tax, compulsory lending, compulsory saving.

Following the German elections scheduled for mid-Septesber,
Chancellor Adenauer should be informed that the U,S, expects the Govern-
ment of the Federal Republic to provide assistance to offset U.S,
dollar expenditures in connection with additional deployment of  forces.
G.F.R. assistance is to include construction and contractual sexvices
costs, offsetting conversions of troop psy into foraeign cutrnncie- and
additi{onal procurement of military equipment in the U.S,

This German support would be in addition to measures currently
being worked out for offsetting a portion of the cost of the U.§.
bLICpcn of payments of the troops currently stationed in Germany.
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THE STATE OF THE ECONOMY AND THE IMPACT OF MILITARY CRISIS, 1950 AND 1461

A, Mobilization in & Reuquering fcongmy, 1961

The Amerizan ecoromy is currently expanding in a& recovery from the
1960-61 receasion. Most measutes of income and output are near their
previous. peak levels of spring 1960 and will exceed thase earlier
records in the next few months. However, che economy remains far from
full-employment (i.e.,, from a leval of uremployment of 4 percent or
lower). Economic avtivitly was running considerably below its potential
when the decline began in May 1960, Since then, increases in the labor
force, new capital squipment, end gradually improving technology lLave
.further increased the produciive .apacity of the economy. As a& result,
it ia estimatad that the {Inited States could have exceaded its actual
produccion in the second quarter of 1961 by nearly $50 billion without
straining its productive tacilities and without creating inflationary
pressures of excess demand,

The $50 billion gap bewwesn actual and potential output provides
a cushion in the event of a sudden mobilization effort. As a first
approximation, there is roow for a §20 billion rise in non-consumption
expanditures before inflat{onary pressure would become a ssrious
problem. A rise in spending of this magnitude would raise private
incomes sufficiently to induce about $30 billion of extra consumer:
and business outlays. Taken togeiner, the initial $20 billion plus
the induced $30 billion would eliminate the gap and achieve full
employment. By this £irst approximation, a possible mabilization effort
appears to carry little danger of straining trhe economy, But the
first approximatiun requires wmeny lmportant qualifications, and these
all point to serious unfavorable consequences of a sudden riss in
defenss spending.

In the first place, the economy has considerable forward momentum
at the present time, Output has heen rising by about two percent a
quartsr, while productive capacity grows less than half as fast. Hence,
any action which closed the output gap right away would court inflation
in the near future,

Secondly
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Secondly, there arte speed limits on the pace of aconomic nxpnnuion.
1t takes time to put idla ment and idle machines back to work. A sudden
spurt .of spending could strain the flexibility of adjustment and produce
price rises alaong with output gains even at a tima wvhen there is cllck
in the economy. It is difficult to say how fast is too fast by this
standard, It is certainly questionable whether a quartérly increass
in cutput as great as 4 percent is compatible with stable and smooth
expansion. No peacetime axpansion in the 1950's raised real GNP by

. more than 3.3 percent in one quarter,

Third, the expansion of government spending involved in a

.. mobiligation program would raise demand selectively. It would increase
. arders for metal products far more, proportionately, than for textiles.

Mobilization could therefore run into key bottleneck areas while slack
existad in other sectors. There are certain factors in the economy
which mitigate but do not eliminate the problem of bottlsnacks.  The
area of durable goods manufacturing has considerable excess capacity

.currently and it would be the recipient of the major shere of nddition-

al defensa procurement. Furthermore, economic resourcas are
subgtitutable and can ba shifted to alter the composition of output,

Fourth, and most significant, expectations of a major upsurge in
military spending and of the institution of direct controls can set pff
price and demand reactions out of proportion to the gdvernment's use
of resources. Consumers and firms naturally wish to protect themselves
against poasible price incraases and shortages. Their attempts to do
so can easily produce inflation and scarcities even when government
procurement demards are modest,

This description of the paychological inflation of 1950-1 is

taken from page 5 of The Economic and Political Hagards of an

Inflationary Defenge Economy, Materials prepared for the Joint
Committea on the Economic Report by the Committee Staff, Joint Committes

Print, 82d Congress, lst Session, Washington, 1951,P580'5:

" ,.the inflation experienced thus far owes its impeatus
to the civilian segment of the economy and has been the
reasult (1) of %care' buying by consumers sesking to be
‘‘sitting pretty’ individually in a pariod of general
shortage (to that end they borrowed, liquidated savings, and

crambled
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scrambled for merchandise); (2) of anticipatory buying,
inventory accumulstion, and speculation by business firms

.f£inancad by phenomsnal profits and abundant bank craedit;
(1) of a price push-up designed to foreatall getting stuck

.with a "ow* price ceiling in the event of a fresxze;

(4) of rapid scceleration of construction of plant and
equipment in order to *beat the gun® on materiala controls
and allocations; (5) of increases in materials costs
and frengied bidding for scarce resources and manpower;
and, finally, (6) of investment shifts by individuals

and institutional investors from liquid sssets and

fixed incoma gecurities into physical goods and.squities.
These inflatianary forces sat in motion by warranted ex-

. pectations and unwareganted fears of what the Govsrnment
might do, will be given the impetua of subsatantial
Governmeant deficits unless we pay as we go, tax heavily,

. increasfl production per man-hour, increase savings,
contract credit, control the money supply, and
effeactively anforce direct controls over prices, wages,

.. materials, and manpower."

B, i ve P or 1961-6

The existence of slack in the economy permits some additional defense
apending without inflation. The danger of inflation c¢an be appraised bast
through quantitative estimates of the consequences of a particular addi-
tion to the dafense budget. In order to isolate the effects of defense
expenditures themselves, the estimates assume awvay scare buying and
hoarding by businesses and consumars, The further sffects of a burst
of spending by consumers are considered subsequently.

1, 1 t o litery S

Since the added military needs to implement the capabili-
ty are so uncertain, it seems wisest to cover a wide range by making
"low" and "high" estimetes of possibls added defensa outlays. The low
estimate adopted hers assumes an additional $5 billion of defense
spending in fiacal 1962 and $3 billion in the first half of fiscal 1963
($6 billion annual rate). The high estimate calls for $11.5 billion of

aupplwgentary

SECRET




SECRET
Avpendix A
-4 -
supplementary expe,diture la £iscal 1962 and $7.5 billion (§15 billion

annual rate) in the first “alf of fiscal 1963, The assumed quarterty
patterns of added defanse outliays are given below (in billions of

dolisrs 4% annual retes):

Calendar Year R L.} S 1962 . _
Quarter I ML Il v

Low assumption 2 ) 6 6 6 6

High assumption 4 2 i3 15 i5 15

These hypothetical snccuments cqn be linked to present projections of
GNP based on the current budgut outldok. With existing plang for Fedsral
. spending, ONP in real turme is axpected to rise at an annual rate of
6 percant for the next rix quaviars, ascording to projections prepa.rqd
jointly by the Bursau o the Budgst, Council of Bconomic Advi'!rl. and the
Treasury Department. Since puiantinl CNP rises at an estimated annual
rate of 3.5 percent, tha gap Leiween porential and actual output is
expected to narrow but to rusain sudstantial through 1962. Unemployment
is expectsd to vemain at levels abore 5 percent of the labor force, in
contrast with the "full-employmeni' racget of 4 percent. Potential GNP
and current projlections of aciusl GNP ave shown in the first two lines
of Tabla 1, These data ar& uxpressed in prices of the second gquarter
of (961,

By raising private inconus, added military outlays would expand tha
demand for consumer and investmert poods. 1f firms and householdd respond
in a notmal fashion to the axpansion of their incomes, each extra dollar
of defensa spendinyg would eveniusily invrease GNP by a total of about
two and a halx dollara, Rersmn:as nf GNP in congtant .prices are shown
in Tatle | for the low and hig:. aseumptions concerning incremental
defense outlays.

With tha low estimute of wrtra military spending, GNP for calendar
1962 is projected av $56i bllfion :in constant prices) in contrast with
the $546 billion estimate based on the current budgetary outlook., Even
with the increased $1b billion of witput,.projacted GNP.remains balow
potential through 1962. Unempioyment would probably get below 5 percant
of the labor fofce in the second half of 1962, but it would be expected to
remain above 4 percent, Furthermore, Lhe largest prospective quarterly
increase in output--3 percant in the last quarter of 1961-- could ba

achievad
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achieved without strain, Except for the possibility of bottlenecks and
cost-push pressures, these developments are consistent with price
stability. The danger of excess demand Inflation appears slight,

Qpposite conclusions emerge with the high assumption about defense
spending. As shown in the tatle. projected CNP crosses potentiel in
mid-1962 and exceeds potential by more than one percent at the end of
1962, VUnemployment would have to fall to about 3% percent by the end of
the period to match the demand for output. While such a low unemploy-
ment rate ias desirable in itself, 1t may be associated with & serious
threat of inflation, - Furthermore, the hign estimates of defense call
for a rise in output of 4% percent in the fourth quarter of 1961 and a
further increasse of 3% percent in the next quarter; growth at this
rate could strain the economy. Uuless privaiLe demand were contained
by increases in tax rates or exceedingly tight money, inflation would be
prabeble in the absence of direct cortrols,

2. Impact of "Scare Buying" and Reduced Savings Rate

The shove projecrtions assume "normal' responses in the private
economy, Specifically, consumers are assumed to reise their spending in
parallel with the expansion of their tncomes, maintaining their saving
at 7 to 8 percent of theilr digposadble income. It is quite likely,
however, that the prospects of a national mobilization effort would lead
to "scare buying” and a resuiting decline in the saving rate, Such a
developmant would, of course. magnify the danger of inflation. To take
a concrete example, suppose the saving-income ration was raduced by 1%
percentage poinis in the currenct quarter and by 3 points in 1961-IV. A
spending spree of this magnitude is quite conceivable, in light of the
Korean experience reviewed below. The additional consumer outlays would
add $9 billion to expected GNP for 1961-111 and $22 billion in 1961-1V.
As shown in Table 1, with the high estimate of defanse, output sxceeds
potential in 1961-IV, and a 7 percent gain in GNP is required in that
quarter. Rapid inflation would be inevitable in the absence of
controls,

With the spending spree added to the low estimate of defense,
expected output remains below potential, but the 5% percent rige in real

GNP for
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GNP for 1961-1IV is inconsistent with price stability. Of course, the low
addition to defense outlays might not provoke panic buyfng as readily as
a4 larger military program., But {f it were viewed as a harbinger of larger
future outlays, it could provoke a strong psychological reaction of
consuner demand.

Thae quantitative diacussion above suggests that the major immediate
threat of .inflation associated with an accelerdted defense program lies
in the possible psychological reaction of consumers. The experience
immadiately. following .the outpreak of the Koresan War provides ample
evidence of such a subjectively-induced inflation. A review of the Xorsan
period provides instructive background for the analysis of today's situation.
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JABLE 1

Quarterly Projections of Gross Nntional Product
(in billions of dollars at annual rates in constant
prices of 1961-11) ‘

1961 1962

i U TR SR T V33

Potential (at 4% unemployment)... 559 564 569 574 579

Projected:
With current budgst outlook.,. 512 519 527 334 542

With low assumption of extrs
defense and normal responses. 523 539 549 557

With high assumption of
extra defense and normal
‘TOBPONSOB . s cessvavertavtorves 526 550 569 ¢ 580

With low assumption of
extra defense and lower
llving rntlo....--......,-..- 532 561

With high assumption of

extra defense snd lowar
llvlng r‘:‘o..-.......-u---oc 535 572

SECRET

584

550

565

588

589
558

573

596




{ ponutque))

ndix A

A

[}

P

La

A

“Z"" [N A
L':;L#u d

o)

¢
%
)

A

€°g0T | 9°90T{ g°g0T §*61T | 0°g0T{ 9°60T Lenl OOT=LGET Y oo rrrrorers /2 uotqonpoxd Terajsupul
€€t | zfrr| 64t | €rotr| 6Tit| 6°90tr | 200t MU IETVITITITS /€ /Z xspuy 9071d aTesoTOA
111t | 9°601| g°got | £°got | o'So1 | 9*201 8- 10T 00T=6-Lu6T | *otereresee /€ /2 xovut s0o1xd xemnsuod
S*TIT T1°01T] $*0OTT L 601 .H-WO.H m.NOH Ncs P R EETEL LR ERERE Q.SO& aTqeXNpuUcy
#—cgﬂ Wo%ﬂ NQM\O.H Q.S.H Womo..ﬁ WoHOH m-m.m e Jrreerecececriciinns ﬂ.mwoow aTqama
G*60T | 2'g0T{ 0°goT | €°LOT} 6°€0T| T°20T Lgg o * *samijpuadxs uoT3dunsucd TBUOSIA]
mao.HH N . 8.—” 3 S.H e ogH :.:o.ﬁ m 20T m-N‘w 1 ' 8H“¢~mm.ﬁ --------- Ssevessreensnse SX018TISP 4MD
. . oy
. Tonuuy ‘saotad
S°EIT | O°TIT | 0°60T T°L0T | €°90T ] 4 #OT 0°31¢ HG6T ‘SUOTTTTE § s e rrerreres SISTICP IUL}ISsuod ul A
€ont. | S°LIE] 0°002 G202 | G astT| $°L1T 03t w  fereers OSU3IIP TVUOTIBU TRIIPOJ
atom.ﬂ wog.ﬁ nHlR.M womﬁ Q-M..ﬂnﬂ M-QA—.B:H “ -Wm " .] ssvssvsvssecrnssrnsaces .» *BIDTAISS ““lc
pae spoo? Jo sasayoand QUIATUIIAOY --=
2°02T | 9*TCT| 6°6TT | S H{IT | S°ETT{ 9°60T 2 ge " B /T 3uswisaAut paxyy sssupsng
L lg G°6Q | 9°06 2°20T | €°%0T| 9°TT1 8 €T " 2ereesecene UOTIMILSUOD TVFIUSPISAE - 2
ANQN.H.H nﬁoo.ﬁ.ﬁ m.g.ﬂ . NQSH OOAB.H Nog.ﬂ moé . . A AL LA EL L A R AR WOUE$ n....l‘)..
.—.-.md.ﬂ H.NHIH Wco.ﬂnﬂ QQNH.H :osﬂ N..mo.ﬂ MuoNum . " ] cerersccscvnreees m.ooow UHggO»H il
wunﬂo.ﬂ 2 -g.ﬂ :.8.H ﬂc@.ﬁnﬂ woa NON.N.H chsN " © ] esescsveacesvvosrnence muocw o.ﬂg
ye2tT | o'ort| 2'got | #°TIL| %°S0T| 9'lor | 6°61 " * *seam3ypuadxe UOTIAMSUOD TBUOSISd
4 Ou..&.m Jenuuse
‘goo1ad guaa .
N- MN.H mo-HN.H ° -mnﬁnﬁ wo mnﬂnﬂ m.oﬂ m.s.ﬂ *uo .—~N.N -Ino NW.QOH.HH.WN W oooooooooooooooo mbo.ﬂ'"g u..ﬂgo ut &HO
- 00T=II 0661 .
a3 | Ix | o I al m| ™ eemq 10 3Fn . soTa8s
©er 0561 A TI 0561

—{Pe3e0TPU} S8TAIS3I0 SESTUN PI3SN( PV A[[EUOSEIS)
AT TS6T-II 0S6T ‘sopnyyufes] oTwoucoq Aoy--°Z 9148l




*(§90TM08 JUAMLIGACD SMOTIEA WOIF ©IBP UO PISEY) SISSTAPY OTWOUOST JO TFOUNOY - :89anoS

*ROT3VLIRA TVUDSEIS IO paisnipe jof f€
*Iaq1enb Jo qyuom 38wl 2
Ho«vﬂocﬂmo& wreyuod Suipntoxe . uotjonaysuos snid juswdnba aTqeInp. , SI9oNPOII \H

Appeﬁ&ix A

TEEET
e e

[ g8]

ﬁr;

AU RN S

61 2°€ | es Y L9 gt 2°€6 93&8 Jo 4| ***/2 sTetzatea Jofwu ‘anexr Fuyjersdo
; 3 90103 - JOQUT
. MAON' .ch| . mQN-I N.Nl .W.Hl OOHI &-Om oy ﬂaﬁlﬂgﬁv hO* -o.-QOOOQ'..-w-ocwﬁvsa pgouﬂmg
. : . suwooty Twwoszod -
Q-N Hum . mom 22~ N-N Hoﬂl mom UHD.“W&%HO NO“. 2000000000000 000 ajBx wags T9908I3d
.H.' N.l o.m th mom .m Qo .mo .v L. . .Qm.ol,-oa.-.-ono.am-o'd.onueﬁﬁpggoz
N-l Nom , Oo&. .——.H N.Mc . ,.Hm..Hl Wom : " $00000000 00000 ResTvencIbOse OMnﬂg
.—ual , ”n.mo..v.— wvm .Hom W-m ..—~|l No: . | rreecversescrensecss 9060080000 ggz m\\l
£ il _ : ; ssrIpeaue 2
! o1 _ : ) : ' ‘sa0Tad qUAT ﬁ-. I
0° ‘| &6 ‘|-€0T |-9°¢ |-TOT-| O 6 | -mo ‘SWOTTIIE ﬁ ....... *SOTIOIUIAUT £SIUTENQ UF owﬁaowh -
" II 0G6T woI3 oBuwyo snTOsqY num_
9°62T| @e*l21T | L°63T o..mm.ﬂ 1 w.—.d ..m.mo.n. e | . . sererensireianes \ml SITIOCJUIAUT P8I,
gnst| geent | weget | meet| weort| groor | €L - W reemereceseccseccissoooad up speoD
o*ont| Toyt { o'gyT | @°6ET | £'g2T | S°TI |-E°T1T a % SRR STBTIV S PISTIING
.n..mm:n .n.,mmﬂ w.mﬂ €901 ].9° 0T .m.mm N1 ’ . , ..I......... .......... gpood PISTUTI
TT) T £HET. 242t | Sec1r *...:Sm 162 SUOTTITHE & | **=="° /Z SSTICIUBANT _, 818403 S8INUWEH j
; .oo.n..HH emm.m . | eyeq oseq 30 47 :
LAY m I | o _ I AT | T | L hadat
T66T os6t | - ILagst

?30%3 SSTAIIY30 58T vSBQa ATTeu0s895)

(. *3u0)) AL .Rm.THH omma ‘gopng TuSel . 9YWOu0dy A ~~"2 STQEL



Appendix A
-10-

C. The Korean fxperience

Economic developments in the first half of 1950 and the spring of
1961 display many resemblances. Then, &8 now, there was a repid re-
covery from tvecession. The 1948-49 recession ended its eleven-month
life in October 1949; the trough of the recent slump was in February
1961. The 1948-49 and 1960-61 recessions were comparable in size;
Gross National Product in constant dollars fell 2.3 percent from 1948-1V
to 1949-11; the decline was 2.1 percent from 1960-I1 to 1961-I, The
drop in industrial production amounted to 8,4 percant in 1948-49; in
1960-61, it was 8,0 percent. The percentage rates of unemployment (as
a percentage of the civilian labor force) were strikingly alike: 6.8
and 6.9 for 1949-1I1 and 1949-1V, respectively, are matched by 6.8 and
6.9 for 1961-1 and 1961-1I1. The lesvels of unemployment indicate that
slack in the use of labor was equally large in Octobar 1949 and
February 1961.

Figures on capacity operating rates in manufacturing, however,
indicate that underutilization of capital was considerably more marked
at the 1961 trough. Eight months intervaned between the trough of the
1948-49 recession and the North Korean attack. Meanwhile, output gained
very sharply. Real GNP posted gains of 3 psrcent in each of the first
two quarters of 1950. Industrial production rose 15 percent from Decea-
ber 1949 to June 1950. In the second ‘quarter of 1950, unemployment was
down to 5.7 percent of the labor force. Thus far, 1961 has had four
months of expanding activity, Froms March to May, industrial production
matched the pace of the 1950 expansion; the rise in teal GNP in the sec-
ond quarter was & healthy 2 percent, but did not equal the-rate of in-
crease of early 1950, Unemployment has shown virtuslly no improvement
to date and remgins 6.8 percent of the labor force. The greater unemploy-
ment today, amounting to an extra one percent of the labor force, is evi-
dence of iar greater economic slack than existed in mid-1950. This is
abundantly confirmed by Federal Reserve data on industrial output of major
materials; in June 1950,. . production of these {tems smounted to 93 per-
cent of capacity; the operating rate for May 1961 was 77 percent of capa-
city. Primary metals and coke production was at 97 percent of capacity in
June 1950 in contrast with the May 1961 level of 68 percent. Full smploy-
ment had not yet been achieved by mid-1950, but the distance to full
employment waa much shorter than it is currently,

The outbreak of the Korean War accelerated the growth of output and
initiated ¢ sharp rise in prices. In one quarter, from 1950-11 to 1950~
I1I, real GNP rose by more than 4 percent, The price index for GNP, which
had remained stable through the first half of 1950, jumped by 2 1/2 per-
cent in the third quarter. Developments in key sconomic magnitudes are
shown in Table 2, ’

The defense
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The defanse effort could not directly have accounted for this spurt
of inflation. For Federal spending on national defanse rose modestly
in 1950-II1 to $14.1 billion (at annusl rates) from the $12.0 billion
level of the previous quarter. Federal defenss orders for hard goods
were at a high level: $4 billian of new contracts equalled about five
times the amount of actual expenditure. These were expansionary fac-
tors, but the major responsibility for the inflationary spurt must be
attributed to consumer behavior. Houssholds saved only 2.8 parcent of
their ddsposabie income L, TUS0-I7, 4n contraqt with the average saving
ratio of 5 percent in the preceding two years., Their excess spending
was directed principally at durable goods. The annual rate of auto
buying rose from $12,2 to $14.9 billion, or 22 percent, from the sacond
to the third quarter; outlays on furniture and household equipment
soared by 37 percent from $12.4 to §17.0 billion. More than half of the
gain in total real GNP occurred in the ralatively small consumer durables
sector., The rise in consumer outlays for nondurable goods was compara-
tively modest; all components of nondurables showed gaine of S to 6 per-’
cent in 1950-I1I, only slightly exceeding the 4 percent rise in dis-
posable income. Yet, because the prices of foodstuff, clothing, and
other nondurable items are more flexible than the prices of hard goods,
inflation at the ratail level was more pronouncad for soft goods,
Prices for nondurable goods ross by an average of 2.9 percent in
1950-111; consumer durable goods experienced a price-increase of 1.6

. parcent.

In their hard-goods spending binge, consumers ware motivated by
attempts to stock up before shortages and large price increases gould
develop. Memories of the conditions prevailing during World War II
were undoubtedly vivid. The magnitude and duration of the Korean
crisis was uncertain. A new 1950-model refrigerator was excellent
insurance against the possibility that no refrigerators would be manu-
factured for consumer use in 1951 or 1952. To an individual, such
& purchase appears prudent; it is an act of hedging against inflation
and shortages, not gn attempt to spsculate. In an economy where the
consumer is normally sovereign, it is hard for any housshold to view
the prudent management of its budget as an unpatriotic act. But,
when all houssholds act to beat inflation, they produce the very
situation whose consequences they are trying to avoid.

There is surprisingly little evidence in the aggregate of simi-
lar activity by business £irme in the summer of 1950. If enterprises

were engaged
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wvere angaged in hedging or speculating activities, .their efforts must
have baen frustrated. Outlays for business fixed investmsnt continued
on their trend with no apparent influence attributabls to Kores: the
10 percent rise (in current dollars) during 1950-II1 was a bit less
than the gain of the second quarter. Similarly, nonfara inventory
investment in. the third quarter was slightly below the level of 1950-II:
$3.8 billion compared with $4.2. Manufacturers' stocks of finished
goods fell by $0.5 billion from June to Septamber; this was clearly an
involuntary decline resulting from the unexpected strength of demand.
The $10.5 billion increase in stocks of goods-in-process failed to
match the rate of rise in sales. Manufacturers' inventories of pur-
chased materials ross sharply from $11.3 to $12.6 billion. This in-
creass could reflect an attempt to stockpile matarials, but the in-
creass could well have been induced by the expansion of demand, since
stocks of purchased materiala barely kept pace with sales. With a faw
exceptions in retail trade, inventory-sales ratios in all sectors of
business declined during the third quarter. The evidence indicates
that firms typically responded to the bupyency of consumer demand but
does not suggest that they were initiating inflationary pressure. The
consumer emerges as the villain of the pisce.

Both output growth and inflationary pressure diminished during
most of the fourth quarter. GNP rose 3.8 percent in current dollars,
with price-rises and output-gains contributing equal shares of the
increase. Consumers relaxed from their spending spree of the previous

- quarter, and saved 8.1 percent of their disposable income. Outlays

for consumer durables fell 12 percent. Retail sales flagged in October
and November. Although Congress had given the President power to con-
trol prices on September 8 with passage of the Defense Production Act,
the wafling strength of inflation made direct controle seem unnecessary.
The key expansionary factor in this period was inventory investment,
Stocks wars accumulated at record annual rate of 15.0 billion dollars
in 1950-1IV, with the largest portion--10.8 billions--in durables. In
that quarter, stocks of dursble goods rose between 11 and 15 percent
at the retail, wholesale, and manufacturing levels. Particularly large
gains occurrad in wachinery and transportation equipment. In manufac-
turing, stocks-in-process, purchased materials, and finished goods
sxpanded in parallel. Invantory-sales ratios rose throughout the
esconomy.' By year-end, they were still slightly below June levels in
manufacturing and wholesale trade. 1In retail trade, inventory-sales
ratios went above pre-Korean levels, providing some evidence of specu-
lative stocking by retaflers. Meanwhile, governmeant outlays for

national defense
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national defsnse began to register sigzeable increases, sxpanding by
30 percent to $18.3 billion (annual rate in 1930-1V.

The Chinese entered the Korean War in late Novembar, 1950.
Prices and consumer demandiresponded salmost instantansously to the
news. Retail sales jumped 7 percent (seasonally adjusted) for the
month of December. The Consumer Price Index rose 1.3 percent in
December in contrast with increases of half of one percent in each of
- tha two preceding monthe. Direct controls on matarials and prices
appeared probable, and this expectation stimulated demand. It also
ancouraged £irms'to announce price rises at ondk in the anticipation
of @ ponctblo price freegze, On December 15, 1950, the President
declared a state of national emergency snd stated his int.ntion to
impose ptice-and wage controls,

On January 26, 1951, the General Ceiling Price Regulation was
issued, and prices and wages were frozen. By this time, the Consumer
Price IndeX was nearly 7 parcent above the level of June 1950. Whole-
sale prices had risen 15 percent since June, and much of the increase
had not yeat baen reflected at the retail lavel. It would have been
infeasible and inequitable to place a solid freeze on retail prices
when they were not in equilibrium with wholesale costs. Despite
controls, therefore, retail prices were allowed to crsep upward
through the year. The €onsumer Price Index rose another 1.2 percent
in Fabruary 1951, and 2.9 percent more from February to the end of
the year, even though wholesale prices fell somewhat from their peak
of February.

All ssctors of demand showed great strength in the first quarter
of 1951. Consumers renewsd their heavy purchasing, with particular
enphasis on nondurable items such as food and clothing. The personal
saving ratio fell to 3.7 percent. Inventory investwment occurred at
a 10 billion dollar annual rate and extended to all items and all
sectors. National defense outlays rose by a third once again to
reach a 24.3 billion annual rate. New defense contracts for hard goods
doubled in the first quarter, reaching a level of nearly9billions.
Expenditures for durable defense items alsc rose sharply, but were only
one-sixth as large as contract awards. Unemployment reflected the ex-
pansion of thc economy and fell to 3.53 percent of the labor forece in
1951-1.

For the
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For ths remainder of 1951, real GNP sxpanded smoothly at an

- annual rate of about five psrcent. .. Invantory invastment continued
" &t & vapid rats,. Consumer spending essed, howsver, with the saving
ratic runaing near nine percent. The declins in real consumption
permitted real defense outlays to rige by more than the total gain
in GNP. Federal defense sxpenditure reached a 41.8 billion gnnusl
"rate in 1951-1IV, '

Under the impact of direct controls and tightened momatary and
fiscal policy, the inflation lost its vigor, Shprtages were rare,
Much of the upward movemant of retail prices that followed price
controls can be attributed to the previous rapid increase in whole-
sale prices. In retrospect, it seemg clear that controls came too
late. There appesred to be little need for them in the two months
preceding the Chiness intervention, for inflation was abating.

Much damage was done in the two months following Chinese entry into
the conflict. It bacame apparent--the President even announced--
that controls on prices and wages were imminent. Price stability
is inconceivable fn such a situation.

D. Lessons of the Korean Period

THe chief lesson of the 1950-51 sxperience is that expectations
of inflation and of direct controls can be powsrful destabilixing
forces. Furthermore, deliberations in Congress on appropriate anti-
inflaetionary policy and statements by the Administration unavoidably
hasten the inflationary process. Ideally, it would appear that the
President should always have emergency powers to freexe pricas and
vages for a short period provided that he simultanecusly asks Congress
to legislate direct controls. Such emergency powers shoud bs ac-
quired at a time whan there 1c‘no ensrgency and when nobody could
expect that the President is about to use them, Otherwisze, the mere
request for such powers could ptovgt‘ﬁa spending splurge.

Optimal anti-inflationary policy cannot ba legislated during a
period of emergency. For sxample, a stiff and clearly temporary
excise tax on consumer hard goods might have had highly beneficial
effects in discouraging consumer buying during the summer of 1950.
However, the mere mention of such a proposal by any responsible
public official is bound to intensify consumer demand. People would
then endeavor to beat the excise tax as wall as higher price-tags
and shortages. o . A -

The success
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The success of the Korean program of diract controls, once it
vas instituted, may make it easier to stabilize the price level if
another mobilfzation becomes necessary. Because shartsges did not
arise to any significant extent and prices did not climb much above
their levels of late 1950, consumers did not profit from their buying
sprees. They may be less likely to swarm into hard-goods dealers
in the avent of a repetition of such a situation.

Tha relative ease of adainistering divect controls in 1951-53
owed much to the tightness of fiascal and monetary policy. Aggregdte
denand was kept in check by higher texes and interest rates. The
painlessness of controls then may make theam more acceptable now.

On the other hand, some groups would point to the fact that few
prices ware pressing against their ceilings after wid-1951, and
would infer from this evidence that direct controls were unnacessary.
They would argue that inflationary pressures had spent themselves by
the time controls were imposed. The altetrnative argument is that
the mere existence of price ceilings preveanted speculative purchas-
ing and that controls appeared unnecessary only bacause they ware
present.

The chronology of policy actions which follows gives the date
and substance of each major stabilization step téken during the
Korean pariod. It covers the monetary, fiscal and direct-control
area saparately.
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Through 1952
1. Monstary Actions
. Dags
1930
Mid-August.
August 18

August 21-25

September 9

September 9

September 18

October 12

October 16

November 14

'u'.' wb of K n Conflic

Action

The Federal Open Market Committes. began to
mninimizas purchases of short-term U.8, Govern-
ment securitiss in its opan market pperations.

fho Federal Reserva System announced its In-
tantion to "use all the means at their command

. to.restrain further. sxpanaion of bank credit.”

Discount rate of various Faderal Ressrve
banks. raised from 1-1/2 ta.1-3/4 percent.

By Executive Order No. 10161 the President
delegated suthority to regulate real estate .
loans to Board of Governors and to the Housing
and Homs Finance Administrator, . .

President requests all citizens to cooperate
in objectives of the Defanse Praduction Act.

Regulation W, regulating con:dnor instal-
lment credit, was put into effect by Board
of Governora,

Regulation X, regulating real estate credit,
was put into effect by Board of Governors.
Parallel vegulations were put into effect by
housing sgencies for real astate loans made
or underwritten by Pederal agencies.

Amendments to Regulation H.'tighconing up
terms on consumer installment credit, became
effective.

Regulation X amended to except credit ex-
tended before May 1, 1951, in connection

with properties on which construction was
started before October 12, 1950. '
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January 11 -
. BRabruary 1

Janusry 12

January 17 .

February 15

March 4

March 12

July 31

September 1

1857
May 5
May 7

. Bffective on these datas, reserve re-

quiremants were raised 2 percsntage .points

. .on dsmand deposits and .1 percnntcga point
..on time deposits.

Regulation. of.real satate credit under

- Regulation X and related housing agency

regulations broadened to include residential
properties with more .than two.family. units.

Regulation T and U amended to {ncresase
margin requirements on listed stocks from
50..ta 75 parcent.

Regulation of real estate credit under Regula-
tion X and related housing agency regulations
broadened to include residential properties
with more than two family units.

Faderal Resarve and Treasury announce
"Accord" on monetary and debt management
policies, making it possible for Federal
Reserve to pursus genaral monetary policies

. morea effectively.

Yormal program of voluntary credit restraint
izplementad, o

Regulation W amended to bring regulatory
limits within range set by Congresa in the
Defense Production Act Amendments of 1951.
Terms on installment credit liberalized.

Regulation X amended in accordance with
statutory changes made by the Defense Housing
and Community. Fac{litias and Services Act

-af 1951.. .Terms oun.housing credit liberalized.

Voluntary credit program terminated.

Board of Governors suspended Regulation W,
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September 16

Fiscal Actions
Date
1950

July 11

July 25

Septamber 23 -

October 1}

November 14

1951
Januarxy 3

February 2

October 20

. SECRET
Appen A
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Board of Governars suspended Regulation X,

Actjion

Secretary of the Treasury recommsnds that
action on tax revision bill pending in
Senate Finance Committea be hald up.

President recommends revised tax bill to
add $5 billion annually to existing tax
Tevenues.

Revenue Act of 1950 enacted into law
increasing individual and corporation
income tax ratas. Added $5.8 billion to
teveanues at calendar 1951 incomes.

Higher withholding tax on wages and
salaries goes into effect.

President recommends enactment of a
corporate sxcess profits tax to yield
84 dillion,

.

Excess Profits Act of 1950 .enacted into
law, estimated to yield $3.5 billion
annually.

President Yiecommends broad increases in
- individual and corporation income taxes

to yield $10 bililion annually.
fBvenue Act of 1951 enacted into law

yielding $5.4 billion at calendar 1951
income levels.
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3. Diract Control Actions

Date

1930
September 8
September 9

September 15

Dacember 18

1951

January 3

January 24

January 26

April 21
May 1O

July 10

July 31

.Dafanss. Praduction Act of 1950 appraved.

Presidential message urging restraint in
buying and selling; Economic Stabilize-
tion Agency and Wage Stabilization Board

. established. .

Priorities Policy Daterminations {asued
by .the National Praduction.Authority.

Voluntary pricing standards issued by
Economic Stabilization Agency.

Defense Production Administration
established.

Office of Price Stablization established.

General Price Regulation issued, freezing
prices as of January 25, 1951.

General Wage Stabilization Regulstion #1
igsued, freezing wages, salaries and other
compansation as of January .25, 1951,

Wage Stabilization Board reconstituted.

Office of Salary Stabilization established.

- Members of Salary Stabilization Board

appointed,

General Salary Stabilization Order #1
issued.

Office of Rent Stabilization established.

Defense Production Act Amendments of 1951
approved.
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August 28

September 27
- Dage
1232
June 30

Deceambar 6

T
A A
-20-

Defense Materials !roeurnlnnt A;cncy
establahed, .

. Railrapd and.Alrling Wags Board @atsblished.

Defense Production Act Anondncntl

. 1952 approvad.

Wage Stabilization Committes established
to continue the functions of the Wage
Stabilization Board.
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IMPACT ON U.S. BALANCE OF PAYMENTS OF BERLIR
T PREPARATIONS

Current Balance of Payments Situation.

The balance of payments deficit continues to be a matter of
serious concern. The U.S, balance of payments deficit is currently
running at an annual rate of about $1,2 billion as compared with
$3.8 billion during CY 1960. Much of the change is due to the con-
Junction of high levels of economic activity in other advanced countries
with recession in the United States. The progress of recovery will
bring an increase in U.S. imports during the second half of this
calendar year, The over-all deficit (excluding specfal debt prepayments)
will be approximately $1.5 - 92,0 billion for calendar year 1961, with-
out taking into account the effect of preparations.

Curreqt Level of Military Expenditures Entering Balance of Payments,

During fiscal year 1961 U.S., defense expenditures entering our
balance of payments totalled approximately $3 billion., These expend-
itures were partially offset by receipts from military transactions
amounting to approximately $300 million, leavipg a net out payment in
the balance of payments of about $2,7 billion.

As shown in the table below, U.S. defense expenditures in NATO
Furope entering the balance of payments amounted to approximately
$1.5 billion during FY 1961,

($ wmillions)

Rest of
Germany NATO Europe Total
Conversions of troop pay 248 192 440
Major Equipment & MAP/OSP 10 85 95
NATO Infrastructure 14 81 95
Construction 10 72 82
Contractual Sexvices &
Other local Costs 362 398 760
’ 644 828 1,472
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Balance of Payments Impact of Increased Deployment.

The above figures provide & rough guide for estimating the balance
of payments impact of increased deployments. Deducting from §1.5
billion, $100 miliion of expenditures for major equipment and MAP/OSP
{on the assumption that all major equipment for the additional troops
would be purchased in the U.S. and the U.S. would not contemplate 0SP
as a means of assisting the military buildup of our allies), the net is
$1.4 billion. Using $1.4 billion as the remaining balance of payments
cost of thefpresent 5 divisions, plus supporting troops and the present
level of ait and naval forces, one fifth that amount, i.s., about
$280 million, can be apportioned per division.

Accordingly, $250-$300 million per year is estimatead as a rough
measure of the cost to the balance of payments of stationing one
additional division in Burope, together with supporting air and naval
forces, There are additional factors which could affect the cost,
Increased expenditure for construction, bringipg present divistdhs Up to
full strength, and greatly increased requirements for tactical air
strength could raise the figure above $250-$300 million. These added
expenditures would be partly offset by savings on dependents, since {t
is assumed that dependents would not accompany the additionally
deployed forces., Further savings would result from bringing home
dependents currently in Europe., Stationing the newly deployed forces

in teaporary and {nexpensive quarters might bring additional reductions
in cost. )

As a rough guide, however, an estimate of $250-$300 million per
division would appsar reasonable. For the four Alternatives, the
estimates of additional annual balance of payments impact would be:

Alternative I - 2 divisions $ 500- 600 aillion
" 11 - 4 " 1,000-1,200 »
" 11l - 6 " 1,500-1,800 "
" ‘ v -12 " , 3,000-3,600 "

Inasmuchi as the proposed military preparations are directly related
to the problem of Germany and Perlind, we should look to the German
Government for logistic and balance of payments assistance for additional
U.8. forces deployed to Europe. The strong German reserve position of

more than
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more than $7 billion, the current balance of payments surplus of more
than §1 billion per annum, and the very high level of business
activity mdke it feasible from both the fiscal and foreign exchange
aspects for the Germans to provide such support. This would still
leave the bulk of the budgetary burden of U.S. preparations on the
United States (about 80 to 90%). It is recommended that immediately
following the German elections, scheduled for mid-September,
Chancellor Adenauer be informad that the U,S. expects the Government
of the Federal Republic to provide assistance to offset U.S, dollar
expenditures in conpection with additional deployment of forces., GFR
assistance is to include construction and contractual services costs;
offsetting conversions of troop pay into foreign currencies, and
additional procurement of military equipment in the U,S,

This German support would be in addition to measures currently
being worlled out for reducing the balance of payments effect of the
troops currently stationed in Germany.

Impact on Trade and Services Transactions in Balance of Payments.

The present rate of deficit in the balance of payments is
expected to widen lster this year as a result of rising imports not
fully offset by rising exports and a consequent narrowing margin in
the merchandise trade surplus. The increase in Federal expenditures
for preparations and. the probably psychological reaction of
business and consumers will accelerste the recovery in business
activity in the United States, Higher levels of domestic activity can
be exPpected to lead to a considerable rise f{n the physical volume of
imports. At the same timé the psychological effects of prepar-
ations, both in the United States and abroad, may be expected to lead
to higher world prices, particularly basic materials. If U.5. domestic
inflationary pressures become accentuated, these pressures will
stimulate imports and inhibit exports.

The effect of all these factors could sasily add substantially
to the over-all balance of payments deficit of the United States,
through & rise in the cost and quantity of imports and the cost of
freight. However, a reduction in tourist travel to Europe and the
potential increase in purchases in the U.S. by the producing countries
would partially offset this increased expenditure, In Burope

inflat{onaxry forces
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{nflationary forces would also come into operation, but it is unlikely
that further additions to the imports would help the U.S, trade
balance appreciably.

In summary, the net adverse impact of Barlin preparations on U.S.
trade and service accounts, sven excluding military expenditures,
could be substantial depending on the nt;nitudo of chc preparations and
the corrective measures adopted.

Controls to restrict imports for balance of payments purposes
were not considerad nacessary to deal with the substantial U.S, bslance

‘of payments deficits incurred during the Korean War and Womld II

(slthough domestic reatrictions in World War II gave tha authorities
considevable indirect control over impqrts), The imposition of such
controls would represent a fundamental change in U.S, Bflicy and
should not be taken except after the mast careful consideration in an
extreme national emergency. ¢

Impact on Capital Movements.

A large part of the balance of payments problem last year
resulted from speculative capital movements into Buropean currencies
and gold, The effect of heightened temnsion over on the
financisl markets has not been appraciable up to now, although some
slight nervousness has been noted on the part of a few sellers of
Germanedarks, On balance, the movement of capital has continued inward
into Continental Europe. preparations might stimulate some
movement of Buropean capital into dollars or gold, especially the latter.
However, it is doubtful that the United States is regarded as a safe
haven, as it has been in the past, Continental European nations could
withstand some reserve losses without difficulty, but the U.K. 18
already facing a serious exchange drain,

A rush into gold on the London Market and on Connnental Markets
would likely aggravate the dollar problem. It would probably be a
more serious problem for the U.K,, in accentuating the present stress
upon the pound. To the extent that foreign central banks become
nervous and move tofconvert dollare into gold, however, the U.S. could
face the threat of a cumulative run on the dollar.

Both the German and Italian Central Banks have been very cautious
in acquiring gold, and have been willing to hold large dollar balances.

The Swiss
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The Swiss also are increasingly cooperating, but there are limits to
the extent to which they will be willing to hold dollars rather than
gold. A moderate build-up in gold reserves of the primary producing
coyntries shquld not in itself occasion great concern on our part,
Movement of funds out of Germany, as a .result o the crisis,
could indirectly occasion & drain of gold from the United States,

if the funds were mgved to countries whose central banks are less
willing than the Bundesbank to hold their international reserves in
dollars,

The additfonal credit factlities in the International Monetary
Fund can hardly be sxpected to become available before the end of
1961 at the earliest., It is possible that in the event of emergency
some special ad hoc arrangements could be made, but probably not in
sufficient magnitude to deal with a very large speculative drain of
U.S, gold,

The United States has taken action to make the holding of gold
abroad for hoarding illegal by persons subject to U.S. jurisdictton,
Demands for gold for hoarding may continue to come from the Middle
East, the Par East and Continental Furope, and might push the price
of gold higher on the london Gold Market, As in the case of the last
quatter of 1960, such & devalnpmant can contribute to speculation
against .the dollar, and decisions would have to be taken as to
whether or not to permit & premium price to develop.

The main danger in a gold ocutflow arises from the fears that
might be generated if the United States lost $2 or $3 billion of gold
and approached the 25 percent gold cover level. While we still have
about $3% billion in free gold above this limit, foreign countries
may be concerned that we would apply exchange restrictions rather
than break through this level. The President made clear in his State
of the Union message last January that we were prepared to utilize
our full gold reserves, if necessary, to support the dollar.

At the present time legal authority exists for the temporary
suspension of the gold cover raquirement. This authority is in the
hands of the Federal Reserve Board, and the Board feels that this
power was {ntended by the Congress to be used only for a very short
period, and that Congressional action tolregularize any such use would
be necessary as soon as it were possible to do 0. Congressman Multer
proposed at this Session a bill which would eliminate the gold cover

requirement, but

8
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requirement, but no action has been taken on the bill by the
Congressional Committees because soundings determined that there would
be considerable opposition among many emall bankers, particularly in
the middle west, and among many conservative membdrs of the Congress.

During World War Il the Congress reduced the gold cover require-
ment from 40 percent to 25 percent, in order to make available more
gold which was then needed to acquire essential imports from foreign
countries. Should the present situation really develop into & sub-
stantial gold outflow, despite the cooperative efforts of other
montetary authorities, it may bechme ifmportant to give greater emphasis
in some way to the determination of the United States not to impose
exchange restrictions and to be prepared to reduce the 25 percent gold
cover requirement to free gold for international use, The Treasury and
the Federal Reserve System might be asked to give further consideration
to this general subject,

Recommended Actions to Meet a Large Outflow of Gold.

1. Upon the publig announcement of preparations, consult
with European monetary suthorities to encourage them to hold any large
temporary accumulation of dollars in the form of Treasury bills or
othér dollar securities rather than converting them into gold.

2. Press to completion multilateral agreements to provide
additional standby resocurces in the IMF under which the United States
could, in effect, borrow the needed Buropean currencies and avoid or
fund dollar accumulations resulting from large capital movements.

3. If the capital movement should take the form of very heavy
demands for gold for private hoarding, which is now illegal on the
part of U,S. citizens, give consideration to international action to
close down the London Gold Market and allow a premium price for gold
to develop, as was the case in the early post-war period.

4. In the event of very large losses of gold amounting to
$2 - §3 billion, utilize the existing emergency authority in the
Federal Reserve Board to suspend the gold cover, and follow this by
Congressional action to reduce this gold cover requirement for the
duration of the emergency.
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. 5, In addition to the foregoing, in & critical situation the
Pregident and the Secretary of the Treasury might find it necessary
to utilize the broad powers$ they possess, under the Trading With the
Enemy Act &nd the Gold Reserve Act, .over external financial trans-
actions.¥ A ' :

* The suthority to embargo capital outflows 1is as follows:

1. Under Section 3 of the "Gold Reserve Act of 1934% the Sacretary
of the Treasury, with the approval of the President, prescribes conili-
tions under which gold may be Macquired and held, transported, melted
or treated, imported, exported, or earmarked...by the Federal Reserve
banks for the purpose of settling international balances," as well as
for various other purposes. The regulations may make exceptions for
various countries outside the United States, By means of these
regulations it appears that the Secretary of the Treasury may, in
effect, place an embarga on gold outflows to such countries and central
banks as lie desires ‘

2, Under the "Trading and the Enemy Act® the President has sweeping
powers to regulate or prohibit any form of capital transactions with
any country. These powers can be exercised during time of war or during
any other period of national emergency declared by the President,

We are told that the formal proclamation of emergency declared at
the beginning of the Korean conflict has never been repealed and could
be used as a basis for a “national emergency® under this Act. However,
wvhether this is the case or not, the President has the authority to
declare a8 "national emergency" such as would make this Act operativée,
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INPOMATION BROGRAM N SUPPORT OF BEALIN PYUICY
SWBURY

: It is clearly desirable that an effective domastic and overseas

. information program be carried out in support of the political, economic
and military actions undertaken by the United States and its Allies in
relation .to. the Barlin aituation. It should be the primary purpose:of
such a program to educate. publiec .opinion in tho U.S. and overseas
concerning the historical background of the d issue, as well as the
nature and implicationa of the Soviet threat of unilatonl action to
change the status of. the city.

.In organising.this information progresm it is contemplated that all
appropriate U.S. public and private rescurces will be utilized and that
these domestic resources will be augmented by facilities and resourcdes
which will becoms available as & result of coordination and cooperation
. with our Allies. Actions to be taken under the program will be designed
to reach both the American sudience and foreign target audiences. oy
will include such weasures as the preparation and distribution of
information materials on the question both here and abroad,
periodic reports to the nation by the Eresident and other key officials,
briefing of representatives of American information media and non-
governmental orgmiutionc, production of radio and TV shows on various
aspects of the Ber] situation, coordination of the information
activities of the U, 8.. Britain, France and Germany throughout the
world and enlisting the cooperation of the mesmber countrios of NATO,
SEATO, CENTO and OAS in support of the Western position on .

Many of the actions in the 1n£omtion program will be of a

continuing nature whilas others will be dependent on actions in the
political, economic and militsry fields.
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1t is desirable that the measures undertaken by the United States
and its allies i{n the political, sconomic and military fields desighed
to cops with the developing crisis over must be supported by:an
adequats . public information. progras. It should be the purpomé idf &his
programs to prement in simple but forceful fashion the basic histerigal
facts relating to the Berlin situation - how the United States, Britain
and France cams to be in Berliin, what circumstances have necessitated
our continusd presence in the city and why it is vital to our own natipn-
al security and to the security of the frae world that we defend our '
.position in at all costs. With respect to targets our inforps-
tion program must be designad to reach four audiences - the Ianriu’p
public, public opivion.in. those countries allied with us in NATO,
SEATO, CENTO, and OAS, the governments and pecples of the so-called|
uncomaitted countries, and the people behind the Iron Curtain.
With reference to the question of phasing it is clear that many
courses of action to be undertaken in the information field will not
be confined to one phase of the crisis but will be of a continuing !
nature. In other cases, the decision as to whether certain courses! of
action are to be undertaken and the timing of such actions will be !
dependent upon developmants which can not be foreseen at this time.;
Such factors as the exchange of further communications between the :
West and the Soviet Union, the presentation of new proposals by !
either side, the possible development of a Foreign Ministers c@ntnpcc
or & sumnit masting will clearly affect the nature and timing of |
propaganda actions. With these considerations in mind, the following
schadula of sctions is presented. o

PHASE 1

oS er 1 !

During the initfal phase our primary task will bs to state the;
sssential facts of the issue and to explain in terms which the
various target audisnces can understand the nature of the Soviet threat
and its implications for them and for world peace. Stress should b¢
placed on the human sspects of the situation without, of course,

de ti ;
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detracting.from the juridical basis of the Western case. We should also
emphasize that the threat to BafIin is of Soviet manufacture., A suggested

.1ist of thames to be employed by Western spokesmen and information pedia

. is.appended to.this report.. It might be noted that these themes have
alxesady been circulated tp pur missions in the NATO countriss and to pur

_posts in Belgrade, Barn, Moscow, New Delhi, Stockholm and Vienpa. :

1. Bagkground Paaphlet on Eerlin

A background pamphlet should ba produced setting forth the basic
historical facts of the Harlin situation and presanting a nn-ruwmd
sxplanation of Western policy on the Barlin issue.

.. Thia publication should bs widely distributed to opinion-molding
g:oupl in the American community, such as newspaper editors and !
publishers, radio and TV commentators, fareign policy associations, |world
affaira councils and similar organizations interssted in international
-davelopments, key officials of the AFL-CIO, tha principal religious:
groups and other non-governmantal organisstions with which the D'qpcit-pnt
of Stats maintains liaison. The pamphlet should also be sent to sl
members of both houses of the Congreu. (Action responsibility: sut. )

As soon as the panmphlet is completed, it should be ;pproprutely
_adapted and reproduced in foxsign. language versions for sslected :
distribution by USIA through its overseas posts. It might be noted that
t:h:l.- was done in the case of the pnphlot antitled, The mx,: Mpm

Earlin - An Analvais.

(Steps to implement this action are already underway. Mr. Emut
Lindley, now assigned to S/P in the Departnont of State, is propariqg
the first draft). .

2, ration of F ic %
i

Efforta should be made to atimulate the publication of faature

" articles on various aspects of the BerIin issus by both newspapers q.nd
periodicals. (Action responaibility: State, USIA.) (Note: This sction
has already been initiated by both agencies.) ;

3. Zgpanded
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3. Expepded ]

... lumsdiate plans. should be made to sxpand the public speaking program
of the.Department of State. .To carry out such an expanded proggam
consideratian should be givan to sssigning to the Speaking Arrangemsnts
Saction.of the Department for periods of one or two months Foraign Sarvice
Officers on home leave ar batwasn sssignments. As an important part of
.this program, influential platforms should bs obtained for high-ranking.
officers of tha Departmsnt, including the Secrstary, the Under Secretsry,
the.Caunaslaxr_and othar top officisls. . Efforts should also be madeito
enlist the services of specialists ocutaide of the Dapartment, such gs

Dr. Benry Kissinger and Dr. Hans Morgenthau, (Action respomeibility: “Stats.) -

4. Briefing.Conferences

. By way. of augmanting.an. expanded public speaking program agecigl
periodic conferancas should be arranged for the pur of providi
thorough, authoritative backgrouod brisfings on eh.?ﬂiﬂ situation for
representatives of United States information medis (press, radio, TY)
from all parts of the United States, as well as for repressntatives:of
key non-governmental orgsnizations, .

In this same connection arrangements should also be made for
regular background briefings in Washington for selected American And
Allied correspondents accredited to the Department of State.

Sueh briafing will not only serve to keep the American public
sccurstsly informed concerning developments relating to Earlim but will
provide a ready means of axplaining the United States policy positién on
the BEarlin issue. (Action responsibility: State, USIA.)

5. Presidentisel Reports to the Nation

Tho Prnidont should plan to make periodic reports to the nati¢n on
the [0l situation, These reports could take the form of fireside
chltl u vou as the customary statements at the beginning of
Presidential news conferances.

It is recommended that the first of thess reports be made shortly
after the publication of the United States reply to the Soviet aidermemoire,

perhaps in the form of an address to a joint session of Congrass.
(Action responsibility: White Houss.)

6. Special
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In aupport of the President's reports to the nation, a carefully
spaced ssries of radio-TV speeches should be scheduled by appropriage
members of the Cabinet including the Secretaries of State and Mup*e
and. the Director of USIA . . ,

‘Cooparstion of the major radio-TV networks should be enlisted _1th

& view to producing a series of network shows dealing with varipus |

aspescts of the situation, These presentations could includa|
panel discussions and documentary films, (Action rasponsibility:
State, Dafanse.)

|
7. 1 £ n |

Appropriate briefing material.should be sent to the Chiafs of !
United States Missions ovsrseas for the purposs of providing them with
the essential facts relating to the situation and the basic ¢lementa
of the Western position on Berlin. ' ’

Mission Chiefs should ba inatructed to approach appraopriate o!ﬂicipll

. of the governments to which thoy are accredited with & view to expldining.

to them the background of the B n problem, and, whers cpproprutg
pointing up the nature and inpliutiom’for their countries of tha Soviet
threat, '

' : |
Mission Chiafs should be urged to exercise initiative in preserting

" the Western point of view on developments in contacts with promi-

nent individuals and groups in the local community. 1In this connectiion
speech outline materisl should bs provided which could be adapted £dr
local uss. (Action responsibility: State, USIA.)

I

i

8. Provipi B L 0 F i

United Sutu Missions sbroad should make availabls on & contimuing
basis, to local information media and to opinion molders (individuals and
organisations) appropriats information materiale relating to the
situation, Such materials should include books, pamphlats, and othe
publications, film strips and documentary films.
(Action responsibility: USIA,) (Note: Prepsaration of these materials
is already underway.) , - ‘

9., _Enlisting
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9, Enl of A

s
v

Through our Permanent Representative to the NATO Council we shquld
immedjiately sncourage all mesber countries of the Alliance to drsw ypon
thoir information media rasources to promote the Western position of
n both domastically and, whare appropriate, through their ovnr-1
.nu ponn. ,

Arrangements should be made within NATO for a continuing exchange
of information on the psychological and propaganda aspects of the
situation. NATO-wide on ths spot coordination through NATO country'
diplomatic missions in certain key capitals should also be eonlidorqd
(Action respansibility:  State,)

10. r c rd fo

An effort should be udc to. coordinat.. u. S., British, French, q.nd
German information activities relating. to in order to assure Ithn
maximum use of available resources and unitomity in propaganda th
and treatment, While such coordination should be carried out princ pn.lly
on & government-to-governmant basis, coordination of the information
activities of the four powers in the field should also be encouragsd.
Thers will be cases in .which the. information activities of one of the
four governments. in a .givan area may for historical or cultursal readons
prove mors effective than that of the others, In other cases, the 111-
ties and resources of ths four may differ, thus making lml cooparation
desirable, (Acuon responsibility: State, USIA,) :

11. P ion of Back d ial SEATO

While for various ressons it may not be practical to attempt coordin-
ated information activities within SEATO, CENTO and OAS on the Barlin
isaue, steps should be taken to make suitsble background material on|
the Berlin problem available either through our representatives to thase

regional organizations or through appropriste liaison arrangemants.
(Action responsibility: State, USIA.) !

12, i £ d olL
I

Arrangements should bs made to provide RFE :nd Radio Liberty with

adequate background material on the developing Barlin situation so that
these stations will be in & position to lend ctfacttvo support to th
Allied position in their broadcasts to the Soviet Union and Eastern |
Europe. (Action responsibility: State.) ‘ !

13. Qrganigation]
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...1n view of r.hld-anu.nhh succass of the German program ot ‘958-

. 1959 under which foraign. journalists were brought to as guests

.of the pity of West Beriin.to obtain a first-hand insight into the

.. EAXIIn. problem,. it is, recosmendad that efforts be made to reinatitpte

a aimilar program in the immediate futurs. The Federal Republic

~ has indicated its willingness to finance such a program sgain but it
.may be necessary to exert some friendly prassure to ansure the resuap-

tion of a visits program,
(Action responsibility: State, USIA,)

4. Suggested Themes for Uss by Wagtern Spokesasn and informsfionMedia .
.“ PPETIN B I R R, ce a7 " . PR R S
The :following is & liat of apggasted themss telating to Germany and
Hariin to be employed hy Western.spokesmen and idformation medis, s
appropriate, 'in presenting the Westamm case. This ligt is not in od
te ba exhaustive and it is anticipsted that other themea or variatipns
of themes will suggast themselvas as.the crisis develops. '

1. Thara is no need for a crisis: 1f one develops, tic will
be artificial and made in Russia. i

2, The apparent reasonablensss of Soviet proposals covers e |
calculated plan to usurp essentisl Western rights and to deprive two and
e half million people of their only effective guarantee for freedpm.

3. In proposing a so-called "fres city" solution for West _Bnrun
the Soviets are seaking to extend to West the control of the
dictatorial Communist regime of East Germany which is totally i
unrepresentative of the 17 milliocn people over which tt holds swey. ' The
true nature of this regime is clearly demonstrated by a study ef the
biographies of the individuals who head it. Its unrepresentative |
character is demonstrated by the flight of over two and & half nlrion
of its citizens since 1949.

4, The Russian sssertion that West is part of the terfitpry
of the D.D.R, 13 quite untrue. They offer a "Free City of West Berlin"

e,
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as a ‘toncession"; in fact they ask us to give up our absolute ﬂlghtl for
a doubtful leasehold with a built-in risk that this is & ﬂ.rﬂ mp
- towards awallowing up West Berlinj.

5. The West certainly do not d,iuro war, nor will there hp war if
the basic situation is left as it is, But we are detewmined t.q teke any
necassary steps .to safeguard our position,

6. The Sovigts. justify their demand for the conclusion oﬂ"l'-pntpto
peace treatiss with the "two German States” by the alleged *Militarigm”™
and “Aggressive Plans” of the Federal Republic. This is an ob
pretext since the Soviet Union with its. tremendous military. potential .
.can not and doss not feel menaced by tha Zedarsl Republic vholq dltmvo
forces are mefply & camponent of the common NATO Defense Syst “Tha

. w288l aing . of the Soviet demand ars to.perpetuats the division,
Germany and to tighten its hold over Central and Esatern Euvrope 10 om
to condolidate their basis for !urthor advances into Westera lampo

7. Berlin may seean & Tamote Ruropean preblem, but Mr, Khtn-hchpv
is playing with fire, If he persists he may bring us eloss to huclear
war. This will affect all the peoplés of the world., It is important
therefora that they realiss clearly what ate the isspes hmlna and
leave Mr. Khrushchev in no doubt of their feelings. | '

8. The Saviet poutim An Qermany tan be depicted im . ol
imparialism. The West are striving for the self-determination of &1l
Germans which the Russians have constantly £nutntld

15, Steps lhould bs taken to increase instability in East Germany qnd
in the Eastern European satellites and to make the Soviets aware of
the dangers of such instability, It is believed that this action can
be carrisd out mora sffeetively overtly rather than covartly, possibly
throngh high level pudblib. statements expressing our hops that not only
- the people of East.Germahy but those of all of Rastern Europe way ul-
timately again enj‘)y the rights of self-determination, In thig con-
nsction referencs should be made to repeated Soviet demands for self-
detormination for all colonial areas. We should respond to thqu de-
mands by calling upon the Soviets to grant self-dstermination tio their
East Sorman colony and to the disenfranchised millions in their East-
2rn European empira.
Actinn rasponsibility: White House, State)
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II.

‘Our objsctive in such negotistions would be to maintain the We

1. The essential purpose af any Western program of sctioh on
must be to create & situition within which successful nggotia-
tions can gake place. These might have @ greater or lesser de:ru
of formality, but would at @ sinimum have to provide & megns o
arriving at governmentally-approved sgreements or undorutandingl.

tern
position in and free accesp thereto without paying an
b .

unacceptable price,
! 2. Regotiations should ides}ly ogcur at the point of maxi-
mun effectiveness of the vestern detarrgnt. It will be diffiepilt,
howavar, to know with any preciniom when this optimum point s
reached, singa it will largely involve the paychologicul state|of
the Soviet lpgdership., Until Khrushchev is persuaded, or at
lsast fears, jhat the United States cany, apd will do, whatever|is
necessary to prevent his having his way with Hatlin, negotiations
vill almost gﬂitgtnly not lead to an arrangement acceptable to!
the West. H : i

3. !’qﬂ 8 practidsl point of view, howeter,, V.'lizﬁt*!q d
it nscessary fo enter into negotiations at an earlier stage. 'Our
wlllingnq.o-;g do this asy be important to mobilising Western pupport
for @ firm ppgition. ' The pressures toward negotidtions which can
be generated {n & situktion of growing crisis are considerable; They
nﬁll'bo<plrc$§ﬁ1trly strong if the Soviets themselves seem to Ee
asking for npgotiations, gnd if, as prior to the Geneva Confergnce
01'1959. they appear wtlling to withdrqw the ultimative features
of their threst. s
Vo .
AN :
agoti} :
A, Gensva-Type Conference: :

4. Any negotiations which might take place within the next
few months afe unlikely to lead to conplusive results barring gome
early shift iy the basic Soviet sssesspent of the situation. fe-
could presumihly get into such negotiations either because of the

peeseitin
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pressures of vorld opinion. the pfessures of our Allies, or bacause
we oursslves felt thdt entering into discussions constituted
necassary part of our public propaganda posture. We might aldo
wish to use them to gairn time, o ptretch out the progression ifrom
stage to stage of the Western program, and to define our objeytives
more cleavly. Uhder such conditions, we might envisage a conflerence
of the kind through which the Four Foreign Ministers went tn -the
spring and summer of 1959 at Geftva., In such a conferénce thy
Western Powers would attempt to achieve as wide & public undey-
standing and support of our position throughout the world as
possible. They could also use the occasion to try to ascerta

more clearly what the basic Soviet nbjectives might be and W

might eventually be the outline of some acceptable arrlngelenu,

but such an arrangement wouldeprobably not emerge as s basis

for negotiations during the conference itself.

S. An important consideratinn at such a conference would
be the propaganda effect of Western proposals. The Western |
positinon would, thereforey Sdeally display some imagingtion atid
initiative, yét at the same time not exposa for premature re-!
jection by the Soviets proposals which, at a later stage, the:
West might wish seriously to consider as @ basis for an arrange-
ment with the Soviets. Here would be the nccasion for presenta-
tion of a reviged Western Peace Plan, an all-Berlin proposal,-jan
all-German or gll-Barlin plebiscite proposal, and other proporsals
vith some appesl to world public opinion but unlikely to be ndgo-
tiable with the Soviets (drafts of these exist or, in the casa of
the Peace Plan, the German Foreign Office is prepcring ' ltreuu-
iined version),

6, A uajor dtfiiculty in the staging of such a con!orani
would be to have it bresk up under such conditions as would nat

. accelerate the onget of the crisis. If the Western deterrent

bad not yet reached a point where the Soviets would at lesst '
hesitate sbout pushing ahead with their threat to sign s peac
treaty with the GDR, thay would then presumably take action td
call such’ a posec conferaenca.

7. nddtttonal problem would be the 1ncv1table wave of
hopefulness which any conference or meeting will engender thrgugh-
out the world., The counsels of relaxation will be strong, an
the Soviets may do their bast to conjure up some nev “spirit™ '
such as that of Geneve (1953) or Camp David (1959) to ksep thd

VWest
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West off-ba l. ho. hnt this sart of thing bas never yet crouﬁd
pressurss on | tern leaders to mnt unwise concassions whi th.y
would

s.have haan ablg :g ru&ll’--
n.

8. A,q.puuhu different, ktnd .of Western tnientiu, 1ntqre-t
in which hai ‘bpcently been revivpd by Governing Mayor Brandf df
Berlin, mt¢ nvolve taking thp counteroffensive against the'
Soviet campgign for & peate treaty.. In e news oonference on July
9, be statad that thé Western Alliep should consider calling d
peacef conference of #l1 52 nations yho were at war with Nawi-
wany.! The West could take Khrughthpv at his word, Brands cddqd.
Such @ move by the West would £pc. Khrushchev with the question
- of what to do, according to lnpdt.\ Anotber Sdea, he hoted, would
be for the Vut £0 witculate ¢! w okpl.oton of a peace treaty tqr
all Gerwany,' just as the Sovieth did some time ago. ,
9. Chuf:-no: Adenauer has since strongly attacked Brandt's
suggestion, upd in the heat of ths’ German electoral campaign it
is hardly 1ikely So receive much dth«l consideration on-{ti
merits. A pa #T On the general subject prepared lou nekl lﬂo
in the succ p.rtunt is nvciltblu.

10, Hovi then from these urly activities to ducuutom
conceived of gp taking place at & later stage when wa will know
more about whether @r not our deterrent can be made Wffective,
we should reslistically develop ‘negotiating poutiom fot ucli of
three h’pOChFQpl.

. .;

a. The Soviets might be sntirely impressed by the
Western daterrent and thus seek some rcuonably facs-saving

' way out oi the extreme pontnrc to which they seem eo-ittqd

!‘hoy night be ‘entirely unimprassed by it and hcnqo be
onconruoﬂ to procesd with their maximum progren for unid
lateral utton aimed at the Westerpppitien in Barlin.

c. Qr finslly, they wmight be left in a state of douht
about our’ intentions, both balieving and disbelieving the !
iutmntp they hultmd the avidence which comes to them |ot

Wllied
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Allied pr.pcutiom. and th-retore be helitant to move
decisively without possibility of calling a halt but also
unwilling to retreat or to sccept any arrangement which !
could not be represented as & contiderable achiavement.

Later Negotigtions - i
A. Sovi ntl

11, A n.cuury‘ starting point for any formulation of Westiern
nagotiattng positions must be some assessment of Soviet intentions
in the | n crisis. THate are two eo-poting theories as to Sov-
iet objcetivu. (a) that they are using B 0 espentially as &
lever to achieve a wider purposs of obui.ntng rocoﬁnition of ¢t
GDR md consolidation of the Satellite Bloc: and (b) that West:
is & primary object in itself because its continuance in
u:- pﬂunt form L{s so harmful to the East that it must be eliw-
inated. The truth probably lies in some combinsgtion of the two
and the H.lt must prolintly base {ts calculations on such an assess-
mpnt. 1s indeed & useful lever with which to attempt tg.
gain o bronder objective, whether it bs the holding of a sumait
maating, & greater measurs of rscognition for the GDR, or a
stabilization of the ptafue quo in Eastern Rurops. At the s
time, West Baxlin's role as’e channal for the flow of refugeess;

&8 @ center of Western propaganda and intslligsnce activitiss snd
as a sHow-window which dramatically and daily highlights the
relative lack of success in the East is such that the Soviets
ful that t;luy cannot tolarats it for the indefinite future.

12, 1Ie thu analysis is correct, the Western negotiating ioli-
tion should presumably contain two major componsnts: (a) some:
all-Gprman features; and (b) the elements of a satisfactory
aru.npeunt.'

B. Maximum Kffeott ' De |

13. I1fy through actions taken in the forthcoming months, the
Western Powsrs can convince the Soviet Union that to proceed with
their announced course will involve a grave risk of thermonuci¢ar
war, the sw!:,n nay be amengble to some mort of face-saving £9r~
mula which would allow the gtatup quo to remain substantially .
unchanged whl.ln. at the same time, permitting them to claim thtt

they |
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they had been able to carry out at least some important features of
their program. This contingency is probably an unreslistic one, and
the most that can prfjdently be Looked for is the kind of Soviet
uncertainty the implications of whigh are discussed later..

14. In the assumed optimum type of situation now being cot-
sidered, however, it might ba possible to achieve @ tacit unde
standing with the Soviets so that the claimed effects of their
signing a separate peace treaty with the GDR would be mitigated

to the extent of preserving the essentials of the Western position
in without an explicit naw agresment. Apsuming the Soviats'
commitment to a peace treaty with the GDR to be an important one
for them in prestige terms, we might take the line with tham pti-
vately that we cannot, of course, stop them physically from ligning
a peacs treaty with the GDR, although we could not sapprove or under-
write a treaty confirming the division of Germany and would have to
oppose it publicly., On the other hand, we could point out that a
major practical intarest to us would be the effect which such g
psace treaty would have on our position in Berlin, Provided that
arrangements similar to those under the Bolz-Zorin exchange of}/
letters were still continued in effect, the signing of the pufe
treaty need not necessarily precipitate g crisis involving our|posi--
tion in Berlin. We on our part could try to make the necessary

ad justments, ' 3

|
1/ 1In a letter from the Foreign Minivter .of the German Democretic
‘Republie (Bolz) to Daputy Foreign Minister of the Soviat U ion
(Zoxrin) September 20, 1955, it was stipulated that: .
|
“The control of traffic of troops and material of thej
garrisons of France, England, and the United States !
stationed in West passing betwaen the German Fad-
eral Republic and West Barlim, will temwporarily be exgx-
cised by the command of Soviet troops in Germany, pengling
the conclusion of an appropriate agreemant, To this énd,
the transportation of military personnel or of garrispn
material of the troops of the three Western Powera in|
West will be permitted on the basis of .xiltin’
Pour-Power decisions: '

(A) On the Autobahn Borltn;-Harienborn, . :

(B) On the
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(B) On the Railway Line Berlin-Helmstedt, with empt
rolling stock being routed back on the Barlin< ‘
Osbisfelde Railway Lines,
(C) In the air corriders Berlin Hasborg, Borltn-nuo¢k¢nburg.
and Berlin-Frankfurt-Main. "
15. Another conceiveble type of face-saving formula for {he
Soviets under the most optimistic assumptions regarding the effect-
ivenass of the Western deterrent might be simply an agraement |that
the four occupying powers meet regularly at such levels as may be
agreed to consider the German problem as a whole as well as the
extension and development of contacts batween the two parts ofl Ger-
many. West and East German advisers might participate in linjgvlth
the formula developed for the 1939 Gpneva Conference of Yorei
Ministers., This might enable the iets to parads their virdue,
stressing how in the interests of'world peace they were vtlligt

sacrifice just claims in order to have another attempt at settle-
nent of the German question by negotiations, the real intent being
merely to talk the subject to death in protracted discussions :
which both sides zecognized from the outset could lead novhcrnu
while the statuys gquo in Berlin continued unchanged.

(o8 i ) ; e

16. A failure of the Western destarrent might derive from
collapse of nerve or general unwillingness of our NATO Allies @
to engage in a course of sction in which they would consider the
hazards far to axceed the objective to be gained. (Although this
is obviously a crucial question, we may assume here that the U
has decided not to go it alone,) Under these circumstances, |
although the cost in prestige would inevitably be very great,
would presumably be casting about for some means of oxtticntinz.
ourselves from an untenable situation in & way best calculated:
to maintain the Atlantic Alliance and to put the best face '
possible on a bad mess. Outright acceptance of the Soviet fred
city proposal would prasumably go too far and provide too little
camouflage. Moreover, we would presumably wish to move toward
an arrangament not under the apparent threat of Soviet unilatexal
sction but, if possible, within the context of formalized nego-
tiations in which agreement would sppesr to emerge ss the renuht
of o certain process of give and takc.

17. Under the

e e =
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17. Under the circmnuncel indicated in paragraph 13, hzn
Western Powsrs might find it desirable to comider some soluti
involving a change of status for the city of | i which would
provide acme protection for the liberty of the He-t Berliners |
beyond that involvaed in the Sowviat free city proposal but at the
sams tims be negotisble with the Soviets undet the unfnvoubl.'
assumption of @ failed Western deterrent, Here such proposals as
those for a "gusranteed city" ar some sort of UN agreement, which,
under other circumstances might be unacceptable to the French er
Germans and would cause grave problems within tha Western Allignce
1 advocated at the pressnt time by the US, might be tolerable|as
the lesser of evils,

18. The proposal for a "guarnntud city" represents perha{n

the most acceptable arrangment on 0 which can be devised .
involving a change of juridical buis for the Westarn puum
in the city, In easence, it would involve agresment by the F
Powers to guauntee the security of Western military and civu
access to West Barlin, with the Western Powers agreeing simul-
taneously to m.pcnd the sxercise of their occupation rights &6
%:_n;ial the agreement was bthorv:ln being observed. The West ;

suthorities would he empowsred to request that forsign :
troops up to & stated ceiling be stationed in West EHaxrIin and ’uh
Western Power would agree to supply and maintain apy forces am;
requested. Full and unrestricted access for thess troops woul
bs guaranteed. The agrﬁent would be registered with the UN and
& representative of the Secratary General might observe its|
fulfillment, l

{
19, It is highly doubtful whether, under the unfavorable !
circumstances stipulated, such a pyoposal would actually de
negotiable with the Soviets. 1t might well be that the only ki.nd
of arrangement acceptable to them would be ons which combined
change in the juridical status of the city with departure of mpst
‘Western forces, leaving & UN force which might include Western

contingents.,, |

}
|
20, Under the latter formula, perhaps the West could aluol sug-

gest one of the possible types of UN presences which hava bnem ad-
venced as possibilities. These might range through:

a, Acquisition of all of Berlin by the UN as a Worldl
City, capital of the UNj

b. Transfer
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b. Transfer of tha UN Headquarters to Barlim, \d.l:hou
ncounrlly changing the formsl status of the city;

o, Establishment in Perlin of & Eurcpean Hudquartur for
‘ghe- UN, with conference fecilitips, & permanent staff, et |
cetaras ,

d. Tranefer to Be¥lin of the headquarters of one or poro
UN mpeciglized sgencies;

e, Establishment in of a UN representative, ap a
UN "presence™ in the city to investigate points of fricti
et cetera}

f. A UN trusteeship, or some similar status, for Eihi!
D, Soviets in State of Doubt About Our Deterrent i,
21, A thigd and perhaps more likely possibility than eith?r
. of the two extremes of maximum effectiveness (of our detsrrent
or complete failure of our deterrent would be the development of
a situation where the Soviets ars left in & state of ‘déubt aboyt
the credibility of our deterrent. Under these circumstances,
they might be hesitant to move decisively without the pousibility .
of calling @ halt, but they might also be unwilling to retreat:
opanly or to acoept any arrangement which could not be represented
& 8 conudcuble schiasvement of their objectives. 8Such a sta
of mind on their part could, offjcourse, involve a greater or lesser
degree of doubt and this would affect the spevifics of what they
might accept. Under such circumstances, the poseibility might
exist of working out an arrangesment which would be tolerable for
both sides while avoiding the kind of direct confrontation of |
force which would strain the Western Auunc*to the bresking ;.
point or constrain the Soviets to test the seriousneéss of our |
injentions by counteracting forcefully our attempt to reopen !
access, Such an srrangement would tacitly concede that the Soviets
can, whenever they wish, turn over their controls to the GDR, whbile
conceding also that the Western Poveu intend to hang on to th
essentials of their position in Berlin. The most refined apprgach
of this kind is the old Solution C of the April 1959 London Woxking
Group Report. (A summary of this proposal is attached.) In essence
1t (nvolvu & series of interlocking but unilateral declarations on
accass aimed at achisving a freexing of existing procedures,
\d.th ulttute Soviet responsibility being maintained, although
implementation might be by the East German suthorities. Although
it {s possible to vary the complexity and specific content of t{hu

approﬂleh
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approach, for sxample, by sdding similar unilsteral dpclnuu#n- on .

_propaganda sptivities and by introducing & UN role, the emci’l

access ptoblq- vemains its focal point.

I

saving slements might bs added to Solution C, such as declaragions

on sspionage and subversive activities, no nuclesr weapons in|
axlin, no 1neruu of Waestern forces in Harlin, stationing od

UN observers in | 3 and along the access routes and posaibly

some all-German £ututu such as recognition of the Oder-Neisse

boundary. i

22, Mr, Acheson has suggested that cerutn additional faio-

23, The advantags of Solution C is that it might alsc be {intgo-
duced during the course of emsrgency negotiations with the Sovilets
just prior to their threatened signing of a peace treaty and :
turn-over of responaibilities to the GDR suthorities, or even !
eonceiubly after the sctual signature of a peacs treaty. ;

24. Under the circumstances envisaged of Soviet doubt -.bout
our ultimate intentions but heavy involvement of prestige on '.
their part, such an arrangesent might prove the bast nvulubleifor
cooling off the dftuation. As with any other arrangement on :
no matter how favorable or unfavorable to the Western poﬂ:iqu;
its basic visbility in the long run would depend upon the maintengnoe
of Western world power gnd firmness of will, given the presume
Soviet objective of eliminating once and for all the Western pres-
ence in and eventual absorption of the gity into the Soviet
Bloco l

25. In addition to the foregoing, a number of propéuh fdr
possidle nagotiating packsges have been suggested as conceivable

bases for arrangements on B¢un which might ba aceeptable to the

Weat, Ambassador Thompson, for example, has suggested combining
an eftention of the time period in the Western Peace Plan to |
seven years with an Allied declaration reassuring the Soviets
the frontier question, a NATO-Warsaw Pact non-agression sgreement
and an interim solution somewhat along the lines of the !
Western interim proposals at Geneva. Various additions or parm-
tations can, of courss, be wade in such packages. A more radicpl
approach has-been suggested to include trading recognition of the
GDR for a corridor, or trading termination of the occupation
in for such a corridor, While these deserve further study,
the dual problem of acceptability to our Allies and ncgouabilit
with the Soviets serves as a distinct limiting factor under pregent
conditions. '
ATTACHMENT TO ANNEX 1 !
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ATTACHYENT. TO ANNEX 1
ION "C™: LONDON KING GROU

1, Solution "C* was devised to cover a situation in which the
Soviets were attempting to give up all their responsibilities ;o-
. garding Western sccess to Barlini. Under their contingensy '
the U¥qupying Powers are prepared to consider the possibility of .
8 solution in which the Soviets would expressly authorize GDR personnel
to function as Soviet agents in parforwing Soviet functions with
velation to the access of the Three Powers to Ba¥lin. Soluti
MC™ agsumes that the Soviets are not prepered explicitly to nomin-
ate the East German authorities as their agents, In effact itiis
wn attempt to consider what would be the absolute minimum Sovigt
compitment with regard to access which the West would, in the last
resort, be prepared to accept. Solution 'C" msgy be tumrind!u
follows: !

"2, The Western Powers would inform the Sovists and luboe(;u-ntly
uake a formal declarstion to the effect that: : ‘

. &)  they conlidor thaf. they have absolute and unq\ult
fied rights, until is once more the capital of a re!
unffied Germany, and thn.t these rights include the right

to have their troops remsin in West HEXIin and to have frep-
dom of communications maintained betwean West and t}
Federal Republic in the same general conditions as hithertb;

b)  they continue to hold the Soviet Government resp
sible for the fulfillment of its gbligations ¥ Pts Three Powsrs
in relation to their presence in Herlin and freedow of aecpu
tharato,

3. The. Wastern Powers would then state that.they would.
prepared to take cognirance of a declaration of the Seviet Govprn-
mant guaranteeing that free-and unrestricted access to West
by land, by watsr and by air would be maintained for all persons,
goods and communications, including those of Western forces lt;titmad
in Berlin, in accord with the procedures in effect in April, 1
and would not object 1f the East German authorities made a parhllel
statement to the same effect. The Western Powers would make it
clear that the access procedures could thereafter be carried oht by
- German personriel. (As a less satisfactory slternative, the Weptern
Powers would Us prepared to accept a Soviet declaration sssocimting
the Soviet Covernment with an East German declaration in accoridance
with the terms set forth above, previously made either to the povict
Government oy’ Mto whow it may concern™,)

4, The Western '
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Attachment to Annex I--p

. i
4, The Wsstexn Powars would stats that all disputes..

-1ght arise with respect tp the abhove-msntioned declarations v
be. rateed and settled betwapn the four governments, (1f the
- Governmsnt rl!ul.d to accept this tha Western Powers sh (T
that, in ordexr to have some chech nn the activities of thé Bas
German sutharities, tha Four Powsrs should request the Secreta:
General of the United Nations to provide a repressntative, sup-
portod by adequate staff, to be stablighed in both West and lapt
Baxlin, and A% the access check-points, for the purpose of rep:
1ng to the Foyur Powers eonc-rhtnp any activities which .ppoctsd
to be in cou: ot vith ths nbov.*mnnttonod declarations).

i
5. Thp above ars the only‘pll-ntlal elements of Solution |
Tentative languags for the deblarations involved has baen|.
con.tdotod by the Working Group and texts could be produced at
short no:iee onas the principles had been agraeed.

.c n

l
6. (In connection with Solution"C", it would be possible ko
introduce certain slemants slong the lines of the Genava propossl
of July 28, e.g., undertakings regarding force limitations and
abstention from Mquestionable sotivities™ on & reciprocal baail}
But these ara not essential elements of Solutfon "C",) !
!
{
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.. .. 1t has baan ' that. ths Sscrstary of Stats submit ions
.concarning tha poaturs | the. 0§, UK, and Xrance should adopt. the
appsarance of mtkmnummlmmmmntum:to
following s “pascs traaty.® Thass racommendations wars Dot d for the
NSC. msating of July 13, but it was suggestad that the poasible al tives
. u@uwu.muyumzmuuumr . kesap the
framawork aof the other studies before the Council. ;
Exsssns Rlans !

The .hasic tripartitely~agresd papsr governing surfacs gccess )roc.duru
dated Septembar 22, 1959, pravidas far two.cantingancies:.

1, .replacasant of Soviat control .mml..tm.chckpoinu on the
Bexlin-Halmstedt. .road and rail routes by Kast Garman personnsal who, in the
capacity of agants acting for tha Soyist Union, will sesk to check [tuvol

. documents af Alliad personnal; and

2..raplacement .of Soviat .contirol parsonnal.at chackpoints on ¢u Berlin-
* Helpatedt road. aand rail routss by Kast Garmen personnal wvho, alth not
scting a9 agants of the Sovist Uniom, .will. seak .to ocomtrol the travel of
Alliad paraonmal. ,

.In the first case, that of axplicit scknowlsdgsant of agency rpuuon-
ship by the Sovists, ths procedurss to be followad -111 be those prpmuy
sxecuted by Soviet comtrol o!tuun. ) ‘

In the second cass, involving denial by the Soviets that such \
agency relationship exists, the agresd plans to be followad involve| the
use of the so-called "peel-off™ procadure. In easence, this is inteaded
to idantify Allied movemants as being entitled to unrestricted accegs to
Berlia, and i{nvolves handing over to East Cerman parsonnel at each ¢heck-
point & copy of the Allied travel order but not accepting the stamping
of ‘a travel order as s coudition of passage.

|
i
i
i

4 Ehysical Interference

€ It has been proposed t.ht tur.u.d of present plans "persistent |physical
interference” with access to 3 should be the point at which Vest
would have to demonstrats its dourd.nqtton. This proposal is nade by some who

beltdve the
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belieuva.tha.praseat.tripartitely-agrasd. praceduras for use in the .v'?nt that an
expraas. agancy relationahip doss not sxist.do not draw the line at &' point which
.. will. raceive.public undsratanding and .support .in.that they involve ajprocedural
innovation likely to give rise to criticisem that the West is making ¢n issue

of .wha .stamps. a.document. .. |

: .
... .1t is necassary.to.translate this critsrion {nto concrete Cerms| Obviouuy;(
it _has to be given soma .concrets ashodiment if it.is to be operationally useful.

We would. not.wish.to .ba in.a .position of being willing to meet any "GDR"

demand .provided only. M..m;ww.wv{n:g. i

. ..The_ohvious next point which £an be defined with precision would be
maintanancs of existing procadursa.scross. the basrd, mhathsr the "GDR' officials
are. acting axpresily. as agantys or .not on_tha basia of an imputed ggotﬁcy theory.

[%4

. .--An_important prohlem would .be.the .development. of.sgme rationals for
.accapting .prasant procedures from."GOR" officials i _ths face of an licit
Soviat denial that thay ars acting.in an.agancy.capacity. One possibility,
of. couras,. is that the Heat could.simply.taks the. pogition that we do not
really cars what the Soviats. say shout thig. . Facta are facts, and a basic
fact is that. the.'GDR™. is.a.puppat.of_the Soviat [nion. Hence, any agtion
involving.the rights of .the Gecupying.Povars.in.Barlin must be considired to
invalva the basic.rasponsihility of the Soviet Union, In this matter, the "GDR"
officials ara not.frea.agents. but are.subjact tn continping Sovist cofirol, just
as the "Government of the GDR¥, despite "pesce treaty" and all the rept, will
continue to operate as a puppet, . subject to policy. direction from the§ Soviat

Union, i

Another possible approach which gets away entirely from any atteppt to
ascribe agency would be for the West merely to acknowledge that, while we
cannot prevent the Soviets from signing & so-called "peace traaty" with the
"GDR'", we cannot accept that such a document could have any effect onjour
rights with respect to and access thereto, We might then say that we
will insist on undisturbed physical access to Barlin, and as long as this continues -
undar present procedures, we will accept the execution of these procozuru by
“GDR'" representatives (or alternatively--it is @ matter of indifferende to us
vho sxecutes these procedures), We will, of course, continue to hold [the Boviets
basically responsible for maintenance of our rights, including those access,

Underlving Assumption

The underlying assumption of the extsting contingency plans has bsen that,
while the plans in their current form may have the effect of forcing the issue
at a relatively early stage, they would also result in clearly exposin
Communist intentions to interfere with Western access. A clear statempnt of the
arguments for the ex{sting contingency plans and for rcogoning them onj this
point is contained in. anothet Hapdr on this subject which says: T

]
i

i .
rt.ugg, . 3

SECRET




L, ]

SBCRET
-3 .

‘"present contingency planning contemplates that the Western ppwcrs
will identify their military traffic to the East Germans, if they take
over access functions from the Soviets, but not allow the East Gorp;nu

.ta.stamp Weatern papers, as the Soviets now do.

i
“The arguments for thus trying to limit the East Germans' rolﬁ
are impressive: !

(a) 1f. thc East.Garmans insist on paper-stamping, the |
crisis will be brought to a head at a time when the Weatern powersiare
fully prepared--physically and plychologica.uy--tor counter-action

l
I

(b) 1f the Germans back away from paper-stamping, the
Western position will have bean strangthened, For the debate bstwgen
ourselves and the Soviets as to whether present procedures constityte
merely identification of Western military traffic or 'control' of that
traffic will have been resolved in our favor.

"The argument ggsinst this course of action is that it way be‘
politicany infeasible.

"The British have only agreed to present eontingency plmning‘
under great duress; in an emergency, they would almost certainly |
propose that the East Germans be allowed to parform the functions
which the Soviets now discharge. There would probably be conuder-k:vle
European press and popular support for the British position; there pould
be a disinclinstion for sesaing to maks paper stamping s cgsus p__ul;, no
matter how much wa explained the underlying issue.

“The alliance would thus bs divided over an sssentially !
procedursl question, at the very time when maximum allied unity vas
neaded as a basis for possible armed action in defense of Berlin. The
situation would be the more difficult since there might be some
questioningin the US press, public and Congrass as to whether we ha
really chosen the most suitable issue on which to fight., There voutd
also be grave difficulty in making our position plausible to the |
uncommitted countries. ';

!

"All this |
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. "All this would be apparent to t he Soviets, and they would bq
encouraged to press ahead to exploit the Western disarray. In r.hq face
of Bloc. prassures and allied disunity, it seems likely that the alilies.
would eventually accept the same .paper-stamping from the East Cermpns
that they now accept from .the Soviets, To avoid such @ last minute change

in our position under fire, it would be batter to straighten out thio
issue beforehand." l

ALr Access

A Telated quuc!.on is whether & cubntitut:ion of “GDR" ofﬂcin would
be sccepted in the E 3 Alr Safety Center, This is not contemplated
under presently ngrud eonttngnncy planning.

}
|
!
|
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