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Subjrct:  A Study Ragarding BG33B Propard in Rerponso 
to  NSC Diractiva No. 58 of June 30, 1961 

Tho Interdopartmental Coordiwting Group on Germany and BSEIId 

This report i s  not 

It is ra ther  an effort m doscribe 

hes proparrd a raport i n  rmsponso to the NSC Diroctiva of Sun. 30, 
196l (National Sacurity Action Mmrandwn #56). 
an attempt to  w a l u a t o  tho merits of tho COU~SOS of ac t ion  doscribed 
In the various attached papers. 
tho courses of act ion i n  su f f i c ion t  d e t a i l  t o  pornit judgPnnts to be 
mada concerning thom, 
o u t  thoro courses of act ion follows inwoodfately. 

A dlrcussion of the decision8 roquired to  carry 

"be report  i t e r l f  18 organized in to  a rumnary of tho development 
o f  tho coursre of action through tho projected crisie poriod, which 
swmnriser the i n t r g n t o d  timotable, followed by tho88 annoxes: 

Annex A - Integrated timotable of actions. 

AnnexLB - A detai led examination of mili tary praparationu. 

Annax C - Permanent increase i n  U.S. military rtrongth (not 
y e t  available).  , 

Annex D - OCDM submisrion. 

Annox E - A detai led oxamination of the covorr actions.  

Annex F - A datai led dascription of the economic countrr- 
measures, 

Annex C - An analysis of the r f f o c t  of tha courses of act ion 
on the United S ta t e s  pwnomy and bolance of payment#. 

Annex R - A d e t ~ i l o d  exmination of the public information 

Annax I - Preliminary conrfderationr on the timing and natura 

Annex J - Considorations affect ing Western a t t t t u d a  toward 

arpac ti. 

of negotiations on Eii3B. 

Eart German pormonnel on ~ C C O S S  routar (chackpoint 
procadures 1. 



JWZNBNT DECISIONS 

Thi. recllon dulr with tha dmcirfcuw t h t  w i l l  rued t o  be k h n  
roan, in ordor to launch the coutrar of action d&cribed in th ie  
ropar t . 

Ihr -tr /n favor of e a r l y  ktg.-'.ccrlo mobflitatton u o :  
(1) It J g h t  deter th. Commnirtr from blockiq  OUT ACCIU. 
would malu i t  poralbla to carry out 
rerpaaro to tho bl6c)ring of ~lliod accasa promptly a t o r  b locklq ;  
tho four aoathr aardod to c a l l  up, t ra in ,  and doploy unftr from the 
rarerve carponratr could bo complrtad by 1S Docombor, ff t h y  were 
r ta r ted  now. t i u )  It could rerrrlt inan irpnwomnt of the f ree  
~ r l d ' o  mili tary prtura, which would bo valuable rogardlorr of how 

. tho BElXii cririr turnod out. (iv) It would y v e  u r  a head rtart In 
reakfng to gafnAmora favorable r a t io  of forcer i n  the avant that the 
Sovietr, with gruter ready rerarvar but l a r ra r  ovar-all capacity, 
t r i ad  t o  out -wbi l ia r  UI. 

(ill It 
propored rilitaq ground 

Tho arpuooatr u.inrf u r l y  l a rga - r~a l r  Bobi l iutfon are: 
(1) It might ongaga tha Sovietr? prartiga and thur mako it mor. dif-  
f i c u l t  for them to i kndoa  tha l r  t h r u t r  to  block our ~ c c . ~ B *  ( i l l  It 
could frightan o f f  US a l l f e r ,  who might cowidor that it vould provant 
8 r t ra t rgy  of dfploartlc manouvar; rarult ing a l l iod  dinrnity might 
encourage the Sovietr ta procaad with prerrua agairut B.rlia. (iii) 

an a i r l i f t ,  could h o p  
ate prrparationr for  ground combat a f t e r  our ~ C C ~ B B  had b u n  blockod, 

W o n  though tho reaultlng capability would, of couroe, bo lor8 than 

acceer war blocked), ( i v )  It mirht trigger prpchological fur8 of 
war and rhortrger in tha US which could load to inf la t ion and thur 
require control. on tho eeonomy. 

It might not b. I Y C O l B a V ,  B h C O  th. stockpile, rupplmonted 
gofng for  a ruff ic iant  poriod to inaugur- 

if praparatfonr wore r tar ted llov and continued for four roatbr &tu 

0 

The choice noad not, o f  cwree, bo botueen black and white 
so# kind. of aarly pro- a l t 0 r M t i V . B ;  it might bo om of dopee. 

parationr w i l l  be nocarury and m y  be helpful ao a detorrmnt, won 
if It i r  decided t o  have a poriod of revere1 mOnthr' f ina l  proparationr 

I 



a f t e r  blocking of our ac~e r r  before proceedin& to ground act ion,  and 
e v m  i f  it is concluded th.t luga - rca l e  and d r m t i c  preparation8 
would be counter-productive i n  t h e i r  e f f e c t  on Soviet intent ionr ,  

of the political and mil i tary i m p l i u t i o n r  of r l t e r a f i v e  lavelo of 
early mobilization and of tho concoritant actionr which w would 
like our All ior  to undartrlu urd $hair prolmbln r u c t i o n r .  - The 

g.apare urch an 

I n  any event, tha choice rhould bo b e d  on a ByBkaYtiC analpsi* \ 
attachad -t t o ~ o t h o t  ro quickly tu na 1- 

e b  I 4 u r . h ~  tl Of sat8 
a n 4 l Y I i B .  - 

One rpec i f i c  point to be coverad i n  any decirion on mll i t a ry  

n 
n. 

7 T h i o  i n c r r a r e  could bo prorented to the public 8r our rarponre t o  
the over-al l  world s i tuat ion,  ra ther  than t o  an acute EElXd crisis - 
both to  minimize the prycbological Impact on tho US economy r r fo r r ed  
t o  in the Trearury-CEA nrbmirrion and to avoid remains t o  d r a m t i z e  an 
o r t e n r i b l e  challenge to tha Soviet8 over B E E i i .  

, 

2. The DOD Budneg. The NSC June 30 Directive u l l a d  on the 
Secretary of Dofenre to nrkrit rrcoramendationr concerning the nugnitude 
and character of a permanent long-term increare i n  the rize of the 
US d8f8n.a aokbliohment t i )  which might bpluuud now i n  addi t ion 
to any praparatfonr to anh.nce rprciflc W e r t e ~  cap~bilitier for 
f igh t ing  over Blrria; and ( i t )  which bight be ymcuted, i f  and when 
Soviet  action8 regarding EWZEii (e.g., b l o c k i q  of accem and rarlst- 
i n8  Al l ied  forcar) raamed to forerhadow a Long poriod of greatly 
heightened world tearionr. 
of S t a t e  were ah0  rrlud t o  rubmit recomorndationr concerning act lons 
that might be taken to bring the prorpect of t h i r  planned increase to  
the Soviato' a t t an t ion  

The Secretary of Defenre and the Secretary 

The object of t h i r  courra o f  act ion would be t o  deter  Soviet 
pressure8 on ESiSId, by convincing th s  USSR t ha t  ruch presouree could 
Lead to a l a r t i ng  step-up i n  US defenre expanditurer, ouch as followed 
the Korean War. (Since that rtep-up would not be k g u n  u n t i l  late In  
the crisir, it would probably not take e f f e c t  i n  titno t o  improve our 
fighting C a p a b i l i t i a B  for dealing with t ha t  cririr.) 

The WD rerponre t o  thio part of the Directive war st i l l  i n  
preparation when thir report  war arrwbled.  
a t  tha 13 Ju ly  meeting hop. to bo able to preoent proporalr. 

Ikfenre teprerantat ivar  

The concept 
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The concept of planning a p o r t - k r l i n  perrPsn.nt incresre  in the 
DOD budget Is ba lhvad  round. Thr magnItud8 and character of t h a t  
i nc rea r r  can ba rerolvrd a8 mon a8 the WD rubair l ion i o  at hand; 
fur thor  questionr of Congrerrional consultation can then be considered. 

31 

In prlncipla,  t h i s  eeaau round. The real quertionr arire In 
cosnectioa with rcale and timing. 

rubjoct  t o  continuing dectrionr by the  Slcretsry of S i i i a i  to  BcaLe 
and timing. 

4. h f a n r e  Mobill tatlon and Civi l  hfensc Hearureo. An Annex t o  

It I8 ruggorted that the M r i c  course of ac t ion  be approved? 7 
, 

t h i s  report include8 recommendation8 on defrnro mobilization and 
c l v l l  defenoe. There racormendations w i l l  need to  be coordinatrd 
with the DoparEmant of Dafenre bafore decirions on them can be t s h n .  

5. i(conomic Countemaarureq . No new bC1810118 are nou required. 
Intar-Allied planning for oconomic p- on e Bloc is w i  er- 
way, 
t h e m  decirionr will be sought, 

I f  and a8 thi8 planning generates noad for Prer ident ia l  decir ionr ,  

6. US E c o w c  D5slocatiopi If ea r ly ,  large-ocalq and drcrmatlc 
mi l i t a ry  preparations nre t o  be undertaken, f e a r s  of war and prorpectlve 
rhorfrger  could lead t o  hoarding, scare buying, and price increares I n  
tho absence of controlr .  
not spec i f i ca l ly  keyed to  the 8.rriry C r 1 8 1 6 ,  on the other  hand, no 
revere inf la t ionary problrm may arire. 
bhould thur be poet 
propatat  ion8 are t o s o r w a r d .  

It the program i s  a gradual and modeat build-up 

Wcioions about economic c o n t w s  
ned u n t l l  I t  ha8 been decided on what #cafe mi l i t a ry  

7. Publlc Lnfornstioq. 
public information program. 
calls for decirion: 
be made 8hOttly af trr publication of the US reply to the Sovtb t aide- 
memoire. No fu r the r  decision seems needed to  launch thlr information 
program; the USIA and the  Department of State ohould do so iinmrdiately. 

An Annex to  t h i s  r spo r t  outliner a proposed 
On0 r p c i P l c  component of thio program 

the proporal for  an ea r ly  Prer ldent ia l  epeech, t o  

8. NenotlatiopbL. An Annex to thio report  ou t l i nes  possible 
a l t e r n a t i v e  U,S. nrgotiating posittone. Declrlonr on these aLLIrnatlver 

can be 
- 
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can be portponed u n t i l  reriour negotiation8 8em more LaPminant than 
they do now. 
por i t i on  thir e a r l y  i n  tho gama. 

Indeed, I t  would be undsrirable to fraece our negotiating 

9 .  Wertern Attitude Toward 418t .German Perwnnel Alonit the Accer8 
Rout~r. Ru lrruo here 1s whether the Weltern Pouers ahauld allw 
the &rt Garmanr to carry out  tho 8am procedurar regarding acce8r 
a8 tho Sovfot8 now do, aa tecoraasndod by Hr. Acharon, or whether tha 
exirt ing contlngancy planr rhould be maintained providing for the 
Introduction of a nmw procedure, when tha Soviet8 leave the check-pointe, 
which 1s lerr favorable t o  the Ba8t Germane. 
con are 8ulm~arfzed In  Annex Y. Furthar 8taff work would not seem to 
be uroful;  an ea r ly  d . C i 8 1 O n  i r  requlrad, r inco the Bri t ish are prosr- 
lng f o r  c l a r i f i c a t i o n  of our porit ion on th i r  point. 

The argumentr pro and 

10, Other Ia8uer. Three irourr are not dealt with i n  t h i s  
report : 

(a) The A l l i  ed Reaction. 'Ihir can more u re fu l ly  be conaidered 
ar p a r t  of our attempt t o  resolve the rpec l f i c  ierues  
fndicated above than a8 a ieparate rubject i n  i t r r l f .  

The timing and manner of porrible UN involvement 
l a  the &El33 crirlr w i l l  noed to be rtudied fu r the r  by 
the lhpartment of State. 

(b) m. 

(c )  emiona l  Con aultation. Thio rhould be considered 
after decirlonr hava bean Mde on the specific itemr 
outlined rbova. 

SECRET 



SUMMARY OF DEVELOPMENT OF THE COURSES OF ACTION 

A. 
from Ju ly  17 u n t i l  January 1. 
pha8.8, 
t h e  Soviet  Union of i t 8  prarenr  policy. 
of t h i r  kind r e l d m  if ever work out  with great prec i r ion  i n  p rac t i ce ,  re- 
gard lo r r  of how neomrary t h y  may be for the  planning of a complex and 
i n t s r - r e l a t e d  program of ac t ion ;  the  in t rur ion  of unpredictable  event8 is  
alwsya a ce r t a in ty .  (In tho prarent  care, f o r  example, it 10 q u i t e  l i k e l y  
that  the  i r r u e  wil l  be taken to tha UN by one nat ion or another if the 
cririr dsvslopr  very far.) Moreover, if Wertern policy is ruccer r fu l  t h e  
cr i r i r  w i l l  not devalop through a11 th ree  pharer but w i l l  be a r r e r t e d  br -  
foro t h a t  occurr. 
t he  rchedule i n d i c a t a r  and rubrrquent rtager would accordingly occur later 
than now rchaduled. For planning purporor, t he  da t e r  marking t ranmftfonr  
from phroe t o  phare are the  o a r l i e r t  da t e r  on which it  can be arrulo.d the  
t r a n s i t i o n  would ever occur, 

For purporer of planning, t he  courre  of action ha8 been projected 

Each phase correrpondr t o  a predicted developmmnt i n  p u r r u i t  by 
Needle08 to  ray, rigLd rchunata 

Thir period has been divided i n t o  t h r e e  

On the  o ther  hand, marly r t age r  may lart  longer than 

B. The t h ree  ph .8~  are as followr: 

Phare I - From now u n t i l  the  pr r iod  during which we would a n t i c i p a t e  
a call  f o r  a "peace conference" on the  part of the  Soviet Union. This 
might come any tima a f t e r  tho Germn r loc t ion r  on Sptember  17, though i t  
i r  probably more l ika ly  to be r e l a t ed  i n  timing t o  the  Coolmunirt Par ty  
Congrsrr i n  aid-October. For putposer of planning, however, we should 
conrider  September 17 am the  end of Pharc I. 

During t h i r  period the Wart wit d.laOnltr8te c l e a r l y  i t8  determinat ion 
t o  defend i t s  v i t a l  i n t e r e r t e  at a l l  co r t r .  It mat a180 ret i n  motion a 
p r o g r m  of mi l i t a ry  and c i v i l  defenre preparednerr which will put i t  i n  
po r i t i on  t o  undertake mi l i t a ry  ac t ion  rhor t ly  a f t e r  thm end of Phase 111 
i f  t h e  cririr rhould drvelop through all  phrrer  and m i l i t a r y  ac t ion  rhould 
prove necrrrary.  
r t age r  of revere  mearursr of economic warfare on a NATO-wide b a r i r .  
measurer rhould be taken, and plan8 l a id ,  f o r  prychological warfare. 

S imu~taneou8~y i t  must prepare the  way f o r  u re  i n  later 
I n i t i a l  

.. A t  t h e  ram tiw the  Wart mot make every e f f o r t  to obta in  the rupport 
of world opinion €o r  i t 8  bar i c  po8it ion on B.rlin' and Germany and to pre- 
pare  the ground f o r  whatwet  negot ia t ing r tance i t  might wirh later t o  

the  manner i n  which they would br  brought about, i r  imporoible t o  rtate wi th  
c e r t a i n t y .  
parednear had reached s u f f i c i e n t  proportion8 t o  alter Soviet er t ia ra te r  of 

. adopt. The poin t  at  which nrgot ia t ionr  with the  Sovietr  r i g h t  occur, or 

It i r  arruD).d t he  West would not wirh t o  negot ia te  u n t i l  its pre-  

our determination. 
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our determination. 
prove f r u i t f u l  the poritFona of the two oidcs rhould not have hardened 
Irreparably. 
propaganda ~ ~ a o u r o r  rhould not be such a8 t o  challenge arid provoke the 
Savietr, 
t o  compromise. 

Toward the end of t h i s  period the \Jest should be i n  oomewhat better 
pori t ion t o  negotiate,  i f  that appeared ncceorary or dorirbble a t  that 
t i m e ,  although negotirrtionr coming i n  t h i s  phaoe would l i ke ly  be p r inc i -  
pal ly  of public re la t ion8 rignlflcance.  
posi t ion t o  move r a p i d l y  forward with mora vigorwrr m a a n u r e a  of m i l i t a r y  
preparednee8 and with varioua form of non-military pressure i f  the crl6is  
mover i n t o  Phace XI. 

On the other hand, i f  n e g ~ t i a t i o n r  are to  occur and 

Thui Phaoe I m u s t  be a period of f l e x i b i l i t y .  Mi l i ta ry  and 

They rhould be principally designad t o  induce Soviet  wllllngners 

In addition, we should be i n  8 

Phars XI - Froa Septembor 17 u n t i l  the llpeace treaty" would be 
oigned. 
i t  would l i ke ly  be t h i r  year, 
planning purpores. 

would probably not wioh t o  do eo u n t i l  the Soviet Union actually made an 
addi t ional  m o v e  i n  the direct ion of a "peace conforence". The phaee would 
be characterized by incresred pace and scope of overt preparation. The 
need f o r  re tent ion of f l o x i b i l i f y  would be rowwhat reduced, but it would 
o t i l l  be present since nagotiationo, if they have not yet occurred, are 
l i k e l y  t o  tab place i n  t h i r  phase, Toward the end of the phase, i f  we 
have rearon t o  believe the Soviet eatimata of our reriaurnosr o f  purpcne 
has a l t e r e d ,  it might prove der i rable  t o  encourage by indirection the 
I n i t i a t i o n  of negotiations. While large-scale economic counter-maasurea 
would dot be i n s t i t u t e d  i n  t h i r  phase, overt indicationr of OUY intent ion 
to take them at 8 later rtage rhould be given. 
me80ures of l e m e r  scale  and i n t en r i ty  would gradUal1y be introduced. 

The fin81 date i m  d i f f i c u l t  t o  es tabl ish beyond the fact t h a t  
Docember 1 wwld be a useful date for 

We rhould be prepared tamove i n t o . t h i o  phase by September 17 but we ' 

Meanwhile, economic counter- 

Phase 111 - From the rigning of the "peace treaty", asrued t o  be 
December 1, u n t i l  the Sovfet Union actual ly  turned over control of HiZlXii 
access t o  the CDR. Here again there can be precision i n  the asrignment 
of dater .  
month. 

However, tho period could not be expected t o  be longer than a 

If the cr ioie  develope ar far a8 t h i s  phsoe, the USSR w i l l  have signed 
a "peace troaty". Our arrumptionr concerning Soviet intentions w i l l  have t o  
bo weighted more heavily on the r ide of t he i r  purttulng their .  poltcleo t o  the 
point of e rhowdown on accerr t o  &erlinl. 
have t o  be prerred rapidly t o  completion, including evacuation of depcndento, 

Our mil i tary preparations w i l l  

e t c .  Our 
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rtc. 
tion of accera LO that military ari.lon on our part, if it ohould prove 
nrcerrary, would to  the utont  porriblc appear logics1 and juet i f ied .  
Prychologfcal warfare rhould be rtrpped up to the point that thic factor 
becomer of rea1 concern to tho Sovietr i n  dotemiqing t h a i r m a  p o w e .  
Proparationo f o r  large-mcrla lconomic countsr-qeaaurer rhould be made eo 
ev ident  that their implamentation upon any interference with our sce8ar 
can be arruaed by the Soviet Bloc to be vlrtually automatic. 

Our prOpag8nda will have to concentrate more d l n c t l y  on the quor- 

. .. . 





A N N E X  B 

Military Preparation 
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1. Tha mil$tary actbar t o  implmmt,Hr. Achuan!a,pralbinary 
XBport Po SZlZZl might lnmlva, through auccsamive aflse., t b . f u l 1  
c 6 p r b l l i t l a r  at  the nntlon'a mllltuy forceL Th. propmad mu8ut@# 
arcend through forca imprwamnt, f o r a  sxl.t(nn, .deploymaat, aot1oc)r 
of h a n u m a a t  and. repriul  urd, Lt.naedad, p r q p a r L u a  1avalr.of urnrd 
,combat, Implicit  in tha.uer of th. pxmdad rFli.Ury form in a 
.8Qnificant r i ek  that goaerrl nude= W.IP.y,ft3UTlta & Us Action 
parr08 thto,uph the rucceuhrm rtager -propaed, the. Mi of nuclear 
w a r  (11 ruy incrwe if the Saxirsr mb GDR chooaa to qurrue t ac t i c8  
denying acco88 t o  m,. or  (2) mny-decreaat if. .the Sovi.fr, being 
convinced by our actIan8 that we intend t o  f ight-ovar  m, .If 
necarrnry , , cbaore t o  accapt a face-m.viagpoUtirr1 w m p d r t i o n .  
It i r  a matter f o r  p o l i t i c a l  aaaaniment u h e t b r . g i b l t u  riCh of 
general muelear war would ba invalved. in. nny a l t a r r u t i v a  t o  the 
propo8ed prograr of ac t ion&-  . 

- 2. The d l r t i n c t i o n  which t h o - r s p r t  rslw batwem military ac t ion@ 
aimed toward a @ZIZd rolutfon rad. the. une .of. n u l -  .vaap~r i n  m y  
larger  c o n f l i c t  which ni@t grow aut of. the @3XZd problem 18 urcngnired 
ar an appropriate t o m  of p o l i t i c a l  guidance. But i n  lema of practical 
act ions,  the national readinerr for that lrrgnr u l d  nuclnar  c m f l i c t  mrt 
be a concurrent concern, becaure of the uncertaintier of how any conf l i c t  
might h g i n  and develop. 

c 

- 

3 ,  The timing and pace of military preparations are crucial ly  
important t o  the US a b i l i t y  t o  arrcute  the proporals, *I well 88 
t o  the prorpectr of 8ucce8i. Mr, Acheson'r preliminary report  on 

a gradual, i n i t i a l l y  low-key bui ld-up and i t r  implicit  requirement for 
rubs t an t i a l ly  stronger non-nuclear forcer in &rope. 
of 
f o r  carrying out the proposed responre t o  the blocking of a l l i e d  access. 
A p r i o d  of three t o  four monthr i r  needod to  c a l l  up, f i l l  up, equip, 
train, and deploy u n i t s  from the reaerve components. 

contains a potent ia l ly  rerfour conf l i c t  between its e t r e r r  on 

If the creation 
hew forces doer not begin early enough, the power 3111 n o t  e x l r t  

4, I f  no units arb cal led up u n t i l  October, for exampla, and 
a l W d  accesa fa blocked,in Eccmkr, only a f t u  lt~~ardsmnth. of 
blockage woufd our urable rtrength be effect ively above present levelr .  
The ZAng&.of nou-lUICLIUL c b d m a a p . u l d  b 8ubrtant ia l ly  a i  narrow a8 ,. 
n ~ ~ + ~ ~ ~  of 4 bun.andured, hdemnor,c, 
the chancer of caapsting rpccerrfully with a r i m u l t m e w ~ ~  Soviet build-ul) 
would b a . 1 .  by t h a  $34..  

(5) The earlipr 



- : 3  - 
&,.l'he ullu a.parfW-aabiUzatlon bPrin., .the vi& pi11 the 

rmt, of .am-nuclur ohaicm uhan tlu c r W  occurs. &e .f &r wF11 be 
rx&Ll~bla, md. tha . fa rcar . .u l l l .be  h a m  y fm their t.110. -.Thm Pulirr 
tb. Ui?. acm ta lmprow.it.. e i l l t a r y .  pa. c t b . _ p u e r r  
brbg ta bear." T h r f i r R t  w#a8# of silihry build-up f a  t a f a w t . 1 1  a 
5EE' cririr by rhming our- dmfurtnrlloa .to dafaad AlUd r igh t r .  Tho 
earlier a partfa1 nobi l i sa t ior r  FI .h$unr themorr  much deterrant  a f f e c t  i r  

Polyr-it can 

-lard. . 1  ~ . --- . 
. .. 6 .  The mili tary muautan WlIiChcra ha takm &or rx - d ~ h . ~ a t i ~ . ~ f  

c l imited national mnergan&y lod the haghphgd- rob i l lJ l t ian  #e 
r r l a t i v e l y  few. w r  a&&&.,an Sauiat d e c i l l o n r l s d  on US rerdfmm are 
not a p t  to be of much recrI.I:gnificancl . ... 

herein rhour one porribla prcf6ru of actim. b y  atheri u s  p o r ~ i b l e ,  
and raveral  have been Inalyred in equal da ta i l .  
variable8 are the t id that p a r t i a l  mobillxation beginr, and i t 8  
scale. 
act ionr .  
rect ionr .  

\ 

7. The a i l l t a r y  pdrtion of the wer-all US timetahla contained 

The principal 

The act ionr  l i r t e d  l n  the t i m t a b l e  rsprereut: MJor military 
There, together with othcr.actlons, are d ~ u r r a d  i n  following 
Additional d e t a i l  concertling th.811 action. bar been 

developed by tha J o i n t  Chiefr of Staff  and ii amilable, I -  

8. A8 Mr. Acheron'8 prelimisary.raport  on EiSjZii points out., . 
muoh more military planning would ba needed t o  praparc.forcan t o  
exrcutr  the proporalr. Two prior  raquir-ntr ex l i t ,  however, There 
m e t  be o m  bsrir for srpoctationr about the r i c r  and timing-of 
addi t ional  forcar ,  and there m u t  be i fur ther  fornt l@tlon of the 
plrporer and objectiver t o  be J l i t a r i l y  purrued. Wi th in  exlat lng . 
force level8 and ex i r t i ng  s t t a t e g l c  policy guidance, not much more 
planning can u re fu l lp  be done, nor i r  there nuch capabi l i ty  t o  
execute the s o r t  of expanding non-nuclear action contemplated i n  Mr. 
Acheeon's report .  

.m. TOP SKCRET 



. - .  

TOP secm 
- 4 -  

MEASURES PBI04 M DELIRATION OF A NATIONAL IpIBIccmCY 

1, A national omorgency murt bs de41arrd beforo tbrt mearuro 
a n  bo mdortakmn which would r e r u l t  in an urly. .  r u b r t r a t f r l  .incr.uo 
in mm-nuclear capabi l i ty ,  1.e. , . the partial m b i l l w t f o n . a f - f a r r u  rab 
monpauos from th* raoervo coaponmtr. ( L e  -1 Conridoruimr.ucSioon 
klov, 1 Eomvor, a numbor of m i l i a r y  pmparationr car1d.b. mmda,in .th 
ahonce o f  a doclaration of national h r g o a c y .  
m l d  bath give evidence of our 8.rIOUi purgo8. .and appraciably hcrum. 
the pace m t  vhlch r u b r t a n t i r l  i n c r u r e r  i n  capabiEltier could br . c h i d .  
fol lovlng much a doclaration. For f u l l  effoctLvoaerr, thero moa~rer 
mot b. wholly authentic and catrlad oqt i n  an order ly  and progrerrive 

Thoro proprratiana 

witbout fanfare o r  public &lam. 

2. In genrrel, n i l i t r r y  proparationr of the following ryper 
could br carr iod o u t :  

a. Mearurer requiting l i t t l e  1-d tiw. 

(I,) Implamentation of inCrea8rd oporrtional readihorr 
D I I W U t . l  by US forcor worldvido but par t icular ly  i n  Europe, 
ab appropriate. 

(2) Incroared d ra f t  d l 8 ,  

(3) Xntanrified t r a i n i q  of US and a l l i e d  forcer u r -  
marlrod for a proba of Soviot and GDR intontlonm along the 
Autobahn and thoro oarmarked for  the mr to ra t lon  of ground 
aoeerr t o  ES335i. 

from praront location# in Gonuay to tho E o l u t o d t  ana.  (1.0.~ 
p o w o n e d  f o r  movomrnt tmrd &rlia,) 

( 6 )  DoployPant o f  a US or tripartit. rrinforcod divirion 

(5) Increased r r d l n e r r  nto omcute axls t ing demolition 

Alert naval and a i r  forcor f o r  porriblo u r l y  oxocu- 

3 and mining plan8 i n  Central &rope. 

( 6 )  
t ion of a varioty of vorld-wid. haraiment, r ep r i ea l ,  and 
inCm.8.d rurveil lance nrarurer, pat t lcular ly  i n  Eaotrm 
Atlant ic ,  the H o d l t e r n e a n  and the  Baltic. 

(7) Conduct a i r  

TOP S $ s  
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(7) Conduct a i r  operations through the corridor. t o  E S € d  . 
a t  a l t i t ude8  above 10,000 f e e t ,  with.fightar w r t r  i f  n ~ c e s ~ a x ' y ,  
m d  increara reconnairrance f l i 8h t r .  

. 

(8) &trnd enlirtmontr and term8 of obli&atnty 8erViChr 
of pmrronnel now i n  active service. 
would be required.) 

b. 

( h ~ b l i n g  lhrgiolation 

MUrUrer requiring longer lead t i m e .  

(1) Bring US forcrr in Europe t o  f u l l  wartime strength 
(requiring i n  uchrrr of 14,000 phrrronnml), T h i o  would nweo- 
r i t a t o  (L subrtant ia l  incroarr i n  rilective rrrvice quotas 
i n  order t o  replace perronnel withdrawn from unit8 In the 
b . i t sd  St8t.r. 
Alltar t o  b r i q  t h d r  forcer in Europe t o  f u l l  wartime 
r t tength,  and t o  provide thr  nacerrrry combat ruppart un i t r .  

i u t i o n .  
mob1 1 i w t ion &nd e8 tab 1 i .hen t of priori  ti ea. 

In addition, the US rhould porruade our 

(2) Step up thhr pace of prscureocnt and materiel Prodarn- 
Th11 would involve a nhrcarrary degree of i ndur t r i a l  

(3) 
(STRAC) and USAF t o  Europe, ideqtifying thio movo, if 
appropriate,  a8 an air mobility t ra ining exercI8e. 

(4) 

novo relected un i t r  of the Strategic Army Corpr 

Take etapr t o  inrure an improved a b i l i t y  t o  rapidly 
deploy troopr t o  Europe by mianr of tho Military A i r  Tranr- 
port Service (MATS), the Civil Bkrerve A i r  Flart  (CRAF), and 
the M i l i t a r y  Sea Tranmport Servi,co (Mm8). 

(5) Jncrtare US war reaerve rtockpiler of amr, ammuni- 
t i on ,  equipment, food, POL, urd other rupplier i n  Europe. 

( 6 )  Hove additional nuclear veaponr forvard in c lose r  

Kncreare the r t a t c  of readine8e of the  Strategic 

proximity t o  Amy and Air Force forcer which may require them. 

(7) 
A i r  ComP.nd (SAC). 

(8) Make l o g i r t i c  preparations f o r  call-ap of oeveral 
r emrve  component divir ionr ,  
r eac t iva t e  8ppropriate camp8 and training 8rom.as well am 
s t ep r  t o  provide for  the rtockr of am#, equipment, and other  
materiel  required. 

Thir would includa otepr  t o  

(9) Increase 

--.- TOP SECRLET 
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( 9 )  Incrrara mrnniq and rquipmmt levelr in two Strategic 
Amy Force (STRAP) dirlrion forcas,. to bring t h s o u p  to the 
currant readinrrr lrvel of STRAC units. 

(1Q) Initiatr action to rrtura.drpcndentr and non- 
rrmntirl civil ians from EUropr. 

(11) Activatm a portion of the naval End marchango 
vrrrrl mothball f leet .  

3 ,  Concurrently with muiurrr indicatrd l a  plraSt8Qh 2 above, a 
progrerrive balanced incrarre In the prrmamnt tlS military rrtrbllrhmont 
could br initirtrd. 

TOP S E C R n ,  



1. Tha t0mpOr8ry r a i n f o r c r w n t  of US m i l i t a r y  foreor could 
ba .accnmpl i rh~d ..by : . 

a. Conducting 6 two b a t t l o  t roup air n o b i l i t y  
u r r c i ae . f rma . tha .US  to Germany. . 

b. Deploying. IIL .entire..STILhc div ie lon  t o  h m n y  for a 30 
t o  60 day period, a t  for  t h e  'duration of tha cri l i8 ,  and 
r ap lac ing  it in t h e  r t r a t o g l c  rerrrh by c a l l i n g  on. N8tional 
Guard or Rererve d iv i r ion  t o  ac t ivo  duty f o r  b 30 t o  60 day 
pariod. 

C. Conducting o ther  rimilar ground, naval,  and b i t  
exsrcirw and deploymantr d i rac tad  tovard Europe. 

2. Tho STRAC fo rce  and air l i f t  a i r c r a f t  requirod t o  accomplirh 
a i t h e r  of t h a  firot two activitier could in M emetgancy commanee 
deployment on one hour ' r  n o t i o .  

3, 
from a condi t ion o f  f u l l  rlort and coap l r t e  i t r  movement t o  Germany 
I n  4.5 day,, 

Tho STRAC two b a t t l e  group f o r c e  could deploy in an emergency 

8 .  Strength:  4216 

b. A i r l i f t  r q u i r a d :  224 rottfrr 

c. E r t i m t c d  cost of movement t o  Europe: 

(1) Army $ 650,000 

( 2 )  A i r  Farce 12.100.000 

TOTAL $ 12,750,000 

4, The STRAC divfrion could deploy i n  an emergency from a condi- 
t i on  of f u l l  alert 8nd complete ita movamont t o  Cormany in nino daya: 

a. Strength:  11,S55 

b, A i r l i f t  required: 560 80rtiee 

C ,  Eotinutad COBt 
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c. Ksth~&tad colt of m o v w n t  t o  Europr: 

(11 A r q .  $ 4,00OrWO 

(2) Ah Earc. JQ&&Q@ 

TOTAL $34 600 9 000 

5. The STRAC d iv i r ion  could daploy two b a t t l e  group6 by air  and 
r0maind.r of the diviaion by DM a$ f o l l w a :  

A. Two battle group. by a i r l i f t  (4216 perronnrl. 224 r i r c r a f t  
r o r t l o r )  comploting novawnt t o  krarny in 4.5 dayr, 

b. Serllftad rrruinder of divir ion (7339 peraonnol, thraa 
troop t ranrportr ,  three crrgo rhipd coapleting aovuarnt t o  Germany 
i n  17 dryr. 

c. Ertimatrd .cnU: 

(1) Army $4,000,000 

(2) Navy 428,500 

(3 )  A i r  Fotco 1.2.600. OOQ 

TOTAL . $t7,038,3oa 

6 .  a, One Rarerva or N4tFa1sl Guard Dinidon could be c r l M  to 
ac t ive  duty t o  replaca tho deployed divir ion for a period of 30 t o  
60 day0 a t  M u t i m t c d  C 0 8 t  O f :  

(2 )  Sixty dayo S 9,068,305 

b. Tho dlviaionr  involved are currently not a t  f u l l  r trangth,  and 
t h r  corpr headquarterr concernad would require 8 minimum of 30 day8 p r io r  
notice t o  provide approximtoly 4,900 USAR f i l l a r r  t o  bring one d iv i r ion  
up t o  f u l l  r trength,  

c .  To call one rararvo componmt divirion to  active duty f o r  thir 
period would require  Prer ident ia l  declaratlon of an emergency am 
required by Section 673, Ti t le  10, US Code, though there i r  the  legal  
p o r r i b i l l t y  that a National Guard divir ion d g h t  ba c r l l e d  up f o r  t h i r  
p o r i 4  by a State govornor, if he can be per8u.d.d t o  do 80, without 
much Pre r iden t i a l  declaration. 

. 

7. Po8#ible 
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7.' Posrible naval and a i r  exercirar and deploymtnto could include: 

a. hploymgnt of e l m e n t r  of t h e  Second Fleet t o  war e t a t l ~ n r ,  
exarcir ing from B r l t l r h  port8 and i n  the Norwegian Sea. 
movownt were carried out durlns July or AUgUit, and compcnratfng 
adjustmonte mado In  normal movemento of other fleet u n i t s ,  no 
s ign l f l cnn t  additional c o i t i  a r e  foreraen, 

If t h l r  

b, Deployment of .? tcctical f ighter  force of f i v e  squadrons t o  
Europe, a t  an estimated ooef of $2,078,000 fo r  a 21-day exercise. 

8. I t  should be noted that the above described a c t i v i t i e s  are 
pO88iblO action8 whlch might bo employod i n  an e f f o r t  short  of war 
t o  doter tho Soviotr from i n i t i n t i n g  o 5ZEEii c r l r l r .  
alone( would not materially improve the US capabili ty t o  engage e i tho r  the 
GDR or Soviet Bloc forcer i n  E non-nyclenr war, but i n  conjunction with 
other mill tary and non-mil i tary meaoure6 world-wide could have iome 
deterrent  affect .  

Thara actlonr 
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PARTIAL US MOBILIZATION FOR A wEKT;pBI ACCLSS OPERATION 

1. The US W i 1 1 ~ : i b ~ m d ~ ~ ~  b v e ,  o r  can create, a c a p a b i l i t y  
€or: 

. ... 1 

8, A unilutaw8&...dxLif~ t o  support tho garrison at 
any ti-. 

b. ThrlJS of a q u a d r i p a r t i t e  a i r l i f t  t o  oupport the 
c i v i l l e n  p o p u h t t o n  d ~ z l l n ,  rtarting at any time and bul lding up 
t o  f u l l  planned capacity I n  90 dayo. 

naval  b lockwh within t w  months of t he  time neceraary f o r c e  rugmen- 
t a t i o n r  are ordered,  

e. Navml h&n&&mt actionr at any time, and pacific or 

d. L.rgr-male~.aoaauclmt ground ac t ion ,  with tactical air  
support ,  a8 necwrrary, within four  month. after necerury pobi l lza-  
t i o n  i r  ordered,  arrumine appropr i r t e  ure of forcer In Europ and 
arruming r e i n f o r c i r m t  from t h e  US necerrary,  

use  over  a prolonged perlod of crirls  without degrading i t 8  e f f ac t ive -  
ncbr. (118th of t h e  8-53 forca on a i rborne  alert) 

e. Keeping SAC i n  a state of maximum r u d i n e r r  for f l e x i b l e  

2, In deploying forcer t o  crwte an incrcrarod nonnuclear capa- 
b i l i t y  t o  c a r r y  out t h e  contemplated ac t ions  i n  Eutopo, (1) f o r c e r  
now in Eutopr rhould tomain on t h e i r  p reren t  mirrionr, and (2) f o r c e s  
t o  cope wi th  world-wide cont ingencies  8hoUld ba c roa t rd  and main- 
t a ined  t o  rep lace  fo rcr r  deployed t o  Europe, Addit ional ly ,  becaure 
of t h e  iwrious m i l i t a r y  rituatlon and increamed world t r n ~ i o n r  which 
will r e s u l t  from m i l i t a r y  ac t ion r  around 8.rlfiil. it i r  a d v i u b l e  t o  
plan f o r  measure8 t o  increase  our g rne ra l  war readiner r ,  ouch as those 
outlined below under Waprovement of General War Por tu rda .  

3. The qucr t ion  of whether adaquato secu r i ty  f o r  nuc lear  weapons 
in Europe now exirtr m d  can be maintained without taking 8tep8 t h a t  
would degrade thm general  war capnb l l i t y  of our nuclaat forcer i o  
o t i l l  under concidera t ion  by the  Defenre Dopartnent. 

4. The actions and resulting por turc  fo r  oach m i l i t a r y  purpore 
can be ou-rized (LI follows, but partial mobil izat ion would be re- 
qu i r ed  for the major caprbil i t iet~ requi r ing  w b r t a n t i a l  pcrionnal 
increasec. 

a. A i r l i f t  plana 

TOP SECREl' 



ln4 SECRET 

a. Airlfft gknrara- la  uirtrocr AJUI CUI bo .j.mpluaentbd 
t o  comuenco proviainn &-airlift suppnrt for .BaLtiD. 
partite c iv i l ian  a i r l i f t ,  k tranrport W t r  puot br _r.tJard and 
certain c i v i l  8lrllft camlxac,t. suit bm applled to replace diverted 
MATS a i r c r a f t .  
in8 c a ~ b l l i t i e r .  Fighter e l co r t  a8 required will be provided. 

For i n i t l a l  naval luraraaant of Soviet Yui CDR rhipping 
and f o r  sir hararraent, cur teat  cspahilitier w i l l  wffice. fntmari- 
€id ac t ion  leading t o  naval .blockadeaauurma mould mkm it man&- 
t o ry  t o  propure f a r  B u t i n n  d .&r  u u  rt & I.la(frr mi- 
deration8 apply with rerpect t o  8- of the p r a p o u d r i r  hrar8mentr .  
Since'denial o f  the  r ight  t o  navigate frmely. OD ehr  hlgb sear would 
unquertionably be viewed a8 a hortFlr act of mr, drci8ian t o  v i r l t  
and rearch, d ive r t  and delay rhipr. . h w l d  be accompanied, as a 
mlniwm, by propatationr fo r  war at nu. 
t aac t iva t ion  of rererve rhipr w i l l  be required for  t h i r  purpose. 

For the quadri- 

Tha,wrriurn a i r l i f t  CUI ba accmplirhd v i th in  exir t -  

b. 

Personnel w a n t a t i o n  and 

c.  To prepare a rix-divirion force f o r  large-scale, non- 
nuclear ground act ion,  nobi l i ra t ion of r i x  reaerve component d iv i -  
rlona would be required. 
t o  Europa, thare would ba r w i n i n g  i n  the COWS an Army r t r a t e g i c  
ground rererva of r i x  dlvir ionr .  
rererve component dlvir ionr  could be mobilized and a force of r i x  
dLvieionr r t i l l  deployedf'to Europe, 
w u l d  be only fou r  divir lonr  remaining in  the Amy r t r a t cg ic  g r o d d  
reeetve, a s i tua t ion  which w u l d  limit our eapab i l i t y . to  rerpond' 
offectitvely t o  criaas i n  area8 other than Europe. 

With the deployment of r i x  divir ionr  

A8 an al ternat ive,  only four 

Howevor, i n  t h i r  care there  C. 

d. For any male of ground action conridered, bani8 aug- 
mentation of t a c t i c a l  air rtrength i n  Europe rhould be: 
18 ANG tactical f i g h t e r  rquadronr, and 6 air tranrport  rquadronr. 
Thir Is conridered t o  br  the Mximum USAF t ac t i ca l  force which can 
be mado avai lable  within the tima period and r t i l l  retain a minimum 
rdserve i n  the CONUS. For air action f o r  openKionr conridored i n  
t h i r  study, 21  tactical f igh te r  rquadronr and 6 tranrport  rquadrons 
w e t  be rnobillaod and French barer mrt be activated. Action8 a180 
lncludo rearlignaent of Air Force Rrrerve C - l '  4 d i r c r a f t  t o  HATS, 
federal iz ing six A i r  National Guard C-97 .qua ! ronr, mobilizing the 
Civi l  Rarerve A i r  Fleot,  and act ivat ing nocerrary rupporting 01.monts. 

To provi#c incroaoed SAC readinerr, 6 B-47 Wings and 
6 KC-97 aquadrone would be retained 4nd ground alert w u l d  be l n -  
creared t o  SO%, including 54  additional B-47'8 f o r  t h e  Overreas 
Alert (REFLEX) Forcer. The porture achicvrd would providr 8 capa- 
b i l i t y  for increased airborne alert t o  a level of 1/8th of t he  

6 USAF and 

e. 

B-52 force 
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B-52 f o r c r  without drgradlng the  total alert porture .  

Summaw of Prr ronnr l  Aumrnt r t ion  and Cor t r  

a, 

5 .  

A nar r i ron  and c i v i l i a n  a t r l l f t :  

(1) The c a p a b i l i t y  f o r  a garrison airlift o x i r t e  now.,, 
I n c n r r a d  Air Force comt8: 
mrnt t o  Europe. 

$2 M f o r  f i g h t a r  a i r c r a f t  dip5oy- 

(2 )  Thr US unilateral abra (50x1 of  tho  q u r d r i p a r t i t p  
(QBAL) c i v i l i a n  a i r l i f t  au planned, for  a p r i o d  of 90 dayo: 

Cortr 

A i t  Forre 2,946 (plum 219 c l v )  $64 M 

- Aumontation 

b. &a1 h a r r r r m r n t ~ n d  blockade of_Blpc mhipptng: 

&menration Cor t r  FY 62 

Navy : 

For harareren t  Nons Nonr 

For pacific) 
blockade ) 

For f u l l  1 
blockade 1 

121,900 $2,014.4M 

c .  A&z2dlvirion Lround uctjon I n  Europe: 

Aunmcn tat I op 

483 ' 000 

Coot8 PY 62* 

A i r  Force 60,345 ( p l u s  6,149 c i v )  

Navy - 3,100 
546,445 ( p l u s  6,149 c i v )  

*Over-all coot: estimate8 bring ref ined.  
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Air Porcr 19.142 (PlUB 3;868 $106 kif* 
civ)  

WDoa8 not includa i n c r a r c d  aircraft procuramant or production. 

c 
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1. There ir a wide variety o f  mil lUry  mmalura vvrilahlm to thm us 
and i t 8  Allfer uhich c w l d  bo lmplemuttbd inarcending ordu.af mrvodty. 
There mearurrr c o n r l r t  primarily of rht ionr  by dmp1oy.d -vat urd air 
forcorn, primarily of  the  three occupying powrr and pmrhapr U u t  Osrprny. 

a. - BLQEbder ?I- 

the parug. of Soviet and GDR rhipping throuuh relected r a r t r l c t a d  
watrrr and narrou focal parraper. 

(1) h801Ve r u n r r i ~ ~ @ n C e  .ad photog-phic d o c m u a m  of 

(2) h l a y  of parraga o f  Sovimt and GDR Bhfpphg on the high 

Lengthy d e y r  can k interporrd ubi l e  documentation 

rear f o r  wide rango of rearour uuch a8 1nrp.ktion of documoatr, 
cargo and health condftionr or  ,rurch f o r  f l l e g a l l y  carr lad 
ppronnol ,  
i8 being obtainad. 

(3)  h11 control on the hiph 1-8, including f n t ~ r n a t f o n a l  
vrtrrr leading t o  r r l a c t r d  narrou focal paoia8err and retorn gf 
Soviet and GDR rhipping to portr of dmpartum, Soviet and GDB 
8hfpr rubaepurntly apprehrnded attempting t o  evade tho naval 
b l o c h d a  would be rub j r c t  t o  dotention. 

( 4 )  Whilr hAta88PaUt c8n be carrlad out i n  many areal 
a8 well a8 on the high rear, the following gOOgt.phiCa1 loca- 
t i on r  merit conriderbtion: 

(a) h n i r b  Belt8 and K i d  

(b) Turklrh S t r a l t r .  

(c)  

(d) S t r a f t r  of G i b n l t r r ,  

(6) 

( f )  Cuban portr. 

Turhlu, Trugrru and La Perour. S t r a i t e .  

Ae8a.n appro.01(.8 t o  Gtsrk and Turkirh portr. 

(5) Befora 
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(6) A t t u p t  t o  petruade Allied ~ l l  atbt non&loC mtionr 
con t ro l l i ng  the -fanny8 referred, to  in rub- (4) t o  
refur0 t i a h t r  of p.8Mga to, O r  to btetfrm by a M 8 t r A t i Y B  
delays and r a q u f r u r n t r  u f th  the pawgo of,  Swiet and ODR 
rhipping. 

given t o  the following courier of act lon with rorprct  t o  t h r  
(7) A8  for0 Of Legal h.r.D#Unt, COU8idamtiOU might be 

aforementioned rhipr:  .~ 

(a) A8 a tart care, undertake the reporrerrion of a 
Soviot-held t i bo r ty  8hip. 

(b) With thr cooparation of cartain f o r r i ~ n  govrrn- 
r n u ~ t m  a r t a b l i r h  a data for the raimrr and datantion of 

'all out-of-arm PO-titled Soviet ~ r ~ h . q  rhipr (ompharw 
t o  ba placed OB reiring and dotaining the- number 
of Llberty'r) on gtwnda tb t  e f fo r t8  t o  a f fec t  the re turn 
of there  rhipr by argotlation have been exhaurtacrd. 

(8) Deny Soviat and GDR rhipping accrr)m for repair#, 
rmfuelling or c-rce t o  port8 controlled by US, Bribti, 
Pnnce  or Wert h r u n y ,  and ancmrage othw nation8 t o  h8ra88 
auch rhipping by drnial of 8cco10 or by adminirtrative delay8 
and rrquiraaantr.  

a d  PIueurar would ba undwtatun rhould bo terolved at the 
time i n  the l i g h t  of thr  nature of the actitan a g r i n r t  Bi%Lld 
8nd the United Stater  and Allied forcer @vaflable. 

b. 

(9) The quertlon of whether onr o r  a11 of the above &ma8 

A i r  Hlrarroe ntr. A8 i n  the came of +L Imr r r rwn t r ,  air 
h*rarmantr and rapriralr a180 provide broad rpectrum of poraifble 
alternative8 such a8 the following: c 

(1) h rua  orders 

TOP S E C R E  
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(1) 
der t roy  Soviet and GDR craft fn()ruding on US t e r r i t o r y ,  aEtrp.cr 
OF uaterr. 

Aa a elnglc actioa in d l . r . e t . r y r r i ~ , . n r d m t  appro- 
p r i a t e  ccmmmderr; 0.6.) Comandrr-fn-Cbirf A l r r k b ,  t o  uiu . 
o r  d r r t roy  a Soviot or GDR military a i r c r a f t  over intrrnat lonbl  
wrtrrr within SO milrr of US t r r t i t o r y ,  tbrritorial water) o t  
t a r r l t o t i a l  a i  rrpaco and outride Bloc territam sx rixrp.ca. 

(3) f c r u s o  ru rve i l lmce  of Soviet and GDR f i rh ing  
f l e e t 8  a n  o th r r  rhipping operating in North Atlantic and 
Pbclfic OCrbn8, realring ra t ionale  f a r  poraible f u r t h r r  actlonu 
at a l4tW r k g e .  

Iriue ordrrr  t o  appropriate bmndazn-to..a.ira or 

(2)  

Cloro "buzzing" may be required. 

(4) Deny entry of a l l  Soviet and CDR avfation to  arus 
eon t ro l l rd  by the United S ta t e r ,  Brltain,  France and Veat 
Gormbny. 

(5) Conduct dopth bombing exercfrer from the eft o r  rur- 
q8co rhlpr i n  area8 where Soviet o r  GDR rubamfner, uhich are 
not oponly o%erclrin8 innocent p . r ~ g o  might be lunmuvmring. 

(6) a r k  common Allied and other non-Bloc netionw.to 1 
deny entry o r  delay t r a n s i t  t o  a11 Soviet and CDR aviat ion 
a i t h e r  by d i r r c t  prohibition or through bdminirtrative rr- 
q i r t n m m n t r .  

c 

(7) Harare Soviot and GDR International air t r a f f i c  
rhrougb tho application of a i r  defenre and air t r a f f i c  con- 
t r o l  maar~rer.  

(8) A8 a ringlo action in d i rec t  r ep r i r a l ,  Instruct  
US unified coacrndetr t o  f h r h  Joint  Chiefr of Staff 
d i r e c t l y  at ovary opportunity t o  mi20 OF dertroy Sovfrt 
and GDR mil i t a ry  a i r c r a f t  o r  Soviet end GDR murface craft  
mer or i n  l n t ema t iona l  tmtmtr vi thin 50 miler of US 
t e r r i t o r y ,  t e r r i t o r i a l  #tar8 o r  alrrpace and k preprred 
t o  execute on Joint  Chiefr of Staff commnd. Similar 
arrangrraentr might be undertaken by Brit r fn  and France 
atid, poaoib1y:'~Yert Germrrny. 

TOP SaCRBT 
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8. FOrC.8 avail8blo i n l t U l l y  for..off.ctin& ryrrir8lr w u l d  
conrfrt of US forcer already deployod io -tho g e n u d  8rur men- 
t i o a d ,  ruch fur thor  US forcor 8 8  might be deployed to  -80 a t u l  
i n  caw of Soviet or CDR counteractian, and .ucb farce8 urd f.c’lt 
i t h r  a8 Britain and Fr8nco (end parribly Wait Gabany) r i g h t  O D . ~  
avai lable .  

b. Random reprisal actionr could bo accomplirhod with cur- 
f e a t l y  drployed forcor. 
8ctfom increare,  additional u n i t r  from thm CONUS waild h8vo t o  bo 
daployrd, thrreby i n  a l l  probability crut ing.m imbalmcr In ovmr- 
all  deploymanti of naval m d  air  uni t r .  
b4lsntr would bo dgendont on the extent of pa r t i c ip t ionhof  Br i t i sh  
and Fronch un i t r .  
ruttom81 airipaco, mobilimtion murur@s involving act ivat ion of 
mval and &it rererver w w l d  be raquirod. 

o h a t -  rhlpplnfi and 8 l t  8 c t i v l t l e r  could bocomo d i r p r o p o t t i o n ~ t e  
t o  the r u l  $ffoctr obtalnabla. 
8hd air fordhb could become involvod, thur 4dvorrely affoct ing 
over-811 US defenre porturo unlorr additional forcer &* 
oobtlised, 

S tho rcopo and r e v # r i t y o f  raprimal 

r 
The magnitude of the ia- 

For f u l l  control of the high roar and inter- 

c .  US e f f o r t  applied i n  r o p r i u l r  q a i n r t  SovMand GDR mor- 

A conridorablo pdrtion of US rea 

d, It t o  nocarsary that clear, rpeclf lc  8nd thorough gui&ncr 
b. providad t o  p i l i t a r y  o f f f ce r r  a t  all m~helOn8 who may ba ex= 
pactad t o  oxecutr a t 8  of brasrunt  or r e p r i m l .  When the 8ctm 
t o  b. conrulanrtrd arr ertabllrhed, rp.clfic lnr t ruct lonr  mu8t be 
prolaulgatod by approprlr t r  authority. A l l  o f f l c r r r  murt act 
un&r ozpllcit  order8 and be authori+ed t o  uae force, t o  tha 
r p r i f f e d  degroe, whore nocerrary to carry out inrtructLons. 

a. In carrying out r r p r i r a l r  I t  8.4 and i n  the air involving 
the forceful  .topping of  Soviet or GDR rhipping or a l r c r a f t  i t  
mrt bo recognized t h t  the United St4ter would probably k placed 
in the porition of firing the f i rs t  rhot and perhapr of sinking 
o m  or more v e r r r l r .  

f .  
of the Jo in t  Chief8 of Staff under tho direction of the Secretary 
of Defenae, 

3.  

Planning f o r  ruch operations would be the responsibi l i ty  

Actlonr comparable to thore lirtcd abovr could a180 be applied,  -... 
t o  oqher Bloc n r t lon r ,  If and when they overtly $upported Sovfet-CDR action 
with rerpoct t o  EFEid. 

TOP SECRET 
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1. -ALthough a11 tho  mi l i t a ry  r ~ ~ r u r t r  p r a v i w l y  l l r t rd  for i m r -  
ment of non-nuchar  po r tu r s  a140 con t r ibu te  t o  tho impxovmment Df.oanerr1 
uar por ture .  there are a numbor of r p c i f i c  m ~ r u r e r  which could bo t*n 
t o  futtbrr b n b n c c  US and All iod capab i l i t y  f o r  gu iora l  war. 
regard i t  i r  ompharirrd t h a t  there  preparat ionr  rhould k sade concur- 
r e n t l y  witb preparat ion8 f o r  tho uno of r u b r t a n t i a l  nCn-nuclur  fo rcan  
i n  Central Europo. T h i n  i r  necoraary t o  dorfva from all  p ropa ra t iom a . 
f u l l  and a f f o c t i v o  da to r ren t  dffoot by convincfw tbo Sovie ts  of US 
d a t e r a i m t i o n  and co~mltment  t o  urb whatever degrce of f o r c r  may bo 
rquirad to  t a c t  rucce r r fu l ly  t o  any attompt 4 t  ln tor fe renco  witb accm18 
to *et EzIxii, 

I n  t h i r  

2, Tln r p r c l f i c  ooa8urr8, 8ome of which have beon pror iour ly  l r t rd ,  

a. Place SAC i n  an increared r t a t o  of ra~dinorr vhich could 

which r h t d  be taken are a8 fo l lov r :  4 
." , . 
k m i n t a i n e d  ovar a prolonged period of cririr *out drarading 
'ttr.d@kategic' c a p b i l i  ty. 

In t ens i fy  c i v i l  defenre meaburer including the oonmC~uc- 
t l o n  of f a l l o u t  s h o l t e t r  and the  placing of r u b r t a n t i a l  c o n t r a c t s  
for C h 6  mrnufacture of r ad ia t ion  de tec t ion  meterr. 

b, 

c.  Place a l l  US forcer world-wide i n  an InCremOd rtate of 
rard1W88. 

d. Discontinue the  inac t iva t ion  and/or re t i ramant  of opera- 
t i o n a l  fo rce r ,  ruch a8 B-47 vingr  and aa~phfbiou8 rh ipr .  

e. Rerume nuclaar  t 0 8 t h g .  

f ,  Rerume U-2 f l i g h t 8  and reconnairsance f l i g h t r  over 
Sibaria 4nd the  Soviet  Arctic. 

c 

. 

g. Stop up tho ICBH program and the  program f o r  "hardening" 
d 8 r f  10 8ite8. 

h. Accelarate cu r ren t  ac t ion  t o  improve c o w n d  and con t ro l  
c a p a b i l i t i e r  t o  include p l rc ing  the  J o i n t  Action Control Staff i n  
a completely opera t iona l  rtatuo. 

i. Inc re r se  si 1: defenr r  memrures. 
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THQ, USE OF rORCE AFFBR ALLIED ACCESS M EEBXNf8 BMCKED 

1. While it i r  cor rec t ly  ncognized  i n . t h a  Achwon.Riport of 
. 2 7  Juna 1961, that addi t iona l  mi l i t a ry  analy8i.r and ph+ng.would br 

needed in order  t o  give e f f e c t  t o  it# p r i n c i p l u  on t b  UI. of..fDraa, 
a p o i i t i c a l  fraaework ir a180 nerdcd before  the planning w . b e  urrird 
f u r t h r r ,  
purparee and objectivor of fo rc ib l e  ac t ion .  Anoehet part Mould h o e  
d a l i n e a t i o n  of tho rcale on which lncrear rd  mi l i t a ry  forcor w l d  be 
ava l  Labla, and the  t imina. 

A part of tbim would be provided by .-clear aPItmMnL. of th. 

2. Th. h p o r t  ca l l r  f o r  b m d e r  freedom of mi l i t a ry  ac t ion  
rhould B.rlinl acceas be blocked, Thir wider a v a i l a b i l i t y  of myr  t o  
u8a forco  can In fact  exir t  only I f  partial mobLllratlon rome month8 
beforehand har lod to  ru t i r tan t ia l  reinforcement of US forcer  in Europe. 

begun roon anough, the Unftod S ta t e r  can have a capab i l i t y  t o  apply 
aga ina t  a Sovlet/GDR blockade an mount  of non-nuclear p o w t  v o l l  beyond 
w h a t  i 8  now planned. 
how much force 18 mobilized from the  reserve cmponrnt r  and when t h a t  
moblAi8ation i m  begun. 
Us oobi l fur fon  18 under my, the ini t ia l  capab i l i t y  t o  cam out tbr 
non-mbc l u r -  ground operat lonr  dercr ibad I n  the Report rill bb very 
l i m i t u l ,  h r i n g  the  f i r r t  week after blockage, only by wrkening the 
general  mr deployment i n  Europe could more than one US d lv l r ion  be 
ured to rartore ground acceor. Within about three weah,  a c a p a b l l l t y  
t o  U m  throe US d i v l i i o n r  for that purpora without i n t e r f e r i n g  wiL n r  
plan deployment8 could be c rea ted  by mavin# two STRAC d iv f r ion r  t o  
Europe. But v i thout  p r i o r  mobil izat ion,  it would rquire about three 
t o  four: months before t ha t  capab i l i t y  could be r l g n i f i c a n t l y  inc ra i r ed  
without eajor rirkr e ls rvhr re .  

3. I f  p.rtlal US mobilization and #om deployment t o  Europe are 

The amount, and hence the re8Ult0, vi11 dop.&d on 

If a l l i e d  ~ c c e r r  t o  B.rlinl i r  blocked bofore 

4, Prior US po l i t l ca ldac i i i on r  and act ion6 ore a l s o  necerrary 
i n  order t o  obta in  maxiwlm Allied force contr ibut ions.  The range of 
n o d n u c h a r  opt ions can be broadened artenrively by Allied particpa- 
cion,  but  t o  8et whatever Alliod cont t ibu t ionr  a r e  obtainable  viLl 
r equ i r e  convincing evidence before kand. that  t h e  United S ta t e r  r e a l l y  
regards expended non=nuclcar ground ac t ion  a8 worthwhile. 

I 
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LEGAL CONSIDEEATIONS 

t.  To augmont tha proront betican forcer available for daploy- 
Bent in Wropr, tho following porribilitier are lagally auailablo: 

a. The prorent active duty rtrgngth d thr-srmad fOrCOr i r  
approriprtaly 2.1) million, 
duty rtropgth of the aamod forcer is 3 million. 
duty rtrongth may ba incrurod under law noy k offrct by voluntary 
appointwntr and anllstment8, by induction8 qnder tho Univrrrsl Hili- 
tary Training and Sorvlco Act,  and by involuntary rrcrll to activa 
duty of ms~bota of the renowe corponontr of tho a m d  forces. 

tho roaerve co~poaratr of the amod forc.8 involuntarily to activo 
duty. 
Guard of the Unitad St8t.8, Nav8l Resorve, Marine C e r  Re8erv0, Air 
National Guard of thm United Stater, A l r  Porco R.B.~V@, and the Cdrt 
Guard Rarotvo. 
10 USC, rection 673, upon hi8 declaration of a national amorpncy, tb 
ordrr not mor. than one million mrbero of the Rudy Rauorva to active 
duty without their conrent. 
"for not more than 24 con8wutlvr month8 of duty." 

Until July 1, 1963, thr uttharirrd activd 
Tho prorant activo 

b. Proridantla1 action would bo nradrd to rmcall momborr of 

Tho r e i o ~ e  component8 aro tho Army Rorrrvo. Army Wational 

The Prorident of the United Stator 18,iUthorhd by 

He may ordrr there on. million ~ ~ ~ b o r r  * 

c .  Tha Uoady U O M N ~  include8 both tho Amy and A i r  
National Guard of thr Unitrd Stator 81 wall ar tho othor roaerve 
componmto. Tho Proridont would hava to doclare a national uuergoqcy 
to call than t o  duty in rpito of tho fact that wo are rtill oparat'ing 
under th. national amrrgoncy declared in 19SO procoding tho Koran war, 
for 10 USC, roction 673ta). road8 in pertinent Wrt, "In tiao of 
national emergency doclared by the Preridmnt after January 1, 1953 .' .IB 

Tho Conoral Counrel'r officr of the Dlfanra Dapartmaut h.8 proparod 
a draft of tho Prrridontial Proclamation to accompliih thir purporm. 
Tho promulgation of such an ordrr would in offrct bo a proclmation 
of a limired national ememency for it would be gured to activate the 
authority of tha President to order the Rmady Rmaervm into activo duty. 

Should the rituation require action rupplemonting that 
rat  forth abovo, tho Prerident could requart the C o u p 8 8  t o  extond 
all appointmento, anlirtmmntr and lnductionr of porrmnml alroady on 
active duty for an indefinite period. Such action must be trkrn by 
Congrerr. The General Counrel'8 office ha6 proparod a draft of m c h  
a proporod Joint Rerolutlon which would bo rubittd to tho Congrers 
If th ir  action io nOC88Mty 8nd drrlrabls. 

d. 
. 
I 

2. Augmentation 
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2. AupmtaNon of  our E S % 5  aircraft capudLy by mm1-t- 
iqg rilitrrg a i r c r a f t  capacity Vith c i v i l i a n  aircraft, aould br 
accorpitrhrd ; 

Dlroctor of OCDW, 8ctivating thr C f d l  R a r e p  Air P h o t  (CIWI), 
Thio v w l d  provide 8 darignat@d nwbar  of mrrrngrr and cargo air- 
craft ( a p p r o r i u t r l y  212). Thia, hamvat, a i a h t  b v o '  a r l & I d f % C a ~ t  
imp.ct upon the civiLi.n.acooaoy ar a11 over-ocam mitablr four- 

a, By the  SrcraUry of Wfanr., in. coopewan vith tho 

8118ina C ~ Y B Q  airctrft i n  tho U.9 .  Invrntory a 
t h i s  pmgru, Tha "CRAW c8pscftp $a 
nothing brOiO--th8r# Can b. W t f i d  . C t i V 8 t f O a .  

b. By tha Sacmtary of Dofonra dacl8riag an airl if t  Qlr- 
goncy, and requirina r a a  o r  all of th8 current contractarr  provid- 
ing a i r l i f t  aarvico t o  thr Military A i r  T anaport Srrvlaa t o  provLd8 
tha aspaidad capaclty thay h v a  r a i t t a d f o r  r e r p n c y  purporrr. 
Thir would provid8 8 18rrar numbor of aircraft than contafn8d in th8 
"CRAF Progrwp." Currant contract8 covmr oparationr in th8 Pmciiic 
and In  th8 Atlmtic. Rmhver, in time of an air l i f t  .wr$eocy, as 
dac1,arad by the Slcratary of Ikf8nr8, contractor8 u y  bo ordmrad t o  
d i v a r t  to rpacific arum and m*$fic ro~te8. 

c .  Uaing c i v i l  aircraft in tb8 op8ration can ra+ 
8p.cial lqal and o p r a t i o n l l  p r o b l c r ,  Bonvet,  no ob8f8ClO axlat8 
t o  th8 ur8 of c f v f l  aircraft t o  rrp l sa  mili tary +band p8raonqar 
a i r c r a f t  i n  lam rmnsltlva arur ,  thJ8 freaing military aircraft for  
uae i n  th8 &tLinl oparetionr. "bir tpchafqua uuuld rlro avoid the 
logal  and opm!atiotul problur  inharapt in w i n g  c i v i l  a i r c r a f t  in 
renr4t iva a r u r  ganaratly. 

i an  a i r c r e f t  rhort  of tha a r i r i n ~  of luch a r i t u t i o a  as might 
fU8tify a d r c h r a t i o n  of mr (mae jotnt opinion of Doprrtmont of 
Stat. hga l  a d v i w r  m d  WD Gonrral Cgunrd, datd 12 Ja.nuary 1960, 
msarding r8l-88 of a t a i c  m p o n 8  t o  tho United Kingdah), 
10 USC, racfion 9742, providrr: 

d. The Preridont could not r im or t a b  control of c i v i l -  

"In tlma of mr, tho Pterfd8nt, through the Sacratmy 
Of the A i r  Force, MY tuko Ogrl808lOn and armme control-  of 
crlllbr part of my rybtam o f  t rurrportat ion t o  tranrport  
ttoopm, tdr arrtarlal ,  and equipwnt, or f o r  other  purposrrr 
r a l a t ad  t o  tho aaorpncy, So f a r  ar naca ru ry ,  ,he m y  use 
tho ryrtm to  th8 u c h ~ r i o n  qf other traffic." 

3. Intrrnat ional  
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a. A b o l l i # o n n t  blockatla, which epplior t o  a11 rhlming t o  
urd from tb . .b lockudd aou&ry, including nmutnl*, i s  u n i w r u l l y  
rocogni.,sod do an met of Wr ~ a l n r t  tho blwkad.6 awntry, won t h q h  
tho blocludr i e  d p l o y o d . r k p l y . t o  dopriw tbrt a m t r y  bf ia t r rcourro 
with t h r  au t r lde  vorld ‘dthout mili tary opqt4sar grhorr. Abrmt a 
r t a t o  of mr botwam the  Unit& Stater and thr  h v i o t r  or GDR, thrrt. 

‘any r t t r p t  to  do 80 nnrld i t r r l f  conrtf tute  In Intrrnationa1 L a w  u1 
act of vI)r thoreby inwlviog tho UniSod Stetor In  al l  tho conraquancer 
of atmod .ggrersIon. 

b. 
plrporar of obtaining reparatLon8 ar t o  put au md t o  ODH dlr turb-  
anco. A8 ~ ~ ~ ~ r l s o d  by Backworth, t h i s  typo of blockado f o r  reprlrl  
I 8  ttrogadd.d am an wt rbort  of by which on. 8t.t. undertakar t o  
blockado tho porte of anothrr Stat. f o r  the purpoeo of conpolling t h e  
lattrr t o  mako -do or -ration for  a m  I%UILLEO clalaed t o  b v r  
boos caumad by tho blockadd St.tr,N c ~ n  important tnc idmt  of such a 
b l o c l u d ~  is tht tho Stat. imporin8 tho blocludo my lawfully raise 
only vaerelr  of the  blockadad State  and u y  not in te t fe ro  w i t h  tnrrrlr 
of third c w n t r i r r  -opt f o r  tho purporr of ldontfflcatlon. l i ioiori-  
c a l l y ,  only tho g r u t  Eumpun ponrr hvo nrortod t o  paclf lc  block- 
8d.r (Bri t8ln 8nd Brmcr thirtoon timor u c h )  and i n  oach cam thi8 
dovtcr -8 urrd q p l n r t  w k  countries which did not porrerr f l r r t r  of 
conrequenco , 

v can i ~ g a i i y  b. no r i ~ h t  to qrrwt a bol l igrreut  blockad8. Furthrr,  

Tr rd i t ioml ly ,  a.pvcific blocludr FI undottrkon f o r  

c. Any attempt t o  i m p d m  ..pacific blockado upon the Soviet 
Un&on‘ would undoubtedly provoko‘ r rUli+on of 801. kind which might 
wall lead t o  gonrral wm. 
tha  loga l i ty  of the u.0 of pc i f i c  blockador i r  now rubjrct  t o  roriour 
doubt in  v i n  of our port-World Vat I1 c m i t s a n t r  unbor the  U n i t d  
Nbtlorw Chartor. 
national dlrputer  by nun8 uhich do not .endangw and rccurlty.  
Plragraph 4 of Art lc la  2 providor rpocif ical ly  that tUL1 -berm stull 
refrain i n  th8 i r  fntoroat iqar l  rolat ionr  from tho tbrmt or uro pf 
foaco againr t  the t r r r i t o r k l  Integri ty  or p o t l t i c r l  indopondencr of 
any 8tat0.I~ It cannot authori ta t ivr ly  bo rtated that pacific blockakda8 
would br.cohatrued t o  bo within tho prohibition o f  Artlclr 2 of tha  
United ‘Utionr  Chartrr, but i t  v w l d  r r a  that n i o r t  t o  th18 dovlcr 
l r  now prorcribod on tho ground that It mrr proparly psr takrr  of tho 
natuto of tlforcetl n t b o r  than ttpmcoful munr”. 

But ppart from t h i s  pract ical  conrldrration, 

Articlr 2 r;quiror al l  mambrrr t o  rott lr  t h e i r  gntar- 

. 
d. I f  i t  
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d, If it  should bo d a t o N a d  by. tho 9.rutfty Counqil pf 

tho Uaited.Y.tionr t h t  tho ptorpctiw rQUkt8 of L&drrlln cSi#iO 
conrtituto a thrut to,tho *cor a bruch of tha pmcr or an act of 
@ggrwrion on tha part bf tho. Sovirt Uaion, than a blocludo could tu 
thooty at l u r t  ba .uhbbi+sd undar tho provisionr OZ A r t i c l u  39, '41 
and 42 of tho Unitod h t i o h r  Chrtrr. A# a practical Yttrr ,  *&r, 
ouch propowl would undbpbtrdly br votord by thr Soviot roprrrm- 
tativo I 

C' . . .. , . . . !d. ,- . 
0 .  A b1o'cl.de mL;ht por;ibly br &&sod under Arriclo '$1 of 

tho Unitrd Nation# Chartor 00 tho Bmir of individual or collrctiva 
rdf-ddoarr to rrpol a m d  attack but wen th is  action could probably 
bo contlnurd only until tho S m r i t y  Council mat to dual with tho 
8 ituat ion. 

P, In rum, tho lrgrlity of a blockado by tho Unltod Stitor, 
vhather k l l i u o n n t  or pacific, i r  rubfrct to vrry ~ r a v o  dwbtr for 
tho roarom outlinod abm. 

TOP SECT 



2f  PImOQ. 6- D W L S X ~  

IM!u . 1,  Ia~rorra draft call.. 15 - 31 July 1961 

. 

2. Ikpaud rillt.ry *ad iudurttL11 production 
baa.. , 

Xncroaro production rater of non-uuclear 
n c a i t i a a  add rrloctrd rupplicr and equip- 
m a t  * 

3. 

6.  Rrv1.r re8dina08 aUcu8,gf all'SeR4c 
ubIt8 md rupporrlng unita, togethor with 
a/xProprirtr raa rud alr aupport, and fnrute 
crpabi 1 i ty for oar 1y dop loynnt .  

Tako atop# to inrum an ioprovod ability to  
n p i d l y  doploy troop8 to &rope by m a 8  of 
MATS, u, 8nd HmS. 

7. 

8,  Rapare f o r  u t i l i u t l o n  of aircraft at  var- 
time rater. 

9. In l t ia t~  maamre# tp lacreare rradfnorr of 

continued rffattr to  c o a d t e  tripartite 
allied plaaning -aka. ' 

and a l l i a d  forcrr fa Europa t q  include 

10. Incraarr combat raadinerr of rclactlvo 
rprtrvm pa~opantory to  call-up. 

11, Lnl t ia to  .~18uras to incnaro rugioeoo 
for grnoral vat. 

. .. - . 

12. Begip f i l l i n g  
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1 - 15 AUgUBt 1961 12, Begin f i l l i n g  up,STR1LE&ubhb..foccrr . t o  
extent poarihla without calling up rarerver.  

16 - 31 hgU8t 1961 13. A LIHlTED NATXONAL PHERGWCY HAVING BEEN 
,nSnARPD ABOW 8 AUCUST EgCIN PAKnA 
HOSILLZAIEION . 

14. 

19. 

16. 

all up 6 dlvir lon forcer. 

Bmgin ca l l i ng  up 21 ANG f igh te r  squadronr, 

Begin naval rugmantation of 121,900 man, 
88 rbips, and 23 A S  BquAdronr. 
. t  

Iacteara SAC ground a lwt  t o  SOX. 

pbtain SAC overflight rightr from 9p&fn. 

Arrange for  u r i q  n u c l u r  W ~ ~ O U B  from 
?ranch barer. 

$ 1  

17, 

18. 

19. 

1 - 17 Sapternbar 10. 

21. 

%.plate f i l l i n g  up  of STRAP divir ion forcel .  

?TAC rquadronr, t o  Europe. ai 
1961 

ploy 6, ANG t a c t i c a l  f igh ter  rquadrons, 

22. 

23. 

Rftain Donaldaon, MacDill, Chennault a l r f i a l d o .  

Bagfa withdrawal of dspendenta and non- 
errontl.1 pe~ronnol  from Europe. 

Daploy 2 SlRAC divlr ionr t o  Europe, 24. 

NASE 11 

(17 Sept - 1 DCC) 25. 

26. 

Call up 6 ANG C-97 equadmnr. 

Daploy 4 dlvlslonr t o  Europe. 

27. lhploy 12 f igh te r  aquadronr t o  $urops. 

28. I b b i l f r e  CUP. 

PHASE 111 
JOP Sec RET 



(1 D k  - 1 chnl 29, Daploy 6 t ranoport  rquadroar t o  Europe. 

30. 
- .  i r  .nu9mary. 

31. Implrwnt -divirion plan i n  h r o p ,  ar 

32. 

Inrtlfute prcfffa b1oalr.de or naval blockade, 

nmh88w. si 

&pmd aobf l iaatfon md taka athat U t u r y .  
.ctioar, ar oecerrary. 

~ontainr  r rprrrentat ivo *or actionr. 
and p o l i t i c a l  guidance, nthrour rupplamentay 8ct ionr  or 
churg.8 w l d  bo unlrrtakn, 
i n  the US m i l i t 8 q  rrtabliahment could ba WndetUken i n  l i e u  
of p.rt4.l mobf l i aa l ion i  ib addition, Lnvoluntary ertmrioa 
Of Current rnli8twqtr could bo conridrred. 

Dapmding on oituation 

For examplo, a poraunrnt increare 

It is i a p a ~ t a n t  t o  note tbat mobi l iu t ion  a d  deployment 
rcb.dulo8.me drprndrnt on baric dbcirion t o  dec la re  nat ional  
mergency. L u d - t i m a  of necrrrary preparatory actloor bafort 
and a f t e r  W-day w i l l  govorn t i r i n g  of u l t t u t a  opemtionr, 
If baric dect8lon on drc l a r r t i on  of national emergency 18 
drferrad,  correrponding d a f d r n l r  o f  mort eventm uould rerult. 

Ueployment of TW rquadtonr could CODI earllor, i n  connect(lon 
with implementation of a i r l i f t ,  

I 

Could be s.ecutrd at,any time a f t e r  1) Wovcnber. 
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ANNEX C 

PERMANENT MCXBASli LN 

UN LTED STATES MILITARY STRENCW 

TnLm probled 1s  Lhe subject  

of furthec 6 t ~ d . v  t y  the  

Joint Chiete o f  Sr8f:t, 

and was not available for 

fnclueion In t t i i s  study. 
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ANN= D 

FEDERAL EMERGENCY PLAN 

OCDM SUBMISSION 

ASSUMPTIONS 

This  plan i s  designed to meet increased in t e rna t iona l  tana ions ,  
which could lead to war, r e s u l t i n g  from the  63ZIZd s i t u a t i o n .  It  i s  
based on the followlng srsuapt ions:  

1. 

2.  

An increased state of nat ional  emergency w i l l  be proclaimed. 

The publ ic  w i l l  be informed of a l l  elements of the 
fo re ign  and domestic s i t u a t i o n  t o  the extent permitted 
by s e c u r i t y  konsidrratfons. 

United S ta t ee  m i l i t a r y  force6 w i l l  be augmented. 3. 

4, Overt c i v i l  defense measures vi11 be taken toreach 
t h e  rabximm f e a s i b l e  state of readiness by December 1961. 

5. Emergency l eg lo l a t ion  w i l l  be submitted t o  Congress. 

6. A l l  mobil izat ion ac t ions  and con t ro l s  necessary t o  support  
increased m i l i t a r y  forces  and c i v i l  defense readiness  
measures w l l l  be i n s t i t u t e d .  

PHASED TRANSITION M MOBILIZATION 

A series o f  i n t e r r e l a t e d  ac t ions  must be taken; by the Federal  
Government to attain i n d u s t r i a l  mobil izat ion,  m i l i t a r y  expansion, and 
an  increased readiness  in c i v i l  defense. Because of the  lead time 

, r e q u i r e d  f o r  c e r t a i n  of these key ac t iono ,  such as l e g i s l a t i o n  and fund- 
ing, th i s  plan has been prepared to met a proposed time. t a b l e  as 

J follovs: 

Phase L, Ju ly  throulth Sedembar 17 
9 I, 

Decision and, action on thoee organiza t iona l  and preparatory 

measures 
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measures, including emergency leglelatlon required to meet 
the sltuation. 

Phase XI, September 17 throuuh November 

LnitFatlon..of oelectad aobllizatlon action8 and controls, 
bnd c iv i l  defenre neasurte. 

Phase 111. Decembk 

Completion of mobil izatton buildup to mUrimum readiness 
to support either ( 1 )  a limited war in Europe, or ( 2 )  a general 
war w i t h  nuclear attack. 



.I . . .  . .. _ _  - . . . . . . - -. . . .. . . . , 
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PRBSIDENTIAL ACTIONS 

Phase I. J u l y  throunh September 17 

1. Iooue a Proclamation of  an increased state of na t iona l  
emergency announcing a decis ion toaugment the Armed Force8 , 
inc luding  the  c a l l i n g  up of  rc lec ted  Rererve and National Guard u n i t s ,  

2. I s sue  a Memorandum t o  the  Secretary cf Defense bUth0riZing 
inc rease  i n  s t r eng th  of the  Armed Forces tonew s t r eng th  goa ls ,  and 
g ran t ing  a u t h o r i t y  to o rde r  up to one mi l l ion  Ready Rererv is t s  t o  

- a c t i v e  duty involuntar i ly .  

3. Submit to Congrers standby emergency l e g i s l a t i o n  (War 
Reeourcee Act) providing f o r  (1) p r i o r i t i e s  and a l l o c a t i o n s ,  ( 2 )  author-  
i t y  to  r equ ie i t i on ,  ( 3 )  expansion of productive capaci ty  and supply,  
(4) a c q u i s i t i o n  and d i spos i t i on  of real property,  ( 5 )  emergency con t r ac t -  
i ng  a u t h o r i t y ,  ( 6 )  p lan t  oeizure,  ( 7 )  emergency fore ign  assistance, 
( 8 )  p r i c e ,  wage and r e n t  stabil ization, ( 9 )  cont ro l  of consumer and real 
eatatc  c red i t ,  (10) employment con t ro l ,  (11) eet t lement  of l abor  d i r p u t e s ,  
(12)  ccnsorohip of  conmunicatione, and (13) general  provis ion.  

4. Direct preparat ion of Executive Orders implementing the  
emergency a u t h o r i t y  contained i n  the War Reoources A c t .  

5. I ssue  Executive Order providing for  etep-up of c i v i l  defense 
t r a i n i n g  and readiness  reasurae and prescr ib ing  Departments and 
Agencies responsible  f o r  these functlone.  

6 .  Issue Executive Order providing f o r  mobil izat ion of the  
Nat ion 's  resources  and prescr ib ing  Departments and Aaencies 
responeib le  f o r  theee func t ionr .  

7. Submit to Congress a b i l l  f o r  the Immediate augmentation of 
the Armed Forces providing for au thor i ty  ' f o r  (1)  order ing  a l l  Ready 
Reoorvis ts  t o  a c t i v e  duty invo lun ta r i ly ,  ( 2 )  increasing the  period of 
t r a i n i n g  and eerv ice  for inductees  from 24 to 36 monthe, ( 3 )  r emving  
r e s t r i c t i o n s  upon the  territorial use of  members and u n i t s  o f  t he  
Anaed Forces ,  (4) extending f o r  a period of one year  a l l  appointments,  
en l i s tmen t s ,  per iods of obl iga ted  sewice, o r  o t h e r  m i l i t a r y  status of 
mambare of the  Armed Forces i n  a c t i v e  service at  the time of the  

9 

.. enactment of the  l e g i s l a t i o n ,  

8 .  Submit t o  Congress a b i l l  (1) suepending e x i s t i n g  s t a t u t o r y  

s t r eng th  c e l l i n g r  

SECRET - 



otrcngth ce i l i ngs  of the act ive Armed Forces, and ( 2 )  authori t lng the 
ordering to ac t ive  duty involuntarily of a l l  Unit6 and members of the 
Reeervc, 

9 .  Submit to Congress a b i l l  to  authorize the t ransfer  of a tonic  
weapon@ to  selected a l l i e s ,  

10. Submit to Congress 4 b i l l  appropriating funds for the con- 
otruct ion of s h e l t e r s ,  t o  be allocated at  the diccretion of the Prerldent.  

11. E8Ublioh an organleation to  d i r e c t  and coordinate a l l  economic 
warfare and psychological (both domestic and international 1 operationo. 

. .. 
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DEFENSE MOBILIZATION ACTIONS 

Phase I. Ju ly  throunh September 17 

1, Obtain from Dapartment of Defenre phared s t r eng th  requi re -  
ments, i,ncluding category of personnel. 

requtrements,  including those for  (1) mil i t a ry  hard goods, ( 2 )  
petroleum, including a v i a t i o n  gasol ine and jet f u e l ,  ( 3 )  food, 

2, Obtain from Department of Defenre ertinate of t h e i r  t o t a l  

(4) 
and 

f o r  

t h e  
io t 

medical oupplieo,  ( 5 )  t r an rpor t a t ion ,  ( 6 )  mil i t a ry  s o f t  goods, 
( 7 )  fo re ign  n i l i t i r y  aid. 

3. Obtain from S t a t e  Department i n f o r a t I a n  on requirements 
fo re ign  economic'rid. 

4. Obtain from Council of Economic Advirars,  Department of 
Treasury and the  Fdderal Rerewr  Board t h e i r  recommendatlono 
i n d i r e c t  econooic con t ro l s  and taxation pol icy that should be 

proposed t o  meet the requirements for ' the  mobf lization period. 

5. I n i t i a t e  preparat ion for  establishment and s t a f f i n g  of t he  
fol lowing emergency agenciea : 
munications,  and Cenoorehip. 

S t a b i l i z a t i o n ,  Transpot ta t ion ,  Com- 

6. Notify se l ec t ed  Executive Resenriots 8 s  to  po ie ib l e  c a l l - u p  
t o  duty  on a r a l e c t i v e  bar io  as required to meet the phased mobil iS8t ian 
program. 

7. I n i t i a t e  Executive Order au thor iz ing  withdrawals from s t r a t e g i c  
and cr i t ical  ma te r i a l  r tockpi le .  

8 .  Es tab l i sh  mechanirm and procedure for determining requi re -  
ments f o r  the civi l ian population. 

9 .  Es tab l i sh  mechanism and procedure for the  purpose of 
I (1) reviewing the over611 programs of  Federal Agencies developed t o  

m e t  t h e  s i t u a t i o n  f o r  f e a s i b i l i t y  of completion within al lowable time 
l i m i t 6  and ( 2 1  determining relative urgency of program0 to< e s t a b l i s h  
program p r i o r i t i e s ,  a8 nwersary .  

10. 
owned t o o l s ,  equipment, n a t e r i a l e ,  and food. 

E a t a b l i r h  programs for the  i m e d i s t e  re loca t ion  of Federal ly-  
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11. Prepare to suspend or mdify import control8 on petroleum 
products. 

12. I n i t i a t e  maasurea to increase output of avl4t ipn gasol ine 
and jet f u e l ,  including components and addit ives .  

13. Direct Department of the Interior to e r t i m t e  tanker 
demandr by area; review need to adjuet petroleum product trade 
patterns,  

14. Alart Maritimc AdniniStrAtion to poeeible  need far 
act iva t ing  reucrve tanker f leat. 
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CIVIL DEFENSE READINESS MEASURES 

Phase I. Ju ly  throunh September 17 

1. I n i t i a t e  a public information program r t r e r s ing  meaeures of 
family protect ion,  family f a l lou t  ohel ters ,  food and water reserves, 
f i r s t  a i d ,  warning, emergency.inforPation, etc. 

2. I n i t f a t e  program f o r  financing new she l t e r  construction 
program. 

3.  Erpeditc program of identifying and marking shel ter8 and 
s h e l t e r  areas i n  public and private buildings. 

' 4. Increase procutement and d i s t r ibu t ion  of radiological 
defense equipment, including reserves 6nd partial sets. 

5. Increase d l  f i e l d s  of c i v i l  defense training with spec181 
emphasi 6 on radiological defense monitoring. 

6. Issue d i r ec t ive  t o  Federal Agencies regarding c i v i l  defense 
goal6 time-phased f o r  the next s i x  months OR (1) she l t e r ,  ( 2 )  radio- 
logical  instruments, ( 3 )  medfcal supplies, and (4) es rcn t i a l  survival 
i terns. 

7. Expedite completion of assignment of emergency planning 
r e6pons ib i l i t l e s  to delegbte agencies; d i r e c t  such agencies t o  be 
p r e p r e d  t o  carry ou t  a l l  asrigned emergency functions. 

8 .  Accolerate i n s t a l l a t i o n  of NACOH If radio b6ck-up to Ow 
Regtonal Off ices on an O p e r 8 t h a l  basis.  

9 .  e x p e d i t e  the axtansion of NACOH 11 radio back-up from 
OCDM Regional Offices to  S ta t e  emergency operating centare. 

10. Increase frequency of unscheduled tests of the National 
Attack Warning System (NAWAS) and the Camand Communications Network 

? ( N A C O M p  

I 11. Direct CSA t o  d i r e c t  a l l  CBR equipment manufacturers with 
current  contracts  t o  accelerate  production of selected detecttdn 
i n s t r u m e n t  B . 
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PRESIDENTIAL ACTIONS 

Phaee XI. September 17 throunh November 

1. Submit to Congress b i l l  providing fot the  s tockpi l ing  of 
se l ec t ed  e s r e n t i a l  runr iva l  items and authorizing appropr ia t ions  
t h e r e f o r  . 

2. Submit t o  Congress b i l l  providing for addi t iona l  emergency 
funds for  uoe by the Prssident .  

3.  Submit t o  Congreos b i l l  au thor iz ing  i n s t a l l a t i o n  of the NEAR 

Submit t o  C o n g r a ~ r  b i l l  to amend the fn t e rna l  Revenue Ccde 

ryrtea na t iona l ly ,  

4. 
t o  provide f o r  acce lera ted  tax amortization. 

5. 

6.  

Submit t o  Congress b i l l  to author ize  rev is ions  in t ax  rate. 

Submit to Congress b i l l  to author ize  an increase i n  the 
s t a t u t o r y  publhc ddbt l i m i t .  

7. Issue Proclamation urg ing ,  improvieation and cons t ruc t ion  
of f a l l o u t  shelters and o t h e r  r e l a t ed  esiential  preparat ions by 
state and local governments, indus t ry ,  commerce, and Indiv idua ls .  

8. Isrrue Executive Order es tab l i sh ing  p r i o r i t i e s  on a l l  con- 
s t r u c t i o n  of new Federal  Building@ and d ive r t ing  materials and labor 
t o  cons t ruc t ion  of f a l l o u t  s h e l t e r s  i n  appropriate  e x i s t i n g  Federal  
bu i ld ings .  

9 .  Issue Executive Order suspanding o r  modifying the  P r e s i d e n t i a l  
Proclamation ad jus t ing  imparts of petroleum and petroleum products i n t o  
t h e  United S ta t e s .  

10. Issue Executive Order t r ans fe r r ing  the Coast Guard from the 
Department of the Treasury to the Department of Defense. 

11. Iorue Bxecutive Order dec lar ing  the Commissioned Corps of 
the Publ ic  Health Service to  be a ml l l t a ry  sewlcc and prescr ib ing  
r egu la t ions  theraf  o r .  
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12. Submit to  Congreea b i l l  to  adjust the Federal CiVili8n 
Personnel Syetcrn f o r  operation i n  an baergency. 

u t i1 i za t ion  of  a l l  coramunfcations crossing the borders qf the United 
S t a t e s ,  except o f f i c i a l  communications which by international law or 
agreement are immune from interception. 

13. Submit t o  Cangrers b i l l  to authorize interception, and 

14. Submit to Congress b i l l  providing f o r  control over com- 
municatfona with respect t o  par i t ion and movement of ehips. 

15; Submit to Congress b i l l  to exclude known subverolves from 
defcnoe p h n t 6  and key f a c i l i t i e s .  

16. Submit t o  Congreee b i l l  to provide criminal penal t ies  for the 

Submit t o  Congress b i l l  providing f o r  control over t e l e -  

w i l fu l  dieruption o r  sabotage of non-military defense comaunications. 

17. 
communications with rrepect to the movements of a i r c r a f t ,  

18. Issua Executive Order providing f o r  the establirhment of an 

Submit t o  Congres8 b i l l  to authorize the euspension of 

a l t e r n a t e  system f o r  f i l i n g  and publishing executive agency documents, 

19. 
lawe r e l a t ing  to  the adminirtration of c iv i l i an  o f f i ce r s  and employees 
of the United S ta t e s  in areas outside the t e r r i t o r i a l  j u r i sd i c t ion  of 
the United S t a t r s  affected by actions of a hoet i le  force o r  person, 
and f o r  o the r  purposer. 

20. Submit to Congress b i l l  t o  extend the benefits of the Missing 
Persons Act t o  a l l  c i v i l i s n  o f f i ce r s  and employees i n  the Executive, 
Legis la t ive and Jud ic i a l  branches of the Federal Government and the 
government of the D i s t r i c t  of Columbia. 
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DGPENSE MDBILIUTION ACTIONS 

Phase 11. Seetanbet 17 throuuh NOV ember 

1. I r rue  OCDH Emergency Document0 (Pa r t  111, Plan C ) ,  ao 
appropriate .  (Attachment A )  

2. Obtbln and procorr quar te r ly  requirement8 ( c i v i l i a n ,  milf t a ry  

Coordinate and d i r o c t  the cbrtying out o f  a l l  approved 
emergency goal8 to meet the  s ta ted  object ive8 of the mobilization. 

Analyza geographical location8 of a l l  rsrent fa l  civil ian 
rurvivrl r t o c b  and and itear €or relocating for d f r t r ibu t ion  or 
con t ro l  In  a D-Minur 8ltUatfOn. 

? and foreign.  ) 

3. 

4. 

5 .  Rwfew al l  OCDH D-Hinus actions. Declarr i fy  and publish i n  
the Paderhl Register on i rtandby basir .those d i rec t fvsa  t h a t  would 
bo iroued. 



. . _.. - . _. 

CIVIL D-SE READINESS MEASURES 

Phase 11, September 17 throunh November 

1. Recomarend to t he  Governors p r t t c u l a r l y  review of plana 
Liner of 8uccesnion, f o r  con t inu i ty  of governmental operat ions:  

e 8 s e n t i a l  racordo, protected emergancy operat ing cen te r s ,  and 
f u l l  use of government reaources.  

2. Advise Covarnorr t o  iroue similar cont inui ty  of govern- 
ment instructions to  at Beact t h e i r  p r inc ipa l  poli t ical  eubdivioiono. 

3. Ierur Ina t ruc t ions  on a nationwide basin for improvirat ion 
of shelters in homes and o t h e r  bui ldings,  including i n d u s t r i a l  and 
colPmercIa1 t ac i l i t i e r ,  

4. 
support wi th  such agencies  a8 Bureau of the  Budget, C i v i l  Senrice 
ComPPIt36ion, and General Sr rv ic ro  Admlnlrtratlon i n  connection wf t h  
c r e a t i o n  and opera t ion  of emergency agencies  and emergency fuwtibns- :  

Arrange for emergency appropriat ions and l o g i o t i c a l  

5 .  Accelerate publ ic  information program so a8 to condi t ion 
pub l i c  r eac t ion  to requirement8 of t h e  s i t u a t i o n  w l t h  emphasis on 
s h e l t e r  program, including the  s tockpi l ing  of a two-week supply of 
food, water and o t h e r  e seen t i a l e .  

6 .  Request Department of Heal th ,  Education and We'lfare to 
submit f o r  review plans f o r  the  dlSpar6bl of medical suppl ies  and 
ma te r i a l  cu r ren t ly  held i n '  the c ivi l  defense s tockpi le  and those 
reconmended f o r  procurement. 

7. Notify S tb t a  Governors of the need f o r  Increased preparedness 
and recommend t o  them ac t ions  supporting o r  p a r a l l e l i n g  &ose taken 
by the  Federal  Government. 

8. Direct Federal  Agencies t o  increase physical s e c u r i t y  
1 measura8 for non-u i l i t a ry  Federal f a c i l i t i e s  and s tockp i l e s  (e.g., 

dams, power p l a n t s ,  Mchtne  too$s, agr i cu l tu ra l  and c i v i l  defense 
s t o c k p i l e s ) .  

- SECRET 
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PRESIDENTIAL ACTIONS 

Phase III. December 

1, Imiuc Executive Order creating the lbergency Stabi l izat ion 
hgcncy and prescribing its functbns. 

2. Issue Executive Order creating the Emergency Transport 

Iosue Executive Ordet creating the Emergency Communications 

Agency and prescribing i ts  functions. 

3.  
Agency and pre8crlbing I t a  functions. 

4. Issue Proclamation on censorship. 

9. Issue Executive Order establishing the Office cf Censorship 
And prescribing i t s  functions. 

6, Isrue Executive Order to provide f o r  increased control of 
vessels  i n  t e r r i t o r i a l  waters of the United Statea and Canal Zone. 

. 7. Iseue Executive Order to provide fo r  increased control of 
foreign a i r c r a f t  i n  United Sta tes  a i r  space or airports .  

8. Issue Proclamation providing f o r  documentary requirements 
applicable t o  persons seeking to enter  or leave the United S t a t e s .  

9. 
Budget, to surpend the exerciae of any functions not necessary t o  the 
national defenae and t ransfer  funds, personnel, material and f a c i l i t i e s  
4or performance of functions nece sary to the national defense. 

Iesue Executive Order authoriGing the Director, Bureau of the 

10. Isrue Xxecutive Order direct ing the Secretary of Comerce to 
control weather reports and e m d i n a t e  c i v i l  meteorological f a c i l i t i e s  
to  meet requirements of the Secretary of Defense, and bf the  Director, 
OCDM . 

11. Submit t o  Congrew b i l l  to  bar legal cause of action agsinst the 
United State!, a r i s i n g  out of cer tain combatant or warlike a c t i v i t i e s  
of U.S.  Naval vessels .  

SECRET - 
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12. loure Exmcutive Order .amending ,Executive Order 19501 by 
author1l;ing additional Fedoral agoncies to clarsify d8fanre information. 

13. R a u i e w  811 Presidential Emergancy Document8 of P18n D-Minue 
and dac lami fy  thorn. that would r t i l l  be required to be iroued and publirh 
on a rtandby b r i o  In the Fadcral Reglater. 
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DEFENSE MDBILIZATION ACTIONS 

1. Coordinate and diract the implua8ntation of the mobilization 
program am initiated in Pharos I and If,  . 

2. Ba prepared to take all actions ae required under an attack 
8ituation (Plan D-Minur ), 

3. Eetablirh programs for the purpose of prrnenring formulae, 
deslgno, dian, blueprintr, etc. whtch would be necemaary €or tho 
rehabilitation and rsconrtruction of the Nation’s economy following 
an attack situation. 



C I V I L  DEFENSE READINESS MBASURES 

-80 111, Decurber 

1. I n i t i b t r  i n t r n 8 i f i . d  public  i n t o m t i o n  p r o g r e  covorlng: 

Warning signal0 
Co-nity plbnr for emergency a c t i o n  
Protec t ion  f r o m  radioactive f a l l o u t  
F i r r t  a i d  and home mergancy preparednerr 
U88 of CONBLRAD 

2 .  A6gm8nt r t a f f i n g  of thr OCDM Cla08iLird Location to an 
approprista lwel. 

3.  Not i fy  Federal Departments and Ag8ncies t o  & u p a n t  
appropriately the  r t a f f i n g  of their re locat ion  o i t s o .  

baoir, 813 required. 
4. Call Executive Remervlstr to report for duty on a re lec tad  
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SUBJECT: PLANHINQ: ACTIONS TO MINIMIZE DISLOCATIONS TO THE 
U. 6. EGO- AND THF, BALANCE OF PAYMEnS 

" I . . .  

, Attacbrd LII our mrwr&dw undrr the  bow hudlruf carrying 
W t  the W8igmmllt from t h r  P t r r id rn t  tht: 
Trorrury and t h r  chrirrwn of..the Council of Bconaic  Advfrrro rhould 
8ukit Very phIimtn8ry nc-ndations a~ t o  the timing and nahre 
of tha p r l p l l n t i o a r  t o  be taken t o  e n w r e  that mxacutfon of the  above 
action8 /_dertgned to provide a ca b i l i t y  for d u l l -  with the 
problem tn adV8n~* of h o o t L l i t i a ~  5" w u l d  C ~ U B ~  minlmm d i r l o c a t i o n a f  
tho Unitod Steta8 e c a a y  and pal8nce of prymontm. 
will ba u p a c t e d  lator." 

"Tb JiCrOtWy of the 

A f u l l e r  report 

The attached material includmr 3 copfar of each of the 
f o l  lowing : 

1. 
2. Thr maorandm t t e e l f  
3. Two appeadicer 

A thraa-p.ga mumary o f  the baric memorandum 

A. 

8 .  Impact on U.S. Balanca of Payments of BItllIa 

The Sta t e  of tho Economy and the Impact of 
Mili tary Crlris, '1950 and 1961 

Propcrrat ionr 

The following 8upplmmentaz-y papers, not n a b i t t a d  herewith, 
are avai lable  st th* of f i ce r  of the Council, and will  br u f i l i z r d  i n  
connection with thr f u l l e r  report t o  be eubmitted at a later date: 

1. 
2. Monrtrry-Fiscal Action0 i n  1950-51 
3. 
4. 
5 .  

Pricm, Wag., rad Production Controlo in 1950-51 

Tho Voluutary Credit Rumtraint Program, 1951 
The Supply o f  Manponr i n  19SO and 1961 
The fmprct by Economic Sectors of the Korean Conflict  

Douglar Dillon ' 
Sacrotary of the  Traaaury . 

Walter If. Holler 
Chs inun  

' Counctl of Woaomic Advi8ern 

SECRET 
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ANNEX C 

. . .. 
PLANNING: ACTIONS TO liIlainHIZg.Rf SLQCA~IONS TO T#B 

U.S. w011 acYANDTHES U C E  OF PAYMENTS 

SUHUARY 

1. -nomic E h~& of ROD arednerr Pronram 

Provirion of a EiZKXji capabi l i ty  MY impair rovere r t r a l n e  on 
tho dmort lc  mcontmy urd on the balance of paymentr. 
to  prmparo to w e t  therm cootinguaclmr. I f ,  howsvar, tho program F r  & 
gradual and d a r t  build-up of mili tary potmntial, not rpec i f i ca l ly  keyed 
to  tho &rlid crlrir ,  no revore problma of do r t ab l l l s a t ion  may ar i rc .  

location and i a f l r t i o n  ariioi frm the paychological impact of foatr dk, 
wm and prorpoctlvo 8hottrg.r. Am i n  19S0, t h e i r  f a r r  could lead t o  
hoarding, rcare btIy$np, and pr i c r  lncraaser,  out of proportion t o  the actual 
incrmro in Fldaral purcharor. Cbrront unomployimnt and oxcers capacity 
provide conriderable oconmic roan--auch more than In 1950--for an mx- 
panrion of thr Podoral dofonqo budgat. But,  if additional cxponditurcr 
for tho 
within a yaat ,  therm d-dr rup.rimpord on thm Banera1 mconoalc t ecwory  
w i l l  givo rlrr to bottlaruckr,  r-cific rhortager, and p r r i b l y  genmral 
ucerr  draand. 
w e n  r t ronaor  i f  tho p rycho lq ica l  Impact of thm c r l r o r  crertod abnormal 
conruwr and burincrr rpendiog. 

It I 8  only pmdent 

In tho d a r t t c  @canary, the principal i n i t i a l  throat  of d i r -  

capabi l i ty  mount to an annual rata approaching -&S QIll ion 

Upward pnrrurer on wqmr urd p r l c w  would be bttong. and 

Tho Unitod Stator  balmcm of paymento could de t e r lo ra t e  (a) ’ 

bacaure of the incroarr In iaportr acccupanyin8 an accolotated up mi^ 
in economic ac t iv i ty ;  (b) b m c ~ 8 e  of U.S. c o l t  and prica lncroaaer; (c) 
bocauaa of a f l i g h t  of c a p t t s l  r e f l r c t l n g  lorr of confidence In the 
d o l l a r  for p o l i t l c a l  or rconwic r~armr. 

2. Tho Need for Dlrec t .and Indirect  Controlo 

To deal with t h o  unfavorablr contiagonclar , tho govetnmont 
1 mods both Indirect  c a n t r o l r - - t s u t i o a  and gar r r a l  monetary policy--and 

d i r e c t  con t ro l r  over waaea, malarima, t e n t r ,  amd prices  and mor the 
a l loca t ion  of materialr, h b o r ,  rcarco capacity, and conrumor goodr. 
kind of con t ro l r  can by i ta@\* r t a b i l i r e  ut ecanary dirlocatad by crlmls 
prychology and a .harp lncroaco i n  dofanam rpending.. 

Nolthor 

3. S t a t e  

SECRET 



3. Stat. of Br i r t i nn  Pawera 

Tb. diract and i nd i r ec t  control parerr rt the dirporal  of the 
g o v o r m r ~ t  without n m  l e g i r l r t i o n  am inadequate to deal with the t h m a t  
Of prych0togica~ i n f l a t i o n  in the faaa of incrrarad interaationa1 tendon 
and a mi l i t a ry  build-up. general qonetary and 
c r e d i t  policy through the Faderrl ihparve System; rudimentary al locat ion 
of materialo r ~ d  facilitier under the DeIenre Production A c t  of 1950; 
parot to roll  oa t  of Defenre Production Act rtockpiler t o  counteract 
rpoculation i n  raw nuterialr$ controlr  olver u p o r t r  and axternsl  f t nenc ia l  
t ranraet ionr;  and the a b i l i t y  t o  nduce o r  defer  other Federal e . lsndi turrr .  
Tha force 02 there  parera i r  dubtour, end i n  any care they do not extond t o  
d i r a c t  control  over pricor, wapr, 8ahrie8 a d  r en t r ,  or  to t e l r c t i v e  
r e r t r a i n t  of crodi t .  

There parerr cover only: 

Hawavrr inadaquata t h y  may be, it i r  important t h a t  thelo 
prermnt pawerr b6 prsp6r.d f o r  rapid urm. 
f o r  addi t ional  l e g i r l r t i o n ,  whenevrr made, may ba expactad t o  ret off._in- 
f l a t iona ry  rmactioqa of the type experienced in 1950: scare' buying by con- 
rumarr , antfcipatgry incraarer i b p r i c e r ,  and the hoarding of invantorier.  

"ha raman i r  t h a t  a r a q w r t  

4. 'Further Paw- Need04 

A packgo of now economic conttol  logir la t ion capable of handling 
the deutabi l ia ing mffectr of a BZElXii c r i r i r  rhould include: 

(a) Authoriiatiom'far tho Prarident t o  impore r tompuraq freese 
on a l l  price8 and w.g.r if rrqultrd i n  the interval  between .the r equr r t  
i t r e l f  and the parraeo of more canprohonrive logirlation. 

Enabl4ng logirlbtioa f o r  camprehrnrive controlr  ovor prlCO$', 
wage&. aalatiei, rent8 hnd relectad form of credit, f o r  the rett lement of 
labor di8pute8,Snd f o r  r~quiritioning. 

(b) 

( c )  DircrotLenary authority fo r  tha Prerident t o  re11 excerr 

(d) Dircratiwsry authority fo r  the Prerident t o  meet n t d r  for 

materislr from rtrategio rtockpiler.  

ravenu6 and the du~arrdr of econollic r t ab i l i aa t ion  by varying the f i r r t -  
brackat r a t o r  of tho parronal incane tax with in  r p r c i f u d  l irnitr .  

II 

Tha timing of tho Rerideat'r requart t o  Coagrerr for t h i e  p a c b e  
of l a g i r l a t i o n  i r  a major problem t o  be rolved, 
rsqueot a* a m  a i  the mil i tary proparrdnetr ~ m r u r e r  thoplcrelver bacaPcr 

The option8 are t o  make the 

publicly 
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publicly knawn, or t o  d r f r r  th. requrr t  u n t i l  v ib ib l r  inf la t ionary mami'- 
f r r t a t i o n r  6ppo.r i n  the economy, 
e f f e c t  on the publlc 'r  conrciournevr ot tha uravlty of the 8i.tuat$on, at&ht 
p a r m F t  the probable inflationary ruactionr t o  he abrartsd by a groat.#c degrae 
of acona~~ic. slack, and might avoid the nece~ulty of a rpecfsl neoeiun uf 
Congreur. 
c r i r i r  be ahort-lived, might avoid rid8trwklng of 'the Praaident'r general 
hglr lat ive  progracl, a d  might load Ea quicker Con~resalcaul  ncttori. 

take tha fern of the mrta)lirhPrcmt: of task forqrr  tqctaii t1.i rcqutrd stond- 
by lagirlatLon, to review emorgracy plrnr  for the um of crlyl. ing P W w 6 #  
t o  d r a f t  rrgulatloar and  order^, far uvontual Lrwe under ptwenf or add*~Iond  
l r g i r l a t l o n ,  and to  plan .for r a t t i n g  up a nw rcQnaaic rtabiLixa2ipn a8pSncy 
t o  adninfstur such progrmr ar  brccure nacerrm-y. The taok ~ O F C O ~  rhoyld, 
of courre, oprate as uacrelly a8 p s r i b l a  t o  avoid pzm,sttrru d l rc lo ru re  
of plana. 

The urlier dab might have a derirablo 

l?ra latsr date  night avoid prtimuturc 'inf 1st:lcxtnc~ry ciffactw shauld the 

Iiilnmv~lfr the f h a 1  timing rfceilrion i r  inclde, icmstiatf act i m  S\KWM 

Conrulqatiun and negotiation rhwld  be he ld ' a t  an early data  Con- 
cerning potontiat  movemanti of cap i t a l  troll one national currrncg: to  another 
or ~ O I U O  curmnc i r r  t o  gold tha t  may arlrr from anxiatirr @raring W t  of 
dmvalo&mentr i n  the BiiZBd r i tuat ion.  SiaLlar coaruttatlon and arrsngtxmatr 
rhould be dirrcted t0Uardr the raw matarial r l t ua t ion  80 t h a t  rhortagaa, 
rprculativa rtock build in^, rcarr buyin8 and uoneca8rrry prtce Lrcngaes can 
k prevrnted or ainia ised  through lotarnattonal mechinery o r  cancrr t l~  
common po l i c i a r  over imporcr and use of rtockr. 
conrul ts t ionr  and MBotfationr with thr Wert Garpan Federal Rmpublic dar fgwd  
t o  maaura act ion on its par t  t o  roliove thm additional r t r a l q  og U.S. ba1,mcs 
Of p a p n t r  t h a t  wmld result from largo rcalr deployment of ttddttLand U.Y. 
forcup in Uostattr Europe. 

Thora r h w l d  bo orpoclal 

. 
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EX" CAPABILITY PLANNING: ACTIONS TO MlWIHIZE 
RISLOUTI~S TO TEE U. S. ECONOMX 
AND THE BALANCE OF PAYMNTS 

I, fntroduc 

Thir preliminary rrport i r  i n  rerponre to  A direction by the 
Pm.eidep~ that: .  "Tho. Secretary of the TrO.rUry and the Chalmn of 
the Counoil of Ecmcnic Advirarr rhoulcl rubmlt very prsliulnazy 
recomeadrtlonr am t o  tho f ir ing  and natura of the preparations t o  
b $awn t o  umure that  .*.cution of tho above actions Eesippod t v  
provide a ccrpability for dealing with the EZIXii problem in advance. 
of h o r t i L i k L r ~  vuuld CWII minimum dirlocation of tho Unitod Staten 
economy and balance, of paymontr. 
later .Ia 

A fullor report will be expectad 

Bocaure thir eubmirrion i r  lhitrd t o  the precire focuo of the 
R a r i d s n t i a l  roquert, it w i l l  not dral with (a) the production control8 
and rolatrd DPIUUI~~ noedod t o  f a c i l i t s t e  the m i l i t a r y  supply build-up 
for tho SZ€%3 aapqbflity; or (b) praparadnesr action naaded t o  minis ire  
dirlocation of tho'damostic econoay i n  went of the outbreak of l imi ted  
or general war, or in event of a ctarh civil defense program. 

H ~ o v o r ,  YI bumeat that  the Rarident  ark the OCDM, working to- 
eather with tho variolar departawnto urd agonciei concerned, far a report 
on the prrparodnorr mururo~ autlinod in Mobiliretion Planr C and D, or 
t he i r  aumnt  .pui~alaatr, in v i w  of tho p o t u r t i a l i t i q  for limited or 
~ l l - r c a l o  war that are inherent i n  the prorent rituation. 

capablll ty t o  tho Ir*rlr contomplated would: (1) add between $5 billion 
and $15 billion to the budaet f o r  the f i r ca l  year 1962; (2) require the 
miliFary aall-hp of about 500,000 men; (3) neccrri tate not only increared 
procuremant of rtlitarry material on axirt ing productipn linea but tho 
rWcfivation of 8dditiOnbL production l iner;  (4) rrquite the ovrrrear 
d9pl 
a1q.X naval forcri, togatbor with thr hauring and rupplier neceroary 

year .. 
We h8ve made no armmption concerning the ao t t  or character of  

matmrial or rupbly arri.rt.nce fa our NATO rl l ier  in connection with any 
etgortr thry mai makr t o  oxpand the i r  forcrr.  

We haw arr twd that  tho prrparationr for  firming up the 5 E l X i i  

ent  of botwam.two t o  tuelvm additional divirionr and rupportlng 

* t o  k i n t a i n  them from rama tlme in the fa11 unt i l  the and of tbe fircel 

.I 

We 
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Wo havm made no undorlying araumptions ar to. the nature and character 
of tho .public~dimcle~~ro of thoro pmparatiana except t o  take for &ranted 
that  thoir  rcale and charactor will bocomr matterr of genrral knowledge 
during tho next hro mmthr an the call-upr, contractr, and porribly requebtr 
for ,  ~ppploaontal  apprqpr$-aWx~w, kwne known. 

Ue rhould not rule out the por r ib i l i t  
c r i r i r  may &Q& matrrialilro out of a d b u i l d - u p  under certain re lat ively 
favorsiblo conditionr: 

that  an oconoroic rtabllieatlos 

Giwn a Oroaram a t  or parhapr even belaw the 

Giwn a llcon~ontional build-up" rather than e 

,/ 
1Prw.r and of tho $5 - $15 bil l ion range - 0  

' 'BiEEii crinim" rend-off f a  much e program -- 
Giwn tha groator rlack in our econary i n  1961 

than in  1950 0 -  

Given today'$ dimrr nrmorier of rhortages, 
rprculation, and direct  controlr -- 

Givan t b  raadiar avai labi l i ty  of Federal 
Rererve monetary r e r t r a in t r  i n  1961 than in  1950 
(whan the  "pa00in8" policy a t i l l  prevailed) -- / 

IJ Under there conditionr, it might woll b. preoaturs to requert: sweep- 
in6 di roc t  control purr#, rince rwh a roquert w i l l  i t a e l f  tend to  have a 
8ubetantiaL dartabilLcLn~ impact. 

11. Prelinl nary Concluri one 

1. Prrprradnrrr moaruror for  the 33.rlinl cepability will not, a t  
loa r t  initially, rrrult i n  Berural rhortagrr of materialr, f a c i l i t i e s  or 
manpawer ava i l abh  to tho c iv i l ian  econaoy. A n  uralyrir of the wax-a l l  
economy i n  1961-62, without additional s t ror r  frae the Barlia cr ir ir ,  dis- 
closer rubrtant ia l  unurod rorourcor and capacity t o  produce. 
A. 1 

(See Appendix 

There arr very subrtaatial  rtockpiles of rnetwiale which could, within 
t 

. l i m i t @ ,  be u r d  t o  rmliew rhortagsr of the t y p o  o f  ntrateglc and crltlcal 
matorialr that  aro hoarily raliad upon in a mglitaxy build-up. 

spot 
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Spot r h a t t q e r  of rpocial1s.d prqductr, toalr or typrr of a s to r ip  
could qcmr ar a r o r u l t  of a crarh pq~litimr production pmgtam, Civilian 
~ r a n r p r t a t i o n  could ba rtrainod for l i r i t o d  prriodr of ttw bqcsure of 
thq y q n i t u d e  of  troop dop lopen t r  c o n t q l a t s d .  "harm provprct&vg abpply 
dirlocatiarrr  do not c lup l  t o  ba of ouch 6 q u i t u d o ,  chsr8Ct.r and duration 
6. to t h n a t m  reriour dir locat ion of the d a m r t i c  econOOqYr inrofar 88 a 
vary prol ia inary rmading without a tablo af r o q u i r ~ n t r  ponuitr a judgmnt.  

2. Tho principal throat of dir loaat lon to th8 darurtic econaay 
rorulting from the provirion of tho BElXd capabi l i ty  i r  a dc8tabillxb- 
t i o n  of pricer, wagor and rent8 r a ru l t i ng  fran the prgcbological impact 
of tho fear of war and prorpmctl~m 8hOrtagO8. Tha proparodrurr 
mearurar and public r o a c t i m  tberato might rrrgonder hmrding, scare buying, 
advanco rtocking, rpoculativm buyino, and a r t i f i c i a l  pr ice  lncrearer. 

An analyr i r  of tho history of tho aconwy during tho marly .rtpgmr 
of tho Korean c o n f l i c t  from JUM 1950 to January 1951 rhwa t ha t  a roriaur 
i n f l a t i o n  war oxp~rioncod a8 a re8ult of a prychological rerponrr t q  the 
criiir, out of proportlon to  tb actual r t ra in  on tho rconomy. 
da t a i l ed  analyrir of the 1950-52 record 

that of June 1950 r w o r t  tho reriour p o r r i b i l i t y  t ha t  rimilar rarponaai 
may wall occur during tha caurro of t h i r  I.rlid cririr. 
arm r01# s ign i f i can t  and rsar iur ing d i r r i o i l a r i t k r :  (4) orcegr Eroductive 
capacity tr much largar in mid-1961 .than fa  mid-1950; and (b) qha rnrponr8s 
in the-ruaaPer and f a l l  of 1950 f o l l a n d  upon the actual outbrqak of b o r t i l i t i o r .  
( h a  Appondlx A , )  
(a) In  the forthcmiag cbnteat of w i l l  and parer the Soviet Union ir d i r e c t l y  
involved ar an opponent and (b) the z1.v factor  o f  Soviot nuclear cap 
far a t t ack  on tho Continontsl United State8 is pnront in the nation8 mind. 

3. 

(For a 
Appendix A,) 

4. Many bimilatities betwoon the prorent aconadc r i t u a t i o a  and 

Thorc t o  k rure 

Hamvmr, i n  our v i w ,  th8y aro offrat by the fact8 tha t  

YtY 
It i r  true tha t  no adverse domebtic aconmic reaction occurred at the 

time .of thc 1959 EkiEXSd c r l r i r .  But: thia ir not rearruring now bocauro by 
the time tho C r i 8 f 8  bpcame widoly rocognised by the public, the Soviot po r i t i on  
rbrmU, tho f oraign minimtar# confctonco war rchedulod, and no large dl1 t a r y  
build-up ocoprrmd. 

I 5, In aQdition t o  t h r  puroly prychological f ac to r r  that might d e r t a b i l l t o  

c ~ y a r o  of betwean. $5 and $15 b i l l i o n  i n  govormsnt oxpe~nditunr i n  a rmlatively 
the U.S. rconemy, tho preparation of a 

rhort  prrfod qf time. 
b i l l i o n  on an annual barir within the next year could bagin t o  produce 8xcerr 

capabi l i ty  laay involve an in-  
6 

An iacrrara i n  Federal 8xpendituror 8pproaching $13 

demand 
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damand prerrunr on tb economy. Even, apart  fxan p ~ c ~ l o g i c a l  fac tor r  and 
the  porr ible  drwlopment of ganeral U C $ ~ O  demand+ 8 aubrtantial build-up of 
military .rp.adiWrer could b. expocrad to  grnerate cortlpqrh prarouror snd 
rectotal p r i m  iacrra~ai  ra ru l t ing  from rbarp chan~er ID the pat tern of 
d w d  . 

6, I f  the preperationr for a BGZKiiI capabili ty are &ccaap.nid by 
inf la t ion ;  the conroquencer w i l l  ba d ~ a g i n g  t o  tha nation81 i n t a r a r t  i n  
four wbyr: 

(a) Speculative inventory accumulation during the cririr 
i8 lfkrly to caurl an economic rocerrion fueled by inVOntO~y 
dirinvrrtpent whan and if tho cririr i r  p u c e f o l l y  ra t t lad .  

T h m  rime i n  the domartic pr ic r  lava1 could imperil 
tho i n t e m r t l o n a l  pori t inn of the dollar: and impora rtrairp on 
the 9. 9. gold porit ion.  The U, S. i r  part icular ly  vulnerable, 
i n  t h i a  rerpact because thr  dol lar  11 an intarnational ramorye 
currency. 

(b) 

(e)  Hoarding, rpoculat im and sxdirtiva inventory 8ccumu- 
latien, i f  allowed to  anatball ,  could create a dagrea of 
rconanic dirorganiwtion r u f f i c i r n t  t o  waakqn tba capabilifg 
of tha U. S. far any rapidly incrssr tsg productton of mili tary 
good# arrociatrd with limited o r  general war. 

(d) Should the B.rlid r i tuat ion develop into limited or 
t o t a l  war, tho f a i l u r e  t o  deal effect ively with inf la t ionary 
drvolopmontr baforQ the outbrrak of k o r t i l i t i e r  would naL. tho 
i n r t l t u t i o n  of adequate emergency r tab i l i ra t ion  ma8rurer nub- 
r t a n t i a l l y  mor. d i f f i c u l t  and lbrr effact ive,  

7. 

. 

The rafrrence to the  danger t o  the intarnational porition of 
the dol lar  and tho U. S. gold poritian inherent i n  any inf la t ionary 
ri8e in the  d o w r t i c  price level rrquireo .mplFfication. 

The U. S. f a  currently running an ovar-all  balanca of peywntr 
d e f i c i t  a t  an annual rate of about $1.2 b i l l i o n  am compared t o  $3.8 b i l -  
l ion during 1960. Much of the  change is dum to the con$mction of hi8h 
lmvrlr of economic a c t i v i t y  in orbar advanced countrler with recerrion 
in tha United Stater .  The program of racwery will bring an increaro 
in U. S. impnrtr duriw the recond half o f  the  calendar par. Tha 
aver-a11 d e f i c i t  hxcluding rpacial debt prapayuatr)  i s  estimated at 
approrlmately $1.5 - $2.0 b i l l i o n  for C8hnd8t 1961, without taking 
i n t o  account thQ ef f rct  of EiiEUd proparationr. 

r 

. 

Factorr 

SECRET 



. 

Factor8 other than tha affect  of an inflatlf&ary rise In darv8tlc 
pr ice  lavals  due to daaertll: reac;lons nead be taken in to  account, i .0 . :  

(a)  It is conservativalp twtlnated that th. coet to the . 
balance of paymanto of 8tar:Loning one additional Army divi8ion 
Ln Europe, toeather with rupportirrg air and naval force it3 
$250 - $300 mill ion gar year. (See Appendix B.) ,For .she f a r  
a l t e rna t ive r  the estimates of addlttonel annual balance of pay; 
metrtr impact would be; 

Alternative 1. - 2 divlr?oria $500-600 mllllans 

' Altrrnfitive I1 - 4 divicllorrr 1.000 - 1,200 1PiIlionr 

hlterntitfvs 11.1 - 6 dlvlrions 1,500 - 1,800 mill ions 

Alternative LV - 12 divis ionr  3,000.- 3,.600 milllonfi 

(b) our balance ofp4ylourtr i n  a period of recovery or greatly 
incteaoeci aconomiii accLvLty c w l d  be v u l n e r a b U - t q - @ m r e ~  i n  
priceu of imported zaw materials. Here the erpariancr In 1950 
durlng the .barly m n t h r  af the h w t s n  outbroak ehould be notad. 
From .;nocr 1950 t o  Jariuary L9Sl :;$a price6 of imported rav na.tart'ols 
incronwd 66 percent. 
Lmported raw materials r0.w L0.2 and 14.7 percent, rarpect lvaly,  
whilo the '.&Ole8al6 Price 'I;ndex t om 2.8 urd 2.1 percent. 
rupply eltuatlori In many cumoditiau l r  mora favorablo today than in 
1950, but tt  could chmge qu1.ckl.y.' 

lh?:ir!& .;?rly and AU8Urt l950 price8 of 

The general 

IcJ iuovement of uhn% :arm cilpltal fundo from the Uhited 
Sta t e s  tu othwr currenrle# \:T:..Cr.!h added t o  our balance of pdymentr 
deficit. in 1960 and ?;he iwwtirs1on of dollar claims i n t o  gold, which 
morkud the lmic part of 19110, could be revived by fear8 of U'. S. 

payment8 account.ac or 11. : 5 .  i d i ' i i t d r y  invnlvment. 

8 .  

.)h 
inf ln t ion,  iirtfavnrable cIcl.:,k~ :rqmmntr In our balance of trade and #.I. 

:It; i d  di.f?%nlc to fomccdt dw conraquencco for  the 0. S.. economy 
of a davaioplng M.rlinl criris pbyi.truLogy. 
plan i n  advance t o  daal  with the \mr'nvotablr contingencier deecribed above. 

domestic economy at (L rosult of esc6bSS6hIng tho BiiZIXd capabi l i ty  leads 
t o  a conriderRtLon of cont ro l  rm;.:hi.ntiry, Controis over the aconolay i n  a 

period 

However, i t  i 8  only prudent t o  
1 

9 .  Yreyaratlon f o r  act.l.on tr:, prcrvent or minimisa dis locat ion of the 
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period of mili tary . a 4 r ~ q y , h a v r  thrrq funetionr: 

(a) Te dinc l :  rcarcr rroourcrr fran the ,civilian acmoay 
to  thr defonrm d f o r t l  

(b) .To ~cbannrl rvmnwithh tb. civi l ian 
mconaaty, frolr uarll)rntial t o  aa8ential umr; 

(c) To prorwt the wprra l  price-yaps level from rlr ing.  

Unlrrr and un t i l  tha ai&@ of. tho additional d d r a r r  burdrn, to- 
gethrr wLtb ptivatr rpmdfng 1ndw.d by t 4 m  rire incmm, k c m r  
largq e n w h  t o  mcroagh upan th. roonq'q cqpaqiQr t o  Rr&.wq.,r. opg 
main ooqcarn rill be with th. third of thrra fumtlonr. Waove:, 
th r  major Lmwdiatr rmrcr of (Itnflatianary prerrurr i r  tiluly t o  bm a 
rurpr of cunr\prrr urd bwinarr buyiw motivated by uacertaiaty qmd panic 

lor by o&pctrtioa~ ef the lmlnent iaporltion of pr im control and 
rationing. 

10. Econwie coatrols are clarr i f ied (u indirect  and dirrct. 

(6) Indirect cmtrolr work through ineomo and tam rupply 
of crodlt to  iiphoa g8nqr.l purchadiag paver may from the 
c iv i l tan  rcen&uy. 
m a c r  r q o  fkm prmonal incoau and corporate profktr two, 
through genoral upendl ture  tan#, t o  rrloctim ar t i r r  taxor 
wbtcb mrgb on boiag d i rec t  aumtrolo. 
and a r r d i t  policy, tho Federal Lurw B a r d  ham thr grnrtal  
p-r t u  l i m i t  the nrpply of bank a n d i t  to hatroholdr and fimr. 

Dlnct cmt ro l r  includr thorr that  rrrtriat tho BOY.- 
wat of Bpecifia pricer and f o r m  of incoa*--cdlinp on pricrr, 
rent@, r q s r ,  and ralariaB--and tham that  n r t r i c t  and direct  
tho Urn0 of rpecific matrrlalr, f a c i l i t i r r ,  and kladr o f  ranpowor-- 
a l b c a t l o a  af matrrislr, priority rprtomr, conamor rationing. 

primarily prychologfcal i n  orialn, YO r ta to  the important principle 
that  Pr1th.r direct n or i ndtroc t coptrolr can do thr r tab l l i r s t iun  tab m* 

(kr tho r idr  of I;axation the pogrlbla i p p r u -  

011 tba r idr  of monqtpt';l 

(b) 

11. Turning t o  tho problmm of  contsilrPWnt of Inflationary prrrrurem 

Indirac t 



-10- 

Indimact controlr are nqt sufflclant bacaure: 

arratr hald by houreholdd'and firmr, it ir difficult or im- 
(q) .fn an eco~tc~~y  po-ng a simi-l&d 1-d 

pQb8iblO to  pravent by indlract -MI 8Utga8 O f  buying financad 
by 8UCh 488OtOi 

(b) Indirect and general canttola, primarily bocaura t h y  
are indirect, can n9t deal with bottlenackr aql rpgt rhrntag98. 

Dqract COIltrOh are this a necerrary part of an affective rtabilixa- 
tion program. 
thir& that furthar alJocation or priority machinery i r  n q d d  bayond 
what i r  DW available under Title I of the Dmfmrr Product$on Act, 
i r  to be anticipated that the burden on thoso regulatiooa will incmaro. 
We do brlisvs that Fmcutive authority to imposr direct controlr w.r 
price., rants and ca~rai i i  foras of credit l e  neded 6 8  a standby 
dafania againre panic buying. 3ut a major lersm of all previour ax- 
pwisnua in this field is that direct controls by t h ~ e l v e r  can not 
brat tha burdrn of a proloaged rtabilisation pwram. 
credit policy mrt be brought to bear against surger of purcharar 
f l t p w s d  by liquid araeto m d  credit ao q o n  ao tbQy oc-cur. 
Laus date i t  may k nemrisry t o  uue %ha t u r  rpt4m to abrorb ganbrat 
excem purcharSng pawor. 

Until ganeraliabn shortage8 bogin to appat,  ua do not 

It 

Monetary and 

And)& a 

12. The foregoing analgrir rugpstr the drrlrability of detailod 

(a) 

cantihgancy planning addremsed tb the follarlng rubjectr: 

The etate of exirtlng powers of the Pnrident to deal 
with the typ. of dart&bi l izat ian of the daaest ic  acontnny that 
might accampmy the preparation of a BGtXd capability. 

vide the President wlth additional authority n d e d  d tha 
prdparatton and timing of wuch a request. 

(b) The advlsabiltty of  raquertlng the Congrers to pro- 

( c )  The r ta te  of Exscutive planning for utilitation of 
the pcrwrrr th6 Pretsident ~ w y  now porrerr or acquire. 

b 

~ * ~ ~ * f o i ~ a w i n g  rectlon will include r~caclwndatiqnr &&in& w i t h  
? thb foregoing points, 

I 

. . _  . ,  

. .  



The powatr curran&ly avai lable  t o  rhc Prarident without fur thor  
lo@alrtCon to dnbfsa dislocation to the domestic aeonmy that may 
rerult from tho nscltria capabi l i ty  prograin ara as followe: 

(a )  The Federal Rararvr Board CBTI a c t  qurckly and rtrongly to 
contract c r e d i t  generally nt the f i s r t  rikns of a wave of panic h y i n g  
Llko tharo i n  tho rumor and winter of 1950; 

(b) Iho r r  i r  no dlrcretiorwry authority available on the tax 
r ide ,  but it r h w l d  bo rmembared that  preoent ta% ra te8 will auto- 
n u t i c a l l y  extract mora rovcr?ua a6 iricomos ria0 under the prerruta  of 
incrcrarod mi l i t a ry  exponditurer. 
to  deal  with wavor of buying fit:anced by l iquid ravings and bank c r r d i t .  

Tau pclicy l a  i n  any cam i l l - l u l t e d  

Among d i r e c t  mearuror currently uvai~sble ara: 

(a)  'Ihora rurviving i n  Tftler I: and lil of tho h f c n a e  Production 
Act of 1950, aa w n d e d ,  under whlch thore could be i n r t i t u t r d  a syrten 
o f  p r i o r i t i e r  and al locat ionr  of ruacuriah acd f a c l l i t l e r  t o  a i d  dofenre 
production and protect  the oruent ia i  clvllisn economy from r b o r t e p r .  
There provirionr ortand to  the ratlonirrg of con6umr goodr. Ibaro is 
a180 a vague but sweeping prohtblt ion of c x c w &  accumulation of Lnvon- 
t o r i o s  of materialo derigrcrtud hy ttic Pras ld i r~ t  a8 8carce. (Tr t l r  I,  
BOC. 102). To mako this prohibftioll oper:rat~vr\. the Prerident may 
prarcr ibo a x p l i c l t  regularior~r.  i r .  edditior,, the President may curb 
domertic pr ico incraarer for uorcr.tro1 tinpoi  tad matali, mlnerals and 
othor materialr by the device of b,.yir8g at riafng world market p r i ces  
and r o r e l l l n g  t o  kmrican usors 6~ a :over douertlc market pricr.  
(Tit le 111, 8ec. 303) .  
addi t ional  borrowing authority.  

( b )  Tho Preridorlt a180 has uthhotity to  r o l l  out of Dcfmro 
Production Act otockpiles,  (ab dir t i r tc t  from thore accumulated under 
tho Strategic  and Critical Stockpillrig hct) and could ure t h i r  authori ty  
t o  countar rprculative rhortager and price mcroaeer of materiala 
contained in thora rtockpilor.  
minco i t  r e l a t o r  t o  the highly v o l a t i l e  baric rtw material pricer which 
a r o  urual ly  the f i r r t  to rmct in any rpsculativo f lurry.  
11 of .potty and limited urefulnrrr  kcaurr many of the na to r i a l r  I n  
which in f l a t iona ry  p r t c r  r i r o r  might be axpocted arb not c o n t a l n d  in 
largo quan t i t l o r  I n  thorr r tockptlar.  ( h e  below the recomaendatlonr 
on -108 of oxcorr laatrrlale From the much larger r t r a t a g i c  rtockpiler.)  

Thir procrer would require a n  appropriation or 

9 

*- 
rn lu  La A potanttally importmt powor, 

However, i t  

( C )  Th8 
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A roquert to Coryrvrr far rmw lt:glsl*tion glvfng the Preri#mt 
rtand-by autbority to dual wlth tba r c  )~.nrulc eonerrpwincor of nay htiorut 
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r acu r t ty  Om6rgencL88 drlcared by hJn should include the followfng: 

. 

( 8 )  .A amwrate, r iapla  and rhort autharlzaatlon for  the Prerident 
t o  inati tatto a t u p a r a r y  fraaze on all wag.r, u t r i e r r  pticea, and 
re~)t., @in& mug8 af Jeorc dnwlrd  lq4irUion fclr upcrgebcy 
ecaacmtie r t a b l l l u t i a n  by dltclct controlr. 
the antfcipat lon of a cmaing ryrrm of d i r e c t  cont tolr  may l d  to 
rubatantla1 price incrrcraar in the hope of eitabllrhing a favorable 

o f  later rhortagrr. 

and 8r4ry control., for controls over con8um)r m d  re81 eltatb c r e d i t ,  
for tho rettlement of labor dlrputrr, for  rquirltioning and f o r  
geruul  voluntary credit rertraints. All there -re contained In the 
rmctionr o f  tha Dsfensa Ptodlrction Act which ware allowed to lbpre In 
1953. 

Thlr i g  nrcerrary b c ~ u s e  

-0 ,  And to excerrivo accumulation of inventorier i n  tha orp.ct.tion 

Ib) BmabUng l r g i r l e t l o n  for  comprehe~nrfva price, n n t ,  wee 

( c )  D i ~ c r ~ t l o o a r y  authority to the haridant to, roll u & a r  
rnrtulalr f r m  r t r r u g i c  r torkpl lac  fo r  countarrpculat ive purborem. 
The pr r r en t  authorization for the .%cretrry of Agriculture r0 #ell from 
Connnodity Crvdit Corporation stockptlen at  105 parcent of p a r i t y  rhould 
be changmd to ponuit raler at LOO percatit of parity.  

(d )  Authority for the Preridant to meet rh i f t i ng  revanua and 
economic r t a b i l l e a t i o n  neadr by rsirrlng or tomring the f i r r t -b racko t  
pqfronal Income tax rete withLn f ive  percentage pointr of i t a  Ltatutory 
1.v.l. 

B, P r o c e d u r a  

,. 1.. . The Problem of -Tirnin~o$.-tLe-. -9gucst fez;. Statutory Authority 
tal h r t i t u t o  P ire c t Con tr$J!- 

A major declslon w i l l  have co bo made with rarprct to tha timing r 

of tha rnnouacrarnt t h r t  the Prerident vi11 reek from Cbngrerr .ambling 
h g i r l a t i o n  for price, wage, and rent  controlr. Once tho annqncomont 
i r  mado, i t  f a  qgraed t h a t  tha Proridant rhould imdiate ly  r u b i t  tha 

4 

c necorrary tdraf t h g i r l a t i o n  to  Congterr. 

Ona view l r  t ha t  the apnouncunant rhould ba lluda am roon ar thm 
public b8canar aware, through 8 Prsride rtial amrrega or olb awime, of 
tha military proprrednars w a r u r e ~  vhfcb are to bo taken, R.&har 

vLew 
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viav ir .thU .thr ma.mcmanI: ahauld bo .dcfwrad unt i l  there are 
virLbla a&ru af tho b.gfnniag af h@ing. ucrsr iva aglculatiion, 
prick mul nag8 IZICTWBI. and o w  ipfsaUonuy ~ ~ ~ ~ i f o r t a t i a n r .  
Tha..likdihood Ir u. tb " W K . & t o  d l 1  coma clom OR the heolr 
of, tho "urlpl drte--far .prbUc tucwlrdga o f  .h p r o j u t a d  military e w a l l  rat nff an inflruarruy rsrction--but it i r  at 
ly i t  p r a i h l o  t h t  a period of v8.k~ or .mootha may intervana 
batYacln the two. datu. 
r i ~ . h d l d - ~  trigeerr inflationary rorpanrar on the part of 
tbogublfc, is i a  r..llmrd that &ha mxmuncamnt of the Admfnirtra- 
ti-a tccummic etabiliution intaationr wfll do ro whenaver i t  occurr; 
i t  i r  for thia ruron ttut the Proridant rhorlld ark for quick 
authofiifO to ingoro a troparary price-wage frooae while the Copgromr 
la conridoring tho onrbliry logirlation. 

* 

Whether ax not tha anrcaunc.ment of the 

The advantqar of acting on tho Utrlyta &to are a8 followr: 

(1) CQUpliog the announcement of the economic rtabilitation 
p a r a m  with tb anrtouncmont of tho military bulld-up vould m+ka 
char to the public how tho Praridrnt proporad to deal with tho 
poar$blo @ c o m i c  tonrequoncer of the military a~arutor.  

drivo homo to the public tho gravity of the rituation ( i f  t44r 
is a derirabla objoctive). 

tha$ olack Ln tho .cormmy w i l l  abaorb 0 rubrtsntfal part of thr 
inFlrtionary prommure. 

(2) Early anmncoawnt of the atabLllration program would 

(3) a0 earliar thr annwncoment, the groater tho likelihood 

(4) If the announcement wlire deferred u n t i l  the later drbe 
thie might necorritatr roconvonin~( Congrerr i n  a rpocial rorri~n to 
act on th. ptopomafi Lqgirlation, and thir mlahbt appear to k ruch a 
formbeding atop a i  to ovoko a panicky rwictiotl fram tho publlc. 

In favor tha "lator" date aro the follaving conridarationr: 

. (1) f4 the went that the crLsir is rhort-livod and 8 ~ r g o n c y  
r tabifimtion maaiurw ptovo to be unnacerrary, "urlyl* anuouncomaut 
m y  givo t i r e  to infl0tiomry torctionr whlch infght have bean avoldod 
ontiroly ; 

8 l d * - t r ~ k  tha Pr.oidont*r gonor01 logidlative program; 
(2 )  Announclllunt O t  the il&arly@l data might lead Congferr to 

( 3 )  Congrorr 

.- ... . . . 
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c3) Coognrr 1s a m &  Likely to grsnt atrang rtlhillutlnn 

-.-."C 

power8 to  the Prerldent,  unimpaired by rpecirl ermaptionr and loop- 
holor f o r  thir group and thut,  i f  tha force8 of i n f l a t ion  are alroady 
vi r iblo.  

* !&e interrutionul position of the d o l l a r  .i. w&r today Ehrn it 
War in JUMI 19so. Th8 8 f f a C L U  Jf: arc 1AitrriWtlOSd A d  Of u. s. 
militqry and 8COnrrrPlC prapirationn on inccrnsUana1 ClOirJLl memante 
and I n  p a r t i r s l a r  on ronfidancs in the dollar bra d i f b L k  bo aU088, 

poopla who csnawve .funds from one country to anotbar may be quit. 
i r r a t i o a a l  and v o h t i l r .  
kr;r~any. On the other hsi,d, fears o f  I . S .  luil i tary 1nvolv.mmt o r  
rimply rovivod fear8 of U.S. inf'laclon becrruro of thoaconomic r t r a i n r  
of a build-up ptsht laad t o  very larga t'lour of privata  fund8 out of 
tho Unitod Stater ,  i n  favor of other currenclor o r  af gold. Many of 
tho cen t r a l  banks. which wwld scquire dollar  h l a n c o r ,  oithor from 
tho U.9.  o r  from Gumany would wen under no-1 c i r c m t a n c e k  convart 
tharo balancor i n t o  gold. 
p o u i h l o ,  and to c a n t e r  a ~ i e w  ~ k u r ~ * @  on our gold, which could woL1 be 
mom rerfour than tha problem of 1960. 
t o  include: 

I . hut..thay. cauld be u t r m a l y  eetiouc. B e  p r y c h o l ~ l  roac~iaar of 

'ha .Lr.S. my rftcsiva r a m  fundr MM in 

We murt bo prepared to prevant, re far 4~ 

There preparation8 w i l l  need 

( 8 )  Conrultation with other g o v e r m n t r  concorning mbvpmentr 
of c a p i t a l  from ouo national curruncy to anothmr or fron C U r r b n C l O 8  
to gold that may arlre from anxietlco sbaut the Intornational political 
rituation, with a view eithar to  preventing ruth movement) or t o  off- 
r a t t i n g  t h a l r  o f f a c t r  on the foreign rxchetlgsr, 

movemanta of fundr, and t o  protect the  Unitad &at08 monetary gold 
(b) Review of exirting emergency yovetu t o  control o u m t d  

8tOck. 

3. Conrultationr Elaletifix t_s_+uhu-bAr&lr Su~~1i.r 

Although world rupp l i t s  of moat basic raw mrtrrialr aro 
r e l a t i v e l y  abundant today, and prlccsu are low, w. met be pnparad  for 
raw material rhortagsr,  rpoculatfve rtock-building, and p r i m  iacreawOo 
This w i l l  croata problomr riot only for  the U.S. but f o r  tho indurtrlal 
oconomios of our a l l f o r .  We should conault with our al l ies  ctwcernlng 
in to rna t ion r l  nuchinary f o r  arruting f low8 of bmic ~ r u t o r i r l r  to 
t h o i r  m a t  important u6.a here and abroad and f o r  countoracting 
rpoculativa lnfluoncrr.  

4. Taak 
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4. mk Force f o r  Nrw Lbninlation 

Pure duuld ba mrtablirhed and operawd a8 8aCrOSl)f U porrib4a 
a apSEfrl.Irgirlativr T u k  Force h i r e d  by a P r u i d . n U l r  dmtgnoo 
cwrged w i t h  fhe r r rponr fb i l i t y  for. d r a f t 1 4  the 8Lmd-b~ LagF.lrtinn 
prr=ribod d v a .  It rhould consult w i t h  the Att0rp.y ( b a e d ,  thr. 
Saccratrzy of Agriculture. tha Secretary of a, the S a c r r h r y  of 
Comoxce, .the krrtary of the !l 'rwury, t h e  Ctmimun of the 8rder8l  
R8rrvr Borrrd, thr ch.irman of she Council of Economic Advirwm, tho , 

BuOQmt Diractor, and tho Dlractot of the Offlcr of Civil  8nd h f r n r q  
H o b i i i W t i m  or I U C C 0 8 B O F  agency. 
daallw w i t h  d l r o c t  prico, use, and rent  controlr u i r t  I n  tho 
f i l rr  of tho OCDH, and a d r a f t  d u l f n g  with cozuumer and real ertatq 
c r e d i t  controls i r  avai lable  a t  tha Pedaral Rorrrvr Board. 
rhould br rwiawad and updatad. 
dircrut ionary authority over l8bor dirputer,  UIO of 8tockpileb for 
countarapaculativr purpose$, and rtand-by f.x authority. 

h f  t8 Of propo8ad lagi8laLion 

'fhrir 
, NmJ draf t8  are neprraxy f o r  

S. Fore. for cmcy Economic S.ttrbillmtion . 

A rrcond t a rk  force should bu cor.rtitutod t o  8harpen and perfect 
dbtai led praparation fo r  an emeryeIlcy economic r t a b i l i u t f o n  program t o  
bo LnrtftuLsd coincident with the davalopment of &rrlinl capabili ty.  
Thlr grnotal cask forco rhould include reprsrentativer of tho OCDM or 
ruccooror agency, the Council of Economic Advirarr , tha Podoral 
Rmmorve Board, t h r  Bureau of tho Rudget, and the Dopartmonts .7)f 
Trearury, Comercr, Interior, and Agricu1turr. 
taok f o r c r  would be to  review and updata emargrncy plannlag in each 
dqmrtmont o r  agency for the use of oxirting r ta tutory parare; t o  
prepare draf tr of regulationu, ordarr, plana, and progrmr undrr 
s w l ~ t i n g  powerr and undor any additional leglelat ion t h a t  may be re- 
qu ired. 

Tho function of t h l r  

6.  Plane for New S t 8 b f l i z b t i o n ~  

The Bureau of tho Budget, i n  conroltation with the OCQ4 o r  itr 
ruccairor agrncy and othor drpartmrtrtr o r  agrnciee, rhauld drvr lop 

the Prrr idont  t o  d l r r c t  and coordinatr any rconomlc r tabl l izahion 

airor# the drgres t o  which tha Executivr Ibmerve, orgrnirrd undrr tho 
bfrnrr Production A c t  would met the pmrronnel noadr of tho n w  .grncy 
and tha rx t en t  t o  which it would have to be rupplmrntod by t r an r fo r r ing  
prrronnrl  from u i r t i n g  aganclr@. 

a plan8 f o r  tho 8 8 t . b l i 8 h n t  of 8 now a p n c y  i n  t h r  Ewcutfvr QffiCr of 

* program that hcomor nrcerrary. In t h i r  connection, tho Bur- should 

7. A d d l t i O M l  
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+ 7. Additional Prr~arulnerr Plannina 

Tho OCDM o r  i t 8  nuccerror agency ohould accelcr8te .p  rudnrrr 
to UEU emergency r t a b i l i ~ 4 ~ t i - - ~  L * ' : ~ I * . I ~  for limltrd or panrmlyr  
along tho linos outlined i i .  C :  

Civ i l  and Defense Mobllit8tlon vi.-h perticular empkair on the 
NIdinrmr of dopartmbntr and agencies mentioned thrnin to undcttake 
tho particular ta8b that would ba assigned to them. 

muauror ahauld ba undermkan with empharis on ouch a l t s r r t i v e i ~  a8 
A gonoral upenditurn tax, compulsory lending, c o m p u l . o r y  raving. 

27 of the National Plan f o l  

. 
0 At tha EA- time intanrivr etudLa8 af mrm compreh~n8iVb fireal 

8.  Rbquort f o r  Burden Sharing on Balance of P a m n t r  Conrr~uoncor. 

Following tho German election8 rchaduled for mid-Septubbrr, 
C h ~ n c o l l o r  Abonauer rhould be informed tha t  the U.S. u p e c t r  thq Govern- 
ment o f  tho Pderal Republic to provide aclslrtance to  o f f r e t  U.S. 
d o l l a r  u p w d i t u r r r  in connoction with additional drploymrr t of (forcer. 
G.F.R. ar8irt~nce is  to include conrtructfon and cantractual &exvicar 
costa ,  o f f r e t t i n g  convatsionr of troop pay into formign currencies,  and 
add i t iona l  procur-nt of military equipment in the U.S. 

Thir - r u n  mupport would be In addition to uwiurer cur r rq t ly  
brinq workad out  for o f f r e t t i n g  8 portion of tha cart of the U.Q. 
balmce of payment8 of the rroopr curren t ly  rtationod i n  QarPunj. 
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TIlE STATE OF THE ECONOMY ANI) M E  IMPACT OF MILITARY CRISIS, 1950 M D  1961 

A .  Mob1 l i s ~ ~ ~ ~ ~ _ a - . ~ ~ ~ ~ ~ e r L n ~ ~  1961 

The American economy i u  currsiltlg srptiwnding I n  a recovery from t h e  
1969-61 recession. 
preuiour  peak Levels of eprIng_lWO and w i l l  exxcerd thare earlier 
recorda in t h e  next  t'ew months. 
full-omploymant ( i . e , ,  from a lwrl of unemployuent of 4 pcrcsnt or 
lower). Economic act iv l ty  wae running conslderably below i t a  p o t a n t i a l  
when the d e c l i n e  began i n  May 1960, Since than, increase9 I n  the lslbor 
force, new c a p i t a l  equipacnr, arid gradual ly  improving technology have 
fur ther  increaaed the producriva r:@pacity ot  tho economy. As a r e r u l t .  
it i r  ertimsced that the  United Stater could hclva excaaded i t r  a c t u a l  
producclon in the rscond quar te t  of 1961 by near ly  $50 b i l l i o n  without  
o t r a i n i n g  Lte productive faci lltieo and without creating inf latl onary 
prersuras of excesa demand. 

noat m ~ a w ~ ' e e  of income and output ara near  thplr 

Haraver, cho economy rana inr  far from 

The $50 billion gap beweell actual and pu ten t i a l  output  providee 
a cushion in the event of a sudden mobilization e f f o r t .  A8 a f i r s t  
approximation, them Is rootc for a $20 billion rise in non-consumption 
axprndi tures  before in€ latio~rary preseure would betme a seriour 
problup. A rice in opefidlng of thiia magnitode would raise private 
incomer rufflciently t o  initace about $30 b i l l i o n  of axtra conrumer 
and busheen out].ays. 'Tbketi togcri ,er ,  the i n i t i a l  $20 b i l l i o n  plus 
t.he induced $30 b i l l l o n  wctuld e1iml.uete the  gap and achieve f u l l  
employment. 
appears to carry l i t t l e  danger o€ s t r a i n i n g  the economy. But the  
first approximaticin xcquFrsr man)' lmportant qua l i f i ca t ions ,  and these 
al l  poln t  to rerious unfavorable coneequrncerr of a Budden rime in 
defenss  8pendiny. 

By thir f i r s t  approximation, a possible mobi l iza t ion  r f fo r t  

I n  t h e  f l r s t  place, rt;e economy hao coiisiderable forward momentum 
at the preesn t  time, 
quar.tar, while  productl-/e capacity grows lese than half as fast. 
any action which c ~ o r s d  rha output  gap r ight  away would court i n f l a t i o n  
i n  the near fUtLKIN. 

Output tiao hehn rf ring by about two parcent  a 
Hence, 
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Sacohdly, thoro are opeed l in l tr  on tha p a .  of oconomic upburlon.  
It taker ttme t o  put id10 mad and i d l e  mchiner back to work, 
mpurt of rpending could r t r a i n  tha f l e x i b i l i t y  of bdjurtrmt and prodrrco 
p r i ce  rimel alang with output . g s ~ n r  even a t  a time vhm t he re  i r  d A C k  
i n  the economy. It is d i f f i c u l t  t o  u y  haw f a r t  l a  too f a r t  by thir 
rtandard. It ir cortainly qucrtlonable whether a qaarterly incteare  
f n  autput am great  ar 4 psrcsnt i r  caapatiblo with r t ab la  end r a o t h  
a*panrlon. No peacetImo upur8ion i n  the 1950'e raired r u l  GNP by 
more than 3.3 percent i n  one quarter. 

A rudden 

_ _  Third, tha e x p a i o n  of governmmt spnd ing  involvod i n  8 
mobiliGation program would r a i r o  dsmand relect ivaly.  It vould Incrsase 
.arderr for metal product8 far more, proportionatbly, thbn for t- t i lpr.  
Mobilizbtion could therefore run in to  key bottleneak arear whilo slack 
u i s t a d  In other  sactore. 
which .mitigate but do not alimlnate the problem of botthnecka,  Ths 
area of durabla goods manufacturlng ha8 considerable excaIa cspacity 
current ly  bnd It would be the recipient  of the  major $hare of addition- 
al dsfanms procurement. 
r u b r t i t u t a b l e  and can be rh i f t sd  LO 8lLar the comporition of output, 

There are csrtain fac tor r  In the economy 

Furthermore, economic rerource8 are 

Fourth, and most r i gn i f i can t ,  expectatlonu of a mbjor uprurga i n  
m i l i t a r y  rpending and of the in s t i t u t ion  of d i r ec t  controlr  can mat off 
prica and damand reactions out of proportion to  the B w m r m n t ' r  UIO 
of raoourc8r. Consumero and firme naturally wirh t o  protect themralver 
agalnot possible p r i ce  incroaoes and ahortagor. 
so can u s i l y  ptoduca in f l a t ion  and rcarci t ieo even when government 
procurement dean- are modest, 

Their attmprr t o  do 

This dercr ipt ion of tho poychologlcal i n f l a t ion  of 1950-1 i r  
takan from page 5 of . m w d  i P o l l t w  €lam rdr of an 
In f l a t iona ry  Defenee &con omy, Materiala prepared f o r  the Joint 
Committee on the Economic Report by the  Conmittas Staff,  Joint  Caanittao 
P r i n t ,  82d Congrers, l r t  Sir i ion,  Waohington, 195l. page 5: 

".. . tho Inf la t ion 8xparlancad thur far mor i t a  Impetus 
t o  the  c i v i l i a n  ragpant of the economy and has bean tho 
r e r u l t  (1) of %care@ buying by conmumerr roeking t o  be 
' b i t t i n g  pretty' individually I n  a period of ganoral 
ohortage ( t o  that end they borrowad, 11quid.t.d aavingr, urd 

scraab1.d 
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rcremblrd €or msrcb8ndire); (2) of anticipatory buying, 
inv8ntory Accumulation, and r p 8 e u l ~ t i o n  by burinerr firm 
flaurcad by phonomonal prof i t8  and abundant bank crmdit; 
(3) of a p r i c r  purh-up dcrignrd t o  f o r 8 r t a l l  get t ing rtuck 
w i t h  a ' l a v a  price ceiling i n  tho ewnt of a framemi 
t41 o f  rapid acceleration of conrtructlon o f  plbnt and 
a q u l p e n t  i n  ardor t o  * b u t  the gun* on P. t aYi .18  control8 
md a l loca t ion r ;  (5) of incrarer i n  matariala cortr 
and frensi8d bidding for  rcarcc reraurcer and ranpcrwax; 
and, f i n a l l y ,  (6) of invertment 8hif t8  by individualr 
and i n r t i t u t i o n a l  i nv r r to r r  from l iquid arret8 and 
f i r e d  i n c o m  aacuri tier i n t o  phyricsl good8 urd-aquitisu.  
Th8re i n f l a t i a ru ry  forcer r a t  i n  motion by warranted QX- 
prc t r t i on r  and unwn1vant8d f8arr of vhrt the Govrrmrnt 
night do, W i l l  bo given tho imp8tUI of r u b r t m t l a l  
Govanrm8nt de f i c i t8  u n l u r  we pby a# we 80, tu h u v i l y ,  

. increase production par man-hour, incrmrr raringr , 
contract  c r8d i t ,  control the rnonay rupply, and 
effmctively anfotce diroct  controlr  over prices, wa808, 
matarlalo, and nrMpuqr." 

. 

t 

%. i t a t l v s  P r a C ~ t i Q n r  f o r  1961-62 . .. 
... The exfr t rncc of rlack i n  the economy permit8 ran8 addi t ional  d a f w s e  

rprnding without inf la t ion.  Tha danger of in f l a t ion  c m  b8 rpprairrd b r a t  
through q w t i t a t i v 8  artimatsr of the conr8quencer of a particular rddl- 
t ion t o  the d d e n r e  budget. In order t o  i 8 0 l A t 0  the effect8 of d8furrr  
exp8ndlturer thbllrelver, tha ertlmatrr arsm8 may rcar8 buying and 
hobrding by burlnrroer 8nd conrumarr, 
of rpending by con8~1110rr are conridered rubrapuentlp. 

Thr fu r the r  offectr  of a b u r r t  

1, =t o f  -1 l i t 8 t Y  sD8nda 

Sinca the a d d d  mil i tary ncrdr t o  imp laan t  tha EEEd capabi l i -  
+ ty are BO uncertain,  it  88mr wirort  t o  cover a wid, rang8 by making 

"1W" and %hi&" 08t%@te@ of po88iblI a d d d  ddenra outlayr.  
o r t i nu to  adopted haro arrmao AII additions1 $5 b i l l i o n  of dofen80 
rponding i n  f i 8 c a l  1962 and $3 b i l l i on  i n  the f i r r t  half of f i r e 8 1  1963 
($6 b i l l i o n  a n n u l  rate). Tho high artinat. call8 f a r  $11.5 b i l l i o n  of 

Tho law 
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rupplenie~tary expe,*d, tcme i.11 fiiecal 1962 and $7.5 b i l l i on  ($15 b i l l i o n  
annual rate) i n  tha f i r a t  ' w l C  of' fiscal 1963. 
pat terns  of added dafrme o ~ t l a p  ara given bclaw ( i n  b i l l i on8  of 

The areumad qumterkjr 

do!SW!. &.-a-vm?.' 
Calandar Yaar ,JO.L, , . . . _* ..--__L -?s2.-" 

Iz 2s a! .. 
Quarter JJ-L .d I, 

LCW areumption 2 6 6  6 6 6 

High au rump t i  on 4 t.2 i.5 15 15 15 

'Ilhaoe hypothecicrrl xicruilm::a <:an he linkad t o  pr r san t .  projectlono o f  
.aP basad on tha C U ~ M I ' ~  budgur ouekdok. 

, rpsnding, W.? in roal t.emr. i r u  axpectred t o  t i r e  at an annual rats,of , . 
6 '  parceht for the nwt: *.ix quiiycars, according t o  projactiona preparqd 
j o i n t l y  by the Bursau 0:: tne Uudgcrt, Council of Economic A d v i a  ti, and the. 

rate of 3.5 percent, clw gap 3otw.wuu:'i potartla1 and actual  output is 
arrpocted t o  narrow bu: to rtunatrr euhcantlal through 1962. 
I s  axpected t o  rsnwirc at  lavaia &o.:'e 5 peccant of the labor force, i n  
contraet  with the l ' fu l .L-~p l .w;m~~t : l '  raarget of 4 percent. 
and current projacc:Lons of tit;i:Util (;M3 1170 shown in the  firat two l i p @  
of Table 1. 
of 1961. 

W i t h  u i r t i n g  plane .for F d W d  

.. . 

Troarury Deparmenc. Since p x : . c T i t i 1  CNP rirea a t  an ert imata x annual 

Unrmployment 

Po ten t i a l  ,W 

These data arc upre~sed i n  price8 of tho rccond quarter  

By r a i s ing  prl.vare hi~:orit:s I adaied military outlayr would u p a n d  t h r  
damand for conourper and inves,n:!er..t goods. 
i n  a norms1 fashion t o  tho eai'p#i,n~'iotr o f  thair inCOQa8, each ex t r a  do l l a r  
of dofenaa spanding W O U ? ~  e*.*p,:.l:.~,ti.'iIp in.lcranao GNP by a t o t a l  of about 
two arrd ti half dollarr. X-.tsmd:.r-q r d  GIQ? i n  canetmt .prLcm aza lbown 
i n  TaLla L far the low  lid iri,p$. i\nai;mptione concerning incremental 
defeme outlayo. 

If firma and household@ rerpond 

With tlia lw estimate o f  wtra milttary mponding, GNP for calendar 
1962 i s  prdjccted aL $561. L t l l i u i i  t.:!n c o n r m t  pricar) i n  con t t a r t  with 
tha $546 h i l l t o n  eattarate bRMsti on Lhe current budgetary outlook. Evan 
with the incraaasd $15 b&LLii~i of u~+at,-psojachd CNP 
potential through 1962. 
of t h m  labor f N c a  i n  the slscarid h61E of 1962, but it would ba upoc tad  t o  
rwaain ebova 4 percent, 
i nc raas r  in output--3 perccwt I;? the lavt quartet of L961-- could ba 

brlnv 
h Q q i O y I U 8 P t  would probably gat  bolou 5 poromt 

Fur ~h-~aore .  I the larger t prorpac tira quar t e t  ly  

bchievqg 
SFXRICP 



achieved without  r t ra ln .  b c e p t  tor t he  po6ssbi l i ty  of bot t lenecks and 
coat-pueh p re r ru ree ,  them developmentu are cons i s t en t  with pr i ca  
r t a b l l i t y .  The danger of excess demand l n f l a t i o n  s p p ~ r e  s l i g h t .  

Qpporrite conclueions eaet86 with the  h i g h  assumption about dcfenae 
rpandlng. A6 shown In the r&1eL projected GNP i.rossea po ten t i c l  in 
mld-1962 and axceeds po ten t i a l  by more than one percent at  t h e  and of 
1962, 
t h e  per iod  t o  match t h e  demand f o r  output .  
mant rate ir d s s l r a b l s  in i t s e l f ,  it may be assoc ia ted  with a rar iouo  
thteet of i n f l a t ion .  Furthermore. the trigr! v6tFmaLes of dsfenle  ca l l  
for a rise in output of 44 p e r L e n t  C u  the four th  qua r t e r  of 1961 and a 
f u r t h e r  i nc rease  of 3L percent I n  the next quarter; growth at t h i s  
r a t a  could r t r a i n  the dconomy.. Unless prrve io  demand were contained 
by incteaaes in tax r a t e a  or exceedingly r ight  money, inflation would be 
probabla tn the. abrence of b r a t  t coc tro Is. 

UnmpLoymant would have to fa l l  t o  about 3# percent by t he  end of 
While such a law unmploy- 

2' 

The above projec t ions  assume " n o m l "  response8 i n  t h e  p r i v a t e  
aconamy. Spec t f i ca l ly ,  consumers are asranred to raise t h e i r  opendrng i n  
p a r a l l d  wi th  the  expansLon of tneir lnc.mas, maintaining the i r  oaving 
a t  7 t o  8 percent  of their dispooablc inrome. 
however, that the prospects of a natioltcil mobilie8tlon e f f o r t  would losd 
to  "scare buylng" and a r a r u i t l n g  dec l ine  i n  t h e  raving rate. 
d e v e l o p a n t  would, of cwrae. magoiip the danger of i n f l a t i o n .  
a conc re t e  example, crupporr tho raving-income ra t ion  was teducad by 1s 
percentage polntu I n  the cur ren t  qus r t c r  and by 3 poin ts  i n  1961-ZV. 
8pending spra8 of t h i r  magnitude 18 q u i t e  concdvable,  i n  l i e h t  of the 
Korean uryar ience  revlawed below, 
add $9 b i l l l o n  t o  expected GNP fo r  1961-111 and $22 b i l l i o n  i n  1961-IV. 
As rhown i n  Table 1, with tha  I&& ast lmata  of de fame ,  output  ucceeds 
p o t e n t i a l  I n  1961aLV, and a 7 percent gain i n  GNP i8 required i n  that 
qUarter. 
c o n t r o l r  , 

It l o  quite l i k e l y .  

Such a 
To t ake  

A 

The addi t iona l  consumer out layo would 

Raptd lnflation wouLd be  ln8Vit8ble i n  t he  absence of 

With t h e  apanding sp ree  added t o  th8  .lz est imata  of drfenae,  
axpactad output  remsine below po ten t i a l ,  bu t  the 54 percent  rise i n  raal 
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GNP for 1961-1V i r  inconriatent with price atability. 
Addition t o  d.fmB8 outlaya night not provoke panic buymg ar readily am 
a l8rg.r ailitbry progJram. 
futuro ouflaya, i t  could provoko a rtrong prychological r u c t i o n  of 
conrumer daund.  

Of couraa, tha lcb 

But if it vera v im?d ar a harbingar of larger 

Thm quantltrtivm diacurrion above OUgg8rtd that the u j o r  i m a d h t e  
t h r u t  of inf lat ion arroclatad with an accalerated dofenma progr.0 l iar 
in thm porribls  prychological ruction of conamera. The uperimca 
immdiatoly follawing .the out&ouk nf. tho Koroun War providor ample 
evidonce of ruch a rubjactivaly-induced inflation. 
prlod provider inltructive background for the analyrir of todry'r rituation. 

A r6vi.w of the Yorman 

. 

. .  
SECRET 
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TABLB..1 
Quarterly Profactionr of Crorr National Product 

pricar of 1961-21) 
( i n  biltionr of dOlhrB 8t m U . 1  rata8 i n  Cmrtsnt 

1961 
T T ,  

Potant ia l  (at 4% unmploymmnt),.. 559 

Proj ac tad : 
With currant budgat outlook.,. 512 

W i t h  Aow mruaption of utra 
dofanma and normal rrrponrmr. 

Wlth high rrrumptlon of 
utra  drfanrs urd n o m 1  
~raa~onror.,.~ ................ 

Wlth low a m u p t i o n  of 
u t r a  d d e n r s  urd lower 
raving r~tfo.,,.a......s...s. 

utra dofan80 m d  lowmr 
raving 

With high arrurrption of 

564 

519 

523 

526 

532 

535 

56 9 

5 27 

539 

550 

56 1 

f72 

574 579 

534 542 

549 557 

569 sao 

584 

550 

565 

588 

589 

558 

573 

5 96 
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C. The Korun EIPI rlmncr 

Economic dwrlopurtr lo t h r  f l r r t  half of 1950 bnd t h r  rprlng a 
1961 dkplcly auny rorwbtmcor.  Than, ar n w ,  thrtr -8 a rapid ro- 
covery fraa recoreion. The 1948-49 r6carrion urded i t a  eloven-month 
l i f e  i n  O c t d e r  1949; tho t r w a h  of t h r  rrcmt rlump war i n  February 
1961. The 1948-49 and 1960-61 r r c r r ~ i o n r  wore comparable i n  ai=.; 
Grorr National Product i n  conrtant do l l a r r  f e l l  2.3 pmrcent from 1948-IV 
t o  1949-11; the doclino war 2.1 porcent fron 1960-11 t o  1961-1. The 
drop i n  i n d u r t r k l  production amounted t o  8.4 parcent i n  1948-49; i n  
1960-61, it warn 8.0 porcmt.  Thr percontage rater of unomplopmt (ar 
a p r r c m t q r  o f  th. c i v i l i a n  labor fo rc r )  nn r t r i k ing ly  aliko: 
and 6 , 9  f o r  1949-111 and 1949-ZV, rorpectlvely, are matched by 6.8 and 
6.9 f o r  1961-1 and 1961-IX. 
rlack i n  t h r  u r e  of labor y18 q u a l l y  larp In  October 1949 and 
F rbNary  1961. 

6.8 

Tho lemlr of unuployaont indicate  tht  

Figurrr  on capacity oporating ratrr i n  vnufac tu r ing ,  however, 
i n d i c a t r  t h t  u n d r r u t i l i u t i o n  of cap i t a l  uar conridorably more marked 
at  t h r  1961 trough, Eight monthr intorvrned bottnon the trough of t h r  
1948-49 racrrr ion and t h r  North Kotran at tack.  Moanwhile, output gained 
very rharply. R e d  GNP ported gains of 3 p r c o n t  i n  each of the first 
two quarter. of 1950. Indur t r l a l  production tore 15 percent from Decem- 
ber 1949 t o  June 1950. In  tho recond'quartrr  of 1950, unmploymrnt uae 
down t o  5.7 potcmnt of t h r  labor forcr .  Thur f a r ,  1961 h r  had four 
month8 of r*pmding activity. From Match t o  May, i odur t r l a l  production 
wtchod  tha p.co of tho 1950 axpanmion; the rire i n  real CNP i n  tba sw- 
ond q u a r t e t  -8 a healthy 2 per~ont,  but did not qual t b r ' r a t e  of in-  
crearr of u r l y  19S0, Unuploymont h a m  rhown v i r t u a l l y  no lnprovomont 
t o  data  aid roaglns 6.8 percont of tho labor force. The g r e a t a t  unrarploy- 
ment today, amounting t o  an e x t a  on. petcrnt of thm labor fo rc r ,  i r  evi- 
dence of Iar graator  rconomic alack than rxlrted i n  mid-1950. 
abundantly confirmod by Federal Rermrve data on industr ia l  output of major 
PUto t i a l i ;  i n  June 1950,. . production of there  iteas mounted to  93 per- 
cent of capacity;  tho oporating rate f o r  k y  1961 WB 77 percent of cam- 
c i t y .  Primary mmtalr and cokr production war a t  97 percent of capacity in 
June 1950 I n  con t r a r t  with tho Hay 1961 level of 68 porcrnt. 
r e n t  had not yet boon achievod by mid-19110, but the dlrtanca t o  f u l l  
rmp1o)mrnt war much rbortor tban i t  i r  currently,  

This io 

e 

Full  omploy- 

Tho o u t b r u k  of tho Korrrn War accelrrated tho g r m h  of output and 
i n i t i a t e d  u rhrrp rire in pricm. I n  one qwrtmr, from 1950-11 to 1950- 
111, roal CNP roam by more t h a n  4 porcent. 
had remined rtable through the f i r r t  half of 1950, jumped by 2 1/2 pr r -  
cent  In t h e  t h i r d  quartrr .  
shown i n  Tabla 2, 

The pr ice  i n d u  f o r  CNP, which 

Ikvrloprmtr i n  key oconoric magnituder are 

The defense 
SBCRET 
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The defonre ef for t  could not d i r e c t l y  have accountad f o r  t h i r  #purr 
o f  i n f l a t i o n .  For Fedoral rpanding on nat ional  dmfonre rore Prodertly 
i n  1950-111 t o  $14.1 b i l l i o n  (at AIUIUL tare81 fro8 the $12.0 b i l l i o n  
l e v e l  of t he  p r e v l w r  quarter .  Federal defenra ordar r  for  hard goodr 
ware a t  a high l ave l :  
t l m a r . t h e  amount of actual u p e n d i t u r a .  There -re upanrionary fsc- 
to r r ,  hut the major r a r p o n r i b i l i t y  f o r  tho inflatLoasry 8purt  m a t  ba 
a t t r i b u t e d  t o  consumer bmhavlor. 
t h e i  r d a r p o u b l e  income ii, T9=;, in contraqt  with t h e  average raving 
r a t i o  of 5 percent  i n  the  precrdlng two year r ,  Thair  axcar@ rpending 
wa8 d i rec t ed  p r i n c i p a l l y  at durable  goodr. 
buying Zy)m from $12.2 to  $14.9 b i l l i o n ,  or 22 patcant ,  fraa t h e  recond 
t o  the t h i r d  q u a r t e r ;  ou t l ay r  on f u r n i t u r e  and hwrahold  equlpmont 
roared by 37 p8rcont from $12.4 t o  $17.0 b i l l i o n .  
ga in  in total raal GNP occurrad In  tho  r a l a t i v c l y  -11 conrmer  durablar  
rector. 
t l v e l y  modsrt; a11 coaponentr of nondurabl8r rhowed gain# of  5 to  6 p8r- 
cen t  i n  1950-111, only  r l i g h t l y  excooding t h e  4 porcant rime in d i r -  
pomble income. Yet, bocaura the  p r i c a r  of foad r tu f f ,  c lo th ing ,  and 
o t h e r  nondurable l t a a r  are mom f l e x i b l e  than the  p r i c a r  of b r d  goodr, 
i n f l a t i o n  4t tho  ratail level war more pronouncod for roft goodr, 
Pr ico r  for nondurablo goodr rore by an avr ragr  of 2.9 parcent i n  
1950-111; conouamr durable  goodr u p a r i a n c d  a price-incrure of L .6 
p r c e n t .  

$4 bi1liQn of new cont rac t8  oquallad about f i v a  

HoumahoLdm u v e d  only 2.8 parcant of 

The annual rate of au to  

Mora than half of t ha  

The ria0 i n  conrumor ou t l ay r  for nondurable good. V(LI coplprra- 

In  t h e i r  hard-good8 rprndlng binge, conmmers ware motivated by 
s t t a m p t r  t o  r tock  up before rhortager  an4 l a rge  pr ica  i n c r e a r r s  *uld 
devalop. 
wet. undoubtadly v iv id .  
cri  sir war uncerta9;l. 
in rurance  ageinrt the p o r r i b i l i t y  that no rofrigeratorr would ba -nu- 
f a c t u m  f o r  con8up.r u ra  i n  I951 or 1952. 
a purchbre appearm prudent; it is an act of hadgin8 aga ina t  i n f l a t i o n  
and rhor tagar ,  not  an a t t w p t  to  rpaculate, In  an oconwy whore t h e  
conrumor i o  normally rovrroign,  i t  i r  hard f o r  any hourehold to  view 
t h e  prudant management of i t r  budgot a8 an unpa t r io t i c  act. 
when a l l  houreholdr act t o  b u t  i n f l a t i o n ,  they produce the  vary 
r l t u a t i o n  whoa@ conroquencor they are t ry ing  to  avoid. 

h r  a c t i v i t y  by bueinerr  finus in thm 8ummar of 1990. 

Mmorier of the condi t iodr  preva i l ing  during World War 11 
The magnitude and durat ion of t he  Koraan 

A new 19H)-mode1 ref r i g e r a t o r  war a x c e ~ l a n t  

To an l n d i v i d u l ,  ruch 

* 
But, 

, 

Them fs ~ u r p r l r l n g l y  l i t t l e  evidencm i n  the  aggregate of m i m i -  
I f  e n t e r p r i s e s  

wore ongagad 



wore q u a d  i n  badginp or rpaculating 8ctiuUA . t h e  a f f o r t  muat 

the 
hava b a o n - f r u r t r a t d ,  
on their t n n d  with no appannt influenca a t t r i b u u b l a  t o  Korub: 
10 mrcon t  rirr ( i n  curront do l l a r r )  d u r w  1950-111 -I A b i t  le81 
than tha gain of tho racond q w r t a r .  
i n v o r t w n t  in tha t h i r d  qcurtar  mr r l i g h t l y  hlw the  lovol of 19fO-XI: 
$3.8 b i l l i o n  cooparod with $4.2. 
good0 f a l l  by $0.5 b i l l i o n  f r a  Juno t o  Soptabor;  t h l r  uas c loa r ly  ran 
involuntary daclina rasul t ing from tho unupoctod r t raogth of d m n d .  
The $10.5 b i l l i o n  incrura in  rtockr of goodr-in-procorr f a i l e d  t o  
match tha rat0 of rirm in m h r .  
c h p e d  tutar iah roo. rharply from $11.3 t o  $12.6 billion. 
croara could r d l e c t  an r t t r a p t  t o  otockpila utcrrialr, but tho in- 
craara  could -11 b v a  boen inducod by tha upanrlon of d m d ,  rinea 
r tockr  of prrcharad u t a r i a l r  barely kapt paca v i t b  ralor. 
oxcaptlonr In  rotaill trade,  inventory-rahs r a t i o r  i n  a l l  roctors of 
burinerr  declinod during the th i rd  quartar. 
t h a t  f i r m  t yp ica l ly  rerponded t o  tho bupymcy of conmimar drnand but 
doer not r u g ~ o o t  that thoy wro i n i t i a t i n g  inf la t ionary prorutro. 
con~umor merger ar tho v i l l a i n  of the piece. 

Outlayr f o r  bu&aorr fixod .lnvertm& c o n t i n u d  

Similarly, nonfam invantory 

Manufacturerr' r tocks of f inirhad 

Manufacturarr' invantorior of pur- 
Thli ln-  

With a fav 

Tho avidanco indicater  

The 

Both output growth and i n f l r t i o m r y  preraure dininirhad during 
mort of tho fou r th  quartor. 
with prica-riatar and output-grinr contributing qual rhror of tho 
incraare .  Conruraorr relaxad from t h a i r  rponding rpreo of tha proviour 
quartor ,  and uvad 8.1 prrcont of t h e i r  dirporablc incomo. 
for conmumar durablaa f.11 12 porcent. Retail ralor flaggod i n  Octobar 
and Novabar. Although Congraar bad g2V.n the Proridant pavrr to  con- 
trol pr i co r  on Soptemhr 8 with parrago of the Dofmra Production Act, 
rho waUing s t rongth of inf l a t i on  made dirmct controlr  IOU unnccrrury.  
Tha key erpanrionary f a c t o r  in tbir poriod uar invantory invmrtrmt.  
Stockr wora accumulatad a t  rrcord annual rat0 of 15.0 billion dollar6 
i n  1950=IV, with the l a rga r t  portlon--10.8 bi l l ionr-- in  durabler. In 
t h a t  quartor ,  otockr of durable goodr rora botween 11 and 15 porcent 
at  tha  retail, whololiale, and arnufacturing levalr .  

tur lnp,  rtocks-in-procorr, purch.8od u t e r i a l r ,  and finlohod goodr 
a w d o d  in psrallal. 
economy. 
aunufacturing and vholoule truIo. 
r a t l o r  w n t  abovr pra-Koroan lavelo, providing eane evidence of rpacu- 
l a t i v o  rtocking by ratailerr. 

GNP rore  3.8 porcant In curront dOll8rr. 

Outlays 

Part icular ly  large 
c gain. occurtad in u c h i n a r y  and tmnrportation oquipmant. In manufa- 

Invantory-rcllo8'ratios roam throughout tho 
By yur -and ,  thay warm r t l l l  # l igh t ly  below Juna l ava l r  i n  

In  r e t a i l  trade, invunfory-ulor 

Hoanwhila, govonmant outlay8 for  

national defenra 

SECRET 
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na t iona l  defenre baaan to  ragirter r i s e a b l e  incrma8er, u p r n d l n g  by 
30 p i r c e n t  t o  $18.3 b i l l i o n  (annual r a t 3 i n  1950-IV. 

The Chinrre  an tered  t h r  Korean War i n  late Novmbar, 1950. 
P r i c e e  and conrumat damandtrerpondod rlwrt lnr tur taneaur ly  t o  t h r  
nevi, Retail raler jumpad 7 percent ( rearonal ly  ad jur ted)  f o r  t h e  
month of Decwbor, 
Docamber i n  cont raa t  with lnc ru808  of h8lf of one percent In oach of 
tha two proceding month.. 
a p p u r e d  probable, and t h i r  u p a c t a t i o n  8 t i a r l a tod  d u a n d .  It alro 
ancouragod f Imrtto announcr p r i ce  rlrer at ord i n  t h r  a n t l c l p . t l o n  
of pors ib t e  p r l c e  frees.. On Decmbor 15, 1950, the Pr r r iden t  
daclared a otate of national omargency and rtated hi8  Intont ion t o  
~rnporo Otic0 and wrgr' contro18. 

On January 26, 1951, t h r  General Cal l ing Pr ica  Regulation wa8 

The Conrumor Price Index rore 1.3 parcent In  

Direct cont ro l8  on matar ia la  and pttc.8 

l r8ued,  and pr ice8  and wager were frozen. By t h i o  time, the Con8umer 
Prlcr I n d e  war nurl.9 7 p r c o n t  above the  lave1 of June 1950, 
sale pricrr had riren 15 percent r lnce  Junr ,  urd much of the  l n c r u r a  
had not ye t  been r e f l e c t a d  at the ratail leve l .  It would have been 
i n f e a r i b l r  and i n q u i t a b l e  to  place a r o l l d  freeze on retail p r i c r r  
when they ware not i n  rqui l lbr ium with w h o l r u l e  cos ta .  
con t ro l e ,  therefore ,  n t a i l  pr ice8 were allowed to creep  upmrd 
through t h e  year. The Consuoar Price Index rose m o t h e r  1.2 percont 
In  Frbnrary 1951, and 2.9 parcant mor. fraa Febnury  t o  t he  end of 
t h e  y e p ,  even though u h o l r u l e  p t l c e r  f e l l  raswhat from t h e i r  p a k  
of February. 

Whole- 

Mrpite 

A l l  8ac to r r  of deaand rho& groat Bttangth i n  the f l rr t  quar t a r  

The peroonal 
of 1951. 
ampharis on nondumblb 1t-r ruch ae food and clothing.  
rav ing  ratio fe l l  t o  3.7 parcent. 
a 10 b i l l i o n  d o l l a r  annual rat. and u t e n d o d  t o  a11 itoms and a l l  
8ectots. 
reach a 24.3 b i l l i o n  annual rate. Naw defanoe con t r ac t s  for hard goodr 

Erp rnd l tu r r r  f o r  durable  defense Item8 a l s o  rosa sharply, but were only 
one-riwth ar l a r g e  ar con t t ac t  a w r d r .  
panrlon of t he  econoa~y and f e l l  t o  3.53 porcent of t h r  labor force i n  
1951-1. 

Coneumerrr ronewad t h e i r  hoavy purcharing, with p a r t i c u l a r  

Inventory i n v e r t m n t  occutred at  

Natlonal dofen8e out layr  rose by a t h i r d  once again t o  

L doubled in t h e  f i r r t  quar te r ,  roaching a leva1 of n ra r ly9b i l l i on r .  

UnamployMnt r a f l a c t e d  the ex- 

For t h e  
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Por the remainder of 1951, rulJW? amudad IwothlY st an 
annual rat. of about five mrcurt. 

ratio runnlq  n w  nine $ormat. 
pwmittod rul  dofmro  outlayr to  rlao by mor0 than tho tot.l.gmin 
in GNP,  Foderal defenrr upond i tu re  roacbrd a 41.8 b i l l i o n  annual 
rat. i n  1951-LV. 

-tory inmrbmt coatlnurd 
8t a mpid rat.. Coomaox l l J d 9  h0VlrV.r. d t b  tho m i n u  

Tbe.drcUn, lo x1.l colr8mption 

Under t h e  impact of d i rec t  controlr  and tightened monetary and 
f i r c a l  policy, the In f l a t ion  l o s t  i t8  viaor,  S rtrger v8ro rara* 

control8 can be a t t r i b u t e d  to  the  proviour rapid Lncrrare i n  whole- 
8.1. p r i c r r .  
tare. 
proceding the Chiaere intarvention, fo r  inflation m a  abating. 
Much d.OD*ge 
the c o n f l i c t ,  
thrt Control8 on pr ice8 urd #go# wore M n e n t .  
ia ~nconc8 iv rb la  i n  ruch a r i tuat ion.  

Much o f  tho upward movmont of retail prices tlu ? followed prico 

I n  ret rorpoct ,  it reemo clear tha t  controlr  c6w too 
There app.ared t o  be l i t t l e  need for t b  i n  the tw month8 

dona i n  the two monthr following Chinere entry i n t o  
It became apparent--tho Prorident oven announced-- 

Prlce r t a b i l i t y  

D. Lorronr of tha Konan Period 

T+ chief lerron of the  1950-51 experience 11 that expectationr 
of Inf la t ion  and of  d i r e c t  controlr can be pornrful dort8bIlf.faO 
forcor. Purthemorr,  deliborationr in Congrerr on rppropriato anti- 
inf l a t lona ry  policy and rtatementr by the Adminirtration unavoidably 
harten t h 3  in f l a t iona ry  ptocerr, I d U l l y ,  it would 8 p p u r  that thm 
Prurldent rhould alwryr h v o  amorgency powerr t o  freere pr i ca r  and 
wagor for  a rhort  poriod provided t h a t  he rlmultanoourly ark8 Conareor 
t o  leglrlsta d i r o c t  controlr .  Such omrgency p u r r  rhwd be ac- 
qu l r rd  a t  a t i m e  whan thoro i r b o  emorgency and whon nobody could 
expect that the Preridant 18 about t o  U ~ O  thm. 
requart f o r  ruch powerr cauld prov- rpendtng rplurgi.  

period of m r g e n c y .  
oxcia. tax on conruaer hard goodr might hava had highly benaficlal 
mffectr  i n  dfrcouraging conrumer buying during thm mmar of 1950. 
However, the mere montion of ruch 8 proporal by any rerponrible 
public o f f i c i a l  i o  bound t o  in t en r i fy  conrumer denand. 
then anduvor  t o  beat tho 81rcire tax as wll ar higher price-tag8 
and rho rugor .  

Otherwire, the -re 

Optimal an t i - in f l a t ion r ry  policy cannot ba 1ogi.lat.d during a 
4 For .uppLe, a r t i f f  and cloar ly  taaporary 

Pooplo would 

The ruccesr 
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Tho iuccrr8 of th Korun program of d i r r r t  controlr ,  oace It 
WI l n r t l t u t r d ,  may nuke it ur irr  to  r t a b i l i r r  thr price love1 If 
another nob i1Wion  become8 nrcerrary. 
a r i r o  t o  any r lgn l f i can t  u t e n t  and price8 did not climb much above 
t h e i r  l r v e l r  of lata 1950, CODIUOI~I did not prof i t  from t h e i r  buying 
r p r r c r .  
In  tho went of a t opa t i t i on  of much a rl tu8tlon. 

Bec8uurr 8hQrtager dld not 

Thry may bo lrrr l i k e l y  to rwra i n t o  hrd-8oodr daalerr  

b 

Tha rrlatiw aamr of rdainir ter ing d l n c t  controlr  In 1951-53 
owod wch t o  the  t i gh tne r r  of fi8crl and QOnrt8ry policy. 
damand rJar kept In check by highor t u o r  and i n t e r e r t  r a t e r ,  
p a l d o r h a r r  of con t ro l r  then may d o  t h m  mor. acceptabla now. 
On tho o the r  hand, 8- group. would point to  the  fact thnt few 
Price0 vlrr p r r r r ing  againat t h e i r  c r i l l nga  after mid-1951, and 
would infer from t h i r  rvidrnee that d i r ac t  controlr  ware unnocerrery. 
Thoy m l d  argue t h a t  In f l a t fomry  pnrmurer had BpOnt than80lve8 by 
the time control# =re inposad. The r l t o rna t ivo  arguPPent im that 
the  met0 exi8trnca of price c e l l l ~ r  provented rpoculativo purch.8- 
in8 and that con t ro l r  apprarad unnrce8ury only brcaU8r thry ware 
prerent ,  

mregdte 
The 

The chronology of policy sctionr which follows giver the date 
and rubrt8ncr of each M j o r  r t ab l l i aa t lon  rtrp tSkrn during the  
Korran period. It covr r i  t he  monetary, f l r c a l  and direct-control 
.rea eapatately.  
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hN8t 18 

Augur t 21-25 

Soptenbar 9 

Tb. Federal Open Hukot C o m i t t r a .  began t o  
ainimlw purchuer af rhott-term U.9.  Govern- 
mont r e c n r f t h r  i n  i t 0  u t k c t  Pgerrtfonm. 

Thr h d a r a l  Rarcrvr Syrtea announced I t a  I n -  
tantion t o  %re a11 thm moan8 at their coarrurd 
t o  rertrrfn f u r t h . r . q u n r i a n  of . b k  credit ."  

Dlrcwnt rate of varloua h d e r r l  Rerarva 
h k o  raird f r o m  1-112 -to, 1 eU4.parcent.  

Ry Executive Order No. 10161 tho R e s i d e n t  
delegated w t h o r i t y  t o  regulate r u l  ertrte 
loan# t o  b a r d  of Covrrnorr and t o  the Houring 
and H a w  Irixunce Adninirtrator. 

September 9 

Saptambar 18 

October 12 

Octobor 16 

Novamber 14 

R e r i d a n t  raquortr a l l  cittzanr t o  coopereto 
i n  objactiuea of tb bfmnre. Praductien Act. 

Regulation W, ropulating conouwr i n r t a l -  
l m n t  c red i t ,  WI put i n t o  e f f e c t  by Board 
of Covernorr. 

Regulation x b  rtylat ina rral o r t a t e  credlt ,  
v18 put i n t o  e f f ec t  by Board of Govarnorr. 
Paral le l  regulationr wore put i n t o  e f f e c t  by 
hourtng a~enclar fo r  real artata loanr .ad. 
or undarwrit tm by Idera l  agencier. 

k s n b n t r  t o  Rrgulation i?, t ightrning up 
t a m  on conwmor inrtallment c r e d i t ,  becaol. 
off active. 

Reguhtion X mended t o  except c r e d i t  ax- 
tandad before Hay 1, 1951, i n  connection 
with p r o p a r f l u  on which construction war 
r t a r t ed  before October 12, 1950. 



. 
* Julurrry 12 

January 17 

February 15 

March 4 

. .. 

I .  March 12 

July 31 

September 1 

AaaL 
%Y 5 

*Y 7 

tffeetgve on them dater, Iclarerve re- 
qui reaur t r  were r r l r e d  2 p . t E a n t 4 8  paintr 
an duurd  depor i t r  md 1 p a r C . n t . g s  po in t  

Rogulatlon..of. t u 1  eatate crsdlt under 
R8gtihtI011 X md r8ht8d.  htsu.Int agency 
r8platlonr broadened to  include t88id8nti.l 
propart lea  d f h  more t h n  rmr.fraily. u n i t r .  

Regulation T and U m n d e d  t o  lncreare  
Purgin r e q u i r a e n t r  on l ir ted r tockr  from 
5 O . t ~  75 parcent. 

Rbgulation of r e d  ertate a t e d l t  under Regula- 
tion X m d  r e l a t e d  hour ins  rgmncy r sgu la t ion r  
broadened t o  include r e r l d e n t ~ r l  p rope r t i e r  
with mora than two.famiLy u n i t r .  

Padar.1 Re88ZV8 and Trearury announce 
"&curdl@ on 8onetary and debt  manage#nt 
po l l c i e r ,  making it porriblr f o r  tederal 
Rerorve t o  purrue general  monetary pol iciar 

Fo-1 program of voluntary credit rmrtrdnt 
lmpleunf .dr  

. on t i # & p o r i t r .  

UIT. cff8CtiVdy.  

Reguhtion W amended t o  bring regula tory  
l i m i t .  within range r e t  by Congrerr I n  the  
Dafenre Reduction kt krandmentr of 1951. 
T e r n  on i n r t a l l u n t  c r e d i t  l i be ra l i zed .  

Regulation X upended In accordance with 
rtakrtary changer made by the Defrnre Houring 
and Cnsungty. halUtim-and. .Servicer Act 
.at. 1S1. .T- o n . W i n g  c r e d i t  liberalized. 

Voluntary credit  program terminatad. 

h r d  of Governor8 rurpended Regulation W. 



Slptombar 16 

2. Vircal Action8 

Ju ly  11 

Ju ly  25 

Saptnmber 23 ' 

0ctob.r 1 

Novrmbrt 14 

. . .  

January 3 

February 2 

October 20 

Baud sf Gavrrnorr rurpnndrd Regulation X. 

Action 

Secrotary o f  the  Trearury racoawndr tha t  
action on t a x  revirion b l l l  pending i n  
Senate Finance h i t t e a  be held up. 

h e r l d e n t  recwraendr rev i red  tax bill to 
add $5 billion annually t o  e x i s t i n g  tax 
revenuer. 

Revenue Act of 1950 enacted i n t o  law 
increar lng  individual  and corporat ion 
income tru rater. 
revenuer at  calendar 1951 incolrsr. 

Mdad $5.8 b i l l i o n  t o  

Higher withholding tax on wager and 
idrrisr  6-8 Into e f f e c t ,  

P te r ldent  r rcc~l~arndr  enactment of a 
corporatr rxcerr profit8 tax to yield 
44 bi 11 ion. 

t 

Exce~o P r o f i t s  Act of 1950 enacted into 
law, crtimated to  y i e ld  $3.5 b i l l i o n  
annul l y  . 
Prer idant  Eecoomsndr broad lncrearer  in 
individual  and corporation i n c m  taxer 
to yield $10 bilLion raaurrLly. 

Uvenue Act of 1951 enactsd I n t o  law 
y ie ld ing  $5.4 b i l l i o n  a t  calendar 1951 
lncoae leve ls .  



i 

3. Mrlct  Control Aetlonr 

I?eu 
U!il 

Saptombor 8 

Soptambar 9 

8 

September 15 

December 18 

. . ...Patanma. Pradwtion Act af. 1950,.pprwod. 

P r o r l d m t l r l  u r r a g o  urging r@rtr.int i n  
buying and relling; Ecoxidc Stabilim- 
tion Agency and Wage S tab i lLza tLoeBoud  

. r r t . h lhhed ,  I . ._ ," 

Prioritler Policy Dmterminationr l raued 
by ..tbe.lhtinrul Xraduction, buthoocitg. 

Voluntary p r i c i q  r tandardr  i8oued by 
&conamis S t . b I l i u t l a n  Agoncy. 

L W  
January 3 

Janusry 24 

January 26 

Apri l  21 

M y  10 

July 10 
'1 

J u l y  31 

hf enre Roduc t ion h i n l r  t r a t i o n  .I t ab l l rhsd .  

Office of  Rice S t a b l i t a t i o n  o r t rb l i rhed .  

General Rico Rmgulrtfon 188Utd~ freatlng 
price8 48 of January 25. 1951. 

Gsnaral Wa8e Stab i l i za t ion  Regulation #l 
i r rued ,  f reezing wager, r a l u i e r  and o the r  
c a p a n r a t i o n  am of January .25, 1951. 

k g e  Stab i l i za t ion  b u d  reconr t i tu tad .  

Office of a l a r y  S tab i l i za t ion  a r t ab l i rhed .  

b b a r r  of Salary S tab i l i za t ion  Board 
appoln ted . 
General Salary S t a b i l i r a t l o n  Order #l 
i88Utd 

Office of Rent S tab i l i za t ion  ertabllmhed. 

Dofenre Production Act Amendment8 of 1951 
approved. 



Aupl8t  28 
, .  , 

Soptubor 27 . .  

' W  
A%% 

June 30 

Decaabsr 6 

Dofrnro ktrrialr Procuromant Agency 
.r tab1 Llbd. . . . .  

Defanre Production Act hndmentr  of 
1952 . r p p r o w d .  . .  

U q a  St.billtstim Camittar crtrbltrhod 
to continue the fwctionr of the Wag. 
StabflLrrtion Board. 
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- Appendix B 

IMPACT ON U.S. BALANCE OF P A m S  OF 
PREPARATIONS 

Current  Balance of Payments S i tua t ion .  

The balance of prymnt r  d e f i c i t  continue8 to  be a matter of 
r e r i o u s  concern. The U.S. balance of p a p a n t e  d e f i c i t  is cur ren t ly  
running at an annual rata of about $1.2 b i l l i o n  as cornparad with 
93.8 b i l l i o n  during CY 1960. Much of the c h ~ n g r  i 8  due to the con- 
j unc t ion  of high l ava le  of. economic a c t i v i t y  i n  other advanced coun t r i e s  
w i th  recare ion  in the United Stater. The progremrr of recovery w i l l  
b r ing  an  increase  i n  U.S. inport6 during the second half of t h io  
calendar year. The over -a l l  d e f i c i t  (eatcluding rpeJal deb t  prepayments 1 
will be approximately k1.5 - 92.0 b i l l i o n  for calendar  year  1961, wlth- 
o u t  tak ing  i n t o  account the  e f f e c t  of BEZiii proparatione.  

Current Level of Militarv Expenditure$ Enterinrt Balance of Pdymente. 

During fiacal y a m  1961 U.S. defense expenditures en te r ing  our 
balance of paymento t o t a l l e d  approximarely 2 b i l l i o n ,  These expend- 
i t u r e r  were p a r t i a l l y  o f f s e t  by r ece ip t s  from m i l i t a r y  t r ansac t ions  
amounting t o  approximately $300 mil l ion ,  leaving a net out payaent i n  
t he  balance of payments of about $2.7 b i l l i o n .  

Am shown in the t a b l a  below, U.S. defenie  expenditures i n  NATO 
Europe en te r ing  the balance of payments amounted to approximately 
$1.5 b i l l i o n  dur ing  PY 1961. 

( $  mil l ion r )  
hit O f  

Total 
-I_ Germanj, NATO Europe - 

Conversions o f  t roop pay 268 192 440 
Major Equipment & W / O S P  10 85 95 
NATO I n f r a s t r u c t u r e  14 81 95 
Construct  ion  10 72 82 
Contractual  Servfcee 61 

362 
644 
I 

398 
828 
- 760 

1,472 
- 
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Balance of P a m n t r  Immct of Zncreseed DePloVaen t. 

The abovo f i p r e r  pmvide 8 m4gh guide f o r  emtimating the balance 
of payment8 i m p c t  of in‘cnarod daploymontr. 
b i l l i o n ,  $100 mill ion of oxpndi turer  for M j o r  equipment and W / O S P  
(on the arsumption that a l l  Prjor equipment for the additional troops 
would be purctrired In  the U.S. and the U.S. would not contemplate OSP 
as a munr of a n r i r t i n g  the u i l i t a r y  buildup o t  our a l l ier) ,  the net io 
$1.4 billion. 
coot of the prqrant 5 divirlons,  plus supporting troop8 and the present 

$280 million, can be apportioned par division. 

Doducting from $1.5 

Uriq $1.4 b i l l i on  an the r e ~ a i n i n g  balance of p a p e n t o  

level  of a i  i and naval forcer, on. f f f t h  that amount, i r e . ,  about 

Accordingly, $250-$300 million per year i r  ertimatod a8 a rough 
meaoure of  the coat t o  the balance of paymonts of s ta t ioning one 
addi t ional  divioion i n  Sumpa’, together with supporting a i r  and naval 
forces. There are additional factors  which could a f f e c t  the cost. 
fncreared erpendlture f o r  conrtruction, bring- prekani? divfSmii8 U t o  
f u l l  r t r sng th ,  and great ly  increared requirements for  t a c t i c a l  a i r  
et tength could raise the f igure above $250-9300 million. 
expenditure8 would ba p a r t l y  o f f s e t  by ravingr on dependentr, ~ i n o  i t  
18 arrumad t h a t  dependent6 would not accompany the addi t ional ly  
deployed forceo. 
drpandents current ly  i n  Europe. 
i n  temporary and inhrpenrive quarters might bring additional reduction8 
i n  cost .  

There added 

Furthor ravingr would r e su l t  from bringing home 
Stationlne the newly deployed forces 

A i  a mugh guide, however’, an estimate of. $250-$300 d l l i o n  per 
d iv i r ion  would appqar rearonable. For the four Alternatives,  the 
e e t i m t r o  of additional annual balance of plyasntr impact would be: 

A 1 t exma t ive I - 2 divisions $ 500- 600 million 
n X I  - 4 I t  1.000-1,200 11 

It III - 6 I t  1,500-1,800 I t  

It IV -12 I 3,0oO-3,600 0 

Reco~aend4tioru r o a - . W  af hcroud D d o ~ ~ e n t .  

Xnaraucd a8 the propord mili tary preparation8 are d i roc t ly  re la ted 
t o  the pmb1.a of Germany and BEIXii, we should look to the Cetaan 
Government for l og i8 t i c  and balance of payments asslstmce for additional 
U.S. forcer  deployed t o  Europe. The rtrong German rerewe posi t ion o f  

more than 

SECREr - 
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more than $7 b i l l i o n ,  the cur ren t  balance of payments surp lur  of  mre 
than $1 b i l l i o n  per Annum, and t he  very h i sh  lave1 of bur iners  
a c t i v i t y  oake i t  foas ib l e  from both the fircal and fore lgn  exchange 
aopec t r  f o r  t he  Gerwnr t o  provide ruch rupport. Thi r  would r t l l l  
l m v e  the  bulk of tha budgetary burden of U.S. prspara t ionr  on the 
United Stater (about 80 to 90%). It ir recomaended that imnedfately 
fol lowing the Canaan e l ec t ions ,  scheduled for  mld-September, 
Chancellor Adenauar be inforrwd t h a t  the U.S. expecte the Government 
of t he  Federal Republic t o  provide a s s i s t ance  to offset U.S. dollar 
axpendi turer  i n  cohection with addi t iona l  deployment of forces .  GFR 
abe i s t snce  is to include, construct ion and contractual  s e rv i ces  coats; 
o f f e e t t i n g  conversionr of t m o p  pay i n t o  foreign cur renc ies ,  and 
add i t iona l  prckurement of mil i t a ry  equipment In  the U.S. 

This Cetman rupport would be in addi t ion  to me&sures cu r ren t ly  
baing worYe4 out for reducing the balance of payments e f f e c t  of the  
t roops cu r ren t ly  s ta t ioned  i n  Gaxmany. . 

Imrapact on Trade and Services  Transaction8 i n  Balance of Payments. 

The p re ran t  rate of d e f i c i t  i n  the balance of payments i r  
expected to w i d e m  later t h i r  year as a r e s u l t  of r i s i n g  import8 not 
f u l l y  offset by t i r i n g  exports and a consequent narrowing margin i n  
the  morchandiae t r ade  rurplus. 
for &El33 preparation8 and the pmbablq psychological raaction of  
busineer  and consumers w i l l  accelerate the recovery i n  bueiness 
a c t i v i t y  i n  the  United Stater .  
be exbected to lead to a conoiderable rims i n  the  phyoical volume of 
imports. 
a t f o n s ,  both i n  the United S ta t e s  and abroad, may be expected to lead 
t o  higher  world p r i cae ,  pa r t i cu la r ly  basic utar ia le .  
i n f l a t i o n a r y  presrured become accentuated, there  pres rures  w i l l  
s t imu la t e  imports and I n h i b i t  exports. 

The increase i n  Federal expendi tures  

Higher l eve l s  o f  domestic a c t i v i t y  can 

A t  t he  same time the psychological a f f e c t s  of E&5X?d prepar- 

If 0.9. domestic 

. 
The effect of al l  these f ac to r s  could u s i l y  a d d , s u b e t a n t i a l l y  

, t o  the  ove t - a l l  balance OF payments d e f i c i t  of the  UnSted S t a t e s ,  
through a r i o e  i n  the  Co8t and quant i ty  of imports and the  co8t of 
f r a i a h t .  However, a reduction i n  t o u r i s t  travel to Europe and the  
p o t e n t i a l  increare i n  purchbaee i n  the U.S. by the  producing countries 
would p a r t i a l l y  o f f r e t  th i r  i n c n a s e d  expenditure. 

in f  l a t ione ry  forcer 

In Burope 



srrcam, 
Appendgr B 

- 4 -  

i n f l a t i o n a r y  forcer would r l r o  come inqo operat ion,  but i t  i 8  unl$kely 
t h a t  f u r t h e r  d d i t i o n r  to the imports would he lp  the U.8. t rade  
balance appreciably. 

t r a d e  and rervice a c ~ ~ u n t r ,  wen excluding i i l i t r r y  expenditures, 
could be s u b o k n t i a l  depending on the  wgn i tude  of the  prep&r&tionr and 
thr  o o r ~ o c t i v e  aearurer  adoptod. 

~ o n t r o l r  t o  rc i t t i c t  import8 f o r  balance o t  payments  purpose^ 
were not conridered pacarrary to  deal with the  r u b r w n t i a l  U.S. balance 
of payments d e f i c i t 8  incurred during the Korean War and Wonld I1 
(a l though doae r t i c  r e r t r i c t i o n r  i n  Worl,d War XI 8ave tho a u t h o r i t i e s  
conr iderable  i n d i r e c t  cont ro l  over impqrts 1, The hpo8 i t lOn  of ruch 
c o n t r o l r  would r ep remnt  a fundmenta l  change i n  U.S. q l i c y  and 
rbould not be taken except a f t e r  the mart w r e f u l  considerat ion i n  an 
eytreme nat iona l  emergency. t 

I n  summary, t he  ne t  adverre Impact of 5EX3S prepatat ions on U.S. 

Impact on CIuit.1 Movements. 

A l a rge  part o f  the balance of payment6 problem laBt year 
r e r u l t e d  f r o m  rpecula t ive  c a p i t a l  movement8 i n t o  European cur renc ier  
m d  gold, The e f f e c t  of heightened t snr ion  over  PI.rlirl on the 
f i n a n c i a l  m r k e t r  b r  not been rppreci&blr  up to now, although 8omc 
o l i ~ h t  nervournerr h.8 been noted on the  part of a few r e l l e r o  o f  
Gstmrn(WCrk8. 
i n t o  Continental  Xuropr. BsrIirl preparat ions might s t imula te  aome 
movement of European cap i t a l  i n t o  do l l a re  o r  gold, e spec ia l ly  the latter. 
However, it i o  doubtful that the United S t a t e s  ir regarded as a safe 
haven, as i t  has been in the  past, 
withstand Borne reesrve loaree  without d i f f i c u l t y ,  bu t  the U.K. is 
a l r eady  fac ing  a ser ious  exchange drain.  

’ 

On balance, tho movement of c a p i t a l  ha8 continued inward 

Continental European nation6 could 

A rueh i n t o  @,d on the bndon  Market and on Continental Markets 
would l i k e l y  aggravate the dollar problem. 
more ser ioue  problem fo r  the U . K . ,  i n  accentuating the present  stress 
upon the  pound. 
naryous and movetpeonvet t  d o l l a r e  into gold, however, t he  U.S. could 
f a c e  the t h r a a t  of  a cumulative run on the do l l a r .  

It would probably be a 

To the  ex ten t  that foreign cen t r a l  banks become 

Both the  German and Italian Central  Banks have been very caut lour  
in scqu i r ing  gold,  and have been wi l l i ng  to  hold la rge  d o l l a r  balances. 

The Swiss 
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The %ire bloo ere incrabsingly cooperating. but t he re  are l i m i t 8  t o  
t h e  ex tan t  to  which they w i l l  be wi l l i ng  to  hold dollars ra the r  than 
gold ,  4,mcideeate build-up i n  gold r r r e w o r  of the  primary producing 
c o q n t t i r n  rhould not i n  i trelf  occaoion 8rut concern on our  part. 
Movement of .funds out of Germany, as a r a b u l t  d t he  ESiZXfi criris ,  
could i n d i r e c t l y  occar ion a dra in  of go ld  from the  United Stater, 
i f  the  funds were mqved to countr ies  whorr cent ra l  banks are leos 
w i l l l n g  than the Bundesbank to hold t h e i r  i n t e n u t i o n a l  reserve8 i n  
do 1 lars . 

The add i t looa l  c r e d i t  fbctlitier in  the  In te rna t iona l  Monetary 
Fund can hardly be u p e c t e d  to become ava i l ab le  before the  end of 
1961 a t  the e r r l i e r t .  
some spac ia l  bd hoc arrrngemento could be made, but probably not i n  
s u f f i c i e n t  magnitude to deal  with a very la rge  specula t ive  d ra in  of 
U.S. gold. 

It 18 porlrible that i n  the  event of emergency 

The United States h a m  taken ac t ion  to make the holding of g o l d  
abroad for hoarding i l l e g a l  by porronr rubjec t  t o  U.S. j u r i r d i c t i o n ,  
Domandm f o r  gold f o r  hoarding MY continue t o  corn. from the Middle 
Eart,  tha  F i r  E.8t And Continental Europe, and n ight  purh the p r f ce  
o f  @ld  h igher  on the 'fandon Cold Market, 
quattsr of 1960, much 6 dwalbparmt cbn contribute to apaculbtion 
a g a i n r t  . the  d o l l r r ,  and drcioionr  would have t o  be taken an t o  
whetbor o r  not to  permit 6 premium pr ice  to develop. 

might be generated i f  the United States l o o t  $2 or $3 b i l l i o n  &gold  
and approached the 25 percent gold covet  level. While we still have 
about $5.4 b i l l i o n  in f r e e  gold above t h i o  limit, foreign count r ies  
Dlay be concerned t h a t  we would apply exchange r e s t r i c t i o n s  r a t h e r  
than break through thfo  leve l .  
of the  Union message l A S t  January that we were prepared to u t i l i ze  
ou t  f u l l  gold reserves, i f  n ~ m k ~ y ,  to rupport the d o l l a r ,  

A r  i n  t h r  came of t h r  l r r t  

The main danger i n  a gold outflow a r i s e r  from the fear6 t h a t  

The President  wide clear In  him State 

A t  the  present  time lega l  authority exis ts  for the  temporary 
suspension of t he  gold cover requirement. This au thor i ty  is i n  the  
hands of the  Federal Reserve Board, and the Boatd feels  that t h i s  
power war intended by the  Congrese t o  be used only fo r  a very s h o r t  
per iod ,  and that Congresrfonal ac t fon  to \ regular ize  any such use vould 
be necesrary as soon a8 it were porlrible t o  do so, Congressman Multer 
proposed a t  t h i s  Sereion a b i l l  which would eliminate the gold cover 

requiretnent, but 
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requirement, but no act ion has been taken on the b i l l  by t h e ,  
Congreraional Comittees because soundings determined that tharc would 
be c o n s i d r n b l r  opposition m a g  many small bankera, pa r t i cu la r ly  i n  
the middle wert ,  and roDng many conoewative membdrs of the Congress. 

During World War XI the Congress reduced the gold cover requite- 
ment from 40 percent to 25 percent, i n  order to w k e  avai lable  more 
gold which was then needed to  acquire essent ia l  inportr  from foroign 
countries.  Should the prcmcnt r i t ua t lon  really develop fnta & rub- 
stantial gold outflow, d e r p i t t  the cooperative e f f o r t s  of o the r  
monetary au tho r i t i eo ,  i t  may brwne i m p o r t a n t  t6 ve greater  emphasis 

exchange r s r t r i c t i o n s  m d  t o  be prepared to reduce the 25 percent gold 
cover requirement t o  f r e e  gold f o r  international use. The Trearury and 
the Federal Reserve System might be asked t o  give fu r the r  conaideration 
Eo t h i s  general subject,  

i n  some way t o  the determination of the United S G tco not to  impooe 

Recolrvnended Actions to Meet a Lame Outflow of Gold. '. 
1. Upon the publfp announcement of preparations, consult  

with European monetary r u t h o r i t i e r  to encourage them to hold any large 
tomhoary sccuaulation of do l l a r r  in the form of Treasury b i l l s  o r  
othdr  d o l l a r  s ecu r i t i ee  ra ther  than  converting them in to  gold. 

2. Prerr  to completion m l t i l r t e r a l  agreemento to provide 
addi t ional  standby resourcee in the IMF under which the United S ta t e s  
could, in effect,  borrow the needed Xuropean currencie.8 and avoid o r  
fund d o l l a r  accumulations resul t ing f r o m  large capi ta l  mvemente. 

If the capital movement should take the form d vary heavy 
demands for gold for .private hoarding, which i s  now i l l e g a l  on the 
part of U.S. c i t i z e n s ,  give Consideration to international action to  
cloae down the bndon Gold Hbtket and allow a premium price for  gold 
t o  develop, as was the cage i n  the early poct-war period. 

3.  

b 

4. In  the event of very large losses of gold rrl~ounting to  
$2 - $3 b i l l i o n ,  u t i l i z e  the exis t ing emergency authori ty  i n  the 
Federal Reserve Board to suspend the gold cover, and follow th i e  by 
Congressional act ion to reduce th i e  gold cover requirement f o r  the 
duration of the emergency. 
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5. In bdditlon to the foregoing, i n  a critical 61tu.tlOn the 
Prcqident and the Sec te t aQ of the Trtbrury might find it necerrary 
to  u t i l i z e  the braad pawera they poroess, under the Trading With the 
Enemy Act m d  the Gold Rcrehre Act,.over erterrrrl fiMnCiA1 trans- 
actions. * 

* The authori ty  ta embargo ccrpltal outflows is be follows: 
1. Under Section 3 of the Wold  Reserve Act of 1934" the Sacrctary 

of the Treasury, with the bpproval of the Prerldent,  prescribes conflt- 
t i o n r  under which gold may be "acquired and held, traneported, meltell 
or t r ea t ed ,  imported, exported, o r  earmarked.. .by the Federal Reserve 
bank8 fa the purporc of r e t t l i n g  international 
for various o the r  purposer. 
vbriour countries outr ide the United Stater.  By means of these 
regulattonr i t  rppMr6 that the Secretary of the Treasury mby, in 
e f f e c t ,  place an embbrgp on gold outflows to 6uch countries and centkbl  
bank6 a8 he derirer 

Under the q r b d l n g  and the Enemy Act" the President ha0 sweeping 
poJers to regulbta o r  prohibit any form af capltbl  transaction# with 
any country, These powers can bo axerci8ed during time of wbr o r  d r l thg  
any o the r  period of national emergency declared by the President. 

the beginning of the Korean confl ic t  has never been repealed and  could 
be ured as a b a r i o  for a ton8tionbl emergcncy~ under t h i s  Act, 
whether this is the case or not, the President he8 the authori ty  to  
declara 6 nna t ioml  emergencyn such as would make t h i o  Act optrbt lvd,  

as well 86 
The rcgulat imo my make cxceptfono for 

2. 

We a r e  told that the formal proclamtion of emergency declared at 

However, 

b 

. 
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It i r  c l u r l y  d m l t a b l e  that  an effact ive doaertic urd ovrrruS 
infrrmafion progrmnbe carr iad bu t  i n  rupport of tho plitic.1, ocodoplc 
and m i l f u r y  act ianr  .undort~kur by the United Stater  and i t a  Allier in 
rmlation to. .th. iSEI33 aituafion. It rhould be the grimary purpore~of  
auch L progua t o  aducata public opiqnlon i n  tho U.S. and Wormoar 
concarning the  h i r t o r i c a l  background of the s.rlra ieeuo, ar well a i  tho 
naturo and lnpl icat ionr  o f  the Soviet threat o f  unilateral  action tq 
chango the r t a t u r  of  the c i t y .  

In  oxguriaing,,thir infomation ,program it i r  contapla tod  that ,a11 
appropriate U S .  public and private rerourcer w i l l  be u t i l i z e d  and qhat 
there doaert ic  rerourcor w i l l  be a u ~ e n t e d  by f a c i l i t i a r  and rerourr0os 
which w i l l  becoma avai lable  ar a remit o f  coordination and coaperaqion 

t o  reach both tb Amorican attdience and forsip target audianceo. &toy 
w i l l  include ruch mearurem u the  prrparation and dlr t r fbut ion of 
information utrrialr  on the H”iXd quertion both here and .broad, 
periodic teportr to the  nation by the P r m i d m t  and other key off icqa l r ,  
briefing of reprarentativae of Aaorfcan inforination nodi. and non- 
governmental organiartionr, production of radio and TV rhowr on varlpur 
upectr of the  
rctiritimr of the  U.S., Britain,  France and Gersany throughout the  
world and a n l i r t i n g  tha  coopmration of the nmber countries of NATO,, 
SEATO, W T O  and OAS I n  ruppott of the Weetern porition on @EI3d0 

Many of t h e  action. i n  tho i n f o r u t i o n  program w i l l  be of a 
continuing nature u h i h  otherr will be dependent on ~ c t i o n o  i n  the 
political, econoric and mili tary f i e l d r ,  

. with our A l l i s r ,  Action6 t o  be taka under tho prograa w i l l  bo der g p d  

rihutic#r# cootdinetion of the  i n f o r u t i o n  

t 
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L t  i r  drr i rab le  that  the ~ ~ u r e r  undertaken by the Unitad S t a t u  
a d  i t a  alliom i n  tho p o l i t i c a l ,  wonolaic and mil i tary f ie ld8  deri+d 
t o  cope with the d a v e l o p i t ~ & c r i ~ i ~  owl: EZEI%ii murt bo rupported bpim 
ohqua- public in€osutinn. prpo~~cr.  It #hwld be tho mwWWI* ctbir 
progxaa to prerant in rLPpla .but forcoful farhion tbo baric himtori+l 
facta rolatfn& t o  the Wlin af-tion - how tho Unitod SUtor ,  B r i k i n  
and Franc. CUI t o  ba In  m, w h a t  c i rcuuturcor  have necorr i ta t td  
OUT contlnumd prorence in the city and why it i r  v i t a l  t o  our am w t i p n -  
a1 s w u r i t y  urd t o  the e e u r i t y  of the  free world tht  wo ddmnd aur 
position i n  Il.rlid at al l  coat.. 
tion program murt bo deri#md to reach four audience8 - the kmri+ 
public, public oploion.in tho#. countrisr  a l l i a d  with ur  i n  WILTO, , 
SEATO, CENTO, and W, tho goverxmontr and people8 of the  80-callodl 
uncaolritted countria#, apd the  wopla behind the Iron Curtain.  

. 
With rerpect t o  urgetr our info*- 

, . --- 
With refermcs t o  the quertion of pharing it i r  clear t h a t  many 

couraee of action t o  be un&rt&an i n  tho information f i e l d  w i l l ,  pot 
bo confinad t o  one phare of the  c r i r i r  but w i l l  bo ci€ a cantinuina I 

naturo. 
act ion &re to bo undertaken and the t-ng of ouch 8CtiOn8 w i l l  be ’ 
dependant upon dovelopantr which can not be foreseen a t  t h i r  ti e.; 

Wart and thb Soviet Union, the  pre~enta t ion  of new proporalr by 
a i thor  r ide,  tho poir ibla  d r v e l o m n t  of 6 Foreign M i n i r t e r ~  COxhfepco 
or 8 rummit root ing will clear ly  &fact the  nature and t h i n g  of 
p r o p p n d a  actlono. 

I n  othor carer, the docirion as t o  u h o t b r  certain courr8LI of 

Such factorr &r tho exchange of  fur ther  coll~~unicationr between t I : ,  8 ’ 

, 
With there Conridarationr in  mind, the follotriqIg 

echodule of action8 i r  prerented, I 

During the i n i t i * l  phara our primary tark w i l l  bo t o  rtats the ;  
r r rur t fa~  facto of the  Barlinl irrue and to  u p l a i n  i n  tam8 which tbs 
variour ta rge t  audi8ncor can underrtmd the nature of the S a v i a t . t h b 6 t  

placed on the  human arpoctr of the 
and i t r  implicationr for  tha and €or world pace. . S t r r r r  should 
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d r t u c t i ~ . f r a  the jurid-1 baria of the Wwtrrn cam. We rhouldIplro 
tmpbuisa that the t h r u t  to  EZiZZii i r  of S w i r t  manufacture. A a,#(prtad 
l b t  of thmaw t o  bo rployad by Wteru  r p o b  and information g.dia 
i r  rppurdul t o a t h b  rapart, 
4l:udJ b o a  clrculatad t p  rwt ni r r ionr  i n  the NATO countrirr and tq  mat 
pontr i n  Balgrada, BarnD Marcat, N.v Dalhi, Stockholm and V i u m a ,  

1. - d P u r  t on 

h i r t o r i c r l  f rc t r  of the Bulild r i t l u t i o n  and prrranting a wel l - rurhd 

It m i o f r t  br  n o t d  that thee. th-r hatre 

A b.ckgrwnd praphlat rbould br poducad r a t t i n g  for th  tho ba84c 

- oxplanation o f  Y u t e r n  polLcy on tha BkEXid immua. 

.. Thir publication r h w l d  br widely d i r t r ibu t rd  t o  op&nion-moldl)g 
gr~upr In t!hr Ammicur C a P u n i t y ,  auah 68 nwrpapor aditarm and 
publ i rhr r r ,  radio and TV cmmtatoro, farrign policy arrociat ionr ,  [world 
a f f a s r r  councilr and r iaLlar .a tg@utionr  i n t a r e r t u l  in  intarnat ional  
davrlopantr, key officlrlr of the rgc-CI0, thr principal te l lgfour  
graupr .ad othr r  nm-gpmnmant.1 orwfsat ionr w i t h  uhich tha 0.0. 4 n t  
o f  State  BainUlnr l ia i ron.  The pamphlrt r h w l d  alro be rant  t o  81 
membrrr of both hourer of th. Congram. (Action nrpoarlbi l i tg . :  SWtp.1 

A8 loon ar the punphlat i o  camplated, it rhould be approprietely 
adaptad and reproduced in f a r w , w u g r  varrlonr for relactad 
d i r t r i b u t i o n  by USIA through ite o v e r r a u  porta. 
this war done i n  the c u e  of the p u p h l e t  a n t i t l e d ,  a Sovlclt.Wotrrjpn 

( s t rpr  t o  imp~snennf thir action 4rr r l r u d y  undomay. Mr. Emqrt 

I 

. -  

! - -. 

I 

0 

It might be notedi tbat  

B a t r i i J - A n *  I 

Lindley, now a 8 a i ~ a d  t o  S I P  i n  the Department of S a t e D  i m  prmprrirp 
t h r  f i r r t  d r a f t ) .  

2,  r ion of F w r t  iclea on P).rlid 

artinla8 on variour upwtr o f  tho HiiEEii 1 8 8 U e  by both nawrpapors +id 
periodicrlr. (Action r u p o n r l b i l i t y :  State, USU. 1 (Nota: ThFr actlion 
har already been i n i t i a t e d  by both aganciar.) 

, 
I 

I 

Effort. rhould be pVda t o  rtimlate tha publication of f u t u r s  j 

* 

L 
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3. ExrPurdod w c  S n u l t i n m a a  

of tha Departmmnt of 8fsta. 

Offfcarr M W lwra CIX b w m n  a u i ~ m t a .  Am u) important part of 
thir ~ 0 g r . a ) .  i d l u o n t i a l  p.$atforu rhould be obtained for  hl&h-rwi&lq& 
offlcmrr of thr Deqartmont, including. the SacreUry, tho Under SlcrWWy, 
tha,.CctWarc-.And ntbar Cog officill.,- e t 8  rharld alro be u d a l  t o  
a n l i e t  tha aex-vicar of rpodalirtr outride of the Ikpattaant, ruch +r 
D t .  Rmry Kirringar and Dr.  8.ar Morponthru. (Action rsqxmulbtlltj: 'Stxta.) 

4. Brief- 

periodic conformear rhould be rrrmgad for  the p u r p o o  ptotridi& 
thorough, authoritative baokgouod brief I n s -  on tha 
roprerantativar of Unitmd Stat00 $.nfornation mdia (pram., radio, Ty) 
frao all partr  of the U n i t 4  Stator, ar well ar for  raprerantativer of 
kmy non-~ovonunont8l orgulfut ionr .  

I 

Iaudirte plana. rhwld ha d o  to upand the public rpeaki~a&.pw~m 
To carry out much an expandad p r o m  

conridaratisn rhwld  ,be a~mn to urlglrinp t o  the $peaking 
Saction of tha Dapnrtnant for  pu iodr  of on. or two month8 

BY WSJl Of A U g o m t i n & . M . w d d  Wbllc . w i n g  program @mi 1 

ritu.t io* for 

In t h i s  rmo connution arrangmurtm should a l ro  be -do for 
regular bakgrarnd brlafingr In Wuhington for ralrctod ho r l can  pnd 
Allled correrpondentr accreditad t o  tha Departmaat of Stat.. 

Such brlafing ~ $ 1 1  net only rarve t o  Loop tha hatican public 
accuratrly informod concornin# davalopantr ralating to  B.tlinl but 7111 
providr a r u d y  manna of uplaininng thr U n i t d  Stater policy p o r l t f e  on 
the 8.tlitll irsua. (Action rarpanribil l ty:  Stat., USU.1 , 

5 .  prrr ident ia l  Rawr t r  t o  the Natio n 

J 
Tha Praridont rhwld  plan t o  make priodlc rmportr t o  the na t l jn  on 

thm BXEYXII #Itrution, 
o b t r  a8 w o l l  M tha curtavry mUtWMtr at tho baginning of 
Pn8ldant la l  n w r  confaroncam, 

Thrra n p o r t r  could take tha fom of ffrmrld+ 

It i# raoolraandul that tho f i r r t  of  thoro roportr ba made 8hortlY . 
Aftar tha publication O f  tha Unitad S a t e 8  roply to  thm Soviet aids;molra, 
parhapa in tho fonn of an ~ddrarr t o  a jo in t  rarrion of Congrarr. 
(Action rarponrlbilffy: Whit. Aourm. 1 
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6. &cia1 Radi0-W I 

.Jn ruppart af the Prcrridant’r reparto t o  t h e  nation, a careful y 
0prc.d rrrier of radio-TV rpewher rhould be 8 C h . d u l d  by approgrip i 6 
maborr of the  Cabinet including the Secreurier of State and Dofopye 
rad. the  Director of USIA . 

... 

Cooporation of the  major rdio-TV natworkr rhauld be anlirted +th . a vi- t o  producing a a e r i u  of nrtuork ahour d u l i n g  uith varipur I 

arpwtr of the  Barlinl rituation, Ih.rr prermtat ionr  could includol 
pure1 dircurr ionr  and documentary f i l a r ,  (Action r u p o n r i b i l i t y :  ! 

I S t u a ,  D . ~ W U O  e 1 

, 
I 7. 

Unitad S t a t o r  Miirionr o v n r r w  fo r  tha  purpore of providing thra w th 
the  e r r e n t i a l  facta  re la t ing  t o  tho BIrnnl r i tuat ion and the b r i o  t lamopto 
of tha  Wortern p w i t i o n  on BZEXZd. 

Inrfnrctianl t o  U n 1 L . q  o f Mfmlo n 

Appropriate br iaf lng matari.1. r h w l d  bo rent t o  tho Chiafr of I 

Hirrion C h h f r  rhould be inrtructd t o  approach appropriate o&oiplr 
o f  the  governmentr t o  which they are wctsd1t.d with a v i a ?  t o  axgl+nlng 
t o  t h m  tha background of the I.rlirrl p r o b l q ,  and, uhare mpproprfat , 
pointing up the  natura and b p l i m t i o q r ’ t o r  their countrier of the  f ,-at 
t h r w t  e 

Mirrion Chid8 rhould ba urpd t o  uercire i n i t i a t i v r  in prer 
the  Uertern point of vi- on 
nsrrt individualr  and group, in tho Local c o r u n i t y .  I n  thfr  COIUIOC j ion 
local urr. (Action rerponribi l i ty:  S u t r ,  USU. 1 

t i n e  
drve lopent r  i n  con-tr with p mi- 

r p u c h  out l ina  matarla1 rhould be pravided which could be adapted f 

1 ’  8 .  P r w i r i o n  of Backnr- t o  FsUrpn Had 

United Stater Mirrionr abroad rhould make avai lable  on 8 canti 
b.018, t o  local information udia and t o  opinion molderr ( lndiridua 

r i t r u t i o n .  Such ~utor ia l r  rhauld include baokr, pmphletr ,  and 6th 
a r g m i u t i o n d  appropriate infomution utarirlr relating.. to the 

publkatiOn8, f i l m  8tripr urd dW\mmt.rg fiw. 
(Action rerponribi l i ty:  USU. 1 (Hot.: e e p r l r t i o n  of there  matef 
1s a l r u d y  undenay.) 

ing 

r f I 

Ir 

9. Enlirtinn I 
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9 ,  of . .  
Thrwgb our Prrmmant Roprrrmtativa t o  tho NATO Council we ah’ Id 

imodib te ly  sncauraga a l l  mmbor c w n t r i u  of the Allimco t o  d r w  $Jean 
thofr  SnforoPrtian nodi. t ~ ~ ~ r c r r  t o  p r m t o  the Wutern podtion 4 
pl5FIi5! both daP.rticC1ly and, where appropriato, through t h o i r  ovsq 
1u.8 port.. 

I ‘  

t 

Arrurgamonta rhould bo mado ul th in  HATO f o r  a continotng IIE 
of information on tho prychological and propawda capact8 of the 
r l t u r t i o n .  NAlV-wldm on tho rpot coordination through U!fO country 
diplamatie miaaiom in cer tain kay c a p i t r l r  rhould also be conridorqd. 
(ActlOn nrporrmlbility: ,satQ,) I 

10 I -to Coord@tion of In formation Ac&&itio& 

An af for t  rhould bo made t o  coordinate U.S., Bri t i rh ,  Pnnch, V d  

0 
Garrw LnEolartion a c t i v i t k r .  r d & t i n g  t o  6ZlXil In order t o  armro Itha 
maxlbua we of rvai lablo r r a o u r c u  and unifozuity i n  propaganda t h  
and trutmmt, WhiLo much aoordinatlon rhould be carriod out princ T pal ly  
on a govsrnment-to-govornmant hair, coordination of tha infotpr t ioq 
a c t i v i t i o r  of the  four pararm i n  tho f i r l d  rhould a180 bo oncourqa4. 
Thore w i l l  bo caror In  w h i c h  tho.informatfon wtiri t iu of one of tqe 
four  govarnmantm.in ~ . & i n u l  araa luy Par hi r tor ica l  or cultural r u  
p r o w  mora mffoctivr than that of tho otherr,  

d r r i r a b l r .  (Action rerpanribi l i ty:  State, US& 1 
tirm and forourcar of tho four MY d i f f e r ,  thur making 1-1 

In other c u r e ,  tho 

11, -vim Ion of B m  d Hater la1 t o  SEATO. CIPITO. uld aAs I 

Whilo f o r  variour ruronm it may not bo practical t o  attempt c+rdln- 

irrur, r tapr  rhould bo takm t o  mako ruitabla background material o 
tho iBEIX3 problcl  avai lable  d t h o r  throu$h our ropruenta t ivor  7 t o  era 

atod information sctivlt ier within SEATO, C a T O  and CUS on the 

regional organimtionr  or through appropriate l i a i ron  arrangemrntr. 1 
(Aacion rrrponribi l i ty:  Stat., U S U .  1 I 

12. m R  i b l r  0 f WE an d Radi o Lib- . 
Arrangmantr rhould bo mad. to provide WB urd Radio Liberty wi 

adaquntr background material on tho dovaloping EEISil rltvrtian BO t t 

thoro r t a t i o n r  w i l l  bo I n  a poritian t o  land r f f rc t ivo  rupport to  thp 
A l 1 I . d  por i t lon i n  tho l r  b r o d c a r t r  t o  tho Saviot Union and Eartorn I 
Europo, (Action rorponribil i ty:  Stat..) 

I 

13. Ornanhatio nl 

SECREI 
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* Th.'~f~l larfn~-  l r  8 lirt. 4 &&tad thwr rrL&thg t o  &8@ly wad--* 

to bo .*hrurtlvr and it 1. ant1cipaf.d that othor thoma or varia 

t o  ba amplayad hy Uutrrn IPCIJLUMZI urd l&orr.tlon dk, 
rpproptiata;'In prarontiag tho Uutqm cmo. Thir l i r t  l r  not i n  

of thaar rill muggart thmrmlvao 81 the cririr dovalopa. 

1. Thora 1 4  no naod for  r E3fIXii cririr: i f  one dwrlopr,  t will r 
2, Tho rpparont ruronablonmrr of Soviot proporalr c m u r  i 

I be a r t i f i c i a l  and W in Rurqia. 

c a l a u l a t d  plan t o  ururp urmt ia l  Uoitarn right8 *ad t o  dapriwr 40 ud 
half ml1lim,, paoplr of t h o i t  only r f foct ivr  gu~rrntrr for frwdpC. 

3 .  In propoifyl a ro-cr1l.d "fraa city" 8 O l U t i O n  for Wort B T l i n  
tho Souiatr arr ra&!ng t o  mxtond t o  Wort IB.rrlid th r  control of thp 
d ic ta tor ia l  CoruMIirt roghr o f  But Grrunp which i o  totally 
unrrprarontativr of  t h r  17 mlllfoo p.oplr ovar which tt hold8 m8$. 
tmm ~ t u r r  of thir rmgiw ir c l u r l y  dwonrtrrtod by a #tu& ofi +0 
biogrrphlor of t h r  individual8 who h u d  I t .  I t a  unnprmamut i ru  I 
chrrrctrr i r  d u o n r t r r t d  by tho f l i gb t  of ovrr tro and 4 half dl ion 
of i t a  citiz.nr rincr 1949. 

of the D.D.R. is quito mtmr. Thry o f f r t  A Vror City of Wart Be L 1in" 

The 

p 
4. Thr Rurrian ~ r o r t i o n  that Wart E@Efid i r  p r t  of thr t o t  itpry 

dhL( 

! 



. .  . .  

ar a%onmrrion"; in  fact t h q  .rst urn to glvo up our rbrolatr &fit@ for 
a doubtful lurahold  w i t h  a built=in til that thir i r  a firtt W p  
tarudr nral lcwi~up mqt MT4 I 

15. Step8 should ba Ukon to  inormu. lnmtabillty i n  l u t  Germany qhd 
i n  tha lkrtmrn European ratallitam md to make the 8avfetn rwrq of 
the dangarr of much lnrtrbility. It i r  believed that t h i i  actilon can 
be crrriod out w r a  rffartlvoly onrtly rather than covrrtly, dormibly 
thr~ri~h high leve l  pablfb rtatawntr utprorring our hopo that +t only . 
the people of Eslt.OlrP.hy but thoma of al l  of b t r r n  Europe *y ul- 
timntcly again e n J v  tha righta of relf-datorminrtion. 
nmctioli refaranci rhauld bo made to reparted Sovfot duurdr foq relf- 
determihation for rll colonial .rem. We rhould rorpond to thqma de= 
wndr by ca l l ing  upon tha i k r i a u  to grant relf-dmto+mlnatlon tb their 
Bart 3crmp.n c o l w  and to tha diranfrurchir8d millions i n  thoid Wt- 

t Actio,. rarpo1heibflity: White €IOUIO~ Stnte) 

In t h i l  con- 

rn European empiti, 
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1, Tbe erionWa1 'purp~ra qf my weatom p r o g t u  of ac t io4  on 

There BiBbt have grater or  lerrer de ree 
SEBd murt be t o  oreate a ri tu@ion within whioh ruccerrful nbgotia- 
tionr can Bake place. 

anriving at gwerruent81ly-appro~ed a g r e m n u  er underrtmdin r ,  
Our obf6ebive i n  ruch negotiation& would be t o  u i n w i n  the We t e rn  

of fona r l i t y ,  but would a t  minium have t o  provido a wmr o 

p ~ o i t i o n  i n  05ZIXii urd tree rccerp thereto without payfng an 
u-captable pr ior ,  t 

mum r f f o c t i v m o r r  of tho wartarn d e k q t .  
howpvmt, t o  bau with my prwirtp Waqn t h i r  optimum paint  $01 
rTaeW, ring8 it w i l l  largely lnvo'lve the prychologicll UCatel of 
tho Boviat 1 derrhip. Until Khrurhchrr i r  perruaqlsd, rJr at 
but fearr,!&t the United Utater caqy apd w i l l  do, wh.teveriir 
necerrary to RFeVent h i 8  h v h g  his -9 with m, ncgotiatipnr 
will alrqrt $ SUin ly  not laad t o  UI 8 t r m g u a n t  acqoptable tal 

I tha Wart. *' {f ' 

3. Frq 8 boaot idr l  p i n t  of view, honh:, we might f '  
i t  n r c s r r w y  gq en te r  i n t o  negatiationi at an earlier wage. Er 
rillin@mrr FP do t h i r  u y  k lmportmnp t o  pobiliming Wartern 
for flrn pp(it ion,  Ihr prerrurer tori.td ~cgofiWLonr whiah pwrt 
be gonerbted'lp a r i tukt ion of growing crirlr a r e  conridarable 
rill ba p@rt$@lWly r t rong If the bkvtetr themrclre$ rem t o  

off 1959, thpl@ppur d l l i n g  t o  rithdrqw tho u l t i n r t i v e  futur$r 
o f  t h e i r  phqit .  I 

i 
2. Regatirtionr rhould ideal ly  oOcur at the point of uxt- 

It w i l l  be d i f f l c p l t ,  

. I  

u k i n g  for n$$btlablonr, qnd i f ,  am prqm tb the Geneva 

, I  
I 

11. g&QJ enat- 

A. v r - m e  ' Con ferengp: 

few monthr 8s; unlikely t o  l u d  t o  conplarive r e r u l t r  barring 
a8rly r b i f t  fv the b u l a  k r t e t  a r r e r r p n t  of the r i t u r t i on .  
could preru#ly ge t  i n t o  ruoh negotiation8 e i t h e r  b r e w r e  of ha 

I- I 

4, hny i ago t i a t ion r  which migbt W e  place within the nett 

, I  pnrrc twa  

... .. 
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prerrursr  of uorld opinion, tha +emuram of our A l l l e a ,  or b4caure 
we ourralver f b l t  tbdt entering info dircurrionr conrt i tuted 4 
nacmrrbry part of our public propaganda porture. 
v i rh  t o  uae them t o  grid t b ,  W Cttetch out tha progrerrPonlfroa 
8-0 to  rt.8. of tha &atern p r c l g r ~ ' ,  and t o  define WUt obJa t i v e r  
more o l a r l y .  
of t he  kind thrarrgfr which the lour lorelgn Mlniatero Wt tn {he 
rp r ine  and rumor of 1959 a t  Gdbva. 
h a t e r n  P N e r r  would attempt t o  achieve am Wid. a public unded: 
r t m d i n g  urd  rupport bf our p a i t i o n  throughout the mrld am 

mipht eventually bo the out l ine o f  mope .cceptable arrangemenq, 
but ruch an uran8amant would*probably not emerge am a barir I 

for negotiations during the conference i t r e l f .  

We might alllo 

Fdar much cmdit ibnr ,  we l i gh t  envtaaae a c9n erence 

In much 8 canfer(unc8 th4 

paorible. They could a l a0  uae the accarion t o  t r y  t o  
mare c l u r l y  w t u t  tho b u i c  Soviet abjactivor might be 

5 .  An iapar tur t  conrideratian a t  ruch a canference would 
be the prop.guld&etfect of Wartern proporalr. The Wartern ' 
p o r i U m  would,. there- S-lly dirplay mom imagin~tian rdd 
i n i t i a t i v e ,  ydt at th ume time not expore f o r  premature re- 
ject ion by tha Savittr proporalr which, a later rtage, the 
Wart might vir6 r a r i w r l y  t o  conrider as bmir  f a r  UI 8tr8ngc- 
l e n t  with the S o v i a t ~ .  Hsra muld ba the wcuian f a t  preaanba- 
t i a n  of a *wired Weetern Peeca Plan, m d l - b r l i n  p t a p r r l ,  
all-Gemkn or  aSl-Berlin p l eb i r c i t c  proporal, and other prop3 
uith a w e  appeal to world public opinion but unlikely t o  be n 
t i a b l a  with the 8rJvietr (draf t@ o f  thare exir t  or, i n  the 
the  Peace Plan, the German Foraign Office i r  preparing a r trev-  
l ined verrim). * I  

6. A major d i f f i c u l t y  i n  the a w i n g  o f  much a conferan 
would be t o  have i t  b r u k  up under much oonditionr am would n 
accelerate the onrst  of tho cririr. If the Wartarn deterrent  I 
had not yat ramhod a point *re tho h i o t m  would at l o u r  

t r a a t y  vlth tho ODR, they wculd then premwbly take action t , 

horitatr about purhlng ahead with their t b r u t  t o  r i p  a pro 

-11 ruoh a para. aonfmrmnaa. 

7. hn additional problem would be the inovitabla uava 08 
h o p f u l n o r r  which any coafar.nca or meeting w i l l  engender thrdugh- 
out the world, Tha counaolr of rolurr?i 'm will be rtrong, and 
tho 8ovletr aay do thmir boat t o  aonjurb up a m  new n r p i r f t * '  
much am that of 6enara (1955) or kap David (1959) t o  b o p  thd 

Wart 
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tern lederr eo erjrat uauiro concrrrionr 
I, -bat thsr rwt of thing &, nevat yak arb 

h.rr brrp rbl~ t R  r@r&kt. I ._I . .  I 

L .  . 
b. 0me.l t e call  l?wm COpfB a mnaa or t b  tnmm in Dirdrr ion% 

on P-0 h..tY I 

different. skibd rtf Wartern inihiativa, inhqrert 
boon ravivpd pr Owernin8 Uyor Brandb df 
takin8 thp cbynteroffenaiva q r i n r t  tha'~ 
peatrr trsrsy, 
Uarten, A154r.p rhwld ooaridw c a l l i n g  d 

~n new ooaferencr on 4u1y 

put! conference of dl1 52 naWmp pho wore at war vith 8. t i" F- 
Unyy  The &fit aauld tako Khruqbchp rt hi8 m d ,  Wmdt addqd. 
Wlah lava by th. Wort would ftpe wrhch . r  uith the quorttqn 
of what to do, r~cording to h p d t . 1  hothat$de& ba hated, dould 
be for tho NFt $e dtau la to  th$ rkkloton of a pace treaty fqt 
al l  C.nuny,.'jurt 8)  the 8mietb did @om@ tiw 8ga. 

h p  rSnue rtxongly attacked Brandt'r 
i n  th. €mat of thr eloctoral camp8iBn qt 

I o  roarire u e h  dewbad aonridoration on i t 4  
on tb general rubjoat prepared IOU rrekr bqo 

i8 avgillrbl*. I 

to dircurriolir 
R Irtar stage when ua will know 

CUI be u d e  ~f foat lva j  

I 

* I  
I 

YI rhould radtrtiaally develop ppgotiating pornition8 for u c q  of 
three hypothdipr : 

P 
a. *The Baviatr might b. rntirely imprarrad by' the 

Uertarn dptetranf urd thur reek roma tearonably fmm-ravidg 
way out 08 the extram portuto to which they seem c m i t t q d .  

raoourusg to  prodoad with their uxlmm grogrorr for- unid' 
latar81 rotion r i w d  at tho VIrtenCrpMlttm i n  BEIZd. I 

fia811y, thoy dgh't be left  in a atate of doubt 
about our; intontlonr, both balipving and dirbeliering the : 
rt.turat@ they hoarpnd th. mvidewr vhich CQWS to themiof 

b. n e y  night k antirely unhprerrad by it and henqe be 

1 

C.  

41 l i e d  

I .  

! 



pw;R1IT 

- 4 -  

# 

Allied proparationr, and thorefore be heritant t o  move 
decir:vely withaut porribil'hy of callins a halt but alro 
unwilling to retreat or to docebt any 8rrmg.aunt which 
aould not  b. raprarcnted u a canlldarrble ahimvramt. 

; 
. *  

TII. Later NOR- 1 
I 

he &viet h t e  ntiono 
e I 

and oonLolidatim of the Satellite B l o c :  and (b) that as81 
RGZldZd l r  a pr iury  object i n  i8aelf koaura i tr  continuurce i q  
its prmrent form i o  no hnrtul  to tho U r t  tht i t  mu8t be elm- 
lnated. The truth probably l iar tn s- oarbination of the tuq 
m d  the &at luclt p r m t l y  baas i t a  c8lculationo on rucb an 8qrerr- 
mpnt. EEIW i r  lndaod a ureful lever with which to  attempt t4 
*in broader objectha, whether i t  br the holding of 8 r u n l )  
mmlins ,  8 grmtrr warure of rmcognition for the GWI, or a 
rtabili 'ution of tb. -w Ln Bartern Wropr. A t  tho 0 9  
time, Wort OiSEd'r role 10 cblnnal for tb. flow of refugead 
am canter pf *atern prop.gulb and i n k l l i p n o e  wt1viti.r t~ 
a8 a rtior-ririaow which d r u r t i o a l l y  and daily highlight8 the 

F relative laah of ruooerr i n  tho Lut i o  8wh that th. 8ovistr 
fael  tbt thf ournot tolarate i t  for the indefinite future. 

. 

12. If chi, analyoir 18 oorrect, tb ~ s r t a r n  nogotiatin8 )oat-  
t ion  rhould preruahbly contain two major caponantr: 
Sll-Gerrrm feature.! and (b) the elemento of 8 r8tirfactory e 
arrurgawnt A 

(8)  a-1 

Da torrent I B. irw Eff eotfvanem of Uertrrn 

If# through aotionr t8ken l a  the forthcoming month, the 
Uertern Penm~g oaa convince .the 8aviet  Union that to proceed 4 t h  
their announowl courre w i l l  involve a p a w  t i r k  of themonuct+r 
w8r, the SbyXitr may bo amamble to 8- iort of face-raving fgr- 
mula whidh lrpuld allor the 
unchanged wblle, at the ram ti-, praitting t h y  to claim th$t 

19. 

QUO to rerrin mubrtultLa1ly 

they 



. -  

I 
i 

I 

! '  

I 

they had been able t o  carry out a t  l u p t  rome important fea tur  I of 
tho i r  program. Thir contingency i o  prohbly  an u n i e a l i r t i c  a$, and 
t b  Mort tht CUI p ent ly  k 100)ud for  i r  tbs kind Of SOVief 
u n c e r t d n t y  tho of vhipb are di rcuued  later. 

In the arruasd opti- typ8 of r l t u t i o n  n w  k i n g  co 
8ldetOd, bowaver, it r i g h t  be pOr8ibh t o  .Chieve W C $ t  WdO 

14. 

rturding with tha So*iok 80 tht tho claimad r f f e o t r  of  their1 
rigning a reparate peaca treaty with, tho ODR would be mltigate(l 
t o  the  extent of preserving the eaaentialm of the Wortern pori t ion 
i n  5 without an expl ic i t  new ag?a.#nt. 
o o r i t m a n t  t o  a puca t raa ty  with the CbR t o  be u\ important ona 
f o r  them in prestige t e r u r  we might take the l i n e  with thu p i- 

a p a c a  t raa ty  with the US, although v. could not approve o r  I nder- 
-ita a t raa ty  confiming the divimion of Gmrmany and would h8be t o  
oppore it publicly. On the  other hand, ua could point Out  that a 
mrjor pract ical  i n t a r a r t  to us Muld bo th. mffmot e t c h  such + 
puce ttmaty would have QII our poeition i n  BZSd, Provided t t 
arrangaaantn riailat to thore under the Bola-Zorin exchange o f b  
letter8 ware r t i l l  continued i n  e f fec t ,  the rigning of the pea e 

t ion i n  EEIB. 
rd ju r tnrn t r  . 

b r u r i n g  the sov+mtr' 

Vately tha t  W cannot, Of Cwr8e)  8 t O p  t h m  phy8icalLy fro0 82 ning 

t rea ty  nead net necerrarilp precipi ta te  a cr i r i r  involving our ,pori--  f 
We on our part could t r y  t o  sake the nrcasrar)c 

In a 1rtt.r frcm ttm m i g n  Hini+ht.of s t l t o  ~ w o o t ' u c  
Republic (Bolt )  t o  Doputy Foreign Minirtrr  of the Soviet &on 
(%rid September 20, 1955, it m8 r t ipuls ted that: 

""ha control of t r a f f i c  of troopr and material of tha 
g a r r i r a 8  of FCUIC~, Englad,  and the United Staten 

I 

1 
atationrd in b B t  &FIB pr88hg ht-a the GO- 
era1 Republic and Vert 8.rlra; vi11 temporarily be 
cired by tha ccmand of Soviet troapr in Garmany, 
the carclumion of an appropriate agreeunt ,  
tha t rmrpot ta t ion  of mili tary p t r o n n a l  or of garrimk 
material of the ttoopr of the throe Western Powerr i n \  
Wart I&.rlinl u l l l  bo pormitted on the buir of axi r t in+  
Pour-Pousr dacirionr: 

(A) On tho Autobahn &rlin-Marlenborn, 

To 

i 
I 

(B) On the 
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ivenerr bf tho Wortern detmrrent might be rimply an a g r e m n t  
tho four occupying powor8 m o t  r a p l a r l y  a t  ruch lrvelr 81 may' 

amB 
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t h t  
be 

C. FaiLuro of Uert aaDetm- 
I 

16, A failure of the  brtern deterrent  might derivo from t 
col lapre  of nervo or goneral unuillfngnerr o f  our NATO A l L i r m  
t o  eng.80 In a courre of action In rbich tbey would conridat tk. 

l r  obvSourly a cruc ia l  quertion, VI rap 88rllM here tht tho U 
hm decided not t o  go i t  alone.) Under thorc CircUOIUncem, (n1thou8h 9" haurdr far to u c e e d  the objective t o  bo gainad. 

although the  c o r t  i n  p r e r t i p  would inevitably bo very g t u t ,  
would prerwbly bo carring about f o r  r m e  DCMS of extricatin 
aurrelvor t r a  an untea8ble r l tuat ion i n  a way b r t  calculated!  
t o  maintain tb Atlantic Lllimce and to put the best face 

c i t y  propoaal would promumably go too f a r  and provlde too litt e 

an arrangunant not under tha apparent threat of Soviet un i la te  a1 

posrible on L hd mer#. Outright acceptance of tho Soviet fre 

camouflage. t4meavar, wa warld prarulubly wiah t o  m o v e  toward 

8ction but, i f  porrfblm, vf thin the context of formallsod nogoy 
t i s f fonr  in uhich aBreamnt would a p p u  ta  8mesge sn th. renulit 

t 
i 

Of Certain prOC.88 Of g%Ve and -8. 

17. &der the  I 
I 

!W!!E! 



. 
. 

I 
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I 

19. Under tho c i r c u u t u r c e r  indiaated i n  pwrgraph 19. t 
Uprtrm Pwrrr might f ind i t  derirablo t o  c w r i d e r  0- r o l u t i  
involving a cbmgo of r t a t u r  for tho c i t y  of BZElIii which woul4 
prorfdm hgme protaction f o r  the liberty of the Vert Borlinerr I 
by'bnd th t  Lnvolvod in th. Wiet free c l t y  proporal but a t  tbr 
ram tiu b. nogotiable with the Sovietr undct the  unfavorablml 
arrumption af f a i l a d  Uertom deterrent ,  Hare ouch 
thoro for a "gwrmtoed aimn Q r  rome rort of UN 
undor othor o l rouu tu rco r  might bo uarccrptable 
O.murr and umld cane grwo p r o b l u r  u i t h h  
it  advocated a t  the p r o r m t  timo 
the lrrror of o v l l r ,  

the US, 

I 
The p r o p a l  for  a tlgwrMteed cityta reprerents perha+r 

the mort acceptable arrangment on llletli which can be devired , 
involving L change of juridic81 basis for  the Y e a . t t n n  
i n  the c i t y ,  In  eaaence, i t  would involve r g r e u n n t  by tho I t 

accerr t o  b o t  5, with the Wartern Pornrr agroeing rimul- . 
tmoourLy t o  r u r p n d  th. u o t C l r o  of their occupation rightr &# 

The Wort I 
au thor l t i e r  would ba upo th red  to  roquart that formign 0 

troopr up t o  a r t r t e d  co i l i ng  be r t r t i o n r d  i n  Wort EGHSiil rad F h  
Wootorn Power would agree to  supply and maintain q y  fadoer 
rrqurrtod. ]Fu l l  and unrer t r lc ted ILCCOI~ f o r  there ttobpr woulb 
bo gucrrantoed, 
a r rp r r r en ta t fve  
f ul f i 1 l u n  t , 

19, 

18. 

. - 

Powerr t o  guarantae the recurfty of Wertorn mi l f taq urd c a v i l ,  9 
0 thi prneeqant v u  o t h o r l i r  baing obrorved. 

ent would bo regirtorad uith th. VN pnd 

I 
Beerotary General s i g h t  obrerve itrl  

I 

It i r  highly doubtful whother, under the unfavorable I 
circumrtmcor r t i pu la t rd ,  much a prpporal would actually ba 
nogotiable with the Sovietr. 
of a r r m g s r s a t  acceptable t o  them would be ?e wb'ioh cmbfned 

Wertern foroar, lsaving a UN force which might include Uertern, 
continpen tr  ., 

I 
20, Under tbe lattmr formula, p e r k p r  tho ~ e r t  could alroirug- 

gert one of the porr ible  typer of UN pramencar which have boWi8d- 
vmcod a# p o m i b $ l i t i r r ,  There might range througb: I 

It bight w a l l  bo that tho only kind 

change in the ju r id i ca l  r t a t u r  of tha c i t y  with departure of 

1 

a* 4equir i t ion of all of by the UN aa a World! 
City,  capital  of the UNI I 

b. Tranrfer ! 

I 

. .  
I 
! 
! 
I 



I 

i b. l 'ranrfot of th r  rpr f l d q w r t o r p  t o  Ikrlia, withar 
! 

noa08gari1y changing tho forad o h t u o  of the o i t y l  

or Ert.blirhmont i n  &ijiEii of 8 twopun Hudquartort  for 
ab @II with con~or.nco f i c W t i p r ,  a pormbont rtaff, o t  I 

! c o t o r q  

d, 
UN ~ p o d i 8 l i t . d  r&oncior; 

I 

Trmrfor  t o  B@IXd of tho hsadquartrtr of on. or bra 

21, A t h i t d  and parh.pr more l ika ly  por r ib i l i ty  than e i t h  r 

o r  complete f r i l u r e  of our deterrent would be tho dovelopcsnt +f 
8 rimu8tion where tb8 Bmietr aro l e f t  i n  a r a t e  of 'doubt a b q t  
the erodibility of our doterrent. 
they might bo h o r i t m t  t o  move doairively without the pollribil4ty 
of oalling halt, but tho1 m i & t  a180 bo unwilling t o  r o 8 r r r t :  
oponIy or,  t o  rcaopt any r r r rapment  whlah aould not ba ropraro tad 

of d a d  on fhoir part oould, of#mUtm8, involvr a p u t a r  or 1 ram 
do8r.e of d F b t  and thir would aftoat  thr rpauif iar  of vhrt th y 

o x i r t  pf working attt an arrmgennt which u w l d  bo toler8blo f f r am (L c o n r i d o r ~ b l e  aehiovrrent of thoir  objoctivor. Such 8 r U  

mQht aaoopt, Umdot mah ~ I m ~ U n o o ~ ) ,  tho por r ib i l i t f  i i # h t  

both r idor  wZIi10 avoiding tho kind o f  d i r e c t  confrontation of : 
force which would a t ra in  tha Wortown A t l i r n c S t o  the bredcine I 

point or oonrtrain tho S w i e t r  t u  t o r t  the roi iarmbrr  bf our 
i n & a t i o n r  by counterrating forcofully our attempt t o  reopen ' 

aoaarr. b c h  an arrungelant would k a i t l y  concede that the 8 ietr  
o w ,  wbonevar tho7 wirh, turn m o r  t h e i r  controlr  t o  the CDR, i t a  

e r r e n t i a l r  of their porlt ion in EiEZXii. 
ooncedlng a180 th8t  tho Wortern Powerr intrnd t o  hang on t o  th 

k o u p  Report. (A rorury of t h i r  proporal i r  attaohod.) In  errlance 
it involvor 8 r o r i o r  of intorlocking but uni la teral  doclaratiqr on 

accorr aimod at achieving a freering of oxioting proced re8 , 

of tho two u t r u o r  of maximum offrotivenerr (of our d r t r r r e n t  t 
Under thoro c i r c u u t m c r r ,  

7 % 
of thio kind is the old Solution C of the April 1959 London Wa + kine 

Tho i o r t  r r f insd  appr ch . 

with ult imate 6oviot rerponribi l i ty  being maintained, although 4 
i8plemonfcrtion might be by the lkr t  German authar i t ie r .  
it i 8  p o r d b l e  to  vary the c a p l e x i t y  and rptcific content of 

klthoqgh 

qhL8 
.PP*o?ch 

I 

. .  



' - ! -  - -  - - -  

I 

Y 

rpproaoh, for example. by adding oinilar unilateral  dpc 
propr8rndr .Dtlritiar md by introducing a UH role, the 
&cae@o p t o b l r  tauin8 i t 8  focal point. 

I 

r r r t i + n r  on - 
cruci)l 

! 
! 

21. Mrc hhoron har r u g p r t s d  tbt certain additional fr o- 
rrving o l u e n t r  r i gh t  be added t o  Solution C, 8wh a8 decl8r8 4 ion8 
on orpionago and robvrrrive actiritisr, no n u c l u r  wraponr i n  I 
m, no inoreare of ~iertorn fOrC.8 i n  m, 8 k t i 0 n f n g  04 
UN obrervarg i n  and a10~1g tho accom router and pomribb 
8mo rll-Qorun future8 aucb IS racegnition of tha Oder-Weirr/e 
boundmy. I 

29. Tho advantsp  of Solution C i r  tht it  night alia be knt$o- 
duaed during the courra of emergency n a g ~ t i a t i o n r  with tho & q a t ,  
jort  prior t o  t h e i r  thru8tonod rigning of a pome treaty and 
turn-mar of ~ o r p o n r i b i l i t i o r  to tho C D  ru thor i t ia r ,  or even ' 
aQnceirab1y d ter  the whul rignature of (L peace treaty. 

24. Undmr the circuut8ncer rnvtragod of Soviet doubt r b q t  
our u1ti-t. in tan t iom but heavy involvanent of prartigo on 
theft part, wah an arrangwant l i gh t  prove tb beat wkilablejfor 
aoollng off the rihucian. 
ne u l t r r  hav frvorablo or unfavorrbla t o  the Wartern p a r i t i a a i  

L with any other arrangement on B&SW, 

I Bloc. 

In addition to  the foragoing, li nmht of proporalr fdr 
porribla nagotirt ing package! have bran ruggerted aa concrivabqe 
b r a 8  €or rrrm~b.tntr on bcQrlin which might k rcceptubl'o t o  qhe 

an qtraation of the time period in the Wortern Poaca Plan t o  
raven your with an Allied daolaration reaaruring the Smietr 

25. 

Walt, Aabrrrador ThmplOn, fOr 8t6p)ples h 8  SUge68ted cabinf l lg  ' 

Wertorn intorim proporal8 a t  Geneva. Variour addition8 
tationm can, of courro, be d e  in ouch prckapr. A 

aonditionr. 
ATTACMNT TO ANmX I ! 

I 

SgCRBT 



T O A N N E X 1  ' .  . . 

(I) they conridar that they have 8broluts and unqrul - 
t i e d  wD u n t i l  Batlia i r  once more tho capi ta l  of a re t 

L 
ungfi8d G a r ~ n y ,  and tht them r igh t r  inolude the  r i g h t  
t o  h8ve t h e i r  troop8 remain i n  Vert Barllnl and t o  hrv8 fru 
d a  of c ~ n l c r t i o n r  u i n t a i n a d  betmoa b r t  &nra and t 
Fed8r.l Republic i n  th8 $me general condif imr u hither tb;  

b) the7 continur t o  hold tho b l a t  Goornunant reap - 
r f b l e  f o r  tho fulfillment of i t 8  u t  iona 
$n r8lation t o  fh8ir proranco in !3SEiI and freedom of s o c p  
the ta to  I 

3. Tho V..bun Oowetr  would then a&& that they d d .  

kh - t L t r  

proparod t o  tnk8 cognisuiocr of a declaration of tha S w f e t  Gov rn- 

b7 h a d ,  by watar and by 8ir would be laintaained for  a l l  patro + I ,  
maat guaranteaing that free-and unrertricted aocerr t o  Wart 

good8 and coo~runicationr, including thoro of Uertern forceb r t  t i m e d  
i n  5GElXiiD in accord with the procedures in effect i n  A p r i l ,  1 6 59 
and would not obj8ct i f  the  Bart G e m  u ~ t h o r i t i e r  medo 8 prrbllel 
r t a t e w n t  t o  tha r8mo aff80t. 
clew that the accerr procedutar could theroaft8r k carried obt by 
Goroan perron el, (k a larr ratisfactory al ternat ive,  the Ua t e rn  
P ~ 8 r r  would a 6 ptepared to  accept a S0vi.t declaration arroci t t i n g  
the Soviet & m 8 r n ~ n t  with an Bast Gem decl8ration i n  rccoriianaa 
with th8 terpr ret for th  above, previnrrly d e  e i t h r r  t o  the p i e t  
Ow~rnmant ot' Mto rhm it ory concam".) 

The Vertern Povrrr would d e s  i h  

4, The Weitern ' 



, . . I  

I I . _. . - *  . as!= 
Attachent to h a x  I--pd. 2 

I 

i 
4, The U u t u n  wauld atate that aU.clbputas. 

might @rime flQh raapoat tp  the abqPo-untionad daclarattona 
ba n i r d  url lyrttlad bowen the #our govarnmantm. 
Dsvornr+nt r r i ~ ~ d  t o  -@apt t h h  th@ matarn P W t 8  rh 

Qorrur rutb i t i o r ,  8 b  lrwt Po@ rhould requoit thm L c t o U  
Genere1 o f  T o e United Ilrtionr to prmide a reprormtativa, rup-] 
portad by rdquato a ta f f ,  to be prtab1ir'b.d i n  both Vert .ad wt m; urd, dk tb. wqerr aha&-polntm, for the purp0.a of rep 
in8 to tho 'pi" Power8 conoorhlng' wy wtiv l t ler  which appeared, P' 
to bq fn am$ Sot with th. abcnpmentioned drolarationr). I 

Tbp .bo*. ara the anlybrrentirl  e l u e n t 8  of Solution j 

(Zf tha 

that, i n  ordot to b r ~ a  rmp ch.a& nia the actLviti08 of 

- 

i . I  

5, 
"C", 
oon~ldrred by tha Uorkini Oroup md k x t r  could be groducpd at 
rhott notice ma0 the prinoip1.r hbd been agrard. 

(In omneetion with 801ution%", i t  wuld be porrible bo 
introduar aortain e l s u n t r  along the l iner of the Genera propar L 

rbatontion isor +crtionabla aatkvitiesfl on a t.criproaa1 brim; 
&t thoro arb not arrential alementr of Solutfon 'V,) ~ 

Tantativa L.~purgr fw Ehk dablmrationr inva1v.d h u  b a n  - 

I 

6. 

o f  July 211, erg., undartJLvr ragarding foro) l h i t a t i o n r  and t 
I 

! 

I 

I 

I 

! 



. 
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b r l i . r u , & b . . p r a a u l t . ~ , ~ p r a e a d u u r r f a z . r u o  I n  tho 01 pnt t ha t  a n  
axpzua.ryncy xaktiimahlp d . a u a n t a x U L d o . ~  tbo line a t  
udlL.racai.v+..puhUc uadu- mad .ruppott . in.tbt they involve I 1 procadural 
innovation l ikoly t o  give rim t o  critlcirm that  tha Vert i r  making 
of uho &amp&&.-. * I 

I point which 

ierue 

1 4 h 4  

I 

. .Lt i u m c u n q .  to..trrru1.,r.thi. crit.rion into concrete tarms Obviously, 
i t  -hu t o  be givm M cancgef. amhadimant if i t . A #  t o  be oparatio l l y  uroful.  
Wo vould not  ui.h . t o  bo in.. .porlt ion of bring wil l ing t o  m o t  any 
d e m a n d . . p ~ ~ . t h L . r h - t u t f i r A m p a - a o v i n g .  

mrlntmmncr of u S & t i q  pLo&&uruJcfou .the b.curd-u)lrrhcr tho W D  It ofStc1alr  
at. actFogmwaa84, a a ~ e . a a L ~ . t h ~ U O t  an imputad a&y theory. 

R" 

T h r a h U h u a e m . r h i c k  a n h a d d 1 n . d  with pracirion urn1 9 bo 

* 

Another po r r lb l a  approach uhFch grtr  away en t i r e ly  from any attoqpt t o  
arcribs agency would be for  the Wort merely t o  acknowledge tha t ,  whil we 
cannot prevent t he  Soviotr from ripning a ro-crl1.d "po8ca treaty" Wi I h tho 
tgGDR", wa cannot accept t h a t  ouch a docuacnt could have any effect oniout 
rightr with rerprbt to  and accem thoroto. We mlght than ray $hat we 
w i l l  i n r l r t  onundlr turbed phyricrl  accorr t o  m, and a8 long aB 
undmr prer-t procedurap, uo w i l l  accopt the erocution of there proco 
%DRtt raprorontat lvrr  (or alternativrly--it i r  matter of 
who executor thore procduror) .  Wa .wi l1 ,  of cowre, 
barically rorponriblo f o r  maintonanco of our r i a h t r ,  

continuor . 

c 
Tho undrrlying rrrumption of tha ex l r t i ng  contingency planr ha# 

while thr.  planr i n  t h o i r  current form may have the a f f ec t  of forcing 
at a r e l a t i v o l y  u r l y  rt-e, th6y would a180 r o r u l t  In c l ea r ly  exporinp 
Cosmunlrt i n t rn t ion r  t o  in to r f e ro  with Wrrtetn accerr. 
rtgumontr f o r  tho ox l r t i ng  contingrncy planr urd for roo onin8 than on( t h l r  

A clear rtatompnt of tho 

point i r  containad i n  anothet yapbr oo thlr nrbjoct Whlc 1 rayr: 
! P r m u ~ t  : 
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mtPror.nt contlngmy plurning c o n t a a p l ~ t c r  t h a t  the Wertern p(ow.28 
w i l l  idmtify their military t r a f f i c  t o  the BMt Ge1lll~18, if they paks 
wor UCOII Cunctionr from the h v i e t r ,  but not allau the  h r t  C e v n  
t o  rtrmp Wiitarn p p r r ,  80 the Sovietr naw bo. 

I 

are fnprrrr ive:  I 

( r )  Lf . tha h t  -8 i n r l 8 t  on p&pu-rt.npiag, the ! 
cr i r i r  w i l l  be brwuh t  t o  a h u d  at a time uhen the Weetern powerr are 

I I 

*  he 8 r g u ~ n t r  a thur t rying t o  lkit the  ~ . r t  hfpuIr'  r o l l  

? I 

f u l l y  prep&red--phyric8lly and prychologically--for counter-action I 

i 

1 
(b) If tha G e r m a n  back aw8y from paper-etmping. tho ! 

We8tern pori t ion w i l l  have bmn rtrangthened. For the  debate betu 
ourrelvar and the Soviet8 u to whether prerant procaduror conrtit 
merely Ldentffication of Weetern mil i tary t r a f f i c  or 'control '  of 
t r a f f i c  w i l l  have boon rroolved in our favor. 

I "Tho rrpment ppsinst  thfr courme of action i m  that it may be 

"Tha B r i t i r h  have only agreed t o  prerant contlngcncy*~plumlng 1 
i 

poli t iC&lly in fu8 ib lO.  
I 

under g r u t  dUtO88; i n  M amergency, they would almort ce r t8 in ly  
propore that the Bart krrurr be allowed t o  parform tho functlonr 
which the Soviet8 naw dircharge. There would probably be ~ o n r i d e r 4 ~ h  
Europaan p r e r r  and popukr  rupport for  the B r i t i i h  poritlon; t he re  bould 
be 8 d l r inc l inb t ion  for  reaming t o  rake papor rtaa~plng 8 
nuttar how much we explained the undarlying lrrue. 

prwadural  qUe8tiOn, a t  the very time when pwr~punr r l l i r d  uni ty  war 
n e d o d  88 a bar10 for poomlble amod action i n  defenrc of 8.rl. 
r l t u 8 t l o n  would be t he  mora difficult mince there might be ram 

r u l l y  choran the moat ru i t ab le  i r ruo  m which t o  fight. There wou f d 
q u r l t l o n i q l n  the  US p r r r r ,  public and Congrerr be t o  whather we ha  

a180 be grave d i f f i c u l t y  In making our po8itfon p lu l r ib l e  t o  the 
uncam2ttod countr ier  . 

" A l l  thip 

i "Tho a l l i a n c e  wwld thur br divided ovor AII r r r u r t i ~ l l y  

3 

f 1 

I 

I 
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"A11 thio would ba appmant to the Zlovirt., and thry wauld bq 
Urcouryrd to prrrr .bud to  raploit thr Wortern dirartay. 
of. Blm. prrr8ur.r rod r l l fd  dimuatty, it r w  likely that the aliller 
would wentually ~ c r p t  .th rrp..papqr-lrtuplng frob the &rt Q.n+nr 

In our porftion undat fire, It would be bmtt8r to  Ottaightm out t b i o  

In thq frcr 

fb.t they noY UaOpt from.tho 8 O V f O t 8 .  To avoid 8 ~ ~ h  h a t  minuyl ChulgO 

i b i8.U. b~C~r .hu ld  .'I 

i 

A relrtod qurrtfon ir whrthrr a rubrtitution of %DR" officlb 8 would 
br accrptul in the B3EIXii Air W o t y  bnkr, Thir i r  not contmpl tad 
under prermtly agroad coatfnamcy planning. 1 

I 

SBCRBT 
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